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PART 3 EXPECTED COMPLETION DATES FOR SEGMENTS OF THE PROJECT

IMPACT IS AN ON~GOING PROJECT. THE INITIAL DEVELOPMENT, WHICH
HAS THREE PHASES, WILL BE COMPLETED BY THE END OF 1977, ON
COMPLETION OF EACH INTERMEDIATE STAGE, OUTPUTS APPLICABLE TO
POLICY ANALYSES WILL BECOME AVAILABLE.

In the absence of any unforeseen setbacks or delays, a full

operational version of IMPACT will be available by the end of next year.

The development of the model is planned in three phases and output
will become available at the completion of each phase.

Phase 1

Completion of this phase will provide the basis for studying the
effects, one year ahead, which could be expected to occur in the economy as a
consequence of changes, including policy induced changes., It will be possible

to address such questions as:

Given the absence of major short-run disturbances in the
economy, what would be the effects in one year's time of
changes in, for example, tariffs on particular industry
categories, export prices, aggregate private investment
or aggregate personal comsumption, on , for example, gross
production by industry, imports and exports, wage
relativities and unemployment in particular occupational
categories, industry profitability and relative prices of
goods and services?
It is expected that this phase will be completed and available for use in the
participating agencies by the end of this year, provided there are no
further delays in compilation of the 1968-69 Input-Output tables,

Phase 2

Completion of the second phase will enable the type of questions
described above {and discussed in more detail in Part 1, Sectiom 2(iii) of this
paper) to be answered year-by-year for a five to seven (and possibly ten) year
horizon in the form of linked annual ‘solutions'. Again, the analyses would

abstract from major short-run disturbances in the economy.

FOR GENERAL RELEASE

The attached paper on the IMPACT project has been prepared, at
the Government's request, by the Chairman of the Industries Assistance
Commission following the Cabinet's decision to approve continuation of
the project. The paper is based om a report prepared for the Government
in consultation with other agencies participating in the project,

Its purpose is to explain why the IMPACT project is being undertaken.

24 May 1976
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initiatives (followed by corrective measures) would be more government
intervention in the private sector than would otherwise be required, and a
more uncertain economic enviromment which would be inimical to private
investment initiatives. Because IMPACT is an economy-wide model which
explicitly takes account of important economic, social and demographic inter-
dependencies, it will cast light on the potential medium and longer~term
conflicts which might flow from the choice of certain policy options; and SUMMARY
it can be used to indicate, for example, the extent to which future policy
options might be closed off as a consequence of a particular course of PART 1
action taken now., In these contexts, IMPACT has direct relevance to the

work of other agencies and can make a useful contribution to more effective

policy coordination.

One practical example of how IMPACT can aid in policy coordination
is in the area of Govermment activity covered by the Department of
Environment, Housing and Community Development (DEHCD). DEHCD's expenditures,
particularly its investment programs, have very long lead times, If these
expenditures are to proceed at a rate consistent with the need to avoid major PART 2
dislocations, it is necessary to take a longer term view of the economy and
the effects of changes in Government policy. For such assessments, selective
forecasts are not enough - it is necessary to have an economy~-wide model,
;wcna as’' IMPACT, so that evaluation of the consequences of alternative
policies can be made in a proper perspective. If this is not done, policy
advice will be less well informed and the chances of medium through longer=
term dislocations (e.g. excessive public sector-private sector competition
for materials and labour, or excess capacity in the construction sector as

a whole) will be correspondingly greater.

The IMPACT study will also have °spin off' benefits for other
agencies, For instance, in the area of urban and regional policy it would
be possible to construct a regional sector to complement the IMPACT model,
whereas 1t may be difficult to justify the cost of a separate approach which PART 3
would require significantly more resources, The extension of IMPACT in this
way would not require a great deal of resources and, equally important in the

context of policy coordination, such extensions would co~exist with IMPACT as
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among the biggest and most consistent users of statistical

data, the savings to the ABS could be substantial.

Second, because IMPACT requires compatible data concepts,
classifications and systems, it is consistent with the

Bureau's function of fostering the uss within Government
agencies of compatible data systems and achieves a major

advance in this direction.

Third, development of the IMPACT data base system within

ABS provides an operational integrated economic-social=
demographic data base which will be available to other users
for similar studies. This indicates potential for. further

cost savings in the ABS.

Fourth, involvement of ABS staff in the development of IMPACT

will increase the capacity of that organisation to provide
advice and services to other agencies in these modern
analytical techniques which are assuming increasing

importance as policy aids world-wide.

SUMMARY

Related areas of national policy, such as those dealing with
industry development and employment, interact. Advice which serves as a
basis for Govermment policy decisions in these areas should take account of
this interaction. A major deficiency in the advice flowing to Government

generally, however, has been the lack of a comprehensive economy-wide framework

which would make it possible to co-ordinate advice in the light of the inter-
action between economic and social factors. This vmw been particularly
important in the case of advice from those agencies participating in the IMPACT
project, which are especially concerned with the dynamic relationships between

industry and trade policies, population trends and employment,

Without such a framework it is not possible to analyse systematically
and comprehensively the effects which might be generated in related areas by a
policy action in a particular area. For example, to make reliable estimates
of likely manpower needs for different types of labour it is essential to take
account of developments in Australia's industry structure induced by Government
decisions in the field of industry policy. Similarly, decisions in the field of
industry policy should be taken with a knowledge of their likely consequences on
employment and the labour market. Finally, the timing of policy actions in
both fields should be coordinated and harmonised as far as possible with actions

in the field of monetary and fiscal policy.

Nature of IMPACT

IMPACT, which will provide such a systematic and integrated frame-
work, is a medium to long term model of the Australian economy being developed
jointly by four government agencies responsible for providing factual or policy

*
advice to the Government on closely related areas . The agencies involved are:

. the Australian Bureau of Statistics;
. the Department of Employment and Industrial Relations;
. the Department of Industry and Commerce; and

. the Industries Assistance Commission

In addition, the Department of Enviromment, Housing and Community Development
has recently agreed in principle to join the project as a fully participating

agency.,

%* . . . .
The Department of Immigration and Ethnic Affairs also co-operates with the
participating agencies through an exchange of data and information.
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. a retraining strategy which would assist persons displaced
by specific structural change, and who would not be

readily employed elsewhere;

. the likely consequences to the labour force of a change in
the distribution of the education budget between different

streams;

. the likely impact on the labour market of a change in
policy on overscas purchase of major defence or tele-

communications equipment;

. the effects on fertility of Australian women resulting from
introduction of equal pay and other incentives for increased

participation in the labour force,

DEIR seeks savings of 'in house' costs and greater returns through
the IMPACT project than could have been achleved through its own efforts. The
Department's manpower forecasting capacity, established principally as a
result of initiatives in 1972 by the then Minister for Labour and National
Service, the Hon Phillip Lynch, was proceeding along a development path using
external economic and population forecasts to assess the environment within
which the labour market may be operating, IMPACT, which takes account of the
dynamic interaction of labour supply and demand, and demographic and economic

influences, will improve the bases for these studies.

By participating with the otier agencies in the research and
development of IMPACT, DEIR hopes eventually either to reduce the need for
resources in this area or to frez more resources to interpret the output and
extend the coverage of models such us IMPACT and to integrate the resulting
analyses into related qualitative information for use in departmental policy

formulation,

(d) Department of I:migration and Eihnic Affairs

The recently established Department of Immigration and Ethnic Affairs
cooperates with the IMPACT project, but it is not providing resources to work
directly on the study, <uder informal arrangements it provides statistical data
and general advice on migration lssues, and it receives copies of all IMPACT
working papers. DIEA representitives attend IMPACT management meetings. The

Department has expressed @ desire that these informal arrangements should continue.

Implications for private sector

Because IMPACT will improve the quality of the advice to Government
in related areas of policy, better co-ordinated policies should result.
Business will be less likely to receive conflicting indications of the future
environment in which it is expected to operate., In addition - because IMPACT
focuses heavily on industry structure, the labour market and internatiomal
trade - it will be particularly appropriate for evaluating the effects on
individual industries and workforce categories of vonmem which bear indirectly
on the private sector. Thus, it will enable business and other organisations
to make better informed assessments of the future environment in which they will

be operating and of the efficacy of policies which affect their activities.

The project is being developed on the basis of an 'open shop'
approach, Working papers dealing with both its technical structure and
the information generated by its use will be widely available, This has
important implications for the capacity of private sector interests, and the
community generally, to evaluate the advice flowing to the Government from
bodies such as the Industries Assistance Commission and to participate more

effectively in the process of public policy formulation.

Timing of outputs

IMPACT is an on-going project, The initial development has three
phases which will be completed by the end of 1977, On completion of each

intermediate stage, outputs applicable to policy analysis will become available.
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to accrue from their establishment. The model will permit assessments to

be made of industries in terms of their likely long-term viability im the
Australian context, given a particular scenario of demographic change. When
IMPACT is fully developed, it will also provide the basis for assessing the
probable impact on individual sectors within industry and commerce of proposed
policies in varied fields - migration; education and technical training;

the encouragement of technological change; and so forth,

DIC had already commenced independent studies of some of the major
problems which can be addressed within the IMPACT framework when the joint
study was initiated., The Department considers that it would have had to assign
considerably more resources to this work had it not been able to share
complementary skilled resources with the other agencies in the joint project,
IMPACT will provide the Department with a tool for comprehensive policy
analyses, and it will also result in real savings in scarce professional

resources.

(¢) Department of Employment and Industrial Relations
The main benefit of IMPACT to DEIR is expected to come from its

ability to assist in preparing policy advice on the wider implications of
specific issues. In particular, it will aid DEIR in preparing policy advice
on the desirable composition of Government funded manpower programs such as the
National Employment and Training System (NEAT). It would also contribute to a
more effective integration of manpower policy in respect of immigration and
education as a result of informing DEIR on the potential labour supply in the
skilled, technical and professional aceas. Some examples of the anticipated

output of IMPACT which will be useful in these processes are:

. estimates of the likely future size and structure of the

labour force by occupation and industry;

. estimates of the likely future size and age and sex

composition of the population;

. estimates of likely flows through the education system

into the labour force by age, sex and vocational stream;

. likely changes to the population and labour force

resulting from differcut immigration intakes;

o likely changes to the structure of labour force resulting

from different NFAT policy options.

PART 1 THE PURPOSE OF IMPACT

1.1 WHY THE PROJECT IS BEING UNDERTAKEN

IN PREPARING ADVICE FOR THE GOVERNMENT IT IS ESSENTIAL TO
UNDERSTAND AND TAKE ACCOUNT OF THE INTERACTION BETWEEN
ECONOMIC, SOCIAL AND DEMOGRAPHIC CHANGES,

A major problem in providing advice to the Government has been to
identify the nature and extent of the inter-dependencies and interaction
between industry development and economic and social (including demographic)
changes, There has been no systematic basis for examining these in the
>=mnwmwwms context,

In the past decade there have been significant changes in the
Australian economy ~ in the structure of industry, the patterns of
international trade, in the spending and saving habits of the population, in
the age, sex and skill composition of the workforce, and in the general
social enviromment, Insights into the likely effects of such changes are
essential for the formulation of policy advice to governments. For example,
demographic changes of the kind foreshadowed in the First Report of the
National Population HSACWﬂ%H (the Borrie Report) will have widespread medium
and longer-term economic and social consequences which need to be understood
and taken into account in future polizy advice ~ particularly in the fields
of manpower, migration, industry development and international trade. For
example, a reduction in immigration coupied with an aging workforce and the
tendency for younger people to defer entry into the labour market may reduce
the supply of unskilled workers who traditionally find employment in labour
intensive industries. In some cases such industries already require high
levels of assistance against import competition, and if they had to compete
for labour in a contracting (and more expensive) market the resulting increased
costs would further erode their competitive position against imported products.

Such industries may therefore have to contract to some extent in the longer-

1 Australian Govevnment, National Population Inquiry (W.D. Borrie, Chairman),
Population and Australia - A Demographic Analysis and Projection, (Canberra:
Australian Govermment Publishing Service, Canberra 1975), Vols, 1 & 2,
ppe xxxiv and 760,
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14,
would be induced in these industries under different protective situations; imposed on the economy, such as the prices obtainable for exports and the
and it will be possible to take into account the extent of structural availability of labour of a given type, while changes in these variables
adjustments which would occur in these industries in the medium and longer- affect the economy as a whole, they tend to be umequal in their imcidence
term as a natural consequence of changing population and labour market trends, ' and effects on particular industries and individuals, There is a need to
Similarly, in the case of a reference now before the Commission on the forthe assess in advance the probable effects of general economic policies, and of
coming multilateral trade negotiations, IMPACT will be used to assess the E social or demographic changes, on particular industry groups. For example,
effects on Australian industry structure of different concessional trading a decision to change tariffs in one area of industry-may have particularly
arrangements, adverse affects on related industries: thus it would be necessary to have
some appreciation of the direction of such affects in order to decide what
The importance of IMPACT to the Commission will extend beyond the complementary action, if any, should be taken,

value of its direct outputs in two principal ways:

Failure to take adequate account of the inter-dependencies between
. First, there are elements of the project which can be used

economic and social, including demographic, change increases the possibility
independently for specific analysis, For example, a special

import study, which is an essential part of IMPACT, will

provide information on, and insights into, the sensitivity of

that policies in one area will be incompatible with the thrust of policies
in other areas; and such a consequence would, of course, unnecessarily

contribute to uncertainty in the private sector. But the medium and longer=
the shares of imports and domestic production in each industry term consequences of a changing economic, demographic and social environment
to changes in exchange rates, tariffs and differential rates of are not readily apparent and need to be studied systematically within a
inflation between Australia and its trading partners. This

comprehensive analytical framework.
will provide a basis for assessing short-term fluctuations in

the level of imports which typically generate pressures for Studies aimed at assessing the medium and longer term implications
temporary assistance and import quotas, This segment of the of interacting economic, social and demographic change are being undertaken
study will make more widely known and better understood those under government sponsorship in most industrialised countries, Australia
factors which should influence the timing of the introduction has lagged behind in this field and, as a consequence, decisions on issues
and removal of temporary restrictions against imports. This of medium and longer term importance have been based solely on partial and
element of IMPACT will provide a useful input to the Commission's qualitative analysis and have been less well informed than they might have

inquiry on the Multilateral “rade Negotlations because it will been. IMPACT is being developed to fill this gap.

enable better informed judgements to be made on the extent to
which Australia is likely to benefit from trade liberalisation;

in particular, it will help to identify the domestic industries 1.2 WHAT IT AIMS TO ACHIEVE

most likely to face increased import competition and hence bear

the costs of trade liberalisation. IMPACT WILL PROVIDE A FRAMEWORK FOR COMPREHENSIVE AND SYSTEMATIC

ANALYSIS OF THE INTERACTION BETWEEN POLICY INDUCED AND NATURALLY
. Second, because an integrated data base (provided by the ABS) is OCCURRING ECONOMIC AND SOCIAL CHANGES AND THUS A BASIS FOR
being used for the IMPACT project, its output can be used without BETTER INFORMED AND COORDINATED POLICY ADVICE TO GOVERNMENT.

problems of incompatibility in data concepts for extended and (1) Origins of the joint project

ifi ich dre iled AB ta, F
more specific analyses which draw on more detaile 5 data or The need for an analytical framework in which to study the policy

. . foe s ha .
example, it would be possible to examine the effects of changes implications of economic and social interaction has been generally

recognised within the participating agencies for several years, The
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*in house' capabilities and enhance its ability to improve the quality of
services to all agencies of government, the private sector and the community
in general. In this regard it is important to note that the data bases
developed to service the IMPACT project will not be captive to the
participating agencies but will be available to other agencies of government,

research institutions and the business sector.

(ii) Benefits Specific to Fach Participating Agency

(a) Industries Assistance Commission

In advising on assistance to individual industries and industry
generally, the Commission is required to ensure that its recommendations are
consistent with the Government's overall economic, social and regional
objectives, To fulfil this function the Commission must be able to assess the

effects of its recommendations in an economy-wide context, This was expressed

by the Minister for Industry and Commerce in the following terms:

"The incoming Government has the view that basic decisions
concerning Australian industry - primary, secondary or
manufacturing - or In the commerce area, which affect the
prosperity of Australia totally and affect employment
capacity in any sector, should be regarded by the Government
as acts of government policy and concern, To that extent
the IAC ought to be looking at the total position, not the
singular position. That is the intent of the Government's
position,"

(Hansard : The Senate, 24.2,76, p.129)

In the Commission's work, analysis in an economy-wide perspective is necessary
to an informed understanding of the impact of assistance policies on, for
example, industry structure; the ip.ustry and regional distributions of
employment; the labour market and labour mobility; imports, exports and the

balance of payments; and the levels and industry composition of output.

The IMPACT project will provide valuable inputs to the Commission's

general reporting function. Because it is an economy-wide model it will support

more systematic and comprehensive studies than have hitherto been possible of
the effects that different assistance measures would have on industry structure
in particular, and on the economy in general. For the same reason, it will
provide the means to identify the particular groups of industries which are
likely to be induced to re~structure as a consequence of naturally occurring

changes in pooulation and workforce trends; and it will also give insights into

ORANI is an inter-industry module. Its funmction is to identify, in the

greatest detail practicable, the implications for different Australian
industries of changes originating in MACRO and elsewhere. Aggregate
investment and the aggregate level of consumption as determined in MACRO are
disaggregated into approximately 100 industry groups in ORANI. Also
determined within ORANI for each of these industries are the demand for
labour of a dozen different types, the demand for imports of different types,
the supply of exports of different types, and the pattern of domestic prices,

.

BACHURGO is an economic/demographic module designed to keep track of

the evolving population and workforce - and thereby to project the size, age
structure, and skill composition of the workforce. BACHUROCO will interact
with ORANI to determine likely future unemployment levels for different
onncnmnwwumw groups in the workforce, whilst the total unemployment identified
within ORANI and BACHUROO will have repercussions for the general level of
activity modelled in MACRO.

The boundaries of each of the three modules as broadly indicated
above do NOT imply that projections can be made using one of the modules in
isolation, IMPACT is a highly inter-related system and influences occurring
in any part of it are, in principle, transmitted right throughout the
simulated economy,

(411) The application of IMPACT to policy analysis

The focus of IMPACT is heavily on Australian industry structure
and its relationship to changing social and demographic conditions, the
domestic labour market and international trade. It is desligned to give
annual information for five to seven years, traciug out the dynamic
interactions of a large number of variables. For more remote future
periods (15, 20, 25 years), only ‘snapshots’ of the economy will be attempted,

with no detailed dynamics connecting the intervening periods.

The structure of IMPACT makes it potentially an extremely flexible
tool for the analysis of a wide range of medium through long term policy
issues. The level of disaggregation is much greater than in models
currently in use in Australia, especially with respect to industry groups
(about 100) and with vespect to the disaggregation of the labour force
(about 12 major groups and about 40 miaor groups). In principle, the types
of questions which can be addressed withtin the analytical framework of

IMPACT would include, for example :
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10.

example, the effects of such measures on industry structure and

employment generally.

In general terms, the benefits of IMPACT to the work of the

participating agencies may be summarised as follows :

It will provide a comprehensive framework which takes
account of the dynamic nature of important economic,
social and demographic interactions and will yield
insights into the medium and long-term changes in the
structure of about 100 industry groups which will occur
as a consequence of changing population and workforce

trends.

The IMPACT framework provides a view of the total economy.

It will assist the agencies to frame their policy advice
within a wide perspective which explicitly recognises the
more important implications for other policy areas of
initiatives recommended in any given area. Better integrated

and coordinated policy advice should result.

As IMPACT draws most of its data from the integrated data
systems of ABS, analyses based on it will be compatible

and thus can be related to each other. Additionally, these
analyses will be compatible with the whole range of integrated
ABS economic, employment and population statistics - so that
any secondary detailed s'-udies undertaken to evaluate the
efficacy of present policies in the light of anticipated
medium and long-term structural change will be comparable.
(For example, the ABS integrated economic censuses, which
show the regional distribution of employment by industry,
could be used in conjunction with output from IMPACT to
evaluate the regional implications of medium and longer-term

structural changes which are occurring in the economy).

These examples illustrate the general nature of the policy analyses
to which IMPACT can be applied, Further details on the potential uses of
IMPACT are given in Part 2 of this paper.

(iv) What IMPACT is not intended to do

The agencies involved in developing IMPACT recognise that no
econometric model can capture all of the factors which are w&nmmnwun in the
working of the economy., IMPACT analyses will form only one of the several
inputs to policy advice. However, used with proper regard for the assumptions
and limitations on which they are based, these analyses can provide valuable
insights into the likely effects of different decisions, IMPACT is therefore
intended to inform and augment, but not replace, judgement in formulating

advice to governments,

In essence, IMPACT will provide a framework for objective and
disciplined study of the interaction of economic and social change, It will
therefore reduce the need to rely on partial analyses and will thus contribute
to better informed decisions. It is not claimed, however, that IMPACT will
solve all of the problems which confront Government agencies in developing well
informed advice; nor is it suggested that it will be applicable to all aspects
of policy evaluation., It will, however, constitute a crucially important addition
to the analytical tools which can be used to improve the quality of advice to the
Government, particularly on medium and longer-term policy issues in the fields

of industry development, teriffs, manpower and international trade.

It is necessary, finally, to emphasise that IMPACT will provide
projections rather than forecasts. This distinction is important, Forecasts
incorporate judgements about the policy changes which would be made in
response to movements in the economy. Their basic purpose is to anticipate
what will actually happen at some future period. On the other hand,
projections indicate the magnitude and direction of the mmmmvnm which would
result from a particular change and a given policy stance by the Government,
For instance, IMPACT can be used to project changes over time in the structure
of Australian industries that would result from a changing age structure in
the population and workforce in the absence of any policy response from the

Goverument. Such projections may not be realised, because knowledge of them will
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