Bomaf®  What Should We Expesct of the Rest of 1987 John Hyde

Economic activity can be viewed as long and short term brends-
~-=g jumbled sea of waves within waves.

Australians have been getbting wealthisr but alt a slowsr rate
than many other nations; the longest meaningful trend, or wavae
I can identity is & slow relative decline of Australian living
standards since the First World War. So far, from the
wealthiest people on earth we have slipped to aboul sixteenth
lthiest. I don’t krnow how long this trend will continue but
it there is not an upward slope in the next twenty vears or so
my wave analogy might be the leasst important loss. This long
swell is caused by fundamsntal changes to the productive part
of the economy; our decline is cauwsed by high levels of
ragulation, tariffs and labour market monaopoliss.

In the 1978z, by recourse to loose money managesment and deficit
oudgetting, we started anobther wave on a shorter ovola.
Initially we were lifted on its crest bult as we plunged from
that the short wave reinforced the long.

In more or less the same oyvole, in the 1980=s, we started
anather sven uglier wave. As if thers were no TOMDrrow,  we
started borrowing abroad to support living standards depressed
by the long traend. In 1984 and 1989 ite orest too ralssd us ups
we are still riding near the crest but the waters are combining
o produces a nost awful dumpers.

The fAustralian dollar valoue of foreign borrowings was greatly
i 1 by devaluation. Foreign debt is alrsady sguivalent

Lo about FHBOE per oman, woman and child and still acc umhlafiﬁm,
Thires yvears ago the relative prices of ouwr imporits and exporis
deteriorated. To service the debts we now have no option but tu
accept 8 lowsr level of consumption.

Moody "5 and Standard and Foors apparently doubt thet we will
tighten ow belis sufficiently scon snough: they have
downgraded ow oredit rating. We are not yvet an Argentina but
clearly, for & while, until we ceboch up, living standards must
decline & 1ittleW~"nmt Just in relative terms this time, but
absolutelv.

I think these trends will be reversed; but must ccncwﬂ@ that
there is nothing in the laws of natuwre that savs they will. I
base my hopes and espe fLHL ons upon a new-found realismn aboutl
industrial wnions, tariffs, discriminatory government

sxpendl ture and iHWﬂLAmﬂg and gconomic regulation. This dawning
alism is ow children s best hope and the last thing they
need mow is a minsral, wool and energy boom such in the
past snabled uvus to delay facing facts.

aninﬁt the background of these maior trends a short-run
vsiness ovele sbbs and flows. Just as a short steep chop has
1ttlm etftect on A big vessel bot is thoroughly unpleasant in a
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divghy, this sconomic chop has little effect on a nation bubt it
can swamp a busines. Tt tends o preccoupy business managemant.
Just o as when wvou are in bhe watsr the clossst wave mbﬁcuram
even the biggest on-coming waves, short run changss in economic
activity tend to obscure mors fundamental changss. Heaven help
us 1f we forget that dumper.

19835784 and 1984788 were vears of strong growbh induced by
strong government demand bhub they were not yvears when our
comuodities enjoved international favow . Although domestic
demand induced highesr levels of business activity 1t also
sucked in imports and raised costs which inhibited sxports.
When the current acocount and the dollar collapsed, domestic
demand and growbh were ocult b in 198%-84. The economy seemned
to be growing again by the December guarter of 1984. High
interest rates restricting private demand were ths principal
instrument amploved to reduce private domestic spending;
govaernnent demand continued at record levels. Business activity
declined while we waited on the so-called J curve to fix our
balance of payvmsnts problem.

L=

It would be extraordinary if the balance of trade had not
rasponded to the devaluationg; and it has. Bub gains made in the
competitivenss of Australian production are being offset by
wagse rounds generally higher than those of owe foreign
competitors. While in the absence of offsstting cost increases
a devaluation improves competitivenesss it also inoreases the
purdesn of debt service. Bince costs are rising the J curve
becomas just the troough and upward slops betwesn two waves. How
long is the cyole? What does the short term hold?

At the Economics SBocisty mesbting on February 13 twalve leading
economi sts expected overseas economies to grow at about 2.5 -
EFh. There will be maijior currency realignments involving ris
for soms Australian comodities. Wheat and sugar now ssem to bhe
a little betiter than was anticipated early in the vear. For the
rest of the yvear foreign demand will probably be ordinary butl
not awful. What happens after that will depend on what THE
ECONOMIST called “the thundering charge of an approaching trade
war'., Australia could be trampled underfoot by the warring
partiss

1987 is an election veari the governmsnt will try to delay
anyvihing too unpleasent. The economists sxypected owr econaomic
growth to be 2.5 o in 1987-—-—much less when adiusted for
terms of brade.

During 1986 domestic demand was restrained ﬁncept im the public
sachor which seems incapable of restraint. Met s:sports made

a strong contribution to GDF growth. This trend must continus
Dot reinforced with meaningful public sector restraint i+ we
arg to overcoms ouwr balance of payments problem. It is an
election yveari; there will be mors fiddles than real restraint.

Browth in 1987 will be concentrated in manufacturing production



but sven so the growth will be only sufficient to take
production back to the 1981 pesak. Capital expenditure is
supected to be bebtiter than last yvear boabt still insufficient to
achisve vital structural adiustment. FHeal average sarnings fell
in the labtter half of 12884 but the recent wage setblement will
have reversed that trend driving labow costs up again.

This last point will be disputed. The conflicting figures
amployed by the ACTU and emplovers are better understood when
the role playvad by government is added to the eguation. Since
the late seventbies wage share of gross domestic product has
fallen from &&2.8% to &BY and the share of company incoms atier
t g bigger share forced both
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tax from 114 to 9.7%. Governmsnt
o .

I don't think there will be & slump this veary; I think the
sffect of the devaluation will be felt for a while yeb; I think
i Hawke will have time to get his slection behind him.

I don't think wse have reached ths top of the shorbtest wave or
the bottom of the longesr waves but the longer and Digger waves
are the ones that really matter. & smaller monthly balance of
payment deficit is not & surplus. The foresign debt problem is
still growing, if at a slowsr rabe.
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