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BUYTHG AUSTRALIAN
by
Hark Herridge, Briasa H. Parmenter

University ¢f Melbcurne

and
Peter G. Warr

Australian Naticnal University

I. "BUY AUSTRALIAN AND YOUR MONEY COMES BACK TO YOU"?

Gevernments use varicus means tc induce their citizens tc purchase
lccally preduced gecds and services rather than impcrts. 'These include
price incentives cperating directly thrcugh taxes cn imperts and/cr
subsidies for demestic geeds, price incentives cperating indirectly thrcugh
quantitive restricticns c¢n impcrts, and ncn-price inducements such as mcral
persuasica. The moral persuasicn typically draws cn the pcpular
presumpiicn that purchasing lccally prcduced gecds and services rather than
imports is beneficiasl for the dcmestic eccncmy in general and fer
emplcyment in particular. In nrmww cwn purchasing behavicur gecvernments
alsc ccmmcnly give preference tc lccally produced geeds and services cver
impecrts.

All c¢f these pclicies are currently being pursued in Australia. A
majer ccmpenent of the Advance Australia Campaign, the extensicn ¢f which
was anncunced by the inccming Labcr Party federal gevernment in April 1983,
was a publicity drive with the slcgan "Advance Australia: Buy Australian™.
This anncuncement was suppcrted enthusiastically by beth trade unicn  and
business grcups and, in an cpinicn pcll cenducted in Melbcurne and Sydney

scen after  the new gevernment tecx cffice, 86 per cent ¢f these polled
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particular upon the effects of theuse policies on aggregate  and  sectoral
cuployment  within  Australia.  ‘Phe analysis utilizes the ORANI general-
equitibrium model of the Australian economy Aawzo:. Parmenter,  Sutton and
Vincent, 1982).

Section II describes the simulation exercise we have performed.

Section II1 presents the results of this exercise at the individual-

commodity level and attempts to explain these results. In Section IV we

price analyse the effects of broad shifts in consumer purchases by aggregating’
the commodity-specific results discussed in the previous section. Finally,
in Section V we compare the effects of "Buy Australian® policies as g
protective device with the effects of tariffs.
_L N II. THE SIMULATIONS
! Simulations were conducted using the ORANT general-equilibrium model
54 S— L

of the Australian economy to investigate the following two issues.

(a) what are the effects on aggregate employment of

"buying
Australian"?
(b) How do the employment effects of protecting domestic industries
\\\\x Ow via “buying Australian” differ from the effects of tariff
p— quantity protection?

Our concern is with the roles of these policies in short-run macro-
economic policy in a context of general unemployment, not with the long-run

Figure 1 Partial Equilibrium Effects of a Shift in Demand

consequences for resource allocation, Consistent with this the
> ’

simulations assume that labour of all bccupaticns is in excess supply at

real wuge rates fixed by full indexation of nominal wage rates to an index

of  consumer prices. A balance-of-trade constraint is imposed, with the

sggregute  spending of domestic householde and the government  forced to

decresge ﬁw:owmmumv to eliminate any movement tc deficit Au:wvwswv which

34
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Table 5. Aggregate employment effects of protection via

experditure shifts amd

equivalent” tariff protection

Industry Cherye in Employment Percentage change
eluewhere per job created in advalorem pate
in protected irdustry of protection required

te give protection
equivalent to
ORANL Expenditure experditure shift
CODE  Description shift Tariff
7 Other faming IC -1.20 n.a. n.a.
11 fishing -0.40 n.n. n.a.
15 Crude 0il -21.5%6 n.a. n.a.
16 Non-metalic Minemals n.e. -0.69 n.4a. n.a.
2 Fruit & Veg. Products -0.24 -6.62 29.01
21 Marg. oils & Fats -0.41 -5.69 24.05
24 Confectionary -0.36 -4.71 37.10
25 Food preducts n.e.c. -1.22 113.42 -112.22
28 Alcoholic drinks n.e.c. ~1.75 ~1.89 36.28
29 Tobacco -1.06 -B.41 8.42
30 Prepared fibres 4.29 -174.63 21N7.31
31 Man-made fibres. Yam -1.01 -4.72 2.06
32 Cotton. Silk. Flax 0.1 -4.36 2.
33 Vool amd and worsted yams  0.14 -9.29 75.61
35 Textile flcor covers 0.47 -4.21 10.%
36 Textile products n.e.c. -0.38 ~-2.38 13.30
37 Knitting Mills 0.15 -2.5% 1.8
38 Clothirg 0.07 -1.57 1.03
39 Footwear 0.02 -0.79 1.4
40 Sewmill products 0.10 -0.%0 14.78
41 Plywood. Veneers 0.6 ~1.06 20.02
42 Joinery & wood products 0.13 ~1.12 23.9
43 Furmiture Mattresses -0.15 ~3.93 38.72
44 Pulp paper -0.17 ~7.68 20.41
45 Fibrebcard -0.33 -5.29 60.58
46 Paper products n.e.c. ~0.66 -8.68) 3112
47 Newspapers & Becks -0.27 -2.44 46.29
49 Chemical Fertilizers -0.23 -2.97 5%.15
50 Industrial chemicals -0.32 ~4.70 3.47
51 Paints. varnishes 0.04 -0.19 44.09
52 Pharmmaceuticals ~0.40 ~3.57 2.0
53 Socap ard detergents -0.e -8.% 182.56
54 Cosmetics. Toiletry -1.%0 -6.54 109.26
55 Chemical preducts n.e.c. -0.%37 -2.06 10.01
56 0il and ccal products -1.15 ~72.68 51.10
57 Glass 0.5 -2.84 51.28
53 Clay preducts -0.00 -1.3 53.70
62 Non-metal Mineral products -0.02 -0.M 46.55
63 Basic ircn & steel -0.%4 1.9 -4.27
64 Other nsic metals -0.68 20.83 -66.54
67 Metal products n.e.c. -0.05 ~1.41 2.2
68 Motor vehicle Parts -0.17 -1.27 0.16
€9 Ship and boat btuilding 0.06 0.78 147.40
Tt Aireraft building -0.32 -11.12 1367354
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LET. COMMODITY-SPECIFIC EXPENDITURE SHIFTS

To represent the effects of "Buy Australian” policies, ORANI was used
(as explained in  the previnus asection) to project the effects of
exogenously switching finnl expenditure from imprrts to domestic  supplies.
The effects on aggregate employment of such switches, the switches being
made on a commodity-specific basis, are reported in columns (1) - (3) of
Table 1. Results are reported only for commodities for which the import
share in the domestic market is at least S percent according to the model's
data base (relating to 1974-75). Column (1) of the table shows the
percentage effects on an index of agpregnte employment of reducing domestic
final expenditure on imports of each of the commodities listed. The
magnitude of this reduction is, in each case, one million Australian
dollars (%im.), at 1974-75 basic prices. Column 2 shows the effects of
$1m. increases in domestic expenditure on Qosmvawn supplies of these
commodities. Column (3), the sum of columna (1) and (2), shows the effects
of the expenditure switches implied dw<w:m successful "Buy Australian”
policy.

The employment index to which the results refer is an index of total
persons employed which assumes that average hours worked per employee
remain constant. The projected percentage changes in the index are to be
interpreted as projections of percentage differences between the levels of
aggregate employment which would obtain about two years {i.e., the ORANI
short run) after the imposition of the expenditure shocks and the levels
vwhich would obtain at that time if the shocks were not impnged.

In order to explain the effects of the expenditure switches, we will
explain first the effects of the reductions in expanditure on imperts and
then the effects of the increases in expenditure on domestically supplied

commeditiag. For the discussion which follews it is impartant te realise

(%]
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Table 3 Decomposition of the percentage effects of increases in demard

for damestic cutput of selected coammcdities

Variable Comncdity
E L B
Consumer Price Trdex

(1) Percentage change when trade btalance is endogencus 0.007892  0.002635  0.001065

{2) Percentage effect of change in demestic demand required -0.007643  -0.003%9 -0.003143
to offset change in the trade talance

(3) Percentage change when trade btalance is excgenous [ (1)+(2)] 0.000249  ~0.001314 -0.0027/8

Aggregnte Buployment
(4) Projections with trade balance endogenous
{a) contribution of change in employment in own industry 0.00073%  0.001264 0.0013%7
{b) contribution of emplcyment changes in other industries -0.001426  -0.000219  0.000149
(c) percentage change in aggregate employment [ (a)+(b)] -0.000690  0.001045  0.001516
(5) Percentage effect of change in domestic demand required to
om.&.m_.mn the change in the trade alance 0.000212  0.00110  0.000087

(6) Percentage change when trade balance is excgencus [{c)+(5)}* -0.00M78 0.00155  0.001603

¥These results appear in the relevant rows at colum (2) of Table 1.
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competition lose market share and reduce their activity levels when they
attempt to pass  on cost wzwﬁsmwam. If we mxmsm:m accupation-apecific
employment projections for the simulations of exogrnous reductions in
import demnnd we find that employment rises in occupations which are
relatively concentrated in non-trading sectors (e.g., white collar
occupations and building tradesmen) but falls in occupations concentrated
in the trading sectors (e.g., metal tradesmen, process workers and rural
workers). The net effect is small and its sign is ambiguous.

The results reported in Table 1 refer to an index of aggregate
employment which uses numbers employed in each occupation as weights. This
indicates that an increase in sggregate demand Asmommmaﬁw in column (1) of

the Table to eliminate the movement to surplus in the balance of trade

which would otherwise occur) leads to a fall in employment; but the net

effect is quite small.? An alternative index of aggregate employment ig
one using occupational wage bills as weights. As compared with the former
index this assigns relatively high weights to high-wage occupations (e.g.,
white collar) and relatively low weights to low-wage occupations (e.g.,
process workers, rural workers). Non-trading sectors are relatively
intensive in the wuse of high-wage occupations and trading sectors are
relatively intensive wusers of low-wage occupations. Hence, in the
simulations supporting column (1) of the table, the latter index assigns
lower welights to the occupations which lose employment and higher weights
to those which expand. This is sufficient to reverse the sign of the
employment mwwwnwn»nw.m

The variance across commodities in column (1) of Table 1 is explained
entirely by variance in commodity-specific tariff rates. The share of the

international-price component in the domestic price of an import determines
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Hetal products n.e.c.
Motor vehicles and parts
Ship and boat tuilding
Aircraft tuilding
Scientific equipment
Electromic equipment
Household appliances
Electronic machinery
Agricultural machinery
Construction equipment
Other machinery

Leather products

Rubber products

Plastic products

Signs, writing equipment
Other mamufacturing
Vater transport

Air transport

0.001047
0.000825
0.001667
0.0012%
0.001166
0.001268
0.001226
0.001115
0.001603
0.001154
0.001424
0.000972
0.001166
0.000974
0.001072
0.000616
0.001436
0.0009%9

-0.000153
-0.000143
-0.000181
-0.000182
-0.000170
-0.000151
-0.000150
-0.000157
-0.000167
-0.000155
-0.000156
-0.000158
-0.000152
-0.000155
-0.000152
~0,000156
-0.00087
~0.000187

0.0005
0.000682
0.001466
0.001113
0.0009%6
0.00117
0.001076
0.000958
0.00143%
0.000%9
0.001268
0.00814
0.001014
0.000819
0.000920
0.000460
0.001249
0.000752

-0.00023
+0.00251
-0.01647
-0.05042
-0.00188
-0.00167
-0.00016
-0.00216
-0.00011
-0.00101
-0.00178
-0.00248
-0.00184
-0.00069
-0.01554
n.a.
n.a.

in the balance of trade ias averted by a contraction in agpregate  demand.
The results in column {2) can thns be understoed as the sum of: (a) the net
employment outcome of the process deseribed above, for the case when a
balance-of-trade constraint does not apply; and (b) the employment effect
of the reduction in aggregate demand required to prevent the balance of

trade from moving to deficit.

(a) BEmployment effects with aggregate demand constant

With asggregate demand constant, the employment effects of increasing
demand for domestic commodities are a combination of direct and indirect

effects. What ve shall call the direct effect of increased demand for good

3 is the stimulation of employment in industry j itself. In addition,

there are then several avenues of indirect effects, of which we shall

discuss three, one quantity effect and two price effects. In all of this

discussion we are holding aggregate demand fixed Amxomm:osav and the

balance of trade endogenous.

Taking the direct effect first, the following partial equilibrium
diagram (Figure 1) illustrates the central mechanisms. The shock i{s an
increase in the exogenous compenent of final demand for commodity 3,
represented in the diagram by the shift in the exogenous demand curve from
ww to Mm. This shifts the tetal demand curve for the commodity (the
horizontal summation of the excgenous component and a price-responsive
component) from uw to cw and changes the equilibrium quantity-price
combination from Aom. wwv to Aom.m&v. A stimulation of employment in
sector i {and closely related mmamaﬂuv is associated with the quantity
shift Aomucwv. whilst the price ahift Av%:1wv. generates an increase in

domestic costs and declinen in enployment in other trading sectors.

The magnititude of the horizental shift in the demand curve is  given
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FOOTNOTES

Canberra Times, April 25, 1983.

A recent paper which ccmpares the "buy lccal pclicies" ¢f a number cf
countries including Australia is McAfee and McMillan (1986).

Appendix A.1 provides further technical details cn cur simulaticns.

The elasticity of this emplecyment index with repect tc real current
dcmestic demand is -0.0698.

According tc this emplcyment index, the elasticity <f emplcyment with
respect to real current demestic demand is 0.0015.

In fact 106 ¢f the 115 ccmmcdities were included in the subset. ORANI's
modelling of the agricultural sectcr allcws Jjcint precducticen cf
ccmmodities 1 te 6. Our expcaitory purpcse required that each industry
supply curve be related to a single commodity demand curve, and sc
these were excluded from the sample. Commodities 105 (Qwnership cf
dwellings), 114 (Business expenses), and 115 (Non-competing impcrts)
are three artificial categecries requiring nc input cf labcur. Thus
equaticns (3) and (6) could not be implemented and these commcditiesn
were also excluded from the esnalyais.

B2 is used as a measure of wocaumma cf fit and is calculated as

B2 = 1 - (e'.e)/SST, where e'.e is the sum cf squared residuals and SS7T
is the sum c¢f aquared deviations of actual values frcm their mean.
Table 5 is an extension of Table 1 from Warr and Parmenter (1984).
Since ORANI is sclved in percentage changes, tariff prctecticn is not

available in cur simulaticns for cases in which the base-pericd rate cf
protection was zerc.

(unless the elasticity of supply is infinite). [In the limiting case of
perfectly elastic demand (e.g. a commodity which is a perfect substitute
for an import available at a fixed price) an increase in the exogenous
component of doméstic demand will lead to no increase in price and no
quantity response. A high demand elasticity for the commodity concerned

therefore implies that both the stimulation of employment in the directly

affected sectors and the squeeze on employment in sectors vulnerable to

cost increases will be small.

We now briefly describe three indirect effects. erm first of these
depends on the direct quantity effect and tends to increasse aggregate
employment. The second and third follow from the direct price effect and
tend to reduce mavua<amba.

(1) The first 1s a quantity effect, the stimulation of output and
employment 1in other domestic industries via their input-output
linkages to industry j. Both this and the direct effect above are a
consequence of the increase in the output of industry j. Horeover,
both imply an increase in aggregate employment, the magnitude of
which depends on the degree to which output rises in industry 3, its

labour intensity, and that of the industries supplying its inputs.

(i1) To the extent that good j enters the consumer price index, an
increase in its price will induce an increase in nominal wages and

hence discourage output and employment in all industries.

(ii1) To the extent that commodity j is used as an input in other
industries the dnecrease in its price will choke off production and

employment in these industries,
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(i) no distinction was made between the treatments of returns Lo fixed
and working capital; and

{ii) duaty collected on imports was adjusted to ensure consistency with
data on nominal rates of protection supplied by the Industries

Assistance Commission.

The simulations were computed on the ORANI 78 computing syatenm
maintained by the IMPACT Research Centre, University of Melbourne on
CSIRONET.

For these simulations the model was cleosed by setting exogenously all
the varisbles 1listed in Dixon, et al. (1982, Table 23.3) except real
aggregate household expenditure Acmv. Instead of Cyp, the balance of trade
( B) was exogenous.

The exogenous shocks were:
(1) Percentage increases in final demand for aosmmnwa, commodities
(5) (5)

(f + 1=1,...,115) and decreases in final demand for imports (f ,
(i1) (12)
i=1,...,115) equivalent to $1m. changes in expenditure on each commodity
(1974-75 domestic prices). Results for these shocks appear in columns (1)

and (2) of Table 1.

(11) Changes in nominal rates of protection designed to have the
same protective effect on domestic industries as $1m. switches of final
demand from imports to domestic uwnm:o«wosu (See Appendix A2.). Results

for these shocks are given in column (4) of Table t.

28

111.2.2 Represasion results

(a) Employment effects in the directly affected industry

et 2l

To gee how well the aimplified partial-equilibrium reasoning presented
in  subsection [I11.2.1 can explain the ORANI simulation results, we have
compared the effect on employment within the directly affected industry -
as predicted by equations (2) and (3) -~ with the corresponding results
produced by ORANI itself.

Firat, it was necessary to specify values for mM and mm. The industry

supply elasticities may be calculated as:
B} = ol si/[sd01-s))] (4)

vwhere cmm is the elasticity of substitution between capital and labour, mm

is (as before) the share of lahour in factor costs and mw is the share of
factor costs in all input costs. ORANI does not specify mm~ as the response
to a price rise varies amongst the 229 potential users of each commodity
Aw.m., 113 producers, 113 investors, households, the government and
export). These responses are in turn a combination of (i) substitutien
towards the foreign produced equivalent, and (ii) reduction of total input
requirements as input-price rises cause industry m:mvyw curves to shift
upward. For the present task we used a proxy for mw which captures only

effect (1). Por each good, the proxy :u was calculated as:

. w . .
.3 gl
ek Sk %55

where, in the first term on the RHS, successive values of k represent

b}
v sy, (s)

industry as a whole, capital ameaonm as a whole and the household secter,

wm is the share of the total domestic output of good j going to user group

k, m%x is the share of imports in the total usage of the commodity j by

user group k, and Qw is the elasticity of substitution between imported and

13
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At the commodity-specific level, we identify six mechanisms in the

model by which the switches in expenditure can affect domestic employment:

(i) the positive effect on employment in the domestic industry directly
experiencing an increase in demand for its product;

(i1) the positive effects on employment in industries with strong forward
input-output links to the directly affected industry;

(111) negative employment effects in industries with strong backward input-
output 1links to the directly affected industry, arising because the
demand increase forces up the price of the directly affected domestic
commodity.

(iv) negative employment effects outside the directly affected {industry
generally, especially in trading sectors, arising from the tendency
of a price rise in the directly affected industry to raise the CPI
and thus to raise nominal wages;

{v) the effect (shown to be of ambiguous sign) of the increase in
aggregate domestic absorption required to prevent the reduction in
demand for imports from generating a balance-of-trade mnwuwsm" and

(vi) the effect (alsc of ambiguous sign) of the reduction in domestic
aggregate mxvm:u»nmwm required to prevent the rise in demand for

domestic commodities from

According to our simulations, the combination of these effects ylelds
net employment effects which are positive for most commodity-specific
expenditure switches but negative for some. Moreover, our results show that
the signs of the aggregate employment effects of across-the-board switches
of expenditure from imports towards domestic commodities depend on the
commodity composition of the increase in demand for domestic commodities.

We present results for cases In which the composition of the inecrease in

The regression equation which we have used to give a {partial-

ma:muwvﬂwsav rationalisation of theae effects is:

ny =B(8 Q;53) + B (apjadsd) ¢ g,(aps0d(1-51)),

3= Tyeea,104,106,...,113, (1)

where nj is the uwnomaammm change in employment outside industry j induced
by a $im. exogenous increase in domestic final demand for industry jJ's
output. (The choice of the subset of ORANI industries to which (7) was
applied is explained in footnote 6.)

In Aqv‘ mw is the share of the base-period value of the output of
commodity J accounted for by the cost of intermediate inputs. Recalling
that in ORANI all base-period prices are set to unity, the bracketed part
of the first term on the RHS of (7) is the value at base-period prices of
the change in demand for intermediate inputs generated by the quantity
response in industry j to a $1m. exogenous increase in final demand for its
output. Hence, mo is to be interpreted as the percentage change in
employment generated by a dollar's worth (base-perind prices) of additional
demand for an "average” bundle of intermediate inputs. A first guess at the
value of mo may be made by observing that the mean effect {over all
commodities) on employment of $im. additional exogenous final demand was
0.00074. Assuming that commodities are equally represented in an =m<mnawm:
bundle of intermediate inputs, our preliminary guess at the value of By is
therefore 7.4(10710).

The share of the output of industry j which goes directly to final
consumption is denoted mw in (7). Hence, the bracketed part of the second
term on the RHS in the impact effect on the CPI of the price reapcnse in
industry j to & $tm. exogenous increase in final demand. Hence, :“ shows

the percentage effect on aggregate employment of a one-dellar increase  in

15
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industry. Because the export demand elasticities incorporated in ORANI are
high, the expansionary effect of the supply shift dominates the contraction
in domestic demand for the three industries under discussion. In the
limiting case of infinite export demand elasticity it is clear that this
will be the result whatever is the elasticity of subsititution between
imports and domestic supplies. Positive ratios for these industries occur
in column {2) of the table because o:m reduction in the CPI associated with
the tariff cuts stimulates employment in other sectors. The only other
industry for which the ratio in column (2) of the table is positive is
industry 69 (Ship and boat building). This industry produces primarily
investment goods, hence increasing tariffs on its competing imports has
only a small effect on the CPI. Stimulation of employment in sectors with
input-output 1links to the ship and boat building industry dominates the
adverse consequences of the small price effects, yielding a positive net
indirect employment change.

For four other industries (39,40,5! and 62) the net employment effects
of tariff protection are positive, although there is some destruction of
jobs outside the protected industries - i.e., the ratios in column (2) are
negative v:wkummm than one. In each case the required tariff increase has
only a small effect on the CPI. 1In the case of industry 39 (Footwear) this
occurs because only a small tariff increase is required (see column (3) of
Table 5), the elasticity of substitution between imported and domestic
footwear being very large. Large increases are required for indusiries
40,51 and 62 (see column (3)) but these are industries producing mainly
investment goods - in each case the tariff increase has a larger impact on
the investment price index than on the CPL. Because the CPI  effects of
tariff increases are small for these four industries, the adverse

employment effects outside the protected sectors are also relatively small.
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increasing domestic demand for domestic output of the first of these
(Alcoholic beverages n.e.c) produceas a negative effect on aggregate
employment. In fact, this result is the largest of the :wmmww<m elements
in column (2) of Table 1.  Agricultural machinery is a commodity at the
other extreme i.e., an increanse in demand for domestically produced
agricultural machinery increases aggregate employment, the increase being
the second largest in column (2) of Table 1. Newspapers and books occupies
an intermediate position. An increase in aggregate employment is generated
by an increase in demand for domestic supplies of this commodity, the size
of the employment increase being roughly typical of the increases recorded
in column (2) of Table 1.

Production of commodity 30 is relatively capital intensive. (The
share of capital in value added in the relevant industry is 0.42 in our
data). Hence, its supply elasticity is relatively low (c.f. equation (4))
and the demand increase generates a relatively small expansion in own
industry employment in the short run (see equations (2) and (3) and row (4)
(a) in Table 3). On the other hand, there is a strong tendency for the
domestic price of the commodity to rise. Import competition implies a
relatively high demand elasticity (c.f.(5)) which mitigates the price rise
(c.£(1)). However, since Alcoholic beverages have a large weight in the
CPI, the induced rise in the 1index is relatively 1large (row ().
Primarily because of the wage effects of the rise in the CPI, the
contraction 1in employment generated in the rest of the economy 1is
relatively large (row (4)(b)). Finally, we note that the deterioration in
the trade balance caused by the demand increase for commodity 30 is
relatively severe because of the inflationary effects and the fact that
imports compete strongly with domestic supplies of the commodity. The

trade-balance affect is  shown in  Table 3 by the relatively 1large
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on commodities from both imported and domestic sources are used to allocate
increased spending on domestic goods (the third and sixth rows of the
table}, the above effects sre still sufficient to cause the net employment

effect of an expenditure shift to be negative.

V. “BUY AUSTRALIAN" VERSUS TARIFFS

In an earlier paper (Warr and Parmenter, 1984) we argued that
protection through government procurement (or other expenditure-shifting
policies, such as a "Buy Australian” campaign) would have more favourable
consequences for aggregate employment than tariff protection. The basic
reason is that tariff protection raises import prices as well as the prices
of the protected domestic commodities. Hence, in the context of full vwage
indexation the adverse cost effects in the rest of the economy {especially
in the export sectors) are more severe in the case of tariff protection.
In the earlier paper some examples were given of the comparative employment
effects of the two types of protection on a commodity-specific basis.
Column (4) of Table i completes the comparison for the whole of the import~
competing sector. As can be seen, whereas for most commodities protection
via "buying Australian” (column (3)) generates a net increase in aggregate
employment, the aggregate employment effect in the case of tariff
protection is usually negative.

Table 5 provides an explanation for these differences.B 1t gives
ratios of the change in employment outside the protected sector to the
change in employment within the sector. These ratios are given {or both
the $1m. commodity-specific switches in expenditure Anmwzss (1), equivalent

to  column (3) of Table 1) and for commodity-specific tariff changes which

have the same employment-generating effects within thelprotected sectors as

do the expenditure switches {column {2), equivalent to column {4) of Table

22

across commodities ia far more important than the commodity distribution of
reduced spending on imports. We shall thus focus on the former.

The effects of broad shifts in consumer spending are analysed by
aggregating the results obtained earlier at a commodity level using
weighting systems which reflect: (i) the shares of commodities in total
consumer spending on imported and domestically produced goods (i.e.,
m<cnmm¢;v:ammn shares); and (1i) marginal propensities to spend on imported
and domestically produced goods (i.e., marginal budget shares). The
results are reported in Table 4 and relate to expenditure shifts of 100
million dollars allocated in the proportions indicated.

By using average budget shares we are supposing that a "Buy
Auatralian” campaign induces a change of tastes which shifts expenditures
acrosa commodities in uniform proportional amounts. This is illustrated in
the first three rows of Table 4. By using marginal budget shares we imagine
that the shift in tastes is the decision to reallocate a given amount of
expenditure away from imports (in proportion to the marginal budget shares
of imported comodities) and towards domestic goods. Each row of the table
is to be thought of as showing the simulated effects of a given expenditure
shift from imports to domestic goods. Pirst we show the simulated effects
of reduced spending on imports (with balanced trade, etc., as described in
section II above), then the effect of increased domestic spending, and
finally the net effect of the two combined.

The table brings out the atriking degree to which the net employment
effects of a shift of consumer spending depend on the way the increased
expenditure on domestic goods is allocated across commodities. When
increased spending on domestically produced goods and services is allocated

among commodities according to shares Am<mn:mm or sanmwznuv of consumer
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