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ECON3600  
 


TOPIC 7 – INDUSTRIAL STRUCTURE  


 


 


The objective of this topic is to review changes that have occurred in the industrial 


structure of the Australian economy over the long term, with particular reference to 


maunufacturing. 


 


Please note that the term ‘industrial structure’ is used in this context in reference to the 


economy as a whole. Thus we are concerned essentially with the relative size of activities 


(‘industries’) and the consequences of this for economic development. (The term is used, 


perhaps more commonly, to refer to the structure of individual industries, where the 


focus is on the industry itself rather than its role in the larger economy.) 


 


 


Some preliminary points 


 


In summarising the structure of an economy it is conventional to identify three main 


sectors (and thus to divide aggregate economic activity into three parts): these sectors are 


generally labeled primary, secondary and tertiary. 


 


The first of these – sometimes sub-divided into the two broad groups of rural and mining 


– encompasses those economic activities (those industries if you like) where natural 


resources are utilised in the production of basic commodities, such as wheat or wool 


from land, or minerals that have been dug out of the ground. (The rural sector is 


sometimes further divided into the pastoral industry [based on the grazing of animals 


such as sheep or cattle] and the agricultural industry [based on the growing of crops or 


fruit, or on dairying] though the term ‘agriculture’ is frequently used to apply to both and 


thus to rural industry in general.) 


 


The second involves the further processing of such products into ‘manufactured’ goods – 


e.g. of wheat into flour then bread, of wool into fabric then clothes, or of a mineral such 


as bauxite into alumina, then aluminium, then for example into aluminium roofing. For 


our purposes we can regard secondary industry as synonymous with manufacturing. 


 


The third (sometimes further divided into tertiary and quaternary, even quinary, sectors) 


involves the production of services such as those provided by teachers, doctors, 


accountants, bankers, entertainers or restaurateurs. For our purposes we can simply label 


this as the services sector. 


 


Our major focus will be on the period following federation, during which the relative 


significance of these three broad sectors in Australian economic development has 


changed significantly. 


 


The trends are summarised in the following table. 


 








 2 


Distribution of real GDP by sector for selected years (% of total) 


 


Year (ended 30 June)  Agriculture Mining      Manufacturing Services 


 


1901     18.6      9.7  12.4  59.3 


1920     19.2      3.5  13.3  64.0 


1939     22.6      2.4       16.3  58.7  


1963     10.1      1.8  27.6  60.5 


1973       6.1      6.2  20.7  67.0 


1980       2.8      7.0  15.6  74.6 


1990       2.4      9.0  13.1  75.5 


2000       2.4      9.3  10.7  77.6 


2010       2.2      9.4    8.6  79.7 


 
Source: Dyster & Meredith (2012), p. 352        


 


 


The main points to note are: 


 


 the high, and increasing, proportion of GDP accounted for by the production of 
services; 


 


 the steadily declining significance over time of agriculture in terms of the direct 
contribution of this sector to GDP; 


 


 the increase over the first two-thirds of the twentieth century (i.e. until the mid-
1960s) of manufacturing; but then the decline in the contribution made by this 


sector to GDP since that time (to the point where the proportion of GDP 


accounted for by manufacturing by the end of the century was less thsn it had 


been at the beginning of the century); and 


 


 the relatively minor direct role played by mining (though its role in the nineteenth 
century had been highly significant), though the role of mining increased 


significantly again after the mid-1960s to the point where by 2012 it directly 


contributes more to GDP than does agriculture and even manufacturing. 


 


 


Services 


 


The size of the service sector is generally taken to reflect the absolute level of GDP per 


capita in an economy. Thus, the ‘richer’ the country the larger will be its service sector. 


 


Putting it another way the higher the level of income per person that a country’s 


economic activity will yield, the greater will be expenditure beyond that necessary simply 


to permit subsistence. 
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The significance of the service sector in the Australian economy is therefore not 


surprising. At the time of federation the sector accounted for just over one half of GDP. 


At the beginning of the twenty-first century it accounted for about four-fifths of GDP – 


and a comparable percentage of employment. (The share increased further during the first 


decade of the twenty-first century.) 


 


The sector is highly diverse. The major industries in the services sector are Financial and 


Insurance Services, Construction, Professional, Scientific and Technical Services; 


Healthcare and Social Assistance Services; and Education – though together these sub-


sectors account for only about one third of the total. 


 


What is of more interest, however, is what provides what might be loosely termed ‘the 


base’ for services, and the nature of the ‘linkages’ between the base and the industries 


which service them. 


 


The broad picture painted by the data in the table is that over the course of the period 


since federation this base changed from agriculture to manufacturing and then, from the 


closing decades of the twentieth century to a wider base, in which some services 


themselves (e.g. Education) came themselves to constitute a ‘base’. At the same time 


mining came to play a new and significant role. 


 


This topic (and the following notes) focus on manufacturing – on how, in the first half of 


the century, this sector rose in significance to ‘take over’ from agriculture as the engine 


of economic growth but then in the closing decades declined. 


 


To a large extent, however, mining has ‘taken over’ from manufacturing – and in the 


course of doing so raised some peculiar issues for the process of Australian economic 


development, particularly in the early twenty-first century. 


 


Firstly, a quick look at agriculture, followed by a more detailed consideration of 


manufacturing and then, more briefly, mining. 


 


 


Agriculture 


 


After the gold rush of the 1850s subsided, agriculture resumed its place as the major 


engine of Australian economic development. This occurred firstly via the wool industry 


and then, from the beginning of the twentieth century until the end of the 1930s via the 


‘new rural industries’ (especially the growing of cereal crops, fruit-growing, dairying, 


and the production of meat, now able to be frozen and exported). 


 


This was, in terms of the Sinclair model, ‘old model’ economic development. 


 


In the decades after 1860 (at least up until 1890) the effects of the gold rush (and 


discoveries of gold in some centres outside Victoria) had a major ‘linkage’ effect on other 
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industries – notably building and construction – but mining (of both gold and some other 


minerals) itself contributed a declining proportion of GDP. 


 


By the beginning of the twentieth century agriculture was the principal base on which 


Australian economic activity rested. As the above table indicates, agriculture accounted 


directly for about one-fifth of GDP, and a slightly larger percentage of total employment 


(agriculture being quite labour intensive). 


 


By the end of the century, however, this had declined to less than 3% and continued to 


decline in the first decade of the twenty-first century. 


 


 


 


Manufacturing 


 


Australian manufacturing industry in the nineteenth and early twentieth centuries 


 


In the nineteenth century the development of manufacturing had been constrained by the 


smallness of the market (which in the nineteenth century consisted essentially of the 


individual colonial markets) and the distance from other markets, whether of other 


colonies or most particularly overseas. This hampered the development of industry based 


on selling to other markets (i.e. on ‘exporting’).  


 


On the other hand distance did serve to give a measure of ‘natural protection’ to domestic 


manufacturing because of the high cost of transporting goods to Australia. 


 


As a result of both these factors the manufacturing industries which had developed were 


very much geared to serving their domestic markets.  


 


The major sectors were food and drink, the manufacture of clothing and textiles, 


woodworks and other construction materials, printing, the basic treatment of rural 


products (for example wool scouring and flour milling) and machinery, especially 


agricultural machinery (although this sector was focused largely on the repair and 


maintenance of imported machinery and equipment rather than its manufacture). 


 


These industries were based on fairly simple and primitive techniques. Nowhere to be 


seen were the ‘heavy’ industries typical of the manufacturing sectors which had 


developed in countries such as Great Britain, Germany and the United States. 


 


In the early twentieth century manufacturing activity was relatively primitive although 


the sector as a whole accounted for over 12% of GDP and about the same proportion of 


total employment. 


 


In the early part of the twentieth century the increasing population (especially after 


immigration resumed in the second half of the 1900s and was very high in the few years 


before WWI) and the effect of the enlarged common market that was provided by 
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federation (which eliminated the customs barriers between the states) meant that there 


were relatively greater opportunities to reap economies of scale. 


 


One of the most significant developments during these years was the establishment of 


steelworks at Newcastle in 1915. This gave a stimulus to related industries and heralded 


the diversification of manufacturing industry generally.  


 


But even by the beginning of the 1920s Australian manufacturing remained fairly basic. 


WWI itself had given some, but in the larger scheme of things relatively little, stimulus to 


manufacturing (as Australia was remote from the war scene and there was little, if 


anything, that Australian industry could supply in response to the demands caused by the 


war).  


 


The changing economic and policy environment and the manufacturing sector that 


evolved 


 


But in the early decades of the twentieth century it came increasingly to be felt that the 


development of manufacturing was highly desirable and should be encouraged as far as 


possible. 


 


It would be tempting to attribute this view to an appreciation of the fact that – as we can 


now see with the advantage of hindsight – the final phase of old model development was 


running out of steam. To the contrary, however, rural development was still widely 


accepted as the basis on which Australian economic expansion would be based (and 


along with it the much sought-after increase in population). This – it was more or less 


assumed – would bring with it economic growth (an increase in GDP per capita).  


 


At the beginning of the 1920s we were still to see the development of grand plans for 


migration and the development of the new rural industries which the Development and 


Migration Commission, established in 1926 was to guide. But it was felt at the same time 


that manufacturing industry should be explicitly encouraged in parallel. 


 


There were a number of reasons for this. 


 


Firstly the Great War of 1914-18 had served to emphasise the dependence of Australia on 


manufactured imports and in any case the ability to be more self-sufficient in regard to 


manufactured goods was seen to serve the national interest.  


 


Secondly there was an awareness of the way in which manufacturing industries could 


create employment to sustain a population increase. One of the characteristics of the wool 


industry had been that it required relatively little labour to produce the golden fleece (the 


pastoral industry was not labour-intensive) – a factor responsible in large part for the 


quite unequal distribution of the high average level of income and wealth enjoyed by 


Australians in the nineteenth and early twentieth centuries. The new, more labour-


intensive rural industries promised to have greater powers to absorb people (the 


‘absorption’ of people into the nation was a major preoccupation at the time). So also did 








 6 


manufacturing; and to bring with it as well the opportunity to distribute the high average 


level of income more evenly through the community. (Indeed the policy of the minimum, 


or ‘basic’, wage set by the newly-established Industrial Court and legally enforceable on 


all employers was closely related to this goal and this policy itself in turn to support the 


need for encouragement of manufacturing and indeed protection of those undertaking 


manufacturing activities.) 


 


There was also a hint of an ‘economic’ argument – based on an awareness of the fact that 


the more intensive development of rural-based industries had inbuilt limitations because 


of the decreasing returns to investment in them, investment which would necessarily 


(because the resource land was fixed) be applied to progressively less productive land. By 


contrast investment in manufacturing industry – at least once a certain stage had been 


passed – showed the potential for increasing returns – that is the more investment, the 


more productive it is likely to become. The argument came to be enshrined in the infant 


industry argument (though possibly more as an ex post facto rationalisation of policy 


rather than a key basis for it). 


 


And finally – and perhaps most decisively (although it is difficult to quantify and assess 


the importance of this factor) – there was also an element of pride associated with the 


ability to manufacture things rather than simply rely on exploiting natural resources. This 


led to a significance being attached to the development of manufacturing as a goal purely 


and simply in its own right. 


   


Whatever the relative importance of these factors they led to a resolve on the part of 


Australian governments to give encouragement and assistance to those undertaking the 


further development of manufacturing. Thus, from the 1920s onwards, the policy of trade 


protection was pursued in order to provide a shield to manufacturing as a means of 


encouraging its development. 


 


 


The Role of Trade Protection 


 


By ‘trade protection’ as a policy we refer to measures which discourage the import of 


manufactured goods and thereby give domestic manufacturers assistance. The tariff was 


the principal instrument of this policy. 


 


The issue of protection versus free trade was, indeed, an issue in the nineteenth century in 


a number of colonies – most particularly Victoria and New South Wales. But following 


federation it became a national issue and before the first decade of the existence of 


Australia had passed, the tariff had been adopted as a national policy.  


 


But in was in the decade of the 1920s that the level of tariffs and the range of goods to 


which they applied were increased markedly.  


 


A major tariff act passed in 1921 had as one of its explicit aims to protect industries 


which had developed during war. In the same year a Tariff Board was established to 
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advise the government on tariff policy and as a result of its recommendations the average 


level of tariffs was increased regularly during the decade of the ‘20s. 


 


In the context of the Depression which started in 1929, tariffs were again dramatically 


increased in a bid to protect Australian industry and jobs – the major increase under the 


Prime Ministership of James Scullin (the Scullin Tariff) being enacted without even 


reference to the Tariff Board.   


 


During the 1930s some tariffs were actually reduced in the light of there being some 


concern about retaliation from countries who were buyers of Australia’s primary 


products. The pressure had also partly been taken off the tariff by a devaluation of the 


Australian pound which provided an additional degree of protection by enhancing the 


competitiveness of Australian industry. 


 


But by the end of the 1930s the average level of tariff rates remained about 50% greater 


than the pre-depression level. 


 


The Second World War provided a form of ‘natural protection’ in that the source of many 


imported goods, especially consumer goods, was cut off. 


 


Then, for a decade following the war, concerns about Australia’s balance of payments led 


the government to impose restrictions, in the form of quantitative controls over the use of 


foreign exchange to buy imports. As a result a wide range of imports – primarily of 


manufactured goods – were prohibited or severely restricted. These import restrictions 


supplemented the tariff in providing a form of protection for domestic manufacturing 


which underwent further significant development during the late 1940s and the 1950s. 


 


The lifting of import restrictions at the end of the 1950s meant that the tariff resumed its 


place as the principal form of protection and led to a renewed demand on the part of 


Australian manufacturers for an increase in the level of tariffs as Australian 


manufacturing industry once again became exposed to competition from overseas 


competitors. 


 


The essence of tariff policy in the early 1960s became essentially one of setting tariffs at 


the levels required for the continued existence (and that really meant profitability) of the 


different manufacturing industries which had grown up behind tariff barriers. This 


implied what came to be referred to as a ‘made-to-measure’ approach. 


 


By the end of the 1960s the effective rate of protection – a concept and measure that had 


actually been developed in Australia (a reflection of the significance of tariff protection 


to Australian economics) – had risen to 36%.  


 


(The effective rate of protection was a measure of the net amount of assistance provided 


to the domestic production process, taking into account not only the tariff on a finished 


product, but also the tariffs on inputs – in the form of materials and semi-manufactured 


goods. Because these are usually lower than tariffs on finished products the effective rate 
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of protection afforded a manufacturing industry is generally higher than the so-called 


nominal rate, which is the rate by which the domestic price of a good is raised by the 


tariff. The effective rate of protection in effect measured the extent to which value added 


by an industry – the income that is created by it, whoever that income accrued to 


[whether in the form of wages or profits] – is increased by the tariff.) 


 


 


The Development of Manufacturing in the middle of the Twentieth Century 


 


It was in this context that manufacturing industry developed. 


 


Building on developments that had occurred in the nineteenth century and early years of 


the twentieth century further diversification and growth occurred in the 1920s.  


Substantial developments then occurred in the 1930s, following the Great Depression 


(and indeed, as has been noted, were largely responsible for ‘pulling’ the economy out of 


the Depression as rapidly as transpired). 


 


By 1938-39 manufacturing accounted for over 16% of GDP and the sector had become 


highly diversified. Metal working and machinery in particular had become relatively 


more important (this sector accounting for nearly one-third of the total employment in 


manufacturing, which had increased even more rapidly since the beginning of the 


century). A sector that had grown substantially was the motor vehicle industry and its 


subsidiary industries. The production of components such as tyres, shock absorbers and 


batteries had grown considerably and the local content of vehicles assembled in Australia 


(assembly having only been started in the mid 1920s) was just short of 50%.  


 


Some of the growth of manufacturing in Australia in the early part of the century may 


have occurred anyway, as (i) the size of the population meant that to an increasing extent 


economies of scale could be reaped, and (ii) agricultural industries were yielding 


decreasing returns as the fixed factor land was being used more intensively (so that 


investment in manufacturing, rendered more competitive and profitable as a result of the 


tariff, held the prospect of higher returns).  


 


The development of manufacturing was thus not wholly the consequence of protection. 


But the protection that had been provided by the tariff had certainly been a major factor. 


 


Whatever the case, WWII and particularly the war in the Pacific gave a direct and 


considerable stimulus to the already quite diversified sector – particularly arising from 


the demand for engineering and war-related materials. 


 


The war has indeed been described as a watershed in the development of an integrated, 


largely self-sufficient industrial sector in Australia. 
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The post-war decades witnessed an even greater development of manufacturing, based 


particularly on foreign direct investment, behind the protective shield provided first by 


quantitative restrictions on imports and then after 1960 by the tariff. 


 


The proportion of GDP represented by manufacturing increased to between 26% and 


28% in the second half of the 1950s and through the 1960s (compare with 12.4% at the 


beginning of the century and 16.3% just before WWII). 


 


The sectors of manufacturing that experienced the highest growth during the postwar 


decades were motor vehicles, oil refining, petrochemicals, paper, plastics and metal 


manufactures. It was these industries that were at the centre of Australian economic 


development in the early post-war decades. 


 


 


 


 


Characteristics and Implications of the Manufacturing Sector 


 


These developments provided the basis for both the economic expansion (increase in 


GDP) that occurred during the post-war decades and the productivity increases which 


underpinned the increases in GDP per head (and hence the increases in the ‘standard of 


living’) that characterised the long boom. 


 


The essential reason for this is that these activities involved a much greater ratio of 


capital to labour. In other words they were much more capital-intensive than the rural 


industries that had been at the centre of ‘old model’ development. 


 


This of course required high levels of investment (i.e. the creation of the capital goods 


which allowed the production of manufactured goods). This was possible – and only 


possible – due to the high level of overseas or foreign investment (increasingly from the 


United States) that was a feature of this period – a phenomenon that is analysed in the 


next topic. 


 


If this entailed higher levels of foreign ownership of industry (which in some cases, such 


as the motor vehicle industry, was virtually 100 per cent) the benefits, in terms of the 


economic growth experienced by the economy as a whole, were considered to outweigh 


the costs.  


 


But there was a critical weakness in this whole process.  


 


The key feature of the manufacturing sector that developed during the post-war decades 


was that it was very largely oriented just to supplying the domestic market. Indeed the 


development of manufacturing became almost synonymous with the notion of ‘import 


replacement’ and the ability to be able to produce goods that meant not having to buy 


them overseas came to be seen as almost a virtue in its own right. 
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The corollary was that very little manufacturing developed with a view to exporting. That 


which did was represented almost entirely by industries that processed – and then usually 


in a fairly basic way – primary products (whether agricultural or mining) that could be 


produced in Australia because of the advantage of natural resource endowments. 


 


Manufacturing exports were negligible by 1950 and didn’t ever rise much above 10% of 


total exports, even over the next couple of decades… this at a time when the 


manufacturing sector came to account for over one quarter of GDP and total employment. 


 


The vast part of Australian manufacturing could simply not compete with overseas 


producers – its higher costs the result of the distance from overseas markets and, due to 


the limited Australian market, the smallness of the scale on which production took place.  


 


That it was able to profitably exist at all was because of the protection it was afforded by 


way of the tariff. 


 


However, this made it a higher cost operation – and those higher costs were simply 


passed on to Australian consumers (and other producers who used protected goods as 


inputs in their own production) in the form of higher prices. 


 


The disquiet this caused came to be voiced more and more loudly. 


 


 


The later 1960s and 1970s: Concerns Develop 


 


Interestingly, this disquiet first came to be voiced inside the arm of the public service 


established to provide the policy settings necessary to advance the manufacturing sector 


within the framework of trade protection – namely the Tariff Board itself. But it was 


voiced also from other sections of the public service, politics, academia and the media. 


 


By the early 1970s this criticism was coming to be expressed more vociferously.  


 


At the same time, the mineral boom of the late 1960s and early 1970s (which had resulted 


in a very large increase in exports) had created a huge balance of payments surplus. The 


result of this was an increasingly apparent macro-economic contradiction between, on the 


one-hand ‘having money to spend’ but pursuing a policy (via the tariff) of discouraging 


the import of goods on which it could be spent. 


 


The upshot was the dramatic 25% across-the-board cut in tariffs made by the Whitlam 


Labor government in 1973. 


 


The cut (and thus the increased exposure of industries in the manufacturing sector to 


overseas competition) served to highlight the difficulties of the manufacturing sector, the 


nature of which had largely been masked by the mineral boom. 
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In an atmosphere that verged on the ‘what have we done?’ the government then 


appointed a committee to enquire into and ‘advise on policies’ with respect to the 


manufacturing sector – as it happened on the eve of the sudden end to the long boom. 


 


The chairman of the committee was a prominent business figure (Gordon Jackson - GM 


and Director of CSR Ltd, a major manufacturing firm) and the report of the committee – 


which became known as the Jackson Report – was made in July 1975.  


 


 


The Jackson Report 


 


The report became something of a milestone, certainly in regard to attitudes concerning 


the essential policy that had underpinned Australian economic development since the late 


1940s. 


 


In the first page of Chapter One (where the Summary and Conclusions were presented) 


the heading ‘Industry [meaning manufacturing] is unhealthy and in crisis’ and sub-


headings ‘Immediate financial crisis’ and ‘Deep-seated malaise’ were prominent. 


According to the report  


 


Australian manufacturing industry is in acute financial crisis… Factories are 


running below capacity. Many firms have borrowed to the hilt, with capacity 


under trust deeds and credit standing eroded. 


 


Whilst problems had been exacerbated by the ‘world economic crisis’ (the downturn 


consequent upon the oil price increase), the Committee agreed there was, nevertheless, in 


Australian manufacturing 


 


a deep-seated and long-standing malaise. That malaise has sharpened the impact 


on industry of the current economic crisis. When it passes, the malaise of 


manufacturing will still be there. 


 


By way of explanation it said this: 


 


Relative to other countries, Australian industry was built in a remarkably short 


period…. But [it] was largely created to serve a growing domestic market…. Now 


that the domestic market is satiated and can grow only slowly, most 


manufacturing is stalled and lacks purpose. It needs to export to grow. But the 


industry created by those earlier deliberate policies is not well suited to the 


challenges of international competition. 


 


Much of Australian industry was not internationally competitive, it noted, and those 


manufactured goods which were exported consisted mainly of processed commodities of 


rural and mineral origin i.e. they relied essentially on the fairly basic processing of 


primary products of which Australia was fortunate enough to have an abundance. 
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The committee noted the stagnation of fixed investment in manufacturing – which had 


been one of the major factors underpinning the long boom (at least until the later 1960s 


when the increased investment in mining essentially replaced what by then was already a 


declining level in manufacturing) – and which was a factor adding to the economic 


difficulties of the 1970s. 


 


It also noted the way in which productivity of Australian manufacturing had been far 


below that achieved in countries such Japan, France and Germany – and even slightly 


below Britain which in the 1970s was widely regarded as a moribund economy. 


 


So what followed from these observations? 


 


Australia would be better off, the committee agreed, ‘if its manufacturing were more 


successful, more profitable, and more competitive internationally, and if its people and 


capital were used to better advantage’. But how was this to be achieved? 


 


The committee acknowledged that there was already a groundswell of opinion [a ‘set of 


ideas in good currency’], based on the diagnosis that it had spelt out, that drastic action 


was necessary, and that 


 


greater efficiency in the allocation of resources should be pursued by reducing 


protection of some Australian industries against international competition…. 


Changes in the industrial structure should be achieved by ‘freeing’ resources from 


established industries needing high tariffs, with the reallocation to better use being 


left to market forces. 


 


(It could have come from an economics textbook.) 


 


But the committee actually rejected such drastic action in favour of what it termed a 


‘realistic rate of progress in the revitalisation and structural change of industries affected’ 


– an approach that incorporated consultation and inclusiveness, and the involvement of 


all stakeholders. 


 


Somewhat imprecisely it recommended a ‘careful and sensitive’ approach based on a 


cooperative effort by all ‘stakeholders’ – industry, employees and government – to 


reorient and ‘revitalise’ the activities of the manufacturing industries. 


 


With a particular concern for social cohesiveness and under the heading ‘Don’t destroy 


what we have’ the committee said this: 


 


Society should not arbitrarily destroy firms…. Sectors which presently require 


high protection should be given time, opportunity, encouragement and assistance 


to revitalise themselves…. 


 


But the diagnosis had set the dogs barking so to speak and there followed some fairly 


incisive and brutal analysis of the problem and what to do about it – perhaps best 
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represented (albeit in rather extreme form) in a book published in 1980 and edited by a 


Professor of Economics (Wolfgang Kasper) [who at the time would have been regarded 


as of the far right] called Australia at the Crossroads. 


 


Indicative of Kasper’s position (and a veiled attack on the Jackson recommendations) he 


called for ‘bold departures and experiments… New strategies [he said] do not normally 


emerge from consensus-seeking amongst established group interests.’  


 


 


The abandonment of protection 


 


However, the government which came to power under the leadership of Bob Hawke in 


1983 initially pursued the policy recommended by the Jackson Report (perhaps not 


surprisingly as Hawke, in his then role as president of the Australian Council of Trade 


Unions, was a member of the committee). 


 


It acted to chart a course for change on a case-by-case basis in a number of industries 


while minimising the disruptive effects of change. 


 


This resulted in a number of ‘industry plans’ formulated under the aegis of the then 


minister, John Button (and subsequently referred to as the ‘Button plans’).  


 


These embodied the policy of a gradual reduction in tariffs in combination with other 


policies to try to make industries more efficient and able to compete internationally.  


 


One of the Button Plans related to the motor vehicle industry which, while it was 


significant in the aggregate, and employed a large number of people, was widely seen as 


consisting of too many producers, producing too many ‘models’ of vehicles each at too 


small a scale to take advantage of the very considerable economies of scale associated 


with motor vehicle manufacture. One element of the Button Plan for the motor vehicle 


industry was to encourage the ‘co-badging’ of the same vehicle by different 


manufacturers (a policy which produced some apparently bizarre results and was to be 


discontinued in the 1990s). 


 


But impatience with this approach on the part of a number of people, not the least some 


leading figures within the Labor government, notably the Treasurer, Paul Keating, led to 


a much harsher approach to the problem and to the virtual wholesale abandonment of 


protection as a policy in the last two decades of the century. 


 


By the end of the 1990s the average effective level of protection afforded manufacturing 


had fallen to below 5% - down from the 35% that it was at the end of the 1960s.  


 


Two sectors of manufacturing (TCF and PMV) continued to receive higher than average 


rates of tariff protection, largely as a result of their economic significance and the 


employment that they created (a sharper reduction would have been particularly difficult 


politically), though they were both set on a phase-down path. 
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But the general policy was simply to reduce tariffs on a very wide range of imported 


manufactured goods. The effective message to manufacturing was essentially: ‘do your 


best’ in an open economic environment (i.e. unprotected from international competition). 


 


 


Trends since the 1990s 


 


The abandonment of protection has been paralleled by a significant decline in the 


importance of manufacturing to the Australian economy as a whole, as measured for 


example by its contribution to GDP and aggregate employment. 


 


There were several cases of industries being virtually wiped out by the reduction in 


protection. The textiles, clothing and footwear (TCF) industries are the most obvious 


example of absolute decline (even though tariffs on these products were reduced less 


markedly than had been the case in other industries). 


 


At the same time it’s important to note that the aggregate level of Australian 


manufacturing production continued to grow over this period (in fact virtually doubling). 


 


Nevertheless the relative decline of manufacturing (and in some sectors an absolute 


decline) is indisputable. 


 


But while the fairly abrupt abolition of tariffs had a dramatic effect on some sectors of 


manufacturing we have to be careful about attributing too much to it. 


 


For the relative decline has been evident in the case also of most other high-income 


countries – including those that have traditionally operated in a more internationally-


oriented or open (i.e. ‘trade-exposed’, or ‘unprotected’), environment. 


 


The decline – and the relative increase in the proportion of GDP accounted for by the 


service sector – is the result of forces that are essentially the same as those explaining the 


decline of the primary sector: increased productivity has allowed the production (output) 


of goods to be undertaken with fewer inputs, allowing for more productive activity to be 


directed towards the production of services. 


 


This may not have occurred (or may have occurred at a slower rate) had the policy of 


protection been maintained. But if the policy had been persisted in, the retention of the 


tariff-protected industry would not have permitted the increases in productivity and in 


real income that have resulted in the trend for a greater proportion of consumer 


expenditure to be directed towards services as distinct from goods, and which as a 


consequence resulted in the (relative) decline of manufacturing.  


 


In this sense the abandonment of protection and the process of ‘de-industrialisation’ (as 


the relative decline in manufacturing has been termed) which accompanied it and which 
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it facilitated – even if it shouldn’t be seen as the direct cause of it – should be seen as a 


positive. 


 


The better off people are, the greater the proportion of their expenditure that is directed 


towards services rather than goods. So the structural shift that has been associated with 


the process of ‘de-industrialisation’ is part of a process of economic development in 


which consumers have become better off. 


 


We therefore need to be a bit careful in interpreting the long-term trend in the 


significance of manufacturing in the Australian industrial structure solely (or even 


largely) in terms of the abandonment of protection. At the same time we can still attribute 


the prominence of the Australian manufacturing sector at its peak (say in the 1960s) – 


and in particular the fact that it was so heavily oriented to import replacement and thus so 


diversified (= unspecialised) – to the policy of trade protection. 


 


What we can say then is that, even if the abandonment of protection can’t be considered 


the only, or perhaps even the most important, factor behind the relative decline, the 


exposure of Australian industry to international competition, by taking away the 


protective shield, has altered the nature of Australian manufacturing. 


 


The manufacturing sector that has evolved in recent years has done so in the context of a 


much more ‘open’ economy. In order to continue to exist (i.e. to make a profit) firms 


have been forced to be competitive, to be efficient in an economic sense by producing the 


goods that consumers (including other producers who purchase goods as inputs into their 


production process) demand and by adopting efficient practices.  


 


A corollary is that manufacturing has become more specialised and more oriented to 


export. Indeed some wholly new sectors of manufacturing have developed in this context.  


 


As a result the proportion of total exports accounted for by the manufacturing sector 


actually increased.  


 


How should all this be viewed in retrospect? 


 


 


A Concluding Question: Was the Tariff a Good Thing? 


 


There is little argument that the abandonment of the tariff – as part of the more general 


abandonment of protectionist policies in the 1980s and early 1990s – was desirable. 


Indeed the comprehensive ‘microeconomic reforms’ (which went beyond merely trade 


protection) of this time have been widely accepted as underpinning the economic boom 


that was experienced in Australia since the early 1990s. 


 


It is widely accepted too that the policy of trade protection, in which the tariff was the 


major instrument, was essentially responsible for the relatively poor long-term 
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performance of the Australian economy that was noted right at the beginning of the 


course.  


  


At the same time the policy that was pursued (based on the development of 


manufacturing) was critical in permitting the economic expansion – and the increase in 


population that this facilitated – particularly in the post-war decades. 


 


And it did result, in the post-war decades, in a period where economic growth (the 


increase in GDP per head), even if it didn’t compare very favourably with some of the 


‘high flyers’ of this era, was nevertheless historically high for Australia.  


 


Moreover when compared with the experience of the last couple of decades the 1950s 


and 1960s actually look pretty good. If we should be a little cautious in accepting them as 


constituting a ‘golden age’ we should at least accept that the policy of trade protection (in 


which the tariff was a key, if not the sole, instrument) underpinned the ‘growth record’ 


and the increase in living standards that accompanied it during the long boom. 


 


So even if Australian economic performance during these years was by some 


comparative measures unimpressive, and the policy of encouraging ‘industrialisation’ 


through trade protection was in a sense a ‘quick fix’ which had its own inbuilt time 


limitations, perhaps what was done was in a sense ‘the best we could do’ – and certainly 


better than continuing merely to exploit the natural resource of land. 


 


The development of manufacturing allowed the build-up in skills and infrastructure that 


may not otherwise have occurred. It may even have provided the basis on which the fruits 


of the change in policy evident in the abandonment of protection could yield the benefits 


that it did. 


 


So whilst the policy of protection that gave rise to the development of manufacturing as it 


occurred had to be abandoned if the economic growth that has taken place in the last 


couple of decades was to occur, it should not be seen as a wholly negative factor in 


Australian economic history. 


 


In particular we should be careful about describing this phase of Australian economic 


development as a ‘wrong turn’. 


 


 


Industrial Structure post Protection 


 


The abandonment of protection and the relative decline of manufacturing was 


accompanied, however, by growth in other sectors of the economy which prospered in 


the new ‘open’ economic environment. (Growth indeed occurred in some parts of the 


manufacturing sector itself.). 
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But economic development was underpinned by growth in the mining sector – the 


expansion of which indeed which had been occurring, albeit at an uneven pace, since the 


mid-1960s. 


 


A reflection of these phenomena can be seen in the way that the contribution of the 


services and manufacturing sectors (both of which had historically contributed to exports 


to only a relatively minor extent) increased in the closing decade of the twentieth 


century. Both, however, were dwarfed by mineral exports, indicating how mining took 


over from manufacturing as the engine of Australian economic growth. 


 


The growth of the mining sector (which increased to the point where by the end of the 


2000s it directly accounted for around 10% of GDP – slightly more than the 


manufacturing sector, which at its peak a few decades earlier had accounted for nearly 


30% of GDP) had many positive effects of the economy generally. These positive effects 


came particularly through significant linkage effects on other sectors. 


 


One of the principal linkage effects has been on the building and construction industry – 


indeed one of the main manifestations of the ‘mining boom’ has been via investment 


expenditure undertaken in order to establish new mining projects and associated 


infrastructure. 


 


Other positive effects have come via the demand for inputs (of both goods and services, 


and for labour) to mining activities. 


 


Thus there is little question that the development of the mining sector has brought many 


advantages to Australians.  


 


But there are some concerns about the development of mining. 


 


These will be elaborated in the final topic. 
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