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Austtalia .. s Intetnational Ttade 

by Lawrence 1Ctause 

Decembet 1983 

The woild economy is changing tapidly. Leading those changes have 

been the countt ies in the Pacific basin. lntetnational ttade has been 

intimately involved having gtown fastet than output, patticulatly in 

the fast g1owing countties duiing the petiod of tapid expansion. 

However, intetnational ttade conttacted when the wotld economy suffeted 

recession. Thus, tt ade may have been both the handmaiden of g1owth and 

the 11echanism spteading econ011ic distress. This chaptet analyzes the 

tole that Austtalia has played in these developments. It examines the 

basis fot Austtalia"s compatative advantage and relates changes in 

ttade to factot:s within the Austtalian economy. Finally, the policy 

stance of Australia with respect to both ttade and dUect investment is 

investigated. 

Intetnational Tt:ade and the Economy 

It is often said that Austtalia has always been a ttading nation 

and that is no doubt tt:ue. Howevet if we measut:e commitment to 

intetnational ttade by the tatio of expotts and imports to domestic 

p1oduction (GOP), then Australia has become leH of a tt:ading nation 

dut:ing the postwat petiod; this is quite the reveue of othet 

industt:ial countties . As seen in table 1, Austtalia .. a expotts and 

impotts of merchandise wete each about 20 petcent of GDP ot even highet 



I 
Table 1. Australian Imports and Exports 

1949/50- 1954/55- 1959/60- 1964/65- 1969/70- 1974/75- 1979/80-
1953/54 1958/59 1963/64 1968/69 1973/74 1978/79 1982/ 83 

Imports 1,369 1,539 1,975 2,952 4,139 10,117 15,783 
(yearly average, in mlllions of $ Australia) 

Exports 1,554 1,647 2,138 2,857 5,122 11,086 15,436 
(yearly average, in millions of $ Australia) 

Trade Balance 185 108 163 -95 983 969 -347 
(yearly average, in millions of $ Australia) 

Imports 19.3 14.0 12.8 12.9 10.6 12.3 14.2 
(yearly average, percent to GDP) 

Exports 21.7 14.9 13. 7 12.4 13 . 0 13.5 14. 1 
(yearly average, percent to GDP) 

Source: Australian Economic Statistics, 1949- 50 to 1980-81, pp. 2- 3. Budget Speech 
1983-84, p. !12. National Income and Expenditure 1982-83, 1983-84 Budget Paper No. 10, 
~ 



in the early 1950s measured at current prices. But those shares 

declined rapidly and by the late 1960s and early 1970s, they were no 

higher than 11-12 percent. The picture is not appreciably altered if 

goods and services were taken together rathet than goods alone. 

Subsequently, the trends were reversed but not appt:eciably; in 1982-83, 

exports were 12.9 percent of GDP and imports 13.4 percent. 

A second major development has been change in Austtalia .. s t1ading 

pa1tnets as seen in t a ble 2. In the early 1950s, about 40 percent of 

Australia .. s exports and 50 percent of its imports were with the United 

Kingdom. By 1980 less than 5 percent of Australia ... s exports were going 

to the United Kingdom. Japan had become the pi:incipal market in the 

mid-1960s and in the early 1980s was taking almost 30 percent of the 

t otal and the United States about 10 percE!nt. Within recent years, 

however, it has been the developing ·countries whose mat:kets have been 

growing for Austtalian products taking about one-third of the total 

with the ASEAN and the OPEC countries being particularly important. 

The picture 1s only slightly different on the impott side. The 

U. K. share has dropped to less than 10 percent being replaced by Japan 

and the United States, each of which had a 20 percent share of the 

Australian market in the eatly 1980s. Australia is also buying more 

from developing countries which provided 17 percent of the total in 

1982 with the OPEC countties being somewhat mote important than the 

ASEAN countries. 



Table 2. Share of Australian Exports from and Imports to Selected Trading Partners 

(yearly average, percent) 

1949/50- 1954/55- 1959/60- 1964/65- 1969/70- 1974/75- 1979/80-
1953/54 1958/59 1963/64 1968/69 1973/74 1978/79 1980/81 

Imports: 
U.K. 46.9 41.8 31.1 23.9 19.3 12.3 9.3 
E.C . a 8.8 10.1 11.2 12.2 13 . 4 14. 1 12.6 
Japan 1.9 2. 7 5.8 10. 1 15 . 5 18.8 17 .4 

So~!~t & A:~~th 13.2 12.0 9. 7 7 .2 7 .o 9.6 12.4 
USA 11.1 12.9 20.0 24.9 23.0 21.2 22. 1 

Exports: 

~:~:• 35.9 31.3 21.3 15.4 9. 7 4.4 4.4 
21.7 21.4 16.2 13.2 9.9 10.5 8.9 

;:~1~ic basinc 
6. 7 11.6 16.4 19.8 28.5 31.2 27.1 
8. 7 9.6 9.0 11.8 12.9 14 . 2 16.0 

USA 9.6 6.8 9.6 12.3 12 . 2 10 . 3 11.0 
Canadad d 2.6 2.5 2.1 
New Zealand 5. 7 5.2 4. 7 

Source: Australian Economic Statistics: 1949-50 to 1980-81, pp. 6,9; International 
Information Paeer, pp. 19-22. 

a. E.C . excludes the U. K. Ireland, and Denmark are included as or 1973/74. 

b. South and South-East Asia includes Bangladesh, Brunei, Burma, Hong Kong, India, 
Indonesia, Kampuchea, Laos, Hacao, Halaysia, Maldives, Pakistan, Philippines, 
Singapore, Sri Lanka, Taiwan, Thailand, and Vietnam. 

c . Pacific basin includes Taiwan, Hong Kong, Republic of Korea, Indonesia, Malaysia, 
Philippines, Singapore, Thailand, and Papua New Guinea from 1970/71 inclusive. Before 
1970/71 countries included are those listed in footnote b. 

d, Data for Canada and New Zealand begins in 1970/71. 



From a tegional viewpoint, it is the developed and developing 

countties of the Pacific basin that are Austtalia's latgest ttading 

pattnets. They provided matkets fot about 60 percent of Austtalia's 

expotts since the early 1970s. Austtalia is also buying more from the 

Pacific basin with the impott shate rising from about 49 percent in the 

early 1970s to 59 percent recently, about the same as exports. In the 

early 1950s, it was Europe that had 60 percent of the shares, but no 

mote. 

A thh:d characteristic of Australian trade that has changed is its 

commodity composition as seen in table 3. In the early 1950s, wool 

alone was about half of Australia's exports and other agricultural 

products were about another 30 percent of the total. By the early 

1980s minerals were 30.7 percent of Australian exports, rural products 

were down to 45.1 percent, and manut_actutes, 20 percent {special 

ttansactions, 4 .2 percent). Changes in the composition of impor ta were 

much less marked as capital goods remained about 20-25 percent of the 

total. However the finished consumer goods and motor vehicles share 

did rise and producers' materials fell. Of course, more dramatic 

changes would appear with a disaggregated commodity classification. 

Explaining the Trends 

What accounts for these major changes in Australian trade? With 

respect to exports, HcColl and Nicol have applied a constant market 

shares analysis for the period 1963-66 to 1975-77 •1 The CMS method 

attempts to separate causative factots into growth of world trade, 



Table 3. Distribution of Exports and I■porta by Ca-xi1ty Group 

(yearly averaae, percent) 

1950151- 1955156- 1960/61- 1965166- 1970/71- 1975/76-
19511 /55 1959/60 19611/65 1969 /70 19711/75 1979/80 1980-81 

h1portalll 
Food, drink " 

tobacco ,., 6.3 ,., ,., 5.0 ,. 1 

Hlnerl!lla, fuels, 
I other bgatc 
■aterlals 19 .7 21. 1 18.5 111.3 11.6 1'.6 

Hanuragtured 

'""'" 68.9 67 .1 71 .0 75.6 79.2 77.7 

Other ,., ,., ,. 1 ,., ,., ,., 
Exports: 
Heat ,., '·' ,., .. , 10.3 , .. 
Cereals 12.8 ,., 15.6 12.11 12.1 12.1 

Wool 50.7 113.2 21.2 211.3 13.e 10.3 

Other rural 12.8 13 .9 13.3 11.7 11 .o 10.0 
Unprocessed 
and procasaed 
■ lnerals 15.8 18.8 

CNl o. 1 ,., 1.3 3.1 ,., 10.8 

Metals ,., 1. 1 1. 1 , .. 10.0 ,., 
Sl■ply 

~~~~~=5d ,.1 ,., 
Ehborately 
transtor■ed d 
■anufactures 13.9 10.11 

Source: Australian Econ0111lc Statistics: 19119-50 to 1980-81, pp. 5,8. Internal 

Intor■atlon Paper, pp. 23-36. ---

•· Pr011 1965/66, lncluSIYe, the classification or l■porta 11as chanaed fro■ the 

Statistical Chssltlcatlon or !■ports to the Australian I■port Co■aodlty 

Classification. See footnotes b and c to see holl the categories changed. 

b. Pr011 1950/51 through 19611/65 Includes basic uterlals, fuela, and 

lubricants . Frca 1965/66 Includes crude ■lllter tala (Inedible), ■lneral fuels, and 

lubricants. 

c. Fro■ 1950/51 throuah 19611165 Include:, tutlles, base ■etals, ■otor Yehlcles, 

electrical aachtnery and equipment, other 111achlnes and ■achlnery, and other 

■anufactures, Fr011 1965166 Includes chemicals, ■anufactured .. aterlal, 11achlnery 

(electric and otherwi se) , transport equll)llent:,, and ■tscellaneous ■anuractured 
art i cles. 

d. Data beatns In 1970/71. 

,.3 

18.11 

111.1 

'·' 
8.3 

12.1 ,., 
11.8 

17 .8 
10.3 

'·' 
1 ., 

12.2 



commodity compositional effects, matket disttibutional effects, and 

competitive effects (measuted as a tesidual). While thete at:e 

legitimate ctiticisms of CMS methodology, pat:ticulat:ly in intet:pteting 

the meaning of competitiveness, it does identify cettain obvious 

variables affecting tt:ade. 

The facts ate that Austtalian expot:ts did not gtow as fast as 

wot:ld tiade; that is, Austt:alia was unable to sustain even the small 

shaie of wot:ld mat:kets that it supplied. In 1938, Austtalia supplied 

about 2.2 pet:cent of wot:ld ttade and its shate IOBe to 3 petcent in the 

eat:ly postwar petiod. However by the late 1950s, it had dropped to 

1.5 petcent, teversed slightly to 1.65 percent in 1963-66, but declined 

further to 1.27 petcent in 1975-77. McCall and Nicol confine their 

detailed analysis to the eleven industiial countries buying two-thirds 

of Austr:alia"s expor:ts and in these _countt:ies, Austr:alia .. s abate was 

2 .3 percent in 1963-66, 1.95 pet.cent in 1967-69, 2.05 pet cent in 

1970-72, and only 1.7 petcent in 19/5-77. 

The findings of the CMS analysis ar:e that all of Austtalia" s lost 

matk.et shates can be attt:ibuted to an unfottunate commodity composition 

of its exports. Specializing in wool, meat, and gt:ains was very 

unlucky, Austtalia"s market disttibution was positive on balance as 

1. G.D. McCall and R.J. Nicol, "An Analysis of Austtalian Exports 
to its Majot: Tr:ading Pattnets: Mid-1960s to Late-1970s," The Economic 

~, June 1980, pp. 145-57. 



the slow growing U .K. matket was more than counterbalanced by the fast 

growing Japanese market. The competitiveness measute was also 

positive, patticularly in Japan. It should be noted, however:, that 

duting the end of the peiiod fiom 19/0-72 to 19/5-77, Austtalia's 

competitiveness seemed to decline. 

Expot t successes wete found in minetals in which Austtalia 

increased its mat:ket share in Japan and in alumina (which is classified 

as an industtial chemical). But at the same time, mat:ket loses wet:e 

suffered fot: h:on and steel, transpott equipment, electrical machinery, 

instruments, and metal manufactures--most of which ai:e so-called 

Elaborately Transformed Manufactures {ETMs). 

As to the fast growing developing countries of Asia, which as 

alt:eady noted, ate buying an incteasing pot:tion of its expoi:ts, 

Austialia was unable to sustain its market sha:z:e which declined fiom 

4.1 percent in 1964-66 to 3.4 percent in 1974-76. 2 

A similat: type of analysis was conducted by the Depat:tment of 

Tt:ade. 3 They established that Austtalia's shat:e of wot:ld markets 

2. But:eau of Industry Economics, Industtialization in Asia--Some 
Implications for Austtalia, 1978, Table 3 . ll, p. 31. If China is 
excluded, thei:e was no decline over the ten yeat:s, but there was a 
decline hom 1969-71 to 1974-76. See also, Kym Anderson and Ross 
Gat:naut, "Australian Protection and Ti:ade with the Developing 
Countt:ies" (ANU 1983), ptocessed. 

3. Department of Ttade and Resources, Economic Policy Division, 
Australian Ex ott Petformance in the 1970s: Some Further Anal sis, 
August 1982; and Pattern of Aust:z:alian Expotts, 1970 /1 to 1980/81 
(April 1983). 



declined futthet to 1.18 petcent in 1980. This analysis is less 

satisfying than CMS because it apptoaches ttade only ftom the side of 

the expottets (not matket by matket) but it does have the vittue of 

making some distinction between ttade value and ttade volume (CMS is 

based only on value data). Outing the decade 1970 to 1980, would ttade 

volume incteased 5.6 petcent a yeat, but Austtalia'"s expott volume 

incteased only 3.6 pet cent a yeat. Host of the diffetence was 

atttibuted to the commodity composition of Austtalia'"s expotts similat 

to the finding of the CHS study. Even with tespect to fast gtowing 

manufactuting, Australia"'s expotts ate split about evenly between 

Simply Tt:ansfotmed Manufactutes (STMs) which ate gtowing mote slowly 

and Elabotately Ttansfotmed Manufactutes (ETMs) whete thei:e ate lai:ge 

incteases wheteas woi:ld expoi:ts ate about 80 pei:cent ETMs and only 

20 pei:cent STMs. 

Some ptoduct disagg regation was undertaken which indicated for the 

petiod 1971-72 to 1980-81, woi:ld agticultutal ttade volume incteased 

4.2 percent a year, but Australia'"s only 0.8 percent; woz:ld 

manufactures trade volume increased 6. 7 percent a year, but Australia'" s 

only 2.2 percent ; on the other hand, world mineral trade volume 

increased only 1.4 percent a year, while Australia'"s rose 7 .b percent. 

However, because of the composition of trade within minerals, the value 

of Australia'"s minerals increased less than the wotld avetage since 

Australia has less pettoleum in its export basket whose ptice tose 

dtamatically. 
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One distutbing finding concerning Austtalia .. s market distribution 

was that Japan .. s share of Austtalia'"s expotts peaked in the mid-1970s 

and began to decline. This teflects the fact that Australia'"s shat:e of 

Japanese imports declined fiom 9.4 pet:cent in 19/2 to 5.0 petcent in 

1980. The slowing of Japanese growth since the that oil Cl'.isis has 

meant that fewet Australian natutal resoutces at:e being demanded. Also 

a belief was exptessed that Japan may be intentionally ttying to 

dive:uify its sources of imports away from Australia. An estimate was 

made that 1983-84 will be the fh:st yeat in which Australia will import 

mote from Japan than it sells to them. 4 To replace Japan, Australia 

must look to the newly industrializing countt:ies of Asia and recently 

it is having notable success in Korea and some in Taiwan, but less in 

Hong Kong and Singapore. 

Several hypotheses were advanced to explain the deteriotation in 

Australia's expoxt position: 

L the inwatd orientation of manufactuting policy and 

pet fotmance , 

2. the small scale of manufactuting, 

3. a foreign investment bias toward natural resources, 

4. changes in the teal exchange rate, 

5. ptotectionism in ovetseas markets, 

4. Maximilian Walsh, "Australia's Great Leap Backwatd; How Japan 
Stole the Trade Initiative, " The Bulletin (June 28, 1983). 
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6. foteign ownership and control of Austtalian producers, 

7. international transpott costs, 

8 . and the reduction in R&D expenditui:es in Austt a lia. 

Some of these hypothesis are addressed below. 

The Resource Content of Australian Tt:ade 

While the ttaditional theory of comparative advantage is still the 

cornerstone of accepted wisdom con,cet:ning the determination of the 

structure of intetnational ttade, the theory has been amplified in 

recent years. One apptoach that 1s particulazly useful is to expand 

the number of factots of ptoduction beyond the simple labo1:, capital, 

natural resoutce classification. The thtee factor model has been 

expanded to a five factor model as follows: unskilled labot:, hum.an 

capital (skilled labo1) , physical capital , technology, and natural 

1esou1ces. 5 All five factors ate generally requited in production and 

thus they occur in combination. Hence the interesting question is the 

relative intensity in which they occur. Empiiical implementation of 

the model in a st1aightfo1wa1d manner 1equi1es data on factoIS by 

products that ate not available. Howevet, the model can be 

approximated by classifying products by theiI dominant tacto1 input, 

5. Fot a mote detailed discussion, see chapter four, Lawrence 
B. Krause, U.S. Economic Policy toward the Association of Southeast 

Asian Nations (Brookings 1982). 
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that is, dominant ftom the viewpoint of location of ptoduction which is 

of intetest fat international ttade. Because physical capital is 

extremely internationally mobile, it was dropped as a classification 

item. All commodities were chatactetized as being eithet: unskilled 

labot, human capital, technology- or natutal tesou'tce intensive. Data 

on ptoduction ptocesses in the United States were used to form the 

classification scheme. 6 

Australian exports and impo:z:ts by factors £01 the period 1970-81 

are shown in table 4. It comes a s no surprise that Australian exports 

ate heavily natural resource intensive. This is by fat the major 

charactetistic of Australian expot ts. However, in the early 1970s, the 

natural teaource sha1:e was about 83 pe1:cent but it d1:opped to about 

79 pe1:cent in the ea1:ly 1980s. Since these shues al'.e calculated hom 

value data at cunent pYices, a bias- is intl'.oduced when 1:elative prices 

change as they did du1:ing the 1970s, Hence the decline in the natut:al 

1:esout:ce shat:e may be undet:estimated. Austi:alian human capital 

intensive expol'.ts also became mat:ginally less impoYtant ovet: the 

decade . At the same time, it is somewhat sut:pt:ising to find that 

technology intensive products increased their share from about 

7 .5 percent in the eat:ly 1970s to about 12 percent in the early 1980s. 

6. See appendix A for an explanation and listing . In this 
classification, aluminum oxide occurs in a category of technology goods 
so some adjustment is required in interpreting Australian data. 



Table II . Four Sector Anal ysis or Austr ali an Trade with the World 
{percen t of tot al) 

Exports : 
Kuun caplta l Natural resq.,.rce Skilled lal>or Technology 

Sector: lntenshec~l tlea l ntens h ec~ltlea lntenshec~ltles lntensl•ecoanodlties 

1970 7.937 83.2211 1. 1167 1-313 
1971 1 .606 82 . 590 1. 289 6 . 5111 
1972 8. JJII 82.770 1. 311 7. 586 
1973 1 .863 81.251 2.1111 8.752 
197 11 7 . 906 80.863 1.6]8 9.592 
1975 7 .5119 82.936 1 .2116 8.268 
1976 6 .087 82 . 1106 1.055 10. 1152 
1977 6.3112 61,890 0.968 10. 800 
1978 1 . 261 79 . 217 1 . 1198 12.017 
1979 6 .626 62.621 1.690 8 . 863 
1980 6.31 1 79 . 376 2 . 11 i! 12.201 
1981 6.]70 79.068 1.869 12.693 

l•porta 1 
1970 25. 723 18.601 111.203 11 1.1173 
1971 28.222 17 .5115 111 . 225 ~0 . 008 
1972 26.616 16 .609 17. 197 37.579 
1973 26.5117 16 .657 17 .032 37-7611 
19711 26 .71 0 21. 550 15.601 311. 139 
1975 29,501 20 , 806 13. 609 ]6.0811 
1976 30 . 1011 21 . 1103 111 . 530 33.963 
1977 26. 121 22.1181 111 . 233 35 . 165 
1978 27.553 20 . 595 111 . 1155 37,398 
1979 26.660 22.210 111.869 36 .2112 
1980 25.1160 25.225 12.872 36.11113 
1961 25.1160 23.308 13.616 ]7.6 111 

Sour ce: UN Ca-odlty Trade tapes. f'lgurea a r e r ounded. 

::; 
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The inctease is still present but less marked under an adjusted 

classification of technology goods. Thet:e was little change in the 

labor intensive share. Technology intensive products, in genetal, have 

grown as a share of wotld ttade and Australian exports took part in it . 

A confirming picture is seen on the impott side . Austtalian 

impotts ate split between technology goods with the largest abate, 

human capital intensive products next, and then natural resout:ce and 

labor intensive products. However I natutal resource intensive ptoducts 

apparently grew as a share of total imports duting the decade 

(remembering the upward bias). A small decline was tecot:ded in the 

share of both labot-intensive products and human capital intensive 

products . A lat:ger decline occut:t:ed in the technology shat:e which went 

ft:om about 40 percent in the early 1970s to about 37 pet:cent in the 

eat:ly 1980s. While too much weight _should not be placed on these 

measui:ements , it does appeat: that Austt:alia .. s competitive advantage is 

moving away ham heavy dependence on natut:al 1:esou1:ces to somewhat 

gi:eatet: t:eliance on technology goods. 

Austt:alia's lat:gest tt:ading pai:tnen at:e Japan and the 

United States. These at:e also the two most competitive counuies in 

the tt:ade of technology goods. Thus, if thet:e was some shift in the 

resout:ce base of Austt:alia's com.pat:ative advantage, it ahould appeal'. in 

Austt:alia's bilatet:al ttade with them. The factor basis of Japanese 

and U.S. ttade was examined with tespect to the wotld and with 

Austtalia sepatately as summatized in table S. Japanese impot:ts ate 



Table 5. Four Sector AnalJsls or Trade tor Japan and the United States wi th the World and Australla 
(percent or total) 

~ 
Hu.an capital Natural resource Skilled labor Technology 

Sector Intensive c~odltles Intensive caa.odltles Intensive connodttles lntenstve cOlllllodltles 
Trad tns partner World Australia World Australia World Australia World Australla Australia 

I■ports: 
1970-1972 

a ver ae:e 3.5208 o."4295 77 .6903 96.9195 11,1061 0 . 287 11 111 ,6827 2.3637 .65"43 
1911-1979 

averase 3.5258 0 . 5226 81."4019 96.5"423 "4.9822 0,2571 10.0871 2.6781 .)778 

Ea:l)OrtS l 
1970-1972 

average 113.57H 111."4838 7.6525 6.6589 22.95811 23 . 0205 211.8117 28.8369 
1977-1979 

average 119.8329 53 . 8330 "4.99"49 3.6315 1"4 .2035 12.11100 30.9688 30 . 1256 

~ 
Imports : 
1970-1972 

a,erage 33.2097 3.5582 38 . 11136 80.9227 12.51179 1.1990 16.0998 111.3201 3.9051 
1977-1979 

average 25.9687 3.5536 "48.7805 65.9195 8.91157 0.6539 16 .3051 29.8731 6.2863 

Exports: 
1970-1972 

a,erase 20 . 0729 20.51125 30.3817 11.0371 5,8623 5.26"48 113.6832 63,15511 
1977-1979 

average 18.5862 18,6962 31.8615 9.1657 5.7999 6.7608 113.7524 65.3773 

Source: UN Cooaodlty Trade tapes. Figures are r ounded. .. I n this case, Australlan exports or techl'IOI0gJ Intensive coiaod1t1es excl udes ilea 51).6 (SITC code), Inorganic bases, ec t . , nes. 
Th is category Includes alu .. tnu .. oxide (SITC code 513.65) which ls the pred011lnant Australian export within the 513.6 
category and could be potentially labeled as a natural resource Intensive cOIIIIIIOd lty. 
Ir r1gures do not add to 100, It ls due to r ound ing , 



dominated by natuial 1esou1ce goods and even more so are its imports 

from. Austtalia. Duting the decade of the 1970s, Japanese overall 

impotts became slightly more natural tesoutce and labor intensive and 

slightly less technology intensive. These trends did not appeat in 

Japan .. s imports from Austtalia. Howevet, Japan imports so few 

technology goods ft:om Australia, especially undei: the adjusted 

definition (which excludes aluminum oxide), that little can be made 

ftom the figures. 

16 

Japan expotts primarily human capital and technology intensive 

goods. This pattetn fo:t: the world was duplicated in its exports to 

Australia. Dut:ing the 1970s, Japan'"'s ovetall expot:ts became somewhat 

more hum.an capital and techm;,logy intensive and somewhat less labor and 

natural resource intensive. These trends were almost mirrored with 

Australia except that the technology. share of Japan ... s exports did not 

rise . Thus the1e is weak confirming evidence of the change; Japan's 

export share of technology goods rose, but not theiI technology exports 

to Australia. 

The United States imports natural resout:ce and hum.an capital 

intensive products and to a lesser extent technology and labor 

intensive products. U.S. imports from Australia alone are heavily 

weighted with natural resources and the second largest share is 

technology goods. Dut:ing the 1970s, U.S. imports of natural resou1ce 

goods rose and hum.an capital and labot: intensive goods fell. However, 

the pattern was different with respect to imports from Aust1alia; 
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namely the natural resource share fell and the technology shate tose, 

again providing some confitming evidence. Even aftet using a moie 

testtictive definition of technology goods that fits Austtalia better, 

the story is much the same. U.S. imports of technology goods from 

Austtalia i:ose considerably duting the decade of the 1970s (although 

the level is less thtoughout the d~cade than undet the more inclusive 

definition of technology goods). Luge increases were made in 

U.S. impotts of Australia technology goods such as aircraft, mining 

machinery, pumps, tractors, electrical medical equipment, medicines, 

electrical apparatus, and electi::ical powet and othet specialized 

machinety. 

u.s. exports ate heavily weighted with technology and natut:al 

t:eeout:ce goods. Dut:ing the 1970s, thet:e was little change in the 

sttucture of U.S. expot:ts, although ·the heavily weighted ahat:e 

inct:eaaed slightly, U.S. expot:ts to Auatt:alia alone at:e even mot:e 

heavily concentt:ated in technology goods and that share t:ose slightly 

during the 1970s. Howevet:, U.S. natu:tal t:esout:ce and human capital 

expot:ts to Austt:alia declined somewhat and the sha:te of labot: intensive 

products t:oae. Thus U.S. expot:t shat:es to Austt:alia did not confirm 

the hypothesis, 7 

7. While the ovet:all technology abate of U.S. expotts gtew little 
over the decade, it tesulted from vet:y different trends with diffet:ent 
ttading partneu. The technology shate did rise ahat:ply in 
U.S. expotts to pacific basin countties, except Japan. Thus the tise 
to Austulia may be more a tegional effect tathet than denying 
Australia"'s impt:oved competitiveness in these ptoducts. 
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To summa:i:ize the tesults of examining the i:esource content of 

Austtalia ... s bilateral tt:ade with Japan and the United States, there is 

weak confitaing evidence that whe1eas Australia"'• comparative advantage 

is still heavily in natural 1eaou1ce goods, there may have been some 

shift toward st1onger comparative advantage in technology goods dut:ing 

the 1970s . This was seen in the fact that Japan ... s own imptovement in 

technology goods was not reflected in its ttade with Australia and 

Austtalia was able to inci:ease its technology expoi:ts to the United 

States despite the further improvement in U.S. comparative advantage in 

such goods . 

Explanations of Trends in Austtalia"s International Ttade · 

As noted previously, a striking characte:i:iatic of Austtalia ... s 

intetnational trade was the decline in expotts and imports as a 

ptopoxtion of gross domestic ptoduct duting the 19.50s and its tailute 

to tise subsequently. The fall duting the 19.50s does not appear to be 

vety sutptising. The work of Simon Kuznets concerning structural 

change during the process of economic growth seems to provide an 

adequate explanation. 8 He concluded that in .. young" countries such as 

Australia, foreign trade proportions are expected to fall (or not rise) 

8. See Simon Kuznets, Economic Gtowth of Nations: Total Output 
end Productive Structure, Harvard University Ptess, 1971; "Quantitative 
Aspects of the Economic Gtowth of Nations, " Economic Development and 
Cultural Change, January 1967 ( part II), and Modetn Economic 
Growth: Rate, Structure and Sptead, Yale Univeuity Preas, 1966. 
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with i::apid growth . This 1:esults from. tenitorial expansion (extensive 

use of land) and the gtowth of services as a sha 'Ce of both consumption 

and output . Auattalia became a much latget countty duiing the 1950s as 

a result of massive immigration, and size is inversely related to trade 

propottions . Indeed , it was the eatlier high i::atios that were the 

distortion when Australia, in Kuznets wot:ds 1 was a small offshoot of 

Europe. 

The failute of the trade proportions to t:ise subsequently does not 

a ppear to be a natutal t:esult of the evolution of the economy. Several 

hypotheses noted earliet in this chaptet have been advanced to explain 

the phenomenon. Ptobably the most impot:tant explanation was the choice 

by Austt:alia of an inwatd-ot:iented industt.ial policy ; mainly a stxategy 

of ptomoting manufactuting thtough impott-substitution policies. High 

tatiffs on imports of manufactures w.ete the main insttument of policy. 

In its histotical context, this policy choice is easily undeutood. In 

the early postwar period most independent taw matetial ptoducets 

attempted to s pur manufacturing in otdet to become mote induattialized 

and less dependent on the vagaties of natute and unstable world raw 

material ptices just as the older industrial countries had before World 

Wat II. By law, tariff making in Australia was vested in an 

adminiattative boatd that could and did make ftequent changes in 

tatiffs in tes ponse to tequests by domestic producers . Australia took 

the .. ,mall country" option duting the vatious rounds of tariff 

negotiations under the Genetal Agteements on Tarifh and Trade (CATT) 
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and offered few tariff reductions while knowing that its t:eluctance 

would not jeopardise a wotld agreement. Many Australian tatiffs were 

not even bound under the GATT. Of course, few i:eal concession weie 

given by othets on temperate agticultural goods, the products of 

gt:eatest export intetest to Australia at the time. (It is doubtful 

whether even an aggressive effoxt by Australia could have changed that 

outcome.) 

High ptotection was not without its ctitics in Austtalia. Indeed, 

some of the most valuable work on tar:iffs and their deletet:ious 

consequences were done by economists working in Austtalia ot 

Australians abroad; the work of Max Carden, Petex Lloyd and 

Wolfgang Kasper at:e notable in this regard. 9 FU1: thermore, there have 

been several government commissions that have investigated the 

issue. 10 

The trend toward gteater protection of Australian industry began 

to be seriously questioned in the late 1960s to early 1970s probably as 

a result of the rapid development of the highly competitive minetals 

industry. It also may have reflected the exhaustion of all reasonably 

9. The wotks of these authots is so wellknown that refetences ate 

unnecessary, however, some citations may be useful. Max Carden, The 

Theory of Protection, Oxford, 1971; Peter J. Lloyd, "Protection -

Policy," chaptet 5, in Fted Gtuen, ,Mt??, and Wolfgang Kaspet, et al, 

Australia at a Crosstoad. ~ ~.,, :.. e' f\ .,_'. ... _~_ . .... · . . \ , _ _ 'tc. ct,':.\~. --·: j "'"' . 

10. Citations to Vetnon , Jackson, and Ctawford Commissions. 
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easy opportunities fot 111.pott teplaceaaent. Employment in Austtalian 

manufactuting peaked as a shue of the labot fotce in the mid-1960s 

being replaced at the margin by setvices and minetals employment. As 

seen in table 6, by the late 1960s the level of effective xates of 

assistance to Austtalian manufactuting had t:eached 30 percent on 

average which must be considered a high figuxe by the standard of 

industtial counti:ies. Futthetmore the assistance given individual 

industries ranged up to more than twice the manufactuting avetage 

(clothing and footwear). Thexe was no hiding of high effective 

protection in Australia as the information was widely available through 

the excellent work of the Industties Aasitance Commission (IAC) •11 Up 

to that point Austt:alian pt:otection was mainly in the fot:m of tat:iffs. 

The wot:k of the IAC which measut:ed the levels of effective pt:otection 

pt:ovided by nominal tat:iff t:ates plus the evaluation of othet: aids to 

industry made transparent the cost of industrial assistance to 

Austtalian society. 

As part of the policy initiatives of the Whitlam Govet:nment in 

July 1973, tariffs were cut across the board by 25 percent. As seen in 

table 6, average effective pt:otection fat Australian manufactut:ing was 

t:educed ftom 36 percent to 27 pet:cent. That turned out to be a high 

11. This Australian institution is widely admited in othet 
countties. See appendix B of this chapter for a desctiption of the 

IAC. 



Table 6. herage urectlve Ratea or All:,lstance to Australian 11anuracturlng Sub-Sectors, 1968-69 to 1981-82a 
(In percent) 

1968-69 1969-70 1970-71 1971-72 1972-73 1973-711 19711-75 1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 
1971-72 l!roduction wet1ht., 19711-75 2roductlon wel1t1ts 1977-78 2roductlon wel&ht" 

Food, beverases, 
and tobacco " 1T 18 19 19 18 21 20 " 10 1J 11 9 8 

Te1:tlles •3 " " 
., ., 35 39 50 51 52 52 55 61 ,. 

Clothing and 
rootW11ar 91 ,. 91 86 88 " 87 " "' "' 1'5 137 1'1 20, 

Wood , wood products 
and rurnlture " 27 26 23 23 " 18 19 18 18 " 

,. 1J 13 Paper and paper 
products, prlntlnc, 
and publlahlng 52 50 50 52 51 38 31 30 30 26 29 27 " 30 Che11ical, 
petrol9\a, and 
coal products 31 31 31 32 32 25 23 23 21 19 19 1T ,. 

13 Won--talllc ■lneral 
products " " " 

,. ,. 11 11 10 7 5 5 5 • 5 Buie ■etal products 31 30 28 29 29 22 " " " 12 12 12 13 " Fabricated 
■etal producta 61 60 60 58 56 .. 39 38 3• 32 3• 33 3• 3• Transport equlpeent 50 50 51 50 51 39 ., 59 ,. 57 63 " " 79 Motor vehicles 52 51 ., 77 116 10• 108 130 1'9 1'9 ,,. 

Other Nchlnery 
and equlpaent " •3 " .. 39 29 " 25 22 20 21 22 22 22 Nbcel laneous 
unuracturlng ,. 35 35 32 31 " 27 26 25 " 27 " 27 27 TOTAL MANUFACTURING 36 J6 J6 35 35 27 27 28 27 23 25 " " " 

Source: lndustrlea Assistance C~IHlon (1976a, 1960a, 1981e, Annual Report 1982-tlJ). .. The roru or asalstance covered by this table include tartrrs, quantltatlH restrictions on !■ports, production and eaport aubsldles, and special 
prlclns schnes ror sugar and petrolen.- products. The assistance provided by the 110tor Hhlcle local content scheae ,., ,Included only In the estlNtea 
baaed on 1977-78 production wel9hts. For■s or assistance not taken Into account Include governaent purchasing practices and assistance rroa atate 
goverrwents, scae descrlpthe details about which are provided In the Industries Assistance C~lsslon's Annual ReJ>O!:t 1980-81, Chapter 2, and 
Appendices 2.2 and 2.J. 



water 11atk fot: ttade liberalization. Shot tly befo1:e and aftet: the 

tariff cut, the Australian dollar was appreciated and the wo:dd sunk 

into a deep receBSion due to the £11:at oil shock. These two factors 

plus the tariff reduction put tremendous competitive pressures on 

import competing manufactures and unemployment in manufacturing 1:oae 

sharply. This tended to discredit tariff cutting in the eyes of the 

public, although the consensus of economists is that the tariff 

t:eduction was lees impoi:tant than changes in the exchange rate.12 

23 

Almost i1111ediately industries that faced aevete competitive 

ptessures from imports (especially textiles, clothing, footwear and 

motor vehicles) received increases in assistance even though they were 

already the most heavily assisted industries in Australia. In 

addition. the form of assistance changed as quotas, tariff quotas, 

content requhements, bounties. and export subsidies were introduced. 

Quotas are more disruptive of trade than tsriffs because effective 

assistance rises automatically as the competitiveness of the domestic 

industry declines. The dispersion of assistance rates both between 

different industries and products within the same industry increased. 

The standard deviation of average ettective rates of assistance for 

broad groups of manufacturing industries ate shown in table 7. Since 

the amount of tesoutce misallocation is positively correlated with 

12. See P.J. Lloyd, "Protection Policy", op cit. 



Table 7. Standard Devlatlons or Average Errectl ve Rates or Asslstance 
to Australlan manuracturlng Sub-Sectors, 1977-78 10 1981-828 

(percentage polnts) 

1977-78 1978-79 1979-80 1980-81 1981-82 
Food , beverages, 

and tobacco 18 18 17 17 18 
Textiles 45 43 49 50 46 
Clothlng and footwear 38 44 37 38 49 
Wood, wood products, 

and rurnl ture 14 13 10 9 
Paper and paper 

products, prlntlng 
and publlshlng 14 15 15 15 16 

Chemical, petroleum 
and coal products 11 11 10 12 12 

Non-metallic 
mineral products 7 7 

Basic metal products 9 8 
Fabricated metal 

products 13 13 16 17 18 
Transport equipment 45 53 62 61 64 
Other machlnery 

and equipment 13 13 13 11 11 
Miscellaneous 

manufacturing 17 15 17 15 15 
TOTAL MANUFACTURING 30 32 33 34 41 

Source: Industries Assistance Commbsion, Annual Report 1982-83. 
a. Standard deviation or average effective rates calculated ror each 
or the ASIC industries with an ASIC sub-division. 

See Table 6, footnote a ror types or assistance included. 

~ .. 



dispersion, it is possible to argue that all of the economic gains of 

the 1973 tariff cut were subsequently eroded. The import penetration 

of manufactutes into Austtalia which rose sharply in 1974 was 

subsequently curtailed. 

25 

Few domestic "gains" can be attxibuted to the high level of 

assistance afforded certain industries in Australia. As compared to 

the less assisted industries fot the petiod 1968-69 to 1981-82, the 

heavily assisted industties had less growth in gross product and had 

five times the decline in employment. Fut:thermore, the burden on 

households is substantial as the IAC has estimated that transfers h:om 

consumei::s to owne rs of quota entitlements was equal to $3.9 billion or 

$600 to $800 per household (measured in 1981-82 pt ices) •13 Thus 

Australian consumers have paid a heavy price to sustain a widely 

diversified manufacturing sector whiCh because of the size of the 

country confines most production into small scale operations. Hence, 

inward otiented policy does explain why imports have not risen 

appteciably as a proportion of the economy. 

'"Inward oriented policies also help explain why expott shates have 

not tisen. The CMS analysis noted earlier indicated that Australia'"'s 

share of world trade declined because it specialized in products for 

which world demand rose very little (temperate agriculture and 

13. Industries Assistance Commission, Annual Report 1982-83, 
September, 1983 , p. 11. 
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m.ineu.ls). Howevec , why did not Australian ptoduce1:1 shift reeou1:ces 

to produce ptoducts for which wo1:ld desand was rising rapidly? The 

answet: is that the st1ucture of assistance di1ected resources to 

industries in which Australia was unlikely to have 01 to c1eate a 

comparative advantage. Indeed, high ptotection is the antithesis of 

what is requited to fostet wotld competitive industries. This is not 

to suggest that fot:eign ptotectionism played no tole in limiting 

Australian exports . Australia should have a compa1:ative advantage, for 

instance, in processed raw materials, but it is known that many 

countries and especially Japan, escalate theil: tai:iffs (and othet trade 

restraints) so as to confine imports of natutal 1:esourcea to theh 

ctudest state. Neve1theless 1 Austtalia .. s own policies would seem the 

more important barriet since other countries did increase their exports 

of manufactures despite ttade barriers. 

Given Australia .. s inwatd orientation, what explains the export 

success that was achieved in ceitain manufactures and in technology 

goods in particular? Ta·ble 8 listed the ten fastest gi:owing Australian 

exports of technology goods to the United States and the level of 

assistance they received in Australia. 14 It is notable that the export 

successes wete negatively related to government assistance. Without 

govetnment assistance producers have to be able to meet foteign 

14 . The correspondence was made thtough genetal description 
rather than product codes so errors of interpretation are possible . 



Table 8. C011parhon of Product Assistance Rate and the Average Effective Protection Rate 
tor the Industry 

Product Assistance Average Effective Standard 
Industry Rate a Rate for Industry Deviation 

Sub-Di vision <eercent) <eercent) <eercentae;e eoints) 
Aircraft -5 79 6~ 
Pumps and compressors 16 22 11 
Industrial machinery 

and equipment, nee 19 22 11 
Medicine -1 13 12 
Measuring. professional 

and scientlrtc 
equipment 1 22 11 

Electrical apparatus 27 22 11 
Electrical power 

machinery 1~ 22 11 
Agricultural 

machinery 19 22 11 
Cameras and 

optical goods 6 22 11 
Hear/cool equipment 27 22 11 

Source: Industries Assistance Commission, Annual Report 1982-83. 
a. Average errectlve rate tor the industry sub-division (4-digit level ASIC). 
See Table 6, footnote a tor types or assistance included. 
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competition at home and thus live in an envit:onment that ptomotes 

competitiveness and expot:ts. In the absence of more careful empitical 

work the hypotheses must be consideted tentative, but if substantiated 

would have strong implications for Australian policy for it indicates a 

ditect linkage between trade libetalization and export success. 

Locational advantage appean to be a second factot that helps 

explain Australia's export success in manufacturing. Much of 

Austtalia' s exports of manufactutes is sold to New Zealand and neat by 

Pacific island countries. Proximity does provide a basis fox 

comparative advantage. Not only ate transport costs minimized, but 

ease of serving customers, speed of delivery, and cultural 

inter-penetration a1:e involved. The potential also exists for larger 

Australian exports to the ASEAN countries• however, greater competition 

exists for those markets and Australia's import policies may stand in 

the way of closer trading ties. 

Ever since 1966 • trans-Tasman trade has been given special 

treatment under the New Zealand/ Australian Free Trade Agreement (NAFTA} 

which was broadened and strengthened under an agreement for Closer 

Economic Relations (CER} which became operative in 1983 •15 The NAFTA 

was only a partial free trade agreement which required item by item 

batgaining. The difficulties and limitations of a partial free trade 

15. See Appendix C for mote complete treatment of CER. 
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area have been demonstt:ated in South and Centtal America and the 

Australian-New Zealand effort was not more successful.16 CER imp:t:oves 

upon NAFTA in that it automatically provides for eventual free trade of 

all goods; it covei:s quantitative impot:t resttietions, export subsidies 

as well as tatiffs. Limiting pt:ovisions have been made fot: "unfait 

cOtl!.petition" whose meaning is unclear and there are safeguards fot 

sevete material injury. Furthet:moye wheat, dairy products, citrus 

fruits, grapes, and ce:i:tain othet fl:uits are excluded which is 

unfortunate. 17 Furtheunote, ther.e is no provision for the free 

movement of capital between the countries. Nevertheless, CER could 

become significant foI New Zealand if it wete used as an incentive to 

make the whole economy mo:ce efficient and :ceduce gove:cnment 

intet:ventions. Fo:t Aust:calia, Tasman t:cade will :cemain a small sha:ce 

of the total, but ve:cy st:tategic fo:t manufactu:tes and CER can be 

helpful in this :tega:cd. 

A thh:d facto:t that helps explain Aust1alia's success in expo:tting 

certain manufactu:tes can be attt:ibuted to the st:cuctut:e of the economy 

and its facto:c endowment. Australia has a highly lite:cate labo:c fo:tce 

that has a wide va:ciety of skills. Fo:teign multinational fi:tms ope:tate 

16. P.J. Lloyd, "Economic Relations Between Aust:calia and 
New Zealand," Resea:cch School of Pacific Studies, Canbena, 1976. 

17. P.J. Lloyd, " NZ, CER, and the Pacific," Public Lectu:ce at the 
Unive:csity of Auckland Centena:cy Celeb:cation, p:tocessed and undated. 
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extensively in the country and thete ate also many successful 

Australian enttepreneuts. Australian firms expend a moderate amount of 

theit resources on research and development. 18 What this deactibes is 

a country that could specialize in middle technology goods and 

specialized items. There is a tendency for economists and politicians 

to think only in terms of high technology at one extreme or labor 

intensive goods at the other. Few pt:oducts ot ptocesses ate regularly 

revolutionized in the laboratoty or are made only with unskilled labor. 

The large middle ground is whete Austt:alia fits. Austtalian successes 

appaxently have come fl:om. individual firms (entrepreneurs) making 

marginal improvements on existing products to fit needs they 

perceive--such as mining machinery-and then marketing them at home and 

abt:oad. 

Exchange Rates and Trade 

Exchange Rates ate examined elsewhere as part of the discussion of 

monetary policy and natural resources ( the Gregory thesis). However, 

attention need also be dt:awn to the consequence of changes in real 

exchange rates fot expot:ts of manufactut:es. Concern has been expt:essed 

ovet: the competitive position of Austi:alian manufactut:es as a 1:esult of 

18. In 1973, 1.2 percent of Austt:alian GDP went to R&D. This compares to 2.3 petcent in the United States, 1.7 percent in Japan, 1.1 percent in Canada, and 0.9 percent in New Zealand. A.T.A. Healy, editot:, Science and Technology for What Purpose? An Austi:alian Perspective, Australian Academy of Science, Canberra, 1979. 
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exchange rate movements or their failute to move to offset inflation 

differentials. Exchange rates ai:e believed to have a greatet impact on 

the volume of Australian manufactures trade in the short term. than on 

minerals or agticultural trade because the prices of these lattet 

ptoducts ate set in U.S. dollar markets. Thus when the Australian 

dollat/U.S. dollar exchange t:ate changes. it has .little etfect on the 

volume of Australian natural resource exports, but has a large effect 

on profits of producers of those ptoducts. Hence, when the Australian 

dollar appreciates, it discoutages manufactures exports (encourages 

impotts) and reduces the manufactures share of the expott basket. The 

revetse occurs when the cunency dept:eciatee. 

Since the ear.ly 1970s, the Auetr.alian dollar has gone thr.ough a 

complete cycle. In nominal terms, it was appr.eciated shar.ply, if 

belatedly, in late 1972 and further in 1973 by appr.oxi11ately 

16 percent. 19 Subsequently, it was devalued until 1979 r.eaching a 

point 27 percent below its peak value. From 1979, it rose 16 percent 

to the thiid-quar.tet: of 1981, and then began a gr.adual slide which 

culminated in a shat:p but tempot:at:y drop in the second-quat:tet of 1983. 

When the nominal effective exchange tate is couected fot inflation 

differences between Australia and its trading partners, the l!lize of the 

changes are reduced by about half, but the distinct cycle temains. 

19. The measurement described is the effective exchange rate 
measured by the MERM method by the IMF. 
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Since exchange rates affect trade with a lag of a yea:t: or so, the loss 

of Australia's ma-rket shares in the mid-1970s might well be due to this 

cause. However, the futthet erosion after the Austtalian dollat: 

depreciated suggests that other forces must have been 11.ore important. 

Austtalian T1:ade and Industrial Assistance Policy 

Prime Minister Hawke on August 8, 1983 said, "Long term gtowth in 

our living standards is feasible only if we maintain open investment 

and trade policies. " 20 Thus he endorsed the firm conviction widely 

shared by academics and given rhetorical support by most Auattalian 

politicians. Nevertheless, reality 1a moving in the opposite 

ditection. As is typical in a 1:ecession and min:oting developments in 

other countries, Austt:alian industiies a t:e requesting more assistance 

from the government questioning whether the line can be held against 

greater protection. In the case of steel, it was not. The industiy 

was g:canted an annual subsidy of $17 .6 million fot: five yeats and othet: 

ta:ciff and quota measu:ces a:ce to be taken to ensu:ce that Austialian 

pt:oduce:cs supply 80 percent of the domestic ma:cket. 21 Even the 

independence of the IAC is under attack by the Austialian Council of 

Tt:ade Unions (ACTU) which is appat:ently unhappy with the IAC ... s analysis 

20. Quoted in the intt:oduction of the IAC, Annual Repot:t, 
1982-83. 

21. Asian \Jall St:ceet Jou:cnal Weekly, August 15, 1983, p. 11. 



which demonsttates societal losses from greatet ptotection (including 

losses of jobs in manufacturing). 
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The obvious question is what explains the persistence of 

Australian assistance policies which cannot be justified on economic 

efficiency grounds. In a vety interesting paper, Kym Anderson 

addtessed this question employing some econometric techniques. 22 The 

study suggests that the most significant explanation of why some 

industries obtain greater government assistance than othexs are as 

follows: the lowet the average wage per employee. the more the 

industry is labor intensive, the smaller the value-added share of 

output, the smaller the number of fit:ms in the industry and the lower 

the share of output being exported, the greater is assistance likely to 

be. 23 This suggests that during recessions when unemployment rises and 

wages are threatened, it is hard to -resist protectionist pressures. It 

also suggests that industries with a few firms employing a large number 

of workers is likely to be patticularly inefficient in Australia. 

Other evidence suggests that the reasons for Australian protection 

may go beyond the rational, self-seeking desires of certain firms and 

22. Kym Anderson, "The Political Market for Government Assistance 
to Australian Manufactuting Industries," The Economic Record, vol. 56, 
no. 153, June 1980. 

23. The significant telationship between high assistance and low 
level of exports provides some weak support for the idea that export 
success is promoted by low levels of assistance. 
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theh: employees and the willingness of politicians to teapond to those 

special intetests. tn a poll conducted in 1979, it was detet:mined that 

a cleat aajol'.ity of Australians support pxotection as reported in 

table 9. With the sole exception of univet:sity educated people, 

Australians believe that domestic produceta of manufactured products 

should be protected ft:om low-priced imports. Vety likely the auppott 

for ptotection would be lar:ger at cunent, highet levels of 

unemployment. This suggests that Australians ate eithet unaware of 

their own best economic interests or they ue willing to beat an 

economic aacrifice to aetve some other societal goal. The fact that 

even city voters and univet:sity educated clearly support protection 

from low-priced farm ptoducts suggests the latter explanation has some 

credibility. The iaaue cannot be resolved without more polling data, 

but a poaaible explanation 1a that Australians want to 'reduce the 

pteaau'l:es and uncettainties that come hom closet inte"Cdependence. 

Austtalia lost an historic oppottunity to reduce its protection as 

part of past GATT negotiations. Multilatetal fleeing of trade makes 

political sense; unilateral ftee trade makes only economic 1ense 

although maybe only in the long tun. Thus, Auatulia 1hould be on the 

fotefiont of countries seeking a new round of ttade negotiations. 24 

24. In fact, former Prime MinisteI Fxaaet made an initiative to 

the ill-fated GATr Ministerial Meeting in Novembex 1982 for a 

stand-still on new pxotectionist measures but was not supported by 

other countries . 



Table 9. Australian Attitudes Towards Protection from Imports of Manufactured and Farm Products, 1979 
(percent) 

Blue White 
University Primary collar collar Votes Votes City Non-city 

Total Male Female educated educated workers workers LIB . ALP voters voters 
(2000) (996) (1002) (192) (230) (1064) (639) (700) (672) (1233) (767) 

Australian 
manufactured Yes 59 56 62 35 71 65 51 55 65 57 63 
products should 
be protected No 36 41 35 62 24 32 46 41 33 39 35 
from low-priced 
imports: Unsure 2 

Australian 
farm products Yes 73 66 76 52 63 78 66 74 74 70 76 
should be 
protected No 25 30 20 46 13 20 32 24 25 27 21 
from low-priced 
imports: Unsure 2 2 2 

Source: Age Poll , The Age, Melbourne, q June 1979. 
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Global freeing of trade would be optimal 1 but if that turns out to be 

unobtainable, then 1:egional ptomotion of trade within the Pac1Uc basin 

may be a good aecond best alternative. 25 Several Austtaliana have been 

instrumental in promoting closer economic coopeiation in the 

Pacific. 26 However, before levels and dispersion of aeaistance to 

industry can be reduced, Auattalians must be convinced that it is 

desiiable. Cleat:ly more effoit 1s tequired to educate the public and 

opinion leaders. 

Undexatandably, Austulians would like to know where job 

opportunities will be created to absoxb workers displaced by imports . 

Of course, the only true answet is that they will be absorbed by an 

expanding economy, but exactly where cannot be foxecaated . 

Wolfgang JCaspet in an imaginative papet attempted to give some genetal 

guidance towatd an answet. 27 Howevet, apecifica ate beyond the 

economic science. Hy wotk suggests that Austtalia baa export prospects 

in aiddle technology goods along with natural r eaoutce goods. 

25. On Novembet 22, 1983, Ptime Hinistet Hawke ptoposed that 
Pac ific basin countties cootdinate their effotts to promote a new 
multilateral tound of trade negotiations. He also supported 
non-disctiminatory intta-regional efforts at trade libetalization. The 
Austtalian Financial Review, November 23, 1983, p. 1. 

26. Sit John Ctawfotd, Pacific Economic Co-opetation: Suggestions 
for Action, Heinmann Educational Books , 1981. See, in particular, 
refetences to Petet Dtysdale. 

27. Wolfgang l<aspet, "Whete Will the Jobs Come From? " , Austtalian 
Bulletin of Labout, Supplement no. 2, Decembet 1980. ----
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Government promoting of these industries othet than through genetal 

market measures ate unnecessary. 28 Economists can be moi::e specific 

about the distortions that come from protection and the costs of 

existing policies. More use in public should be made of the data 

provided by the IAC. Education on a multinational basis would be even 

more beneficial. Widet: knowledge of benefits and costs of greater 

liberation may not be enough, but it may contribute to reversing the 

tide. 

Foreign Direct Investment 

Foreign direct •investment (FDI) has made a significant 

contt ibution to Austzalia ... s economic development. 29 Austtalia"' s policy 

continues to provide a reasonable welcome for new FDI but it is far 

from the wide open door that it once was. Dut:ing the eat:ly postwat: 

yeat:s, Austt:alia encout:aged investment and thet:e was even incentive 

competition among the states to land new ventut:es ft:om abt:oad. 30 What 

to do about foreign investment in the futut:e is one of the issues that 

is likely to be addt:essed ovet: the next sevet:al yeat:s. 

28. Luge scale help to ~ technology being pt:oposed accot:ding 
to pt:ess accounts by Senator Bany Jones ate likely to be unhelpful. 

29. Donald T. Bt:ash, " United States Investment in Austt:alia, 
Canada, and New Zealand," in Petet: Ot:ysdale, ed., Dhect Foreign 
Investment in Asia and the Pacific, ANU Pt:ess, 1972. 

30. G.D. HcColl, "Fot:eign Investment" in Peter J. Lloyd, ed., 
Mineral Economics in Australia, Allen & Unwin 1 1983 1 forthcoming. 
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Thete wete two distinct phases of foteign inve■taent in Auatialla. 

Up to the mid-1960a, the ■ain inveettaenta were by U.S. and Bt:itlah 

fb:11.a in Auattalian aanufacturing. They wete attracted by p1:oapect■ 

for growth in the Australian market, enticed by the impo1:t-xeplacement 

attategy of the govetnm.ent, and ptotected ftom competitive impotta by 

high tariffa. Subsequently, FDI was attracted to the m.ining industries 

and multinational firms played a pi:edominant role in developing 

Austtalia'a huge industty . 31 Some feeling for the dimension of this 

investment can be obtained from. examining table 10. In the late 1950s 

and early 1960s, FDI inflow am.ounted to about $300 to $500 11illion pet 

yeat or between 20 petcent to 33 percent of all domestic inveat11ent. 

Ftom. the latet 1960& to the late 1970s, DFI 1:oae ft:om about 

$500 11.illion to $1.6 billion, but the &hue of domeatic 1nveat11ent 

pi::ovided by DFI di::opped hom about 16 pei::cent-18 pei::cent to about 

10 pet:cent-11 percent. Rowevei:: 1 aevet:al facton induced £11:ma to shift 

toward debt financing fot: large scale mining ventut:ea much of which 

also came from. abt:oad. All of this investment meant that about 

40 percent of Australian manufactut:ing and 50 pet:cent of the mining 

industry is foreign owned and possibly 60 percent of mining ia foreign 

contt:olled. 32 Australian firms mot:e 1:ecently have been making their 

31. R.B. McKern, Multinational Enterprise and Natut:al Resou1:cea, 
McGr aw-Hill, Sydney, 1976. 

32. The Asia n Wall Street Joutnal Weekly, Octobet: 10, 1983, p. 16 
and R.D. HcColl, op cit. 



Table 10. Australian Direct Foreign Investment (DFI) Outrlow and Innow and Domestic Investment 

DIF outnow DIF inrlow 
as a as a 

Australian percentage or percentage or 
DIF DFI Domestic Domestic Domestic 3 year 3 year outnow inrlow 1nvestment8 investment investment moving moving 

($H) ($H) ($H) A(J) B (J) average A average B 

1949-50 6b 130 · 1154 1.3 28.6 
1950-51 1• 134 649 1.1 20.7 1 .2 23.3 1951-52 10• 161 787 1.3 20.5 1.2 15.5 1952-53 10 42 780 1.3 5.4 1 .3 13.5 1953-54 11 137 939 1. 2 14.6 1.4 12 .9 1954-55 18 198 1.062 1.7 18.6 1.5 17.3 1955-56 18 224 1.204 1.5 18 . 6 1.7 23.3 1956-57 23 415 t.275 1.8 32.6 1 .5 32.0 1957-58 16 607 1 .355 1.2 44.8 1.6 30.9 1958-59 25 208 1,372 1.8 15,2 1.3 31.2 1959-60 15 528 1.571 1.0 33.6 1.3 23.4 1960-61 19 375 1.742 1.1 21.5 1.1 22.6 1961-62 20 221 1.125 1.2 12.8 1 .o 18. 1 1962-63 '" 384 1,917 0.1 20.0 D.8 17 .5 1963-6' 13 425 2,146 0.6 19.8 0.9 20.5 1964-65 32 540 2,493 1 .3 21.7 1.1 20. 1 1965-66 38 512 2,745 1.4 18.7 1.3 11.1 1966-67 37 363 2,838 1.3 12.8 1.4 16.6 1967-68 47 561 3,044 1.5 18.4 1.5 16.2 1968-69 60 599 3,434 1.7 17.4 2.2 18.5 1969-70 127 728 3,674 3.5 19 .8 2.3 . 19.• 1970-71 12 897 4,302 1.7 20.9 2.6 19.9 1971-72 121 870 4,551 2.1 19.1 2.2 16.2 1972-73 97 391 4,564 2. 1 8.6 3.2 13.2 1973-74 244 618 5,191 4. 7 11.9 2.8 10.4 1974-75 94 657 6,103 1.5 10 .8 2.9 10.3 1975-76 166 578 7,022 2.4 8.2 2;4 11.0 1976-77 255 1,081 1,136 3-3 14 .0 2.1 11.3 1977-78 198 1,052 8,735 2.3 11 .8 2.6 13.2 1978-79 224 1,437 10,455 2.1 13 .8 

1979-80 333 1,637 

Source: Metcalre and Treadwell (1981 ), p. 32. Australian Economic Statistics, p. 23. Foreign 
:;: 

Investment Review Board Reeort 1982, p. 28. Commonwealth Treasury, Overseas Investment in Austral la (May 1972), p. 1 48 . 

Private gross rtxed capital expenditure, excluding dwellings. .. Excludes undistributed profits or subsidiaries • 
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own direct investments in othet counttiea which gi:ew from about 

$100 million in the eat:ly 1970s to between $ZOO and $300 million by the 

end of the decade. Thus the outflow of DFI amounted to about 

20 petcent of the inflow of DFI during the 19/0s and to about 

2.5 percent of total domestic investment. 

High levels of foteign ownership of both manufactui:ing and mining 

has taised sensitive economic and political issues in Auatialia as it 

has in Canada and other countries. It was recognized that Australia"' s 

development was encoU1:aged by PDI by the introduction of more capital, 

new products, modetn management, advanced technology, and possibly 

imptoved foreign market access, but concern was also r.aised by the 

ptospect of firms making decisions on a global basis which may have 

adver:se consequences fot Austtalia. 33 The countr:y became sensitized to 

some FDI issues in the mid-19b0e because of appar:ently huge pr:ofita 

r:epor:ted by some for:eign eubsidiar:ies and the balance-of-payments 

sttain theteftom. 34 Subsequently. concern was atoueed by the attempted 

takeover of a wellknown Australian fitm ( ineur:ance company) by foreign 

interest. Also. the possibility was discussed that for:eign firms were 

avoiding Australian taxes through transfer pricing of bauxite. 

33. See Thomae G. Pany. Arguments For: and Against For:eign 
Investment in Austr:alia. The Par:liament of the Commonwealth of 
Australia. Legislative Research Service. Discussion Papet No. 6. 1983. 

34. At that time Holden (Australia) was reported to be the most 
profitable division of General Motor:s (United States). 
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However, ■ore generally, Australians reflected the concerns felt 

elsevhere that foreign contt:ol might not adequately support Auatralian 

national interest whether it be because of exceHive profits, or 

inadequate local employment, too few expotts, not apptopriate 

technology, or 81111.ply teducing competition. 

Some of these industrial organization questions are taken up in 

the chapter by Richard Caves. Pt:evious teseatch has not established a 

case against DFl in Australia, the 1:evexse ia mot:e nearly the case. 

Foteign fh:ms appeat to have had a positive effect on technical 

efficiency. 35 The profit levels in industties in which multinational 

firms ate significant at:e not excessive and the toreign fiitts are less 

inward oriented than those Australian owned. 36 Evidence seem.a to 

suggest that multinational firms are more dominant in industries with 

high concenttation ratios and with significant product diversification, 

but causation cannot be infeued. These studies point the finger more 

toward excessive levels of government assistance to indust1.y and to 

protection ft.om imports rather than improper behavior of fot.eign fit.ms. 

35. R.E. Caves, "Multinational Fit.ms, Competition and 

Pt.oductivity in Host Markets,"~• Hay 1974. 

36. Thom.as G. Pauy, "Structut.e and Pet.formance in Australian 

Manufacturing, .. in Wolfgang Kasper and Thomas G. Parry, eds., Growth, 

Trade 1 and Stt.uctural Change in An Open Austtalian Economy, Canbeua, 

1978. 
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Policy Toward FDI 

The fii:st comprehensive policy toward DFI was introduced in 1972 

at the end of the McMahon Govei:nment which began a screening procedure 

to prevent takeovets of Austtalian companies unless the national 

interest of Austtalia was advanced. 37 The replacement of the 

Liberal-Country Government by the Whitl8.lll Labor Govetnment saw a 

significant tightening of controls on FDI in 1973, particularly in the 

minerals industries. Complete Austt:alian owner8hip was thought 

desirable for the enetgy industries and larget patticipation in 

non-energy mineials as well . A pei:iod of confusion followed these 

ptoposals as they wex:e contested by foreignets and Australians alike 

including some State Gove:z:nments. Meanwhile, new explorations came to 

a halt. Some oi:det: was testoted in 1975 when the Foreign Takeovet:s Act 

of 1975 was enacted which instituted a scteening procedute and 

notification requitements. Undet: this policy, total Australian 

ownetship was tequit:ed only fot: new ut:anium ventutes and fot:eignet:s 

wete limited to SO petcent fot: othet mining pt:ojects. 

The Ftaset Govet:nment pt:oceeded futthet: to t:egulatize the 

scteening ptoceaa and established the Fot:eign Investment Review Boatd 

(FIRB). The put pose of the teview was to ensut:e that Austt:aUans had a 

maximum oppottunity to patticipate in investing in theit own countty. 

37. G. D. McCol1 1 op cit. 
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Thus public notification has to be given of foreign takeovers to see if 

there may exist an Australian alternative. Some economic benefit must 

be indicated by the investment, but a wide variety of indicators is 

accepted such as increased employment or exports. As a guideline, 

75 percent Australian equity and Australian control is t:equired of 

uranium projects and 50 percent fot: other natutal resource projects. 

These are targets that need not be achieved immediately. Pt:ojects ate 

evaluated on a case-by-case basis and frequently negotiations on 

Australian equity pa:rticipation, taxation, and transfer pt:icing matters 

ate requh:ed. 

FIRB, during its seven yeat history, has been given t:elatively 

good marks by foreign observers. Decisions are made promptly-average 

processing time of only thitty days. About 30 percent of applications 

are approved without conditions, about 64 percent are approved with 

conditions (mainly relating to Australia equity participation), about 

4 percent are rejected and 2 percent withdrawn. Even the rejections 

are processed on average in less , than two months • 

.. Foreign concerns in 1983 have been atoused by the election of 

another Labor government. Although Prime Minister Hawke and Treasurer 

Paul Keating have stressed continuity in policy, the concerns have not 

been put to 1:est. This is only to be expected since the National 

Conference of the Labor Pa:rty in July 1982 announced as a policy to 

:reverse the trend towai:d inci:eased foreign domination of the country,.s 

economy by increasing Australian owneiship and conti:ol of resoui:ces and 
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entetptises and by closer Iegulation of foreign investment. 38 The 

concetn has been heightened by the apparent doubling of the tejection 

rate by the FIRB in recent months. Finally 1 the tejection of the 

proposal by Citibank to takeover an existing totally fot:eign owned bank 

(Grindlays Austtalia) and to sell its shate of anothet bank to 

Auattalian intetest seemed to be a new departure in policy. 

If the govetnment want to maintain Austt:alia's welcome to FDI 1 

there ate few grounds for preventing foreign banks ft:om establishing 

full setvice btanches. This was the i:ecommendation of the Campbell 

Commission. 39 Alternatively I if the govei:nment chooses to become more 

intrusive in the economy relying less on market mechaniS111a, then FDI is 

likely to be futthet cuttailed. More testrictive perfounance 

requirements are likely to be added to the review ptocess such as 

expotts and R&D targets as in some othet countries. 

Conclusions 

Australia faces a majot choice between outward and inwatd 

policiea. The differences are profound. Consequences are likely to be 

found in the domain of domestic politics and fot:eign policy as well as 

economics. If the choice is toward inwatd policies. then levels of 

assistance to industty and degt:ees of diapetsion will continue to tise. 

38. Asian Wall Stteet Joutnal Weekly. October 19 1 1983. 

39. See the chaptet by Andrew Canon. 



Tempotary measures to sustain threatened industries during the 

tecession will become permanent. Policies controlling foteign dil:ect 

investment will likely become more intr:usive and mote diaci:iminatoty. 

And immigration policy is likely to become mot:e restricdve. 
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The economic coats of inwud policies are mainly in the form of 

fotegone oppottunities, however, they may become visible if countries 

such as Japan or even Korea surpass Australia in terms of per capita 

income. The economy in a relative sense would become more inefficient 

than it is today . Australia would become mote of a rent seeking 

society with individuals and groups increasingly t:elying on the 

govetnment and the political process would be absotbed in detet:mining 

relative shares. Fut:thetmore, Ausualian society would becoae mot:e 

hostage to powetful domestic. vested intetesta auch as labor unions ot 

monopoliatic. busineaa films whose political clout could not be 

overcome. In terms of foreign policy, Australia would find itself 

isolated from othet: countries in the Pacific. basin. Australian 

initiative, fot example towat:d ASEAN, would be lees credible since 

these countries ate so concerned with their own economic pt:ogress. 

An outward otiented policy on the other hand would requite a 

facing up to adjustment ptoble:ms rathet than avoiding them. As a 

result efficiency would be promoted, but the adjustment coats could be 

quite substantial and they might well fall unevenly on different social 

groups and geographic regions. However, the coats of not adjusting are 

also high and not completely within Auatralia"" s control. Any adverae 



developments in Austr:alia"s te1ms of trade--say as a result of new 

natural resource discoveties abtoad or material saving technological 

improvements--would 1:esult in permanent rather than temporaty income 

loss. The gains from improved efficiency by promoting adjustment 

should be even gteater. Solving disttibutional inequities is 

inhe rently easier with gi:owing rather than shxinking resources. 
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Within the Pacific basin Australia is not a small eountty. Its 

policy with respect to both trade and direct investment will be noted 

by other countries and it will impact on their policy choices. For 

example. the expansion of Austr:alian dil:ect investment abroad which has 

been undertaken in part to . promote exports of manufactures from 

Austr:alia might not be accepted if Austt:alia is not hospitable to DFI 

itself. 40 Austt:alia has been a positive fot:ce fot: peace and ptospetity 

in the Pacific basin. Its behaviot towat:d Papua New Guinea is the most 

notable, but not the only example of this desitable influence. Its 

influence and levetage within the Pacific basin, howevet:, will be 

ditectly telated to how outwatd looking is its economic policy. 

Austt:alia needs no guidance on how to become mot:e inwat:d looking, 

howevet:, if the choice is outwat:d, then a question is posed as to when 

and how fast to attempt adjustment. During the downswing of a 

40. R.B. Bennett, J.E. Hetchan, and J.S. Metcalfe, "Motives fot 
Austt:alian Ditect Fot:eign Investment" Wotking Papet No. 23, Bureau of 
Industty Economies, tevised Febt:uaty 1982 by Denis Watet:s. 
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recession is a bad tiae to adjust, but when is a good time? A case can 

be made that the very bottoa of a cycle ia the optimum. point to affect 

1:esource allocation decisions. That ta when reaourcea can be 

t:edhected at least coat. Furthetaoxe, in ordet to avoid _the necessity 

of successiv e adjustment to existing disturbances , it might well be the 

best policy changes would be drastic and acroH the boatd. Given the 

short political cycle in Australia, only a dtastic and quick change of 

policy is truly credible. Thus the tirae for: a drastic change may be 

tapidly approaching. While this may appear to be a high risk strategy, 

the · altetnative of temporizing and inadvertently accepting a no 

adjustment policy also has high risks. 
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APPENDIX A 

Co1DDodity Classification System 

International ttade in commodities 1a classified by the United 

Nations into ten btoad gt:oups, labeled by the one-digit numbers O to 9 

(standat:d intetnational trade clasaification, oi: SITC). These 

categories, when finally disaggregated, number approximately 1,300 

basic items, each of which is identified by a fo_ur-digit-or in some 

cases, a five-digit--code. These basic items, when summed, compose 

total commodity ttade for a given 1:eporting country and partnet: 

country. 41 

To cteate a manageable data bank, the UN trade data wete initially 

aggregated into 106 coumodity groups, which taken together represent 

total trade . Fot the purposes of this study, the categot:y "goods, not 

elsewhete specified '" ($ITC 9 less 951) was then excluded because it is 

composed of goods without any common ttaits. 

In 01de1 to test the Hecksche1-0hlin theorem for U.S.-ASEAN and 

Japanese-ASEAN ttade, the 105 commodities wete classified into fout 

gtoups accotding to theiI telative factoI intensities. These g1oups 

ate natutal tesoutce-intensive, unskilled labo1-intensive, 

41. A detailed listing of the classification system used in this 
study 1s ptesented in the United Nations, Standatd Inte1national Ttade 
Classification, Revised, seties M, no. 34 (New Yotk: UN Statistical 
Office, 1961). 
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Table A-1, SITC Designations for Products in International Trade 

Commodity SITC, revised Commodity SITC, revised 

Natural resource intensive Nonferrous 
Heat 00,01 manufactures 6832 ,6852 ,6862, 
Dairy 02 6872 ,688 ,689 
Fish OJ Unwrought aluminum 6841 
Wheat 0,1 Aluminum 
Rice 0'2 manufactures 6842 
Other cereals 043 ,045-47 
Corn 046 Unskilled labor intensive 
Prepared foods 048,0713,09 Yarn 651 
Fruit 051-53 Fabrics 652,653 
Vegetables 0511 ,055 Textile products 6511-57 
Sugar 06 Glass 664-66 
Coffee 0711 ,0712 Ships 7353, 7358, 7359 
Cacao 072-75 Firearms 7351,951 
Feed 08 Furniture 82 
Beverages ,, Clothing 82 
Tobacco 12 Footwear 85 

Miscellaneous 
Hides 21 consumer products 81 ,8J,89J,895 
Soybeans 22 899 
Crude rubber 23 Toys 894 
Wood 24 
Pulp 25 Technolos:r intensive 
Cotton 263 Chemical elements 51 
Fibers 261 ,262,2611-69 Medicine 54 
Iron ore 281,282 Fertilizer 56 
Nonferrous ore 28J-86 Plastics 58 
Crude materials, not Other chemicals 52,57 ,59 

elsewhere specified 29 Power generating 
Coal 32 equipment 7111-13, 
Gas, naturar and 7116-18 
manufactured, and Jet engines 71111 
electric current J4 ,35 Car engines 7115 

Crude petroleum 331 Tractors 7125 
Petroleum products 332 Agricultural machinery 7121-23,7129 
Animal and vegetable Office machinery 71111, 7149 

oil.s 4 Computers 71112,71113 
Leather 61 Metal working 
Plywood 63 machinery 715 
Mineral manufactures 661-63 Textile machinery 717 
Diamond.s 667 Mining machinery 71811 
Pig iron 671 Other industrial 
Unwrought nonferrous machinery 718,71911-98 

metal.s 681 ,6831 ,6851, Heating and cooling 
6861 ,6871 equipment 7191 

Unwrought copper 6821 Pumps 7192 
Copper manufacture.s 6822 Fork lifts 7193 
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Table A-1 (continued) 

Co11111.odity SITC, revised Co11111odity SITC, revised 

Electric power Rubber 62 
machinery 722 Paper 64 

Telecommunications Steel 672-79 
equipment 721'9 Metal manufacturing 691-94,698 

Electrical apparatus for Cutlery 696,697 
medical purposes 726 Hand tools 695 

Transistors 7293 Machine parts 7199 
Electrical measuring Televisions 72Ji1 

equipment 7295 Radios 72~2 
Electrical apparatus 723, 7291 , 7292, Domestic electrical 

7296, 7297, apparatus 725 
7299 Trains 731 

Scientific equipment 8617-19 Cars 7321 
Optical equipment 8611-13 Trucks 7322-25 
Aircraft 734 Road motor vehicle 
Cameras 861~-16 parts 7236-28 , 7294 
Film 862,863 Hotocycles 7329 

Trailers 733 
Watches 864 

Human ca121tal intensive Phonographs 891 
Paints 53 Books 892 
Perfumes 55 Jewelry 896,897 

Source: SITC numbers Crom United Nations, Standard International Classification, 
Revised, series M, no. 311 (New York: UN Statistical orr1ce, 1961 }. This classirtcation 
~ was in errect rrom 1960 to 1975. 
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technology-intensive, and hum.an capital-intensive goods (table A-1). 

The commodity classification ptocedute was petfotmed sequentially 

by initially categotizing the commodities whose factoI intensities are 

most appatent. Fit:st, the natui:al tesoutce-based goods wete 

identified. This group consists of all commodities within SITC section 

0-4 (that is, food and live animals, bevet:ages and tobacco, ctude 

materials, minetal fuels, and animal and vegetable oils), and SITC 

classes 61 (leathet:), 63 (plywood), 68 (nonfen:ous metals) 1 661-63 

(mineral manufactures), and 667 (diamonds). Thete were foi:ty-two 

commodities in this group. 

Second, by using the groupings of commodities accotding to theit 

respective value added pet worker, as presented by Garnaut and 

Andetson, 42 eleven goods were classified as unskilled labot intensive. 

These commodities, representing those with the lowest value added pet 

woi:kei:, ai:e the same goods appeai:ing in Gai:naut and Andei:son, except 

whei:e the commodity aggi:egations pi:ecluded sepai:ating goods tui:thei:. 

Included in this gi:oup ai:e such SITC classes as 65 (textiles and 

fabi:ics), 664-66 (glass), 735 (ships and boats), 81-85, 893-95, 899 

42. Ross Gai:naut and Kym Andeuon, "ASEAN Expoi:t Specialisation 
and the Evolution of Compai:ative Advantage in the Westei:n Pacific 
Region," in Ross Gai:naut, ed., ASEAN in a Changing Pacific and Woi:ld 
Economy (Miami: Austi:alian National Univei:sity Pi:ess, 1980), p. 411. 
The presentation in Gai:naut and 'Andei:son is based on woi:k in Bela 
Balassa, "A 'Stages Appi:oach' to Compai:ative Advantage," Woi:ld Bank 
Staff Woi:king Papei: 256 (May 1977), appendix table 1. 



(miscellaneous consumer goods, furni tute , clothing, footweat, and 

toys), and 951 ( fireatms). 
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The remaining commodities wete divided into technology-intensive 

and human capital-intensive categoi:ies by selecting as technology 

intensive those goods with the highest tatios of xesearch and 

development expendituxes to value added. 43 Ratios we:a:e calculated by 

industi:y, classified accoxding to two- and tht:ee-digit standard 

industiial classifications (SIC), fot the avetage of the year a 1967-68 

and 1975-76 . The SIC classes wet:e then cross-classified by using 

Balassa" s system conelating SIC and SITc . 44 Thexe are thiity 

cOtm:D.odities in the technology-intensive category, including SITC 

divisions 51 (chemical elements), 54 (medicine), 56 (fettilizet), 58 

(plastics), 52, 57, 59 (othet chemicals) , 71 less 7199 (machine1y), 

7249 (telecommunications equipment),. 726 (electi:ic apparatus foi: 

medical put poses), 7293 (Uansistoi:s), 7295 (electi:ical measu1:ing 

apparatus), 723, 7291, 7292, 7296-99 (electtical appustus, not 

elsewhet:e specified), 734 (ait:ct:aft), 861 (sc ientific, medical, and 

optical measui:ing appat:atus), and 862-63 (photogtaphic supplies). 

43 . Resea tch and development figut:es we1:e taken fiom National 

Science Foundation, Reseatch and Development in Indust1y, 1978 

(National Science Foundation, 1980) ; value added wei:e hom Buteau of 

the Census, Annual Su1vey of Manufactutes. 

44. See appendix table 2 in Balassa, " The ... Stages,. Apptoach to 

Compatative Advantage." 
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A second technology-intensive category was devised which excludes 

SITC claH 5136 (inotganic bases, etc., nee). It waa found that 

Australian expotta of technology-intensive goods ate d0tninated by SITC 

cla88 51 ( chemical elements). Th1:ough the investigation of the 

sub-claBSes under 51, it was noted that by far the largest expott in 

the technology-intensive categoty was SITC claH 51365 (alum.inum oxide, 

hydroxide) . This commodity could be potentially classified as a 

natural tesout:ce-intensive good and since it had such an overbeai::ing 

influence, one questioned whether 01 not the technology-intensive 

category would expetience sim.ilai: ti:ends with the exclusion of the 

commodity. SITC class 5136 was excluded tather than SITC class 51365 

because the data fot: 51365 was not t:eliable. 

Hwuan capital-intensive goods at:e those that have t:elatively lowet 

teseatch and development expenditure& to value-added ratios than do 

technology-intensive goods. Among the twenty-two commodities falling 

under the human capital-intensive tubtic ate SITC gtoups 53 (paints) 1 

55 (petfumes) 1 62 (tubber) 1 64 (papet), 672-79 (steel), 69 

(manufactutes of metal, not elsewhete specified) 1 /199 (machine patts) 1 

7241 (televisions), 7242 (radios) 1 725 (domestic electtical appatatus) 1 

7294 (automotive electtical equipment), 735 (ttains), 732 (ttailets) 1 

864 (watches) 1 891 (phonogxaphs) 1 892 (books), and 896-97 (jewelty). 
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APPENDIX B 

The Industxies Assistance Commission 

The Industt:ies Assistance Commission was established by law in 

1973 as an advisory body to the govetnment without any operating ot 

policy determining responsibilities. The teasons fot establishing the 

commission were fitstly to assist the govet:nment in developing policies 

for improving the allocation of resout:ces among _industt:ies in 

Austtalia. Since many industries are being assisted using many 

diffei::ent fo r m of assistance, the commission through its studies and 

findings can help improve government policies by indicating ways 

policies could be made mote coherent. Secondly, the Commission could 

provide objective and unbiased advise needed by the government since it 

is independent and not obligated to any special intetest gtoup and 

without political ptessute. Thitdly, the Commission can help educate 

the Patliament and the public thtough its published tepotts. Public 

teview and discussion of the tepotts should sttengthen them. 

The law establishing the IAC set up cettain genetal guidelines and 

tepotting tesponsibilities fot it, but without citcumsctibing its 

independence. The IAC accepts assignments tefen:ed to it by the 

Ministet and publicly tepotts its findings including detetmination of 

the existing level of assistance and the level of assistance tequited 

to maintain employment in the industty. It indicates teasons why the 

level of assistance should be taised 01 loweted and makes othet 

suggestions fot imptovirig the sttuctute of the industty . The tepott 



need also include an estimate of the consequences of the commission's 

recommendations on society, employment, and the economy in general. 
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The Commission invitee witnesses to its inquities to both expand on its 

sources of lnfoxmation and to involve ■ore intetest gtoups in the 

issue. The Commission is also requited to publish an annual 1:epott 

which provides estimates of the level of assistance given to all 

industties, the consequences of assistance on the developnent and 

economic performance of those industtles as well as on the economy in 

genetal. The annual teports have been a major source of lnfotmation 

for the public on industry assistance. 

The Commission has intetpreted its responsibility to help bting 

cohetence to govexnment policy to mean that it should suggest changes 

that cootdinate policies to avoid duplication and to avoid whete 

possible ptivate and social costs. lts analysis is based on the belief 

that consistent govetnment behaviot ptomotes confidence and incteases 

economic gtowth. It sees as a goal the achievement of an industty 

sttuctute that tequites a minimuoi level of government suppott. 

Howe~et, it has tecognized that it is not desitable to tequite 

adjustment so quickly as to cause undue economic ot social distuption. 

The Commission recognizes that industty testtuctuting ptovides ptivate 

incentives fot new investment and cteates job oppottunities. 

Putthe1:more, the Commission has noted that while it ta desitable to 

encoutage specialization, it is not the task of the Commission to pick 

desitable or key industries which receives special treatment. It 



accepts that the matket mechanism. ahould be the principle detet11inant 

of the allocation of reaoutcea. 
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Within recent yeats the Commission has been given leeway to 

undettake inquities at its own initiative and to teview the totality of 

assistance to industty . This has provided scope to bring fundamental 

and longer-run considetations to its wot:k. 
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APPENDIX C 

The Closer Economic Relations Agreement 

The origins of the Closer Economic Relations agreement can be 

traced back to Australia's and New Zealand .. s dependence on Europe and, 

more specifically, Great Britain. Both countt:ies had a major portion 

of their tiade with Great Britain, which included mostly rural and 

mineral exports. Protectionist policy favored the United Kingdom and 

in 1933 the Australian-New Zealand Tt:ade Agreement was implemented 

which gave each country the same trading priviledges with each other as 

they had given Great Btitain. The result of the initial heavy 

dependence on Gteat Bt:itain was a development of similar production and 

export structures in both countt:ies. 

After World War II, Australia began to expand its trade with other 

countries in the Pacific basin. In reducing its dependence on Great 

Britain, Australia began to develop both its mineral and manufacturing 

industries while New Zealand still exported mainly from its rural 

sector. Trade between the two countries also increased. Between 1940 

and 1967, New Zealand exports to Australia rose from 3 percent to 

5 percent of its total exports, while its imports from Austt:alia 

incteased from 16 pet cent to 19 percent of its total imports. 45 

45. C.G.F. Simkin, "Closer Economic Ties With New 
Zealand--Implication for Industry on Both Sides of the Tasman and fot 

the Two Economies Generally,., Discussion Papet No. 8 (The Austtalian 

National University, June 1980). 
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In an effort to expand trade between the two countties and to 

develop cer:tain gi:owing industries, a pai::tial tl:ee ttade agreement was 

implemented in the New Zealand/Australia Free Ttade Agt:eement (NAFTA) 

in 1966. Its major objective was to expand trade and to progressively 

temove trade banters while maintaining fair competition . Over 

50 percent of Austtalian-New Zealand trade was covered undet the 

initial agt:eement (990 items). These commodities wete placed on a 

schedule A and within eight years were to be duty free. 

Provisions were made to expand the schedule and by 1973, 775 items 

had been added. The process of adding commodities, however, was 

slowing down and many of the items added were relatively insignificant 

due to the political negotiations that were required to place a new 

item on the schedule. Most of the items on schedule A had been duty 

free even before the agreement. Still excluded were most dairy 

products, certain other food products, most Austtalian manufactures, 

and some new Zealand manufactures. Both countries had to agree on 

additions to the schedule which made negotiations extremely difficult 

as each side attempted to protect certain favored domestic industries. 

Another schedule was included for these industries which allowed the 

renewal of ttade baniets if any difficulties were experienced ftom 

free trade . Only two items, however, wexe added after two years of 

negotiating. 
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Outing NAFTA, thete was an increase in the value of ttade between 

Australia and New Zealand. although it is difficult to deteimine to 

what extent the increase was due to the agreement. New Zealand expotts 

to Austtalia increased from $NZ36 million to $NZ818 million, which was 

a fastet increase than New Zealand exports to the wotld (fiom 

$NZ1,481 million to $NZ 11,502 million in the same pet:iod). Australian 

exports to New Zealand increased ftom $NZ135 million to 

$NZ1 ,044 million, an increase rate roughly equal to Australian exports 

to the world. It is suggested that these statistics may show that 

NAFTA has a favotable effect on New Zealand. 46 However, during the 

same petiod, New Zealand suffered increasing deficits in its cuu:ent 

account. 

A stalemate was moxe ox less xeached in the NAFTA negotiations 

which called fox the moxe pxogressive provisions finally implemented in 

the Closex Economic Relations (CER) agxeement, which was signed in 

Decembet 1982 and put into effect at the beginning of 1983. The major 

difference in this agreement is that it is an attempt at a complete 

free tr ade area xathex than a partial one. 

In the CER agreement all goods go thxough a transition pexiod at 

the end of which the trade banier pxotecting the commodity is xemoved. 

46. U.S. Department of Agticultute, Notth Ametica and 
Oceania: Wotld Agticultuxe Regional Supplement (Washington, D. C., Aptil 
1983). 
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The length of the u:ansition petiod depends on the type of trade 

ban:ier. Fol'. example, commodities ptom.oted by export-based subsidies 

will no longer be euppotted in three-and-a-half yeats or by the end of 

1986/87 fiscal year and commodities with quantitative reati::ictions face 

a deadline of twelve yeats before the protection is removed. 47 The CER 

agreement 1a also more complete than NAFTA by the fact that it covers 

quantitative teattictions and subsidies as well as tatiffs. 

The safeguards for induattiea which may not· be able to cope with 

cettain ttade problems are much sttictet: than they were duting NAFTA. 

They can be invoked only as a last resort, after an inquiry, and only 

if there is pt:oof of sevete matetial injuty. They ate not a means of 

avoiding the free trade deadline and ai:e to be used to deal with 

dumping, subsidisation, and significant ttade deflection. 

A majot advantage of the CER agteement is that it incteasea the 

cettainty of fleet ttade ptogt:esaion. Thete at:e much fewet 

negotiations which could leave politicians susceptible to the pte88ut:es 

of special intei:est gi:oups. Thet:e ia also a set timetable of deadlines 

which industties can plan atound. In addition, the commitment on the 

pat:ts of Australia and New Zealand is pet:manent, not only fot ten yeat 

pet:iods as in the case of NAFTA. 

The CER agreement does contain one majot loophole which is that is 

47. P.J. Lloyd, "NZ, CER , and the Pacific, " Public Lectut:e at the 

University of Auckland Centenai:y Celebration, pi:ocessed and undated. 
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does not include wheat, daily products, and the gt"oup of cit:rus fruits, 

grapes, pineapples, and bananas in the agreement for eventual flee 

trade. These commodities have been patt of special policies in one of 

the two countties and have been negotiated out of the agreement aa a 

result. While manufactures are now to face fevet restrictions, the 

above group of agi:icultur:al commodities atill have a future of limited 

trade, if any at all. 
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