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When the Australian economy entered its first recession for nearly thirty years in 2020, many
pundits recalled their experiences of the previous downturn, the one that the then-Treasurer
declared that we “had to have”. People remembered the “stubbornly high unemployment”, or
the “jobless recovery”, and recalled their own experiences as “very tight”.! Indeed,
unemployment breached 11 per cent in July 1992 and was still at 9.2 per cent when the 1996

census was taken.? To a profound extent, this was both a slow recovery and a jobless one.

Why was the recovery so slow and painful for those who experienced it? Earlier
commentary emphasised the role of monetary policy and the official cash rate, as if a few earlier
movements on the way up or down could have changed “the main outlines of the boom and
bust”.? In this paper, | argue that the whole framework of economic policy that shaped the
government’s response to the recession — a framework born out of the neoliberal 1980s — was
built on flawed assumptions. First, the Hawke Government’s approach to macroeconomic
management was limited by its obsession with (understandably) inflation and (less
understandably) the current account deficit. These were the prime objectives of economic
policy in the lead-up to the recession, fundamentally constraining policy options. Second, the

government acted on the seemingly untenable assumption that employment growth would
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restore itself in 1991, and in doing so wilfully ignored critical signs to the contrary. This
assumption was predicated on a belief in the supremacy of Labor’s reforms in the 1980s and
an assumption about the “natural” business cycle. Finally, when it did turn its hand to
Keynesian response tactics in 1992, the Keating Government incorrectly assumed that its
stimulus initiatives would produce rapid real effects in the labour market. At each turn, policy
was guided by assumptions, objectives and logics that were ultimately misguided. This case
study reminds us that short-term assumptions are important because they contribute to the path-
dependencies that shape the “politics behind economic policy” and the outcomes to which they

lead.*

The Hawke Government remained obsessed with the current account deficit and
inflation, both measures having assumed a status as key indicators of economic performance
during the stagflation crisis of the 1970s and the neoliberal turn of the 1980s. In May 1991,
after nearly a full year of recessionary conditions, Keating used one of his final Cabinet
submissions in his capacity as Treasurer to warn colleagues not to risk “jeopardizing our
ongoing need to stabilise out balance of payments and reduce inflation”.®> Even as
unemployment soared, government policy remained fixated on the need to manage the current
account deficit, even though economists were beginning to argue that it was now “wrong, or at
best misleading” for governments to make this the prime objective of economic policy.®
Policymakers clung to the anxieties and objectives of the late 1980s so tightly that they failed

to recognise the rapidly shifting environment around them.

Central to the government’s deliberations was a further assumption, equally misguided,

that the economy would naturally revive itself in the second half of 1991. In its handling of
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monetary policy, the Reserve Bank formed the assumption that, having made interest rate cuts,
“the Australian economy should be looking healthier in the second half of 1991”.7 In its March
1991 Economic Statement, the Hawke government spent $150 million on labour market
programs chiefly designed to maintain employee skills and to provide limited work-experience
opportunities.® However, it did so in the context of large tariff reductions and serious moves
toward structural adjustment that even the then-Industry Minister John Button perceived to be
“a bit quick™.® In that environment, $150 million was, in the words of then-Finance Minister
Ralph Willis, “pathetically minor”.2® In mid-1991, when Keating departed for the backbench,
the new Treasurer John Kerin found his Treasury officials saying little about Keynesian
responses and much about the importance of “automatic stabilisers” such as the floating
exchange rate, which they felt would automatically facilitate the most efficient use of capital
and labour through the economy.!! In August 1991, the government remained committed to its
March program with “some additional emphasis” on labour market programs for youth and the
long-term unemployed.'? In Cabinet, the assumption that employment figures would lift
through 1991 prevailed, and the government therefore formulated policy options that preserved

skills, but not the jobs that workers required in order to use them.

Though initially celebrated for its more interventionist, Keynesian approach to the
recovery, the Keating Government’s One Nation Economic Statement in February 1992 also

rested on unsound assumptions. The statement pledged $1.4 billion government spending on
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new infrastructure projects including a standard gauge railway from Brisbane to Melbourne,
$317 in family assistance payments, two rounds of tax cuts, and a total of 800,000 new jobs.*3
Much has been written about the highly flawed assumptions informing the proposed tax cuts,
with the second tranche abandoned following the 1993 election.!* Though intended as a
standard Keynesian stimulus, the infrastructure spending also contributing to lags in the
recovery insofar as the individual projects were held up by bureaucratic processes and
planning. In October 1992, ministers learned that only 40% of projects had actually been

processed through Commonwealth and state bureaucracies and commenced construction. '°

In response to the 1990s recession, then, the Labor Government developed a set of policy
responses that were predicated on a range of different but largely untenable assumptions, and
initially at least, geared toward the wrong objectives. Popular histories of the period have noted
that one of the consequences for this was the eventual collapse of Bob Hawke’s prime
ministership. More importantly, the naturally corollary of these mistakes was higher
unemployment for a longer period of time, with broader consequences for the economy, politics
and society more broadly.'® Those policy mistakes made themselves felt in the lives of

Australians who lost their jobs, their businesses, and in some cases their homes.
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