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I want talk tonight about the general issue of economic reform in Australia – 
where we’ve come from, where we are, where we are going. 
 
I don’t know whether you’ve noticed this but there does seem to be a sour sort of 
mood in Australia right now. 
 
So I thought we might begin tonight by reminding ourselves that things in 
Australia are not actually all that bad. 
 
This quarter for example we are beginning the 22nd year of uninterrupted 
growth since we came out of recession in 1991. 
 
An expansion for 21 consecutive years is quite something. It has never happened 
in our history.  
 
In the prior thirty years or so we had six recessions.  
 
It is not only exceptional in our own experience, but also compared to economies 
like ours.  
 
Most other advanced economies have had at least one recession over those 21 
years. The US and the UK have had two. Europe is in a recession today. Of Japan 
I’ve lost count. 
 
In those 21 years our real GDP has doubled, our per capita GDP has increased by 
50%, our productivity by over 40%. We created 4 million additional jobs.  
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Even with the recent fall in house prices and lower equity prices, the net worth 
of Australians has quadrupled over this prolonged expansion. 
 
21 years and there’s no sign it is coming to an end. 
 
On the contrary both business investment and savings are at record highs 
compared to GDP 
 
We have on average a narrower current account deficit than usual, and an 
intermittent trade surplus. 
 
We have low inflation, low unemployment, minimal government debt compared 
to other advanced economies, and for the year to March GDP growth was over 
4% 
 
No doubt the investment boom we have experienced for the last decade will fade 
in few years, but by then we will be seeing much bigger output of LNG, iron ore 
and coal.  
 
By then we may well be building more homes, and we may begin to see the pay-
off from other investments today such as the national broadband, better skills 
training, better universities and better schools.  
 
It is certainly possible that the expansion could continue another decade or two. 
I don’t know whether it will or not, but there is no reason evident to us now to 
prevent it.  
 
If it does continue at an average rate of real GDP growth of 3%, then Australian 
wealth and living standards will almost certainly continue to gain relative to 
those in Japan or the US or the UK or Europe. 
 
Well I don’t want to explore the reasons for our long running success tonight, 
except to say that at different times different elements have been important, and 
at some times what we didn’t do was as important as what we did do.  
 
But I would say that without economic reform we would not have been able to 
succeed as spectacularly as we have, for as long as we have.  
 
I’m referring here primarily to that sequence of big changes from the wages 
Accord in 1983, the float of the Australian dollar that same year, financial 
deregulation in 1984, the tariff cuts of 1988 and 1991, the move from arbitration 
to enterprise bargaining in 1993, and the adoption of inflation targeting by the 
central bank in 1993. 
 
These were primarily macroeconomic changes. It’s interesting to be reminded by 
John Panzar’s retrospective this morning that many of the economic reforms in 
the US at the same time were primarily microeconomic. No doubt that’s because 
we had to do a lot more just to catch up. 
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But at the same time we made the macro changes we also made quite a few of 
what you might call microeconomic changes including introducing competition 
into telecommunications, selling off government businesses like the 
Commonwealth Bank and Qantas, deregulating airlines and so forth. 
 
And we extended competition policy with a stronger mergers test and then 
through the application of competition principles to government business and to 
monopolies through the adoption of the Hilmer report after 1993.  
 
With the adoption of the national competition policy we’ve since seen great 
progress in energy pricing, in water pricing, in transport, in shopping hours and 
so forth. As Productivity Commission chairman Gary Banks reminded us this 
morning there is much yet to be done in access rules for monopoly infrastructure 
but much has been achieved.  
 
Helped by those macros and micro reforms we changed in a little over a decade 
from a high inflation economy to a low inflation economy. We traded more with 
the rest of the world. For a while at least we enjoyed unusually high productivity 
growth. We saw unemployment fall much further than we expected, and further 
than we thought possible or even sensible. 
 
It was a great and revolutionary period in Australian history. 
 
But one of the questions in my mind is whether that frequently invoked model of 
reform continues to serve us well, three decades later.  
 
Whether the experience of the eighties is now a good guide to the coming 
decades. I think probably not. I think our obsession with this model is probably 
now unhelpful. I’ll come back to that question in a little while. 
 
I first want to make a little excursion into Australian history.  
 
One view of the nineteen eighties is that the reforms of the period corrected the 
mistakes of the eighteen nineties. 
 
That at the federation of the Australian colonies we adopted a set of policies 
which were inimical to Australia’s progress and took us nearly a hundred years 
to reverse.  
 
We adopted the White Australia policy as soon as we federated, extending the 
anti-Chinese policies of the Australian colonies. 
 
We introduced wage arbitration a few years later, again building on state 
innovations. 
 
We introduced uniform tariffs in 1901, and a few years later started increasing 
them. 
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These were all distinctly Australian decisions – not ones initiated or approved by 
the British government, or part of British policy. 
 
We could interpret Australian economic history as a slow discovery that these 
were the wrong policies, but that it took us until the eighties to undo them – to 
overturn what Paul Kelly and others call the Australian settlement. 
 
I am not sure this a plausible account of our history.  
 
One objection to this theory is that there is a good case to say that each of those 
policies were designed for their times, and for many decades worked quite well.  
 
The White Australian policy for example, though it was flagrantly and 
deliberately racist, did prevent Australia from being divided into a wealthy white 
class being served by a lower class of disfranchised, poorly paid and ethnically 
distinct workers.  
 
It might easily have happened.  
 
Tariffs increased costs but also encouraged the development of an industrial 
economy base we might not otherwise have had. We recovered from the 
Depression much faster than either the UK or the US, and one reason was 
increased tariffs. The Australian industrial capability in World War Two for 
example was much stronger than in World War One. Indeed, support for tariff 
protection was quite strong among Australian economist, through the 1950’s 
and early 1960’s.  
 
The growth of manufacturing post World War Two probably for a while gave us 
a useful increase in productivity as workers moved out of low productivity farm 
and service jobs into factory jobs  - before the output of those factories reached 
the capacity of the Australian market and they found they could not go much 
further. We discovered in the end that some of our infant industries had no 
prospect of growing into adults and becoming world competitive. 
 
I would also argue that arbitration worked reasonably well into the nineteen 
sixties. After World War Two we had two decades of low unemployment, low 
inflation and modest increases in nominal wages, although wage arbitration was 
pervasive. 
 
All three of those policies of the first decade of the 20th century were regarded at 
the time as very considerable reforms, largely made in response to the 
depression of the 1890’s. 
 
Arbitration was to be a new province for law and order 
 
With federation we could have uniform tariffs and an internal free market 
 
With the immigration exclusion act competition at the lower end of the labour 
market was constrained. 
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Its certainly true that by the sixties all three settled policies were costing us 
dearly. We changed White Australia first, and then it was well into the eighties 
before we changed the others. In the fifteen years between about 1968 and 1983 
our industrial relations system in particular was calamitous. We had stellar 
nominal wage increases in 1974 and again in 1981, supporting high inflation and 
provoking monetary and fiscal tightening and economic downturns. 
 
Another problem with the view that the nineteen eighties reversed the mistakes 
of the eighteen nineties is that there had been a continuous process of policy 
reform in the decades prior to the eighties.  
 
I am thinking here of the gradual assertion of Commonwealth authority over the 
states, of the Commonwealth State financial agreement and the loans council, the 
creation and development of our central bank, the Commonwealth takeover of 
income tax, the post war immigration program and so forth. Many of these 
changes were stimulated by the First World War, the Great Depression and then 
the Second World War – events of supreme importance that obliged Australians 
to think about the economic framework of their nation. 
 
The nineteen eighties were extremely important in Australian economic policy, 
but by no means the only decade of change.  
 
I guess I am trying to make the point that the eighties were an important period 
of economic reform decisions, but that economic reform in Australia is also a 
process of continuous adaptation. We have been reforming since the nation was 
created.  
 
The great period of economic reform of the eighties is not as a response to the 
mistakes of the eighteen nineties, the mistakes of federation, and it did not follow 
eight decades of rigidity. It was a specific response to the economic calamities of 
the nineteen sixties and nineteen seventies, which followed the successes of the 
forties, fifties and early nineteen sixties. 
 
We discovered in the economic experience of the sixties and the seventies that 
we simply could not continue the way we were going. 
 
The micro economic policy changes were influenced by the dismal results of the 
sixties and seventies, but also by a somewhat separate stream of developments 
in economic theory and in policy changes in the US and the UK.  
 
It is true that the problem of stagflation was nearly universal in the developed 
world from the mid sixties, but nominal wages growth was often faster in 
Australia than in the UK or the US or Canada. We shared the problems of other 
advanced economies but we also created our own specific problems, largely in 
industrial relations and in the nexus between tariffs and wage arbitration.  
  
(As an aside, one small signal of the continuity of our approach to economic 
reform is that we only rarely abolish institutions. We usually rename them and 
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completely change their roles. Each institution is then a living history of policy 
change. 
 
Today’s Immigration Department which administers multicultural migration is 
the same Department which enforced White Australia. 
 
Today’s Fair Work Australia, which has very limited powers of arbitration, is the 
direct descendant of the IRC, the C&AC, and the predecessor bodies, all of which 
relied on arbitration 
 
Today’s Productivity Commission is the descendent of the IAC and before that 
the Tariff Board, which until Alf Rattigan was appointed chairman in 1963 was 
firmly in favour of tariffs and the goal of creating secondary industry in Australia.  
 
Today’s ACCC is the descendant of the Trade Practices Commission, which in its 
earlier manifestation had quite as much to do with approving and registering 
anti competitive agreements as prosecuting them 
 
Today’s RBA is essentially the same institution as the one which insisted on a 
heavily regulated financial sector, a fixed exchange rate, and regulated interest 
rates.  
 
Today’s Loan Council, which formally meets to consider but rarely object to each 
states proposed borrowing, is the same Loan Council which for many decades 
effectively constrained state government borrowings.) 
 
Having mentioned how successful the economic reforms of the eighties and early 
nineties were, I would also point out that there was a very large element of 
fortuity, of serendipity, in some of those big changes in the eighties. 
 
I was heartened to discover this morning that some of the very big changes in the 
US such as the breakup of Bell were made on what you might call theoretical 
grounds rather than extensive cost benefit analysis 
 
That is certainly the case here. One of the most influential of our changes was the 
float of December 1983. Writing about that period I had access to Paul Keating’s 
files. The compactor and combination locked filing cabinets containing them took 
up much of the space in the ANU’s Horrie Brown Library. 
 
I probably missed various bits and pieces but all I found on the float in that vast 
collection was some papers that when assembled together made a file I suppose 
a centimetre thick.  
 
I haven’t seen it but I am told that when the archives material on the float was 
recently made public it too was unexpectedly meagre. It was summed up in a few 
pages. 
 
So here we have one of the biggest economic reform decisions of the last half 
century taken without elaborate documentation 



 7 

 
There was virtually no discussion of its profound economic impact. 
 
For example, it is quite likely that the float and the removal of capital controls 
contributed to the huge expansion of capital inflows, of debt, and the 
corresponding expansion of the current account deficit and the investment boom 
of the late eighties. 
 
Concern about the current account deficit and the increasingly property based 
investment boom in turn motivated the tightening of monetary policy which was 
associated with the recession at the end of the eighties. 
 
Though the float was in response to high capital inflow and was expected to see a 
stronger exchange rate, in fact we experienced a weaker exchange rate on 
average. In conjunction with the Accord and later with lower inflation, Australia 
became a much more competitive economy 
 
The other very big change which resulted from the float was institutional. 
 
In an open economy with a fairly open capital account you can control the 
exchange rate or the interest rate, but not both at the same time.  
 
Over the years Treasury had controlled the exchange rate decisions, which left 
the RBA in a permanently subsidiary position. 
 
The float freed the central bank from Treasury, and created the possibility of it 
being independent.  
 
Over time macroeconomic stabilisation moved from Treasury to the Reserve 
Bank, from Parkes Place to Martin Place. 
 
The float and deregulation made an autonomous inflation targeting central bank 
a possibility for Australia. 
 
But these issues so far as I know were not part of the material around the 
decisions in 1983. 
 
I wasn’t there for the float but I was in the Prime Minister’s office as an economic 
adviser for the transition to enterprise bargaining from 1991. We moved very 
abruptly from the most centralised and most disciplined arbitral system we had 
ever had, to one where arbitration was minimised and bargaining encouraged. 
But so far as I can recall there were no studies it was based on, no predictions of 
its effect. Today there is a requirement for a regulatory review, stating how the 
proposed change is going to affect regulatory costs and outcomes. Fortunately 
we didn’t have that then. 
 
In the early nineties I drafted a speech for then Treasurer Paul Keating in which 
he said that as a result of the changes of the eighties, as a result of forthcoming 



 8 

changes to industrial relations, Australia would now enjoy a prolonged 
expansion with low inflation and high productivity.  
 
I would love to say that we knew this would happen and we had extensive 
studies to suggest it would.  
 
But the truth is that it was a big surprise that it actually happened.  
 
Within the government Rod Sims, then a senior official in the Department of 
Prime Minister and Cabinet, was the moving spirit and architect of what became 
the Hilmer report. It was a very great achievement. I wonder whether even he 
would have imagined how successful that initiative would prove to be.  
 
I might add that some of our most significant reforms or at least changes in 
policy which have had a big economic impact are conducted without much public 
debate or inquiry and aren’t much noticed. The most notable instance is 
immigration policy. Over the last twenty years the annual number of permanent 
and long term arrivals (this is gross, not net) to Australia has increased from 1% 
of the population to 3%. From under 200,000 to over 600,000. That is an 
immense change which goes part of the way to explaining how we have coped 
with the near doubling of business investment as a share of GDP over the last 
decade. 
 
Well I do apologise for straying a bit from the theme, which is where we are now 
with economic reform. 
 
I guess I have been suggesting that the revolutionary and rapid character of 
economic reform in the nineteen eighties was unique to that period and has 
given us a paradigm of economic reform which we now find it difficult to apply.  
 
The nineteen eighties are a misleading guide to what we ought to be doing now.  
 
The simplest and most easily apparent aspect of this is that we can only float 
once, we can only cut tariffs once, deregulate finance once, we can only switch 
from arbitration to bargaining once.  
 
I’ve been impressed today by the fluidity of policy thinking in economic 
regulation and its pretty clear that story is not finished – but the major principles 
of competition and access have been accepted.  
 
But the more important point is that to have the reforms of the eighties you 
needed the disasters of the sixties and seventies. 
 
What we now have, what the economic reformer today must deal with, is the two 
most brilliant decades in Australian economic history.  
 
It is certainly harder to motivate reform, but it is also harder to discern what is 
actually in need of reform.   
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Instead of recognising this we are I think experiencing a sort of nostalgia for the 
eighties, for crisis driven big bang reforms, which is preventing us from sensibly 
adjusting to the reality of ameliorative reform, nuts and bolts reform with small 
individual pay-offs, to an economy that is on the whole performing reasonably 
well.  
 
We are like World War Two generals trained to fight massed tank battles in 
central Europe, who cannot adapt to platoon sized actions of jungle war in Asia. 
 
Unlike our quiet boom, already 21, we are refusing to grow up 
 
We manufacture crises, we warn of imagined terrors, we bring to the debate the 
stridency of national survival. 
 
We sometimes discover that the most fervent calls for reform are more about the 
distribution of wealth or incomes or power than about enhancing the overall 
wealth or income of the country.   
 
As if the country was a football team we warn darkly about “complacency”, 
urging more strenuous efforts in the second half.  
 
We’ve seen this over the last year or two, in the lament over our productivity.  
 
It was widely said that our failure to continue reforming our economy had 
caused a decline in productivity growth.  
 
It was widely said that we should ask the Productivity Commission to look into 
this and recommend a new path for reform.  
 
It was of course widely said that the reason for the slowdown was the Fair Work 
Act – though as a matter of fact the slowdown had long preceded the Fair Work 
Act. It was just as evident under Work Choices legislation of 2005 and under the 
preceding Workplace Relations Act.  
 
It is also a matter of fact that the Productivity Commission had actually looked at 
what was happening in productivity and already made public its finding, which 
was that there probably wasn’t a problem. That is, the slowdown or decline in 
MFP, the measure it preferred, was likely explained by the collapse of 
productivity in mining and utilities, and more generally by the investment boom 
of the last decade which, as Gary Banks says, has not yet been requited in 
correspondingly increased output.   
 
Now the problem with a style of argument that exaggerates problems to 
stimulate reform is that the crisis we manufacture might well be over before we 
get our reforms organised. After a decade of dismal numbers the March quarter 
national accounts for example showed that labour productivity in the market 
sector had increased 5.3% over the year to that quarter. That’s more than double 
the average four quarter change over the last 16 years. 
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That is very fast indeed. It is very unlikely that it will continue at that rate and 
indeed that reported rate may be revised down, but it is likely that as mining 
output increases and the investment boom tails off we will see productivity 
improving – not as rapidly as in the nineties, but around its long term average of 
1.5%.  
 
So is there a more sensible way to think about economic reform?  
 
As RBA Governor Glenn Stevens recently suggested, one way is to read the 
reports of the Productivity Commission in recent years and the speeches of its 
chairman Gary Banks. When you do you realise that a national reform agenda 
does indeed exist and that it is indeed being progressed, but that much of it 
developed within the Council of Australian Governments because the issues 
involved often require state government action. They are often issues of health, 
education, workplace safety regulation, mutual recognition or standardisation of 
training and professional requirements or safety and product requirements. 
They are of absorbing interest to those directly involved, but hard to dramatise 
and generally small in their individual impact. But as Banks said a couple of years 
ago, COAG has “the most extensive and ambitious national reform agenda” ever 
placed before it.  
 
Another aspect of the reform agenda was on display here at this conference 
today. It is technical and detailed. In access to monopoly infrastructure for 
example it requires us to trade off between different objectives such as the need 
for investment and the need for competition, the need for innovation and the 
need for basic structures. So, too, over the next decade we are going to have to 
make difficult decisions balancing the need to protect intellectual property, 
against the need to permit competition and technical advances.  
 
Then there is another stream of reform, of human capital investment, which is 
crucial for our ability over time to become more competitive in traded services. 
These are not rule changes, but big calls on spending priorities. 
 
As the Bradley and Gonski reports reminded us, this requires continuing big 
investment in vocational education and training, it requires better schools and 
better universities, all of which are expensive. It will require continuous scrutiny 
to see if we are achieving our targets and the money is well spent. 
 
Very often the changes require agreement among nine governments, which is 
not always easy. 
 
This is a large part of the agenda of the COAG and today of the Productivity 
Commission  
 
I think the economic reform debate will be helped if we can be more sensible 
about where we are and what we can achieve. 
 
For example one proposal I frequently encounter in the business community is 
that we should extend the goods and services tax to health, education and fresh 
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food, and use the revenue to fund a cut in company tax. Now health and 
education are largely government funded so a big part of a GST in those areas 
would take money out of one government pocket and put it in another. The core 
of the proposal is that the price of fresh food should be increased by ten per cent 
and the tax revenue used to fund a cut in company tax. We would do this, we are 
urged, to encourage investment – and this at a time when we are experiencing 
the biggest investment boom in our history, suggesting that the level of 
corporate tax is not a powerful constraint. To my mind this is not a serious 
reform proposal – it is merely a posture.   
 
It is also important to know what we need to reform.  
 
As a member of the Fair Work Act Review Panel I recently had occasion to 
consider the nature of economic reform in industrial relations 
 
One thing you can say about our industrial relations arrangements is that they 
have served us pretty well up to this point. I’m not talking here just about the 
FWA but about the entire structure since 1993. Workchoices, the framework 
introduced in 2005 and which so largely contributed to the Howard 
government’s loss of office in 2007 was least like the others, but all of them 
combined a right to strike in pursuit of collective agreements with some sort of 
safety net base of minimum wages and conditions. In all of them the emphasis is 
on bargaining, and there is only a small role for arbitration. 
 
We certainly have some problems, principally in Melbourne and there 
principally in construction, but compared to our earlier experience we have a 
very low level of strikes. Even in the eighties, when we had the Accord, the 
average level of strikes was six times higher than the average for the last twenty 
years, although the workforce was smaller. Overall wages growth has been 
consistent and fairly modest. It has run at or below 4% for the last twenty years. 
But within that average there is certainly evidence that wages by occupation or 
industry respond to supply and demand, which is the outcome we sought with 
enterprise bargaining. For over a hundred years we had state and federal 
systems, but now we have a national system. Nine out of ten employees are in 
the national system. We used to have thousands of awards and like instruments  
– 3175 to be exact. Now we have 122, and they are simpler and less prescriptive.  
 
Only about 15% of the workforce is paid at the award rate, and though I don’t 
know the number the proportion paid at the minimum minimum – the lowest 
award rate – is probably very small indeed. If a lot of people were paid the 
lowest minimum rate or if we had a high level of unemployment, one would 
suspect that the minimum was too high. But neither is true. Its also worth noting 
that through the whole of the last twenty years the profit share of factor income 
has increased, and the wages share has declined a little.  
 
For one reason and another the proportion of employees who are union 
members has been declining for decades. Today fewer than one in seven private 
sector employees are members of unions.  
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The coverage of collective agreements in the private sector is not much higher – 
about one in six private sector employees is covered by a collective agreement.  
 
The system is flexible enough to have seen a persistent increase in casual and 
part time employment, and a reasonably high degree of labour mobility.  
 
I’m conservative enough to think that if we have evolved our institutions to the 
point where the results are very satisfactory, then we should give very careful 
thought before we radically change them again, especially if there is room, as I 
think there is, for many changes which might improve how the system works but 
retain the principles on which it is built. 
 
Well, 24 hours at this stimulating conference is enough to convince me there is 
still a thriving culture of economic reform in Australia– but it is not the one being 
pressed by the business community or trumpeted by the newspapers. It is much 
more difficult – and potentially much more rewarding. 
  
 
 
 
 

 
 


