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FOREWORD

The Stan Kelly Memorial Lecture is presented once every two years in Melbourne under the
auspices of the Economics Society of Australia (Victorian Branch}. The lecture is funded
from an endowment established by Mr. Bert Kelly, former "modest” member of Parliament
and retired farmer, in memory of his late father.

William Stanley Kelly, OBE, was a South Australian farmer and life long champion of free
trade. He was a member of the Commonwealth Tariff Board from 1929 to 1939, an advisor
to the Commonwealth Prices Commissioner from 1942 to 1948, chaired the Joint Industry
Advisory Authority from 1951 to 1953 and was a member of the Consultative Committee on
Import Policy from 1952 to 1960.

Comremnorating Stan Kelly's dedication to the promotion of freetrade, The Memorial Lecture
has as its theme "The desirability of maintaining free the channels of trade throughout the
world”. Nine distinguished speakers have accepted invitations to deliver the Stan Kelly
Memorial Lecture, beginning with Sir John Crawford in 1977 and followed by Mr J. Uhrig,
Mr J. Stone, Mr R.A. Johnston, the Rt. Hon, R.J.L.. Hawke, Mr J. Mc Donnel, Sir Leslie
Melville, Mr 1. Mc Lachlan and Professor R. Garnaut.

The text of Professor Gamnaut's address is reported here as a permanent record of the ninth
Stan Kelly Memorial Lecture delivered in Melbourne on 13 July 1993,

Professor Garnaut is the Head of Department in the Research School of Pacific Studies at the
Australian National University. He is also the Chairman of the R & I Bank of W.A. Ltd. and
Chairman of the Primary Industry Bank of Australia. At the time of delivering the Memorial
Lecture, he was Chairman of the Federal Government Wool Industry Review.

He is the author of the highly respected "Australia and the North East Asian Ascendancy"”, a
report presented to the Prime Minister and the Minister for Foreign Affairs and Trade; as well
as numerous other books, monographs and articles on international econemics, public finance
and economic development.

Professor Garnaut has held the posts of Australian Ambassador to China, Senior Advisor to
Prime Minister R.J.L. Hawke, First Assistant Secretary, General Financial and Economic
Policy in the Papua New Guinea Department of Finance and Adjunct Professor of Economics,
Columbia University New York

The Council of the Economics Society of Australia (Victorian Branch) expresses its gratitude
to Professor Garnaut for his willingness to prepare and deliver the Ninth Stan Kelly Memorial
Lecture.

Professor Rod Maddock
President



GETTING OFF THE SHEEP'S BACK

The first of the Stan Kelly Memorial Lectures was presented by Professor Crawford in
Canberra in 1977. Between the invitation to Sir John and the lecture, Prime Minister Malcolm
Fraser had asked the lecturer to chair the Study Group on Structural Adjustment, which later
produced the Crawford Report, and added to the growing of pressures for the
internationalisation of the Australian economy. Protection was the subject of the hour, and on
the evening of the lecture, Canberra was abuzz with speculation about what Sir John might
reveal about his coming report. What we in the audience heard that night was a good lecture
on themes that were important to structural adjustment, but not a preview.

I was asked to give this year's lecture before the government's invitation to me to chair the
Wool Industry Review. Lately, wool has been on my brain, although it may not be pervading
the Melbourne winter air the way that tariffs were in Canberra. Therefore my presentation
tonight on the Kelly trade barriers theme will have a woolly feel. I will take as my model my
illustrious predecessor of one and a half decades ago by saying things that have some points of
intersection with my temporary commission, but which do not address directly the substantive
policy content of that other work.

Bert Kelly gave Canberra away after a few years, and shifted the lecture series to Melbourne.
Canberra had become too easy. Melbourne was the continuing challenge, the perrnanent
opposition, to those who battled on for the Australian public interest in open trade.

I heard Bob Hawke's Stan Kelly Lecture here in 1985. On re-reading his presentation, I was
reminded of the strength of the theme of reducing barriers to Australian international
economic integration, as a means of raising productivity levels and economic growth.

As early as 1978, Bert Kelly in his autobiography spoke of the movement towards low
protection being inexorable, the only question being whether it would go fast enough for Bert
to be honoured properly as a prophet in his state funeral!

By the end of Hawke's Prime Ministership, Bert was looking good. The Government had
delivered on Hawke's early promises on trade policy, and the March 1991 industry statement
had committed Australia most of the way to free trade by the end of the century. The
exceptions mattered, but compared with the herds of albatrosses that Stan Kelly had to fight in
the thirties, and Bert in the sixties and seventies, the protection that would remain at the end
of the century was a few willie wagtails. No longer would the protectionists be able to run the
election campaigns of all parties for a percent or less of what protection took from consumers'
pockets!

Not only had the removal of protection become government policy, but free trade was
delivering what its proponents had always said it would. More of that later.



A BIT OF HISTORY

So Bert should now be able to look Stan in the eye, and tell him he played his part in a pretty
good story.

But, Bert, its nct so casy.

Protection is being reduced, and all the good things that were promised for it are being
delivered. And yet sometimes it seems that the facts don't make any ditference to the public
discussion.

Last week, [ fistened to a PhD student's expression of unhappiness about what she saw as the
dishonesty of the portrayal of the 1991 industry statement in the last episode of the ABCs
mini-serigs, Labor in Power. ({To avoid retribution from the Thought Police, I will adapt a
name from Bert Kelly, and call her "Sheckles™.)

“FThe program presented the March 1961 statement as & mistake that made the recession
worse," said Sheckles. "That allowed them to present the Hawke-Keating clash as a cause of
the mistake, and therefore as a contributor to the recession. It is all lies, and I resent paying
taxes to subsidise the propagation of lies.'

1 argued in the program's defence that it would only be a lie if the propagator knew the truth,
and that it may only have been a mistake.

"Well', Sheckles said, determinedly, 'Look at the facts. The implementation of the reductions
in protection announced in March 1951 did not begin wntil the middle of 1992. After mid-
1992, manufacturing output and employment was steady. This was similar to the employment
performance of the whole economy. This is a good outcome for manufacturing employment
at this early stage of the recovery. These facts are so clear that to ignore them can hardly be
accidental '

‘That's not the end of the story,' I said, 'Perhaps manufacturers began reducing employment
straight after the announcement, in advance of the reductions in protection.'

‘Nice try,’ said Sheckles. 'But lock at the facts. Although the economy was still in recession
until the September Quarter of 1991, with output declining and then growing only slowly,
manufacturing employment fell by less than one and a half per cent from the first Labour Force
Survey after the Statement, in May 1991, to the first Survey after the commencement of
implementation of the new program in mid-1992. This is well within the range that you would
expect without any changes in industry policy. It locks rather better, relative to other
industries and to domestic expenditure, than at the same stage of the recession of the early
cighties, when, protection was being increased. After all, domestic demand fell much more in
the 1990s' recession than the 1980s".

In any case,’ Sheckles said firmly, gathering her force for the coup de grace, '1 dislike paying
taxes to subsidise incompetence almost as much as to subsidise lies.'

By now, I realised that my defence of the ABC was wearing thin. Even social democrats who
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believe that it is good for public policy to be based on logical analysis of economic realities -
people like myself, who some business lobbyists and sociologists sometimes, flatteringly, but I
fear undeservedly, call 'sconomic rationalists’ - have vested interests. I am aware that some of
my unusual tastes are well served by the ABC. When my late-teenage sons monopolise the
compact <isc player in the living room and I move to the study with a radio, I don't want the
Mozart or the ball by ball description of play from Lord's disturbed by advertisements. So I
tried one more defence.

"You have argued well, I said disarmingly. 'But when you are as old as I am you will realise
that truth is a very complex thing. Just take that last episode of Labor in Power that you were
talking about. You probably heard John Button say that he didn't argue in Cabinet against the
March 1991 statement, because there was no point in argning. Both Prime Minister Hawke
and Treasurer Keating had rung him before the Cabingt meeting and told him their views.'

‘From this piece of television, it seemed that John Button, then Minister of Industry,
Technology and Commerce and Leader of the Government in the Senate, and from time to
time maker and breaker of Labor leaders, had been against the 1991 announcement, which had
as its centrepiece the historic reductions in protection, This puzzled me, as I had had a fair bit
of contact with John Button in the period before the announcement. He had been present in
the Structural Adjustment Committee of Cabinet when I presented a progress report on
Australia and the Northeast Asian Ascendancy in March 1989, including the proposal that
protection shouid be removed by the end of the century.’

'T knew that the Prime Minister through 1990 was assessing the opportunity for further
reductions in protection, after the completion in 1992 of the 1988 program. I was pleased to
receive a couple of phone messages from Senator Button in November 1990, while teaching at
Columbia University in New York. Messages come at strange hours in New York, but I rang
back promptly. He told me that he favoured moving to a madmum tariff of 5 per cent by
1996, on all but the two excepticnal sectors. He asked me to call the Secretary of his
Department and a staff member in his Office, which [ did at great length. I remember it all
quite clearly, because acadernics, not on government ¢xpenses, pay their own telephone bills
on occasions like thig,

'On my return to Canberra, T kept in touch and was pleased. There would be time later to
address the bits of protection that would still remain. It was not perfect for an Australian
cconomy that had some large problems to overcome, but it was better than Australians of my
generation had been brought up to expect.’

'l think that the 1991 announcement was very good for Australia' 1 told Sheckles, still
interested, but now wondering at the point of this excursion down Memory Lane. "Two years
on, the recession gone but its effects still lingering, and the 1991 decisions mostly intact, 1
have no doubt that history, real history, will lock kindly on the politicat leaders who were
responsible for it. And T have always included Senator Button amongst those who deserve
praise and thanks.'

‘At first sight, it does seem that the ABC program presented an awful antruth or error. Sure,
the words had come from John Button's lips on the television screen, but even so, can you
believe all the things you see television?




The truth,' I went on, with Sheckles still wondering, 'might be more complex. Did he say
much more, the selection from which accidentally produced this travesty? Perhaps Senator
Button had been unhappy about other elements of the 1991 package, and not the reductions in
protection. But then again, maybe it wasn't the ABC. Perhaps he changed his mind before the
Cabinet meeting. Perhaps looking forward to retirement he had forgotten what he had
thought at the time.'

‘There are all sorts of possibilities. Fortunately, the truth of who said what to whom is not the
important part of history. The important part starts with the consequences of human choice.'

Sheckles stopped arguing. I don't know whether she had begun to change her mind about the
ABC, or whether she had listened to me long enough.

GETTING OFF THE SHEEP'S BACK
Now for the woolly part of my lecture.

Wool is a big part of the Australian economic and political story. Wool, with gold but more
than gold, made Australia rich ahead of the rest of the world in the third third of last century.
With gold, in the best of times it made Australian labour scarce. It made workers well paid,
and confident of their individual worth. It therefore formed much of the economic foundation
of the invention and practice of democracy in Australia.

In the worst of times, when international demand was weak and the prices low, the mercurial
character of the wool market placed huge pressure on Australian institutions. Some of the
distinctive features of Australian democratic institutions were forged in the wind from the
wool market bellows.

Australian labour market institutions, Australian protection for manufacturing industry, in a
significant sense even the Australian Labor Party, grew from the search for ways to insulate
the community's welfare from the vagaries of the wool market. The owners of grazing land
were thought to be and mostly were prosperous, and the democratic majority set about
stabilising and raising its incomes at the expense of export industries.

Australia was 'on the sheep's back' in the sense of depending heavily on the wool industry for
its prosperity. From the 1890s, and more with each passing decade of the Federation until
these last twenty years, Australia was on the sheep's back in a second sense. Australia
imposed costs on the export industries through protection and increasing layers of inefficiency
in the rest of the economy.

In my recent work I have become aware of a third sense of the expression 'riding on the
sheep's back.' All Australian protection against import competition places burdens on the
wool industry. At least, I had thought, the rest of the world places relatively few restrictions
on Australian exports of wool. It is the case, however, that the costs to Australia of other
countries’ trade restrictions are very large. In this third sense, the whole world is on the
sheep's back.

EXPORT DIVERSIFICATION

In the long high tide of Australian protection, and since, conflicting claims have been made
about the effects of protection on the structure of production and exports. It has long been
part of the claims for protection in Australia that it leads to less dependence on the traditional
export industries. Supporters of liberal trade have been criticised as proponents of continued
dependence on primary exports - unprocessed minerals and rural products - in the old style.

The case for free trade, based on economic analysis, perhaps counter-intuitively, argues that
the removal of protection is associated with diversification of exports, with traditional exports
becoming relatively less important. The reduction in protection lowers the real exchange rate,
thus raising the intemational competitiveness of all production of tradeable goods and
services. It widens business people's vision to international markets. It increases pressure for
improved performance in industries producing tradeable and alse non-tradeable goods and
services. Old primary export industries would be favoured by reductions in protection and, all
other things being equal, would expand. But new export industries in manufactured goods
and services would expand even more: the deadweight cost of protection reduces
disproportionately exports from the least competitive potential export industries. Non-
traditional export industries that were making progress in difficult circumstances would do
better than before. Potentially competitive industries that had not previously exported their
production would appear in the export lists.

This is all from standard theory, and yet it is so alien to popular belief in Australia that it
hardly registers in the public policy discussion. But we do not have to rely on theory alone.
We can draw confidence from the observed experience of a growing list of countries which
have experienced far-reaching trade liberalisation and internationalisation. The growth in non-
traditional exports following trade liberalisation has been rapid and powerful in many
countries, notably in several countries in East Asia. The increases in productivity growth and
economic dynamism, and the associated growth in non-traditional exports, have been larger
than conventional economic analysis would suggest.

If we go back to the early decades of this century, we can draw confidence, perversely, from
the negative experience of Australia in the early decades of protection. As Shann noted in his
Economic History of Australia, the share of manufactured goods in exports fell almost by half
in the first three decades of the Federation, as the shutters of Australian protection fell.

A decade after the removal of exchange controls, and with average manufacturing effective
protection levels having been reduced by half over a decade, contemporary Australia can now
be observed as an additional case. We can now answer the question of who was right: those
who argued that trade liberalisation would lead to greater concentration of exports in
traditional commodities; or those who argued that trade liberalisation would lead to more
rapid growth in non-traditional exports, and to export diversification.

The Australian experience is tracking that of other countries. The average real effective
exchange rate has depreciated since the mid-1980s, and since then has been around 13 per
cent lower than the average level of the previous half dozen years, a phenomenon to which the
reduction in protection was expected by its proponents to contribute. Manufactured exports
have been increasing in volume terms by about 15 per cent per annum since the mid-1980s,
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through one and one half cycles of business conditions. Non-traditional exporis have been Table 2

rapidly increasing their shares of GDP (Tables 1, 2 and 3). Composition of Exports

(percentage of GDP)
Table 1 shows the export share of GDP in current prices continues to increase strongly, now

exceeding comfortably the temporary peak of the 1979-80 'resource boom.,' despite the BES
collapse of primary commodity prices. The increase in the export share in constant prices has
been much more impressive. Table 2 shows that the whole - more than the whole - of the

T% 1+

expansion in the export share of output since the mid-1980s has come from non-traditional P
sources, manufactures and services. Table 3 breaks manufactures down into metals and EH
‘others,’ the inelegantly named 'elaborateiy transformed manufactures.’” The bottom three \ %
curves in Table 3 show the components of ‘other manufactures.’ ' 15
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Since the mid-1980s, Australia has been getting off the sheep's back in the first of the senses of
the expression that were outlined earlier. There is no doubt about the answer to the question,
whether trade liberalisation has encouraged export concentration, or export diversification.




The interpretation of the Australian experience with changing competitiveness and export
composition is complicated by the collapse of international markets for Australia's rural
exports, in the mid-1980s and, more severely in recent times. Australia has been getting off
the sheep's back partly through policy choice, and partly because the sheep could no longer
carry the old load. Some of the reduction in the real exchange rate, and therefore some of the
strong growth of manufactured and service exports relative to GDP would have followed the
fall in export prices alone. But the persistence of the trends in structural change through
boom, recession and recovery attests to the continuing influence of the long-term policy
influences, which, in the case of reductions in protection, still have a long way to run.

The fact that the reductions in protection, and the micro-economic reform that it has helped to
drive along, have proceeded so slowly and gradually, is good news in one sense. The fact that
they are only half-way through means that they have a full half still to play. They will continue
to put downward pressure on the real exchange rate, to spur productivity growth, and to
encourage rapid growth in the new export industries, for several years yet.

But no economist I know ever said that reductions in protection alone, or even with the
micro-economic reforms that are encouraged by the reductions in protection, would be
enough. To restore full employment, with levels of debt that keep Australia credit-worthy and
are consistent with an acceptable inter-generational distribution of economic welfare, requires
much greater total export growth in the next few years than we have seen in the past few
years. The dynamism of the new export industries, welcome and promising as it is, so far has
not even filled the hole dug by low prices for our traditional export industries. While world
market conditions, for at least some of our traditional export industries including wool, must
have passed their blackest hours, we can rely upon no early general remission from our
problems in the commodity markets.

Australia needs the value of exports to grow much faster in the next half dozen years than
since the mid-1980s. It will help in securing that growth that there is now a larger base from
which service and manufacturing exports can now grow. It will help that the completion of
announced programs of reductions in protection and efficiency-raising reform will continue to
reduce costs and to spur dynamism and productivity growth. But there is nothing in theory or
human experience that says that these factors alone will be enough to deliver full employment
in an acceptably short time frame with manageable levels of debt.

It will help that the fall in the foreign exchange value of the Australian dollar since late 1991
has taken the real exchange rate back near the levels of the mid-1980s, when the Australian
structural transformation got under way.

Our competitiveness is strong compared with past experience. But in these circumstances of
rapid structural change, we cannot rely precisely on parameters estimated from our own past
experience, or from the experience of others.

We may need, and my gut feeling is that we will need, larger improvements in competitiveness
than have yet been achieved by currency depreciation and reform, or set in train by announced
commitments on continuing reform.

HOW MUCH LARGER?

We should also be cautious about the comfort we take from competitiveness based on
calculations of the real exchange rate, as these are based on comparison with an average that
gives substantial weight to Japan, and other East Asian countries that have experienced
powerful growth in productivity in their tradeable goods industries.

The test of whether our competitiveness has improved enough is in the unemployment lines
and in our public and private balance sheets. These tests are telling us that competitiveness
has a long way to go. They are telling the Reserve Bank that it should take advantage of
opportunities for depreciation over the period ahead, so long as it is being supported by firm
budgets and by wage outcomes that emerge from market processes.

We might be able to bumble along with the current level of competitiveness if we were
prepared to accept the current level of unemployment. Most Australians, I think, and I hope,
are not.

The least painful way of achieving further improvements in competitiveness, is more
reductions in protection, and efficiency-raising reforms. These gains are continuing to come
through from earlier reform announcements, but slowly and gradually. There is no realistic
prospect of accelerating the reductions in protection. Micro-economic reform can be pushed
along faster, but this too has its speed limits in Australian democracy.

The other mechanisms for improving competitiveness are macro-economic. For example, if
Australian governments moved decisively to reduce public deficits, without any change in the
overall rate of money growth, this could be expected to lower interest rates and the nominal
exchange rate. There would be few effective pressures on the labour market to raise money
wages in response to the price increases for imports and import-competing goods and
services. The nominal depreciation would be converted into a real depreciation, so long as the
authorities did not seek to raise wages through the award system.

A further real depreciation would underwrite the dynamism in the new export industries. And
it would improve the prospects for the old export industries, including wool, holding their
current share of GDP, and therefore not acting as a brake on the economy-wide recovery.

Such macro-economic measures to improve competitiveness are not painless. They involve
real income losses for many people in employment, as the price for higher levels of more
sustainable employment.

THE BURDEN ON THE WOOL INDUSTRY

For most of this century, the sheep's back was able to carry the load without collapse, if not
without discomfort. Bert Kelly observed in One More Nail that it was difficult to raise the
interest of farmers in the costs of protection that they were carrying, when they were
nevertheless prosperous. It did not seem unjust to others that farm incomes should be
dissipated by protection, when farm incomes were high by national standards. The costs of
protection were exacerbated by the artificially high costs that Australian regulatory systems
imposed on the provision of services to the wool industry, for example in relation to transport
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to, through and beyond the poris.

The Reserve Price Scheme was the wool industry's own contribution to its troubles. It
sgparated the grower from the market, dulled incentives for superior quality, and deterred
innovation in marketing institutions and practice. In the end, the reserve price was set well in
excess of long-term averages in real terms, when economic conditions at home and abroad
suggested the likelihood that future averages would fall short of the past. It was only a matter
of time before huge accumulatien of stocks overwhelmed the scheme.

The gradual removal of protection, the reform of production in supplying industries, and the
ending of the reserve price scheme have reduced sheep's load. The end of the reserve price
scheme has removed a free ride for competitors, and fine wool vutput is declining in New
Zealand, South Africa and South America. New cominercial arteries are starting to link wool
growers with their market. Costs are steadier and some, like international shipping charges,
are falling in nominal tenms. We are getting off the sheep's back, but the load that is left is
considerable.

GETTING THE WORLD OFF THE SHEEP'S BACK

The demand for Australian woel depends on the demand for wool products, especially
garments. These depend, amongst much else, or the availability, price and guality of wool
preducts in gach market.

The manufacture of Australian wool fibre into garments is one of the most labour intensive
manufacturing activities that is performed con a large scale in the world economy. This means
that at least some of the processes leading to the final garment are best located in developing
countries - at least in developing countries with an established record as competitor suppliers
to international markets. In some of these developing countries, local environmental and other
conditions constrain efficient early stage processing, so that efficient location requires free
entry of wool fibre in semi-processed form. For the higher quality and more expensive end of

the apparel market, production is best located in a few centres of specialised, excellent
production.

So the level of worldwide consumption of wool depends on the free international flow of
goods - fibre in raw and semi-processed form, yam, fabric and garment. Most developed
couniries admit greasy wool and tops across their borders without quantitative restriction and
with zero or very low tariffs. These couniries were once overwhelmingly the main markets for
wool. This led to complacency about the intemational trade environment for wool.
Reduction in other countries trade barriers for wool was never a central objective of
Australia's international economic diplomacy.

Closer inspection of the contemporary reality reveals a different and much less favourable
stary. The accumulated effects of other countries restrictions on trade in wool at various
stages of processing are amongst the most damaging internatonal trade distortions to
Australian incomes.

First, there are substantial barriers to imports of wool fibre in many of the developing
countries which offer the best prospect of expanding absorption of wool. These include high
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taritfs (40% in India, 15% in China and levels in between in Pakistan, Brazil and s_cvcral of .fht’,
ASEAN couniries); higher tariffs on tops in many developing and some industrial counme_s;
(60% in India and 20% in China) and quantitative import restrictions and exchange_cor_ltro}s in
these and several other major developing countries. The effects of the specific duties into the
United States have been corroded by inflation; but the effects of the current ad valoren
equivalents, about 3% for greasy and 7.5% for tops, are magnified when they are paid out to
American wool producers as subsidies.

Second, tariffs on wool yams and fabric tend to be high in ail countries, 'Lnd_us[:rial @d
developing. There is a 38% tariff on wool fabric in the United States and, still, 45% 1
Austratia (1992-93). The European community is a more maodest 15%.

Almost all of these tariffs are higher than for fabrics of other fibres: Australia is an exception
at this stage, but makes up for it with an average tariff of 84% for wool apparel, compared
with 72% for cotton and 74% for synthetic apparel (1992-93),

Trade restrictions are most severe of all on finished garments. Tariffs are high to the extent of
being almost prohibitive in mosi developing countries, just as high in Australia, and simply
high in other developed countries. At least wool fares no worse than olthe'r fibres at the
apparel stage. On top of protection through tariffs are the pernicious quantitative n:s,.tncuons
of the multifibre arrangement in the United States, Canada and the European community, from
the developing countries more severely than the tariff.

These restrictions on frade in wool and wool products affect retail prices of wool garments
considerably. This, in turn, has large effects on consumption of wool manufactures. The
international woel secretariat has presented data to the wool review committee demonstrating
a powerful relationship between price and consumption of wool products.

So we see that price of products affects consumption and trade restrictions raise retail prices,
and the quintessentially Australian rural commodity, wool, has the misfortune to be the raw
material of the most protected part of the most protected industrial sector in this distorted
world economy. To add salt to the wounds, amongst advanced economies, the restrictions
against wool garments were, until recently, greatest in Australia.

Australian wool production suffers as well from distortions in international markets for oﬂ_lcr
rural products. United States subsidies for cotton exports reduce the price of competing
fibres. North American and European subsidies for grain and meat lower the price of
competitors for Australian rural resources, and so lower the supply price of wool.

The total effects of these various restrictions are large. One 'ABARE' study estimated that the
removal of all international restrictions on trade in textiles and apparel would have raised
Australian net incomes by $450 million (Short et al, 1991) in 1987-88. These calculations do
not include the effects on wool of unwinding distortions in farm trade. These are big numbers
in a national context, and not only in the wool sector.

How did the world come to accurmulate this extraordinary discrimination against what was for
so long Australia's major export commodity?



One reason is that for many years wool had no champion for liberal trade. Australia amongst
the advanced industrial countries had the strongest national interest in combating trade
restriction in wool apparel. But through the long decades when the world was tying trade in
wool products in knots, Australia's main official concern was to keep at bay others' criticism of
its own high protection.

That has now all changed. The Australian liberalisation of the past decade has made us a
credible participant in bilateral, regional and multilateral negotiations in textiles trade. But we
still do not recognise clearly our huge national interest in liberal textiles trade between third
countries.

The Uruguay Round looks more promising now than a week ago. A successful conclusion
near the Dunkel draft would provide one useful context for engaging some major developing
countries in discussions of wool trade liberalisation.

For Australia, that is the beginning not the end. Australia needs to put liberal trade in textile
fibres and product in the central place that its national importance warrants.

THANKS TO THE KELLYS

The experience of Australia in recent years seems to show that even facts and realities can't be
ignored forever, if there are people around to keep them in the public eye. For a long time,
Bert, it was Stan Kelly's work and then yours, to keep drawing attention to those facts and
realities. We thank you for it.

IN APPRECIATION

When I was asked by the Economic Society to make the "thank you" speech on this occasion,
I grasped the opportunity for two reasons. First, I want to thank the Economic Society for
arranging this lecture every second year; the second reason is to thank Professor Ross Garnaut
not only for his generosity for coming to talk to us tonight with the wool stockpile hanging
around his neck, but also for all the wise and courageous guidance he has given us in the past.

Why I am so keen to thank the Victorian Branch of the Economics Society? When my father,
Stan Kelly, died in 1969 Sir John Crawford told me that I should endow a biennial lecture in
memory of my father. He and Crawford were firm friends. I was a minister at the time and
excused myself that I was too busy. But the navy has many traditions and one is that after
every collision they get a new minister. So I suddenly ceased to be Minister for the Navy and
became an ordinary back bencher again. The Birdsville track was in my electorate and one
quiet moonlit night my wife and I were in our swags when a dingo started howling. You city
slickers will not know that a dingo's howl resembles your conscience calling so then and there
I gave in.

When I returned to Canberra I asked Crawford to give the first Kelly lecture in Canberra in
1977. Sir John Uhrig gave the second, also in Canberra. But Canberra is a funny place to
give lectures about reducing trade barriers or it was then half the people who needed to be
better educated about tariffs were frightened to come lest the word get back to the Minister.
So I decided to shift the location of the lecture to Melbourne which, after all, is where the high
protectionists lurk.

Then I asked the Economics Society if they would help put on the lecture. T will tell you why
and with deep gratitude. My father was appointed to the Tariff Board in 1929, straight from
the farm without any economic training and straight into the depression. In those days the
Tariff Board lived in Melbourne and Melbourne was still haunted by the ghosts of Syme and
Deakin. You can imagine how he sought the shelter of the Economics Society where people
like Copland, Giblin and Co could help him understand that high tariffs do not create
employment and so even today, the ghosts of Deakin and Syme haunt Melbourne.

Last year I blundered into Melbourne when the tariff scare was on and the economic
troglodytes were coming out of the woodwork, when statesmen like Fraser and Kelty were
launching silly books and businessmen who had been reared on the tariff tit were desperately
trying to get their trotters back in the tariff trough and all the cunning lobbyists were up to
their old evil ways. So, if that was the tariff scene in 1992, just think what it was like in 1932!

Lest you think I am making up my father's reliance on the Economic Society in those
desperate days, I have with me three Economic Records which I came across recently when
Ray Evans ordered me to put my affairs in order when he found out how old I was. The first
is dated November 1929 and contains a review of the famous tariff committee inquiry into the
Australian tariff by Brigden, Copland, Giblin and Dyason, all members of this society, I think.

The second is dated May 1930 and contains a review article by Giblin on some recent Tariff
Board reports. The third contains a review of the tariff policy by J.B. Brigden. This gives you
some idea of how Stan Kelly valued the help he got from this organisation. It is hard for us to
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realise what things were like then. In 1930 the famous historian, Prof Hancock wrote,
"Protection in Australia has been more than a policy: it has been a faith and dogma. Tts eritics
during the second decade of the twenticth century, dwindled into a despised and detested sect
suspected of nursing an anti-national heresy. For protection is interwoven with almost every
strand of Australia's democratic nadonalism.” See what I mean? That is why I pay tribute to
the Economic Society.

Now I pay mribute to Garnaut. I am writing this before I have heard what he has to say tonight
bus I have a fair idea of its quality. 1 have read most of his recent writings and strangely the
last of these I read two days ago in a book called , "A Decade of Shann Memorial Lectures
1981-90 and the Australian Economy”. The last lecture is Garnaut's and he repeats in it some
of the splendid things he has said before. We have powerful reasons for gratitude to the
people who have gone ahead doing the mundane but desperately important task of measuring
the height of the tariff wall and even knocking a few bricks off it; people like Rattigan, Boyer,
Carmichael, Lloyd and many others. It is dull unexciting work but desperately important

La Nauze says that Deakin vsed to burn with excitement about the matter of protection
generally but he found the mundane matter of what should be the tariff on, say, shoes, 20% or
40% too dull and piebeian to engage the attention of a real statesman. Well, debating tariffs at
that level is hard going as I know, but up till now we haven't bad anyone to put a light on the
tariff hill for us. We have now and I want to thank Ross Gamaut on your behalf and mine,

Bert Kelly



