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CHAPTER 1

INTRODUCTION

1.1 THE PURPOSE OF THIS STUDY

This thesis is concerned with two separate but highly related
problems. The first problem is the current lack of aggregate data on
the economic activity of the individual states of the Commonwealth of
Australia. The first part of this thesis is concerned with developing
an original set of estimates of the gross state product of the State of
Queensland. These gross state product estimates, at factor cost, are
disaggregated both by industry and by the principal component con-
tribution to gross product, and are produced on a quarterly basis for
the period from September 1969 te June 18979. The second problem concerns
the use of aggregate economic data in analysis, particuiarly in the
construction and appiication of econometric models. The second part of
this thesis, for which the first part is a necessary preregquisite,
develops a macro-econometric type regional econometric model of the State
of Queensland in the Commonwealth of Australia.

In the last twenty years there has been a strong growth in the
modelling of national economic systems, helped by larger data bases,
faster and more powerful computers, stronger theoretical bases, and
better mathematical and statistical techniques. Most macro-econometric
models rely on a set of national economic accounts to provide a
theoretical framework and a data base. These models have been used
mainly for three purposes:

(a) to examine the nature of short and medium run fluctuations in
national economics;

(b) to forecast key economic variables, such as gross domestic product,
numbers of unemployed and investment expenditure; and,

(c) to evaluate the quantitative effects of alternative government
policy decisions.



These econometric models consist of sets of equations describing
hypotheses about the relationships among a collection of economic
variables. This allows an investigation of causes and effects to
explore not just a particular relationship, but ramifications throughout
an entire economic system. As Duesenberry and Klein put it, "Some
interesting questions in economics may be answered from a knowledge of
one or two econcmic relationships viewed in isolation. But most
economists are convinced that many changes in policy or in other
exogenous factors will have not only a direct effect in one sector of
the economy, but will also have secondary or indirect effects on many
other sectors".

Regional economics has been affected by this proliferation of
modeiling. A considerable number of regional economic models has been
constructed, especially in the USA. While a number of these regional
economic models relies on the techniques of input-output and economic
base theory, many regional models are now being constructed as modified
copies of national macro-econometric models.

A number of potential applications of regional econometric models
has been listed by Klein and Glickman (1977, pp. 21-2), who suggest
that five " ... major American policy investigations as are now being
considered could well be studied within the framework of regional
models: A

(i) revenue shafing between federal and state/local authorities,
(ii) effects of grant-in-aid paid by federal to state/lccal
governments,

(ii1) federal support for welfare payments,

(iv) selective programs to alleviate structural unemployment
in special areas,

(v) the effect of the regional distribution of placement of
federal contracts”.

A1l of these applications are relevant to Australia. In
particular, without limiting the range of other applications, it is
believed that this study is timely and appropriate in the present stage
of evoluticn of the Australian federation. It is not unlikely that,

]Duesenberry et al. (1965, p. 4).



if Stage II of the new federalism arrangements proposed by the present
(1981) Liberal-National party Commonwealth government is implemented,
the states will have to consider seriously, in the immediate future,
the imposition of surcharges on federal rates of personal income tax,
and access to other alternative revenue sources. Other writer52 have
pointed to an approaching crisis in Australian federalism, with
projected demands for state government expenditures outstripping their
projected revenue resources.

It is obvious then, that a clear rationale exists for the
development of state econometric models in Australia.

1.2 THE SETTING OF THIS STUDY

This study is concerned with the economy of the State of
Queensland. The Queensland Year Book3 describes the evolution and nature
of the system of government:

Moreton Bay, the "Northern District of New South Wales",
was Tirst used in 1824 as a penal settlement, and by 1843
had become a distinct electoral division. As electors of
New South Wales, residents in what is now Queensland had
enjoyed responsible government since the Constitution Act
of 1855, and when separation was effected by letters
patent of 6 June 1859, an Order-in-Council of the same
date gave Queensland a Constitution similar to that of
New South Wales ... On 10 December 1859 the Governor {Sir
George Bowen] landed at Brisbane and proclaimed the
separation of Queensiand from New South Wales.

The 1859 Order-in-Council was validated by The Australion
Colonies Act of 1861, and with the passing of The
Constitution Aet of 1867, responsible government in
Queensland was consolidated.

Since 1901, the former Colony of Queensland has been
a State of the Commonwealth of Australia. The present
system of government consists of the Governor, the
Executive Council, and the Legislative Assembly, the
Legislative Council having been abolished from 23 March

2See, for exampie, Groenewegen (1981).

3Queens]and Year Book, ABS, Catalogue No. 1301.3, 1979, Vol 39, p. 60.



1922. The Executive Council is composed of the Governor
and the Ministers in office. Local Government Authorities
operate under legislation of the Queensland Parliament.

Figure 1.1 contains a map of Australia, showing the component
states and territories.

Queensland is the third largest state in the Australian federation,
in terms of population and economic activity.

Queensland has a land area of 1.7 million square kilometres and
has a population of over two million persons. This is 22 per cent of
the total area of Australia and 15 per cent of the population.

Further comparisons of Queensland with Australia are made in
Table 1.1. It is clear from the evidence in this table that Queensland
is a semi-tropical, relatively sparsely populated state with
specialization of economic activity in primary production i.e., in
agricultural and grazing production, and mining.

The population of Queensland has recently been increasing faster
than that of Australia.

Manufacturing activity is also increasing faster in Queensland.
From 1971-72 to 1978-79, value added in manufacturing increased in
Queensland by 166%, and in Australia by only 129%.4

However not all Queensland economic indicators show superior
performance compared to Australia. Unemployment is higher in Queensland,
and Queensland labour earnings are generally lower than in other States.
On the other hand, inflation is slightly Tower in JQueensland than
Austra]ia.5

YSource ABS, Catalogue Nos. 1301.3, 1301.0, 8202.0.

50f course, this comment really refers to metropolitan areas, since
the CPI does not cover provincial and rural areas. It should be noted
that the comment is valid in terms of inflation, but not necessarily
in terms of average levels of prices.



Figure 1.1: The states and territories of Australia

Tomytode Bast of Gomunmrn j
118 124* 130" 1580 . 1420 e

i | 1 1 Torres Straip T
s

Meile Rl
Bothurst l@

- &\
'\.
2N
DARW 1\-’* "w\

-
>
'r—/ r,/ @
-
1 e 14
i I“rl By - -
iv attery -

Loy,
| own

- c\“‘»

b o

o

Chiaynt gy N,
Hughendes

oot

- © .
® ik o Vae
Ne % ;
L. Mackay} i i
180PHC OF GAERICQAN. o ! i

Lol

76}

TRAL!A' .t

Ln:rmn

P ! Jl\d:lf.,
. JCoobu edy © ""D\T'/' vre

A{'STP,\L

z

oKalgoarke
e

:{Ncrslman

32

cdo:'ﬂP"‘ aag Bu’\‘:ufv

SOV TRERN CCEAN :
|
} !
+ [AUSTRALIA ¥
o i |
§C4LL OF WL ‘ E
: i
L i ; ey i
" 3 OBART i
| \ 1 ! i b : 5
n i18° 124* 130" 1367 142 MS‘

LORANN We THE MATIONAL MAPFNG OFFE OLEARIUEST O ToE NTERICE CANSERRA A € T




DLIDALENY 0 UOLIDLBY UL PUDISUGENH £ GOCL

*ON snboele] fSgy SL 204n0S 2Y3 °“sossyrusded UL pIou ISLMUBYLO SSILUf

"0881
(&)

L°86 0°GL 89068 OceeL 6.-8.61 we (stsayy siuy pue
0°902G) 3S03 J032e4 3@
3onpoad 211SsWOp SSO4Y

7789 ¥ 0L golée 8LES 6L-8L61L wg Butanioejnuen

Ut poppe anpep

8851 L'v¢ €3G SOPL 6/-8/61 wg paonpoud sjeaautu

40 fauiw e ‘sniep
L*OFL IS0 4 9¢g801L L0€Z 6/-8/61 uig uorzonpoad Adysnput
Aaeurad Jo anjeAa ssoug
97901 2’91 8'9LE €18 0861 Yo4eW 12 suosdaad 000, JLiauaq
BuLALsosa pako|dwsup

- - L7062 17182 0861 +3b youey 0 o0L = (0 10v9)
19-996] Jea, :aseg XIpUl 9DLUd JBUNSUC)
- /AN 0L76¥%2 6°1E2 0861 43b youey $ jtun ajew pakojdus usd
sBuLuaes A|%o9M abeUdaAy

L6 6" €L 76208 L"[69 0861 Yo4iery suos4ad 000, soafo[dws urL[LAL)

- L'9tLt £2'1 vl omwammmm_ U892 uJad aseadout uotieindog
(e-10gl)

- 9'1¢ L6562 £€6 - uwy bs 000, sotdoal uL eaay

0-gpl G722 289, L2l - wy bs 000, eady

0" 00L AT 9rgevyl G 1612 6461 aunp suosaad 000, uotjendod

(%) (%)
aaeys uoljeindod eiriealsny 10 RL{BAISNY PUBLSUIBNY  STUSUWBANSEBI 40 S3Luf ( 01 204N08
spue|sugan) sbequsdusyd e poLaad a0 2ea (®)
40 obejusoaad s pue|susand "ON enboleje) Sgy)
® Se psssakdxa wogI

obejusouad 3se7

2L{RJ41SNY O3 UOLIR|[34 UL puejsuasnh :

1L @lqel



1.3 AN OUTLINE OF THIS STUDY

A more detailed rationale for the development of regional
econometric models is provided in Chapter Two below. A comprehensive
survey and evaluation of regional econometric models is also undertaken
in Chapter Two, which reveals that most regional econometric models are
for regions of the USA, and are annuai, small, recursive and heavily
dependent on national economic variables.

Chapter Three of this thesis is concerned with the first component
of this thesis, the development of estimates of quarterly gross state
product at factor cost by industry for Queensland for the forty quarters
from September 1969 to June 1979. This product variable is a major
aggregate measure of economic activity, and is also important for
regional econometric models, since it forms the most important of the
Keynesian national accounting identities. Much recent, unofficial, work
on gross state product has not been as rigorous as possibie. This is
mainly due to inadequate access to or use of primary data sources. In
this study, however, raw payroll tax tabulations by industry by month are
used as the primary data source. This avoids many of the problems
caused by crude or naive ailocatiun methods, used in both Australia and
the USA to estimate gross state product. The estimated data, gross
state product by quarter, industry, and principal component, are a rich
asset for studying the Queensland econcmy, although the main use of the
data in this thesis is to provide necessary aggregyate data required for
modelling purposes.

Since gross state product has been estimated on a quarterly basis,
and since there are serious deficiencies, both theoretical and practical,
with annual models of economic systems, the Queensland econometric model
developed in this thesis is also guarterly. Much of the data base
required for this study however, was available only on an annual basis.
To resolve this data deficiency, a method of distribution or interpol-
ation of annual variables to quarterly was applied. This method is
described in Chapter Four, where it is also shown that this method
compares well with other methods. Use of this technique by model
builders, particularly those in the USA, who have been restricted to
annual data, should enable quarterly, rather than annual, models to be



developed as standard practice.

Chapter Five describes the structure, and the detailed equations
of the Queensland model. Thirteen blocks of associated endogenous
variables and their equations are identified, and are discussed in furn.
The Queensland model, in this preliminary versicn, consists of 110
endogenous variables and twenty-seven exogenous variables. (Twenty-eight
of the endogenous variables are logarithmic or difference variables.)

An unusual and important specification improvement in the Queensland
model is the use cf the familiar Keynesian national accounting identity
first suggested in the seminal paper of Klein (1969).

Chapter Six describes four sets of dynamic simulation runs of the
Queensland model. Historical validation runs over the estimation period,
September quarter 1970 to June quarter 1978, show that the Queensland
model compares satisfactorily with the simulation performance of other
rediona] models. Since the model was estimated with both Ordinary Least
Squares (OLS) and Two Stage Least Squares with four principal components
(TSPC), dynamic simulations were run for both sets of estimated
coefficients. There has recently been some dubiousness about the
relative model simulation properties of OLS and TSPC. In the Queensiand
model OLS marginally outperforms TSPC over the historical validation
runs. The second set of runs was for an ex post forecast from September
quarter 1978 to June quarter 1979.

The third set of runs develops two illustrative dynamic multiplier
series, while the fourth set performs policy experiments. These
experiments were run over the benchmark period of March 1976 to June
1978, The first policy experiment studies the effect of an increase in
the rate of personal income tax. The second experiment notes the
sensitivity of the Queensland economy to national economic conditions.
The third policy experiment examines the effect of a freeze of federal
government grants. While these experiments cannct be regarded as
sufficiently accurate to be useful for current policy purposes, they
illustrate the kind of analysis to be expected from a later stage of the
Queensland model.

This thesis produces preliminary results, and further work on the
Queensland model is anticipated, with the constructive advice and
participation of State government officials.



CHAPTER 2

REGIONAL ECONGMETRIC MODELS

2.1 ECONOMETRIC MODELS

In the period after the Second World War there has been a
remarkable proliferation in the number and complexity of models of
economic systems. A number of reasons for the emergence of modeis
can be stated explicitly:

(1) Models provide a consistent and systematic framework for analysis.
That is, they provide an apparatus for thinking, that is logically
complete, consistent and constructed from a plan. Simply, models
formalise thinking about a system.

(ii) Models provide an efficient medium for storing and transmitting
information. They act as a data base, not just of numerizal
facts, but of the state of art of theoretical relationships.

(i71) Models force their builders clearly and formally to identify or
reveal the assumptions which have to be made to simplify reality.
This has obvious virtue.

(iv) Models improve communication and learning, partly by (ii) above,
but, more importantly, by serving as a focus for debate. That
is, they can often be built, simply to be torn down, anrd replaced
by previously unimagined buf more appealing and stronger
structures.

(v) Models provide a discipline for the builder. The work is apen
to pubiic scrutiny - or should be.

Additional reasons have been advanced by others,] but those above
are sufficient to provide a justification for economic models.
An economic model is a theoretical statement of certain economic

]See, for example, Norton (1972) and Powell (1977).
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functional relationships, often in algebraic terms. An econometric
model is an elaboration and development of the economic model, so that
the relationships are quantified. An econometric model is distinguished
from an economic model by rigorous empirical content and analysis.

This can be regarded as an advance in economic model building,
since quantitative answers to actual problems in economic systems can
be obtained. This has been made possible by three intellectual develop-
ments in the last half century, paralleling developments in economic
theory. They are:

(i) Since the 1930s, great advances have been made in measuring
economic concepts. The best example of this is probably the
development of national economic accounting which provides
estimates of such important Keynesian aggregates as national
income, gross product and consumption expenditure. This work,
while pioneered by individua]s,2 has now been largely assumed
by national statistical organizations (such as the Australian
Bureau of Statistics).

(i1) The statistical and mathematical methodology necessary to
formalize, estimate and operate relationships in economic models
has advanced greatly since the formation of the Econometric
Society in 1930. It is worth quoting part of the expressed aims
of this Society: "The Econometric Society is an international
society for the advancement of ecohomic theary in its relation
to statistics and mathematics ... Its main ubject shall be to
promote studies that aim at the unification of the theoretical-
quantitative and the empirical-quantitative approach to economic
problems and that are penetrated by constructive and rigorous
thinking similar to that which has come to dominate in the

natural sciences.“3

(i1i) A11 of the effort necessary to produce the work listed above
would be almost worthless were it not for the development of the

electronic digital computer, which has not only eliminated the

2See, for example, Clark (1938).

3From Section I of the Constitution, quoted in every copy of
Econometrica.
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drudgery of tedious arithmetic, but has ailowed model builders
the capacity to plan and operate on a much higher Tevel of
complexity, simply because computers can construct, store,
arrange and process numerical information in great quantity at
great speed.

These advances have enabled econometricians to construct models
of economic systems which provide numerical answers to questions posed
by policy and decision makers, whether in government or in private
business.

This is an important service, given that actual economic systems
are not amenable to replication and experimentation.

Most econometric model building effort has been directed to
modelling aggregate or national economic systems. This is largely
because of the development of Keynesian eccnomics and the consequent
attention given to solving problems of the stability and growth of
national economies. This emphasis is an outcome of the greater involve-
ment of national governments in economic management, and it has produced
many benefits in understanding of econometric modelling. Much of the
technical knowledge now held in this field has come from the Brookings
quarterly econometric model of the United States (which has been
completely superseded by newer, presumably better models). As Klein
concluded in the mid-seventies review of the Brookings model in Fromm
and Klein (1975, p. 14), " ... the Brookings model project served
primarily as a research center for theoretical and methodological
work on econometric model building".

Some of the major macro-econometric models which have been built
in the United States are:5

4For a brief discussion on the worth of macro-economic modelling,
see Jonson and Norton (1979).

5Of course, models have been built for many other countries: e.g.
for the UK, see, Pearce (1976) and Ball (1974); for Canada, see,
Helliwell et 7. (1969); for Japan, see, Tatemoto et al. (1977).
Waelbroeck (1976) contains details of models for Australia, Austria,
Belgium, Canada, Finland, France, West Germany, Italy, Japan,
Netherlands, Sweden, United Kingdom, United States of America and
several groupings of developing countries.
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(a) The Brookings quarterly econometric mode1.6 This model was
constructed in the early 1960s by a "committee" of economists each
concerned with his own speciality. At the time, the Brookings
model was the largest ever attempted and incorporated many new
theories and techniques. It contained 176 endogenous and &2
exogenous quarterly variables, and was estimated from 1949 to 1960.

(b) The Wharton annual and industry forecasting mode1.7 This model is
a derived version of the original Wharton model, and provides
disaggregated long-term forecasts of price and quantity data,
through having built into it an input~output information system.

(c) The DRI (Data Resources, Inc.) Model.® This is currently the
largest macro-econometric model, with 718 endogenous and 170
exogenous variables. It has been estimated from first quarter
1956 to second quarter 1976. The DRI model is also highly
disaggregated by industry and is attached to an input-ocutput
system. It is interesting to note that this model was estimated
and is maintained by a commercial venture which sells services,
information and forecasts to subscribers in government and industry.

In Australia, there have been four major macro-econometric model
building efforts. These are:9

10 There are two

groups of models - the first, RBI, was developed during the late
1960s and has by now decayed enough to be considered obsolete.
The other group, RBII, contains 'minimal' models in continuous

(1) The Reserve Bank of Australia suite of models.

time. This group is currently being further developed and
analysed.

6See Duesenberry et al. (1965).

7See Preston (1975).

8See Data Resources, Incorporated (1976).

9For a good introduction to the first three sets of Australian
models, see Challen and Haggar (1979). This listing excludes two
earlier models of the Australian economy, Kmenta (1966) and Nevile (1975).
McKibbin (1980) is a comparative analysis of three Australian models.

]OSee Norton and Henderson (1972} and Conference in Applied Economic
Research (1977).
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(ii) The Australian Treasury and Australian Bureau of Statistics
Model.'! This model is similar in style to the earlier RBI
model, but has been maintained sufficiently to be still in
operation. It is usually referred to as the NIF model (National
Income Forecasting). The model is quarterly. It is not limited
to forecasting purposes and is the best placed to contribute
economic policy advice to the Australian Government.

(ii1) The IMPACT Mode].]2 The IMPACT project is an inter-agency

(Australian Government Departments) project designed to obtain
" ... insights into a wide range of medium through Tong term
issues relating to the structure of the Australian economy and
its workforce".]3 The project consists of four modules, which
comprise two models. This is shown in Figure 2.1.

(iv) The Institute of Applied Economic and Social Research Mode].14
This is the Institute Multi-Purpose Model (IMP model). This
ambitious model was developed at the University of Melbourne
largely as a contract service for providing econometric forecasts
of the Australian economy for a number of private companies. The
model structure has not been published, but has been reported to
contain over 6000 equaticns in 8 modules covering 125 sectors of
the economy. Brain (1977, p. 59) reported that a regional

(state) module was planned.

2.2 THE CASE FOR REGIONAL ECONOMETRIC MODELS

Much effort has gone into certain areas of macro-econometric
modelling -~ particularly into disaggregation by industry. This is an

nSee Higgins and Fitzgerald (1973a).

12560 Powell (1977).

13
14

Powell (1977, p. 11).
See Brain (1977).
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Figure 2.1: The structure of the IMPACT project

Modules Models
1. MACRO
- a small macroeconomic
mode]
2. ORANI IMPACT
- an industry
composition model medium term annual model
3. BACHURCO

- an economic-demographic
and labour force model

4. SNAPSHOT SNAPSHOT
- long term scenarios in long term model
demography, technology
and trade

Source: Powell (1977)
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important disaggregation and it is recognized that any serious attempt
to model an economy must examine industry interrelationships.

However, this is not the ecnly disaggregation which should be
considered. Regions within nations also can behave differently from
each other - just as can industries. Engerman (1965, p. 30) found that
v ., It appears that regional cyclical differentials are of considerable
jmportance, and that they are caused to a significant degree by
specifically regional (as distinct from purely industrial composition)
factors." The argument that regional differences are caused onjy by
differences in industry structure is a gross simplification. It is
tantamount to saying that the same industries behave in the same way,
regardiess of location. If this is true for regions, then it should
be true also for nations. This would have fundamental new implications
for inter-national trade theory, if it were true. To assume an industry
homogeneous across regions implies constant supply and demand conditions
facing the industry. That is, there are no structural differences
between firms in the same industry, labour market conditions are the
same everywhere, transport costs are not significant, and so on. This
is clearly untenable. There exists, then, a case for the regional
disaggregation of macro-econometric models, just as for disaggregation
by industry.

The emergence of such supra-naticnal economic systems as the
European Economic Community (EEC) can support this point. Would it be
seriously questioned that the establishment of common tariffs (to the
rest of the world), commen industry policies (e.g., in agriculture and
iron and steel) and free factor mobility (within the EEC) has eliminated
the justification for separate national macro-econometric models? Since
the member nations of the EEC still have available formidable instru-
ments in fiscal, monetary and external policy, and still have their own
interests as primary objectives, the answer can only be that the
Justification still exists. In fact, it can be argued that common
policies, and gradual economic integration, have resulted in a further
need for economic modelling, viz a Community wide macro-econometric
model, which should be disaggregated by industry, nation and (sub-
national) region. (Efforts are now being made to integrate a number
of national (broadly QECD) macro-econometric models together to
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investigate trade 11‘nkages.)]5

There can be no doubt that, while the member nations of the EEC
still concern themselves predominantly with their own macro-economic
concerns, there exists a need for macro-economic coordination at the
Community level. This is stated explicitly in the Treaty of Rome. As
swann (1970, p. 134) states it:

The Community rules for dealing with cyclical and balance-
of-payments problems are contained in Articles 103 to 109.
Article 103 is the only one relating to cyclical policy.

It states that member-states shall regard as a matter of
common concern their short-term economic policies and shall
consult with each other and the Commission on measures to
be taken in response to current circumstances. Article

104 enjoins each member-state to walk the all too familiar
tight-rope: they shall pursue the economic policies
necessary to maintain equilibrium of the balance of payments
and confidence in the currency whilst simultaneously
ensuring high employment and stahility of prices. In order
to achieve all this, Article 105 requires the member-states
to co-ordinate their economic policies. This Article
specifically calis for co-ordination in monetary matters as
well as collaboration between budgetary authorities and
central banks. Article 106 ... is designed to deal with the
problem of exchange control inhibiting the integration of
commodity and capital markets. Article 107 requires each
member~-state to treat its policy with regard to exchange
rates as a matter of common interest.

The situation in the EEC can be compared with that existing in
a federation, e.g. the USA, Canada and Australia. The component
states of a federation share common tariffs, common exchange rates,
a common menetary system, free factor mobility and a central government
with responsibility for the overall direction and coordination of
stabilization policy. (It is possible that the EEC if political
integration proceeds, may evolve to such an economic system.) The
component states all have state governments which can implement certain
economic policy instruments. In the USA, for exampie, state income
taxes are not uncommon, and in Australia, Stage 2 of the New rfederalism
arrangements provide that,

15Th1‘s is Project LINK, an attempt to study the international
transmission mechanism by Tinking together a number of national
econometric models through their trade equations. See Ball (1973)
and Waelbroeck (1976).



17

(22) Under Stage 2 each State will be able to legislate to

' impose a surcharge on personal income tax in the State
{but not company taxation or withholding tax on dividends
and interest) additional to that imposed by the
Commonwealth, or to give (at cost to the State) a rebate
on personal income tax payable under Commonwealth law
and to authorise the Commonwealth to collect the
surcharge or grant the rebate as its agent.

(26) The level of any State surcharges or rebates will be
a matter for consideration by each State; relevant
decisions will be taken within an appropriate frameweork
of consultation with the Commonwealth and, as considered
appropriate by the surcharging or rebating State, with
other States, but ultimately the level cof surcharge or
rebate will be a decision for each individual State.
In exercising these powers the States will accept
responsibility to work in parallel with and not in
negation of the overall economic management policies
of the Commonwealth.!®

It is not meant to suggest here that stabilization policy, using
fiscal instruments, is feasible for the states of the Australian
Commonwealth. It is suggested, though, that the size of state govern-
ments in a federation such as Australia, and their intluence on
economic activity are often underestimated. In Australia, in 1978-79,
government final consumption expenditure by State and Local Authorities
was $10981m; while by Commonwealth Authorities it was only $5763m,
about one-half that of the other governments.

Engerman {1965) has placed the primary responsibility for the
determination of macro-economic stabilization policy with national or
federal authorities. This is not unreasonable, given the need for over-
all national well-being, the need for coordination, and the difficulty,
due to demand spillovers, of limiting or regionalizing state government
policy effects. However, he goes on to say:

Nevertheless, the fact that the federal government is the
most efficient unit for undertaking stabilization measures

and for bearing their costs does not eliminate a concern
with regional factors, nor does it follow that state (and

]GAustralian Treasury (1978, p. 14). This reference is the 1978-79
Budget Paper No. 7 of the Commonwealth of Australia.
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local) governments have no role to play in stabilization
policy. Indeed, through proper inter-level ccoperation,
a more efficient regional orientation can be secured than
would be possible by reliance on purely federal policies,
such as the letting of contracts on the basis of regional
criteria (as distinguished from cost alone), the use of
regionally selected public works programs, or regionally
oriented variation in excise tax rates. State and local
governments can function as administrative and planning
units in the implementation of federally Tinanced policies.
Perhaps the most efficient policy would establish federal
grants to state (or local) governments yet leave these
governments considerable discretion in the choice of
specific programs.!”

A different point of view, however, is provided by Breton and
Scott (1978, p. 141), who claim that: (First)

... stabilization policy need not be conducted by 'national'
governments. Both micro and macro stabilization policies
can be carried out at various levels, Second, we have shown
that organizational costs will vary with the level chosen.
Third, we have shown that while it is feasible to assign
powers pertaining to a different level than the currency
and monetary policy powers are assigned, co-ordination
problems might tend to place the assignment of powers to
implement macroeconomic stabilization policies at one of
the two levels only. But, to reiterate, that level need
not be the 'national’ level.

Without taking a position on the level of assignment of the
stabilization functions in the Australian federation, it is suggested
that more attention could be paid to state aspects of national
stabilization.

In other words, it is suggested that the Australian states
themselves demand answers to economic problems within their own borders,
and share responsibility, with the Commonwealth, for their own ecoromic
performance. Table 2.1 demonstrates that there are differences in
three of the main macro-economic indicators among the states and
territories of Australia. Unemployment and inflation are shown since
they are important indicators of stability. The state with the highest
unemployment rate in May in 1979, South Australia, had a 44% higher
rate than the Towest state, Victoria. Inflation (as measured by the

rate of change of the consumer price index) had a range of 1.2% in

e —

]7Engerman (1965, p. 56).
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Selected economic indicators, by state

Consumer Price
Index: A1l Groups. Average Weekly

Unemployment Percentage change 3 Earnings:d A1l

Region rate, total from previous year. employees
(%) (%) (%)
(May 1979) (1979-80) {(May 1979)
New South Wales 6.3 10.6 210.40
Yictoria 5.2 10.0 211.90
Queensland 6.4 G.7 199.10
South Australia 7.5 10.1 195.80
Western Australia 6.7 9.4 200.70
Tasmania 6.1 10.2 202.00
Northern Territory 5.7 - -
Australian Capital
Territory 7.7 10.7 242.50
Australia 6.2 10.1 207.90

a Metropolitan areas for states and territories. Weighted average
of seven capital cities for Australia. Darwin not included.

Sources: ABS, Catalogue Nos. 6201.0, 6302.0 and 6401.0.
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1978-79. Earnings were included in Table 2.1 to illustrate differences
in wage-earner incomes among the states. Average weekly earnings in
south Australia in May 1979 were $195.80. This was 7,6% below the
figure for Victoria, the state with the highest average weekly earnings.
Interestingly, the Australian Capital Territory had, for the periods
listed in Table 2.1, the highest unemployment rate, the highest rate

of inflation, and the highest average weekly earnings. While the high
earnings reflects the concentration of well paid public servants, and
thus a specialized industry/occupation structure, it is clear that the
comparatively massive government expenditures in the ACT have not
resulted in low unemployment in the ACT, but, due to the spiliover
effect of import leakages, have had employment generating effects

which have been dissipated throughout Australia.

Table 2.2 shows annual growth in real gross product for both
Queensland and Australia for the years 1970-71 to 1978-78. These GSP
data are taken from Chapter 3 of this thesis. They reveal considerable
differences in the level and timing of economic growth.

Differences in economic structure and activity among the states
make the simple scaling down to the states of national aggregates
from national macro-econometric mcdels inappropriate. As well, since
national econometric models de not include individual state policy
instruments, they cannot be relevant to state policy makers. It is
important to note that states have the political will to be interested
in, and to affect in practice, their own economic growth, development
and performance. It would be difficult otherwise to see the need for
such state departments as Queensltand's Department of Commarcial and
Industrial Development and Victoria's Department of Economic
Development.

Klein (1969, p. 105) has given a clear rationale for the need for
regional, as well as national econometric models:

Users of econometric forecasts or policy simulations are
generally not satisfied with estimates of national
production, income, employment, and similar variables.
They want to know these magnitudes for specific industries
Or regions. National governments and companies with
nationwide markets are keenly interested in the naticnal

aggregates now generated by econometric models, but state

governments and businesses with limited market_areas have
Special interests in the generation of regional variables.
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Table 2.2: Comparison of rates of real economic growth

Year

1970-71
1971-72
1972-73
1973-74
1974-75
1975-76
1976-77
1977-78
1978-79

Source:

in Queensiand and Australia,
1970-71 to 1978-79

Rate of Growth Rate of Growth
of real GSP in of real GDP in
Q