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Introduction

Since we emerged from the lockdown phase of the COVID-19 pandemic 
that began in 2020, it is clear that something important has changed. 
Old certitudes about work and life, government and politics, and the way 
the economy works were being questioned even before the pandemic. 
Now they appear to have collapsed altogether. 

The contrast between our current situation and that at the turn of the 21st 
century is startling. As the sun rose on New Year’s Day 2000 and it became 
apparent that the much-predicted ‘Millennium Bug’ had failed to bite, the 
world seemed to have entered a new era of capitalist prosperity. That new era 
had been prophesied in numerous writings, ranging from academic works 
such as Francis Fukuyama’s The End of History (1992) to airport bestsellers 
like Thomas Friedman’s The Lexus and the Olive Tree (1999).

Many terms have been used to describe the set of ideas and policies that held 
sway at the beginning of the 21st century. 

In most cases, these terms were initially positive or neutral, but they became 
primarily pejorative over time. This reflects the fact that critics of a ruling 
ideology need terms to describe it. By contrast, those who accept and 
implement such an ideology rarely see it as such. 

Terms used to describe the newly dominant ideology included ‘economic 
rationalism’, the ‘Washington Consensus’ and ‘market liberalism’. Political 
and economic commentators finally settled on ‘neoliberalism’.

As is usual with any widely invoked political concept (for example, 
‘democracy’ or ‘socialism’), the term neoliberalism has been used and misused 
in many different ways. The range of different uses of ‘neoliberalism’ has led 
some (primarily supporters of neoliberal ideas) to suggest that the term is 
nothing more than a slur, applicable to anything left-wingers dislike.
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But it is still true, as US Supreme Court Justice Potter Stewart famously 
said of obscenity, that even if we can’t define neoliberalism precisely, we 
can recognise it when we see it. Properly understood, it is the ideological 
underpinning of the era of financialised capitalism that emerged from the 
economic crises of the early 1970s and remained dominant for the rest of 
the 20th century. 

The central idea of neoliberalism was that markets, particularly financial 
markets, generally outperform governments in the allocation of resources 
and investments. Neoliberalism came in a variety of forms, reflecting 
the variety of liberalism itself, but was different from preceding forms 
of liberalism because of the need to respond to the successes and failures of 
social democracy in the second half of the 20th century. In one form or 
another, neoliberalism became the unquestioned basis for the thinking 
of both centre-right and centre-left parties around the world.

My own academic career has coincided almost exactly with the era of 
neoliberalism. My first journal article was published in 1979, the year 
Margaret Thatcher became prime minister of the United Kingdom (UK) 
and inaugurated the program of radical reform that became known as 
Thatcherism. I began work on this retrospective volume in late 2022, just 
after Liz Truss ended her brief and disastrous stint in the same position. Her 
sole accomplishment in that period was to demonstrate that a Thatcherite 
policy program was no longer acceptable, even to financial markets.

Between those endpoints, neoliberalism surged around the world, taking 
different forms in different countries and reaching a triumphal high point 
in the 1990s. Successive financial disasters, culminating in the Global 
Financial Crisis (GFC) of 2008, discredited the central ideas underlying 
neoliberalism. However, these ideas remained part of the mental equipment 
of the political and policymaking classes. As soon as the immediate crisis 
was  over, neoliberalism re-emerged in zombie form,1 driving disastrous 
policies of austerity that produced a decade of miserable economic 
performance throughout the capitalist world.

It is only in the last five years or so that new thinking has begun to fill the 
gap left by the failure of neoliberalism. Ideas like universal basic income, 
a four-day working week and autonomous remote work have moved from 

1  My book Zombie Economics: How Dead Ideas Still Walk Among Us (Quiggin 2010) developed this 
trope, describing the life cycle of zombie ideas, from birth through life and death to reanimation in 
undead form.



3

INTRODUCTION

the margins to the centre of the policy debate. The movement towards 
gender equity has extended to encompass measures including parental leave 
and expanded provision of childcare. Privatisation has been replaced by an 
expansion of public enterprise in a variety of fields. Serious efforts are finally 
being made to bring global financial markets under control.

Over the 40 years of neoliberalism, I have written hundreds of journal 
articles, book chapters and opinion pieces presenting a critical view of the 
dominant ideology and, more recently, advocating alternatives. In this book, 
I have picked a representative selection of these, running from the 1990s to 
the last couple of years.

The book is organised as follows.

Chapter 1, originally published in 1987, was my first venture into the 
public debate over productivity and economic growth. It was published 
in the Current Affairs Bulletin, a peer-reviewed journal produced by the 
Workers Educational Association. The journal made valuable contributions 
to Australian public debate from its inception in 1947 until 1998. The gap 
created by its departure has been filled by online publications, most notably 
The Conversation.

The article was a response to a string of jeremiads put out by supporters of 
what came to be known as ‘micro-economic reform’, predicting economic 
disaster if the policies they proposed were not implemented. The supposed 
poor performance of the Australian economy relative to that of Japan was 
of particular concern.

My central observation, repeated in different forms in much of my 
subsequent work, was that the supposed decline of Australia’s relative living 
standards was largely a statistical illusion, and that the apocalyptic scenarios 
in which Australians were doomed to become the ‘white trash of Asia’2 were 
unlikely to eventuate.

Rereading the article after nearly 40 years, I would change almost nothing. 
I have deleted two figures that I could no longer reproduce from the available 
data and that added nothing to the analysis.

2  As Dobell (2015) observes in relation to the ‘white trash of Asia’ catchphrase, ‘Pinning down great 
quotes can be an experience as ephemeral and exasperating as hunting the snark.’ Nevertheless, Dobell 
ultimately attributes the phrase to Lee Kuan Yew, former prime minister of Singapore.
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Chapter 2 is a retrospective, examining the rise and decline of neoliberalism 
from the 1970s to the COVID-19 pandemic. I present a ‘three-party’ 
model, in which the main movements driving contemporary politics are 
categorised as neoliberal (soft or hard), Trumpist3 and leftist. In conclusion, 
I discuss the requirements for a successful left response to the crisis and offer 
some suggestions for a way forward.

Chapter 3, drawn from my 1996 book, Great Expectations, turns the focus 
back to Australia. I describe the background of Australian neoliberalism 
(referred to at the time as ‘economic rationalism’ or ‘micro-economic 
reform’). The growth of the state from the Second World War to the 
Whitlam government is contrasted with the subsequent retreat under Fraser, 
Hawke and Keating. The chapter ends with a discussion of the National 
Competition Policy, which turned out to be the last major instalment of 
micro-economic reform.

Chapter 4, written for the Committee for Economic Development of 
Australia and published in their journal Growth, deals with what is arguably 
the most distinctively neoliberal policy project, that of privatisation. 
The  Thatcher government, in particular, focussed heavily on reversing 
the growth of public enterprise that had taken place over the course of the 
20th century. By 2002, when this chapter was written, the project was 
running out of steam. The promised benefits of privatisation had not been 
delivered, and new privatisation proposals were facing increased opposition. 
My article proposed a revival of the concept of the mixed economy, in 
which both privatisation and nationalisation were available as policies to 
achieve an appropriate balance between the public and private sectors. 
Twenty years later, with large-scale Australian government initiatives in 
telecommunications and energy infrastructure, including the National 
Broadband Network (NBN) and public investment in renewable energy, 
such a policy seems to be emerging.

Chapter 5, first published in The Economic and Labour Relations Review, 
was notable at the time for treating neoliberal micro-economic reform as 
a policy agenda with a fixed beginning and end. Most commentators agree 
that micro-economic reform in Australia began with the floating of the 
dollar by the Hawke government in 1983. When the chapter was originally 

3  I formerly used the term ‘tribalist’, which is unsatisfactory in various ways, as is Piketty’s ‘nativism’. 
Donald Trump leads and exemplifies the political tendency I am talking about, so ‘Trumpist populism’ 
seems the best term to describe it.
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published, the dominant assumption was that ‘reform’4 was essential and 
would continue indefinitely. By contrast, I argued that the process had 
already ended with the introduction of the goods and services tax (GST) in 
2000 and that, for the most part, the reform agenda had been exhausted. 
Over time, this latter point has become conventional wisdom. Calls for a 
return to ‘reform’ are obligatory in various contexts but are no longer taken 
seriously by anyone. 

The main point of the chapter was that the benefits of reform had been 
oversold in various respects. Most relevantly to contemporary debates, 
I  stressed the role of unsustainable increases in working hours and work 
intensity as a driver of the brief and illusory ‘productivity miracle’ of the 
early 1990s. In the wake of the pandemic lockdowns, issues of this kind are 
coming to the fore, with the rise of remote work and calls for a four-day 
standard working week.

Chapter 6, first published in the Australian Economic Review, was written 
in the aftermath of the GFC and summarised the key arguments of my 
book, Zombie Economics: How Dead Ideas Still Walk Among Us. I argued 
that the crisis provided sufficient evidence to reject the dominant models in 
academic macro-economics and finance theory, as well as policy claims such 
as the ‘trickle-down’ hypothesis and the case for comprehensive privatisation. 
In reality, few of these lessons were learned, and much of the policy response 
to the crisis has been irrelevant or counterproductive. As a result, we have 
learned some unflattering lessons about the economics profession, including 
policymakers, commentators, central bankers and academic economists.

In Chapter 7, which is based on a paper presented to a Reserve Bank 
conference, I return to the topic of productivity growth. By the time the 
paper was presented in 2011, it was clear that the supposed ‘productivity 
miracle’ of the 1990s was, at best, a temporary blip, and that all the measured 
gains had subsequently been lost. By this time, Australians recognised that 
calls for ‘reform’ and ‘improved productivity’ were little more than code 
words for ‘work harder with fewer resources, and produce more’. As these 
calls were increasingly ignored, work intensity declined, and productivity 
slowed. In further writing, not included in this volume, I made the case 
that productivity growth in Australia is mainly driven by improvements 

4  The word ‘reform’ is frequently used with a positive connotation, implicitly assuming that change is 
beneficial. However, this usage requires some level of agreement on the desirable direction of change. I use 
it to mean simply ‘a change in form’, without any implication as to the desirability of that change.
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in information and communications technology (Quiggin 2017; 2018). 
Since we import most of the associated equipment, technological progress 
is manifested in improved terms of trade rather than measured multifactor 
productivity. The main lesson from this analysis is that Australian workers 
increasingly value work–life balance over increasing material living standards.

Chapter 8, based on an article in a special issue of Politics & Society, deals 
with the rise of financial markets to dominate the global economy in the 
era of neoliberalism. I contrast the adulation accorded to the ‘Masters of the 
Universe’ in the 1990s with the disastrous reality of the Global Financial 
Crisis and offer a number of suggestions for constraining the size and 
activity of the financial sector.

Chapters 9 and 10, written as the era of neoliberalism was drawing to 
a close, look forward rather than backward to possibilities for radical, even 
utopian change. 

Chapter 9 deals with the idea of a universal basic income (UBI) and 
advocates what has been called a Livable Income Guarantee (Quiggin, Klein, 
and Henderson 2020). The central idea is to approach a UBI by focussing 
initially on extending a livable income to larger groups of people. This 
would be done by raising inadequate benefits like JobSeeker to a livable level 
and expanding eligibility to support activities such as volunteering. This 
‘Basic first’ approach may be contrasted with a ‘Universal first’ approach 
of making a payment to everyone in the population but setting it at a level 
insufficient to support a living standard above the poverty line.

Chapter 10 presents arguments for a four-day standard working week. 
Working arrangements of many kinds were upended by the COVID 
pandemic. This experience showed that different ways of working were 
possible, notably including remote work. More broadly, the experience of 
the pandemic has restarted debates about reducing standard working hours 
that have been frozen under neoliberalism. Standard working hours fell 
steadily from 1850 to the 1980s but have been virtually unchanged since 
then. A four-day week is long overdue.
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1
White trash of Asia?

First published in 1987 as Quiggin, John. ‘White Trash of Asia’. Current 
Affairs Bulletin 64: 18–25.1

Introduction
In recent years it has often been claimed that in the absence of radical 
changes in economic policies and social attitudes, Australians will soon be 
the ‘poor white trash’ of South-East Asia. The phrase itself appears to be 
due to Sir Roderick Carnegie, chairman of the mining company Conzinc 
RioTinto Australia, but other commentators ranging from Max Walsh, 
editor of the Australian Financial Review, to Lee Kuan Yew, prime minister 
of Singapore from 1959 to 1990, have made the same general claim.2 
In 1984, the claim was the subject of a conference of the Australian Institute 
of Political Science (AIPS), whose proceedings have recently been published 
as Poor Nation of the Pacific?: Australia’s Future? (Scutt 1985).

The basis of the claim is the fact that, since about 1870, when Australia’s 
income per capita was the highest in the world, Australia’s rate of growth in 
per capita gross national product (GNP) has been slower than that of most 
other nations, with the result that we have fallen to about twelfth on the 
international ladder (depending on how the measurements are made).

1  I wish to thank Pat Quiggin for extensive help with the provision and interpretation of demographic 
data, and Bruce Chapman, Steve Dowrick, Fred Gruen and Tom Nguyen for useful discussions on the 
issues examined here. None of these should be assumed to share the views expressed here.
2  As noted in the Introduction, subsequent analysis has suggested that Lee Kuan Yew was probably 
the first to use the term.
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This relatively poor performance is illustrated by statistics such as those in 
Tables 1.1–1.3. Table 1.1 (taken from Hughes 1985) illustrates the relative 
per capita GDP of Australia and other developed nations over the period 
1870–1976. At least at first sight, it gives evidence of a dramatic decline in 
Australia’s relative standard of living. Table 1.2 (taken from Dowrick and 
Nguyen 1986) gives more estimates of per capita GDP for the countries of 
the Organisation for Economic Co-operation and Development (OECD) 
over the postwar period.

Table 1.1 Relative GDP per capita (USA=100) 

Year Growth rate

Country 1870 1890 1913 1929 1960 1976 GDP GDP p. cap.

Australia 173 145 107 74 75 80 3.2 1.1

Austria 53 58 48 54 69 2.6 2.1 NA

Belgium 123 104 82 75 66 84 2.1 1.5

Canada 80 77 81 70 78 91 3.8 2.0

Denmark 69 66 73 64 66 76 2.9 1.9

Finland 52 42 41 39 54 71 3.1 2.2

France 87 71 67 66 67 87 2.2 1.9

Germany 68 60 58 51 70 81 2.5 2.0

Italy 69 46 42 37 43 53 2.3 1.6

Japan 35 33 29 32 35 77 3.8 2.6

Netherlands 123 87 69 70 69 80 2.7 1.4

Norway 63 52 47 50 65 85 2.9 2.1

Sweden 54 48 55 61 79 88 3.0 2.3

Switzerland 104 88 74 85 85 78 2.4 1.6

UK 103 81 67 70 67 124 1.8 1.3

USA 100 100 100 100 100 100 3.5 1.9

Source: OECD

The main interest of these type of data for advocates of the white trash thesis 
is the relative ranking of different nations, and, here again, Australia seems to 
have performed poorly. By contrast, over about the last 30 years, the nations 
of South-East Asia have enjoyed very rapid growth in per capita incomes. 
Obviously, if these trends are extrapolated, these nations will, at some point, 
overtake us. Hughes (1985) has undertaken such an extrapolation, and the 
results are presented in Table 1.3.
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1. WHITE TRASH OF ASIA?
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1. WHITE TRASH OF ASIA?

The ‘poor white trash’ image is merely the most extreme manifestation of 
a large literature focussing on differences in the growth of GDP between 
nations. The central message of this literature (or, at least, that section 
published in Australia) is that Australia has performed very badly while 
other countries have performed very well, and that the crucial objective of 
economic policy is to improve Australia’s relative performance compared to 
our competitors. The way to do this, it is suggested, is to copy appropriately 
selected countries that have performed well. Popular examples have included 
Japan, Sweden, the United States of America (USA) and the countries of 
the Association of Southeast Asian Nations (ASEAN). Arguments of an 
analogous kind have been popular in many other countries, including most 
of those listed as exemplars for Australia.

Thus, much of the interest in the predictions of future (relative) poverty 
relates not to their accuracy as forecasts but to their rhetorical use in 
present-day policy debates. Australia’s perceived decline is attributed to 
various aspects of our current socio-economic system, such as protection, 
regulation, taxation and industrial conflict, and we are urged to follow the 
example of our more successful neighbours, such as Japan and the ASEAN 
countries. Since these are a very diverse group, a wide range of policy 
positions can be supported in this way.

For example, in the 1983 election, the Australian Labor Party (ALP) 
used relative growth style arguments to support Bob Hawke’s brand of 
corporatist consensus (which may be justified by a reference to Japanese 
examples). By contrast, most of the contributors to the AIPS study support 
free-market policies, Singapore and Hong Kong being the prime examples. 
With appropriate selections, a similar type of argument could be mounted 
for mercantilist or indicative-planning types of policy or, for that matter, for 
some form of ‘guided democracy’.

This wide range of possibilities may suggest that the thesis is merely a 
debating point that can be used to stress the urgency of whatever policies the 
speaker favours. In fact, however, the adoption of relative GDP growth rates 
as a touchstone of policy success has significant and dangerous implications.

The objects of this article are twofold. The first is to show that the data 
used to back up the ‘poor white trash’ case can be highly misleading. 
In particular, Australia’s apparent relative decline since 1870 has more to 
do with demographic factors than with mistaken economic policies. The 
second object is to argue that concern with relative economic growth rates 
as the major focus of economic policy is both mistaken and dangerous.
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How much do relative living 
standards matter?
The first question to be asked is whether it would matter if the current 
trends in relative growth continued to the point where Australia’s per capita 
income was below that of our South-East Asian neighbours. After all, the 
standard of living for most Australians is already fairly high, and the scenarios 
set out in typical projections of relative growth imply that they will continue 
to improve, although not as fast as those of other countries. Even in relative 
terms, our per capita income is only 5 to 10 per cent lower than that of most 
of the nations currently ahead of us and 20 per cent below that of the richest 
country in the world, the USA (this gap has narrowed significantly over the 
past 25 years). Thus, unless the South-East Asian nations ran far ahead of 
the entire world, our poor-nation status would be difficult to discern from 
a casual examination of living standards.

 Most advocates of the ‘poor white trash’ thesis do not bother to address this 
issue, relying on the impact of its racist imagery and the general presumption 
that more is better. One writer who does address the issue is Helen Hughes 
(1985), who argues that there are two main reasons for concern.

The first is that ‘young Australians will have to seek graduate studies or career 
opportunities in Tokyo or Singapore to be at the frontier of technological 
trends’, while ‘unskilled Australian workers will have to look for jobs as 
maids and waiters in Kuala Lumpur’ (Hughes 1985). If this prospect is 
dismaying, it is worth noting that ambitious young Australians already go 
abroad (most of them to the USA) to be at the forefront of technological 
change and intellectual endeavour generally.

The apparent fear associated with the prospect of our South-East Asian 
neighbours taking over some of these roles would appear to carry with it 
a  hint of racism. This tendency is obviously inherent in the ‘poor white 
trash’ terminology, and it is noteworthy that the AIPS deliberately avoided 
this phrase while carrying over many of the associated preconceptions.

A more serious threat, according to Hughes, is that our standing in 
the region,  which depends on the fact that our economic weight is 
disproportionate to our small population, will be gradually eroded as our 
total GNP becomes smaller in relation to that of the region as a whole. 
But this is inevitable. There is no way that we can prevent the ASEAN 
nations from catching up to the developed world in general, and Australia 
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in particular. The best that can be hoped for, in terms of relative economic 
performance, is that Australia’s per capita GNP will remain somewhat higher 
than that of our neighbours. Even if this is achieved, our small population 
means that our absolute GNP cannot continue to be as large in relation to 
that of the region as a whole as it has been in the past.

It does not seem that the relative growth debate is very useful in adapting 
to these realities. Moreover, this argument concerns absolute GNP, while 
the relative growth debate is almost always couched in terms of per capita 
growth rates. As Table 1.1 shows, Australia’s performance in terms of 
absolute GNP growth has been quite good. Over the period 1870–1976, 
only three developed nations managed higher rates of growth in absolute 
GDP than Australia. Performance over the postwar period was similarly 
reasonable according to this criterion.

An alternative ground for concern over low relative per capita GDP growth 
rates is that they are an indicator of poor economic management, or, more 
generally, of social institutions being antagonistic to growth. It is important 
to consider how useful an indication is provided by low relative GDP 
growth rates.

Some observations on relative growth rates
Before considering any international comparisons of economic performance, 
it is important to note that slightly different methods can yield massively 
different results. Castles (1986) shows that in terms of purchasing power 
for standard consumer commodity baskets, Australia is still in the top 10 
countries of the OECD and has shown no perceptible slide. The same 
difficulties arise for coun tries other than Australia. Dowrick and Nguyen 
(1986), using the criterion of per capita GDP in 1975 in US  dollars, 
show Switzerland as experiencing a relative decline, parallel to Australia. 
By contrast, Kasper (1986), using 1980 prices and exchange rates, shows 
Switzerland as leading the world throughout the postwar period.

Even sharper changes arise when an alternative criterion of assessment is 
applied. For example, differing comparisons have been made on the basis 
of levels, growth rates, and changes in growth rates of per capita GDP. 
In general, countries that do well on the first criterion (such as the USA) 
are likely to do badly on the second (the convergence effect examined by 
Dowrick and Nguyen), while those that do well on the second (such as 
Japan) are likely to do badly on the third.
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There is no reason to confine attention to per capita GDP. Given the fairly 
small differences between the developed countries, it would seem reasonable 
to consider factors such as the labour–leisure trade-off and the equality 
of income distribution before making any comparison of prosperity or 
economic performance. Even a 10  per cent difference in working hours 
could offset a shift of about six places on Dowrick and Nguyen’s league table.

For example, many workers in the USA work a 40-hour week, with 
two weeks of annual leave, no long service leave and about six public 
holidays per year, implying approximately 245 working days in the year. 
A comparable Australian with four weeks annual leave, a monthly rostered 
day off (associated with the 38-hour week), 11 or 12 public holidays and 
long service leave would work about 210 days per year, or about 15 per 
cent less. This is almost exactly enough to offset the difference in per capita 
GDP between the two countries. Similarly, as regards equality of income 
distribution, few would doubt that Sweden is a better country in which to 
be (comparatively) poor than the USA.

Indeed, an appropriate selection of time periods and criteria can make 
any nation look good or bad. For example, it is currently fashionable to 
compare the ‘dynamic’ US economy with the hidebound and over-regulated 
economies of western Europe. Yet, only a few years ago, the USA was being 
compared unfavourably to these very countries. All that has happened in 
the interim is that the USA has moved from a trough to a peak on the 
business cycle. Over the post-1973 period as a whole, the USA has done 
slightly worse than most European economies.

It is quite straightforward even to make a country like Japan look bad. 
For example, Norton and Mcdonald (1981) compare a number of countries 
on the basis of changes in rates of unemployment, inflation and growth 
since 1973. Their purpose is to compare Australia’s performance with that 
of other countries, but when their criterion is applied to changes in growth 
rates, Japan is the worst performer in the OECD.

A crucial feature of the data listed in Tables 1.1–1.3 is the tendency for the 
less developed nations to catch up. This reflects, among other things, 
the fact that it is easier to copy or adapt existing technologies to make 
productivity improvements than it is to develop new technologies from 
scratch. This tendency is not universal; with sufficient mismanagement, 
a lagging country can fall even further behind. However, as Gruen (1982), 
and Dowrick and Nguyen (1986), have shown, there is a general tendency 
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for growth rates to be higher for those nations that are initially worse off. 
Thus, during the period when she specialised in ‘copycat’ manufacturing, 
Japan recorded annual growth rates of the order of 10 per cent. When Japan 
became a technological leader in the 1970s, her growth rates fell to 3 or 4 per 
cent, and it was poorer South-East Asian nations that recorded strikingly 
rapid growth.

It is worth considering the extrapolations presented by Hughes in the light of 
this convergence effect. They are based on the assumption that the ASEAN 
nations can continue their current (or, rather, 1970–81) growth rates long 
after they have caught up to and surpassed Australia, and, for that matter, 
the other developed nations. Such an extrapolation implies that, by the year 
2131, Singapore would have a per capita GDP nine times as large as that 
of the OECD nations but would still be growing more than twice as fast.

Dowrick and Nguyen (1986) cite a number of estimates showing that, all 
things being equal, a poor nation should catch up two-thirds of the difference 
with a rich one over a period of 25 years. As levels of GDP converge, so, 
in  general, do rates of GDP growth. An important consequence of this 
‘catch-up’ effect is the sharp decline in the variance of per capita GDP 
among the developed nations. Since 1973, differences in rates of growth 
have also fallen sharply.

The other major factor that has been shown to affect the rate of growth of 
per capita GDP is population growth. In general, studies of comparative 
growth indicate that a 1 per cent increase in the rate of population growth 
is associated with an increase in total GDP of between 0.3 and 0.9 per cent. 
Since this is less than the increase in population growth, per capita GDP 
growth is reduced as population growth increases.

One noteworthy issue that can only be mentioned briefly is the relationship 
between economic growth and spending on armaments. In the classical 
theory of economic growth, armaments expenditure is a straightforward 
subtraction from savings devoted to productive investment. On the other 
hand, there has been an influential school of thought suggesting that 
‘military Keynesianism’ has played a vital role in preventing stagnation and 
promoting growth.

Looking at the best and worst performers in Table 1.2, the United Kingdom 
and Japan, it is noteworthy that one has struggled to maintain Imperial 
pretensions, while the other has been forcibly prevented from making 
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major  arms expenditures. Of all possible paths to greater worldwide 
prosperity, a  reduction in arms spending seems both the most appealing 
and one of the most practical.

In general, however, the most important point to be derived from the 
study of international growth rates is the fact that differences in both total 
levels of GDP and the rate of growth of GDP have become generally smaller 
over the postwar period. Differences in growth rates among the developed 
nations since 1973 have been very small indeed, with 15 of the 24 nations, 
including Australia, falling in a range of only 1.5 per cent. As regards the 
developed nations, relative growth is an issue whose time has passed.

Assessing Australia’s performance

1870–1930

In light of these general comments on international comparisons, what 
can be said about Australia’s economic performance? Perhaps the most 
important  feature of Table 1.1 is that the period of sharpest decline is the 
60  years from 1870 to 1930. Since 1930, Australia’s per capita GDP has 
moved broadly in line with that of other developed countries, although it has 
been slightly below average. Several observations may be made at this point.

First, there is not much value in scrutinising our present institutions for the 
sources of poor economic performance in a period before many of these 
institutions were formed. For example, many commentators place a great 
deal of stress on highly protected industries such as motor vehicles and 
textiles. Yet the motor vehicle industry only dates from the Second World 
War, while the first tariffs on textiles were imposed in 1926. If comparisons of 
relative growth are to be the touchstone of economic performance, it would 
seem that the high protection of these activities has greatly improved our 
performance. Even such a venerable body as tthe Arbitration Commission 
(previously the Arbitration Court) only dates from 1904, towards the end 
of the period of sharpest decline.

Second, while Australia’s comparatively poor performance since 1870 is 
blamed on various defects in our sociopolitical system and, particularly, 
on government policies, no corresponding analysis is given to the previous 
century. During this period, European Australia was transformed from 
a starving convict settlement imposed on a continent occupied by hunter–
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gatherers3 to the richest society (in terms of measured per capita GDP) 
the world had ever seen. It is rarely suggested that this spectacularly good 
performance was the result of brilliant management by the rulers of the 
time. Rather, it is attributed to luck in the form of our endowments of 
natural resources. For many writers it is this endowment of natural resources 
that makes our decline in relative growth rates since 1870 so difficult to 
believe. This betrays muddled thinking. The price of primary commodities 
relative to other goods has fallen significantly over the last century so our 
endowment of natural resources is much less of an advantage now than it 
was in 1870. Therefore, contrary to the popular view, it would have been 
surprising if Australia (or any other primary commodity exporter) had 
maintained higher than average rates of growth over this period.

The discussion so far has implicitly incorporated the assumption that 
measured GDP per capita is a useful basis for comparison. However, 
some features of the Australian data make it particularly unreliable for 
this purpose. First, the data presented by Hughes are based on population 
counts that exclude Aboriginal people,4 although their (low-paid or unpaid) 
labour made a significant contribution to measured GDP. Since Aboriginal 
people formed 9 per cent of the population in 1870 and only about 1 per 
cent in 1930, both the initial level of per capita GDP and the subsequent 
decline are exaggerated to this extent.

Second, the European population in 1870 was very atypical, reflecting a 
frontier society with high rates of immigration (predominantly by young 
adult males) and a small initial population. In particular, the masculinity 
ratio (the ratio of males to females) was much higher than for other developed 
countries. Furthermore, this ratio was highest in the most productive age 
group (those between 15 and 65). Since measured GDP is dominated by 
the work of men and excludes much of the work done by women, it is not 
surprising that Australia’s measured GDP per capita should be very high. 
Over the period 1870–1930, Australia’s masculinity ratio approached that 
of the USA (Table 1.4). The Australian population was also significantly 
younger on average than that of other nations. For example, in 1870 the 

3  Since this article was published, scholarly and public discussion of Aboriginal land management 
has emphasised the role of active practices, including forms of agriculture and aquaculture and the use 
of fire to manage landscapes (Gammage 2012; Reeder-Myers, L, Braje, TJ, Hofman, CA, et al. 2022). 
Nevertheless, monetary measures such as GDP, the central topic of this chapter, are not applicable 
to Aboriginal society before European contact. GDP measures are only meaningful in the context of a 
market economy.
4  The term ‘Aboriginal’ also encompassed Torres Strait Islanders.
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proportion of Australians aged over 65 was only 1.7 per cent compared with 
3.6 per cent for the USA and 7 per cent for the UK. While this was offset 
by a correspondingly higher number of children, the workforce overall was 
substantially younger than that of other countries. In an era when capacity 
for hard physical work was essential, this was conducive to high per capita 
GDP. Once again, Australia approached the international norm in this 
respect over the period 1870–1930, and this was reflected in a decline 
in relative per capita GDP.

Table 1.4 Masculinity ratios 1870–1930

AUSTRALIA UK USA

1870 121 95 102

1880 117 95 104

1890 116 94 105

1900 110 94 104

1910 108 91 106

1920 103 92 104

1930 103 92 102

Sources: US Bureau of the Census—Vital statistics: Rates (various years); UK General 
Register Office Census Reports (various); ‘Population of Australia’; ESCAP Country 
Monograph 9

Australia now appears not as an extreme outlier but as a member of a group 
of leading nations, including the UK and the Low Countries. While it is 
apparent that the USA overtook this group between 1870 and 1930, and 
that several other countries have caught up, the picture of dramatic relative 
decline derived from GDP per capita may be seen to be greatly exaggerated.

1930 to the present

Although the data presented in Table 1.1 have been shown to be misleading, 
there is no doubt that Australia’s economic performance before about 1930 
was somewhat unusual. For most policy purposes, however, it is more useful 
to consider the subsequent period, and in particular the period since the end 
of the Second World War. During this period, Australia’s per capita GDP 
growth perfor mance was anything but unusual. As Table 1.2 shows, it was 
within 0.5 per cent of the average for the 12 richest nations in each of the 
three sub-periods.
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Dowrick and Nguyen (1986) provide a more formal test of performance. 
They estimate several equations that relate per capita GDP growth in a 
range of countries to initial income levels and population growth rates. 
Australia’s growth rate is almost exactly that predicted by the equations, 
with the deviation ranging from +0.5 per cent to −0.3 per cent. Similar 
results are obtained by Gruen (1986), using a slightly different dataset.

How can this be squared with the dire statistics of our slip down the 
international ladder presented by advocates of the white trash thesis? 
As we have seen, convergence means that differences between income levels 
should shrink. Thus, it is not surprising that Australia’s per capita GDP has 
grown more slowly than that of nations that were initially poorer.

However, this alone cannot account for the fact that some nations have 
overtaken us. The explanation offered by the international growth models 
is that Australia’s population has been growing about 1 per cent faster than 
the OECD average. This implies a reduction in relative per capita GDP 
growth of about 0.4 per cent. Because differences in income levels among 
developed countries are now very small, even such a small difference implies 
a large slip down a ladder of comparative levels. In essence, this says more 
about the pointlessness of such league tables than anything else.

A point of particular relevance in the assessment of Australia’s economic 
performance is that, until recently, Australian policy has focussed on absolute 
as much as per capita GDP. This has reflected defence concerns and  the 
existence of a generally shared ideology of development. Thus, while  it 
may be suggested that immigration and tariff policies have led to a lower 
per capita GDP than might otherwise have been possible, it  should be 
recognised that these policies were implemented with a general acceptance 
that some constraints in average income were a reasonable price to pay for 
more rapid absolute growth.

This acceptance is quite explicit, for example, in the Brigden Report, and 
is implicit in the rejection of standard economic criteria for the assessment 
of projects seen as promoting ‘development’, notably through irrigation 
and Northern development. Current views, including my own, tend 
to place a  low or even negative value on development and population 
growth per se. In assessing past performance, however, we should be clear 
that our predecessors did not miss the target. Rather, they aimed at, and hit, 
a different target.
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One aspect of the relative growth debate and the current economic crisis 
has been a series of conflicting claims on the role of migration. Geoffrey 
Blainey and others have called for restrictions on migration as a response to 
recession, while Helen Hughes and others have proposed a return to the mass 
immigration policies of the 1950s and 1960s as a response to poor relative 
performance. The debate has been confusing and, frequently, confused.

One major source of confusion has been a failure to distinguish between 
short-term macro-economic effects of migration and longer-term effects on 
growth in per capita incomes. Oddly enough, the evidence here suggests 
that both sides have got their arguments back to front. The critics of 
immigration have generally focussed on short-term employment effects, 
but the evidence here suggests that these are neutral or slightly favourable.

On the other hand, advocates of mass immigration have frequently 
focussed on long-term effects, but the evidence, including that provided by 
Gruen, and Dowrick and Nguyen, supports the view that high population 
growth tends to reduce per capita GDP growth. It is likely that the 
effects of migration will be somewhat more favourable than those of high 
rates of natural increase, since migrants are likely to be people of working 
age. Nevertheless, the evidence does not support the proposition that 
mass immigration is likely to promote high rates of growth in per capita 
(as opposed to total) GDP.

Both sides of the debate share the view that migration policy should be 
determined primarily by fairly narrow economic considerations. This is a 
natural consequence of the ‘relative growth’ approach. In my view, policy 
should primarily reflect social decisions on the costs and benefits of greater 
cultural diversity, higher population densities and other such effects of 
expanded migration. We should view with suspicion any claim that our 
economic circumstances necessitate either sharp reductions or massive 
increases in immigration.

Playing the relative growth game
In the preceding sections, the specific contentions made by the ‘poor white 
trash’ school have been criticised. The object of this section is to examine 
the general implications of this mode of argument. The misleading claims 
made by users of these arguments reflect the biases inherent in their manner 
of assessing economic performance.
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One noteworthy feature is a strong tendency to select and present statistics 
in such a way as to make relative economic performance for any particular 
country look bad. Conversely, it is possible to select statistics that make any 
particular country look good, and this exercise is occasionally undertaken 
by governments facing re-election. However, in most countries, the purpose 
of international comparisons is typically to demonstrate the poor relative 
performance of the country concerned, and hence to emphasise the urgency 
of adopting whatever policies the person making the comparison wishes 
to advocate. Viewed simply as a way of emphasising the urgency of one’s 
case, the relative growth game may seem harmless enough. In fact, however, 
it yields a seriously distorted attitude to economic policy issues.

For example, it would be generally agreed that Australia’s economic 
performance since 1973 has been considerably worse than during the 
postwar period from 1945 to 1973. However, a concern with relative 
growth rates yields precisely the opposite conclusion. During the relevant 
period, Australia’s per capita growth rate has been much closer to the OECD 
average than in earlier periods.

A second feature of this approach is that it focusses attention on narrow 
measures of GNP without any concern for quality of life. In a general 
context, even the most rigidly orthodox economist would recognise that 
increases in GNP are not necessarily beneficial if they are obtained at the 
expense of increased working hours. In mainstream economic theory, what 
matters is that the allocation of resources should reflect individual preferences 
regarding the relative value of increased leisure and higher income.

Distortions arise when outcomes diverge from these preferences. Yet, in the 
context of the relative efficiency debate, Hughes feels free to write that in 
Australia, ‘a high preference for leisure distorts the allocation of resources’. 
Calls for increased working hours, shorter holidays and other improved 
conditions have been common. Less tangible aspects of the quality of life, 
such as the protection of the environment, are typically ignored completely 
in this debate, except as sources of needless regulation.

The distribution of income is another issue that goes by the board in this 
approach. Indeed, players of the relative growth game such as Michael 
Porter are concerned to decry disputes over the distribution of income 
as a major obstacle to the good of ‘the community as a whole’, which is 
typically measured by average per capita income. In the context of very poor 
developing countries, one could perhaps argue that an increase in the size of 
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the cake matters more than more equitable sharing, since the achievement 
of an average income comparable to that of the developed world would 
make almost everyone better off.

It is, however, very difficult to apply this argument to the developed world. 
The wellbeing of the poor in a range of developed countries is largely 
independent of the minor variations between them in average income. For 
example, the USA has a per capita income 20  per cent larger than that 
of the other developed countries, but its performance on measures such 
as infant mortality and homelessness, which are closely related to levels of 
deprivation, are among the worst in the developed world.

A more subtle feature of the relative growth game is the way in which key 
policy issues are prejudged. For example, there is considerable scope for 
debate over the importance of external competitiveness as compared to 
measures of domestic wellbeing such as unemployment levels. The relative 
growth approach implies a single-minded concern with competitiveness 
on the assumption that everything else will come right in the end. This is 
seen at its worst in the prolonged deflation imposed by Margaret Thatcher, 
which, after her serving two terms in office, has yet to produce tangible 
domestic benefits.

A second important feature of the relative growth game is that issues 
relating to the overall world economy are largely ignored. This is despite 
the fact that, among the developed countries, the worst performers prior 
to 1973 did almost as well as the best performers since 1973. Insofar as 
the sharp downturn since 1973 is discussed at all in the relative growth 
literature, it is typically regarded either as the result of an exogenous shock 
in the form of the increase in Organization of the Petroleum Exporting 
Countries (OPEC) oil prices or as the result of mistaken domestic policies 
adopted independently (but simultaneously) by a large number of different 
countries.

The most important topic of economic analysis should attempt to analyse 
the problems of the world economy and seek to propose remedies at a global 
level. The relative growth approach totally excludes this task from the agenda. 
Severe difficulties, particularly in the form of intractable trade deficits, have 
been encountered by countries that have attempted to maintain growth rates 
substantially in excess of those of their trading partners. Examples include 
countries as diverse in their institutional structure and policy background as 
France, Australia and the USA.
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Against this backdrop, supporters of the relative growth approach point to 
the success of the East Asian countries in maintaining high growth rates. 
In the last two years, however, the Philippines has entered a seemingly 
intractable economic crisis, South Korea has encountered significant 
balance-of-payments problems, and Singapore has issued forecasts of 
negative real growth. All of these problems may be traced to low export 
demand associated with the poor performance of the world economy as a 
whole. Players of the relative growth game have essentially nothing to say 
about this issue.

Concluding comments
Prophets of all kinds have long found predictions of impending doom an 
indispensable aid in gaining and holding the attention of their audiences, 
especially when they can promise that careful obedience to the prophet’s 
commands is the only method of averting this doom. The prediction that 
Australians will soon be the poor white trash of Asia has been used in 
precisely this fashion.

While shock tactics may sometimes be salutary, it is extremely unfortunate 
that the advocates of this approach have chosen to focus on minor, and 
rapidly decreasing, differences in growth rates at a time when growth 
throughout the developed world has been painfully slow. The prospect of 
significant worldwide falls in rates of growth, and even in the actual level 
of per capita income, is uncomfortably close. In this light, arguments about 
which nation is doing the least badly are not merely irrelevant but positively 
damaging to prospects for international cooperation.

There is, no doubt, substantial scope for improvement in Australian economic 
performance within the constraints imposed by the world economy. Efforts 
towards such an improvement are likely to be more rewarding if they are 
motivated by the desire to improve the lives of Australians rather than 
a need to keep up with the international Joneses.
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Introduction
The term ‘neoliberalism’ is widely used, and it is often misused and 
misunderstood. Properly understood, it is the ideological underpinning of 
the era of financialised capitalism that emerged from the economic crises 
of the early 1970s and remained dominant for the rest of the 20th century. 
Its central idea was that markets, particularly financial markets, generally 
outperform governments in the allocation of resources and investments. 
Neoliberalism came in a variety of forms, reflecting the variety of liberalism 
itself, but it was different from preceding forms of liberalism because 
of the need to respond to the successes and failures of social democracy in 
the second half of the 20th century. In one form or another, neoliberalism 
became the unquestioned basis for the thinking of both centre-right and 
centre-left parties around the world.1

1  Ideology always looks like common sense from the inside. That is why supporters of neoliberalism 
hardly ever use this term (or any ideological term) to describe themselves, and why they are so hostile to 
being labelled in this way.

http://doi.org/10.1007/978-3-030-78795-0_6
http://doi.org/10.1007/978-3-030-78795-0_6
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The era of unquestioned neoliberal dominance came to a sudden end on 
15 September 2008, when the bank and financial services firm Lehmann 
Brothers filed for bankruptcy. This collapse signalled the failure of attempts 
by the US authorities to manage the crisis that had originated in markets 
for housing loans to ‘subprime’ (that is, low-income or high-risk) borrowers. 
Within a week, the global financial system was in crisis, and governments 
were forced to engage in massive bailouts. 

The years since the Global Financial Crisis (GFC) have been characterised 
by chronic upheaval. The bailouts needed to prevent the collapse of the 
financial system in turn produced fiscal crises, most notably the sovereign 
debt crisis in the European Union (EU). These crises were resolved by 
austerity policies that produced drastic cuts in public services and living 
standards while leaving the financial sector essentially unscathed. As a 
result of the crises, the neoliberal consensus that had prevailed up to the 
GFC broke down. On the political left, radical critics of capitalism such as 
Jeremy Corbyn and Bernie Sanders challenged the ‘Third Way’ doctrines 
of Tony Blair and Bill Clinton. On the political right, the loss of faith in 
neoliberalism was reflected in the British withdrawal from the EU, known 
as Brexit, and the election of Donald Trump to the presidency of the USA.

The final shock came with the COVID-19 pandemic. Faced with a drastic 
economic upheaval, governments around the world responded with 
intervention on a massive scale. Dogmas about balanced budgets and 
the perils of public debt, already honoured more in the breach than the 
observance, were discarded overnight. The pandemic required massive 
intervention in labour markets, housing, financial markets, the health 
system and international trade. Some of these interventions will be unwound 
when the pandemic recedes, but not all. The system that emerges from the 
pandemic will undoubtedly be capitalist and more or less inequitable, but it 
will not, in any meaningful sense, be neoliberal.

The aim of this chapter is to describe the evolution of neoliberalism, 
beginning as an oppositional movement in the era of Keynesian social 
democracy and the Bretton Woods system, attaining dominance from 
the early 1970s onwards and collapsing in the face of the crises of the 
21st century. Prospects for the future will be considered briefly.

The chapter is organised as follows. Section 1 presents neoliberalism in 
relation to liberalism, the intellectual tradition from which social liberalism 
and social democracy are also primarily derived. A distinction is drawn 
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between ‘hard’ and ‘soft’ versions of neoliberalism. Section 2 describes the 
rise of social democracy, focussing particularly on the period following 
the Great Depression, which largely discredited the classical liberal model 
on which neoliberalism is based. The crisis of the 1970s, and the failure 
of social democracy to present an adequate response, are the focus of 
Section  3. Section 4 is devoted to the rise of neoliberalism, both as an 
ideology, and as a political and economic force gaining its strength from the 
massive expansion of the financial sector. After that, in Section 5, we focus 
specifically on soft neoliberalism, the modified version of neoliberalism 
adopted by social democratic parties in the 1980s and 1990s. Section 6 
deals with the decline of neoliberalism, from the crises of the late 1990s 
to the GFC of 2008. In Section 7 we examine the political implications of 
the failure of neoliberalism. A three-party model is presented, in which the 
main movements driving contemporary politics are categorised as neoliberal 
(soft or hard), tribalist and leftist. In conclusion, we discuss the requirements 
for a successful left response to the crisis and offer some suggestions for 
a way forward.

What is neoliberalism?
The evolution of neoliberalism has been a complex process, exacerbated by 
disputes over the meaning, and even the legitimacy, of the term. It is widely 
seen as a meaningless, all-purpose pejorative.

The need for a definition of an ideological movement is felt much more by 
its critics than by its supporters. Ideology always looks like common sense 
from the inside, and a dominant ideology just seems like ‘what everyone 
knows’. For this reason, followers of a dominant ideology resist the use 
of any specific name or label to describe their position.

One result is that labels of this kind, including ‘neoliberalism’, are almost 
always used negatively and, as a result, overused to refer to anything the 
speaker dislikes. In a discussion of broader historical and political trends, 
however, ‘neoliberalism’ is too useful a term to forego, despite the confusion 
that surrounds it. Instead, we need to address some of the sources of this 
confusion.

As the name implies, neoliberalism is a descendant of liberalism, a tradition 
that, in various forms, underlies most contemporary streams of political 
thought. An obvious starting point is the greatest of 19th-century liberals, 
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John Stuart Mill. Mill is best known today for his strong defence of free 
speech, his advocacy for equality for women and his steadfast opposition to 
slavery. Over the course of his lifetime, his views on economic issues shifted 
from the free-market orthodoxy of classical economics to an abstract form 
of socialism.

All these aspects of Mill’s thought are reflected in different streams of liberal 
thought. From Mill onwards in North America and most of the English-
speaking world, the dominant version of liberalism was social liberalism, 
combining support for civil liberties with advocacy for a range of government 
policies to limit income inequality and alleviate poverty. 

In Europe, from the early 20th century onwards, social liberalism was largely 
subsumed by social democratic and labour movements. The term ‘liberal’ 
was more closely associated with the political right, and with free-market 
economic analysis, in which Millian concerns about free speech were less 
prominent. This tendency is sometimes referred to as ‘classical liberalism’. 

The term neoliberalism embodies these ambiguities and has been coined at 
least twice to apply to different, but closely related, developments within 
liberalism. I will distinguish these as soft and hard neoliberalism.

In the USA, the term neoliberalism was used from the 1990s onwards to 
describe a shift to the right by social liberals, particularly those termed 
‘New Democrats’.2 Here, the key ideas were a focus on ‘sound’ economic 
management, acceptance of financial deregulation and market-based 
policies more generally, and avoidance of class rhetoric. 

In one form or another, soft versions of neoliberalism came to dominate 
social liberal and social democratic parties throughout the English-speaking 
world. The term ‘Third Way’ was often applied to this development 
(Giddens  1998; Giddens 2000), with the suggestion that this approach 
represented a new development in social democracy rather than 
a capitulation to its opponents.

In the European context, the term neoliberalism (and the closely related 
idea of ‘ordoliberalism’) was first used as early as 1938 to describe attempts 
to develop an updated version of classical liberalism capable of responding 

2  ‘New Labour’ in the UK was part of the same ‘Third Way’ movement. A cynic might observe, with 
reference to products like ‘New Coke’, that the attachment of the term ‘New’ to an existing movement 
is rarely a good sign.
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to the crisis created by the Great Depression and, after 1945, of competing 
with the social democratic welfare state (Hartwich 2009). The result was 
a ‘hard’ form of neoliberalism in which concessions to social democratic 
ideas were limited as far as possible. In the US context, where the term 
neoliberalism referred to the soft variety, hard neoliberalism was most 
commonly described as ‘free market conservatism’ (Nell 1984).

Because it was based primarily on a critique of social democracy, hard 
neoliberalism placed more weight on economic freedom than personal 
freedom or civil liberties, reversing the emphasis of classical liberalism. 
On matters of personal freedom, hard neoliberalism is basically agnostic, 
encompassing a range of views from repressive traditionalism to 
libertarianism.

In terms of economic policy, neoliberalism is constrained by the need 
to compete with the achievements of social democracy. Hence, it was 
inconsistent with the kind of dogmatic libertarianism that would leave the 
poor to starvation or private charity and education to parents. 

The need to compete with the appeal of social democracy has continued 
in the period of neoliberal dominance. As a result, the importance of the 
public sector—as measured, for example, by the revenue share of national 
income—has remained largely unchanged despite extensive efforts towards 
privatisation and deregulation. 

The rise of neoliberalism in the 1970s
In the decades after 1945, social democratic ideas were dominant throughout 
the developed world. Whether or not social democratic parties held office, 
they drove the policy debate, to the extent that terms like ‘progressive’ 
inherently incorporated the notion of ‘progress in the direction of more 
social democracy’ (Quiggin 2003).

The starting point of 20th-century social democracy was the combination 
of the welfare state, macro-economic stabilisation and the mixed 
economy. Their combined effect was to transform the lived experience 
of capitalist society. 
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The risks of falling into destitution as a result of unemployment, illness or 
old age, previously an ever-present reality for the great majority of workers, 
were eliminated almost completely by social security systems and, except 
in the USA, publicly provided health care. However, the trends that would 
produce the neoliberal counterrevolution were already evident.

The last years of the social democratic era saw a struggle over income 
distribution that virtually guaranteed an inflationary outburst. Union 
militancy, fuelled in many countries by Marxist rhetoric, came into sharp 
conflict with an emerging speculative capitalism, driven by revived global 
financial markets. Firms raised prices to meet wage demands, spurring 
yet  further wage demands to compensate for higher prices and maintain 
living standards (Brenner et al. 2010).

Previous episodes of inflation had been brought under control quite rapidly 
through Keynesian contractionary policies. Unfortunately, these policies 
were becoming less effective as inflationary expectations became embedded 
and as the social restraint generated by memories of the Depression 
broke down. 

The critical event was the breakdown, in the opening years of the 1970s, 
of  the Bretton Woods system of fixed exchange rates that had been the 
basis of the international financial system within which Keynesian 
macro-economics operated. The coup de grace came with the oil shock of 
1973, which was both a reflection of the inflationary outburst that was 
already under way and the cause of a further upsurge. 

Within a couple of years, the entire edifice of postwar prosperity had 
collapsed, and the Keynesian ‘Golden Age’ came to a painful and chaotic 
end. Meanwhile, the collapse of the Bretton Woods system led to a self-
perpetuating cycle in which the rapid growth of international  financial 
flows led to the breakdown of both domestic and international 
financial regulations, allowing yet further expansion of the financial sector.

In the decades following the breakdown of the Bretton Woods system, 
financial sector activity exploded and was almost completely decoupled 
from any connection to real economic activity. By 2014, global financial 
market transactions totalled $US4 trillion each day, or more than 20 times 
real economic activity. Trade in derivatives was even larger, with notional 
outstanding volumes of at least US$500  trillion (Bank for International 
Settlements 2015).
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With this growth in activity came hugely increased power and profitability. 
As early as 1987, financial firms were being described as the ‘Masters of the 
Universe’, a phrase coined in Tom Wolfe’s (1987) novel, The Bonfire of the 
Vanities. The rise of the financial sector, and the concomitant decline of 
the trade union movement, tipped the balance of political power in favour 
of neoliberalism.

Hard neoliberalism
Although the rising political power of the financial markets facilitated the 
general shift towards neoliberalism, this development also depended  on 
a  resurgence of neoliberal policy ideas. In sharp contrast with social 
democrats, the advocates of neoliberalism were ready with answers to the 
crisis of the 1970s. 

In macro-economics, the monetarist critique of Keynesianism developed 
by Friedman (1968) was rapidly accepted, eventually evolving into the 
inflation-targeting regime that remained in effect until the GFC. 

In fiscal policy, the ‘tax revolts’ of the 1970s led to a consensus on the need 
to restrain the growth of government. The perceived success of airline 
deregulation in the USA led to a broader movement in favour of deregulation 
and privatisation. To emphasise the distinction from macro-economic 
policy, these policies were frequently referred to as ‘micro-economic reform’ 
(Quiggin 1996). This phrase captured the positive connotations of ‘reform’, 
a term long used to describe liberal and social democratic policy innovations 
while reversing the substantive content.

The advocacy of Friedman (1962), and Friedman and Friedman (1980), 
played a crucial role in promoting free market conservatism in the USA. 
Many of these ideas had been developed by economists associated with the 
University of Chicago, where Friedman worked for most of his long career.

In the UK, a crucial role was played by ‘think tanks’ such as the Institute 
of Economic Affairs (Cockett 1995).3 The ideas developed by these think 
tanks formed the basis for the first systematic implementation of a neoliberal 
policy program, undertaken by the government of Margaret Thatcher in the 
UK from 1979 onwards. 

3  The same was true in Australia (Cahill and Beder 2005).



AFTER NEOLIBERALISM

34

The core goals of the program were to:

1. abandon Keynesian macro-economic stabilisation, based on active fiscal 
policy, in favour of an independent central bank with a directive to 
control inflation at all costs

2. remove the state altogether from ‘non-core’ functions through privatisation 
of government business enterprises and the sale of public housing

3. reject redistribution of income except for a basic ‘safety net’
4. minimise the role of the state in core functions such as health, education 

and income security through contracting out, voucher schemes and 
so on.

Thatcher attained the first and second of these goals very successfully. 
Although policies of monetary contraction implemented in 1979 produced 
a deep recession, with millions left unemployed, the government persisted 
and succeeded in bringing an end to the inflationary upsurge of the 
1970s. Most of the publicly owned infrastructure sector (electricity, water, 
telecommunications, airports and railways) was privatised.

The UK government made considerably less progress on the third and 
fourth objectives. There were also substantial reductions in the progressivity 
of the tax system, but Thatcher’s most ambitious move in this direction, 
the replacement of council rates with a poll tax, was a disaster, leading, 
eventually, to her downfall. The attempt to wind back public involvement 
in health and education was similarly limited, meeting particular resistance 
in the case of the National Health Service. The result was that, although the 
scope of public sector activity was wound back through privatisation, the 
size of government was not. The century-old trend of growth in the share 
of national income going to the government was halted in the 1970s but 
not reversed.

Thatcher’s ideas formed the core of a hard neoliberalism that rapidly 
became dominant throughout the English-speaking world. It was embodied 
in such documents as the Fightback! plan put forward by the Liberal and 
National parties in Australia in 1993 and the Contract with America 
proposed by the US Republican Party led by Newt Gingrich in 1994. 
Although neither of these programs produced immediate electoral success, 
most of the policies they proposed were eventually implemented.
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Beyond the English-speaking world, the global spread of neoliberalism was 
driven less by political advocacy and more by international institutions. 
The debt crises of the 1990s produced what Williamson (1990) described 
as the Washington Consensus, a term that reflected the shared views of the 
US Treasury, the International Monetary Fund (IMF) and the World Bank, 
all based in Washington DC. 

Less remarked upon, but equally significant, was the Europe-based consensus 
of the OECD, the European Commission and the European Central Bank 
(ECB). The ECB, created in the 1990s as part of the political project of 
unifying Europe around a common currency, represents a particularly pure 
institutional embodiment of hard neoliberalism (Palley 2013).

The rise of neoliberal ideas reinforced, and was reinforced by, the resurgence 
of faith in the financial sector. During the ascendancy of social democracy, 
banking had been boring, safe and tightly regulated. The emblems of 
capitalism in the mixed economy were industrial firms like General Motors 
and General Electric.4 By contrast, the breakdown of social democracy in the 
1970s saw the rise of financialised capitalism, dominated by global banks 
like Citibank, and Wall Street investment banks such as Goldman Sachs.

The key idea here was the efficient (financial) markets hypothesis. In  its 
strong form, put forward by Fama (1970), the hypothesis states that financial 
markets provide the best possible estimate of the value of any investment. 
Although there was never any good supporting evidence for this claim, 
it became part of the ‘common sense’ of the neoliberal era. One result was 
the trepidation with which governments awaited the verdict of ‘the markets’ 
on budgets and other policy decisions.

Soft neoliberalism
The resurgence of a financialised form of global capitalism from the 1970s 
onwards came as a shock to the left. There were some attempts at resistance, 
notably by the Mitterand government, which came to office in France in 
1980, but all such attempts failed in the face of the power of global capital 
markets. By the 1990s, the triumphalist decade that followed the collapse of 

4  By the early 2000s, General Motors was a shadow of its former self, while General Electric had 
become, in essence, a finance company, dominated by its GE Capital business.
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the Soviet Union, the dominance of neoliberalism was clearly re-established. 
Over the course of the 1980s and 1990s, most social democratic parties 
accommodated to the new realities. 

As noted above, this accommodation was often presented as a new Third 
Way, allegedly transcending the dispute between social democrats and hard 
neoliberals. In reality, however, the Third Way amounted to little more 
than a soft version of neoliberalism (Callinicos 2001). Soft neoliberalism 
involved acceptance of most of the core elements of the neoliberal program, 
including privatisation, attacks on trade unions, uncritical acceptance of 
the dominant role of the financial sector, and attempts to halt or reverse the 
growth of the public sector. 

Over the course of the 1980s and 1990s, most social democratic and liberal 
parties in the English-speaking world adopted soft neoliberalism in one form 
or another. Some examples, significant in themselves, but also symbolic of 
the shift in economic thinking include:

• the decision by the Hawke–Keating government in 1983 and 1985 to 
float the Australian dollar and deregulate the financial system

• the Clinton Administration’s support for ‘the end of welfare as we know 
it’, demanded by the Gingrich-led Republican party in 1994. This 
measure was initially seen as successful because its adverse effects were 
masked by the strong growth of the 1990s. After growth slowed in the 
2000s, however, the absence of welfare support contributed substantially 
to the growth of poverty. Even more striking were increasing mortality 
rates among significant groups, such as middle-aged white Americans

• Tony Blair’s creation of a ‘New Labour’ party, in which the socialist 
objective formerly stated in Clause IV of its Constitution was abandoned 
(Labourcounts 2023). Before the change, the objective was stated as: 

[t]o secure for the workers by hand or by brain the full fruits of 
their industry and the most equitable distribution thereof that may 
be possible upon the basis of the common ownership of the means 
of production, distribution, and exchange, and the best obtainable 
system of popular administration and control of each industry 
or service.

• This changed to:

a dynamic economy, serving the public interest, in which the 
enterprise of the market and the rigour of competition are joined 
with the forces of partnership and co-operation to produce the 



37

2. THE EVOLUTION OF NEOLIBERALISM

wealth the nation needs and the opportunity for all to work and 
prosper, with a thriving public sector and high quality services, 
where those undertakings essential to the common good are either 
owned by the public or accountable to them.

The rejection of public ownership embodied in the New Labour platform 
was reflected in policies of privatisation and private ownership of public 
infrastructure. Along with faith in the efficiency of financial markets, and 
acquiescence in, or support of, anti-union policies, support for privatisation 
represented one of the most consistent areas of agreement between soft and 
hard neoliberals. This support persisted, despite outcomes that ranged from 
mediocre to disastrous. The Private Finance Initiative, pursued with vigour 
by the Blair government in the UK, was one of the most notable examples 
of failure. 

Despite accepting the core elements of hard neoliberalism, soft neoliberals 
attempted, in various ways, to mitigate the growing inequality that inevitably 
resulted from the implementation of the neoliberal program. In particular, 
soft neoliberal governments attempted to improve the functioning of 
the social welfare system rather than eliminating it or stripping it down 
to a  minimal safety net. Nevertheless, the egalitarianism of traditional 
social democracy was abandoned, with arguments about the distribution 
of income and access to community services being replaced by discussion 
of safety nets or the efficient provision of services to ‘customers’. 

This shift was frequently expressed in terms of older debates about equality 
of opportunity as opposed to equality of outcomes. However, although the 
advocates of soft neoliberalism are particularly friendly to the upwardly 
mobile, the hostility to inherited privilege that characterised earlier advocates 
of equality of opportunity largely disappeared. Some supporters of soft 
neoliberalism took the argument to its logical conclusion, rejecting even the 
idea of equality of opportunity (Cavanagh 2003). This is at least consistent. 
In the presence of serious inequality of outcomes, it is impossible to prevent 
parents from passing their advantages on to their children. Under these 
circumstances, it is therefore impossible to achieve equality of opportunity. 

More marked divisions arose in relation to social issues, particularly those 
related to multiculturalism, feminism and environmentalism. In the USA 
and Australia, the sharpness of these divisions, commonly referred to as 
‘culture wars’, masked a substantial convergence on economic policy 
(Frank 2007).
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The most successful implementation of soft neoliberalism was probably that 
of the Hawke–Keating Labor government in Australia between 1983 and 
1996. The platform on which Labor was elected was an interventionist one, 
centred on the idea of an ‘accord’ on prices and wages. The Accord was 
negotiated between the Labor Party and the Australian Council of Trade 
Unions, of which Hawke had been a successful president, although it was 
hoped that a bargained consensus incorporating business groups could be 
achieved (Gruen and Grattan 1993).

The combination of financial market pressure and the spread of neoliberal 
ideas ensured that the government took a different direction, beginning 
with the decisions, in 1983 and 1984, to float the dollar and undertake 
substantial deregulation of the financial system. However, the success of the 
Accord in constraining wage growth and allowing a non-inflationary recovery 
from the recession of the early 1980s was an important countervailing force. 
Another example was the failure of the hard neoliberal reform of the tax 
system favoured by the then treasurer Paul Keating, based on the idea of 
using a goods and services tax (GST) to finance cuts in the top marginal 
rate of income tax. In the face of resistance from the union movement, 
and a lack of support from business, Prime Minister Bob Hawke rejected 
Keating’s preferred option. Instead, the government implemented a reform 
program with substantial progressive elements such as a capital gains 
tax. The Hawke–Keating government also redesigned the social welfare 
system, integrating it with the tax system and maintaining or improving its 
progressive redistributive effects (Gruen and Grattan 1993).

The relative success of soft neoliberalism under Hawke and Keating was not 
sufficient to prevent growth in inequality over time, or the development of 
a bloated and dangerously unstable financial system. Nevertheless, a measure 
of their success can be gained by looking at the disastrous performance of 
New Zealand, where both the Labour government elected in 1983 and the 
National Party government that succeeded it from 1990 to 1999 embraced 
hard neoliberalism in a particularly doctrinaire form and with substantially 
worse economic outcomes (Hazledine and Quiggin 2006).

Thus, the differences between hard and soft neoliberalism, while not as 
significant as claimed by advocates of the Third Way, were more than 
cosmetic and cultural.

Neoliberalism reached its peak of political and economic success in the 
1990s. Neoliberal globalisation was seen as an unstoppable force, by both 
enthusiasts (Friedman 1999) and critics (Martin and Schumann 1997). 
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Social democratic parties were in retreat throughout the world. Financial 
markets were booming in developed and developing countries alike. 
The collapse of the Soviet bloc had finally discredited the alternative offered 
by communism.

The crises of the 21st century
Amid the triumphalism of the 1990s, many predicted that the 21st century 
would be one of hypercapitalist prosperity. The results have turned out 
very differently. 

The century began with a spectacular crash: the bursting of the US stock 
market bubble, focussed on ‘dotcom’ internet stocks, in 2000. The ‘dotcom’ 
bubble-and-bust was notable because it occurred at the centre of global 
capitalism, rather than in peripheral countries where financial capitalism 
was a recent arrival, as had been the case with the Asian financial crisis of 
1997 and earlier emerging market crises.

The expansionary monetary policy allowed a reasonably rapid recovery 
from  the dotcom bust but fuelled a speculative boom, focussed on real 
estate, that culminated in the GFC of 2008. Far from being the omniscient 
Masters of the Universe, the financial sector was shown up as corrupt and 
incompetent. As well as bringing an end to the widely shared prosperity 
of the 1990s, the stock market collapse undermined the central tenet 
of neoliberalism, namely, the efficient (financial) markets hypothesis 
(Quiggin 2011).

The GFC was followed by years of austerity, in which the costs of bailing 
out the financial sector were borne by the overall population in the form 
of wage stagnation and reduced public services. Bankers and the financial 
system were bailed out, while ordinary people were made to pay the price. 
The situation was worst in the Eurozone, where the design of  the ECB 
made it virtually impossible to adopt any policy except austerity, 
a  counterproductive focus on cutting budget deficits and controlling the 
non-existent threat of inflation. The result has been a decade of recession 
in most of the developed world. Even in the USA and the UK, which have, 
on some measures, recovered, living standards have never returned to the 
previous growth path, and the inequality of income has been more evident.
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Despite its death as a credible theory of economics and politics, however, 
neoliberalism has stumbled on in zombie form for nearly a decade, 
maintaining its hold over major political parties and organisations such 
as the OECD, the IMF and the European Commission. In general, the 
economics profession has learned almost nothing from the GFC (Quiggin 
2013). Ideas like austerity that should have been decently buried long 
ago continue to wreak havoc throughout the world and, most notably, in 
Europe (Blyth 2012).

Finally, in 2020, just as the long and grinding recovery from the GFC 
seemed to be nearing completion, the COVID-19 pandemic smashed the 
global economy. The management of the pandemic varied from competent 
to disastrous, but it depended almost entirely on governments. The financial 
sector played virtually no role on the management of the pandemic but 
came off unscathed, as usual.

Political implications
Just as the economic ideology of neoliberalism lumbers on in zombie form, 
so, until recently, has the political system it supported. Insurgents of various 
kinds have gained support nearly everywhere, but the alternation between 
different versions of neoliberalism continued for nearly a decade after the 
crisis, only coming to an end in 2016.

During the decades of neoliberalism that began in the 1970s, the political 
system, nearly everywhere, was based on electoral competition between the 
hard and soft versions of neoliberalism, typically represented by (nominally) 
conservative and social democratic parties, respectively. Within the political 
class, and among business leaders and policymakers, there was a near-
universal consensus in support of neoliberal ideas. To take any position 
outside the spectrum defined by the soft and hard variants of neoliberalism 
guaranteed marginalisation and exclusion from serious political debate.

Yet, despite its dominance, neoliberalism hardly ever achieved broad support 
among the public at large. Rather, the seeming success of neoliberalism 
concealed the continued strength of currents that remained submerged for 
decades, becoming politically significant only in occasional eruptions. 
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The most important of these submerged currents was what may now be 
called Trumpism, after its most successful exponent (so far). The core of 
Trumpism is a form of negative or default identity politics best understood 
using the idea of the ‘unmarked category’, from linguistics and sociology. 
Campos (2019) illustrates this:

An unmarked category is present when the category is considered 
so normal or ordinary in a particular context that it goes 
unnoticed.  The  category is the default setting in regard to social 
expectations, and it in a sense remains invisible precisely because it 
is so dominant … For example, if you had asked a lawyer in 1960 to 
name three characteristics that every current Supreme Court justice 
shared, it is very likely the lawyer would not have mentioned either 
race or gender.

As Campos further observes:

What ‘identity politics’, so-called, has done is to slowly and painfully 
and partially transform being a white man in America into a marked 
category. And makes a lot of the people who have become white 
men rather than members of society’s invisible default category very 
uncomfortable.

We may usefully add the unmarked categories ‘Christian’, where ‘Christian’ 
is interpreted in a sense of cultural identification rather than any specific 
religious belief, and heterosexual, among others.

The most politically potent form of default identity politics, and the relevant 
one here, is that of a formerly unchallenged dominant group facing the 
real or perceived prospect of becoming a politically weak and economically 
declining minority. 

Trumpist default identity politics is closely linked to support for ‘strongman’ 
rule, exemplified by current practitioners such as Erdogan, Orban, Putin 
and, of course, Trump himself. This may be because the one universal feature 
of default identity politics is a worship of masculinity. Theatrical displays of 
masculinity are a standard feature of Trumpist politics (Trump himself is 
absurd enough, but Putin’s bare-chested horseback rides take these displays 
to the point of parody and beyond).

During the period of neoliberal dominance, hard neoliberals pandered 
to Trumpists in rhetorical terms but ignored them wherever their views 
conflicted with the neoliberal policy agenda, most obviously in relation to 
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trade and migration. Now, the balance has been restored. The Trumpists 
are in charge but use tax cuts and handouts to favoured cronies to maintain 
business support. 

Opposed to the Trumpists in critical ways, but similar in others, is a disparate 
group that may be called, for want of a better term ‘the left’. As well as 
a small group who adhere to Marxist or other radical critiques of capitalism, 
the ‘left’ in this sense includes environmentalists, feminists, unionists, 
old-style liberals and social democrats, and a wide variety of groups whose 
personal or cultural identity is threatened by Trumpism.

Although the left has not been as successful as the Trumpists in political 
terms, the issues raised by the left, including inequality, racial injustice, 
gender roles and global heating, have now replaced the concerns of 
neoliberalism, such as markets and competition, at the centre of the policy 
agenda for centre-left parties. Rather than advancing a positive agenda of 
their own, as they did in 1980s and 1990s, the opponents of the left have 
relied primarily on electoral pragmatism, arguing that a small-target strategy 
is the best way to election wins.

The way forward
The failure of neoliberalism poses both challenges and opportunities for the 
left. The greatest challenge is the need to confront Trumpist populism as a 
powerful political force in itself, rather than as a source of political support 
for hard neoliberalism. Given the dangers posed by Trumpism, this is an 
urgent task. One part of this task is that of articulating an explanation of the 
failure of neoliberalism and explaining why the simplistic policy responses 
of Trumpist politicians will do nothing to resolve the problems. 

The other is to appeal to the positive elements of the appeal of populism, such 
as solidarity and affection for longstanding institutions, and to counterpose 
them to the self-seeking individualism central to neoliberalism, particularly 
in the hard version with which rightwing populism has long been aligned.

The great opportunity is to present a progressive alternative to the 
accommodations of soft neoliberalism. The core of such an alternative 
must be a revival of the egalitarian and activist politics of the postwar social 
democratic moment, updated to take account of the radically different 
technological and social structures of the 21st century. In technological 
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terms, the most important development is undoubtedly the rise of the 
internet. Thinking about the relationship between the internet economy 
and public policy remains embryonic at best. However, the internet, as a 
massive public good created, in very large measure, by the public sector, 
ought to present opportunities for a radically remodelled progressive 
policy agenda.

In political terms, the breakdown of neoliberalism implies the need for a 
political realignment. This has now taken place on the right, as Trumpists 
assert their dominance over hard neoliberals. The most promising strategy 
for the left is to achieve a similar shift in power within the centre-left 
coalition of leftists and soft neoliberals. 

The era of unchallenged neoliberal dominance is clearly over. Hopefully, 
it will prove to have been a relatively brief interruption in a long-term 
trend towards a more humane and egalitarian society. Whether that is true 
depends on the success of the left in putting forward a positive alternative.
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3
Neoliberalism in Australia

Drawn from Quiggin, John. 1996. Great Expectations: Microeconomic Reform 
and Australia. Sydney: Allen & Unwin, Chapter 3.

In many ways, the Australian experience of micro-economic reform parallels 
the international developments discussed in Chapter 2. An important 
theme in this chapter is the need to take a sceptical view of arguments 
suggesting that Australia has had a uniquely poor economic performance 
and must adopt micro-economic reform policies to catch up with the rest 
of the world. Nevertheless, it is important to see how the approach taken 
to micro-economic reform in Australia reflects a response to specifically 
Australian concerns and to the form of earlier interventionist policies.

The growth of the State in Australia
At least until the Second World War, Australian governments were 
interventionist by world standards. A number of factors have contributed 
to this outcome. First, the British colonies in Australia were initially 
established as combinations of barracks and prisons. It was inevitable that 
governments should have a dominant role in the development of such 
societies. Second, the early achievement of an essentially democratic State 
encouraged the view of government as an instrument for the achievement of 
shared social goals, rather than as a dangerous power to be hedged around 
and controlled. Finally, in a huge continent with a small population, only 
governments had the resources to undertake capital-intensive enterprises 
such as the construction of railway systems.
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As will be argued below, Australia became less distinctive in this respect after 
the Second World War. In important respects, such as the reliance on tightly 
targeted flat-rate transfer payment schemes and private superannuation, 
Australian governments were less inclined to increase outlays than those 
of other countries in the Organisation for Economic Co-operation and 
Development (OECD). Thus, by 1994, Australia was, by some measures, 
the lowest-taxing country in the OECD.1 The image of an interventionist 
government in Australia is somewhat out of date.

Nevertheless, a knowledge of the history of government intervention in 
Australia is important. Although similar reforms have taken place overseas, 
particularly in other English-speaking countries, the distinctive features of 
the Australian policy environment have shaped and constrained the course 
of micro-economic reform. An appreciation of history aids assessment of the 
debate surrounding micro-economic reform, a central theme of which has 
been the claim that Australia has been particularly ill-served by its economic 
institutions and hence is in greater need of radical micro-economic reform 
than other countries.

The Harvester judgment and the 
New Protection
With the Federation of Australia in 1901, the role of government was 
expanded. A vital development was the interaction of the arbitration 
system governing wages and conditions of employment, and the tariff 
policy adopted by the federal government. This policy was referred to by 
its leading advocate, Alfred Deakin, as the New Protection. Under the New 
Protection policy, tariff protection would be conditional on the payment of 
adequate wages, with the standard of adequacy being determined on a basis 
of social need rather than on market criteria. Although attempts to make 
this conditionality explicit were rejected as unconstitutional, the ideas of 
the New Protection were effectively implemented in the famous Harvester 
judgment. In this case, heard in 1907, the Arbitration Court, headed by 

1  Australia’s status as a very low-tax country arises primarily from reliance on private superannuation. 
The government uses subsidies and the superannuation guarantee levy to ensure widespread participation 
in the superannuation system, whereas most other OECD countries operate social security systems 
paying earnings-related retirement benefits. If this difference is discounted, Australia remains a relatively 
lightly taxed country, but not one of the most lightly taxed.
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Justice Henry Higgins, laid down the principle that the basic wage should 
be sufficient to provide for the needs of a family of five, estimated at 
42 shillings a week.

The ideas of the New Protection were given intellectual substance by the 
report of the Brigden Committee (1929). The committee argued that, 
while protection yielded a lower per capita income than would free trade, 
it increased the demand for labour, and, therefore, the size of the population 
that could be supported at a given real wage, such as that laid down in the 
Harvester judgment. More generally, this point may be restated as saying 
that protection of a labour-intensive industry leads to an increase in the 
equilibrium real wage. This result was formalised as the Stolper–Samuelson 
theorem (Stolper and Samuelson 1941).

The attempt to secure social equity through the wages system was supported 
by a series of innovative welfare policies, including age pensions, workers’ 
compensation and the beginnings of a system of unemployment relief. 
These policies were based on the assumption that families with an employed 
(male) breadwinner would be adequately protected by the arbitration 
system and sought to assist those who temporarily or permanently fell 
outside this group. Thus, it has been described as a ‘wage-earners’ welfare 
state’ (Castles and Mitchell 1994).

Australian social welfare policies were most distinctive in the period from 
the Federation to the Great Depression. Hancock’s classic study Australia, 
first published in 1930, critically examined features of the political economy 
of Australia, including tariffs, the arbitration system, public enterprises and 
the role of the State as a driving force in economic development:

The Australians have always disliked scientific economics and 
(still  more) scientific economists. They are fond of ideals and 
impatient of technique. Their sentiments quickly find phrases and 
their phrases find prompt expression in policies. What the economists 
call ‘law’ they call anarchy. The law which they understand is 
the positive law of the State—the democratic State which seeks 
social justice by the path of individual rights. The mechanism of 
international prices, which signals the world’s need from one 
country to another and invites the nations to produce more of this 
commodity and less of that, belongs to an entirely different order. 
It knows no rights, but only necessities. The Australians have never 
felt disposed to submit to these necessities. They have insisted that 
their governments must struggle to soften them or elude them or 
master them. (Hancock 1930, 66–67)
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It is this set of attitudes that recent advocates of micro-economic reform 
have set out to overcome. At one level they have been successful. Over the 
past 20 years, the tariff has been virtually abolished for most industries, 
the structures of financial regulation have been swept away, public enterprises 
privatised or prepared for privatisation, and the power of the arbitration 
system has been greatly reduced. The need to become ‘internationally 
competitive’, and the package of policies this implies, is accepted by political 
leaders of both major parties, by bureaucrats and business leaders, and by 
the majority of economic commentators.

Yet, on the whole, the Australian public remains unconvinced. The view 
that governments must struggle to ‘soften, … elude … or master’ the harsh 
demands of the marketplace remains part of the Australian ethos.2 Almost 
without exception, when the policies of micro-economic reform have 
been put to the electoral test, they have been rejected.3 Popular opposition 
to reform crystallised in the late 1980s around the phrase ‘economic 
rationalism’ (Pusey 1991) and does not appear to have abated significantly. 
In the absence of any clear economic benefits from reform, policies have not 
been implemented with popular support but have rather been imposed on 
the basis that ‘there is no alternative.’

The clash between public and elite opinion makes the economic assessment 
of micro-economic reform an issue of more than academic interest. Given 
the chance, many Australians would willingly turn back the clock of reform. 
A careful assessment of the gains and losses of micro-economic reform, and 
of the areas in which reform has succeeded and failed, may help to guide the 
path of reform and to identify policies that would yield greater benefits to 
ordinary Australians than the policies adopted in the past.

2  The extent to which Australians are unique in this respect may be debated. Henderson (1995) gives 
an interesting discussion of popular resistance to reform in Australia and abroad.
3  The clearest example is the 1993 federal election, which was a rejection of the Coalition’s package 
of reforms as a whole, including the labour market reform package Jobsback and changes to Medicare. 
It was not merely a rejection of the proposed goods and services tax (GST). The reforming Greiner 
government in New South Wales was reduced to a precarious minority status by its first electoral 
test, and, under the leadership of John Fahey, defeated outright at its second. The defeats of the Field 
government in Tasmania and the Goss government in Queensland were also due largely to popular 
hostility to reform. So far, the Kennett government in Victoria is the only reforming state government 
to have been returned with an outright majority. However, because of the bipartisan commitment to 
reform, the defeat of one reforming government means nothing more than its replacement by another. 
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The Australian settlement?
One of the most comprehensive presentations of the case in favour 
of micro-economic reform is given by Paul Kelly, former editor of 
The Australian newspaper. Kelly (1992) describes what he calls ‘the Australian 
settlement’, which he claims dominated Australian society and economic 
policy from 1901 until the 1980s. Kelly identifies the economic elements 
of the settlement as consisting of industry protection, arbitration, and 
State paternalism. He links these economic policies with White Australia 
and Imperial benevolence, which he initially defines as ‘dependence on a 
great power, (first the UK, then the USA) for its security and finance’, but 
subsequently describes exclusively in terms of attitudes to the UK.4 Kelly’s 
package represents an extension of the ‘Federation trifecta’, consisting of 
protection, arbitration and White Australia, criticised by Henderson (1990).

The link between interventionist economic policies, and the ideas of 
imperialism and White Australia is misleading. The ideas of White Australia 
and Imperial benevolence certainly dominated policy up to World War II—
the White Australia policy was, in fact, a British Australia policy, and it was 
regularly claimed that Australia was ‘98 per cent British’ (Hancock 1961, 
128). However, the fall of Singapore in 1942 spelled the end of political 
reliance on the UK, and of Australia’s role as a British outpost.

The White Australia policy was undermined by the mass migration 
programs after World War II, which drew large numbers of southern 
European migrants, who, before the war, had been regarded as ‘a semi-
coloured race’, to be subject to the most stringent controls (Hancock 
1961, 126). Throughout the postwar Keynesian boom, both the White 
Australia policy and the Imperial connection were steadily eroded. The term 
‘White Australia’ had been officially dropped in 1941, and the end of the 
policy came in 1966, when both the Liberal–Country Party government 
and the Labor opposition committed themselves to a non-discriminatory 
immigration policy.

4  If one focusses instead on dependence on the USA, it would be apparent that this aspect of 
the settlement is alive and well. Indeed, both the blowout in foreign debt and the MX missile crisis, 
when  financial markets fell sharply in response to Australian attempts to assert a limited degree of 
independence in foreign policy, suggests that financial deregulation reinforced Australia’s position 
as a client state of the USA.
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By the early 1970s, when economic interventionism reached its peak, the 
last vestiges of the White Australia policy were swept away, and the UK, 
which entered the European Community in 1973, became irrelevant in 
economic as well as political terms. The link between the White Australia 
policy, the Imperial connection and interventionist economic policy is 
long dead. All were widely supported policies of the Federation era, but in 
the current policy debate, most prominent opponents of micro-economic 
reform are also opponents of racially discriminatory immigration policies 
and of a nostalgic emphasis on Britishness. The attempt by advocates of 
micro-economic reform, such as Kelly and Henderson, to link the policies 
they oppose with the White Australia policy is a rhetorical device, exploiting 
the principle of guilt by association.

A more fundamental difficulty with the idea of an Australian settlement 
put forward by Kelly and Henderson is the failure to take any account of 
the changes in the political and economic framework brought about by 
the 30  years of full employment that followed the Second World War 
(Smyth  1998). No adequate explanation of this exceptional period in 
our economic history has yet been developed. At the time, however, full 
employment was seen simply as the result of the adoption of Keynesian 
macro-economic policies. 

The belief that government intervention could guarantee full employment 
naturally translated into broad confidence in the capacity and responsibility 
of governments to manage other aspects of the economy. On the other 
hand, the apparent capacity of fiscal policy to maintain full employment 
undermined the main rationale for tariff policy as a device for protecting 
employment. Increasingly, economists came to see tariffs as an indirect 
and inefficient micro-economic approach to what was properly seen as a 
macro-economic problem. If anything of value is to be derived from ideas 
of an Australian settlement, a proper account must be taken of the role of 
Keynesian full employment policy.

The White Paper and the postwar boom
From World War II onward, Australia’s social and economic institutions 
became more like those of the rest of the developed world. In part, the 
pressures of the Great Depression forced Australian governments to pay 
greater attention to the economic logic of the marketplace. Unprofitable 
state enterprises such as butcher shops and tobacconists were abandoned, 
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and the doctrine that wage rates should be based on an industry’s capacity 
to pay became the central determinant of wage setting. More notably, other 
countries became more like Australia. Whereas Australia’s state-owned 
railways and public utilities were an exception in the 19th century, by the 
early postwar period it was the USA’s insistence on retaining such enterprises 
in private ownership that looked exceptional. After World War II, the early 
Australian experiments with the social welfare system were matched, and on 
most measures outmatched, by European welfare states.

Nevertheless, the period from 1945 to 1975 was one of steady expansion of 
the role of government in Australia. The enhanced micro-economic role of 
government was underwritten by radical changes in macro-economic policy. 
Australia entered the postwar world with an explicit commitment to the 
maintenance of full employment, embodied in the 1945 White Paper on 
Full Employment in Australia. The White Paper was the defining document 
for economic policy between 1945 and 1975. For the first and possibly the 
only time, the Australian government accepted an obligation to guarantee 
full employment and to intervene as necessary to implement that guarantee.

Particularly with respect to trade policy and financial regulation, the 
perceived demands of macro-economic management overrode any concerns 
about micro-economic efficiency. A noteworthy example of these priorities 
was the adoption of quantitative import controls by the Menzies government 
as a response to balance-of-payments difficulties. At the same time, the 
apparent success of governments in maintaining stable full employment 
where markets had failed supported the view that government judgements 
of social needs were likely to be superior to reliance on market outcomes.

The Liberal–Country Party governments that held office through most 
of the postwar boom advocated a middle course between the laissez-faire 
doctrines of conservative parties before World War II and the socialist 
objective proclaimed by the Labor Party. In the intellectual climate 
of the times, this led to a gradual expansion of the role of government. 
However, government policy lacked any real coherence or intellectual basis. 
The  advocates of intervention were ill-prepared to meet the critique of 
their policies advanced by supporters of micro-economic reform from the 
1970s onward.

The most notable example was the ‘protection all round’ policy advocated 
in particular by the Country Party under Sir John McEwen. In practice, 
this policy involved assisting the import-competing manufacturing sector 
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and those segments of the rural sector oriented to the domestic market at 
the expense of the major exporting industries. However, the fact that nearly 
everyone received some assistance obscured the fundamental point that 
assistance to one industry is, in effect, a tax on others. It is not surprising 
that the concept of the ‘effective rate of protection’ was first developed in 
Australia. A variety of defences can be advanced for protectionist policies, 
but ‘all round’ is difficult, if not impossible, to rationalise.

The Whitlam government
The Whitlam government was elected in 1972 with a program based on 
a mixture of incompatible elements. On the one hand, at the aggregate level, 
Whitlam favoured Keynesian macro-economic policies and a substantial 
expansion of the role of government. On the other hand, the government’s 
stance on tariff policy and, to a lesser extent, with respect to government 
business enterprises, foreshadowed later developments in micro-economic 
reform.

Whitlam pursued an essentially free-market industry policy and, indeed, 
boasted that his was the first genuine free enterprise government in 
Australian history. The most noteworthy examples of Whitlam’s free 
market approach to industry were the 25 per cent across-the-board tariff 
cut of July 1973 and the bitterly resented decision to abolish the bounty 
paid to farmers for purchases of superphosphate. Of more long-term 
significance was the establishment of the Industries Assistance Commission 
(later the Industry Commission) in 1973, replacing the old Tariff Board. 
Since its establishment, the commission has acted as a public advocate of 
micro-economic reform in every area of the economy.

Another important decision, the significance of which was not recognised 
at the time, was the abolition of the old Postmaster-General’s Department, 
through which telephone and postal services were supplied, and its 
replacement by two statutory corporations, Australia Post and Telecom 
Australia (now Telstra). This decision may be seen in retrospect as the 
beginning of a process in which large numbers of government services have 
been first corporatised and ultimately privatised. It should be emphasised, 
however, that the Whitlam government saw the creation of statutory 
authorities as a method of increasing the efficiency of public sector provision, 
and, therefore, of supporting the continued expansion of the public sector.
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In other areas of policy, the Whitlam government took a more interventionist 
stance. It pioneered the imposition of requirements for environmental 
impact statements. The establishment of the Medibank health insurance 
system represented a major expansion of direct government involvement in 
an area where policy had previously been confined to the use of subsidies 
and tax concessions. Whitlam greatly increased public expenditure and the 
role of the national government in areas such as education. Most notably, 
the government’s policies with respect to international capital flows were 
diametrically opposed to its position in favour of free trade in goods. 
Foreign direct investment was restricted, and devices like the variable 
deposit requirement were used to control short-term capital flows.

The mixture of interventionist and laissez-faire ideas in the Whitlam 
program seems intellectually incoherent and has certainly never received an 
adequate defence. It might be possible to construct such a defence around 
the idea of a large, but rationally organised, public sector operating in areas 
characterised by scale economies and externalities, complementing a private 
sector in which unrestricted competition prevails. But if such an idea is 
present in Whitlam’s defence of his government’s record (Whitlam 1985), 
it is hard to discern.

The retreat of the State since 1975
Despite some important micro-economic reforms, the Whitlam government 
remained expansionist and interventionist until 1975. In some respects, 
the Hayden budget of 1975, which embodied a reduction in the budget 
deficit at a time of high unemployment, may be seen as signalling a retreat 
from this position. Nevertheless, the era of the retreat of the State began in 
earnest with the election of the Fraser government.

The Fraser government, 1975–83
The election of the Fraser government in 1975 marked the abandonment 
of the goal of full employment. Macro-economic policy under Fraser was 
based on the slogan ‘fight inflation first’. Although it was not recognised 
at the time, the abandonment of the full-employment objective had the 
effect of undermining government intervention in general, and, hence, 
of laying the basis for micro-economic reform. More generally, the Fraser 
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government was the first since World War II to translate the traditional 
Liberal rhetoric of free enterprise into an explicit commitment to cut back 
the role of government.

Fraser’s macro-economic policy focussed primarily on the need to reduce 
aggregate real-wage levels. This view had some plausibility at the time. Real 
wages had risen substantially under the Whitlam government. Treasury 
introduced the concept of the ‘real wage overhang’, representing the rise 
in real wages above that which could be justified by productivity growth. 
Labour market policy under Fraser was dominated by the attempt to drive 
average real wages down, and, more generally, to weaken the power of the 
trade unions. The passage of sections 45D and 45E of the Trade Practices Act 
1974, prohibiting secondary boycotts, certainly had this effect. Although 
the intention was to restore the authority of the Arbitration Court, 
sections 45D and 45E have proved useful to employers seeking to bypass 
arbitration and push through labour market reforms.5

Finally, Fraser sought to roll back the growth in government expenditure 
and taxation that had occurred over the postwar period. Success in this 
area was limited. Although there was plenty of public support for tax cuts 
(the ‘tax revolt’ in the USA dated from this period) and some support for 
the general idea of reduced government spending, there was little support 
for specific cuts in expenditure. Moreover, growth in unemployment and in 
the proportion of the population aged over 65 implied a substantial increase 
in welfare expenditure without any change in policy.

Although the primary focus of the Fraser government was on retrenchment 
at the aggregate level, the government undertook several initiatives that 
may be seen in retrospect as important steps towards micro-economic 
reform. The most notable was the establishment, in 1979, of the Campbell 
Committee to inquire into the financial system (the Australian Financial 
System Inquiry). Progress on implementing the recommendations of 
the committee, which reported in 1981, was limited by several factors, 
including  the opposition of the Labor Party and the Democrats, who 
controlled the Senate. Nevertheless, the record of the Fraser government 
was one of substantial financial deregulation.

5  The fact that the push for labour market reform relies heavily on legislation creating new civil and 
criminal offences, and on the revival of common law offences, underlines the point that the use of the 
term ‘deregulation’ is a misnomer.
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The Fraser government did not achieve its main objectives. Unemployment 
fluctuated between 5 and 6 per cent until the 1981–83 recession, when it 
peaked at above 10 per cent. Although inflation came down from the peaks 
experienced under the Whitlam government, policies based on control of 
the money supply failed to deliver a return to the low inflation rates of the 
1960s. After some success in cutting back public expenditure as a share of 
gross domestic product (GDP), the recession of 1981–83 led to a blowout 
in unemployment benefits and labour market programs.

As a result of this lack of success, and of the government’s mixed record on 
tariff policy, it became fashionable, particularly in Liberal Party circles, to 
see the Fraser period as a ‘missed opportunity’ for micro-economic reform. 
This view, which may be traced back to Henderson (1983), gains some 
credence from the fact that Fraser himself has emerged as a critic of many 
aspects of micro-economic reform. Nevertheless, the ‘wasted years’ view of 
the Fraser period is essentially anachronistic, since it projects the concerns 
of a later period back onto the policy debates of the past. At most, this view 
may be relevant to the government’s final term, dominated by the 1981–83 
recession. As Kelly (1992, 38) observes:

It was after 1980 that the radical liberals launched their revolt and 
the demand grew for free market reforms. It is wrong to attack Fraser 
for failing to implement these policies in 1976 and 1977 when, 
frankly, virtually nobody was calling for them.

Even in the period 1980–82, the key disagreements concerned macro-
economic policy. Fraser was criticised primarily for resorting to Keynesian 
expansionary policies in response to the recession that commenced in 1981. 
Few participants in the policy debate at this time placed much weight on 
the set of policy issues that were subsequently labelled as micro-economic 
reform. In subordinating these issues to macro-economic policy concerns, 
the Fraser government adhered to the economic orthodoxy of the day. 
As Puplick (private interview 1990, quoted in Kelly 1992, 98) observes: 
‘A mythology started to be built up by his former close associates about what 
Fraser had failed to do in office at their urging.’

Most of these points are effectively conceded by Henderson (1994, 256–60).

The myth of ‘the wasted years’ under Fraser is important, primarily because 
it gives support to a ‘crash through or crash’ approach to reform. Any 
willingness to compromise will, it is argued, open the floodgates to the 
interest group pressures which were seen as responsible for Fraser’s alleged 
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policy weakness. This approach, drawing on public choice theory for 
additional support, was responsible for the refusal, until it was too late, of 
former Liberal leader Hewson to compromise on any detail of the Fightback 
program, and therefore ultimately for the Liberals’ loss of the ‘unlosable’ 
1993 election.

The Hawke–Keating governments
The election of the Hawke–Keating Labor government in 1983 was a 
pivotal event in the history of micro-economic reform. During the Fraser 
government’s term of office, the Labor Party had generally opposed reform 
and advocated a continuation of the policies of the Whitlam era, though 
with a preference for a slower pace of change and greater attention to 
economic constraints. The Hawke–Keating government was elected on 
the basis of a fairly traditional social democratic program, embodied in its 
1982 platform. The centrepiece of the platform was the idea of a Prices 
and Incomes Accord. Although it was subject to flexible interpretation over 
time, the Accord implied an expansion of the ‘social wage’ in the form of 
community services and welfare benefits, and government intervention in 
the interests of workers, in return for restraint in real and nominal wages.

The first Hawke government took several steps along these lines. However, 
the leaders of the Labor Party were influenced more and more by the 
intellectual climate of the time, which strongly favoured micro-economic 
reform, particularly in the areas of tariff policy and financial deregulation. 
With the conversion of the leading figures in the government, signalled 
by the float of the dollar in October 1983, the cause of micro-economic 
reform had bipartisan support for the first time. Those members of the 
public opposed to reform, although numerous, had nowhere to go.

The floating of the dollar was a significant step in itself. Acceptance of other 
micro-economic reforms, and of the general desirability of cutting back 
the public sector, soon followed. The next important step was made in the 
Trilogy commitments of 1984. The commitments were:

• Commonwealth tax revenue would not be permitted to grow as a 
proportion of GDP.

• Commonwealth spending would not grow faster than the economy as 
a whole.
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• The federal deficit would be reduced in money terms in 1985–86 and 
would not be permitted to grow as a proportion of GDP in the following 
two years.

From this point on, micro-economic reform proceeded rapidly. The main 
recommendations of the Campbell Committee were implemented by 1986. 
By 1988, the government had committed itself to a general reduction in 
tariffs, and to privatisation of enterprises such as the Commonwealth Bank. 
In 1990, the two-airlines agreement6 came to an end, and the basis was laid 
for competition in telecommunications. During the early 1990s, policies 
of competitive tendering and contracting out, and private provision of 
infrastructure, led to a further contraction of the role of government. Most 
of these policies had bipartisan support and will be continued under the 
Howard government.

The Hilmer reforms
By 1993, it appeared possible that the movement towards micro-
economic reform had lost its momentum. The macro-economic policies 
that generated the recession had been endorsed by most of the economic 
commentators and other groups publicly identified with micro-economic 
reform. The credibility of ‘economic rationalism’ was gravely reduced as 
a result. The absence of any substantial payoff from reform in terms of 
an acceleration in the feasible rate of economic growth was also becoming 
apparent. The electoral rejection of the Fightback package, which embodied 
a comprehensive program of micro-economic reform, was a reflection 
of popular hostility to reform. The government, which had reverted to a 
Keynesian macro-economic stance in the One Nation package, was widely 
suspected of having ‘reform fatigue’.

In fact, however, the reform movement quickly regained its strength. 
The  rallying point was the Hilmer Report on competition policy 
(Hilmer et al. 1993). The report itself was a relatively modest document. 
It primarily argued that steps should be taken to ensure that government 
business enterprises do not have unfair advantages in competition with 
private enterprises. In the policy process arising from the Hilmer Report, 

6  The two-airlines policy ensured that the two domestic airlines (Ansett, which was privately owned, 
and TAA, which was publicly owned) offered similar schedules and routes, and prohibited entry by 
potential competitors.
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these principles were extended to their logical conclusions to require 
a comprehensive program of micro-economic reform, referred to as ‘Hilmer 
and associated reforms’. For example, the principle of fair competition 
between public and private enterprise was interpreted to require 
a comprehensive program of competitive tendering and contracting out for 
publicly provided services.

Implementation of the Hilmer reforms was agreed upon by the state and 
federal governments meeting as the Council of Australian Governments 
(COAG) in 1995. The formal results were the passage of the Commonwealth 
Competition Policy Reform Act 1995 and the creation of two new bodies: 
the Australian Competition and Consumer Commission, formed 
from the amalgamation of the Trade Practices Commission and the Prices 
Surveillance Authority, and the National Competition Council, a body 
designed to supervise the progress of federal and state governments towards 
implementation of competitive reform. More broadly, the COAG process 
led to a general commitment to apply policies such as competitive tendering 
and contracting out at all levels of government.

Australia in the OECD context
An important message of this chapter is the need to be wary of particularist 
accounts in which micro-economic reform is treated primarily as a response 
to uniquely Australian problems and policy failures. The similarities 
between Australia and other OECD countries are far more marked than 
the differences. Like other OECD countries, Australia experienced a long 
postwar boom, characterised by full employment and expansion of 
government activity. Again, like other OECD countries, the period since 
1975 has been characterised by slow growth, high unemployment and 
contraction of government activity.

There are, however, important differences between Australia and other 
countries in the relative emphasis given to different aspects of reform. 
Micro-economic reform is not a single policy but a vast range of policies 
affecting different parts of the economy. In any particular case, the Australian 
experience has differed from that in other countries, and it therefore requires 
special treatment. However, the general approach adopted here is applicable 
to other OECD countries, and particularly to the UK and New Zealand, 
whose policy path has closely resembled the path taken in Australia.
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4
Privatisation and 

nationalisation in the 
21st century

Based on Quiggin, John. 2002. ‘Privatisation and Nationalisation in the 
21st Century’. Growth 50: 66–73.

Introduction
In economic terms, the dominant policy trend of the 20th century was that 
of nationalisation. In almost all countries and on almost all measures, the 
range of economic activities undertaken by governments was substantially 
larger at the end of the 20th century than at the beginning, as was the ratio 
of public revenue and expenditure to national income.

During the last 20 years of that century, however, there were sustained, and 
to some extent successful, attempts to roll back the growth of government. 
Centrally planned economies collapsed and began a transition towards 
a market-oriented model. In the developed OECD countries, privatisation 
of publicly owned enterprises took place on a large scale, beginning with 
the sale by public float of British Telecom, undertaken by the Thatcher 
government in the UK in 1985.

These developments popularised a triumphalist analysis, in which it was 
claimed that capitalism had triumphed over socialism, inaugurating the 
‘end of history’ (Fukuyama). This claim was clearly correct if capitalism 
was understood as the set of economic and political systems prevailing in 
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OECD countries, ranging from the USA to Norway, and socialism referred 
to the systems prevailing in the Soviet Union. However, as Fukuyama and 
subsequent writers such as Friedman (1999) made clear, a much stronger 
claim was intended. The claim was that history had shown the inevitably 
of a free-market system similar, in broad terms, to that prevailing in the 
USA, but with reductions in the role of government along the lines of those 
proposed in the Republican Party’s Contract with America (Gingrich 1994). 

Such claims were premature. Although privatisation reduced the role 
of government in the provision of marketed goods and services, the general 
government sector (health, education, community services and social 
welfare) continued to grow in absolute terms and, in many countries, 
as a proportion of GDP, throughout the 1980s and 1990s. Moreover, by 
the late 1990s, the pace of privatisation had clearly slowed. For example, 
in Australia, almost all proposals for privatisation made before 1995 were 
successful, but in the period after 1995, most were rejected.

In the first years of the 21st century, the rate of privatisation has slowed even 
further, particularly in Europe and Latin America. More significantly, in 
the English-speaking countries, a countervailing trend has emerged. For the 
first time in decades, nationalisation or renationalisation has taken place on 
a significant scale. Notable examples include the nationalisation of airport 
security in the USA, the effective renationalisation of the railway system 
owner Railtrack in the UK and the establishment of a new publicly owned 
bank in New Zealand.

Transfers
Privatisation and nationalisation frequently involve substantial transfers of 
wealth. Analysis of these transfers is useful for several purposes. First, it is 
important to distinguish between transfers of wealth, and efficiency gains 
or losses, arising from privatisation or nationalisation. Second, analysis of 
wealth transfers is an important part of any evaluation of welfare effects. 
Finally, the political economy of privatisation and nationalisation is largely 
determined by the direction and magnitude of wealth transfers.

Underpricing and buyer overoptimism

The most obvious transfers associated with privatisation by public float, as 
with private sector initial public offerings (IPOs), arise when the offer price 
for shares is set at a level below the market value of the shares, as revealed in 
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early trading. In both the private and the public sectors, there are incentives 
for the organisers of IPOs to set prices below the expected market price, 
thereby allowing those participating in the float to benefit from first-day 
‘stag’ profits.

First, the negative consequences associated with a ‘failed’ float (one in which 
not all shares on offer are taken up) are generally greater than for a float 
that is oversubscribed. This is particularly true in relation to politically 
controversial privatisations, where a failure to purchase shares can be 
represented as a lack of confidence in the government.

Second, the allocation of underpriced shares provides opportunities to 
give favours to individuals and groups whose goodwill may be valuable 
in future. Such favours were a prominent and controversial feature of the 
recent stock-market bubble in the USA. The allocation of discounted shares 
to employees and others has been a common feature of privatisation in 
Australia and elsewhere.

Transfers have also arisen in relation to privatisation by trade sale. In many 
developing and transitional countries, privatisation by trade sale has been 
the occasion for large-scale expropriation of public wealth. Australian 
experience has been more favourable, from the viewpoint of the public. 
Although some assets, such as the New South Wales State Bank, appear 
to have been sold at unreasonably low prices (Walker and Walker 2000), 
there have been other instances, such as the sale of Victorian electricity 
distribution enterprises, where the price paid appeared unreasonably high 
in the light of the regulatory regime that determined subsequent earnings. 
In some cases of this kind, such as the privatisation of airports, regulations 
have been relaxed to allow higher profits, retrospectively validating high 
sale prices.

Quality of prices and service

The impact of privatisation on prices and service quality has varied, 
depending particularly on the nature of regulatory changes introduced at 
the time of privatisation. In general, direct impacts on prices have been 
small, except where governments have sought to increase the sale price of 
assets by raising costs to consumers. The most notable recent example was 
the leasing of Australian airports, which was accompanied by large increases 
in landing charges (up to 100 per cent) and other charges such as parking 
fees, and the introduction of a range of new charges, such as taxi levies.
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The privatisation of monopolies, when combined with price regulation, 
has typically led to a reduction in service quality, as monopoly firms seek 
opportunities to reduce costs and raise profits. Over time, the introduction 
of steadily more intrusive regulation has reduced both the incentives for 
lower service quality and the differences in operational efficiency between 
private and public monopolies.

In some other instances, privatisation has led to the adoption of a more 
business-like and ‘customer-focussed’ approach. This has typically been 
associated with an increase in the quality of service for profitable customers, 
but also with attempts to discard unprofitable customers and uncompensated 
community service obligations.

Safety and reliability

Privatisation has generally been accompanied by a decline in the safety 
and reliability of infrastructure services, particularly when account is 
taken of exogenous technological trends, which have generally improved 
the reliability of equipment of all kinds. The cost reductions associated 
with privatisation and, to a lesser extent, corporatisation, have focussed 
particularly on reductions in overstaffing in areas such as maintenance, and 
on the elimination of redundant capital capacity, frequently referred to as 
‘goldplating’. All things being equal, cost savings achieved in this way must 
involve some loss of reliability and, in some cases, safety.

The shift from public to private ownership reduces incentives for safety and 
reliability. The political costs of failures in infrastructure systems can be 
severe. By contrast, the costs to private infrastructure owners of occasional 
breakdowns are relatively modest. Hence, if such outcomes are to be 
avoided, intrusive regulation is likely to be necessary.

Another possible response is the introduction of a legal regime based on 
the strict liability of infrastructure providers for economic losses associated 
with system failures. A current class action against Esso in relation to the 
consequences of the Longford explosion and system failure in Victoria may 
set a precedent in this respect. Surprisingly, relatively few supporters of the 
adoption of the US model of private provision of infrastructure services 
seem to welcome the arrival of a system of regulation in which the threat 
of litigation plays a central role, as in the USA.
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None of the discussion above establishes whether the net impact of 
reductions in maintenance expenditure is positive or negative. Terms 
like ‘goldplating’ and ‘redundancy’ tend to imply that there is too much 
reliability, but goldplating makes sense in some contexts (computers) and 
redundancy in others (aircraft control systems).

Wages, conditions and work intensity

Like other aspects of micro-economic reform, privatisation has imposed 
costs on workers in the form of increased stress and a faster pace of work. 
Although anecdotal evidence of increases in work intensity abounds, 
statistical evidence is limited. The Australian Workplace Industrial Relations 
Survey undertaken in 1995 found that most employees reported increases 
in stress, work effort and the pace of work over the previous year, while less 
than 10 per cent reported reductions in any of these variables (Morehead 
et al. 1997).

Dawson, McCullough, and Baker (2001, 4) examine the increase in working 
hours for full-time workers and conclude:

For many Australian workers, their families and communities, 
extended working hours have led to increased levels of fatigue and 
decreasing levels of social support. This in turn has the potential 
to compromise safety and the long-term health and wellbeing of 
workers and the organisations that employ them.

Another source of evidence comes from the supply side. The combination 
of increased work intensity and longer hours of work has rendered full-
time employment increasingly unattractive. The full-time participation rate 
(full-time employment plus those seeking full-time work as a proportion 
of the population aged between 15 and 64) fell during the 1990s for both 
males and females. The decline in female participation in the full-time 
labour force represents the reversal of a long-term trend towards increased 
participation.

Efficiency gains and losses
Once all transfers to and from workers, consumers and taxpayers have been 
netted out, the impact of privatisation can be assessed by comparing the 
value of the enterprise in private ownership, measured by the sale price, 
with its value in continued public ownership, measured by the present 
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value of the earnings that would have been realised under continued public 
ownership. The starting point for any such assessment is what may be called 
the equivalence hypothesis, namely, that in the absence of some specific 
source of efficiency gains or losses, the value of the asset will be the same in 
public or private ownership. Hence, in the absence of transfers such as those 
discussed in the previous section, privatisation will have no effect on the net 
worth of the public sector (Forsyth 1993).

In this section, a range of possible sources of efficiency gains and losses are 
considered. Although it is difficult to assess them individually, a market test 
is provided by a comparison of sale prices with earnings foregone through 
privatisation.

Operational efficiency

One of the strongest claims for privatisation is that it will increase the 
operating efficiency, and therefore the profitability, of the enterprises 
concerned. Empirical studies have yielded mixed results, although the 
balance of evidence favours the hypothesis that privatisation increases 
operating efficiency. Borcherding, Pommerehne, and Schneider (1982) 
surveyed the literature on municipal services and reported that, in most 
studies, either the private sector was found to be more efficient, or no 
significant difference was observed. However, in studies of electricity and 
water services, either the public sector has been found to be more efficient 
(Pescatrice and Trapani 1980; Bhattacharyya, Parker, and Raffiee 1994), 
or  no significant difference has been discovered (Byrnes, Grosskopf, and 
Hayes 1986).

Historically, public enterprises have had a wide variety of objectives, 
and it is reasonable to assume that many of the enterprises in the studies 
surveyed by Borcherding, Pommerehne, and Schneider (1982) had 
neither a profit-maximisation objective nor a cost-minimisation objective. 
One result of this diversity of objectives is the common finding that the 
variance of performance measures is higher for public than for private firms 
(Bhattacharyya, Parker, and Raffiee 1994). 

A central feature of public sector reform in Australia has been the attempt 
to replace the diffuse objectives of traditional public enterprises with an 
objective of profit maximisation subject to the satisfaction of clearly defined 
community service obligations. This has most commonly been achieved 
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through corporatisation. Corporatised government business enterprises 
have competed effectively with private firms in many industries, suggesting 
that any differences in operating efficiency must be modest. It should also 
be noted that many of the wealth transfers associated with privatisation, 
such as uncompensated increases in the intensity of work, also arise in 
corporatised government business enterprises.

Regulatory risk

In some instances, such as cases where governments have owned firms trading 
in competitive markets, privatisation involves no changes in regulation. 
However, such cases, typically arising from public rescues of failing firms, 
have been relatively infrequent. As public ownership expanded during the 
first 80 years of the 20th century, nationalisation was used primarily as a 
method of regulating industries that were, or were seen to be, characterised 
by market failures such as natural monopoly or externality. 

In these circumstances, privatisation creates a regulatory risk that does 
not exist under public ownership. Small differences in the rates of return 
determined by regulation imply large transfers between consumers and 
private monopolists. By contrast, under public ownership, this risk is 
internalised, since, for most regulated infrastructure services, consumers 
and taxpayers (or, more precisely, residents of the relevant jurisdiction) are 
the same people.

This analysis directly contradicts a widely held view of public policy 
in Australia, namely, that there is, in some sense, a conflict of interest in 
governments both owning and regulating business enterprises. This view 
lacks any analytical basis. It is analogous to an argument that a conflict arises 
when a private company contracts with, or directs the actions of, a wholly 
owned subsidiary.

The costs of regulatory risk are substantial. In Victoria, the failure of private 
buyers to take regulatory risk into account led to the overoptimistic prices 
paid for Victorian electricity assets. These purchases have been followed 
by resales and lower prices, and by vigorous rent-seeking activity aimed 
at validating the original purchase prices by securing more favourable 
regulatory treatment. 
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Cost of capital

The crucial efficiency difference in favour of public ownership arises from 
differences in the cost of capital. The return demanded by investors in 
private equity in the average large company includes a risk premium of 
around six percentage points to compensate for the company’s exposure 
to aggregate economic risk. If the rate of interest on government bonds is 
5 per cent, investors in a typical stock will expect a return of around 11 per 
cent. The equity premium is smaller for companies with stable returns, or 
for those that are only weakly correlated with the economy as a whole, and 
larger for those with highly cyclical returns, such as companies involved in 
construction.

The market’s aversion to risk is reflected in the difference between the 
return demanded by investors in private equity and the rate of return on 
government bonds or good-quality corporate bonds. This difference is 
called the equity premium, and its size represents a longstanding puzzle 
for economists. Most economic models imply that if capital markets 
spread all relevant risks efficiently and at a low cost, the equity premium 
should be no more than one percentage point, and probably less. A variety 
of explanations for the ‘equity premium puzzle’ have been offered, most of 
which incorporate the failure of private capital markets to spread risk as well 
as is assumed in neoclassical models of the financial sector.

As Grant and Quiggin (2003) observe, if the demand for a high rate 
of return on equity arises from failures in private capital markets, there is 
no reason to apply this rate of return in evaluating public investments or 
determining the present value of income streams flowing from government 
business enterprises.

An assessment of Australian privatisations

As has been argued in this paper, the effects of privatisation can be assessed 
by examining the difference between the sale price realised for an asset 
and the present value of earnings foregone under public ownership, after 
netting out transfers to and from workers, consumers and buyers of assets. 
Such analyses of actual and prospective privatisations have been performed 
for the Commonwealth Bank (Quiggin 1995), Commonwealth Serum 
Laboratories (Hamilton and Quiggin 1995), Telstra (Quiggin 1996a), the 
New South Wales State Bank (Walker and Walker 2000) and the Victorian 
electricity industry (Quiggin 2002a), among others.
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In all cases, the analysis indicated a net welfare loss from privatisation. 
In  the case of Victorian electricity, however, the loss was borne by the 
buyers (mainly US electricity companies) who paid prices that were, at least 
in retrospect, excessive. Hence, the net impact on Victorian residents was 
roughly neutral, with gains to taxpayers being offset by losses to workers 
and consumers.

Based on this evidence, it seems unlikely that the privatisation of efficiently 
run government business enterprises in core areas of government activity 
such as infrastructure is ever likely to be beneficial, except during market 
bubbles, when buyers may be willing to pay prices that exceed the long-run 
private market value of assets.

The case for renationalisation

Thinking the unthinkable

Until about 1980, the idea of a substantial reduction in the scale and scope 
of public sector economic activity lay outside the realm of acceptable public 
debate. Cockett’s (1995) classic study of the British think tanks that first 
advocated privatisation, such as the Institute for Economic Affairs, was 
aptly  titled Thinking the Unthinkable. Such is the power of conformism 
in human affairs that within a decade of its entry into the public debate, 
the insurgent idea of privatisation had become an orthodox dogma, and 
the concept of nationalisation was, literally, unthinkable for many. 

This point may be illustrated with reference to the Australian debate. 
Criticisms of privatisation, such as those of Quiggin (1995) and Walker 
(1994), have been the subject of vigorous debate (Hathaway 1997; Officer 
1999). However, until recently, arguments that the appropriate response to 
the failures of privatisation is a return to public ownership (Quiggin 2000) 
have simply been ignored.

This position is slowly changing, although the public debate is lagging 
behind events in the real world. Renationalisation in various forms has 
taken place in numerous countries, sometimes as a deliberate attempt to 
offset excessive privatisation, but more frequently in response to the failures 
of privatised firms and the associated regulatory structure. 
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In Australia, Minister for Small Business Joe Hockey recently suggested 
that it might be necessary for state governments to re-enter the insurance 
business following the collapse of HIH Insurance and United Medical 
Protection. The unthinkable is becoming thinkable once again.

The mixed economy

In most OECD countries, governments, and government business 
enterprises, produce around 30 per cent of total output. This proportion has 
tended to grow over time, reflecting the increasing economic importance of 
the sectors in which government activity is concentrated, such as health 
and education. Large-scale privatisation has offset or reversed the trend 
towards a larger government sector in several countries, including the UK. 
Nevertheless, it seems clear that, for the foreseeable future, OECD countries 
will have mixed rather than free-market economies.

In a mixed economy, even supporters of further privatisation should 
welcome the availability of nationalisation as a policy option. If privatisation 
is, as is sometimes supposed, irreversible, it should be undertaken with great 
caution. By contrast, if both privatisation and nationalisation are feasible, 
it is possible to adjust the boundary between the private and public sectors 
optimally in response to new information and changed circumstances.

Nevertheless, the policy relevance of nationalisation is greatest in cases 
in which privatisation has already gone too far. The evidence cited in 
this paper suggests that this is the case in Australia, and that a number of 
privatisations already undertaken have reduced both public sector net worth 
and the welfare of the community as a whole. It follows that, in the absence 
of transactions costs, renationalisation would improve welfare. 

Targets for renationalisation

The strongest candidate for renationalisation in Australia at present is 
Telstra. Even supporters of privatisation, such as Treasurer Peter Costello, 
agree that the current state of partial privatisation is highly unsatisfactory. 
When the current government’s proposal for partial privatisation was under 
consideration, the same view was expressed in Quiggin (1996b) and derided 
by members of the government. On the other hand, given Telstra’s monopoly 
power, full privatisation would be acceptable to other market participants 
only if it was accompanied by more stringent regulation. The implied 



73

4. PRIVATISATION AND NATIONALISATION IN THE 21st CENTURY

regulatory risk reduces the market value of Telstra, which is well below any 
reasonable estimate of the value of future real earnings, discounted at the 
real bond rate.

The privatisation of Telstra could be financed in part by the sale of peripheral 
assets, such as Telstra’s pay-TV interests and joint ventures in Hong Kong. 
This idea, along with proposals for more extensive structural separation, has 
been discussed by Quiggin (2002b) and Tanner (2002), and criticised by 
Eason (2002).

Renationalisation of infrastructure assets that have been fully privatised is 
further off, except in cases such as that of Railtrack, in which the private 
operator fails completely. Nevertheless, it would be highly desirable to 
restore full public ownership of the road system and to replace the present 
arbitrary patchwork of tolls with a rational system of road-user charging. 
Less urgent, but still highly desirable, is the renationalisation of natural 
monopoly infrastructure such as water supply in South Australia, and 
electricity distribution in South Australia and Victoria.

Concluding comments
The limitations and failures of privatisation are widely recognised, but 
the obvious implication—namely, that at least some privatised enterprises 
should be renationalised—remains unthinkable for many. Thus far, 
renationalisation has occurred primarily as an emergency response to the 
failure of private firms providing essential services. As instances of this kind 
break down the notion that privatisation is irreversible, it may be possible to 
undertake a more systematic and rational reconsideration of the appropriate 
roles of the public and private sectors.
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5
Looking back on 

micro‑economic reform: 
a sceptical viewpoint

First published in 2004 as Quiggin, John. ‘Looking Back on Microeconomic 
Reform: A Sceptical Viewpoint’. Economic and Labour Relations Review 15: 
1–25. doi.org/10.1177/103530460401500101.

The era of micro-economic reform in Australia began with a big bang—
the floating of the dollar in 1983. It ended with another big bang—the 
package of tax reforms centred on the goods and services tax (GST), which 
came into force in July 2000. The period between 1983 and 2000, roughly 
corresponding to the 1980s and 1990s, was one of systematic, though 
gradual, micro-economic reform affecting nearly all sectors of the economy.

There were isolated instances of micro-economic reform before the 
1980s, notably including the Whitlam government’s 25 per cent tariff cut 
(the primary motive here was macro-economic, but the choice of instrument 
reflected micro-economic concerns). Similarly, the consequences of some 
micro-economic reforms initiated in the 1990s, such as the National 
Competition Policy, are still being worked through, and a few items on the 
micro-economic reform agenda, such as the full privatisation of Telstra, are 
still being debated. Moreover, movement in the direction of micro-economic 
reform was never uniform. The Prices and Incomes Accord constituted 
a major change in the way Australian labour markets operated but was not 
generally considered as an instance of micro-economic reform.

http://doi.org/10.1177/103530460401500101
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Despite these qualifications, the 1980s and 1990s can reasonably be 
characterised as the era of micro-economic reform in Australia. Throughout 
this period, there was a steady movement in the direction of micro-economic 
reform, backed by a bipartisan, and almost monolithic, intellectual 
consensus, at least among policy elites. No such consensus existed before 
the 1980s.

Most economic evaluations of micro-economic reform in Australia and 
elsewhere, particularly those from official sources, have been favourable. 
Parham (2002b) is a good recent example. In light of this favourable 
evaluation, there have been calls for a renewed commitment to micro-
economic reform (Dawkins and Kelly 2003). On the other hand, it is widely 
recognised that the Australian public is suffering from reform fatigue and 
evinces little support for further micro-economic reform. Given that the 
public has had two decades to evaluate the effects of micro-economic reform, 
these observations pose a problem. Either the official estimates of the benefits 
of micro-economic reform are overoptimistic, or members of the public have 
consistently misperceived the effects of reform on their welfare.

The object of this paper is to present a sceptical evaluation of micro-
economic reform in Australia, without an initial presumption that reform 
is either beneficial or harmful. The paper is organised as follows. Definitions 
of the concept of ‘micro-economic reform’ are discussed, and the policy 
agenda associated with this term is described. I distinguish several phases 
of micro-economic reform, then evaluate the program of micro-economic 
reform according to several criteria, including impacts on macro-economic 
performance, allocative efficiency, productivity, work intensity and 
consumer choice. Finally, I offer some concluding comments.

Defining micro‑economic reform
Although micro-economic reform is notoriously difficult to define, the 
central idea is that policy should be directed to achieving improvements in 
economic efficiency, either by removing distortions in individual sectors of 
the economy or by reforming economy-wide policies, such as tax policy and 
competition policy, with an emphasis on economic efficiency (rather than 
other goals such as equity or employment growth).

Considering the term ‘micro-economic reform’ in more detail, the ‘micro-
economic’ element is significant in two ways. First, the shift to a focus 
on micro-economic reform represented an acknowledgement that macro-
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economic policies, and particularly Keynesian demand management, were 
no longer as effective as they had appeared to be during the long postwar 
boom. Micro-economic reform was seen by some of its advocates as a way of 
removing structural barriers to the effectiveness of macro-economic policy. 
Other advocates of micro-economic reform, influenced by new classical 
models, saw little role for macro-economic policy and argued that the main 
task of economic reform was to remove the distortions created by previous 
interventionist policies.

The term ‘reform’ literally means ‘change of form’. However, in its positive 
uses, it embodies two additional connotations. The first is ‘change for the 
better’. The second is the idea of change that is, in some sense, historically 
inevitable. Both of these elements were present in discussions of micro-
economic reform, particularly in the wake of the collapse of communism, and 
were embodied in the slogan attributed (perhaps apocryphally) to Margaret 
Thatcher: ‘There is No Alternative’. A more sophisticated version of the 
same claim was made by Fukuyama (1992). Critics of micro-economic 
reform, who had often been supporters of interventionist economic policies 
that were also described as reforms at the time they were implemented, 
initially resisted the use of the term ‘reform’ to describe policies they regarded 
as producing changes for the worse. However, the term ‘micro-economic 
reform’ is now used in much the same way by supporters, opponents and 
sceptics alike.

Micro-economic reform may be defined as a systematic program of reform 
along market-oriented lines and focussing on micro-economic issues rather 
than macro-economic policy.

In light of this discussion, the statement made above that ‘the Prices and 
Incomes Accord … is not typically considered as an instance of micro-
economic reform’ can be clarified. The Accord does not meet the definition 
of micro-economic reform, partly because it was motivated by macro-
economic concerns, and partly because it sought to produce outcomes 
different from those that would be generated by market forces.

More generally, according to this definition, there was no systematic 
commitment to micro-economic reform before 1983, despite some policy 
initiatives consistent with the ideas underlying such reform. Similarly, 
Australian state and national governments are no longer pursuing systematic 
programs of micro-economic reform.
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International experience

Although the specific term ‘micro-economic reform’ is most popular in 
Australia, closely related policies were pursued throughout much of the 
world in the 1980s and 1990s, commonly described in such terms as 
‘structural reform’. The policies adopted in Australia were largely modelled 
on those of the Thatcher government in the UK, which were also emulated 
in New Zealand and Canada. Radical market-oriented reforms were adopted 
in eastern Europe and Russia after the collapse of communism, accelerating 
an earlier, more gradual trend towards a larger role for the market. Under 
pressure from agencies such as the World Bank and the IMF, many less 
developed countries also abandoned interventionist policies, such as import 
replacement and public ownership, and embraced policies of liberalisation 
and privatisation.

The debate over whether the effects of reform have been beneficial 
or harmful on balance has yielded little in the way of firm conclusions. 
This is unsurprising given the potential for disagreement over criteria, 
counterfactuals and measurement criteria, which will be discussed in more 
detail with respect to Australia.

Nevertheless, some countries have clearly performed better than others. For 
example, Australia has outperformed New Zealand. This fact has given rise 
to a debate over reform strategies, which has focussed on two main issues. 
The first is the choice between radical restructuring (sometimes referred 
to as shock therapy) and gradual reform. Among advocates of gradual 
reform, there is a further debate about sequencing. The issue is whether it is 
preferable to delay some reforms to a later stage of the reform process and, 
if so, which (Bollard and Buckle 1987).

The micro‑economic reform agenda
The term ‘micro-economic reform’ encompasses a wide range of policies, and 
the content of the micro-economic reform agenda has changed over time. 
Nevertheless, in most periods, one or two central themes have dominated 
the policy agenda.
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Getting prices right

In the early phases of micro-economic reform, much attention was focussed 
on ‘getting prices right’ and, in particular, on eliminating policies that 
unnecessarily ‘distorted’ the production and consumption decisions of 
private firms and households. The paradigmatic example of a ‘distorting’ 
policy was tariff protection. The case for tariff reform was bolstered by 
the argument that, if a government wished to assist particular industries, 
it  should do so through subsidies, which did not distort the prices faced 
by consumers.

Under the policy of ‘protection all round’, the impact of tariffs on agricultural 
producers had been partially offset by a range of price stabilisation and 
support policies. The gradual removal of these policies began with the 
Whitlam government’s controversial abolition of a bounty on purchases of 
superphosphate and the 25 per cent cut in tariffs, introduced in July 1973.

The consensus in favour of ‘protection all round’ had marginalised both 
advocates of the traditional free-trade alternative to protection, and 
supporters of strategic industry policies and micro-economic planning. 
As a result, advocates of more comprehensive and systematic government 
intervention, such as Whitlam, initially made common cause with those 
who favoured extensive free-market reform. Both groups were classed as 
‘economic rationalists’1, that is, advocates of rationally designed policy, 
as opposed to the advocates of the status quo, in which policy was driven 
by a mixture of historical precedent, lobbying, and ad hoc responses to 
crises. Under the Fraser government, the free-market element of economic 
rationalism became dominant, and the term came to imply a desire to reduce 
the role of government, rather than, as under Whitlam, to apply the power 
of government more rationally and systematically. Much later, following the 
popular critique of Pusey (1991), ‘economic rationalist’ acquired a primarily 
pejorative connotation.

Under the case-by-case approach pursued during the 1970s, proposals for 
tariff reform were initially most successful in industries with relatively low 
protection. In the highly protected industries most threatened by import 
competition, such as motor vehicles and textiles, clothing and footwear, 
tariffs were supplemented by quotas. As a result, the variance of effective 

1  For further discussion of the genesis of the term ‘economic rationalism’, see Quiggin (1997a). and 
Schneider (1998).
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rates of protection increased substantially during the 1970s, as shown in 
Table 5.1. The first two rows of data show the mean and variance of tariff 
rates from 1971 to 1991.

Table 5.1 Effective rates of protection (%) 1971–91

1971 1973 1983 1988 1991

Mean effective protection rate 36 27 25 19 15

Standard deviation of effective 
protection rates

25 20 43 36 29

Source: Industry Commission

It was not until 1988 that the case-by-case approach was replaced by 
a general program of reducing tariff rates across the board, a process that is 
still incomplete.

Corporatisation and privatisation

A second strand of micro-economic reform focussed on improving the 
efficiency of government business enterprises. One of the first, and 
most successful, instances was the creation of the statutory authorities 
Australia Post and Telecom Australia from the former Postmaster-General’s 
Department, a public service department under direct ministerial control. 
More generally, the reform of government provision of marketed services may 
be seen in terms of a spectrum. At one end is the traditional departmental 
structure of national, state and local governments. At the other end is a 
privatised firm, subject only to normal commercial regulation. The points 
on the spectrum include:

1. full cost pricing
2. competitive tendering
3. commercialisation
4. corporatisation
5. privatisation.

Each step along the reform spectrum involves an increase in reliance on 
profit as the primary guide to management decisions, and a reduction in 
direct public accountability. These two changes are directly linked: increases 
in profitability arise precisely because managers are not subject to constraints 
imposed through public accountability and are therefore free to manage 
enterprises so as to increase revenues and reduce costs.
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From the perspective of advocates of micro-economic reform, the object of 
reform has been to move as far towards privatisation as possible, subject to 
constraints arising from potential market failures or political restrictions. 
Under the National Competition Policy (NCP), traditional arrangements 
are considered, prima facie, to be anti-competitive, and governments are 
required to consider options such as commercialisation and corporatisation.

For much of the 1980s and 1990s, it seemed that movement along the 
reform spectrum led inexorably to full privatisation. By the late 1990s, 
however, political resistance to privatisation had hardened. A central 
element in the decline of support for privatisation was the realisation that 
the budgetary arguments that had been used to justify early privatisations in 
Australia and the UK were spurious. The budgetary conventions prevailing 
until the mid-1990s allowed the proceeds of asset sales to be treated as 
current revenue or, in some cases, negative expenditure.

In assessing the fiscal impacts of privatisation, the appropriate comparison 
is between the sale price and the present value of income foregone as a result 
of privatisation. In most cases, if this comparison is undertaken using the 
real bond rate as a discount rate, sale proceeds are less than the present value 
of earnings foregone on any reasonable estimate (Quiggin 1995; Walker 
and Walker 2000). The divergence is primarily due to the ‘equity premium’, 
that is, the difference between the real rate of interest on bonds and the 
rate of return demanded by investors in private equity. This difference, 
about six percentage points on most estimates, is too large to be consistent 
with the standard consumption-based capital asset-pricing model, under 
which asset prices are determined by consumers rationally optimising the 
expected utility of lifetime consumption in efficient asset markets (Mehra 
and Prescott 1985; Kocherlakota 1996).

Moreover, the equity premium is independent of any divergences in public 
and private discount rates arising from differential taxation treatment and 
from transfers that may be associated with underpricing in cases of 
privatisation by public float. Differences arising from the latter sources 
should be netted out in the evaluation of privatisation.

There are strong grounds for supposing that observed market imperfections, 
such as transaction costs in household borrowing and lending (Constantinides, 
Donaldson, and Mehra 1998), and the absence of insurance markets for 
systematic risks such as unemployment and business failure (Mankiw 1986; 
Weil 1989; Grant and Quiggin 2002), play an important role in explaining 
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the anomalously large equity premium. If so, as Grant and Quiggin (2003) 
observe, the appropriate discount rate for evaluating privatisation is likely to 
be close to the real bond rate, implying that most Australian privatisations 
have reduced welfare.

Supporters of privatisation have argued for a presumption in favour of the 
market rate (Hathaway 1997) or have sought to change the focus of the 
argument away from fiscal impacts to broader efficiency effects (Officer 
1999). In the absence of evidence supporting the use of the market rate, 
the first position is purely ideological. As regards the second, it is important 
to take account of impacts on consumers, employees and others. However, 
assuming the sale price is equal to the private market value of earnings 
under privatisation, a comparison of this sale price with the present value 
of expected earnings under continued public ownership captures the main 
efficiency effects of privatisation.

Deregulation and reregulation

The first big instance of deregulation in Australia was the deregulation 
of financial markets in the 1980s, following the recommendations of the 
Campbell and Martin Committees of Inquiry and the decision to float 
the Australian dollar in 1983. Deregulation of the airline industry, and the 
abandonment of the long-standing two-airlines policy, followed in 1990.

Reforms to telecommunications and energy markets in the 1990s are 
also commonly referred to as deregulation. In these cases, in which a 
relatively simple, although highly restrictive, regulatory regime, based on 
publicly owned statutory monopolies, has been replaced by a complex set 
of regulations designed to facilitate competition, ‘reregulation’ might be 
a more appropriate term. Continued use of the term ‘deregulation’ reflects, 
in part, the idea that the new regulatory structures are interim measures, 
paving the way for the emergence of a fully competitive market.

Measured against the, admittedly ambitious, objective of a competitive 
outcome requiring only the basic regulatory functions of standard company 
law, deregulation in Australia has been almost uniformly unsuccessful. 
In  banking, the position of incumbent firms has been strengthened, 
most notably by mergers allowed in anticipation of deregulation. Entry 
by foreign banks, regarded ex ante as the main source of competition, has 
been limited and transient. Competition has been further reduced by the 
virtual disappearance of the building society sector when the regulatory 
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costs of a banking licence were removed, while the implicit Commonwealth 
government guarantee, arising from the Reserve Bank’s role as lender of 
last resort, remained in place. This trend has been partially offset by the 
emergence of non-bank mortgage originators in the 1990s.

The abolition of the two-airlines policy induced a number of competitors 
to enter the market from 1990 onwards. The first two entries, both using 
the name Compass, were costly failures. Although external factors such as 
the first Gulf War played a role, the entrants were poorly capitalised, and 
there were extensive barriers to entry, notably including the incumbents’ 
control of terminals. Pressure to liberalise access to terminals developed in 
the wake of the Compass failures, but the incumbents built up alternative 
barriers to entry such as frequent flyer schemes. Several other enterprises 
announced plans to enter the market during the 1990s but failed to secure 
the necessary finance. A third failure was the attempt by regional airline 
Impulse to enter the capital city market, beginning in 2000. Shortly after 
Impulse commenced service, the fourth (and so far the only successful) 
entrant, Virgin Blue, also entered the market. Unlike previous entrants, 
Virgin Blue had the backing of an international carrier.

The success of Virgin’s entry depended on a series of adverse events that had 
fatally weakened one of the incumbent airlines, Ansett. The last of these 
was the terrorist attack of September 11, 2001, which occurred immediately 
after Ansett’s declaration of bankruptcy and ensured that attempts to refloat 
the airline would not succeed. Thus, the competitive entry of Virgin has 
resulted in the replacement of the symmetrical duopoly imposed under the 
two-airline policy with a Stackelberg leader–follower model, in which 
the dominant firm (the leader) sets the conditions under which its rival 
(the follower) competes.

The outcome in the telecommunications sector has been similar, with 
Telstra acting as a Stackelberg leader. Of course, this outcome represents an 
increase in competition relative to the starting point of statutory monopoly. 
Similarly, in the electricity sector, although there are more firms than before, 
most retail consumers are effectively dealing with monopolists.

Even under the more limited criterion of reductions in prices, success has 
been limited. The interest rate margins charged by banks to household 
customers rose in the aftermath of the speculative boom and bust of the 
1980s. Although margins have subsequently fallen, this has been offset by 
a steady increase in fees and charges.
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Business class and standard economy airfares have generally risen, but 
the proportion of discount fares and the size of discounts have increased. 
Using an index number approach, Quiggin (1997b) concluded that there 
had been no significant change in the cost of a standard basket of airfares, 
consisting of a mixture of business-class, full economy and discount fares. 
Forsyth (1998) criticised the claim that discount fares should be treated as 
a separate commodity and concluded that average fares had fallen as a result 
of deregulation. Bailey (2003) finds little change in prices between 1992 
and 2003.2

Prices of telecommunications services have fallen in real terms, but this 
reduction has merely continued a trend that prevailed throughout the 
20th century. More precisely, the regulatory constraints on Telstra’s prices 
embody a requirement to continue the rate of price reductions observed 
before the advent of competition. In most years, this constraint has been 
binding, implying that the aggregate impact of reregulation on prices has 
been zero. As with airlines, there has been a redistributive effect. Consumers 
with more elastic demand and lower marginal costs of service have benefited 
at the expense of those with less elastic demand and higher marginal costs. 
In this case, unlike that of airlines, the redistribution has generally favoured 
business at the expense of households. (In both cases, it must be assumed 
that reductions in business costs ultimately flow through to households.)

The most striking single outcome of deregulation was the speculative boom 
and bust in equity markets in the 1980s, the magnitude of which was largely 
attributable to financial deregulation. The rise of ‘entrepreneurs’ engaged 
in speculative takeovers was widely seen as a positive outcome of financial 
deregulation, imposing market discipline on lazy incumbent managers 
(Bishop, Dodd, and Officer 1987). In retrospect, however, it is apparent 
that the entrepreneurs had little capacity to improve the value of the 
enterprises they controlled and primarily illustrated the maxim, attributed 
to JK Galbraith, that ‘genius is a rising market’. When equity prices declined 
after 1987, the corporate structures built up by the entrepreneurs collapsed 
with heavy losses.

2  A more relevant comparison would be the change in airfares compared to that which would have 
taken place under continued regulation. Presumably, this would have been relatively modest over the short 
period assessed by Quiggin and Forsyth, but it might have been significant over the 1990s as a while.
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No accurate estimate of the welfare loss associated with this episode has 
been made. However, Sykes (1994) estimates the volume of losses incurred 
by creditors and bondholders at A$20 billion or around 5 per cent of annual 
GDP in the 1980s.3 As was noted by Milbourne and Cumberworth (1991), 
much of this loss was transferred to retail customers of the banks in the form 
of increased margins between borrowing and lending rates.

Another substantial welfare loss arose from the parallel rollouts of hybrid 
fibre optic cable undertaken by Telstra and Optus in the mid-1990s. At a 
cost greater than would have been incurred in an orderly rollout of cable for 
all metropolitan areas, Telstra and Optus produced two sets of cables, each 
covering about half the population, with an overlap estimated at 90  per 
cent. The total welfare loss was at least A$4 billion and possibly as much as 
A$8 billion (1 to 2 per cent of GDP).

Against these losses must be set improvements in operating efficiency, 
associated with reductions in overstaffing and the elimination of restrictive 
work practices. Based on observed changes in prices, the net impact appears 
to be about neutral in the case of telecommunications and airlines. On the 
other hand, as noted above, financial deregulation produced a substantial 
welfare loss in its first decade from 1983 to 1993. Outcomes since 1993 
appear more favourable, but a final evaluation must await the end of the 
current economic cycle.

Competition and competition policy

During the 1990s, the process of micro-economic reform changed radically, 
as did its content. Increasing public resistance to policies such as privatisation, 
combined with an upsurge of hostility to ‘economic rationalism’ in general, 
made it difficult to implement reform through political processes, except 
in a crisis atmosphere such as that following the collapse of state banks in 
Victoria and South Australia.

As a result, reform in the 1990s was often implemented without open 
political debate. The most notable example was the NCP, which grew 
out of the report of the Hilmer Committee (Hilmer, Rayner and Taperell 

3  Since other losses were incurred by employees, customers and others, this is likely to be a lower-
bound estimate of welfare costs. On the other hand, in a complete analysis it would be necessary to take 
account of gains to entrepreneurs. Despite most of the leading entrepreneurs having incurred personal 
as well as corporate bankruptcy, it appears that a number of them managed to retain significant personal 
wealth after the crash, in addition to consumption expenditure during the boom in housing prices.
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1993), appointed in 1992 to inquire into, and advise on, appropriate 
changes to legislation and other measures in relation to the scope of the 
Trade Practices Act 1974 and the application of the principles of competition 
policy. Advocates of reform within federal government policy circles used 
the Hilmer Report as the basis for a renewed push for public sector reform, 
centred around the Council of Australian Governments (COAG).

By virtue of its reliance on intergovernmental negotiations and remoteness 
from open political debate, the COAG process permitted further extensions 
of reform to be presented as a fait accompli, embodied in the Commonwealth 
Competition Policy Reform Act 1995 and the associated Competition 
Principles Agreement. By the time its implications were realised, the 
NCP was both Commonwealth and state law, backed up by the power 
of the National Competition Council (NCC) to penalise recalcitrant or 
tardy states.

This process in turn produced a counter-reaction, in which NCP became 
a scapegoat for all the adverse consequences of micro-economic reform 
and for many trends independent of that reform. A typical example was 
the closure of banks in country towns, which was due in part to financial 
deregulation and in part to long-standing demographic trends but had 
nothing to do with NCP.

The NCP program had three main components. The first was a once-off 
review of all state and federal legislation, requiring that any legislation with 
anti-competitive effects should be justified on the grounds of public benefit. 
A notable outcome was the deregulation of the dairy industry, discussed by 
Edwards (2003). The second was a requirement for government business 
enterprises to adopt prices based on the principle of ‘competitive neutrality’. 
The third, and in the end the most significant, was the creation of a new 
system of regulatory oversight for public and private enterprises declared as 
monopolies.

At least at first sight, it may appear paradoxical that the ultimate outcome 
of NCP was a substantial expansion of regulation. The implementation of 
NCP required the establishment of the NCC and the formation of a more 
powerful Australian Competition and Consumer Commission (ACCC) 
from the former Trade Practices Commission and Prices Surveillance 
Authority. In addition, each of the states established regulatory bodies. 
In one sense, this expansion of regulation represents a retreat from the 
original aspirations of advocates of micro-economic reform, who hoped to 
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replace government monopolies with competitive markets. In most cases, 
it has now been recognised that the core functions historically performed 
by government monopolies are, in fact, natural monopolies, just as the 
advocates of government intervention had claimed.

However, the regulatory functions now being performed by bodies like 
the ACCC are not new. In the past, these functions were performed by 
the same statutory monopolies that provided the relevant services. From 
an engineering viewpoint, such integrated management has obvious 
advantages. In most cases, however, the accountability that arises from 
external regulation has yielded net benefits.

Labour market reform

As has already been noted, labour market policy under the Hawke 
government was an exception to the general trend towards more market-
oriented policy. The Accord on Prices and Incomes strengthened the role 
of  central wage fixation through the Arbitration Commission. Moreover, 
the policy deals through which the government and the Australian Council 
of Trade Unions reached an agreed position involving low or negative 
growth in real wages typically included interventionist policy initiatives, of 
which the most notable were Medicare and compulsory superannuation.

The centralised approach was gradually abandoned in favour of a system 
of enterprise bargaining, which remains the most important institutional 
framework for wage-setting. Subsequent reforms, such as the introduction 
of Australian workplace agreements (individually negotiated employment 
contracts) have had only a modest effect.

The effects of labour market reform, in the strict sense of changes to industrial 
relations policies and institutional frameworks, appear to have been modest. 
However, the changes in labour markets arising, directly or indirectly, from 
micro-economic reform have been dramatic. They include declining union 
membership and a reduction in the proportion of the workforce with 
traditional full-time jobs (35–45 hours per week), offset by growth in both 
part-time (mostly casual) employment and in jobs with long working hours 
(45+ per week). Policies that have affected labour market outcomes directly 
have included competitive tendering, reductions in industry assistance, and 
corporatisation or privatisation of government business enterprises. Indirect 
but equally profound effects have arisen from financial market deregulation 
and the resulting increase in the influence of financial markets.
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Micro‑economic reform and macro‑
economic policy
The term ‘micro-economic reform’ reflects a conscious contrast with the 
macro-economic policies that dominated economic policy in Australia from 
World War II to the late 1970s. However, perceptions of the relationship 
between micro-economic reform and macro-economic policy have changed 
over time.

The focus on micro-economic reform in the early 1980s reflected the 
failure of Keynesian stabilisation policies, and the monetarist alternative 
of monetary growth rules, to reverse the rise in unemployment that took 
place during the 1970s. Along with the rapid growth of the current account 
deficit following the floating of the dollar, persistent high unemployment 
was seen as the product of structural rigidities ensuring that policies of 
macro-economic stimulus would result in higher inflation rather than 
growth in output. Thus, micro-economic reform was initially advocated as 
an expansionary policy, to be combined with stimulatory fiscal policy and 
the wage and price restraint generated by the Accord on Prices and Incomes.

The favourable experience of the policy response to the ‘Banana Republic’ 
crisis of 1986, when a short-lived increase in interest rates succeeded in 
reducing the current account deficit without generating a recession, led to 
a new hypothesis regarding the impact of micro-economic reform. Many 
commentators, such as Higgins (1991), suggested that the economy had 
become more ‘flexible’ in its response to economic shocks.

Among other things, the optimistic view of the benefits of reform reflected 
in Higgins’s assessment was used to justify the maintenance of high interest 
rates during 1989, as a response to inflationary pressures and current 
account problems. The resulting recession showed that the economy was 
not as flexible as had been hoped.

The recession was the longest and deepest in postwar history. The length 
and strength of the expansion of the 1990s can be explained, in  large 
measure, by the severity of the preceding recession. The 10 years of 
expansion between 1993 and 2003 were just sufficient to reduce the rate 
of unemployment to 5.6 per cent, the same rate prevailing in 1989, before 
the onset of the recession.
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Although there was some shift to fiscal stimulus during the early years of 
the recession, any systematic Keynesian policy was deprecated as ‘pump-
priming’. The government publicly adhered to a ‘medium-term strategy’, 
in which countercyclical fiscal policy was eschewed. This continued 
until 1992, following the replacement of Prime Minister Hawke by Paul 
Keating. The medium-term strategy was generally supported by advocates 
of micro-economic reform, who were concerned that the pace of reform 
might be slowed as governments sought to respond to high unemployment. 
The  failure of the medium-term macro-economic strategy to offset the 
prolonged recession therefore undermined public support for micro-
economic reform.

In the last few years, the history of the late 1980s has repeated itself. 
The experience of 1998, when Australia felt little impact from the Asian 
economic crisis, has been interpreted as evidence of the flexibility generated 
by micro-economic reform, as was the successful management of the 
‘Banana Republic’ crisis in 1986. Parham (2002a) observes:

Australia’s growth performance since the early 1990s has been 
exceptional. For nine years, annual GDP growth averaged just 
under 4 per cent—a performance not seen since the 1960s and early 
1970s. Strong growth even persisted in the midst of the 1997 Asian 
financial crisis and the 2001 global downturn.

A surge in productivity growth has underpinned Australia’s good 
performance.

There are many reasons to doubt this analysis. First, because the Reserve 
Bank correctly allowed the Australian dollar to depreciate against 
developed-country currencies, the Asian crisis did not produce a net 
decline in export demand. Thus, the flexibility or otherwise of the domestic 
economy was not tested. Exporters had to redirect exports from Asian 
markets to developed countries. Admittedly, this was not a miraculous 
feat, given that many of these exports are commodities traded in fairly 
well-developed markets.

The 1990s growth rate of 4 per cent per year is not remarkable for a period 
of economic expansion. The average growth rate in the 1980s expansion 
was about 4.5 per cent. Thus, the distinguishing feature of the period since 
the early 1990s has been the absence of a recession rather than the strength 
of normal economic growth.
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On this point, there is no evidence for the general claim that ‘flexible’ 
free-market economies are less susceptible to macro-economic shocks than 
others. New Zealand, where micro-economic reform was even more radical, 
but where macro-economic policy was misjudged in 1997, experienced 
a significant downturn following the Asian crisis. More recently, claims that 
the US economy was recession-proof have been shown to be baseless.

The experience of the past 20 years suggests that micro-economic reform 
can coexist with good, bad or indifferent macro-economic policy and 
macro-economic outcomes. Of course, the conclusion that micro-economic 
reform has had little impact on macro-economic stability is not relevant to 
the critical question of whether, other things being equal, micro-economic 
reform helped to improve living standards. It is to this issue that we now turn.

The benefits and costs of micro‑
economic reform
Assuming that macro-economic rather than micro-economic policy is the 
main determinant of aggregate employment levels, two kinds of benefits 
might be expected from a well-designed program of micro-economic 
reform. First, the removal of price distortions might be expected to improve 
allocative efficiency. Such improvements would increase welfare but might 
not be captured in measures of gross domestic product. Second, micro-
economic reform might generate either static or dynamic improvements 
in technical efficiency, which would be captured in measures of GDP and 
multifactor productivity.

Allocative efficiency

The most important single policy designed to improve allocative efficiency 
was tariff reform, accompanied by reforms to agricultural price policy. 
Ex  ante projections of the results of reforms on tariffs and price policy 
diverged radically. Supporters of the existing policy regime predicted disaster 
(Warhurst 1982). Advocates of reform argued that the ‘dynamic’ effects of 
reform would lead to the growth of an innovative manufacturing sector 
producing elaborately transformed manufactured products for an essentially 
unlimited export market. At least in the medium term, it now seems clear 
that the outcomes of price policy reform were consistent with a standard 
‘static’ neoclassical model. The formerly protected sector, import-competing 
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manufacturing, contracted sharply. Growth in imports was balanced by an 
expansion in exports, but manufactured exports did not expand as much 
as was expected by many proponents of reform. Dynamic effects, if any, 
were modest.

Using a Harberger triangle approximation, Quiggin (1996) estimated that 
the removal of tariffs generated a long-run net welfare gain equal to between 
1 and 3  per cent of GDP. The short-run impacts were less favourable. 
The period of tariff reform in Australia coincided almost exactly with the 
resurgence of mass unemployment throughout the developed world. In the 
presence of high unemployment, the adjustment costs associated with tariff 
reform and other policies are higher than in the case of full employment.

Moreover, because the variance of effective protection rates initially 
increased, welfare was actually reduced under the case-by-case approach 
adopted during the 1970s, as is shown in Table 5.2, which contains three 
sets of estimates of the welfare cost of tariffs, calculated using the data 
presented in Table 5.1. The first set takes account of the mean effective rate 
of protection but not of the variance. The second set, referred to as the low 
range, is derived on the assumption that elasticities of demand and supply 
for individual manufactured items are equal to 0.5, the same as the aggregate 
elasticities for manufactured items as a group. The third set, referred to as 
the high range, is derived from the assumption that elasticities of demand 
and supply for individual manufactured items are equal to 1.0, twice the 
aggregate elasticities for manufactured items as a group.

The first row shows a monotonic reduction in the welfare cost of protection, 
with a cumulative benefit equal to 1 per cent of GDP by 1991. The second 
and third rows show a different pattern, in which welfare costs initially rose 
as a result of increasing variance in protection rates. To calculate the welfare 
impact of the entire process, it would be necessary to evaluate the present 
value of a stream of losses and gains. The results of such an evaluation are 
ambiguous and depend on the choice of discount rates.

Table 5.2 Estimates of welfare cost of protection (% of GDP)

Year ending June 30

1971 1973 1983 1988 1991

Estimated welfare cost (mean only) 1.3 0.7 0.6 0.4 0.2

Estimated welfare cost (low range) 1.9 1.1 2.5 1.7 1.1

Estimated welfare cost (high range) 2.5 1.5 4.3 3.0 1.9

Source: Author’s calculations based on data from the Industry Commission
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An alternative view is that the most important indicator of the distorting 
effect of tariffs is the peak rates on the most highly protected industries 
(motor vehicles, textiles, clothing and footwear). These increased in the 
early period of tariff reform but declined from the mid-1980s, suggesting 
that the period of positive net benefits began earlier than estimated by 
Quiggin (1996).

Productivity: miracle or myth

A consistent theme of those advocating of micro-economic reform has been 
the claim that reform would lead to a sustained improvement in rates of 
economic growth and would, therefore, lead to growth in living standards. 
The first such claims were made by Kasper et al. (1980). In reality, the first 
decade of micro-economic reform in Australia, from 1983 to 1993, was 
characterised by poor growth in productivity and weak economic growth. 
Some of this poor performance may have been the result of pre-existing 
problems, but the adverse impact of financial deregulation during the 
1980s, and the rise of ‘entrepreneurs’ such as Bond, Skase and Elliott, 
played a substantial role.

The response of advocates of micro-economic reform to this disappointing 
outcome was to ‘restart the clock’, ignoring events before 1993 and 
focussing on performance during the economic expansion that began in the 
early 1990s.

The claim that Australia has experienced a ‘productivity miracle’ has been 
made repeatedly since the publication of Australian Bureau of Statistics 
(ABS) estimates suggesting that growth in multifactor productivity 
(MFP) reached an unprecedented annual rate of 2.4  per cent between 
1993–94 and 1997–98, compared to a long-run average of around 1 per 
cent. Subsequent revisions and additional data yielded lower estimates of 
productivity growth but no corresponding reduction in rhetorical claims.

Because estimates of productivity growth rates for the 1980s were also 
revised downwards, the change measured between the 1980s and 1990s was 
still large. Hence, there was a shift in emphasis from the rate of productivity 
growth to the rate of acceleration from the 1980s to the 1990s. The shift 
in attention from the first derivative of productivity (growth) to the second 
derivative (acceleration) raises complex problems of interpretation that 
have, in general, been disregarded.
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A fairly typical statement of the case may be found in Parham (2002b):

After showing its weakest rate in the 1980s, Australia’s productivity 
growth accelerated to new highs in the 1990s—labour productivity 
growth at an average 3.0  per cent a year and multifactor 
productivity (MFP) growth at 1.8 per cent a year.

The most serious problem with this claim is that the term ‘the 1990s’, which 
would normally be used to describe a decade, refers to a period of only six 
years, from 1993–94 to 1998–99, identified by the ABS as a ‘productivity 
cycle’. In the previous cycle, which included the recession of 1989–90, the 
average rate of MFP growth was 0.7 per cent. In the current incomplete 
cycle, which began in 1999–2000, the rate has averaged 0.5 per cent.

The average productivity growth rate for the whole of the 1990s was well 
below that reported by Parham. Given that data are presented on a financial-
year basis, there is room for debate about the appropriate starting and ending 
years. However it is calculated, the rate of MFP growth for the 1990s as 
a whole is between 1.1 and 1.5 per cent, better than the 1980s but scarcely 
exceptional in either historical or international terms.

Even if all the above-average MFP growth observed during the productivity 
cycle from 1993–94 to 1998–99 were attributed to micro-economic reform, 
the cumulative benefit would be equal to only 4.8 per cent of GDP, well 
below widely publicised official estimates for relatively minor parts of the 
reform program. For example, the Industry Commission (1995) estimated 
the benefits of ‘Hilmer and related reforms’ at 5.5  per cent of  GDP. 
This estimate took no account of tariff reform, tax reform or financial 
deregulation.

In fact, however, at least part of the strong productivity growth of the mid-
1990s must have represented the usual recovery in productivity that follows 
a recession. Moreover, given the poor productivity performance observed 
since 1998–99, it appears that some of the productivity gains realised during 
the 1990s were unsustainable or illusory. As is discussed below, productivity 
gains generated by increased work intensity are unlikely to be sustainable 
in the long run.

Quiggin (2001) noted that mid-1990s productivity growth was partly 
illusory. The treatment of the business services sector, which grew rapidly in 
the mid-1990s as a result of contracting out but was inappropriately 
excluded from the market sector, induced an upward bias in estimates of 
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MFP growth. The inclusion of business services in the market sector would 
have reduced the measured annual rate of MFP growth for the period from 
1993–94 to 1998–99 by around 0.5 percentage points. It is possible that the 
magnitude of the distortions associated with the treatment of the business 
services sector has declined since 1998–99, contributing to the reduction in 
measured productivity growth noted above.

Work and work intensity

The salient costs of micro-economic reform have been those borne 
by workers in the form of increased stress and a faster pace of work. 
The increase in work intensity implies that effective labour input has grown 
more rapidly than measured hours of work, while productivity and wages 
per unit of effort have grown more slowly than measured productivity and 
hourly wages.

Although anecdotal evidence of increases in work intensity abounds, 
statistical evidence is limited. The Australian Workplace Industrial Relations 
Survey undertaken in 1995 found that a majority of employees reported 
increases in stress, work effort and the pace of work over the previous year, 
while fewer than 10 per cent reported reductions in any of these variables 
(Morehead et al. 1997).

Dawson, McCullough, and Baker (2002, 4) examine the increase in working 
hours for full-time workers and conclude:

For many Australian workers, their families and communities, 
extended working hours have led to increased levels of fatigue and 
decreasing levels of social support. This in turn has the potential 
to compromise safety and the long-term health and wellbeing of 
workers and the organisations that employ them.

Similar evidence, based on time-use diaries, is provided by Bittman and 
Rice (2002).

Green and McIntosh (2001) provide evidence of increases in work intensity 
from the UK, which served as the model for many Australian micro-economic 
reforms, notably including competitive tendering and contracting. Green 
and Macintosh observe that the increases in work intensity are associated 
with higher productivity (as would be expected) and are positively correlated 
with exposure to competition and reductions in union density.
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Further evidence may be obtained from movements in working hours for 
full-time workers. To the extent that an increase in working hours reflects a 
demand by employers for increased work effort, standard micro-economic 
reasoning implies that work effort per hour will also increase. Thus, we 
would expect to see work effort and hours of work move together in most 
cases. Until about 1980, average hours of work for full-time employees 
had declined fairly steadily for more than a century. Although there are no 
formal measures for work intensity, any comparison of working conditions 
between 1980 and, say, 1950 or 1930 indicates a reduction in work 
intensity. Inadequate work intensity was frequently cited as a reason for 
poor economic performance by advocates of micro-economic reform, such 
as Blandy et al. (1985).

Average hours of work for full-time employees rose between 1980 and 
1994, reaching a peak of 45 hours per week, before stabilising in the late 
1990s and declining slightly after 2000. Wooden and Loundes (2002) 
attribute the increase in working hours to an income effect arising from 
wage restraint during the Accord period. This seems plausible for the 1980s, 
but the continued increase in working hours after the end of the Accord 
is almost certainly due to employer demands. For example, analysis of 
enterprise bargaining negotiations at this time undertaken by the Australian 
Centre for Industrial Relations Research and Training (1999) showed that 
employer claims typically included items that would lead to longer and 
more flexible (at the employer’s discretion) working hours.

Public concern about stress and the intensity of work rose steadily in line 
with the increase in full-time working hours. Concerns about inadequate 
work intensity, dominant in the 1980s, were replaced by discussion of 
excessive work intensity, which reached a high point in the late 1990s. The 
modest decline in full-time working hours that has been observed since 
then is consistent with the view that the increase in working hours in the 
early 1990s was a short-term response to the competitive pressure associated 
with micro-economic reform and to the increase in employer bargaining 
power following the recession. Since the issue of increased work intensity as 
a source of measured productivity growth was first raised in the mid-1990s 
(see, for example, Quiggin 1996), one of the central points in the debate 
has been the claim that increases in productivity generated by increased 
work intensity are unsustainable. The strong form of this claim is that 
work intensity will eventually return to levels more in line with workers’ 
preferences, and that the measured productivity increases associated with 
increased work intensity will be reversed. The weak version is that, if work 
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intensity stabilises at a higher level, the measured rate of productivity 
growth will decline in the absence of continued growth in unmeasured 
labour inputs. Conversely, as noted by Parham (2002a), continued growth 
in productivity would imply that unsustainable growth in work intensity 
was not a major source of measured productivity growth.4

Growth accounting appears to support the strong version of 
the  unsustainability hypothesis. Full-time working hours declined after 
1998–99, and it seems likely that work intensity also declined. At the same 
time, the rate of multifactor productivity growth fell below its long-run 
average.

The implications may be seen by supposing that increases in the pace of work 
contributed a 5 per cent increase in effective labour input during the period 
from 1993–94 to 1998–99 (roughly equivalent to the loss of two 10-minute 
tea breaks each day), and that half of this increase in work intensity has 
subsequently been reversed. If labour’s contribution to MFP is weighted 
at 70 per cent, this would imply that increased work intensity contributed 
3.5 percentage points of the 4.8 percentage point increase above the long-
term MFP trend observed in the mid-1990s cycle, and that decreased work 
intensity contributed 1.75 percentage points of the 2  percentage-point 
shortfall in MFP growth, relative to the long-term trend, observed since 
1999–2000.

Income and inequality

As Parham (2002, 22) observes, inequality in market incomes grew in both 
decades of the micro-economic reform period:

The distribution of earnings among individuals became more 
unequal in the 1990s. However, the increase was a continuation of 
the growth in earnings inequality during the 1980s, rather than a 
step up in the 1990s.

This finding is consistent with international evidence suggesting that 
market-oriented reform is associated with increasing inequality of incomes. 
Inequality has risen substantially in the USA, the UK and New Zealand.

4  To be more precise, it is necessary to focus on productivity growth in excess of the long-term trend 
growth rate of 1 per cent.
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In Australia, until the mid-1990s, growth in earnings inequality was offset, 
at least in part, by changes in the tax and welfare systems that were, on 
balance, progressive. Since 1996, a number of these changes have been 
reversed as a result of the extension of micro-economic reform to the tax–
welfare system. The most important single changes have been the cuts in 
income tax rates for higher income earners introduced along with the goods 
and services tax, cuts in capital gains taxes and restrictions on access to 
welfare payments, generically referred to as ‘mutual obligation’.

Consumer choice and welfare

In most, but not all, cases, micro-economic reform has been associated with 
an expansion of consumer choice. Although there are few well-established 
techniques for measurement of the benefits of consumer choice, standard 
arguments around revealed preference imply that more choice is always 
beneficial. These arguments are based on the standard model of individual 
consumer sovereignty. In some cases, communitarian critics of such 
arguments may argue that the benefits of individual choice are offset by 
losses of community values.

The expansion of shopping hours provides an example. From the viewpoint 
of individual consumers, an expansion of shopping hours is certainly 
beneficial. Since this benefit is not taken into account in standard measures 
of the output of the retail sector, this is an instance where the productivity 
benefits of micro-economic reform are understated. From a communitarian 
perspective, however, the expansion of shopping hours has eroded traditional 
distinctions between weekdays and weekends, and undermined a range of 
community activities premised on the assumption that nearly everyone will 
have weekends free of work.

Summary
In aggregate, micro-economic reform has been associated with a modest 
increase in the rate of growth of labour productivity, most of which can 
be attributed to increases in the pace and intensity of work. The extra 
growth in MFP during the productivity cycle of the 1990s, equivalent to 
4.8 per cent of GDP, represents an upper bound for the aggregate benefits 
of micro-economic reform. A correct estimate would be closer to zero, and 
possibly even negative.
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Rather than seeking to justify a comprehensive program of micro-economic 
reform in terms of largely spurious productivity benefits, or on the basis of 
unrelated arguments about macro-economic performance, it is preferable to 
assess individual reforms on a case-by-case basis. As has been argued above, 
some reforms have yielded positive net benefits, but others have not.

Micro‑economic reform: success or 
disaster?
The set of policy programs advocated under the banner of ‘micro-economic 
reform’ is too complex, and the associated set of outcomes too varied, to 
admit any simple characterisation. Micro-economic reform has been neither 
the success claimed by advocates such as the Productivity Commission, nor 
the disaster implied by many popular critiques of ‘economic rationalism’.

Taking the two decades of micro-economic reform as a whole, the aggregate 
impact of the reform program on the welfare of the Australian community 
has been small. Periods of strong growth in productivity and output, such as 
the mid-1990s, did little more than recover the ground lost as a result of the 
impact of the activities of ‘entrepreneurs’ in the 1980s, and the associated 
‘recession we had to have’. Much of the apparent productivity growth of 
the 1990s has been dissipated as workers find ways of winding back the 
increase in the hours and intensity of work extracted through the unilateral 
repudiation of implicit labour contracts in this period.

As with the curate’s egg, the only verdict on micro-economic reform that is 
both brief and accurate is that it is ‘good in parts’.
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6
What have we learned from 
the Global Financial Crisis?

First published in 2011 as Quiggin, John. ‘What Have We Learned from 
the Global Financial Crisis?’ Australian Economic Review 44: 355–65. doi.
org/ 10.1111/j.1467-8462.2011.00661.x.

Introduction
The Global Financial Crisis (GFC) that brought the world’s financial 
system to the brink of failure in September 2008 was the most significant 
economic event since the breakdown of the Bretton Woods system in the 
1970s. Three years on, unemployment rates in the USA and the EU remain 
close to 10 per cent. The expenditure required to salvage the system has 
pushed public debt to dangerously high levels in many countries. Millions 
of households have faced bankruptcy or foreclosure, and millions more are 
still at risk.

The crisis was not anticipated by the great majority of the economics 
profession. Even as the financial system began to collapse in 2007 and 
2008, central banks insisted that the situation was under control, and that 
the modest measures they had undertaken would be sufficient to maintain 
financial stability and economic prosperity. Admittedly, central banks are 
more or less obligated to maintain a confident stance in public, but there is 
little evidence of any private misgivings, let alone preparation for a crisis on 
the scale that ultimately emerged.

http://doi.org/10.1111/j.1467-8462.2011.00661.x
http://doi.org/10.1111/j.1467-8462.2011.00661.x
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Meanwhile, academic macro-economists were celebrating the convergence 
between Real Business Cycle and New Keynesian schools (aka ‘freshwater’ and 
‘saltwater’), symbolised by the development of dynamic stochastic general 
equilibrium (DSGE) theory. Dynamic stochastic general equilibrium is the 
idea that macro-economic analysis should not be concerned with observable 
realities like booms and slumps, but with the theoretical consequences of 
optimising behaviour by perfectly rational (or almost perfectly rational) 
consumers, firms and workers. This convergence of the two schools fitted 
nicely with the ‘Great Moderation’, a reduction in the volatility of output 
and other economic variables beginning in the 1980s and first noted in the 
early 2000s. The results may be seen in the proceedings of a conference on 
the topic (Woodford 2009). I discuss the Great Moderation and DSGE 
theory later in this chapter.

It is of interest, then, to consider how policymakers and academic economists 
responded to the shock of September 2008. A large and unexpected 
macro-economic crisis, originating in financial markets, might be expected 
to yield important lessons about economic policy, economic theory and 
the behaviour of crucial economic variables, reflected in substantial changes 
in the research program of academic macro-economics, the settings of 
economic policy and the way in which economics is taught.

In reality, however, such changes have been modest to the point of 
invisibility. After a brief, though intense, embrace of Keynesian stimulus 
policies in the immediate aftermath of the crisis, policymakers have largely 
returned to the policies that produced the crisis.

Within academic economics, the effects were even more limited. While 
Keynesian economists such as Paul Krugman had more influence in the 
policy debate than before, their criticisms have had little or no impact on 
the practice of academic economists. Reading recent issues of the leading 
general journals, it would be virtually impossible to infer that the world 
economy had approached collapse in late 2008, that US unemployment 
remains near 10 per cent or that economic theory had been affected in any 
way by these events.

The aim of this article is to examine the lessons of the GFC, considered in 
terms of three different questions:

1. What should we (the economics profession) have learned from the GFC?
2. What, if anything, have we actually learned about economic theory 

and policy?
3. What have we learned about ourselves as a profession?
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My answer to the first of these questions will be, in large measure, a summary 
and update of the arguments presented in Quiggin (2010). My answers to 
the second and third questions are thoroughly dispiriting. The lessons of the 
crisis have been at best half-learned, and in some cases, profoundly mistaken 
conclusions have been drawn.

What should we have learned?
A massive financial macro-economic crisis, largely unforeseen by the 
economics profession, should, at a minimum, cast doubt on the validity 
of the ideas that guided financial and macro-economic policy in the years 
leading up to the crisis. In the case of the GFC, the crisis arose in financial 
markets that had undergone a massive expansion as a result of economic 
theories and policies that arose in the 1970s, following the breakdown 
of an earlier consensus-supporting financial regulation and Keynesian 
macro-economic policies. These ideas have been variously, and mostly 
pejoratively, referred to as ‘neoliberalism’, the ‘Washington Consensus’ and 
‘economic rationalism’. In Quiggin (2010), I used the more neutral term, 
‘market liberalism’.

Quiggin (2010) listed five ideas central to market liberalism. Some are 
economic theories, some policy prescriptions, and some claims about the 
way the economy works. The ideas I discussed and dissected were as follows.

The Great Moderation

This is the idea that the period beginning in 1985 was one of unparalleled 
macro-economic stability that could be expected to endure indefinitely. 
Even when it was alive, this idea depended on some dubious statistical 
arguments and a willingness to ignore the crises that afflicted many 
developing economies in the 1990s. But the Great Moderation was too 
convenient to cavil at.

Of all the ideas I have tried to kill, this one seems most self-evidently 
refuted by the crisis. If double-digit unemployment rates and the deepest 
recession since the 1930s do not constitute an end to moderation, what 
does? Yet, academic advocates of the Great Moderation hypothesis, such as 
Coibion and Gorodnichenko (2010), have stuck to their guns, calling the 
financial crisis a ‘transitory volatility blip’.
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More importantly, central banks and other policymakers are planning 
a return to business as usual as soon as the crisis is past. Here, ‘business as 
usual’ means the policy package of central bank independence, inflation-
targeting and reliance on interest rate adjustments that have failed so 
spectacularly in the crisis. Speaking at a symposium for the 50th anniversary 
of the Reserve Bank of Australia earlier this year (2010), the president of the 
European Central Bank (ECB), Jean-Claude Trichet, offered the following, 
startlingly complacent analysis:

We are emerging from the uncharted waters navigated over the 
past few years. But as central bankers we are always faced with new 
episodes of turbulence in the economic and financial environment. 
While we grapple with how to deal with ever new challenges, we 
must not forget the fundamental tenets that we have learned over the 
past decades. Keeping inflation expectations anchored remains of 
paramount importance, under exceptional circumstances even more 
than in normal times. Our framework has been successful in this 
regard thus far.

The efficient markets hypothesis

This is the idea that the prices generated by financial markets represent 
the best possible estimate of the value of any investment. In the version 
most relevant to public policy, the efficient markets hypothesis states that 
it is impossible to outperform market valuations on the basis of any public 
information.

Support for the efficient markets hypothesis has always relied more on 
its consistency with free-market ideas in general than on clear empirical 
evidence. The absurdities of the dotcom bubble-and-bust of the late 1990s 
ought to have killed the notion. However, given the explosive growth and 
massive profitability of the financial sector in the early 2000s, the hypothesis 
was too convenient to give up. Some advocates developed elaborate theories 
to show that the billion-dollar values placed on companies delivering dog 
food over the internet were actually rational. Others simply treated the 
dotcom bubble as the exception that proves the rule.

Either way, the lesson was the same: governments should leave financial 
markets to work their magic without interference. That lesson was followed 
with undiminished faith until it came to the edge of destroying the global 
economy in late 2008.
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Even now, however, when the efficient financial markets hypothesis should 
be discredited once and for all, and when few are willing to advocate it 
publicly, it lives on in zombie form. This is most evident in the attention 
paid to rating agencies and bond markets in the discussion of the so-called 
‘sovereign debt crisis’ in Europe, despite the fact that it was the failure of 
these very institutions, and the speculative bubble they helped to generate, 
that created the crisis in the first place.

Dynamic stochastic general equilibrium

The DSGE macro arose out of the breakdown of the economic synthesis 
that informed public policy in the decades after World War II, which 
combined Keynesian macro-economics with neoclassical micro-economics. 
In the wake of the stagflation of the 1970s, critics of Keynes, such as Lucas 
(1980), argued that macro-economic analysis of employment and inflation 
must instead be derived from, and therefore be consistent with, neoclassical 
micro-economic foundations.

The result was a thing of intellectual beauty, compared by the IMF’s Chief 
Economist, Olivier Blanchard (2008), to a haiku. By adding just the right 
twists to the model, it was possible to represent booms and recessions, 
at least on the modest scale that prevailed during the Great Moderation. 
Moreover, modestly Keynesian twists yielded support for the dominant 
monetary policy framework, based on Taylor rules (Taylor 1993). But, 
when the crisis came, all this sophistication proved useless. It was not just 
that DSGE models failed to predict the crisis; they also contributed nothing 
to the discussion of policy responses, which has all been conducted with 
reference to simple Keynesian and classical models that can be described by 
the kinds of graphs found in introductory textbooks.

Krugman (2009) has written that the profession has mistaken beauty for 
truth, a sentiment shared by many others. We need macro-economic analysis 
that is more realistic, even if it is less rigorous. That said, the supertanker 
of an academic research agenda is hard to turn, and the DSGE approach 
has steamed on, unaffected by its failure in practice. As of September 2011, 
Google Scholar lists more than 5,000 articles on DSGE macro-economics 
published since 2009, and many more are on the way.
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The trickle‑down hypothesis

The trickle-down hypothesis holds that policies that benefit the wealthy will 
ultimately help everybody. Unlike some of the zombie ideas discussed here, 
trickle-down economics has long been with us. The term itself seems to 
have been coined by cowboy performer Will Rogers (1932), who observed 
Herbert Hoover’s tax cuts of 1928: ‘The money was all appropriated for the 
top in the hopes that it would trickle down to the needy. […] Mr Hoover 
… dident [sic] know that money trickled up’ (Rogers, 1932).

Trickle-down economics was conclusively refuted by the experience of the 
postwar economic golden age. During this ‘great compression’, massive 
reductions in inequality brought about by strong unions and progressive 
taxes co-existed with full employment and sustained economic growth.

Whatever the evidence, an idea as convenient to the rich and powerful as 
trickle-down economics cannot be kept down for long. As inequality grew 
in the 1980s, supply-siders and Chicago school economists promised that, 
sooner or later, everyone would benefit. This idea gained more support 
during the triumphalist years of the 1990s, when, for the only time since the 
breakdown of Keynesianism in the 1970s, the benefits of growth were widely 
spread, and when stock-market booms promised to make everyone rich.

The GFC marks the end of an economic era and provides us with a position 
to survey how the benefits of economic growth have been shared since 
the 1970s. The answers are striking. Most of the benefits of US economic 
growth went to those in the top percentile of the income distribution. 
By  2007, just one out of 100 Americans received nearly one-quarter of 
all personal income, more than the bottom 50 per cent of households put 
together (Saez 2009).

The rising tide of wealth has conspicuously failed to lift all boats. Median 
household income has declined in the USA over the last decade and has 
been stagnant since the 1970s. Wages for men with high-school education 
have fallen substantially over the same period.

Whatever the facts, there will always be plenty of advocates for policies that 
favour the rich. Sowell (2010, 283) provides a fine example, observing:

If mobility is defined as being free to move, then we can all have the 
same mobility, even if some end up moving faster than others and 
some of the others do not move at all.
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Translating to the real world, Sowell is saying that if we observe one set 
of children born into a wealthy family, with parents willing and able to 
provide high-quality schooling and ‘legacy’ admission to the Ivy League 
universities they attended, and another family whose parents struggled to 
put food on the table, we should not be concerned that members of the 
first group almost invariably do better. After all, some people from very 
disadvantaged backgrounds achieve success and there is no law preventing 
the rest from doing so.

Contrary to the cherished beliefs of most Americans, the USA has less social 
mobility than any other developed country. Haskins and Sawhill (2009) 
show that 42 per cent of American men with fathers in the bottom fifth 
of the income distribution remain there, as compared to Denmark (25 per 
cent), Sweden (26 per cent), Finland (28 per cent), Norway (28 per cent) 
and the UK (30 per cent). The American dream is fast becoming a myth.

Privatisation

This is the idea that nearly any function now undertaken by government 
could be done better by private firms. The boundaries between the private 
and public sectors have always shifted back and forth, but the general 
tendency since the late 19th century has been for the role of the state to 
expand in order to correct the limitations and failures of market outcomes. 
Beginning with Margaret Thatcher’s government in 1980s Britain, there 
was a concerted global attempt to reverse this process. The theoretical basis 
for privatisation rested on the efficient markets hypothesis, according to 
which private markets would always yield better investment decisions and 
more efficient operations than public-sector planners.

The political imperative derived from the ‘fiscal crisis of the state’ arose 
when the growing commitments of the welfare state ran into the end of the 
sustained economic growth on which it was premised. The crisis manifested 
itself in the ‘tax revolts’ of the 1970s and 1980s, such as California’s 
Proposition 13, the ultimate source of the state’s current crisis.

Even in its heyday, privatisation failed to deliver on its promises. Public 
enterprises were sold at prices that failed to recompense governments for 
their loss of earnings. Rather than introducing a new era of competition, 
privatisation commonly replaced public monopolies with private 
monopolies, which have sought all kinds of regulatory arbitrage to maximise 
their profits. Australia’s Macquarie Bank, which specialises in such monopoly 
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assets and is known as the ‘millionaires’ factory’, has shown particular skill 
in jacking up prices and charges in ways not anticipated by governments 
undertaking privatisation.

Privatisation has failed even more spectacularly in the 21st century. A series 
of high-profile privatisations, including those of Air New Zealand and 
Railtrack in Britain, were reversed. Then, in the chaos of the GFC, giants 
like General Motors and American Insurance Group sought the protection 
of government ownership.

Sensible proponents of the mixed economy have never argued that 
privatisation should be opposed in all cases. As circumstances change, 
government involvement in some areas of the economy becomes more 
desirable, in others less so. However, the idea that change should always 
be in the direction of greater private ownership deserves to be consigned to 
the graveyard of dead ideas.

What have we learned?
The ideas that drove the crisis are not dead. They continue to roam the 
landscape in undead, or zombie, form. Nevertheless, some lessons have been 
learned, or at least half-learned. Among these are the following.

The business cycle is with us forever

The Great Moderation was far from the first version of the claim that 
the business cycle had been tamed once and for all. Keynesians made the 
same claim in the 1960s, the strongest version being the claim (commonly 
attributed to Walter Heller) that the instruments of fiscal and monetary 
policy could be used to ‘fine-tune’ macro-economic performance. Shiller 
(2000) points to earlier examples.

Belief in the Great Moderation, along with the ideology of neoliberalism, 
led most economic policymakers to ignore, or view benignly, economic 
imbalances that would previously have created great alarm. This was most 
obvious in relation to large trade imbalances, which were seen by advocates 
of the ‘consenting adults’ hypothesis as inherently benign, even at levels well 
outside previous experience, such as those that characterised the so-called 
Icelandic miracle. As I observed at the time (Quiggin 2006):
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Iceland seems like an ideal, if somewhat extreme, test case for this 
viewpoint. The government has maintained consistent budget 
surpluses, and pursued liberal economic policies, just as the 
consenting adults view suggests. On the other hand, even allowing 
for the volatility associated with a small economy, Iceland’s current 
account deficits are far beyond the level which should, on traditional 
views, lead inevitably to an economic crisis.

The subsequent collapse of the Icelandic financial sector, and with it the 
entire economy, showed that the traditional view was correct.

Financial markets are valuable but dangerous

The dangers of unfettered financial markets have been evident ever since 
the early 18th century, which saw the South Sea Bubble in Britain and the 
Mississippi bubble in France. The lessons of these early bubbles have been 
forgotten and relearned repeatedly over subsequent centuries. Economists as 
diverse as Fisher, Keynes and Hayek produced analyses of financial market 
instability. Nevertheless, every new boom produced a new crop of theorists 
eager to proclaim that ‘this time is different’ (Reinhart and Rogoff 2009).

No episode of forgetting was as complete and consistent as that of the 1990s 
and early 2000s. Not only was the standard claim that ‘this time is different’ 
repeated with new vigour, but an intellectual cottage industry arose to explain 
away previous disasters such as the Dutch tulip mania (Garber 2001) and 
even the Great Depression (Cole and Ohanian 2004). The efficient markets 
hypothesis, in its various forms, enabled defenders of financial markets to 
shift between ultra-strong claims, on the one hand, that financial markets 
provide the best possible guide to investment and asset value, and ultra-weak 
fallback positions on the other, such as the observation that it is impossible 
for everyone to bet successfully against the market.

The GFC has shattered these beliefs, but progress towards a better 
understanding of financial markets has been very limited. The result has 
been a set of contradictory policies. On the one hand, the obvious failures 
of the light-handed systems of regulation epitomised by the Basel  II 
framework1 have produced a series of initiatives at the national and global 

1  The Basel Committee on Banking Regulations, headquartered at the Bank for International 
Settlements in Basel, was established to enhance financial stability by improving the quality of banking 
supervision worldwide. The Committee has established a series of international standards for bank 
regulation, most notably its landmark publications of the accords on capital adequacy, commonly 
known as Basel I, Basel II and, most recently, Basel III. See www.bis.org/bcbs/history.htm.

http://www.bis.org/bcbs/history.htm
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level designed to prevent a repetition of these failures. Most notably, the 
Basel III framework has tightened up capital requirements across the board. 
On the other hand, moves towards more fundamental reform, aimed at 
reducing the size and cost of the financial system, have gone nowhere. 
On  the contrary, the main concern of policymakers has been to restore 
pre-crisis ‘normality’ as rapidly as possible.

We are all Keynesians in a crisis

Finally, it seems that we have learned that, whatever the theoretical case for 
nonintervention, no government or central bank will permit a complete 
economic collapse of the type that threatened national economies in 
late 2008. Unlike the conditions of ‘ordinary’ recession governments are 
willing to tolerate at present, such a collapse threatens everyone, not merely 
the unemployed.

The initial reaction to the crisis was a return to Keynesian fiscal stimulus, 
even by governments like that of Germany, where Keynesianism has had 
little support. Broadly speaking, the experience of the crisis supported the 
Keynesian view. Countries that adopted a large discretionary fiscal stimulus, 
notably, including China and Australia, performed much better than those 
that did not.

Unfortunately, it is difficult to obtain a clean experiment in fiscal policy. 
Discretionary fiscal policy is designed to be countercyclical, and automatic 
stabilisers are countercyclical by definition, meaning that fiscal stimulus will 
be positively correlated, over time, with recessions. Deriving lessons from 
comparative performance in the GFC raises a different kind of problem. 
The strongest discretionary fiscal stimulus was undertaken in countries 
such as China and Australia, where the shock was entirely external and 
where policymakers had some warning of its arrival. The good outcomes 
experienced in these countries might be, and have been attributed to, the 
absence of a domestic shock. A rather less convincing counterargument, 
often heard in the Australian debate, is that our relatively good performance 
depended on strong demand from China rather than on policies of fiscal 
stimulus. Since China adopted the same policies, this appears to be a claim 
that Keynesianism works, but only in China.

More importantly, perhaps, the fiscal stimulus policy adopted by the Obama 
Administration in the USA was half-hearted and poorly targeted, and it 
became confused, at least in the minds of the public, with the equally poorly 
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designed bailout of the US banking system undertaken in the dying days of 
the Bush Administration. As a result, the US fiscal stimulus has been widely 
regarded as a failure.

Unfortunately, therefore, the Keynesian lessons were only half-learned. 
As  soon as the immediate crisis was past, there was a resurgence of anti-
Keynesian and, to a large extent, pre-Keynesian thinking. However, the picture 
is not entirely bleak. In Australia, the Treasury has adopted a consistently 
Keynesian analysis. International bodies such as the IMF have also tended 
to look at the evidence more broadly and to support an expansionary stance 
in both fiscal and monetary policy. Nevertheless, the dominant trend in 
policy has been towards a rapid reversal of Keynesian stimulus.

The wrong lesson: austerity
As the crisis has continued, the main focus of attention has turned away from 
the evident failure of financial markets and towards the alleged failings of 
governments. The underlying ideas can be seen as a revival of the ‘Treasury 
view’ of the 1920s.

The Treasury view embodies two key elements. In fiscal policy, the Treasury 
view embodies a predominant—indeed, near-exclusive—focus on keeping 
faith with bondholders, rejecting not only default but any tolerance of 
inflation as a way of sharing the burden of unsound debt. This position is 
intertwined with a contractionist macro-economic analysis, in which cuts in 
budget deficits are supposed to promote ‘business confidence’, particularly 
if they are achieved through reductions in expenditure.

Austerity policies have been adopted even where there is no immediate 
crisis in public debt, as in the UK and the USA, but the problem has been 
sharpest in Europe. In the process of bailing out the financial systems 
and responding to the sharp downturn in economic activity, European 
governments guaranteed private debt and took on substantial debts of their 
own. For many peripheral countries, such as Portugal, Ireland, Greece and 
Spain, these debts have proved unsustainable. Now, the bondholders are 
demanding that full repayment of their claims should be ensured by the 
adoption of ‘austerity’ measures that are virtually certain to produce a new 
recession if implemented as planned.



AFTER NEOLIBERALISM

116

Over the last year and a half, Europe has taken a set of stop-gap measures 
aimed at protecting its weaker economies against pressures from bond 
markets. European states have sought to propitiate bond markets through 
enforcing economic austerity and ruthlessly cutting spending. There is 
considerable pressure, notably from the German government and the ECB, 
to institutionalise austerity.

Institutionalised austerity will badly damage European economies in the 
short term. However, its long-term consequences will be much, much worse. 
Even if these measures somehow calm bond markets, they will utterly destroy 
the EU’s remaining political legitimacy. European politicians worry about 
the economic consequences of failure. They should be far more worried 
about the political consequences. The system they are drifting towards is 
a thinly disguised version of the gold standard that wreaked havoc in the 
1920s and will have the same toxic political fallout.

The situation in the USA is equally dire. At the state and local level, the 
combination of declining revenues and balanced-budget requirements has 
necessitated large-scale reductions in both employment and services. This, 
in turn, has contributed to the length and depth of the US recession.

At the federal level, the same pattern is now emerging. After the initial 
round of fiscal stimulus in 2009, the Obama Administration took the view 
that  the economy would recover without additional intervention. By  the 
time the falsehood of that view became clear, the 2010 elections had 
produced a Republican majority in the House of Representatives.

The new Congress was resolutely opposed to any further fiscal stimulus. 
Moreover, by threatening to enforce a default on US government debt, the 
Republicans were able to negotiate a policy package involving large-scale 
expenditure cuts. The efforts of the Obama Administration to negotiate a 
‘grand bargain’, in which these and further cuts would be combined with 
modest increases in tax revenue, cemented a consensus on the need for 
immediate adoption of austerity policies, despite weak economic growth 
and a continuing decline in the US employment–population ratio.

Experience under austerity policies has confirmed the validity of the 
Keynesian analysis. There has been no general recovery, and performance 
has been particularly disappointing in the USA and UK, where austerity 
measures have been chosen, even in the absence of an immediate 
budgetary crisis.
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What have we learned about ourselves?
The experience of the crisis suggests some unflattering lessons about the 
economics profession, taken broadly to include academic economists, 
policymakers, central bankers and commentators. The collapse of the Great 
Moderation, and the near-collapse of the global financial system, provided 
the profession with an opportunity and, indeed, an urgent imperative for 
a fundamental reconsideration of ideas that had been taken for granted 
for 30 years or more.

Unfortunately, like the Bourbon monarchs returning after the fall of 
Napoleon, we have, for the most part, learned nothing and forgotten 
nothing. Across a broad spectrum, the economics profession has sought the 
fastest possible return to pre-crisis normalcy, ignoring the obvious evidence 
that it was precisely the ‘normal’ assumptions of neoliberalism that produced 
the crisis.

The problems are most evident in the behaviour of central banks, which 
remain the dominant force in the determination of macro-economic policy. 
In the years leading up to the crisis, central bankers were congratulating 
themselves on the creation of an inflation-targeting system that had finally 
hit both the explicit target of low and stable inflation and the implicit target 
of steady and stable growth in real output (that is, the Great Moderation).

It is a simple matter of record that the policies adopted by central banks 
during the Great Moderation did not prevent its catastrophic collapse. 
More seriously, there is a good deal of evidence to suggest that long periods 
of low and stable inflation are actually conducive to asset price bubbles such 
as those that led to the GFC.

At a minimum, this experience should have suggested a rethinking of the 
system of inflation targeting. Even assuming a continuation of inflation 
targeting, the current debt deflation clearly calls for a higher inflation target, 
at least in the short run. Looking beyond this purely technical adjustment, 
the use of alternative targets, such as the price level or nominal income, 
might help to avoid the potential for deflationary liquidity traps inherent in 
the inflation-targeting approach.
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A more serious response to the crisis would be the recognition that a single 
instrument, such as a short-term interest rate, is insufficient when the 
central bank must not only achieve a balance between inflation and output 
growth, as proposed by the Taylor rule, but must also maintain the systemic 
stability of the financial system. The latter requirement suggests the need for 
a reconsideration of the separation between monetary policy and prudential 
regulation that was a central feature of the reforms of the neoliberalism era.

The general policy community, including economic commentators, think 
tanks and policymakers, has done little better. The fact that Australia 
escaped the GFC largely unscathed has meant that economic commentators 
have felt free to ignore it. As Terry McCrann (2009, 21) wrote in dismissing 
proposals for an inquiry into the financial system: ‘Not many dead or even 
injured in Australia. From any systemic fault, that’s to say.’

As the GFC has faded further into memory, attention has returned to the 
tired micro-economic reform agenda of the 1980s. Misleading statistics on 
productivity have been used to argue the need for a new round of reform. 
It would be far more useful to focus attention on the macro-economic risks 
that still face us, most notably in the event of a slump, or even a slowdown, 
in China’s economic growth.

Turning to the academic economics profession, it would be unfair to say 
that economists have ignored the evidence of the financial crisis. On the 
contrary, vast numbers of papers are now being written to incorporate 
financial shocks into econometric and macro-economic models. But there is 
no suggestion, as there was in both the 1930s and the 1970s, that the GFC 
necessitates any reassessment of the ideas that have dominated economic 
thinking since the 1970s or any significant change in the way in which 
economics is done.

In terms of the way in which economics is done, the selection of articles 
published in economics journals today is almost indistinguishable from that 
of, say, 2007. The central focus is on incremental contributions on topics 
of fashionable interest. The aesthetic criteria on which articles are judged 
(focussed primarily on theoretical rigour) means that there is no place in 
the journals for the reconsideration of fundamental issues. Almost the only 
exception is the publication of presidential addresses and the like, where the 
most firmly established members of the profession are given some licence 
to speculate.
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As far as content is concerned, the majority of economic research deals 
with issues that are, while not necessarily irrelevant to policy concerns, 
far removed from the most pressing issues of the day. This has probably 
always been true to some extent,2 and the need for external funding for most 
research has only exacerbated the problem.

An obvious difference between the GFC and the crises of the 1930s and 
1970s is the absence, at least so far, of a well-developed alternative to the 
dominant model rendered problematic by the crisis. Keynes (1936) offered 
an alternative to the orthodoxy of classical and neoclassical economics, 
which maintained the impossibility of sustained high unemployment, 
except as the product of distortions in the labour market. Keynes also offered 
a solution—the use of fiscal policy to stabilise aggregate demand—and this 
policy was adopted, with great success, after 1945.

When Keynesian economics itself ran into difficulties, beginning in the 
late 1960s, the monetarism of Milton Friedman (1968) presented itself 
as an alternative. No such alternative is yet available to us. Our position 
is most analogous to that faced by economists in the early years of the 
Great Depression before the emergence of the Keynesian alternative 
to the dominant Treasury view. It is, perhaps, too much to hope for the 
emergence of a new Keynes or Friedman who can present a comprehensive 
analysis of the failures of the current model and point the way forward 
to a new one.

Rather, we must look for a synthesis, recovering the central insights of 
the Keynesian revolution while retaining what was valuable in Friedman’s 
counterrevolution, and incorporating the insights of more recent work on 
behavioural economics. That is a demanding research program, and it is far 
from clear where it will lead. All the more reason, then, for the profession 
to make a start along these lines—if necessary, at the expense of established 
research programs whose inadequacies have been shown up by the GFC.

2  Many years ago, I was struck by reading a survey of the articles published in economic journals 
during the Great Depression, which found that only a small proportion addressed the problems of 
unemployment, macro-economic policy and other issues related to the economic crisis that had engulfed 
the world. Unfortunately, I did not record the reference and have never again been able to locate this 
article. Nevertheless, it had a significant impact on my own research priorities.
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Less hubris?
The central theme of Quiggin (2010), reflected in the title Zombie Economics, 
was that, although the ideas and policies central to neoliberalism3 had been 
refuted by events, they nonetheless remain influential. Less than a year since 
the book appeared, the resurgence of these zombie ideas is now almost 
complete.

Despite being spectacularly discredited by the GFC, the ideas of neoliberalism 
continue to guide the thinking of many, if not most, policymakers and 
commentators. In part, that is because these ideas are useful to rich and 
powerful interest groups. In part, it reflects the inherent tenacity of 
intellectual commitments. Most importantly, though, the survival of these 
zombie ideas reflects the absence of a well-developed alternative. Economics 
must take new directions in the 21st century if we are to avoid a repetition 
of the recent crisis.

Most obviously, there needs to be a shift from rigour to relevance. 
The  prevailing emphasis on mathematical and logical rigour has given 
economics an internal consistency that is missing in other social sciences. 
However, there is little value in being consistently wrong.

Similarly, there needs to be a shift from efficiency to equity. Three decades 
of neoliberals pushing policies based on ideas of efficiency, and claims about 
the efficiency of financial markets, have not produced much in the way 
of improved economic performance, but they have led to drastic increases 
in inequality, particularly in the English-speaking world. Economists need 
to return their attention to policies that will generate a more equitable 
distribution of income.

Finally, with the collapse of yet another economic ‘new era’, it is time for the 
economics profession to display more humility and less hubris. More than 
two centuries after Adam Smith, economists have to admit the force of 
Socrates’s observation that: ‘The wisest man is he who knows that he 
knows nothing.’

3  I used the term ‘market liberalism’.
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7
The lost golden age of 
productivity growth?

First published in 2011 as Quiggin, John. The Lost Golden Age of Productivity 
Growth? Sydney: Reserve Bank of Australia, 367–77.

Productivity was both the Holy Grail and the founding myth of economic 
reform in Australia. Established in 1989 at the peak of enthusiasm for micro-
economic reform,1 the government authority responsible for promoting 
reform is the Productivity Commission. From the 1980s to the Global 
Financial Crisis (GFC) of 2008 and beyond, no discussion of Australian 
economic conditions was complete without an invocation of the need for 
Australians to ‘increase their productivity’, a phrase that rapidly became 
recognised as code for ‘work harder for less pay’.2

The founding myth of micro-economic reform was the claim that the 
nation’s economy experienced a surge in productivity in the mid-1990s 
following the round of reforms that began with the floating of the Australian 
dollar in 1983.3 The putative surge was particularly welcomed by advocates 
of micro-economic reform, given that the decade following the float was 

1  Treasurer Paul Keating, the politician primarily responsible for micro-economic reform, declared at 
the time: ‘I guarantee if you walk into any pet shop in Australia, the resident galah will be talking about 
micro-economic policy’.
2  A striking illustration of this took place in 2011, when then Treasury Secretary Martin Parkinson 
gave a speech on productivity. Although Parkinson did not mention work intensity, his speech was 
reported on by two different news organisations under the headline ‘Australians must work harder’.
3  The Whitlam government’s tariff reforms, and its replacement of the old Tariff Board with the 
Industries Assistance Commission, the precursor of the Productivity Commission, are generally seen 
as a false start and were largely reversed by subsequent protectionist measures.
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characterised by relatively weak productivity growth, macro-economic 
performance that began well but ended in the deep recession of 1989–91, 
and the prolonged period of high unemployment that followed.

The case for the surge was based on estimates of multifactor productivity 
(MFP) calculated by the Australian Bureau of Statistics (ABS). The 
striking finding of the ABS estimates was that the rate of MFP growth had 
accelerated to more than 2 per cent per year. This was seen as proof that 
micro-economic reform was working, and that the economy had entered 
a new era of sustained productivity growth.

At the time, I argued that the supposed surge in productivity reflected an 
increase in work intensity (Quiggin 2000), and predicted that:

[m]uch of the apparent productivity growth of the 1990s is likely 
to dissipate as workers find ways of winding back the increase in 
the hours and intensity of work extracted through the unilateral 
repudiation of implicit labour contracts in this period. (Quiggin 
2004, 23)

This prediction was borne out. The ABS estimate of quality-adjusted 
MFP declined over the period 2003–04 to 2007–08. For the entire period 
since 1998–99, the average annual rate of MFP growth has been 0.08 per 
cent, statistically indistinguishable from zero. Despite the accuracy of the 
predictions it generated, the view that measured changes in MFP growth 
rates are driven by changes in work intensity was ignored in the broader 
policy discussion around micro-economic reform.

The idea that the productivity miracle of the 1990s might instead have been 
a mirage is almost never raised. Instead, two contradictory accounts have 
emerged. Although they share an unquestioning acceptance of the measured 
productivity surge of the 1990s, they differ in their accounts of the 2000s.

The dominant view among economists is one of a ‘lost golden age’. The 
disappearance of measured productivity growth in the 2000s is taken 
as  a reflection of a real deterioration in economic performance, which is 
attributed to a slowdown or reversal of the process of micro-economic 
reform. In this analysis, the favourable terms of trade associated with 
globally high prices for minerals and strong demand from China are seen 
as having cushioned Australians from the harsh realities of the need for 
continued productivity growth. 
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An alternative view is that while the measured productivity surge of the 1990s 
was real, the reversal in measured productivity growth in the early 2000s was 
primarily attributable to special factors and measurement problems. This 
view was maintained vigorously by the Productivity Commission during 
the early 2000s and is maintained to some extent in its ongoing discussions 
of this issue.

The conventional wisdom implicit in most discussions of the Australian 
economy is a somewhat incoherent mixture of these two ideas. On the one 
hand, in discussions of micro-economic issues, the lost golden-age view 
dominates. It is reflected in calls for a new round of micro-economic reform. 
On the other hand, in discussions of Australia’s strong macro-economic 
performance during the Global Financial Crisis (GFC), a considerable 
share of credit is commonly attributed to the flexibility derived from micro-
economic reform. 

Productivity: a problematic concept
Confusion about productivity growth is largely due to the problematic nature 
of productivity as a concept. At first sight, productivity seems like a simple 
generalisation of straightforward concepts such as crop yield (the output of 
a given crop per unit of land) or the number of units of a given good that 
a worker can produce in an hour. In national accounting, the single good 
in these examples is replaced by an aggregate output index such as gross 
domestic product (GDP). More importantly, aggregate measures of both 
labour and capital4 are taken into account as inputs to production.

The starting point for the theory of productivity is the growth accounting 
framework developed by Solow (1956). In the standard model, the 
technology at time t is given by:

Y(t) = AK(t)α L(t)−α

log(Y(t)) = α log (K(t)) + (1 − α) log (L(t)) + log(A(t))

4  The question of whether, and how, heterogeneous items of equipment could be aggregated into 
a single capital input was the subject of the famous Cambridge capital controversy in the mid-20th 
century. Felipe and Fisher (2003) provide a summary of the issues.
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in which Y is output, K is capital input and L is (quality-adjusted) labour. 
The weighted average K(t)α L(t)1−α is an aggregate measure of labour and 
capital inputs. The third term, A, is the ratio of output to this aggregate 
and is  therefore referred to as MFP. Since MFP appears as a residual 
in econometric  estimates of growth equations, it is often called the 
Solow residual.

Within this model increases in output per worker can be caused by:

• an increase in capital stock per worker (capital deepening).
• an increase in the quality of labour input (education/experience).
• an increase in effort per worker.
• an increase in MFP. 

Except in the context of debates over micro-economic reform, the Solow 
residual is normally taken to reflect technological change or, more precisely, 
‘disembodied’ technical change. To the extent that technological change 
takes the form of more powerful and efficient capital equipment, it should 
be represented by an increase in the capital stock—that is, by capital 
deepening.

When Solow models were first estimated in the 1950s, the residual was 
found to be very large. However, the residual—that is, the estimated rate of 
MFP growth—has fallen over time. In part, this is because early estimates 
failed to take account of labour quality. More significantly, the mid-20th 
century was a period of steady technological progress for the economy as 
a whole. By contrast, recent decades have seen rapid technological change 
in information and communications technology (ICT), along with relative 
stagnation elsewhere. Improvements in ICT are embodied in faster, more 
powerful and cheaper devices; they, therefore, take the form of capital 
deepening. This means that, in an economy in which technological progress 
is embodied in capital equipment and the effects of education on human 
capital are properly taken into account, these two factors should fully explain 
observed growth in output. That is, the rate of MFP growth should be zero. 

The central claim of micro-economic reform is that the standard growth 
model fails to account for inefficiencies caused by bad public policy. These 
inefficiencies mean that the actual level of output is below the potential 
level given by the above equations. If reforms remove these inefficiencies, 
productivity growth will be greater than can be accounted for by 
technological change alone. Particularly in the case in which all technological 
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change is embodied, so that the underlying rate of MFP growth is zero, 
micro-economic reform is the sole source of MFP growth. The converse 
is also true. If the effect of public policy is to reduce technical efficiency, 
this will make a negative contribution to MFP growth.

Problems with the growth accounting framework

Standard productivity measures fail to take account of the intensity with 
which capital and labour are used. To understand this problem, it is useful 
to consider the ways in which sustainable improvements in living standards 
can be generated. The most important improvement, by far, is technological 
progress—the introduction and adoption of technological innovations 
such as new products and improved production technologies. There is a 
much-cited statement of Krugman’s (1997, 11) that:

productivity is not everything, but in the long run it is almost 
everything. A country’s ability to improve its standard of living over 
time depends almost entirely on its ability to raise its output per 
worker. 

His assertion would be equally valid if the word ‘productivity’ were replaced 
by ‘technological progress’. 

For a small country like Australia, the rate of technological innovation is 
essentially exogenous. Furthermore, to the extent that innovation takes the 
form of a reduction in the cost of imported ICT equipment, it is measured 
as capital deepening. National policies can affect the rate of adoption of new 
technologies. In particular, new technologies are usually more skill-intensive 
and knowledge-intensive than old technologies, meaning that rapid 
adoption of new technologies is feasible only with a skilled and educated 
workforce. Hence, investment in human capital can yield high returns.

The second potential source of improvement in living standards is a more 
efficient use of endowments of capital and labour. This may be achieved 
either as a result of good macro-economic outcomes (full or optimal 
employment of labour and capital) or good micro-economic outcomes 
(output closer to the technological frontier for individual enterprises and 
industries). 

Productivity measures, at least conceptually, exclude benefits arising from 
good macro-economic outcomes but include the benefits of good micro-
economic outcomes. In practice, however, the two are intertwined. Capital 
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utilisation generally declines during recessions, while capital may be 
operated to yield unsustainably high service flows during booms. Standard 
productivity measures are based on the assumption that capital services 
are proportional to the capital stock. As the Organisation for Economic 
Co-operation and Development (OECD) (2001, Section 5.6) observes, 
attempts to include proxies for capital utilisation have proved problematic.

Measurement of labour input is even more problematic. On the one hand, 
labour hoarding during recessions tends to reduce productivity, producing 
a pro-cyclical pattern of labour productivity. On the other hand, increased 
employment during expansions results in the recruitment of more marginal 
workers, producing anti-cyclical productivity. Historically, the first of these 
tendencies has predominated, producing pro-cyclical productivity. But, as 
labour hoarding has declined, notably in the USA, productivity has become 
more anti-cyclical.

The use of a measure designed to include the benefits of good micro-
economic outcomes and to exclude the benefits of good macro-economics 
is consistent with the thinking that has dominated Australian policy 
discussions since the 1980s, but it is deeply misleading. The primary reason 
for Australia’s relatively strong growth in income per person since the early 
1990s is the fact that, through a combination of good luck and good policy 
decisions, we have not experienced a recession.

MFP estimates from the ABS
The ABS began reporting estimates of MFP growth in the 1990s, calculated 
back to the 1960s. The initial estimates of MFP growth for the mid-
1990s were in excess of 2 per cent per year, a very high rate. These were 
subsequently revised downwards to 1.6 per cent. Unfortunately, the ABS 
currently reports MFP only for the period beginning 1998–99, although 
older estimates are given by Campbell and Withers (2017).

The issue is further clouded by the fact that the ABS reports MFP 
estimates in  productivity cycles that typically last about five years. The 
productivity cycle is a data-driven concept with no explicit theoretical 
basis. Productivity cycles do not necessarily correspond to business cycles, 
and productivity cycles in different industries are largely uncorrelated. 
Nevertheless, as I have shown elsewhere for the Australian economy as a 
whole, the MFP cycles reported by the ABS largely reflected the phases 
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of the business cycle (Quiggin 2000). A typical business cycle contained 
two productivity cycles, with productivity growth stronger in the cycle 
corresponding to the expansion phase and weaker in the cycle corresponding 
to the contraction phase (Dolman, Lu, and Rahman 2006).

The productivity cycle plays a crucial role in the myth of the 1990s 
productivity surge, since it allows the years of strong productivity growth 
from 1993–94 to 1998–99 to be treated as a distinct period, while the 
weaker years at the beginning of the decade are discarded. The result is a 
widespread but false impression that the 1990s was a period of exceptionally 
strong measured MFP growth. In reality, the average rate of MFP growth 
for two ABS productivity cycles from 1988–89 to 1998–99 was 1.6 per 
cent—above average but not exceptional compared to preceding decades.

In summary, MFP growth over a productivity cycle is not a particularly 
useful measure of economic performance. Even when measured correctly, 
productivity estimates combine the effects of long-term technological 
growth with a subset of the factors that determine variations in short-term 
performance. In practice, accurate measurement is impossible. In the case 
of Australia’s supposed productivity surge, the crucial problem is the failure 
to take account of changes in work intensity.

Work intensity and productivity
Labour productivity is typically measured in terms of output per hour 
worked. However, this measure can be problematic. For example, enterprise 
agreements and individual contracts adopted in place of awards commonly 
eliminate breaks such as tea breaks, which were treated as working time 
under the award system. On the other hand, employees have always taken 
unauthorised and unrecorded breaks of various kinds. A notable example 
that has emerged in the last 10 to 15 years is the use of office computers to 
visit internet sites that are not work-related. Of much longer standing is the 
practice of making private phone calls during paid time at work. Conversely, 
employers may demand unpaid overtime or contact their employees with 
work requests outside of paid hours.

Although these practices are regularly the subject of dispute, the normal 
situation is one of equilibrium, in which some deviation from official hours 
is part of the wage bargain tacitly accepted by both parties. The hours of 
work reported to statistical agencies will reflect some, but not all, of the 
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deviations from award-determined or contractually agreed hours. How 
should these features of the labour market be reflected in productivity 
measures? At least conceptually, it seems clear that the appropriate measure 
is actual hours worked rather than paid hours.

Consider the case in which the number of hours worked remains 
unchanged, but the pace of work varies. In some industries, such changes 
can be observed directly and are the subject of explicit wage bargaining. 
The archetypal case is that of production-line work, in which employers 
typically seek to increase the rate at which the line moves, while workers 
and unions try to slow it down. The development of the word processor in 
the 1980s provides another example. Since the number of keystrokes could 
be measured directly, employers demanded higher rates, thus precipitating 
an epidemic of repetitive strain injury, a problem that had existed previously 
but was typically diagnosed as an individual pathology rather than a broader 
occupational hazard. 

There is, in principle, no difference between an increase in the number of 
hours worked and an increase in the pace of work. In both cases, standard 
economic logic implies that an equilibrium wage bargain will typically 
involve a commitment of hours and effort greater than the level that would 
be chosen by workers in the absence of a monetary incentive. 

In particular instances, depending on labour market institutions, the 
bargained outcome may involve more or fewer hours and more or less 
effort than would characterise a Pareto-optimal bargain. However, the 
general assumption is that at the margin, increased hours and increased 
effort are equally costly to workers when they are normalised by the 
payment required to elicit them. It follows that, to the extent that increases 
in output are derived either from unmeasured increases in hours of work 
or from increased intensity of work, there is no corresponding increase in 
productivity. If the hours or intensity of work were previously sub-optimal 
(or above the optimal level), there will be a net welfare gain (or loss), but this 
will be of second-order magnitude relative to the change in output.

Australian economic policymakers have shown considerable confusion on 
this point. Some have explicitly asserted that working harder is a genuine 
source of productivity gains. For example, the Productivity Commission 
(1996, 24) asserted that productivity gains could be achieved not only 
through resource reallocation but through people ‘working harder and 
working smarter’. More than a decade later, the chairman of the Productivity 
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Commission repeated an almost identical formulation (Banks 2011 20): 
‘whether productivity growth comes from working harder or working 
“smarter”, people in workplaces are central to it’. The appearance of scare 
quotes around ‘smarter’ is revealing. Whereas in the 1990s this phrase was 
used in all seriousness, ‘working smarter’ is now understood as a piece of 
management jargon, typically decoded as ‘We’re giving you more work to 
do with fewer resources, and it’s up to you to figure out how to do it.’

The association of reform with harder and less pleasant work is usually 
implicit. Standard discussions of micro-economic reform and workplace 
reform are full of references to ‘cutting out fat’, the ‘chill winds of 
competition’ and so forth. It is not hard for workers to discern where there is 
fat to be cut, or to observe that CEOs are usually equipped with well-padded 
windbreakers, even in cases where their mismanagement leads to an early 
(but generously compensated) departure. By contrast, in debates over the 
validity of MFP statistics, most mainstream economists—particularly those 
associated with the Productivity Commission—have denied that changes in 
work intensity are an important source of changes in measured productivity.

The mid-1990s saw an upsurge in public concern about the pace of work, 
work–life balance, stress and related issues, which persisted into the early 
2000s, leading to John Howard’s description of the topic at an electorate 
dinner in Melbourne in 2002 as a ‘barbecue stopper’ (Treguer 2023). 
In the context of a strengthening labour market from about 2000 onwards, 
community resistance to work intensification, and to employer demands for 
longer hours of work, became increasingly successful.

While the intensity of work is difficult to measure, there is sufficient 
evidence to support the general perception of an increase in work intensity 
in the 1990s. First, as discussed above, increases in work hours and in work 
intensity are substitutes both as inputs to production and as sources of 
disutility for workers. It follows that, when the equilibrium wage bargain 
involves an increase (or decrease) in hours, it will also involve an increase 
(decrease) in work intensity. The data on working hours are unequivocal 
and exactly consistent with the idea that fluctuations in MFP growth may 
be explained largely in terms of work intensity. As the ABS (2010) notes, 
the proportion of full-time workers working more than 50 hours per week 
increased from 13 per cent in 1978 to 19 per cent in late 1999 and early 
2000, before falling to around 15 per cent in 2010. 
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There is some direct evidence on work intensity. The Australian Workplace 
Industrial Relations Survey undertaken in 1995 (Morehead et al. 1997) 
found that a majority of employees reported increases in stress, work effort 
and pace of work over the previous year, while less than 10 per cent reported 
reductions in any of these variables. This is consistent with evidence from 
the UK and some, although not all, other European countries (Green 
and McIntosh 2001). Moreover, Green and Macintosh observe that the 
increases in work intensity are associated with higher productivity (as would 
be expected) and are positively correlated with exposure to competition and 
reductions in union density.

Defences of the productivity surge
As I have discussed elsewhere (Quiggin 2006), believers in the productivity 
surge produced a variety of stories to explain the observed outcomes. 

Asymmetric measurement error

During the 1990s, the Productivity Commission was the most prominent 
proponent of the claim that the strong growth in MFP reported by the ABS 
reflected the emergence of a ‘new economy’ as a result of micro-economic 
reform (Parham 1999). Unsurprisingly, the Productivity Commission 
rejected claims that the apparent surge in MFP growth was due, in part or 
in whole, to measurement error or cyclical factors.

By contrast, as low rates of MFP growth emerged in the 2000s, the 
commission became much more sympathetic to the idea that measurement 
error might be a problem. The poor productivity growth of the early 
2000s was blamed on, among other factors, the Sydney Olympics, 
capital expenditure associated with the Y2K fiasco (also referred to as the 
Millennium Bug), the transitional effects of the introduction of the GST, 
and the drought that began in 2002 (Parham 2005). The drought persisted 
well into the decade, but the other factors should have been transitory. 

As measured MFP performance deteriorated even further, attention has 
shifted to the mining sector. It seems clear that measurement problems 
associated with mining are significant. Investments in new or expanded 
mines count immediately as part of the capital stock but contribute to 
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output only with a delay of some years. Moreover, high mineral prices have 
led to the exploitation of less productive resources that would otherwise be 
uneconomic.

Since the quality of the resource is not measured as an input, this produces 
an illusory decline in productivity. Richardson and Denniss (2011) estimate 
that the measured growth rate of labour productivity over the first decade 
of the 2000s was reduced by one percentage point as a result of distortions 
in the mining sector. This is a significant effect, but it is not sufficient to 
explain the decline in measured MFP growth rates. 

The view that the disappointing performance of measured MFP is primarily 
due to measurement error has gone out of favour over time as disappointment 
has persisted. However, it frequently re-emerges in discussions of Australia’s 
strong macro-economic performance during and after the GFC.

The idea that market-oriented micro-economic policies provide significant 
flexibility in response to macro-economic shocks has been influential in 
Australia since the beginnings of micro-economic reform in the 1980s. This 
idea contributed substantially to the policy misjudgements that produced 
the 1989–91 recession, when it was supposed that the economy was flexible 
enough to handle a ‘short, sharp shock to interest rates’ and then to bounce 
back rapidly from ‘the recession we had to have’.

Counter-examples to this idea abound. The most striking is that of New 
Zealand, which has followed broadly similar micro-economic policies 
since the 1980s, although with more radical micro-economic reform 
until the mid-1990s and a sharper reaction against some aspects of those 
policies subsequently. At the same time, New Zealand has adopted far 
more restrictionist macro-economic policies. From its initial position of 
approximate income parity with Australia in the early 1980s, New Zealand 
fell sharply behind, experiencing an even deeper recession from 1987 to 
1991 and two subsequent recessions interspersed with periods of mostly 
sluggish growth. By 2000, income per person in New Zealand had fallen 
to around two-thirds of the Australian level, and it has remained there 
since. While it is unwise to attribute such a huge gap to any single factor 
(Hazledine and Quiggin 2006), poor macro-economic performance is an 
important part of the story.
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The lost golden age

The dominant interpretation of the MFP statistics today is of a lost golden 
age. The surge in measured MFP growth is attributed to the micro-economic 
reform process that began in the 1980s and the slowing down to ‘reform 
fatigue’ in the 2000s.

The major problem with this story is timing. It is difficult to see how 
a  series of reforms undertaken over 20 years or more can have produced 
substantial productivity benefits confined to a single period of five years. 
It is even harder to see how the benefits of those reforms can have dissipated 
so rapidly, having been already on the wane when the reform process was 
still under way.

The beginning of the process of micro-economic reform is usually dated to 
the float of the Australian dollar in 1983. There is less agreement on the end 
of the process. As far as I can determine, I was the first to offer an explicit 
end date suggesting that the era of micro-economic reform in Australia 
‘began with a big bang—the floating of the dollar in 1983’ and ‘ended with 
another big bang—the package of tax reforms centred on the goods and 
services tax (GST), which came into force in July 2000’ (Quiggin 2004).

There have been retrospective attempts to backdate the end of micro-
economic reform, sometimes as far as the election of the Howard 
government in 1996, but these do not stand up to scrutiny. Although it 
is true that the Howard government took a less consistent approach to 
reform than its Labor predecessors, it nevertheless introduced several major 
reforms in its  first few years in office. Many of the reforms implemented 
under Howard were measures that had long been demanded by advocates 
of radical reform but resisted by the Labor government because of political 
sensitivities. These included the Workplace Relations Act 1996, the partial 
privatisation of Telstra in 1998 and 1999, waterfront reform in 1998 and, 
most notably, the GST, legislated in 1999 and implemented in 2000.5

Moreover, many reforms introduced by the Hawke–Keating government 
did not begin to take effect until after the MFP surge. The most notable of 
these is the National Competition Policy (NCP). Most states did not even 

5  Following the surprising achievement of a Senate majority in 2004, the last term of the Howard 
government included the passage of a package of labour market reforms called Work Choices. These 
reforms were mostly repealed by the Rudd Labor government and cannot be regarded as a successful 
renewal of micro-economic reform.
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complete their legislative reviews or set up their general regulatory bodies 
until the late 1990s, and the NCP process, with associated payments to 
the states, was not completed until 2005, when it was succeeded by the 
National Reform Agenda. Even after 2005, the push for micro-economic 
reform continued through a proliferation of free-trade agreements, which 
were less focussed on trade than on constraining government intervention 
in the domestic economy. 

The timing issue becomes more acute when we consider that the measured 
productivity surge did not begin until a decade after the float of the dollar. 
In fact, the years during which ‘even the resident galah in the pet shop’ 
was talking about micro-economic reform were characterised by the lowest 
productivity growth of the entire period for which data are available. 
Hence, the story of the lost golden age relies on the long-delayed benefits 
of the reforms of the early 1980s, combined with an instant (indeed, in 
some cases, retrospective) benefit from the reforms of the late 1990s. Even 
if we were to accept the story of the lost golden age, the whole rationale 
of micro-economic reform is called into question. Far from generating 
sustained growth, the lost-golden-age myth suggests that the decade or 
more of micro-economic reform that began with the floating of the dollar in 
1983 produced only five years of above-average productivity growth before 
requiring a renewed burst of reform merely to sustain past gains.

Conclusion
In the economy of the 21st century, increases in productivity arise almost 
entirely from capital deepening and improvements in education. Economic 
theory, therefore, predicts that the rate of MFP growth, properly calculated 
to take account of labour quality, should be close to zero. This prediction 
is borne out by the data. Nevertheless, the mythical productivity surge 
of the mid-1990s continues to dominate the thinking of policymakers, 
leading to incessant demands for more micro-economic reform to generate 
higher productivity.

The correlation between demand for higher productivity and increases in 
work intensity is so evident to most Australians that we take it for granted. 
What is striking in this context is the failure of (most) Australian economists 
and economic commentators to accept the evidence on this point. Unlike 
virtually everyone else in Australia, economists have resolutely denied that 
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the higher measured labour productivity growth evident in the mid-1990s 
was largely due to increased work intensity, and that the reversal of those 
measured gains in the 2000 was due to the fact that this intensification 
could not be sustained.

A belief that large increases in annual productivity growth rates can and 
should be achieved through micro-economic reform is not supported by 
the data and can lead to bad public policy decisions. Most notably, the 
belief lends support to the idea that ‘Australians must work harder’. On the 
contrary, evidence from the labour market is that the work intensification 
of the 1990s was undesired and unsustainable. Genuine improvements in 
productivity should permit reductions in working hours and work effort, 
rather than demanding more and harder work.
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Financial markets: 

masters or servants?

First published in 2011 as Quiggin, John. ‘Financial Markets: Masters or 
Servants?’. Politics and Society 39: 331–45. doi.org/10.1177/ 00323292 11 
41 5502.

Trade, and markets of one form or another, have always been part of human 
society. Borrowing and lending are similarly ancient and ubiquitous. 
On  the other hand, markets for trade in financial obligations such as 
debts, and future sales and purchases, are specific to capitalism. The key 
financial institutions of capitalism, such as fractional reserve banking, joint 
stock companies and regular markets for trade in government bonds, date, 
in their modern form, from the 18th century. However, precursors can be 
found as early as the 15th century in Italy and the Netherlands.

Throughout the history of capitalism, there have been tensions between 
financial institutions and the state, and between financial capital on the 
one hand, and the firms and households engaged in the production and 
consumption of physical goods and services on the other. In some periods, 
most notably in the decades after World War II, financial markets were 
reduced to a subordinate role, channelling household savings into credit 
for business investment and (relatively constrained) consumer credit, under 
tight public regulation. In other periods, including the decades since the 
1970s, financial markets became, or at least seemed to become, all-powerful 
Masters of the Universe.

http://doi.org/10.1177/0032329211415502
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Periods of financial sector dominance have regularly ended in spectacular 
panics and crashes, often resulting in the liquidation of large numbers 
of financial institutions and the reimposition of regulatory controls 
previously dismissed as outmoded and unnecessary. These panics have 
typically precipitated lengthy periods of recession or depression, with high 
unemployment, and slow or negative economic growth.

The financial crisis that engulfed the global economy in 2008 has been, 
so far, an archetypal example of this process. The power, and pretensions, 
of financial markets in the decades leading up to the crisis exceeded anything 
that had been seen in the past. The magnitude of the crisis was similarly 
impressive, with losses of billions or tens of billions of dollars becoming 
routine daily events and talk of trillions—commonplace. At several points, 
it appeared likely that the entire global financial system might collapse, and 
this danger has not passed at the time of writing (August 2010).

The aim of this paper is to consider measures to restore financial markets 
to their proper role as servants rather than masters of the market economy 
and the society within which it is embedded. 

The paper is organised as follows. The first section provides a background to 
the crisis, showing how the Bretton Woods system restricted financial activity 
and the potential for financial panic. The breakdown of Bretton Woods was 
followed by a massive expansion in the scale, scope and speculative nature 
of financial activity. I next describe the Global Financial Crisis (GFC) that 
began in 2008 and show how it was driven by the complex, interlinked 
and uncontrolled nature of the financial system. The European sovereign 
debt crisis of 2010 is a continuation of the global crisis but has been 
used by financial markets to reassert their power. Section 3 deals with the 
reform of the international financial system. The central argument is that 
the idea of a ‘global financial architecture’ is misconceived. The necessary 
system is one of national (or EU-level) financial regulation, coordinated 
through international institutions. In Section 4, I argue that the central 
goal of  national financial regulation should be to constrain the size and 
power of the financial system to levels appropriate to its role as a provider 
of services, ultimately dependent on the backing of the state. Finally, I offer 
some concluding comments.
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Background
Periodic financial crises and panics have been a feature of capitalism 
ever since the South Sea Bubble, which brought an end to the first great 
experiment with joint-stock corporations. By the 19th century, financial 
crises replaced crop failures as the primary cause of economic distress. 
Some notable examples include the Long Depression following the Panic of 
1873 in the USA and the 1890s depression in Australia. Kindleberger and 
Bernstein (2000) provide an extensive list of such crises.

None of these crises, however, were comparable in their effects to the Wall 
Street Crash of 1929 and the subsequent Great Depression. As well as 
producing a decade of misery and deprivation, the Depression helped bring 
Hitler to power in Germany and was therefore a major cause of the Second 
World War.

Meeting in Bretton Woods, New Hampshire in 1944 to plan a postwar 
economic order, the Allied governments were determined to avoid a 
repetition of the disasters of the interwar years. Although the most radical 
proposals for financial reform, those put forward by John Maynard Keynes, 
were rejected by the US government, the financial system that emerged 
from Bretton Woods was far more tightly restricted than any in the past. 

The Bretton Woods system supported, and was supported by, Keynesian 
macro-economic policies, operated at the national level with the aim 
(largely achieved for several decades) of maintaining full employment, price 
stability and fiscal balance.

Even during this postwar boom, the financial sector sought and found 
ways to undermine and avoid controls and regulations. The emergence of 
the ‘Eurodollar’ market in the 1960s, which facilitated trade in US dollar-
denominated financial instruments outside the control of the US Federal 
Reserve, was a crucial step in this respect.

After Bretton Woods

The inflationary upsurge of the late 1960s rendered untenable key 
aspects of the Bretton Woods system, most notably the fixed US-dollar 
price for gold. Although a variety of responses might have been possible, 
the gradual erosion of financial controls in the 1960s paved the way for 
a complete breakdown in the 1970s. Fixed exchange rates were replaced 
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by attempts at flexible management, then by freely floating rates. Controls 
on international financial flows were relaxed and ultimately abandoned. 
National financial systems were deregulated (Robinson and Quiggin 1985).

By the 1980s, almost nothing was left of the Bretton Woods system. 
Governments had little option but to obey the dictates of global financial 
markets, expressed most notably through the judgements of rating agencies 
such as Standard & Poor’s and Moody’s. The volume of international 
financial flows grew to levels that had previously been unimaginable, and 
then kept on growing even faster. By some measures, when the bubble 
burst in 2008, the total outstanding volume of financial assets was over 
a quadrillion US dollars.

By 2007, financial corporations accounted for 40 per cent of US corporate 
profits. The bulk of income growth in the USA over the period after 
the 1970s accrued to high-income earners, an increasing proportion 
of whom derived their income directly or indirectly from the financial 
sector. In particular, those in the top 1 per cent of the income distribution 
approximately doubled their share of income (Piketty and Saez 2003). 
Within that group, the top 0.1 per cent did disproportionately well. Similar, 
though less extreme, developments took place throughout the developed 
world (Atkinson and Leigh 2007; Piketty and Saez 2006).

Nevertheless, by the mid-1990s, the beneficence of financial-sector 
dominance seemed evident to all, particularly in the USA. Booming stock 
markets encouraged an atmosphere of triumphalism epitomised by such 
writers as Thomas Friedman (1999) and Edward Luttwak (1999).

But the first signs of failure were becoming apparent. The global financial 
system was threatened in 1998 by the failure of Long-Term Capital 
Management L.P., a hedge fund with leveraged borrowings in the trillions. 
The danger was averted by a bailout, hastily organised by the US Federal 
Reserve. The bubble-and-bust in dotcom stocks in the late 1990s repeated 
the pattern on a larger scale. 

Bubble, bust and bailout

Although no one predicted the exact course of the GFC that began in 2008, 
a substantial minority of economists pointed to the unsustainability of the 
imbalances in the US economy and the global economy that developed 
from the late 1990s onwards. They predicted that the resolution of those 
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imbalances would require a painful adjustment and, probably, a recession, 
followed by more restrictive regulation of the financial system (Bell and 
Quiggin 2006).

By contrast, the dominant market-liberal ideology encouraged the view that 
booming asset markets were benign. The massive growth in the volume of 
international financial transactions was seen as reflecting the (presumptively 
rational) voluntary choices of borrowers and lenders, and as a way of 
diversifying risk internationally.

Like other aspects of the financial system that developed during the bubble 
era, this reasoning was reminiscent of the deacon in Oliver Wendell Holmes’s 
poem of 1858 who tried to build a carriage (the ‘wonderful one-hoss shay’) 
that could never break down, on the theory that a system always fails at its 
weakest spot:

‘n’ the way t’ fix it, uz I maintain, is only jest
To make that place uz strong uz the rest. 

(Holmes 1858)

As applied to the global financial system, the ‘one-hoss shay’ theory provided 
two systems of protection against failure. First, risks were widely dispersed 
throughout the global financial system, so that a localised failure in any one 
economy could not cause significant loss to investors with highly diversified 
portfolios. Second, central banks extended ‘too-big-to-fail’ protection to 
any institution large enough to be critical to the sustainability of the overall 
system.

The only way a system of this kind could fail was through a total global 
collapse. As Holmes, in his poem, described the end of the one-hoss shay:

[It] went to pieces all at once,— 
All at once, and nothing first,— 
Just as bubbles do when they burst. 

(Holmes 1858)

And that, more or less, is what happened. 

In scale and scope, the crisis was larger than any financial failure since the 
Great Depression. The estimated losses from financial failures amounted 
to US$4 trillion or about 10 per cent of the world’s annual income. Losses 
in output from the global recession have also amounted to trillions, and 
recovery has barely begun.
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Unlike the Great Depression, this crisis was entirely the product of financial 
markets. All the checks and balances in the system failed comprehensively. 
The ratings agencies offered AAA ratings to assets that turned out to be 
worthless, on the basis of models that assumed that asset prices could never 
fall. The entire ratings agency model, in which issuers pay for ratings, 
proved to be fundamentally unsound, but these very ratings were embedded 
in official systems of regulation. Crucial public policy decisions were, in 
effect, outsourced to for-profit firms that had a strong incentive to get the 
answers wrong. 

The bailouts undertaken by the US and European governments in late 2008 
only reinforced the bad incentives in the system. Financial-sector participants 
kept most of the rich rewards they had reaped during the bubble years when 
their activities had massively distorted the allocation of investment capital 
and thereby reduced the sustainable growth rate of the economy. The terms 
on which public credit was extended for worthless assets were so generous 
that the financial sector has led the way in the recovery of corporate profits. 
Unsurprisingly, given these incentives, the behaviour of the financial sector 
has changed hardly at all as a result of the crisis. 

The European debt crisis

The role of financial markets in the European ‘sovereign debt crisis’ provides 
a good illustration of the extent to which the financial sector has reasserted 
its claims to mastery over the economy. In nearly all respects, the crisis is the 
result of the financial excesses of the bubble era and the costly misallocation 
of resources it created. 

Many of the European governments most severely affected by the crisis 
were in fiscal balance or surplus in 2007. The slide into deficit can be 
attributed to:

• the direct and indirect costs of financial sector bailouts (most notable 
in Ireland)

• the loss of revenue from the financial sector and from housing 
following the bursting of the bubble (most notable in Spain)

• the fiscal impact of the general economic downturn and the cost 
of stimulus and relief measures.
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Even in Greece, where fiscal profligacy was a primary cause of the crisis, 
financial enterprises were both leading accomplices in the evasion of 
Eurozone fiscal targets and leading beneficiaries of the EU bailout. While 
ordinary Greeks have been forced to accept austerity measures, the US, 
German and French banks that made unsound loans can expect to be 
paid in full.

Yet the financial sector has presented itself as the guardian of fiscal probity, 
with rating agencies downgrading public debt and bond markets demanding 
cuts in public expenditure, invariably targeted at those who benefited least 
from the bubble.1 The most striking examples include the UK, where the 
cost of the bank bailout is being used to justify ever-harsher treatment of 
the homeless and unemployed, and Ireland, where the government plans 
to sell most of the assets of the National Pension Reserve Fund (created to 
finance public service and social welfare pensions) to pay off creditors of failed 
private banks. Elsewhere in Europe, ‘austerity’ proposals have generally been 
more reasonable, with a primary focus on proposals to enhance tax revenue 
and measures to reduce the cost of retirement income policies, in most cases 
by increasing the age of retirement. 

Budgets must balance in the long run, and policies of this kind are, to 
some extent, a necessary response to a real reduction in the net worth of 
governments as a result of the financial crisis. Nevertheless, the demands 
of the financial sector for austerity have produced an undesirable focus on 
measures to reduce budget deficits in the short term, at a time when the 
depressed state of the European economy implies the need for stimulus.

A striking example is that of the increases in Value Added Tax (VAT) rates 
adopted in Spain, Portugal and other European countries. A far more 
sensible policy would have been to announce an increase in the VAT rate, 
deferred for two to three years. The effect on long-term fiscal balance would 
be only marginally smaller than that of an immediate increase. On the 
other hand, a deferred increase would stimulate demand in the short-term, 
as consumers seek to beat the tax increase. Such a temporary stimulus is 
exactly what is needed.

1  A particularly striking example of the financial sector’s unwillingness to learn from experience 
was that of Timothy Ash of the Royal Bank of Scotland. Speaking about the IMF rescue package for 
Ukraine, Ash observed ‘We hope the fund is maintaining its push for a more flexible exchange rate, far-
reaching reforms in the banking sector, and more privatization’ (quoted in Krasnolutska and Martens 
2008). A few weeks before this comment was made, RBS had been nationalised as a result of failed 
speculation and catastrophic mismanagement. 
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Reforming the international 
financial system
The aftermath of the crisis has produced a range of efforts to improve upon 
the systems of financial regulation that failed so spectacularly in 2007 and 
2008. The most important instance is that of the proposed Basel III Accords 
on banking supervision. The draft rules reverse many of the presumptions 
that informed the ‘light-handed’ approach of the Basel  II system, which 
failed spectacularly in the global crisis. Basel  III involves a substantial 
increase in bank capital requirements. More importantly, the risk-based 
framework of Basel II, in which banks were largely free to make their own 
judgements about the riskiness of their capital base, has been replaced by 
more prescriptive requirements to hold specific capital assets.

These efforts have not, however, been informed by any rethinking of the role 
of the financial sector. As a result, they amount to an attempt to repair and 
recreate the pre-crisis system, fixing the obvious defects while maintaining 
the status of the financial sector as the core of economic activity. Ideally, in 
this view, the financial sector would retain its role of mastery over investment 
decisions and public policy while avoiding the excesses of the past.

Such an approach is doomed to failure. Even while the crisis was at its worst, 
there were regular examples of excess, such as massive payouts and lavish 
junkets for executives of bailed-out banks. Now that, for the financial sector 
at least, the crisis is effectively over, the return to pre-crisis attitudes and 
behaviour is gathering pace. 

Starting from the view of the financial sector as a servant of the broader 
economy and society rather than as a master would produce a radically 
different approach to its regulation. A whole series of presumptions that 
have characterised the failed regulatory approaches of recent decades would 
be reversed. Most notably:

• The financial sector should be regarded as the biggest single source 
of economic risk rather than the pre-eminent social institution for risk 
management.

• Financial innovation should be regarded as harmful unless it can be 
shown to be beneficial, rather than vice versa.

• Growth in the financial sector share of the economy should be regarded 
with concern rather than celebration.
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• Financial markets must be regulated as interlinked national markets 
rather than as a global market transcending national boundaries.

A successful approach to global financial regulation must rely primarily on 
co-operation between the US Federal Reserve and the European Central 
Bank (ECB), which between them account for more than 90 per cent of 
currency reserves and economies producing around a third of global output. 
Although the UK and Japan remain significant financial centres, the severe 
fiscal and regulatory problems they face suggest that they are unlikely to be 
in a position to play an independent role in the restructuring of the global 
financial system for some time to come. Other members of the G20 are 
similarly constrained.

Financial innovation

The process of financial innovation, involving either the creation of new 
financial instruments or the design of new financial strategies for firms 
(often termed ‘financial engineering’) was a central feature of the era of 
neoliberalism. The growth of finance has been almost unstoppable. 
Seemingly major financial crises like the stock market crash of 1987 or the 
Nasdaq2 crash of 2000 stimulated the development of yet more innovative 
responses. Even the exposure of spectacular fraud at the Enron Corporation, 
which had been named by Fortune magazine as ‘America’s most innovative’ 
for six years in succession, did little to dent faith in the desirability 
of innovation.

It is now clear that unrestricted financial innovation played a major role 
in the advent of the financial crisis by facilitating the growth of unsound 
lending  and undermining systems of regulation. There is an inherent 
inconsistency between unrestricted financial innovation and a regulatory 
system aimed at preventing the failure of financial systems or insuring 
market participants against such failures. Guarantees create ‘moral hazard’ 
by allowing financial institutions to capture the benefits of risky investments 
while shifting some or all the losses to government-backed insurance pools. 

Moral hazard can only be offset by the design of regulatory mechanisms 
that discourage excessive risk-taking. However, as the literature on 
mechanism design has shown, the effectiveness of such mechanisms 
depends on the existence of stable relationships between the observable 

2  National Association of Securities Dealers Automated Quotations Stock Market.
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variables that are the  subject of regulation and the risk allocation that 
generates these observables. Financial innovation changes the relationship. 
In the presence of moral hazard, therefore, there is an incentive to introduce 
innovations that increase the underlying level of risk while leaving regulatory 
measures of risk unchanged.

It follows that the only sustainable approach to financial innovation is one in 
which proposed innovations are introduced only after the implementation 
of necessary changes to regulatory requirements and risk measures. If reliable 
risk measures cannot be computed, the associated innovations should not 
be permitted.

Obviously, this approach is directly opposed to the Basel  II system, 
which sought to control the total risk exposure of regulated banks while 
maximising the freedom of financial institutions to benefit from financial 
innovation. The failure of that system is reflected in the substantially 
more prescriptive approach of Basel  III. However, despite the substantial 
tightening of restrictions in Basel III, the underlying presumption in favour 
of financial innovation remains. It is this presumption that needs to be 
reversed if financial regulation is to be effective.

Controlling risk in the financial sector

Given an unlimited public guarantee for the liabilities of these institutions, 
a permissive attitude to innovation is a guaranteed, and proven, recipe for 
disaster, offering huge rewards to any innovation that increases both risks 
(ultimately borne by the public) and returns (captured by the innovators).

Post-crisis financial regulation must begin with a clearly defined set of 
institutions (such as banks and insurance companies) offering a set of well-
tested financial instruments with explicit public guarantees for clients and 
a public guarantee of solvency, with nationalisation as a last-resort option. 
Financial innovations must be treated with caution and allowed only when 
there is a clear understanding of their effects on systemic risk.

In this context, it is crucial to maintain sharp boundaries between publicly 
guaranteed institutions and unprotected financial institutions such as 
hedge funds, finance companies, stockbroking firms and mutual funds. 
Institutions in the latter category must not be allowed to present a threat of 
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systemic failure that might precipitate a public sector rescue, whether direct 
(as in the recent crisis) or indirect (as in the 1998 bailout of Long-Term 
Capital Management). A number of measures are required to ensure this.

First, ownership links between protected and unprotected financial 
institutions must be absolutely prohibited, to avoid the risk that the failure 
of an unregulated subsidiary will necessitate a rescue of the parent, or that an 
unregulated parent could seek to expose a bank subsidiary to excessive risk. 
Long before the current crisis, these dangers were illustrated by Australian 
experience with bank-owned finance companies, most notably the rescue, 
by the Reserve Bank of Australia, of the Bank of Adelaide in the 1970s.

Second, banks should not deal in unregulated financial products such as 
share investments and hedge funds.

Third, the provision of bank credit to unregulated financial enterprises 
should be limited to levels that ensure that even large-scale failure in this 
sector cannot threaten the solvency of the regulated system.

In the resulting system of ‘narrow banking’, the financial sector would become, 
in effect, an infrastructure service, like electricity or telecommunications. 
While the provision of financial services might be undertaken by either 
public or private enterprises, governments would accept a clear responsibility 
for the stability of the financial infrastructure.

Another important regulatory adjustment will be the end of the system 
by which prudential regulation has been, in effect, outsourced to ratings 
agencies such as Standard & Poor’s and Moody’s. Agency ratings have been 
enshrined in regulation: for example, official investment guidelines require 
regulated entities to invest in assets with a high rating (AAA in some cases, 
investment grade in others) or provide those responsible for making bad 
investment decisions with a safe harbour against claims of negligence if 
the assets in question carried a high rating. For these purposes at least, an 
international, publicly backed non-profit system of assessing and rating 
investments is required.

Constraining the size of the financial sector

The first objective must be to ensure that exchange rate movements reflect 
the economic fundamentals of trade and long-term capital flows rather 
than the vicissitudes of financial markets. The most promising strategy for 
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achieving this goal is the idea, long-advocated and long-resisted, of a small 
tax on financial transactions, commonly called a Tobin tax, after its proposer 
(Tobin 1988; see also ul Haq, Grunberg, and Kaul 1996). 

A tax at a rate of 0.1  per cent would be insignificant in relation to the 
transaction costs associated with international trade or long-term 
investments. On the other hand, daily transactions of US$3 trillion would 
yield revenue of US$30 billion per day, or nearly US$1 trillion per year. 
Since this amount exceeds the total profits of the financial sector, an 
effective Tobin tax would imply a drastic reduction in the volume of short-
term financial flows. It follows that the revenue from a Tobin tax, while 
significant, would not be sufficient to replace the main existing sources 
of taxation, such as income tax.

The large volume of literature on the Tobin tax has identified some problems 
with the simple proposal for a tax on international financial transactions. 
First, it is possible to replicate spot transactions on foreign exchange 
markets with combinations of forward transactions and futures, and swap 
transactions. To make a Tobin tax effective, it would have to be applied to all 
financial transactions, including domestic transactions. During the bubble 
era, when the few remaining taxes on domestic financial transactions were 
being scrapped to facilitate the growth of the financial sector, this was seen 
as a fatal objection. It has become apparent, however, that the destabilising 
effects of explosive growth in the volume of financial transactions are much 
the same whether the transactions are domestic or international.

The fact that a Tobin tax on international financial transactions would be 
integrated with taxes on domestic transactions suggests that, in all probability, 
revenue would be collected and retained by national governments. However, 
suggestions that at least some of the revenue could be used to fund global 
projects such as the international development goals of the United Nations 
Conference on Trade and Development (UNCTAD) remain worthy of 
consideration.

The second problem is that the tax would require global cooperation to 
prevent financial market activity from migrating to jurisdictions that did 
not apply the tax. Although this will remain a problem in the post-crisis 
world, it is likely to be much less severe than indicated by earlier discussions. 
The number of separate jurisdictions that would need to agree has been 
substantially diminished by the emergence of the euro. 
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As part of the resolution of the crisis, it seems inevitable that most remaining 
European currencies, with the possible exception of the British pound, 
will disappear, and that a Europe-wide regulatory system will emerge. 
The number of separate jurisdictions with well-developed financial systems 
is, therefore, likely to be very small, with the European Union (EU) and the 
USA being overwhelmingly dominant. Furthermore, successful resolution 
of the sovereign debt crisis will involve a substantial and growing role for 
fiscal transfers within the Eurozone. Thus, the EU will become more and 
more comparable to the USA in economic terms.

As in the case of tax evasion, the problem of ‘offshore’ financial centres 
such as Caribbean island states is unlikely to be a serious stumbling block. 
The free-market dogmas that prevented action to preserve the effectiveness 
of financial regulation in the late 20th century have lost much of their force. 
A Tobin tax on transactions among complying jurisdictions may have to be 
supplemented by a punitive tax at a rate of, say, 10 per cent on transactions 
with non-compliant jurisdictions. This would ensure that non-compliant 
jurisdictions were excluded from global financial markets, though the 
penalty would be modest as regards trade and long-term investment flows.

The new financial architecture: global or 
international?

The first step towards a sustainable financial architecture is the recognition 
that the idea of a global financial architecture is both misleading and 
unattainable. The starting point for any financial architecture must be the 
institution that acts as lender of last resort for others. This function is, and is 
likely to remain, one undertaken by national governments and their central 
banks.3 It follows that there can be no global financial architecture. Rather, 
national systems of financial regulation must be linked and integrated to 
produce a sustainable international financial architecture.

The first requirement for such an architecture is that there should be no 
‘offshore’ financial system that is outside the agreements governing the 
international financial architecture but nevertheless allowed to transact with 
institutions inside the system. 

3  The Eurozone, where national governments run their own prudential policies but share a common 
central bank, raises some interesting questions but is unlikely to serve as a model for the rest of the world.
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This issue has already arisen in relation to international tax avoidance and 
evasion, and it will arise in an even more acute form in relation to the 
Tobin tax, discussed below. Fortunately, the Organisation for Economic 
Co-operation and Development (OECD) has already made substantial 
progress on tax avoidance, and the approach here will serve as a model for 
financial regulation. 

The OECD prepared an internationally agreed tax standard allowing countries 
to choose their own tax rates but requiring the exchange of information to 
prevent avoidance and evasion. Jurisdictions that implemented the standard 
were placed on a white list, while those that refused were placed on a black 
list. Countries that promised to implement the standard but had not yet 
done so were placed on a grey list. Blacklisted jurisdictions were threatened 
with sanctions, largely unspecified but sufficiently effective that, by October 
2009, no jurisdictions surveyed by the OECD global forum remained on 
the blacklist.

The tax standard is inadequate in many respects, and open to the evasive 
tactics for which tax havens are famous. Nevertheless, it seems clear that 
standards will be tightened progressively, and that no jurisdiction will be 
willing to risk the consequences of refusal to implement them. 

The Financial Stability Board, established after the 2009 G20 London 
summit to strengthen prudential oversight of capital, liquidity and risk 
management, provides the potential to apply the tax haven model to 
‘regulatory havens’ offering lax financial regulation. As with taxation, the 
process will undoubtedly be slow. Nevertheless, the powers of the G20 
financial regulators are sufficient to ensure that evasion of financial regulation 
through the use of offshore transactions can be prevented. It remains to 
be seen whether, in the absence of immediate crisis, governments will find 
the political will required to resist the demands of financial institutions for 
light-handed regulation.

These new developments raise fundamental questions about the role of 
existing international organisations, most importantly the International 
Monetary Fund (IMF). The IMF has historically acted to preserve the 
interests and power of the global financial sector. IMF interventions, 
presented as ‘bailouts’ of indebted countries, have typically imposed 
terms only marginally more favourable to the country concerned than the 
outcomes they would incur through default. The real beneficiaries have 
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been lenders. After a brief conversion to policies of Keynesian stimulus in 
the deepest phase of the GFC, the IMF is again acting as an advocate of 
‘austerity’ in the interests of bondholders.

The World Bank and the regional development banks also have an important 
role to play in countercyclical responses to financial crises. The experience 
of the recent crisis showed the need for more rapid and flexible responses.

The outcomes of the 1990s bubble economy
Like previous episodes of finance-dominated capitalism, the bubble 
economy that emerged in the 1990s has ended in disaster and depression. 
Despite the support of sophisticated economic theories, best practice 
national and international regulation, and the almost unbounded 
information flows made possible by technological advances in computing 
and telecommunications, the global financial sector has proved to be just as 
vulnerable to fraud and failure today as in the days of the South Sea Bubble. 
Economically and socially sustainable growth will be possible only if the 
financial sector is forced back into the role of servant rather than master. 
This will not be easy to achieve. Despite their spectacular collective failure 
and evident dependence on government handouts for survival, the leaders 
of the financial sector remain both wealthy and powerful. So far, they have 
successfully resisted all but the most limited encroachments on their power 
and freedom.

They have, however, lost their most important asset: the aura of infallibility 
that surrounded ‘the markets’. While ordinary citizens may find it difficult 
to conceive an alternative to financial market dominance, they no longer 
believe that a finance-dominated economy ultimately works for the benefit 
of all. Given a properly articulated program of reform, it should be possible 
to mobilise sufficient public support and anger to overwhelm the defences 
raised by these 21st-century ‘malefactors of great wealth’.4

4  The phrase was coined by US President Theodore Roosevelt in an address on the occasion of the 
laying of the cornerstone of the Pilgrim Monument, Provincetown, Massachusetts, 20 August 1907. 
Theodore Roosevelt Digital Library. Dickinson State University. www.theodorerooseveltcenter.org/
Research/Digital-Library/Record.aspx?libID=o286435.

http://www.theodorerooseveltcenter.org/Research/Digital-Library/Record.aspx?libID=o286435
http://www.theodorerooseveltcenter.org/Research/Digital-Library/Record.aspx?libID=o286435
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9
Basic or universal? Pathways 
for a universal basic income

The idea of a universal basic income (UBI) has been around for a long time. 
However, it has seized the imagination of large sections of the public only 
very recently, in the wake of the Global Financial Crisis (GFC) and the 
subsequent political upheavals.

Basic income concepts have been advanced in a range of forms, and in 
support of radically different political agendas. As a result, it has acquired 
a highly disparate group of supporters and a disparate group of opponents. 
For example, the idea of a negative income tax is most commonly favoured 
by advocates of free markets, while the left has been more attracted to a 
universal payment or ‘demogrant’. More incremental reform programs have 
been associated with the concept of a guaranteed minimum income.

A crucial but not well understood starting point for analysis is that, when 
fully implemented, all these proposals are equivalent in terms of their effects 
on the ultimate distribution of income. Any universal grant financed by 
taxation can be replicated by a negative income tax, or by a means-test 
guaranteed minimum income.

The sharp differences between advocates of different versions of universal 
basic income reflect the broader political visions with which they are 
associated and the rhetorical framing of the proposals. For a variety of 
reasons, many of the most ardent supporters of a universal basic income 
are more excited by the first term, ‘universal’, than by the second, ‘basic’. 
‘Basic’ reflects the idea that everyone should receive a payment, even if it 
is initially too small to support an adequate standard of living. However, 
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as will be argued in this chapter, any feasible route to a UBI must begin by 
focussing on ‘basic’; that is, on ensuring that all those whose market income 
is inadequate receive enough to provide a basic standard of living.

Varieties of universal basic income
This section begins by defining the three versions of universal basic income: 
a guaranteed minimum income, a negative income tax and a universal grant. 
Section 2.1 begins with the observation that, except for the age requirement, 
Australia’s retirement income system meets the requirements for a UBI. The 
age pension is set at a level sufficient to lift all people of eligible age out 
of poverty. Concessions on superannuation mean that virtually everyone 
receives public support equal to, or greater than, the value of the pension. 
In these respects, the age pension contrasts markedly with other existing 
benefits. Section 1.3 provides the starting point for any comparative analysis, 
namely, a demonstration that any universal grant financed by taxation can 
be replicated by a negative income tax, or by a means-tested guaranteed 
minimum income.

Definitions

The core feature of any UBI proposal is an unconditional commitment 
to ensuring that all members of the community have an income sufficient 
to sustain a basic standard of living that the community has agreed is 
acceptable.

A universal basic income is an unconditional amount paid to everyone in 
the community. The UBI could be paid to individuals or families, and could 
be varied to take into account special needs such as disability.

 A guaranteed minimum income (GMI) is a policy that ensures that everyone 
in the community receives an income sufficient to sustain a basic standard 
of living. Although a UBI meets this criterion, a GMI is typically assumed 
to be paid only to those whose market income is inadequate.

A negative income tax (NIT) is a specific way of implementing the 
GMI, with a tax schedule that includes a positive payment, equal to 
the guaranteed minimum for those with zero income. As income rises, the 
payment is reduced pro rata until income reaches the point where positive 
amounts of tax must be paid. Commonly, the tax rate is assumed to be 
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flat. The NIT is most closely associated with free-market economists such 
as Milton Friedman, its primary appeal being that it would replace social 
welfare payments.

Finally, a universal grant, sometimes called a ‘demogrant’, is an unconditional 
payment to all members of the community. Advocates of universal grants 
commonly use the term ‘universal basic income’ to describe this policy and 
claim that alternative versions such as GMI and NIT cannot properly be 
described as UBI policies. While rhetorically effective in some contexts, 
such a claim is not helpful as a starting point for analysis, since it constitutes 
an argument by definition rather than a demonstration that a particular 
version of the policy is superior. Moreover, the fact that all of these policies 
are (or may be made) effectively equivalent in terms of their effects on the 
distribution of income, as shown in Section 3.1, casts doubt on claims that 
seem to imply a fundamental difference between them.

A universal grant may be of any size and need not be large enough to sustain 
a standard of living. The Alaska Permanent Fund Dividend, supported by 
oil revenues, is an example. The fund, which began operations in 1982, paid 
out about US$2,500 to every Alaskan resident in 2015.

Retirement income

As an example of a commitment to provide a basic income, consider 
retirement income. In Australia, as in most developed countries, everyone 
who has reached a certain age receives an income sufficient to keep them 
out of poverty, at least according to generally accepted measures such as the 
Henderson poverty line. The basic commitment is implemented through 
the age pension, which is set, for an individual, at 27.7 per cent of Male 
Total Average Weekly Earnings (MTAWE)1. Further adjustments are made 
for differences in circumstances. Most importantly, recipients who rent 
privately receive assistance that depends on their household structure and 
rental payments.

The age pension is subject to a means test on income and assets. However, 
the thresholds are high enough, and the clawback rates low enough, 
that anyone for whom they are relevant can attain a standard of living 
comparable to that of typical working-age households. Moreover, taking 

1  Following a long series of gradual increases, the pension age is now 67. A proposal for a further 
increase to age 70 was abandoned by the Abbott government but may be revived in the future.
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superannuation concessions into account, the total value of the benefit 
provided to ‘self-funded’ retirees exceeds, in most cases, the value of the age 
pension. The means test simply limits double dipping.

The social commitment to provision of a basic income does not extend 
to people of working age, or to children. Social security benefits for these 
groups are conditional on stringent tests for disability, active job search and 
other factors, as well as income and asset tests that can only be resolved 
positively by people below or near the poverty line. Moreover, most benefits 
are fixed at levels too low to keep recipients out of poverty. In particular, 
the unemployment benefit, now called NewStart allowance (the similarity 
to Orwell’s Newspeak is presumably unintentional) has been frozen in real 
terms since 1994 and is well below the poverty line.

Equivalence

A crucial fact about the policies described above is that, in terms of their 
effects on the final distribution of income, they are all equivalent. That is, 
any universal grant financed by taxation can be replicated by a negative 
income tax, or by a means-tested guaranteed minimum income.

This point may be illustrated by a simplified example in which we disregard 
households and assume that everyone in the community is treated as a 
separate individual for the purpose of tax and welfare payments. Consider 
a  community in which average annual market income per person is 
A$100,000 and the acceptable basic income is set at A$25,000.

A universal payment of A$25,000 could, therefore, be financed by a 
proportional income tax set at a rate of 25  per cent. Someone with no 
market income would receive the payment and pay no tax, so that net 
income would be equal to A$25,000. Someone earning an average income 
of A$100,000 would receive A$25,000 in universal payment and pay 
A$25,000 in tax, ending up with an unchanged net income of A$100,000. 
Someone earning A$200,000 would pay A$50,000 in tax and have a net 
income of A$175,000.

It is easy to see that the same outcome could be achieved with a negative 
income tax, also at a rate of 25 per cent, with the payment at zero income 
set at A$25,000. This tax would raise zero net revenue but would yield the 
same post-tax incomes as the universal payment described above.
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Finally, consider a means-tested guaranteed minimum income set at 
A$25,000, with a clawback rate of 25 per cent. Everyone with incomes under 
A$100,000 would receive a payment. The payment could be financed by 
a single-bracket income tax with a threshold of A$100,000 and a marginal 
tax rate of 25 per cent.

These three policies would have identical effects on the distribution of 
income after taxes and transfers. Each would also imply that everyone in 
the community faced an effective marginal tax rate (some of the marginal 
tax rate and the clawback rate for means-tested benefits) of 25 per cent. 
On the other hand, they would have radically different effects on the ratio 
of government revenue to national income. The universal payment would 
imply setting government revenue and expenditure equal to 25 per cent of 
income, while, as noted, the negative income tax would raise no net revenue 
and require no expenditure.

The revenue and expenditure associated with a means-tested, guaranteed 
minimum income would depend on how unequally incomes were 
distributed around the mean value of A$100,000.

Based on plausible simplifying assumptions, the required expenditure 
and revenue would be between 7.5 and 12.5 per cent of national income. 
Polar cases include: 

1. A uniform distribution over the range [0, 100,000]. This distribution 
implies a revenue and expenditure requirement equal to 12.5 per cent 
of national income.

2. A three-point distribution, with 30 per cent receiving zero, 40  per 
cent receiving A$100,000 and 30 per cent receiving A$200,000. This 
distribution implies a revenue and expenditure requirement equal to 
7.5 per cent of national income.

As these examples illustrate, the difference between means-testing 
and taxation  is essentially arbitrary. This means that, in the present 
context, measures of the ratio of tax revenue and public expenditure to 
national income  do not tell us much. Depending on the administrative 
systems involved, the various proposals described above might have different 
implications for compliance and other factors. However, in a fully integrated 
tax–welfare system, these distinctions would disappear.
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Admittedly, this equivalence is only valid when the schemes are implemented 
in full. If we are considering at transition from the current situation 
to  a  universal basic income, there are genuine distinctions between the 
alternative approaches.

Universal first or basic first?
As a vision of the future, there’s plenty of appeal in the idea of a society in 
which everyone has sufficient resources to meet their basic needs, regardless 
of their assets, abilities or the way they choose to live their lives. Yet, once we 
return to the realm of electoral politics, the unavoidable question arises: how 
do we get there from here? Given the obvious impossibility of implementing 
a UBI in one or a few terms of governments, what should be the first steps?

Universal first

Intuitively, a priority on universalism leads to the idea that we should begin 
with a small demogrant, which would gradually increase in value to the 
point where it becomes sufficient to meet basic needs. Alaska’s Permanent 
Fund Dividend, paid out of the invested proceeds of oil royalties, is often 
cited as an exemplar of this approach. The fund paid each Alaskan around 
US$2,100 in 2015 (Widerquist 2015), one of the highest amounts ever, 
reflecting high oil prices in the previous year.

Unfortunately, US$2,500 a year is only about US$40 a week, a handy 
addition to the budget but not nearly enough for a person to live on. In the 
absence of independent income (say, from private investments), the number of 
Alaskans who have been freed from the need to work, or meet the demanding 
conditions for unemployment benefits, is approximately zero.

Nor is there any real prospect that this will change. Even if the dividend were 
to double or triple, it would not provide a poverty line income as defined by 
the US government, let alone a decent living standard. And, in the absence 
of an unlikely oil bonanza, there’s no reason to expect any increase at all.

In practical terms, a strategy of starting with a small universal benefit, and 
gradually increasing it, can yield no real impact for several decades. Over 
the course of such a period, it is likely that some real or imagined budgetary 
emergency would see the program curtailed and ultimately scrapped. This 
has already happened in the case of Alaska’s Permanent Fund.
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In 2017, the Alaskan legislature voted to allocate some of the funds 
to offsetting the state’s budget deficit rather than using it to finance the 
Dividend. The result was a reduction in the annual dividend of US$1,250 
(Brooks 2017).

To avoid these risks, a universal-first approach requires the immediate 
introduction of a universal payment substantial enough to support at least 
a minimal standard of living. This, in turn, would require a substantial 
increase in tax rates, introduced at a stroke. While the impact on net income 
would be offset by the existence of the universal grant, the difficulties in 
specifying a new tax scale, and adjusting tax concessions, in such a way as 
to spread the burden equitably would be formidable. Political aspects of the 
problem are discussed below.

Basic first

The alternative is to start with ‘basic’ rather than ‘universal’. That is, begin 
by providing sufficient income to support a decent standard of living to 
those most in need, then expand it to the entire population. This approach 
is most naturally associated with a guaranteed minimum income.

Existing benefit systems potentially fall short of the GMI in three ways. 
First, each benefit in the system is conditional on eligibility requirements 
such as disability or job search activity. Second, they are subject to clawbacks 
that imply high effective marginal rates of taxation. Finally, with exceptions 
such as the old age pension, these benefits are typically insufficient to lift 
recipients out of poverty.

Since the 1990s, access to basic incomes has become steadily more difficult 
in all these respects. The case of unemployment benefits, noted above, 
is typical. Similar cuts and restrictions have been imposed on disability 
benefits, and supporting parents benefits, in Australia and elsewhere in the 
world. These cuts have been driven by a combination of neoliberal drives 
to reduce public spending2 and conservative hostility to welfare recipients, 
reflected in the use of stigmatising terms such as ‘dole bludgers’.3

2  The seemingly uncontroversial statement that a substantial and permanent increase in public 
expenditure must be financed by a similar increase in taxation frequently leads to objections put forward 
on the basis of Modern Monetary Theory, an updating of the ‘functional finance’ ideas of Lerner (1943). 
Quiggin (2011) is a response.
3  Such rhetoric typically involves a mixture of downwards class envy and age-based prejudices. 
Programs such as ‘work for the dole’ are invariably introduced for young workers first, before being 
extended to unemployed workers in general.
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A ‘basic first’ approach would require reversing these trends and would, 
therefore, entail immediate and sharp political division between advocates 
of a basic income and supporters of the push to restrict welfare benefits to 
the ‘deserving poor’. Political implications are discussed in more detail in 
Section 4.

How to get there

Assuming a ‘basic first’ approach is preferred. How might it be implemented? 
As initial steps, three measures might be considered:

1. increasing unemployment benefits, at least to the poverty line
2. replacing the job search test for unemployment benefits with 

a ‘participation test’
3. fully integrating the tax and welfare systems.

Increasing unemployment benefits
The basic age pension in Australia is around 28 per cent of MTAWE for 
single pensioners and 42  per cent for couples. This income has proved 
sufficient to eliminate, almost completely, poverty among the old, who 
were once the most exposed to privation. The same level applies to service 
pensions and disability support pensions.

By contrast, unemployment benefits (now given the Newspeaky name 
Newstart) were briefly set equal to old pensions at 25 per cent of MTAWE 
under the Whitlam government. However, a long series of cuts and freezes 
have reduced access to benefits and cut their relative value to around 18 per 
cent of MTAWE today.

Participation income
While social acceptance for a completely unconditional basic income is 
a  long way off, a ‘participation income’ as proposed by Atkinson would 
have many of the same effects. The criteria for earning a basic income 
would no longer be based on market production but on a social assessment 
of value. Participation in this context would include full-time study, raising 
children and voluntary work. Over time, it might be extended to encompass 
commitments to artistic, cultural and sporting endeavours, even if these 
were not at a level sufficient to generate a market income or qualify for 
existing forms of public support.
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A fully integrated tax–welfare system
As discussed above, a fully implemented universal basic income would imply 
an integrated tax–welfare system, in which the distinction between means 
testing and taxation would disappear. A step towards this goal would be 
the inclusion of benefit payments in taxable income, with a corresponding, 
or larger, reduction in clawback rates.

Completely integrating clawbacks into the tax system would clarify the 
effective marginal tax rates currently faced by benefit recipients (commonly 
above 60 per cent). This would provide a counterargument to the spurious 
claims that the marginal rate faced by high-income earners (less than 50 per 
cent) constitutes an unreasonable disincentive to work.

Utopianism, managerialism and reform
We have moved from a situation in which the left offered a utopian 
vision that inspired people to one in which centre-left parties have offered 
a  manageralist response to the GFC and the rise of inequality. That has 
proved insufficient to mobilise and engage people or to stave off the 
‘dominant identity politics’4 that has largely supplanted neoliberalism on 
the right. We need to recapture the vision and language of utopia that used 
to be part and parcel of left politics.

The light on the hill

As the discussion above suggests, UBI is not a short-term policy option 
but a vision to be realised over the coming decades. Therefore, the crucial 
issues concern not the details of the design but the process and politics of 
getting there.

4  Commonly referred to as ‘populism’, dominant identity politics has emerged as a central theme 
of right-wing politics in many countries. The starting point is an assumed ‘representative identity’ for 
‘everyday citizens’ of the country concerned. The representative ‘everyday Australian (or American)’ 
is taken to be white, English-speaking, Christian, heterosexual, employed or retired, and, at least by 
default, male.
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This distinction between a short-term policy platform and a long-term 
objective used to be normal for social democratic and socialist parties, and it 
was long reflected in the unwillingness of members of the Australian Labor 
Party (ALP) to discard the socialist objective,5 even after decades in which 
Labor governments were more likely to privatise than nationalise.

For the future, we need more than a formal set of words in a policy platform. 
We need, in Chifley’s words, a ‘light on the hill’ towards which we can climb 
year by year. In this context, it is useful to compare, once again, the ‘basic-
first’ and ‘universal-first’ approaches.

A basic-first approach to universal basic income requires the reversal of 
longstanding trends that have tightened access to unemployment benefits 
and other forms of welfare. It therefore involves a direct assault on the 
policy directions that have prevailed for at least the past 25 years. It links an 
ultimate, currently unattainable objective to immediate political struggles.

A universal-first approach is more explicitly utopian in its vision than the 
basic-first approach. However, there is no obvious starting point for a short-
term fighting platform.

Beyond the labour market

For most people, the central fact of economic life is the need to work for 
a living by producing, or helping to produce, goods and services that can 
be sold in a market. That is true not only of work for wages but of the 
domestic work, mostly done by women, that must be done to make market 
work possible. It is also true of most of those who are formally classified as 
self-employed, and many small employers.

To put it simply, having a job is a vital economic necessity. To maintain 
a moderately comfortable life, we need not just a job but a full-time job, with 
good wages and reasonable security. Moreover, except for a relatively brief 
period in the mid-20th century (the Keynesian ‘long boom’), the existence 
of enough jobs to provide employment for the workforce has depended on 
the willingness and ability of owners of capital to provide those jobs.

5  The ALP National Constitution states that ‘[t]he Australian Labor Party is a democratic socialist party 
and has the objective of the democratic socialisation of industry, production, distribution and exchange, to 
the extent necessary to eliminate exploitation and other anti-social features in these fields.’ This wording 
has remained unchanged since the 1920s. However, it has been made less prominent over time.
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The critical feature of the labour market is that while the owners of capital 
can choose whether or not to buy labour, those whose only asset is labour 
have no choice but to sell it. This imbalance of power is inherent in 
capitalism.

The ultimate goal of socialism and social democracy should be a society 
and economy where work is a choice rather than an economic necessity. 
A universal basic income would play a central role in such a society. It would 
imply, for everyone, the possibility of maintaining an adequate standard of 
living without market work.

For this to be a real choice, the other side of the coin is a job guarantee, to 
ensure that everyone who wants to work can work and earn a reasonable 
wage for doing so. The relationship between a UBI and a job guarantee is 
discussed by Fitzroy and Jin (2018), Quiggin (2018), and Henderson and 
Quiggin (2019).

Political obstacles

The political obstacles are substantial. The whole thrust of policy for 
decades has been to increase the intensity of work-testing for benefits of all 
kinds. And, unlike much of the neoliberal agenda, measures like ‘work for 
the dole’ have plenty of public support, despite the largely spurious nature 
of the work that can be required in such a scheme.

But the difficulty of the proposal is precisely the point. A UBI represents 
both a long-term challenge to the entire organisation of work and labour 
and, in the short term, a rallying point for a rejection of one of the central 
themes of neoliberalism, the critical importance of (paid) work. As the 
collapse of the neoliberal order accelerates under pressure from the political 
right, this mixture of utopian vision and immediate resistance is precisely 
what the left needs to offer.

It is not particularly challenging to take the first steps towards a UBI using 
a universal payment approach. This may be done through a relatively modest 
demogrant such as the Alaska Permanent Fund Dividend. However, as noted 
above, the next steps in the transition are more problematic. Transition to a 
UBI would require that the value of the universal grant should be increased 
over time. In reality, to cite the Alaskan example, the grant is an obvious 
source of potential savings when the budget comes under stress, and in 
Alaska, cuts have been proposed repeatedly.
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Sustainability

Any discussion of the political sustainability of a full-scale UBI or guaranteed 
minimum income is obviously speculative. Not only has nothing of the 
kind ever been attempted, but the implied social transformation is so radical 
as to render analysis pure conjecture.

Nevertheless, longstanding arguments about the superior political viability 
of universalism compared to means-testing and targeting would seem to 
gain strength from the kinds of shifts required for such a policy.

As noted above, the difference between guaranteed minimum income and 
UBI is one of form rather than substance. Hence, once a basic income was 
universally available, or nearly so, it would be possible to restructure the 
system to convert it to a UBI.

How to get there
When fully implemented, UBI and guaranteed minimum income schemes 
are almost identical to each other (and to negative income taxes). To be 
more precise, in terms of the ultimate distribution of income and effective 
marginal tax rates, including the effects of means-testing basic payments, 
any UBI is equivalent to a guaranteed minimum income with the same 
guaranteed payment and similarly progressive taxes, and vice versa. For 
wage earners operating under the Pay-As-You-Earn system, there would be 
no difference in net pay, just a different way of calculating it on the payslip. 
Hence, if we actually achieved a genuine guaranteed minimum income, 
transforming it to a UBI would be largely a matter of definitions.

The critical question, then, is how to get there. Compared to the universal 
first approach, the basic first approach is of merit in that we are already part 
of the way there, and that the next steps involve clear and feasible political 
demands.
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10
The case for a four‑day 
standard working week

The five-day working week and the two-day weekend have been standard 
for so long that it is hard for many to imagine anything different. However, 
it dates back only to the middle of the 20th century as a normal way of 
working. Before that, Saturday was a normal working day in Western 
countries, and only Sunday was normally taken as a day of rest.

The advent of the weekend, and the associated standard workweek of 35 
to 40 hours, was the culmination of a long series of reductions in working 
hours from the peak of 70 hours or more reached in the early 19th century 
(Schor 1993).

For most of the 20th century, it was expected that these reductions would 
continue, as technological progress reduced the labour input needed to 
produce any given volume of output. Writing in the 1930s, Keynes argued 
that a 15-hour week would be achievable in two generations, a claim assessed 
by Quiggin (2012). By the 1970s, substantial literature had been devoted 
to worrying about how people might manage to occupy all their free time 
(Jones 1982; Scitovsky 1976).

In reality, the trend towards reduced working hours came to a halt in 
the 1980s, ending with the shift to a 38-hour standard working week, 
as opposed to the 35-hour week unions had advocated since the early 1970s. 
Since then, there have been some improvements in parental and carers’ leave 
but no general reductions in standard hours of work.
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Meanwhile, the intensity of work has generally increased, and the dominance 
of the standard five-day week has been eroded by reductions in penalty 
rates. The result of these developments has been an increase in stress and 
burnout, with adverse consequences for both mental health and long-term 
productivity.

The experience of the COVID-19 pandemic has heightened concerns 
about stress and burnout. The problems have been particularly severe for 
front-line workers in health and aged care.

The pandemic has also overturned longstanding assumptions about the 
nature of work and our relationship to work. Most obviously, remote 
work has proved more successful than even its most optimistic advocates 
predicted. More generally, it has become clear that ‘This is the way we’ve 
always done things’ is not a sufficient basis for sticking to existing work 
arrangements.

One manifestation of this has been renewed interest in the idea of a four-
day working week. A number of enterprises are undertaking trials as part of 
the 4 Day Week Global (4DW Global) initiative. These trials will provide 
useful evidence on how various versions of the four-day week might be 
implemented, and on the effects on mental health, work–life balance, 
productivity and job turnover.

While such individual initiatives are valuable, government action is essential. 
As major employers, governments can lead the way in implementing 
improved working conditions. And, at some point, the general shift to 
a four-day week will require legislative action.

A four-day working week is well within the realm of economic feasibility. 
But how much, if anything, would it cost in terms of lost production and 
lower wages? 

History of working hours
In 1856, Melbourne stonemasons became some of the first workers in the 
world to achieve an eight-hour working day (New Zealand also claims this 
achievement). This event is still commemorated in Tasmania, where the 
Labour Day holiday is called Eight Hours Day.
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For the 100 years and more following this milestone, standard working 
hours were slowly but steadily reduced. The working week was cut from six 
days to five by 1948, bringing us that great boon, the weekend. Thanks to 
steady increases in productivity, all this was achieved while living standards 
even improved steadily.

Although the standard work week remained fixed at five days, increases in 
leisure continued until the late 20th century. Annual leave was introduced, 
increasing to four weeks a year in the 1970s. Sick leave, long service leave 
and an increased number of public holidays all reduced the number of 
hours worked per year.

Finally, weekly working hours were cut from 40 to 38 in 1981. Some 
unionised workers in industries such as construction were able to negotiate 
slightly shorter hours, allowing them to work a nine-day fortnight. This 
typically involves working days of about eight hours for a total of 72 hours 
a fortnight, or 36 hours in an average workweek. That is the same hours 
per day as in the 19th century but with around two-thirds as many days 
of work in a year.

All this progress came to a halt with the era of micro-economic reform 
(often called neoliberalism) that began in the 1980s. There has been no 
significant reduction in standard hours since then. The actual number of 
hours worked has ebbed and flowed according to the state of the labour 
market, but without any clear trend.

A large increase in women’s participation in the workforce was accompanied 
by an increase in part-time and casual employment. To some extent, the rise 
of part-time work allowed for an element of work–life balance consistent 
with traditional gender roles that assigned women more responsibility 
for home production and child care. However, the insecurity of casual 
employment worked in the opposite direction. 

The industrial relations system

For most of the period of neoliberalism, employers favoured longer hours of 
work for their core full-time workforce, while workers and unions pushed 
for better work–life balance. The forces have ebbed and flowed, with no 
clear direction. No sustained progress towards improved work–life balance 
has been achieved since the 1990s.
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In the 1990s, following the recession of 1989–91, bargaining power 
was strongly in the hands of employers. Work intensification resulted in 
a  temporary increase in productivity, described at the time as a ‘miracle’, 
portending the emergence of a New Economy. This euphoria was short-
lived (Quiggin 2001).

The intensity of work increased to the extent that conservative prime 
minister John Howard described the issue as a ‘barbecue stopper’ (Hewett 
2001; quoted in Treguer 2023). Howard meant that mention of the issue 
was sufficient to stop discussion of any other topic. However, the increasing 
prevalence of unpaid overtime, including on weekends, meant that work 
intensification literally stopped barbecues from happening.

Improvements in the labour market contributed to a gradual reduction in 
the long hours of work from the late 1990s until the advent of the Howard 
government’s Workplace Relations Amendment (Work Choices) Act 2005 
(WorkChoices), which again shifted the balance of power to employers. 
However, the balance shifted once more with the defeat of the Howard 
government in 2007, partly due to the ‘Your Rights at Work’ campaign led 
by the Australian Council of Trade Unions (ACTU).

Most recently, the experience of the COVID pandemic has made it clear 
that existing ways of organising work are not set in stone. Most notably, 
many workers found they could achieve better work balance through remote 
work, without any reduction in productivity. Strenuous efforts by managers 
and employers to impose a return to office-based work have been at most 
partially successful. More enlightened employers have accepted the need to 
accommodate change and allow workers more control over their lives.

The COVID experience has produced a variety of responses, including 
increased resistance to overwork (‘quiet quitting’) and greater job mobility 
(‘The Great Resignation’). This in turn has increased the willingness 
of employers to consider ideas such as the four-day week, with the aim of 
improving worker satisfaction.
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Work–life balance, burnout and 
employee retention 

Work–life balance

Material standards of living have improved substantially over the past 
40 years. By contrast, there has been no improvement in work–life balance. 

If anything, the demands faced by Australian families outside working 
hours have been intensified. Social expectations about the need for parents 
to spend time with children have increased, and this is reflected in a global 
upward trend (Ortiz-Ospina 2020). The trend is particularly evident for 
university-educated parents, a group that is growing in size.

Technological progress has done little to offset this. Labour-saving devices, 
including refrigerators, washing machines, vacuum cleaners and microwave 
ovens, led to a considerable reduction in the hours required for housework 
from the 1950s onwards. However, most of the gains had been realised by 
the late 1970s, just as reductions in standard working hours came to an end.

The lack of progress in work–life balance is connected to a variety of social 
problems. For example, a survey by Relationships Australia (2008) found 
that stress and work pressures were among the primary obstacles to forming 
relationships and the primary external reasons for relationship breakdown.

Over the last decade or so, awareness of the problems has increased. 
A variety of responses have been tried, with the aim of increasing flexibility 
for workers and reducing burnout. However, without a reduction in 
standard hours of work, the problem is essentially insoluble.  

Burnout

Burnout is a state of emotional, mental, and often physical exhaustion 
brought on by prolonged or repeated stress. Although burnout arises in a 
number of contexts, including parenting, it is most often caused, or at least 
contributed to, by problems at work.

Long hours are not the sole source of burnout, but they are commonly 
a contributing factor. 
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Burnout leads to mental health problems for workers, and poor work 
performance and high rates of resignation for employers. Although many 
employers are aware of the problem, it has historically proved difficult 
for individual employers to break from well-established, even if harmful, 
industry practices (Buchanan and Wanrooy 2001).

Collie (2015) notes the adverse consequences:

Musculoskeletal conditions, traditionally the major type of 
workplace injury, are becoming less prevalent, whereas work-related 
mental health conditions are becoming more common. We have 
more workers with insecure jobs, we work longer hours on average, 
and workplace stress has been growing.

But while we have been effective at reducing workplace risk for 
physical injuries in Australia, we have not paid the same attention to 
risk factors for mental health conditions.

Employee retention

It is widely recognised that burnout and overwork contribute to job 
turnover, and particularly to the loss of the skilled and motivated employees 
most likely to suffer burnout. Staff who are unable or unwilling to leave may 
adopt the option of ‘quiet quitting’, seeking to minimise their effort while 
maintaining an appearance of commitment. 

Health and aged‑care workers
Even before the COVID pandemic, healthcare workers such as nurses 
and doctors experienced high levels of stress and burnout. As Duckett and 
Meehan (2022) observe, citing Markwell and Wainer (2009):

Multiple Australian studies have found burnout rates of more than 
50 per cent among health care workers, although rates are lower in 
general practice. US surveys have also consistently shown burnout 
is higher among doctors, and especially emergency doctors, than in 
the general workforce.

A US study by Kronos Inc. (2017) found that more than three out of five 
nurses (63 per cent) say their work has caused job burnout, and two out of 
five (41 per cent) state they have considered changing hospitals in the past 
year because they have felt burned out. 
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More generally, any workplace that is characterised by stress and overwork is 
ill-placed to handle an emergency. If the health system had more workers on 
shorter standard hours, the capacity to handle a surge of demand through 
extra shifts would be much greater.

The resurgence of interest in the  
four‑day week
As disillusionment with the economic consequences of neoliberalism has 
grown, there has been a resurgence of interest in ideas like the four-day 
week. The GFC was an important element in this process, undermining 
faith in markets, particularly in financial markets, which had always led the 
push for market reform.

The disruption created by the COVID-19 pandemic has led many 
of us to reconsider our relationship to work, as well as our priorities in 
expenditure. Some are eager to return to pre-pandemic ‘normality’. Others 
have found working from home to be liberating and are keen to preserve 
some of their new-found autonomy. Still others, such as health workers, are 
simply exhausted after two years dealing with the ever-changing demands 
of the pandemic. One manifestation of our exhaustion has been the rise of 
the ‘anti-work’ movement, which rejects the whole idea of paid employment 
as a way to organise necessary labour. 

A less radical response has been increased interest in the idea of a four-day 
working week.  

What would a four‑day working week 
look like?
Proposals for a four-day week differ regarding the associated 
change in working hours. At one extreme, some proposals leave 
weekly hours unchanged, compressing five days’ work into four. 
At the other, daily working hours are unchanged, and the number 
of hours in the standard working week is reduced by 20  per cent. 
There seems little value in considering proposals with no reduction in 
weekly hours. With a 38-hour working week, and allowing an hour for 
lunch, that would entail 10.5 hours at work every day, with a commute 
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potentially added. On the other hand, some increase in daily hours, such as 
a return to the eight-hour working day, might be an acceptable trade-off for 
a four-day week. This is discussed in more detail below, along with measures 
that affect leave arrangements of various kinds.

It is also necessary to consider whether a four-day week should take the 
form of a three-day weekend, extended to include Monday (or perhaps 
Friday). One alternative is an extension of the rostered day off prevailing in 
some parts of the building industry, where all workers have one day off each 
fortnight, but the number rostered on any given day is constant. Another 
option, derived from the experience of the pandemic, would be a core 
three-day week (Tuesday to Thursday) with workers having either Friday 
or Monday off.

One path to a four‑day week
To provide a concrete basis for discussion, consider a proposal to replace the 
current standard working week of 38 hours over five days with a working 
week of 32 hours over four eight-hour days. The proposal would require 
both a reduction in annual hours of work and foregoing some existing 
entitlements (public and annual holidays).

The first step would be a reduction in the standard working week from 
38 hours to 35 with no reduction in pay. Such a change was first proposed 
by ACTU in 1973, well before most current employees entered the labour 
force. In the subsequent period of nearly 50 years, GDP per hour worked 
has more than doubled, yet working hours have barely changed.

A reduction from 38 hours to 35 would be equivalent to an 8  per cent 
increase in real hourly wages. The cost to employers would be partly offset 
by the increase in output per hour commonly observed when standard 
working hours are reduced.

With four weeks’ annual leave and 10 public holidays per year, a standard 
35-hour working week would be equivalent to just over 1,600 hours of 
work per year, compared to over 1,800 hours at present. On the same basis, 
a 32-hour working week would be equivalent to just over 1,450 hours of 
work per year. However, with appropriate adjustments to leave and public 
holiday arrangements, a 32-hour working week would be consistent with 
1,600 hours of work per year.
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The first step would be to require four days of work on weeks that include 
a  public holiday. In effect, public holidays would still be celebrated but 
would not produce a reduction in annual working hours. Under this 
adjustment, a 32-hour working week would be equivalent to just over 1,530 
hours of work per year. Given that many public holidays exist primarily to 
provide workers with a long weekend, it seems unlikely that there would be 
strong objections to this trade-off.

The second, and probably more controversial, measure would be to reduce 
annual leave from four weeks to two for workers who chose to work a 
four-day week all year round. Workers who wanted four weeks of annual 
leave would be required to put in eight additional days of work during the 
standard working year. While this might sound complicated, it is similar 
to existing arrangements such as flexitime and days off in lieu of overtime.

A variation or extension of this proposal could be:

• Step 1: 35 hours
• Step 2: 32 hours with associated changes to public holidays and annual 

leave for those who ‘choose’ this option
• Step 3: 32 hours with a standard four weeks’ annual leave but with 

provisions for working on public holidays retained.

The 4 Day Week Global trial
A variety of experiments with four-day weeks have been undertaken, but 
none have been particularly rigorous. The first large-scale trials are now 
being undertaken by 4 Day Week Global (4DW Global). The efforts of 
4DW Global began with the adoption of a four-day week by New Zealand 
company trustee company Perpetual Guardian. This shift was highly 
successful and led to the establishment of 4DW Global, the aim being to 
provide credible evidence on the implications of a four-day week.

The approach adopted has been to seek the voluntary participation of 
employers and employees in a scientifically monitored trial. Experiments 
have commenced in a number of countries, including the UK and Australia. 
Participants complete questionnaires at the beginning and end of the 
experiment. The results are to be analysed by a team led by Professor Juliet 
Schor. The team includes Australian researchers Professor John Buchanan 
and myself.
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At this point, the UK study has reached the halfway point. Survey data 
have yet to be completed and analysed. However, interim responses from 
employers have been highly positive.

A series of questions were posed. Participants choose each answer on a scale 
of 1 to 5. Of those who have responded:

• 88 per cent state that the four-day week is working ‘well’ for their 
business at this stage in the trial

• 46 per cent say their business productivity has ‘maintained around the 
same level’, while 34 per cent report that it has ‘improved slightly’ and 
15 per cent say it has ‘improved significantly’

• rating how smooth the transition to a four-day week has been, with ‘5’ 
being ‘extremely smooth’ and ‘1’ being ‘extremely challenging’, 29 per 
cent of respondents selected ‘5’, 49 per cent selected ‘4’ and 20 per cent 
selected ‘3’

• 86 per cent of respondents stated that at this juncture in the trial, they 
would be ‘extremely likely’ or ‘likely’ to consider retaining the four-day 
week policy after the trial period.

Summing up
Despite great technological advances and chronic concern over problems 
of work–life balance, Australian workers have seen no significant change in 
standard working hours for 40 years. The greatest barriers to change include 
inertia and the resistance of employers to reductions in working hours. 

It is time to break through these barriers. The shift to remote work during 
and after COVID lockdowns has shown that radical change is socially and 
economically feasible.

Proposals for a four-day standard working week are now on the policy 
agenda. Progressive employers are already trialling various forms of the 
four-day week. It is time for governments to take the lead in this respect.
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Afterword

In the papers collected here, I have described and critically assessed various 
stages of the rise and decline of neoliberalism, beginning in the 1980s. 
In this afterword, I offer some brief updates. 

On Chapter 1 White trash of Asia?: The dire warnings of the disaster that 
awaited us if we continued on our old path were a major driver of reform. 
Forty years after the ‘White trash of Asia’ scare, our regional neighbours 
have become much richer and Australia’s share of regional income much 
smaller. We have also become a lot less white (on average) than we were 
then. Yet, none of the dire consequences predicted for us have come to pass.

On Chapter 2 The evolution of neoliberalism: For anyone who was not 
there at the time, it is hard to recapture the urgency and enthusiasm with 
which the neoliberal challenge to the economic institutions of mid-20th 
century Australia were greeted, at least by the majority of the political class. 
Looking back from the perspective of the present, the sense of disappointed 
hopes is palpable.

On Chapter 3 Neoliberalism in Australia: Those hopes were reflected 
in the title of my 1996 work Great Expectations. The focus on tariff 
protection in that book is a reminder that some of the issues that animated 
debate in the 20th century have become largely irrelevant with changes in 
economic structures. The industrial economy of the 20th century, with 
manufacturing at its core, has been replaced by an economy in which 
information services are central. With or without tariff reform, the decline 
of manufacturing in Australia was inevitable. 

On Chapter 4 Privatisation and nationalisation in the 21st century: Among 
the failures of neoliberalism, privatisation has been the most striking. 
As I write this afterword, the New South Wales parliament has just passed 
legislation constitutionally enshrining the public ownership of Sydney 
Water. This is, admittedly, a piece of political theatre, since any prospect of 
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privatisation has disappeared from the agenda. Nevertheless, it is indicative 
of the deep disrepute into which this policy has fallen. More substantively, 
we have seen the re-entry of public ownership in telecommunications with 
the National Broadband Network (NBN), and in electricity generation 
with the re-establishment of the State Electricity Commission of Victoria 
and similar moves in other states. Ideas like ‘asset recycling’ and BOOT 
(Build, Own, Operate and Transfer) have been thoroughly discredited.

On Chapter 5 Looking back on micro-economic reform: It is hard to recall 
now, but the term micro-economic reform was, when it was coined, an 
allusion to the then popular idea of supply-side economics. The point 
was to shift the focus of the economic debate away from macro-economic 
concerns about unemployment and inflation (demand-side economics) 
and towards enhancing the productivity of the economy by winding back 
government intervention. My restating of the view that macro-economic 
success (or failure) yielded larger and more sustained benefits (or costs) than 
micro-economic reform was largely ignored at the time. However, since the 
GFC, and even more since the advent of COVID-19, macro-economic 
issues have returned to centre stage. It seems unlikely that this will change 
any time soon.

On Chapter 6 What have we learned from the Global Financial Crisis?: 
As I argued in Zombie Economics, successful political ideologies have a life 
cycle of their own. They are born as fresh and exciting challenges to a failed 
status quo, then rise to dominate the debate before becoming ‘common sense’ 
conventional wisdom, just like the older ideas they displaced. Eventually, 
changes in conditions and weaknesses that have been overlooked prove 
fatal. But, even after death, they shamble on in zombie form. The lessons of 
the GFC are still sinking in. However, complete acceptance of those lessons 
may have to wait until policymakers whose ideas were fully formed before 
the crisis have departed from the scene.

On Chapter 7 The lost golden age of productivity growth?: The idea of 
a ‘1990s productivity miracle’ has been forgotten by most. Nevertheless, 
debates over productivity continue to be plagued by measurement problems. 
The shift to remote work provides an important example. Reductions in 
commuting time represent an important increase in productivity, considered 
in economic terms. Yet, statistical measures of working hours do not include 
commuting times, so these gains are not measured. 
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On Chapter 8 Financial markets: masters or servants?: The most striking 
development is the way in which we think about the financial sector. In the 
1980s and 1990s, financial sector operators were routinely described as the 
‘Masters of the Universe’, bringing their power to bear to force irresponsible 
governments into fiscal probity. Now they are at best a necessary evil, too 
enmeshed in the system to be dispensed with but continuously creating 
crises of one kind or another.

On Chapter 9 Basic or universal? Pathways for a universal basic income and 
Chapter 10 The case for a four-day standard working week: The experience 
of the pandemic has made it clear that the ways we have done things during 
the 40 years of neoliberalism are not the inevitable result of objective needs 
and can be changed radically if we so choose. We have made some marginal 
steps towards a livable income guarantee with the first increases in the real 
value of unemployment benefits since the 1990s. Nevertheless, the idea 
remains on the margins of the policy debate. By contrast, interest in a four-
day working week is growing all the time. It seems likely that a shorter 
standard working week will become common over the next few years. 
It could become a legal norm in the next decade or so.

***

The era of neoliberalism is over, but it is too early to say what will replace it. 
Both utopian and apocalyptic futures seem possible. My hope is that the 
work presented here will make a small difference in favour of utopia.
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