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Abstract

Social democratic governments in Australia and New Zealand adopted policies of radical free
market reform, including financial deregulation, privatisation and public sector reform in the
1980s. Because of the absence of institutional obstacles to government action, reform was faster
and more comprehensive in New Zealand than in Australia. The New Zealand reforms were
associated with increasing inequality and generally poor economic outcomes. There is nothing in
the New Zealand experience to support the view that radical free-market economic policies are
consistent with social democratic welfare policies or with social democratic values of concern

for the disadvantaged. The Australian reforms were less radical, and were accompanied by some
refurbishment of the welfare state. Economic performance did not improve, as anticipated by
advocates of reform, but was considerably better than that of New Zealand.
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Social democracy and market reform in Australia and
New Zealand

The politicaland economidistory of Australia andNew Zealandover the past twenty-
five yearsdisplaysremarkableparallels. In1972, both countries elected socidemocratic
governmentsled by charismaticreformers, GoughWhitlam and Norman Kirk. Both
governments seemed set to iaeh long-held goals ofthe labour movement including the
provision of free university education antdicalcare,moregeneroussocial welfare benefits
and publicsupport forthe arts and sciences. Labo(or, in the Australianspelling, Labor)
appeared as the party of the future.

Twenty-five years later, thedepesare inruins. Conservative governments pledged to
radical free marketeforms hold office in botltountries, and imll but one of the Australian
states. Worse still, from the perspective of social democracy, the stii# tgght is simply an
extension of policies initiated by labour governments in the 198@skey components of the
Thatcher revolution, including deregulation, privatisatiorgompetitive tendering and
contractingfor public services, weremplemented in Australiand New Zealand by labour
governmentsThe only major task theyeft to their successorwas that of breaking the
(already greatly reduced) power of the union movement through labour market reform.

The Fraser & Muldoon governments

By 1975, the collapse of théong postwar boom hated to thedownfall of labour
governments inAustralia andNew Zealand.Particularly in Australia, reaction against the
failures ofthe governments of 1972—75 wasvajor factor inLabor’'s subsequent shift to the
right. The expansion of publispending andhe rapidgrowth in real wagesthat took place
under Whitlam were seen as major contributorhéxrecession of 1974 and tbe emergence
of sustained high unemployment. Subsequent Labor leaders were at pains to present
themselves as responsible economic managers and to distance themselves, apossdbies
from Whitlam. There was also a reaction against Whitlam'’s style of government. The system of
Caucus democracy, in whigabinet decisions were frequentsjected by the parliamentary
party as awhole, was seen asymbolic of misgovernmentWhitlam’s determination to
implement theprogram on which he had been elected, regardlestetefioriating economic
circumstances, was seen as dogmatism.



The governmentghat replacedhose ofWhitlam and Kirk wereled by conservative
strongmen: Malcolm Fraser in Australia and Robert Muldoon in New Zealand. When they took
office bothmenwere seen as radical rightwingers, but frihra vantage point of th&990s,
they are usually regarded as highly interventionist. This view is anachronistic, in that it projects
policy concerns othe 1980s on toearlier periods (Kelly 1992) and misleading, ihat the
trend of policy under the Fraser and Muldoon governmeats towards deregulatioayen if
hesitantly and with frequenteversals. For examplehe Fraser government laid the
groundwork for much subsequent free market reform, matstbly throughthe establishment
of the Campbell Committee of inquiry into the financgystem, whichrecommended
deregulation of financial markets and a freely floating exchasige Similarly,the Muldoon
government liberalised foreign exchanggulationsderegulated parts dhe transport sector
and removed barriers to trade with Australia through the Closer Economic Relatesset
(Bollard and Buckle 1987).

The conservatives initially assumed that the economic crisis of thel€ais would be
resolved by a combination of monetarist macroeconomic policies and areatwages. The
second oil shock of 1979 made it clear that these assumptions were invalid, but provided a new
hope, that of an export-ledecovery based on minerals aedergy. The most notable
expression of this hope was Muldoofil$ink Big' program, aset of projects based on the
exploitation of natural gas and other resources.

By the earlyl980s, it wa<lear thathopes for arexport-led recovery were misplaced.
The boomsnever eventuated and the projed¢signed to exploithem resulted in growth in
internationaldebt, particularly inNew Zealand.The contrast between apparenbdgundless
resources and poor economic performacreated avidespread sense dfsillusionment with
the economic policies of theast. Risingunemployment andlow growth were seen as the
outcome of national economic failings rather than as a part of an economic crisis common to all
developedcountries. This view was supported tne asumptionthat internationaproblems
were primarily due to higher energy prices asttbuld therefore not affect energy-rich
countries.

In Australia, concern about poor economic performamas expressed ithe growth of
a literature focusing on the alleged decline of Australian living standards relative to that of other
developed countries. Work in this literature began with the claim thh8740, Australians had
enjoyed the highestandard of living inthe world but that slow relative growth hadled to
Australia being overtaken by a dozen or mooentries.Projecting this trendorward, it was
suggestedhat Australianswould soon be ‘followingthe Argentinian path’ (Duncan and



Fogarty 1985) or woultbecome thépoor white trash ofthe Pacific’ (Scutt ed985). Most
Australianwriters inthe ‘white trash’ tradition blamed the ‘Federation trifecta’ of policies
centred on tariffprotection, the Arbitration system of wageletermination and thé&Vhite
Australia policy for creating a backward-looking andward-looking culture(Henderson
1983).

A less dramatic version of the argument focused on below avgrageh inincome per
capita in the period after 1950. The statistlzasis ofthe literature on relative decline igeak
(Quiggin 1987), and most econometristudies concludethat, after taking account of
convergence effects and differences in populatgmowth rates, Australia’s economic
performancdor the period1950-80 wasabout averagéor the OECD (Dowrick and Nguyen
1986, Gruen 1986). Nevertheleslse steadydecline in the terms of trader exporters of
primary products presented both countries with economic problems. Particular difficulties were
createdfor New Zealand, whiclhemained heavily reliant oBritish export markets over the
postwar period and sufferetonomiclosses whemBritain entered the European Community
in 1971. Theextent towhich NewZealand’spoor economic performance ovére 1970s can
be explained by adverse trade shocks is open to debate. tasaybythe end of thelecade,
per capita income in New Zealand was between 5 and 10 per cent lower than in Australia.

The claim thatpast policies have yieldedoor outcomesmplies support forradical
change, but gives little guidance as to the appropriate directiohaoie. Irnthe early1980s,
however, thedebate inboth countriesvas dominated by advocates of the ideas referred to in
Australia as ‘economic rationalism’. The term originated undeki\th#lam government where
it had the positive connotation of policy formulation on basis of reasoned analysis, as
opposed to traditionemotion andself-interest, butwith the exception oSupport forfree
trade, did notimply a presumption infavour of particular policy positions. Over time,
however, mosteconomic rationaliststame toassumethat reasoned analysis would always
lead to support for free-market policies. Hence, the analytical process could be disgémsed
and replaced by advocacy of a predetermined set of policies, those of market reform.

The example of théndustries Assistanc€ommission, set up byhitlam to make
recommendations on tariffs and agricultusaipport policies was highly influential. After
receiving a reference frothe government to inquire into a polieyea,the Committee held
public hearings before producingeport, whichalmost invariably advocated a reduction in
government interventionThe best of these repor&chieved highstandards in presenting a
detailed consideration of the evidence and a tightly argued polidysas) andeven theworst
were usually more impressive théive arguments put up by tlmmission’s opponents.



Especially in its heyday in the 1970s and early 1980s, the Commission was seeoded af
rational policy-making by mangconomistsCritics who suggestedhat the Commission’s
conclusions were predetermined and that the inquiry procedureditieeraore than elaborate
window-dressing (Quiggin 1993, Toohey 1994) had little influence before the 1990s.

Apart from the Commission’s Reports, the most important policy document produced by
the economic rationaliste/as Australia at theCrossroadsby Kasper et al. (1980), who
proposed aadical free markgbrogram which, they predictedjould raise percapita income
by more than 70 perent,relative to ano-change baseline. Bije time ofits defeat in1996,
the Hawke-Keating Labor government hadplementedmost ofthe programproposed by
Kasper et al. (1980)going well beyond it in mangases. However, growth jper cajal
income was no higher than in the baseline scenario presented by Kasper et al.

In New Zealand,the future FinanceMinister, Roger Douglas, had expressed his
discontent with existing policies in his bo®kere’s got to be hetterway, (Douglas1980).

As the title suggestsDouglaswas looking for aradically new policy agenda.However,
Douglas(1980) wasstill open to interventionist as well as free-markgtions. By 1983,
drawing on advice from businessmen and Treasury officials, Douglas had develapezhla
free-market program (Easton 1997).

Parallel developments in the policy debate were unsurprising in view of the close linkage
between the economies of Australia &telv ZealandMigration between Australia and New
Zealand has always been unrestricted and the Closer Economic Relations agsgpradnn
1983 removed most barriers the flow of goods.The parallel economic performance of the
two countries igherefore notsurprising. The modest divergence in performanmeer the
1970scould reasonably be explained as a temposdyck, arising from NewZealand's
greater reliance on thé&nited Kingdom as an export market, and Australigieater
endowment of mineral resources, particularly coal and oil.

The surprise was the divergence that tplaiceduring the 1980s, when GDer capita
in New Zealand fell to a level 20 percent below that prevailing in Australia, and rentaéned
(Easton and Gerritsen 1996). Even more surprisingly, mteshational commentary is based
on the assumption that New Zealand's reforms have been bigtdgssfulwhile Australia is
seen to have suffered because of its less whole-hearted approach to free-market reform. In fact,
as is shown in Section 8, whereas Austrakgsnomic performandeasbeen very similar to
the OECD average since 1983, New Zealand'’s has been considerably worse.

The adoption of free-market reform



The term‘reform’ is normally interpreted tonean ‘changdor the better’. This usage
makessense in acontext where everyone agrees abdbe desirable direction ofhange,
although there may be disagreements about the pace of cdahgee feasibility of particular
reform strategiesFor most ofthe presententury, ‘reform’ hasbeen broadlysynonymous
with ‘social democraticreform’. The free market policies introduced in Australia and New
Zealand aralescribed as reforms but involvepealing thereforms ofthe past. Rather than
adopt a tendentious description of this process, such as ‘reactwail’ usethe term‘reform’
to refer to policies promoting structurahange, without any presumptidhat reforms are
desirable. The Australian améew Zealandlabour governments entered office as advocates of
social democratic reforms, but implemented policies of free-market reform.

In Australia, theHawke Labor governmentwas elected orthe basis of asocial
democraticprogram,embodied in its1982 platform. Thisplatform was the product of a
thoroughgoing reassessment of the party's proceduresotiogs followingthe defeat of the
Whitlam government.Although in some respecthe platform marked a retredtom the
ambitious goals othe Whitlamperiod, it maintainedboth a long-runcommitment to social
democratic ideals and a belief in the necesiity extensive intervention in the economy
through active industry policy, public ownership of natural monopolies, and so on.

The platformalso included innovative elements, of whitle most importantwas the
idea of a Prices and Incomes Accdsthortly after its election, the government heldaéional
economic summit conference in an attempt to extend the Acetationship between the
government and thenions to dripartite process incorporatingusiness.The summit, which
reflected Hawke’s personal commitment to consensus polNassagreat politicalsuccess. In
the long termits greatest significancevas that it served as anodel for the Tax Summit of
1986, which prevented the introdutction of a goods and service tax.

As well as establishing th&ccord, the Hawke government took a number eteps
towards implementing its social democraiitogram,including raising social welfarbenefits,
introducing a national health insurance schéMedibank), andmaintaining the stimulatory
fiscal policy inherited from the outgoing Fraser government.

Neverthelessthe pressures formovement in a different directiowere strong. The
defining eventfor the Hawke government'conomic policycame in Decembet983. The
dollar came under speculativepressure as foreigrexchange markets anticipated an
appreciation. Instead of tightening controls on capital flows, ag/thitam Labor government
had done in similar circumstancéise government decided to float the currency and abolish
exchange controls.



The floatand, evenmore, the abolition of exchange conksp were significant steps in
themselves. The effect die floatwas togive financial markets greatly increagealwer over
the government’s economigolicy, or, inthe jargon of thalay, to expos¢he government to
‘market discipline’. On the other hand, the discipline on private sector borrownmdjsit in a
fixed exchange rate was lost. Australia has always been a capital-impatintyy, but in the
1980sthe inflow of capital, and theorresponding curreréccount deficitsgrew rapidly,
exceeding 5 per cent of GDP in the late 1980s. At the same time, debt and portfolio holdings of
equity replaced direct foreignvestment.The results included an explosiggowth inprivate
overseasdebt and an overvaluation of the currency leadingsustained currentccount
deficits. Concern abouwtebt and the current accowsficit eventuallyforced the government
into the contractionary policies that precipated the recession of 1989-91.

More fundamentally, the float marked the willingness of leading members of government
to abandon traditional socialemocraticviews in favour offree-market economiwiews.
Rather than being seen as a regrettableessitythe floatwas presented as a break with the
dogmas ofthe past. Forthe first few yearsafter 1983, the government prided itself on
maintaining a ‘cleanfloat, with minimal interventionfrom the Reservéank, though anore
pragmatic stance emerged over time.

The enthusiastic reaction of the financial markets reinforcegdternment’s change of
direction. Keating was named Finance Minister of the Yed&urgmoneymagazine, and for a
decadeafterwards borghe (frequently ironic) nickname ‘Thé/orld’'s Greatest Treasurer’.
Roger Douglas won the same award the following year.

Although the business establishmemdintained its historitinks with the LiberalParty,
Labor was closely linked with the rising ‘entrepreneurs’ of whibenarchetypal example was
Alan Bond! Despite thename, the entrepreneursvere not notedfor significant new
undertakings, but focused on property speculation takdoverdeals. They wereinitially
embraced by the labougovernments as proof ahe dynamism generated Hinancial
deregulation However, the entrepreneursrere quicklydisowned agheir financial empires
unravelled after the stock-market crash of 1987.

The enthusiastic reception of the float by finanoiarkets, andhe acquiescence of the
Labor movement, emboldendbe leaders of the government to move furthesay from
traditional Labor views and further towards a thoroughgoing economic rationalkcseptance
of more wide-rangindinancial deregulation and the desirability of cutting back the public

1 As well as controlling assets worth billions of dollars, Bond was famous for owning the yacht
which won the America’s Cup, and for paying a world-record price for a Van Gogh painting, through a
complex transaction which ended in a prison sentence.



sector followed rapidly. The abandonment of Labor’s belief in the public sector was formalised
in the ‘Trilogy’ commitments of 1984. The commitments were:

. Federal government tax revenue would not be permitted to grow as a proportion of
GDP;

. Federal government spending would not grow faster than the economy as a whole;
and

. the Federal deficit would be reduced in money terms in 1985—6 and would not be
permitted to grow as a proportion of GDP in the following two years.

The government was initially fairly successful in meeting these objectivetebdeficit
and public expenditurgrew rapidly after the economywent into recession in989.
Neverthelessafter the Trilogy commitments, the direction lodibor’'s economic policy was
set.

Under Hawke’s prime ministership(1983-91) andthen Keating's (1992-6), the
government’s commitment to free market policies became steadily strongevaaedbodied
in a comprehensive program of microeconomaiform2 In 1988,the governmentommitted
itself to a general reduction itariffs, and to privatisation of enterprisesuch as the
Commonwealth Bank. In 1990e two-airlines agreemename to arend and thebasis was
laid for competition in telecommunications. During the edB00s, policies of competitive
tendering and contracting out and private provision of infrastructure led to a further contraction
of the role of government.

In this respect, Labor’'s most significant legacy was the National Competition Policy Act,
frequently referred to as the ‘Hilmeeforms’ after the report of Hilmer et al () amhich the
policy was based.This act bound bothstate and federal governments implement
comprehensive pro-markeeforms, to be overseen ke unelected and unaccountable
National CompetitionCouncil. The most noteworthy exampleare the corporatisation of
governmenbusiness enterprisesd a comprehensive program agdmpetitive tendering and
contracting for publicly provided services. As a result, although electors, anthe¢oward
Liberal government, have shown considerable ‘reform fatighe’policies of the free-market
reformers who dominated the Labor government are still being implemented.

Explaining Australian Labor’s shift to the right

2 More extensive discussion of microeconomic reform policies is given by Forsyth (1992), Gruen
and Grattan (1992) and Quiggin (1996).



Throughout its shift tahe right, the Australian Labor government followed, rather than
led, the climate ofopinion among the economic policy éRtét least until therecessionthat
commenced in 1990, this climate was one of increasingly unqualified economic ratidnialism.
is, then, unsurprisinghat the Australian Labor party moved to thght. In all of this, the
experience of Australian Labor was broadly similath&t of European social democraigho,
with greater or smaller degrees of reluctance, followed the prevailingttremaaddsfree-market
policies.

The fact that Australian Lab@howedmuchlessreluctance may bexplained, inlarge
measure, byhe factional structure of thgarty. The dominant Righgroup, and to a lesser
extent its Centre-Left allies, had a tradition of ‘pragmatic’ contdompideology, priding itself
on its single-minded focus on obtaining and retaining office. This did not, of cougas, that
the factionwasfree ofideology. Ratherthe lack ofany socialist ideological ballatft the
Right open to capture ihe newly dominant ideology oéconomic rationalismDefence of
traditional Labor policiesvas confined to the minorityLeft faction, which waslargely
ineffectual. After a few years in whichthe Left was successfullynarginalised within the
governmentthe main leaders of theeft, such asBrian Howe, were willing toaccept the
general policy of free-market reform in excharige greaternnfluence in areasuch associal
security policy.

Hence, no seriouattemptwas madewithin or outside theggovernment, to put forward
an alternative economic program, except in some isolated arpasiacyf. During the period of
Opposition from 1975 td983, Labor'sattention had beefocused ommacroeconomigssues
and the development of an expansionary program centred on the Accord. There had also been a
vigorous debate on tariffs and industry policy, which led to support for a number of ‘Industry
Plans’adopted in the earlyears ofthe government. With theseexceptions, however, the

3 The meaning and relevance of the term ‘policy-making élite’ has been debated. The policy-
making élite included the Reserve Bank and the ‘central’ departments of the Federal government (Treasury,
Finance and Prime Minister’s), and the Industry Commission. The economic rationalism of these
institutions was supported and amplified by the majority of economic commentators, the Opposition
Liberal Party, business organisations such as the Business Council of Australia and the National Farmers
Federation, and a proliferation of private sector think-tanks,which recruited many of their staff from
institutions such as the Treasury. Some of these groups had little direct access to the government, but led
opinion from outside.

4 The pejorative use of the term ‘economic rationalism’ was first popularised in the early 1990s by
a study of decision-making elites in the Commonwealth public service (Pusey 1991).

5 The steel plan was generally viewed as highly successful, and adjustment plans for the motor
vehicle and heavy engineering industry were qualified successes (Castles and Stewart 1993). Attempts to
smooth the contraction of the textile industry were less successful and policies aimed at stimulating
‘sunrise’ industries such as biotechnology had little impact. However, the abandonment of active industry



terms of the policy debaterere set bythe economicrationalists. The question for the
government was not which way to turn, but how fast to move in the free-market direction.

New Zealand

The New Zealand Labour Party won office in 1984tlumbasis of dairly traditional, if
vague,social democratiplatform. However,the incoming Finance MinistdRoger Douglas
had already developed the policy progrémat would be followed bythe Labourgovernment.
As in Australia, the Labour governmerdme to office as theesult of a snap election, which
was accompanied by a foreign exchange crisis. The crisis atmosphere ensured that Douglas and
his supporters could implement their policy program without regard to community concerns or
opposition withinthe Labourparty. The PrimeMinister, David Lange initially left economic
matters to Douglas, focusing attention on foreign policy issues suble &sn on nucleahip
visits.

Whereas Hawke’'sapproach to politicavas based omegotiation and consensus,
Douglas favored rapigmplementation ofreforms on a broad front, aihe assumptionthat
when the benefits of reformvere evident, popular support would follow (Dougag93).
Douglas regarded consultatipeocesses (Newealand heldits own economic summit in
1985) as little more than a devicedonfuse and neutralisgpponentsDouglas’ authoritarian
approachwas made easier by the fact tHdéew Zealand is a unitary stateith a unicameral
Parliament. As Evans et al. (1996, pp. 1856-7) observe:

The early pace of the reforms reflects in good part the deep-seated nature of the initial
crisis, widespread recognition, particularly in the business community, of the need for
change, strong intellec-tual and administrative support from key public sector advisers
and New Zealand’s constitutional arrangements.In New Zealand a governing party with a
clear parliamentary majority can legislate its program with few constitutional impediments.
The major nonconstitutional constraints on the executive are internal party unity,
electoral support, and the disciplines imposed by external financial flows.

The electorabystemuntil 1996 wasone of single member constituenciescetd to a
unicameral parliament on a pluralityasis, whichpermitted a government to achieve a
substantial majority of seats while receiving a minority of votest. In Australia, by contrast,
national governments have normally hhe support of areliable majority in theHouse of
Representatives, elected by constituencies, but rtbeienate, which is etted by a system

policy was due far more to the advance of free market ideology than to any empirical evaluation of its
successes and failures.



of proportional representation. In addition, powerdisided between national anstate
governments andll governmentsre constrained by the constitutional limitations associated
with a federal system. Finallyhe links betweerthe New ZealandLabour party and theade
union movementwere weak, whereas those Awstraliawere strong and weremade even
stronger by the Accord.

It is important to consider whether the fact that refevas more radical inNew Zealand
than in Australiglor for that matter, anywhere else the world) reflected broader discontent
with the existing economic polidyamework or whether it wasimply the result of a set of
institutions and personalities whichade radicafeform easier to implemeniNew Zealand's
economic situatiorwas obgctively worse on most measures, thougbt with respect to
unemploymentHowever, there was no shortage afliscontent with Australia’seconomic
performance, anthe prophets of doom irthe early1980s were ateast as prominent in
Australia as ilNew Zealand (Duncaand Fogartyl985). The critical factor is that the New
Zealand political system was open to the ‘blitzkrieg’ approach requirede to imposeatast
reforms on an initially sceptical, and later actively hostile, public (Easton 1997b).

Financial deregulation

The case for financial market deregulation in Australia had beeforpuard inthe report

of the Campbell Committee dhquiry, appointed by thd-raser government. In Opposition,

Labor had criticised the report, correctly predicting that ‘Total deregulation of finanaidlets,

as advocated by the report, would bring about higher interest rates, increased government taxes
and charges, less finance for housing, a more volatile exchange rate, greater foreign ownership
and lesscontrol by government ovethe form or pace of development of the Australian
economy’. (quoted in Langmore 1992)

However, asthe Labor government movewdwards acceptance of a freely floating
exchange ratesommitment to a policy of regulation of domestic finanawstitutionsbecome
untenableThe Government commissionechew report whiclrecommended the removal of
all interest ratecontrols and of restrictions on maturities on trading seMings banknterest
bearing, andmost controversiallythe admission of foreigmanks. Inthe first major trial of
strength with the Left of the party, the recommendation for the admission of foreign banks was
pushed through the 1984 Annual Conference of the Australian Labor Party (Gruénatiad
1993).

Financial deregulation iMNew Zealand commenced almost immediately after the
government’s election, and was even more rapid than in Australia. All controls on ttapital



and on theasset portfolios ofinancial institutionswere abolishedThe abolition of exchange
controls removedhe main effective barrier tioreign investment and the majority &frge
companies became either partially or completely foreign-owned.

In both countries deregulation produced an explosion in financial speculation bitiedid
to improve either the availability or the allocation of long-term investroapital. The most
noticeable result was the rise and fall of paper financial empires &rttiepreneurs’, such as
Bond and Skase iAustralia andJudge in New ZealandHowever,the entrepreneunsierely
the most visible symbol of a boom in speculative lending and investment in wiechajor
banks and well-established businesses were heavily involved.

The failure of deregulation may be traced tooie-sided naturedlthough controls on
banks andther financial institutionsvere removedthe government remained committed to
maintaining the stability of the financiadystem, and therefore to protectingnancial
institutions from collapseThe advocates of deregulation accepted that prudesuigsrvision
of thebanksaimed at controlling theisk of bank failures anfinancial panics, wasequired
even in a deregulated setting, but failed to recognise that the effectiveness of prudential controls
would be seriously compromised lilge removal of the majority of existingegulations.
Although some new controls, such as fiene assetratio andcapital adequacgontrols were
introduced, they proved inadequate to the task.

Deregulation put theanks in a no-lose situatiomhey could and did adopt much more
risky lending strategies. their loans turned ouivell, the bankspocketed therofits. If they
turned outbadly, the governmentvas there to pick up théab. Examplesabound,but the
experience oBond and Skase @dy demonstrate the inability amwillingness ofthe banks
to rigorously monitottheir creditrisks. Amajor outcome of deregulationas anincrease in
lending to marginal customers, many of whom borrowed to speculdtee last fiveyears of
the eighties, while personal credit grew at around tercgrara yeaand creditfor housing by
fifteen percent, businesslebt increased by twenty-five peent ayear. The boom in
speculative lendingvas reflected inpoor investmentdecisions.The Industry Commission
(1997) estimates that capital productivity growth over the 1980s was negative.

In practice, thébanks did nonheed to call on the Reserank to act aslender of last
resort. Publicly guaranteetanksare‘too big to fail'. Thatis, the cost ofletting such banks
becomeinsolvent, and paying ouke depositors, is gater than theost of assistinghem to
carry on as going concerns. In addition, the effects of a majorfadunie on international and
domesticbusinessconfidence have been t@®rious tocontemplate. Asoon as itbecame
apparent that banks were in serious difficulty, government begddintte ‘level playing field’



in their favour. Foreign ownership rules were bent to enable the bardalise a better return
on the assets in the media and other industries that they acquired as a result of the failure of the
entrepreneurs to whorthey hadlent. The tax treatment obank losses wasnade more
favourable. This pattern of rescuing failed institutions has been followed in other coitnatries
have experienced a deregulation-led boom and slump.

The New Zealand experience was slightly different. Most institutions evenedeither
by government or by foreign (largely Australian) financial institutionsserce bailed out by
their owners when they ran into trouble. New Zealand has continuadintain a laissez-faire
approach to financialegulation,effectively relying on theoverseas owners afs financial
institutions, and their central banks, to maintain the stability of the financial system.

It would have been difficulfor any government to resist th@essure for deregulation.
The effectiveness of theontrols which existed d@he beginning of the eightiegere being
graduallyeroded.Financial institutions outside theontrols hadgrown ininfluence and the
regulated financial institutions had created debt instruments that were close substitutes for those
which were controlled.However, there were choices. Some countries stheh@sandinavian
countries, the United Kingdom, New Zealand and Australiachose policies ofradical
deregulation, while other European countnesdeonly moderate changes to their regulation
policies. The results of radical deregulation have been uniformly damaging and have followed
a remarkably similar pattern: an asset price boom followed by collapse and severe recession.

Tax policy

The first major difference between Australia aNeéw Zealand in theprocess offree
market reformarose with respect tax policy. The advocates of free-markegtform, led by
Treasurer Paul Keating in Australia and Finance Minister Roger DoughewrZealandwere
committed to the idea of a Goods and Services Tax (GBaiis, abroad-based consumption
tax using the value-added tax (VAT) mechanism. Based on the experience of the introduction of
a VAT in Canadathereformers favored #at-rate taxwith no exemptions, arguintipat an
exemptionfor say, food, wouldopenthe floodgates’ to demands father exemptions and
therefore defeat the purpose of reform.

However, the inclusion of food in the tax base for the fins¢ ensuredhat the move to
a GST would be regressivegpeciallywhen combined with cuts in top margintdx rates.
This made thetask of securing a consensus in favour of sutdxaeform package virtually
impossible.Although agooddeal of intellectuaéffort was expended in attempts atuaring
the circle, itwas impossible to design a gage which compensated low-income earners and



recipients of social security benefits for the regressive impact of the GST while leazngh
net revenue to finance significant cuts in top marginal rates of income taxation.

In Australia, the co-operation of thenions wasessential to thesuccess of the
governments wages policy, basedtbaPrices and Incomes Accord. Moreover, Hawke was
philosophically committed to the idea of consensus. The government therefore organised a Tax
Summit, at which it proposed a set tbfee taxoptions. The ideawas that both the mildly
radical Option A and the deething Option B would prove unacceptableading to the
formation of a consensus behind Option C, based on a GST. It was thap#teunions and
business groups would ladtracted by th@rospect of lowmarginal income tax rates atitht
the ‘welfarelobby’ would welcome theexpansion of social welfare expenditure designed to
offset the regressive impact of the GST.

In the event, howeverthe unions weresceptical about Option C, and welfageoups
strongly opposed it. When business leaders, still hostile to Labor, refused tindpekkage,
Hawke abandoned it, leading ttee first major breach irhis relationship withKeating. In the
end, the government adopted tax reforms based on Option A, including taxes on fringe benefits
and capital gains, offset by full dividend imputation and cuts in top mangited. As a result,
the net impact of taghanges under Labevas broadly neutral, witthe taxburdenfaced by
different income groups changing very little over the period 1983-96

In New Zealandthe lack ofpopular support for a GST wasot an obstacle to its
implementation. The Labour government, with an outright majority in a unicaParigment,
saw noneed to seek national consensus before adoptitax golicy thathad not been
mentioned in itelection campaign or tvorry about compensatinigw incomeearners. The
GST wasintroduced at a uniformate of 10per cent,later increased td2.5 per cent, with
food being taxed at the fulate, while the top marginalate of income taxvasreduced to 48
per cent and then to 33 per cent.

The casdor cuts inthe top marginal taxate was based otthe supposedlisincentive
effects of high marginabx rates. Thisargument ignored thiact that in a tax-welfare system
with targeted or means-tested welféenefits,the highest effective marginal tax rates are
usually those faced by low-income earners, many of whom ardikalyoto have more elastic
labour supply than high-income earners.

The additional revenugom the GST wasinsufficient tofund the income taxcuts on a
sustainablébasis,and the resultinggrowth in the budgetdeficit put government spending
under pressure. Hencthe limited measures introduced to compendai® income earners
were quickly eroded. The net impact of the tax policy changes was highly regressive.



From this point on, the developmentexfonomic policy in Australian andew Zealand
diverged. Although thetwo countires followedmuch the same pattowards free market
reforms,the Australian governmemtas more cautious. ltclaimed tofollow a pragmatic and
realistic policy, a middle way between the irrelevance of adherence to traditional Labor
shibboleths and the free market dogmatism of the conservative parties.

The divergence is clearly apparent in thésequent careers of Douglas &wehting.
Douglas left the New Zealand Labour Party after the government €890, andbecame one
of the founders of a new party, the Association of Consumers and Taxgayensitted to an
extreme free markeposition includingthe ultimate elimination of virtuallyall forms of
government activity. Byontrast, Keating, havingeplacedHawke asPrime Ministership at
the end 0f1991, won aseemingly impossiblelection victory in1993 with aneffective
campaign against a package of free marbfgirmscentred on &ST. Although Keatingleft
Parliament after the electordisaster 0f1996, heremains an influential figure in the Labor

party.

Health and welfare

From a social democratic viewpoint, the Hawke-Keating government’s greatest successes
were in the area of health and welfa@icy. The government reintroduced the nationelth
insurance schemeMedicare, which had been designed and introducedhby Whitlam
government, budismantled in a series @fl hocsteps bythe Fraser governmen#lthough
subject to increasingtress as eesult of the conflict between thgovernment’s desire to cut
spending and growing demands for health services, Medicare provided universal access to high
quality hospital and medical services at relatively low cost.

The conflict between the desire to constrgrending and growingemandfor services
was even more evident in the area of sowlfare. The combination of an ageing population
and unemployment well above the levels prevailing inlié0simplied a rapiogrowth in the
number of welfare beneficiaries. At the same timeyas evident that important welfargeeds
were not being met. Furthermore, the welfare system was characterised by ‘povertyhaaps’,
is, high effective marginal tax rates arisifigpm the fact thatbenefits were reduced as the
beneficiaries’ income increased.

The government responded by targeting benefits more tightly and increasing benefits for
the worst off groups inthe conmunity, notably including welfare beneficiaries living in
privately rented accommodatio®ld agepensions wereubjected to means tests, and the
governmentsought to make the payment oluperannuation a standard condition of



employment rather than one confined to managerialpaofssional employees. A further
notable initiativewas the Family Allowance Supplememthich was apayment made to low
income families, including those where parents were employed on low Wamgesupplement
reduced the problem of povertsaps which arises wheiamily can derive a larger income
from benefits than from employmenithe net effect of policy changes in social welfare was
progressive and d&tast partiallyoffsetthe increase in inequality of pretax income associated
with the government’s free market reforms.

The record of the Labor government on social welfare may be subjéebttypes of
criticism. The first, expressedmainly by advocates of European-style universalist social
welfare, isthat targetingoer seis undesirable. This view has haslatively little currency in
Australia, where most participants tihe policy debate agree that welfdrenefits and taxes
should be viewed as part of an integrated tax-welfare system. In sutiegmatedsystem, an
income-tested welfare payment is logically equivalent fwragressiveincometax. For any
given amount of welfare spending, targeting achievesisemum redistributior{Castles and
Mitchell 1994). Redistribution is constrained by the need to avoid excessive effaatigimal
tax rates, which in extreme cases lead to poverty traps.

The primaryfocus ofthe debate is therefore concerneith the aggregate volume of
welfare spending, which isrgely determined by standard benedites, most of whicimove
in line with age pensions. The Hawke government raised the single age patesioom 22.7
per cent of averagaveekly earnings when it took office to 25 psmt in1991 (Gruen and
Grattan1992), atask which wasadmittedly made easier by restraint in realges under the
Accord. This achievement, which has survived the government’s loss of office must be viewed
as a positive one in the economic circumstances.

In New Zealand, by contrasthe Labour government hagw, if any, significant
achievements in the area of social welfare. After initially raising dmenefits,the government
was faced withthe problem of increasing demaniis social welfare expenditure associated
with rising unemployment and the aging of the population. A variegddiocrestrictions on
benefits were introduced. An attempt at comprehensive ref@smade in1990, but Labour
lost office before it could be implementebhe incoming National government cut welfare
benefits in nominakerms, by more than 20 percent in some cases, stoppethflation
adjustments and severely restricted eligibility.

The story inhealth caravas similar. The free market advocates within the government
commissioned a report which recommendediced reforms based orthe concept of a
‘purchaser-provider’ splitThe government rejectethis approach, buthe general thrust



towardscommericalisation undercut any movement in aternative direction, such as the
establishment ofArea Health Boards. The incoming National government implemented the
free-market reformproposals, replacing existing healttservices with Regional Health
Authorities, which were supposed to purchdmalth services from hospitals, renamed as
‘Crown Health Enterprises’ andun by manageréhamed chief executivefficers) onprivate
sectorbusiness linesHealth carevasone of the biggestlisaster areas dhe New Zealand
reforms, with most of the Crown Health Enterprises suffering heavy losses andjdngy of
chief executive officers resigning (Easton 1997b, Kelsey 1997).

The widely accepted view of the NeXealandLabour government as thgravediggers’
of social policy in contrast to the ‘refurbishment’ achieved in Australia is challenged by Castles
and Shirley(1996), who suggeshat theoutcomes might have looked very different if the
Australian Labor government had lost officeli®90 or 1993.Yet even Castles and Shirley
observe that, *

in New Zealand, the record tfe governmenivas sufficiently lacking inpurpose
as to invite the question: ‘social policy: has there been one’

and statehat policy developmentsuch astargeting were part of ‘@ownwardtrajectory of
welfare development'. It is hard to avotie conclusionthat the New Zealand Labour
government dug the grave of social policy, even if the burial was left to its National successors.

Privatisation

For anumber ofyears, itappeared likely that privatisatiamould representhe point at
which the Australian Labor governmentould refuse to followThatcher’'slead. The Labor
party’s stated objective, reaffirmedfter considerable debate in the [d870s was'the
socialisation of the means pfoduction, distribution and exchangkaborwon several state
elections on thebasis of energetic scare campaigns against conservairgposals for
privatisation.

By 1987, howeverthe situation had changed sufficiently to perasset salesotalling
$1 billion in the May Statement of that year. As Hawke (1994, p. 391) observes:

Many of these were uncontentious — for example a partial sale of our ersti@ssy
in Tokyo and other land sales — but they presaged the broader privattetimte
ahead.



Hawke assumedike Thatcher,that theproceeds of asset sales could be tredked
current income and used to finance current expenditure or reductions in taxes. Hawke (1994, p.
391) says:

When it came toprivatisation, Brianf[Howe] wasable to argue thabne dollar
simply could not ddwo jobs. Putting a dollar of equity into theunning of an
airline was paid at the expense @rograms forthe unemployed or the single
mother.

A more sophisticated, thougtill ultimately fallacious, argumenivas that public sector
companies like Qantawere starved of investment due to constraints on public sector
borrowing (Walsh1993). The critical problem here is that theonstraints themselves are
determined by irrational objectivasich aghe elimination of publicsector net financiatlebt.
The relevant policy objective is to achieve an appropriate level of mdwditor netvorth, and
net worth is increasesthen governmenbusiness enterprisemdertake profitablenterprises.

It might be argued that reductions in net debte ‘demanded’ bfinancial markets, and were
therefore necessary regardlesshaf lack ofany economic rationalddowever, there islittle
evidence of this. In the period when Labor commenced privatisation, the budget suaiplirs
even without privatisatioproceeds, sthat the attitudes of financial marketad little direct
significance for governments.

The commitment of the leading figures in the government to privatisaagrevident by
late 1987, but it took some years before the oppositidheof.abor party membership and the
public could beovercome, andarge scale privatisation could be implemented. The Labor
leadership attacked conservative proposals to privatise the Commonwealth Bank of Australia in
the election campaign of early 1990, but made a decision in favqartcdl privatisationater
the same year.

Privatisation commenced on a large scal&981 withthe sale of a tranche shares in
the Commonwealth Bank, the sale of Aussat to form the basis of @p&psyrations tanerge
and privatise Qantas and Australidirlines, andthe sale of Commonwealtiserum
Laboratories whictwas responsible fothe preparation oblood products. Imall of these
cases privatisation reduced public sector medrth, inthat the interessavingsattainable by
usingsale proceeds to repay public debt wigresthan the value of thearnings foregone
(Quiggin 1995, Hamilton and Quiggin 1995)

As usual, NewZealandLabour moved earlier and faster privatisation, though, as in
Australia, the governmetied aboutits intentions until the lagtossible moment. Assets sold
by the Labour government between 1984 and 189€8l0dedNew Zealand Telecom, Air New



Zealand, andhe GovernmenPrinting Office. As in Australiathe government treated the
revenue from asset sales as current income.

The National governmentvent much further selling not only governmenisiness
enterprises but cuttingghts overstateforests, mortgages held by thEousing Corporation
and soon. The loss of public wealth from privatisation is illustrated liie case of New
Zealand Telecom, which was sold f#4.25 billion to the Americarfirms Ameritechand Bell
Atlantic under conditions which guaranteed effective monopoly. By 1996the buyers had
sold shares worth $3.1 billiomgpatriatedaround $1billion in dividends, andretained a
majority shareholding valued at $7 billion (Kelsey 1997).

Labour markets and the Accord

The divergence between the Australian &lev Zealandlabour governments/as most
evident in the area ofabour marketpolicy, althougheven here, the Australian Labor
government drifted towards a free margesition overthe course of itshirteen yeaterm. At
least from1983 to 1989, however, highly interventionist labour market policy played a
central role in the Australian government’s policy framework.

The Accord between the government and the Australian Council of Trade Unions was the
most important policy innovation adopted tye Hawke government, andas conceived as
part of a Keynesian expansionary strategie experience of the970sand earlyl980s was
seen as showinthat the main constraint oexpansion washe danger of rapidrowth in
nominal wagesleading to an inflationaryspiral. Underthe Accord, it wasintendedthat
nominal wage increases should be agreed centrally in such a way as to allowgrawisin
real wages and a gradual decline in the rat@ft#tion. Although nogeneral program gbrice
controls was proposed, firms with substantial market power were subject to price surveillance.

The Keynesian analysis put forward ltlige designers othe Accordwas criticised by
those who argued that the primary economic problem was the ‘real wage overhang’, that is, the
excessive level of real unit labor costs arising ftbewages explosion ahe mid-1970s and
the resources boom ahe early1980s. Most advocates of the ‘remlage overhangmodel
were sceptical of the value of inconyadicies, buttheir views had asignificant influence on
the development of th&ccord, beginning witlthe LaborParty’s 1982Conference at which
the Accord’s stated objective of ‘maintaining and increasgagjwages’ wasamended to read
‘maintaining and increasing real wages over time.’

The 1982 amendment was the first step towards a reinterpretation of the fommithg
on real wages and real unit lalmrsts. Orthis interpretationthe union movement accepted a



sustained reduction in the labor share of national income (reversing the irnhetések place
in the 1970s) inreturn for government policies orientetbwards employmentgrowth and
progressive social reforms. This version of &weord wasimplemented as series ofspecial
deals resulting in real wage reductions.

Thefirst and most importanas associated witlthe introduction of Medicare in early
1984, a health insurance systématinvolved indirect paymerfor servicesvia an income tax
surchargeThe consequerdrtificial reduction in theconsumer price indewas passed on to
wages.The union movement'icceptance asuch trade-offsndicated awillingness tomake
sacrifices in order to restore full employment.r&turn, the theory underlying théccord
proposed an expansion tife ‘socialwage’ in the form of progressive expenditure on the
provision of community services and welfare.

The first few years of the Accord were generally viewed as highly successful. The strong
economic recovery which commenced in 1983 was accompanied by declinimgges and a
gradual decline in the rate of inflation. Industrial disputes, which had previously been regarded
as a major social and econompi®blem,becamerare. Employmentgrowth was strong, and
the rate of unemployment declined steadily, reaching a minimusm9gder cent in mid-1989.

It has been argued that most of these developments Wwauwidtaken placanyway,reflecting
the worldwide decline in thepower of unions(Moore 1989). However,most analysts
conclude that the Accord made a difference and was successful in achiewainitsbjectives
(Beggs and Chapman 1987, Chapman 1997).

Over time, howeverthe Accord began to faltom favour.Concern withthe aggregate
level of realwagesdeclined somewhat, and thexas a widespreadesire to adeve greater
flexibility. Individual unions wereconcerned that a policirameworkthat delivered regular
centralised wage increases rendetteen irrelevant to theimembersmany of whom were
discontented by the contrast between genevaje constraint andthe conspicuous
consumption of upper-incomearners, especially the‘entrepreneurs’. Employers were
particularly concerned to secure higher levelsvofk intensity,greater control ovework
practices and In thend, the Industrial Relations @et (the body responsible fomaking
decisions on wage increases untther centralised arbitratiosystem) wadeft isolated as the
sole defender of the system. The main disagreement was whetherrab&at reformshould
be pursued through enterprise-level bargaining (the approach favoured by unions) or individual
contracts (the approach favored by advocates of microeconomic reform).

The recession of 1989 undermined the primary basis on which the Accord was premised,
namely that itwvould deliver strongemploymentgrowth. The recession itselivasinduced by



restrictive monetary policy based, in large measure, on the treiethe Accordvould not be
sufficient to control pressures for wage increases flowing from booming asset markets.

Although the Accordvasformally renewed on seven occasions during term of the
Hawke-Keating government, it ceased to be a major factor in economic polic}38&r The
tightening of that monetary policy in that year, partly in responseféarahat the Accord was
in danger of breaking down, induced a severe recessiorraiéhef unemploymenose to 11
per cent and has remained above 8 per cent ever since.

The attention of the governments briefly captured by the unemploymgmnioblem, as
exemplified in the Decembe993 Green PapeRestoringFull Employmentand the May
1994 White PapelVorking Nation both of which arguethat agrowth rate of4.5 per cent,
complemented by job subsidies, training and individual case management, was needed to bring
long-term unemploymerdown. Evaluation oiVorking Nation is difficult in view ofthe fact
that the progrmas were only in operation two years.Chapman and Piggotil995)give an
ex anteevaluation suggesting that the net budgetary cost per job creategd be low, aview
broadly supported by thex posttudies of Junankar, and Kapuscinski (1997) and Stromback,
Dockery andYing (1997). Official evaluations have varied from glowing (Cred895) to
circumspect (DEETYA 1996) to damning (unpublished researdtited by the present
conservative government) according to the political demands of the occasion.

With the election of the conservatitdoward government in1996, the Accord was
abandoned in favor of labounarket reformaimed atpushing unions out othe bargaining
process,rather than attempting tose the union movement as a forcéor wage restraint.
Labour markeprograms wereut drastically, along with public sector employmebespite
continued economic growth, the unemployment rose from around 8 per cent, to 8.7 per cent.

Labour market policy ilNew Zealandwas largely one ofdrift. Although Douglas and
othersadvocated radical labour marke&tform, only modest changes were introduced. The
Labour Relation#\ct of 1987 liberalised the private sector labour markestone extent and
sought to modernise the trade union movement through mergers and enterprise bargaining. The
1988 State Sector Act extended these reforms to the public sector.

The real impact of théabour government arose frothe fact that it accepted rising
unemployment as a necessary cost of refdie weakened economposition ofthe unions,
and their associated with a generally discredited Labouy,Reft themwith little capacity to
resist the radical labour market reforms introduced by the Bolger National Party government in
1991, under which individual contractsecame theprimary basis for employmentThese



reforms weramplementedhroughthe Employment Contrac#ct, which provides no union
rights of any kind.

Economic outcomes

Although free market economists have contrasted the ppilioyesses irustralia and
New Zealand, rather less attention has been paid to differences in outcomegedimwl was
consistently seen as the model of correct policy economic outcoriesniiZealand have been
consistently poorer than those in Australiable 1 presents information on ®ariety of
economic indicatorgor Australia andNew Zealandfor the periods 1973-83, 1983-90 and
1990-96. The latter two periods couée term of office of the Labor government in Australia
and correspondairly closely to the terms of the Labor and Natiogalvernments in New
Zealand. Althoughhe cyclical experience of the/o countries has ndieen identical, in both
cases there was a cyclical peak just before 1990, followed by a severe recession and a recovery
phase that is still under way.

The greatest divergence in economic performaoo& place while the Lange-Douglas
government held office. The period from 1984 to 1990 was one of stagnation in New Zealand,
whereasAustralia enjoyed steady econongcowth until the recessionthat commenced in
1989. As a result, the gap in per capita incomes went from between 5 andcédtpei983
to around 20 percent in 1991. As New Zealand's poor aggregate performance was
accompanied bgrowing inequality in earnings and a moregressivetax system, whereas
Australia experiencedome wage compression duethe Accord and taxeformsthat were
broadly neutral in their effect on incordestribution,the divergence in outcomésr those on
low incomes was even more dramatic.

As in mostOECD countries,inflation rates in Australia anllew Zealand generally
declined fromthe early1980s onwards. Iiustralia, thedecline in the rate of inflation as
measured by th&DP deflator was fairly uniform from the mid-1980s onwards. In New
Zealand the once-off effects ofthe introduction of theSST led to a temporary increase in
inflation rates,but otherwisehe process was similar. Nevertheless, fears ofnélationary
upsurge wereamong the macroeconomic misjudgements that ledetcere tightening of
Australian monetary policy in late 1989 and the subsequent deep recession.

From 1984 to 1989abour market outcomes in Australigere clearly superior to those
in New Zealand, and very good in absoltgens.Employmentgrew at arannual rate of 3.2
per centfrom 1984-90,with unemployment falling to bow point of 5.9 per centHowever,
employment contractedharply duringthe recessin, and strongemploymentgrowth in the



initial stages ofthe subsequent recoverwas not sustained. As aesult, the rate of
unemployment in Australia rose to 11 per cent during the 1989-91 recessidglkiback to 8
per cent, where it has remained.Average employment growth over the period 1986-063
per cent.

In New ZealandLabour lost office inl990after a periodduring which laboumarket
performance deterioratesteadily. A detailed analysis of movements in unemployment is
difficult as there are no officidNew Zealand unemploymeriigures, forthe period before
1986. The OECD estimates the unemployment ratel®83 at 5.6per cent, but this is not a
standardised measure and other estimateslower (Easton, personatommunication).
Unemployment rose steadily, reaching a peak of 11 per cent during the redésgdoyment
growth wasclose tozero, and labour force participation ratdeclined. Large-scale labour-
shedding resulted irelatively strong labour productivity growth over thmeriod, apoint
which was emphasised by advocates of the New Zealand ‘miracle’.

The incoming National Party government introduced botitahbour marketeforms
and cuts of around 20 per cent in welfasnefits, withunemployment benefits being affected
more than others. These changes, introduced just ké®m®ugh ofthe recesion, hadittle
immediate effect. However,the recoveryproduced fairly strong employmentgrowth, a
reduction in the unemployment rate, whieh to 5.9 per centbefore rising td6.7 percent in
1997, and two years of very strong output growth in 1994188%. Fromthe viewpoint of
advocates of the Ne&ealand'miracle’, these outcomeshow that theonly problem with the
Labour government’s approach was the failure to tackle labour market reform.

The evidence presented Trable 1suggests dar lessoptimistic account. In terms of
GDP per capitaNew Zealanddid not regained any logfround ovetthe period1990-96 and
currently appears to be falling even furthehind.Estimates produced e New Zealand
and Australian Reserve Banks suggest that, although the two countries have similar population
growth rates, the sustainable growth rate for N®aland isaround 3 pecent(Brash1997),
while the sustainablgrowth ratefor Australia isaround 3.5per cent.The gap is generated
primarily by weaker trend growth in employmentNiew Zealandand by slightly lower trend
productivity growth.Even the achievement of the sustainajiewth rate appears doubtful in
view of the chronic current accoudeficit, currently above 5 parent of GDP. It does not
appear that the radical reforms undertaken by the Lange government had any |lgoaytsfm
in terms of income growth, compared to the more cautious approach adopted in Australia.

A somewhat more favorable view tife outcome of th&lew Zealandreforms may be
obtained from a comparison of performance diierreform period sinc&984 withrelatively



poor performance prior to 1984. Evans et al. (1996) examine GDP per wadeglult, and
conclude that growth since 1984 has been superittrataprevailing in thgreviousseventeen

years. The selection of this unusual performameasure, which happensrttake the period

before 1984 look particularly bad, entdit® need to make arbitrampputations,all of which

are chosen in a way which yields |l@stimates of there-1984 growth ratéMore generally,

an analysis based on the hypothesis of convergence suggests that a low startingniswaleof
resulting from prior weak growth makes thehievement ohigh growth easier, ndtarder. It

is difficult to avoid the conclusiothat the statistical evidengeesented by Evans at. was
selected on the basis that it was the only available measure that gave any support to their hihgly
favorable account of the reforms.

Growth inemploymentwas somewhatnoreimpressive, but onlyartially made up the
ground lost over the period from 1984-19@0er the entirgoeriod sincel993, Australia had
stronger growth in employment than New Zealand. Strong employment growth over the period
1990-96 wasmatched byweak labour productivitygrowth, more than wiping out New
Zealand’s slightly superior performance owke period1984-90¢ As with GDP, recent
evidence suggests the gap in favour of Australia is widening further.

Finally, New Zealand’s reduction in measured unemployment ratesdsstated. As in
other countries whersacomefrom unemployment benefit ikess than that availabldrom
alternativessuch as sickness and supporting parents bemleditresultwas a shiftfrom
unemployment benefits to othdrenefits. Since eligibility for unemployment benefits is
typically conditional on job search, while eligibility for other benefits is based on incapacity for
work, such a shift irbenefit category is typically reflected in a reductionsurvey-based
measures of the proportion of the population unemployed and actively seeking work.

The erosion of political support

In both Australia andNew Zealandthe adoption of free market policiesas associated
with a steady erosion of fiocal support,particularly amongvorking class votersOver the
period since World War 1, the Australian Labor Party had never reckgsthan 40 pecent
of thevote. Labor’s strategists took thisre ofsupport for granted, antbncentrated on the
need to win ‘swinging voters’. The standard logic supporting ‘middibefoad’ policies was
reinforced by features of the Australialectoralinstitutions including compulsory voting and

6 In public discussion, many advocates of the New Zealand miracle cite both the strong
productivity growth achieved in 1984-90 and the strong employment growth of 1990-96 to produce an
impression of superior performance on both counts that is the exact opposite of the truth.



the preferential system, which required all voters to giwerapleteranking of the alternatives.
Under this system, it was suggestdidaffected Labor voters had ‘nowhesise togo’. They
could not abstain and, even if they cast a first preferencefamotethird party or independent
candidate, it was the relative ranking of the major party candidates that was decisive.

The abandonment of traditional social democratic policies led to a dleatiye in the
the number otommitted Labowoters. AsLabor moved steadily to theght, the Australian
Democrats, originally a centrigroup of former Liberals, became, by defathie main left-
wing opposition partyalong with a variety of green and antinuclgaoups. Many former
Labor supporters switched to these groups.

Neverthelessthe ‘swinging voter strategywas successful for a long timéabor
received 49.5 per cent of the first preference vote in 1983, 47.5 per cent in 198derd=i8
in 1987 and 39.4 perent in1990, but retained office on thieasis of second preferences and
astute targeting of marginal seats. The adoption by the Liberals of doctrinaire program of free-
market reforms, calleBightback drove some traditional supporters backhe Labor party in
1993, but the many commentators who interpreted thévidence ofsolid support folLabor
were mistaken.

The damaging long-term consequences of the swingter strategy weréelt in 1996,
when Labor’s primary vote fell to 38.8 per cent, the lowest since World War 1, and one of the
lowest since the Federation of Australia in 1901. At the State level, Labor is office only in New
South Wales, anthe Carr government, in its enthusiastic pursuithnaEroeconomicreform,
including privatisation of the electricity industry, seems to have ledittledrom the disasters
encountered by the Federal Labor party.

In view of voter discontent with both majparties, it would be anistake to write off
Labor’s electoral chances. Despite the crushing defeat of 1996 reoemt opiniorpolls have
shown Labor irthe lead. The fundamentabroblem, however, ithat it is difficult to identify
either a policy prograrthatdistinguisheghe Labor partyfrom its opponents or a substantial
social group for which the Labor paspeaks. By contrasthe smallbusinesssector forms a
solid core ofsupport forthe conservativeparties. The lack of distinctive policies igess
damaging for the conservatives, since it reflects bipartisan support for a program bémeead on
own official ideology.The conservative parties may thereforesben ashe natural party of
government and Labor as the tBam’, to becalled upon whenthe electoratevearies of
conservative governments that have become complacent and dogmatic after too long in office.

In New Zealand, the Lange Labour government was re-electi€?Bin, inlarge measure
because of the popularity of its antinuclear forgagficy, and r&ated policy on humanghts.




The loss of traditional supporters was offset by Labour’s capture of the(t@@gper cent of

the total in1984)thathad formerly flowed tdhe New Zealand Partywhich supported both
free-market economics and an antinuclear forgigiicy, with the resultthat Labor's share of

the vote rose from 43 per cent in 1984 to 48qasit in1987. Howevesevere divisions over
economicpolicy, both withinthe government and within the labour movement led to a
crushing defeat in 1990 from which the N&ealandLabour Party hasever fully recovered.
Labour received only 35 peent of thevote. The partybroke intofragments, withDouglas
forming aradical free-market party ardft activitists combiningwith environmentalists to
form the Alliance party.

Many moreLabour supporters particularly Maori, wereattracted to théNew Zealand
First Party, essentially #ehiclefor its demagogic leader WinstdPeters after he walked out
of the National Party government. Labour received a little 84er per cent of the vote in the
1993 and 28.2 per cent in the 1996 elections, falling at times to 20 per cent support in opionion
polls. The party continues to representuaieasycoalition of free-marketeformers,Labour
traditionalists and those for whom Labour is the best of a bad lot.

The 1996 election inNew Zealandwas thefirst held under a system ahulti-member
proportional representation created aesponse taliscontent ovethe way the Lange and
Bolger governments had us#te disciplined majorities created by a constituesggtem to
push unpopular reforms through Parliamentett the balance opower with Peters, who
eventually agreed to go into coalitionith the National Party.However, the coalition
government is so unpopular that Labour’s support in opinion polls is now around 50 per cent.

As in Australia, then, it imot impossible tamagineLabour regainingffice, but it is
hard to see what purposiee election of dabour governmenivould serve except to remind
the conservatives that the electorate still has the capacity to punish them for poor performance.

An assessment

Despiteits abandonment of many traditional social democradiicies, the Australian
Labor government continued to defend dsim to represent the values of the labour
movement, and the current Labor Opposition has continued, at least until recently, to defend the
record of theHawke-Keating government. Untihe recessionthat commenced 1989, the
government’s claims were supported by strengploymentgrowth and reductions ithe rate
of unemployment. A more durable claim is that, althotagll spending orsocial welfare was
constrainedthe government improved targetinigrough means tests and introduced other
innovative welfaregprograms such agmmily allowancesupplements fofow-income earners.



This increased the redistributiv@pact ofwelfare spending and offs#te rise in inequality in
market incomes associated with policies of deregulation and privatisation.

Arguably, the Australian Labor government may s&en as having domelatively well
in an unfavourable environment. Givire breakdown of Keynesiamacroeconomigolicy,
the increasing irrelevance of economic development stratbgsesd on tariff protection, the
rising influence of financial markets and the fiscal demands created by increases in the demand
for agepensionsunemployment benefits and publicly provided servisesh ashealth and
education, any social democratic government would have faced a difficult task.

However, Labor’s rhetoric did not convey this mess&gher than presenting itself as
adapting to undeniable realities while doing its best to protect its core constituency against the
worst impacts of globalisation and competition, these two themes were embraced as the way of
the future. In policy termghe Labor government celebratedsteccesses in ‘opening up’ the
Australian economy, and derided the policies of the 1950s and 1960s, a period remembered by
most Australians as one of full employment apubsperity. At a personal level, the
identification of leading Labor ministers with the wealthy beneficiaries of globalisaasntoo
obvious to be ignored. By both opponerdad supporters, Hawkeand Keating are
remembered primarily for ‘opening up the economy’, and not for innovations in social policy.

It is hard to offer even a qualified defencetlod New ZealandLabour government. In
the few areas where the government did not follow anti-labour policies, it prepangdyttier
its National Partysuccessors to do sd@he government's leadindigures, Douglas and
Prebble, revealed themselves as extreme free-market ideologues after finally leapiadythe
The abandonment of traditional policies was not rewarded by electoral or ecaumeess. In
seven years out of office, Labour has sotceeded in producing a coherent setaminomic
and social policies incorporatingrogressiveelements of refornpolicies. Rather its current
stance is one adccepting thaprevious governmentsave ‘gone too far’ withouproposing a
concrete alternative.

In summary, the experience of the Australian and New Zealand labour governments does
not support the view that a combination of free market economic policies anddsoc@dratic
values represents a hopeful option tee labourmovement.The tension between thevo is
evident, and tends tacrease the longer a labour government remairtdfioe. The tension
would bereduced if free market policies delivered f®mised improvements iaconomic
performance, but, so far, this has not been the case.
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Table 1 Economic Performance in Australia and New Zealand

average annual % 1973-83 1983-90 1990-96
change

GDP per capita

Australia 1.1 2.5 1.7
New Zealand 0.6 0.8 (84-90=-0.2) 1.8
OECD 1.4 2.6 1.0
Excess of High 1983-90 1990-95
(D9) over Low

(D1) Pay

Australia -0.2 1.5
New Zealand 2.1 (84-90) 0.7 (90-94
us 1.6 1.9

UK 1.9 1.2
Consumer Prices

Australia 11.9 5.7 2.5
New Zealand 13.7 9.8 1.9
OECD 8.6 3.9 2.8

rn



Employment

Australia 3.2 0.8
New Zealand 0.2 2.2
OECD 1.6 0.6
Consumer Prices

Australia 11.9 5.7 2.5
New Zealand 13.7 9.8 1.9
OECD 8.6 3.9 2.8
Unemployment 1983 % point change 83-90 | % point change 90-96
Australia 9.9 -3.0 1.6
New Zealand 5.6 +2.1 -1.6
OECD 8.5 -2.4 1.5
Labour

Productivity

Australia 0.9 2.1
New Zealand 1.2 0.8
OECD 1.8 1.3

Note: unemployment is standardised measure except for NZ.
Sources: OECD Historical Statistics, Economic Outlook, Employment Outlook




