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No. I

FREE ENTERPRISE
AND PLANNING
the British democT HE political pendulum inAustralia
is swinging
racies of Britain and
away from the Left. For some time there have
been various signs and portents that opposition
to Left-wing politics is increasing. It now seems to
be irrefutably confirmed by the municipal elections in Great Britain and the Victorian State
elections. in Australia, both of which resulted in
the overwhelming defeat of Labour candidates.

The reaction against the Left should be a source
of gratification and renewed hope not only to
those who believe in the • economic virtues of
private enterprise, but to all true democrats. For
there could be nothing so destructive of the spirit
and content of democracy than that one political
party should gain a more or less permanent habitation of the seat of government. And the pendulum
has so long and . so decisively pointed to the Left—
in this country at any rate—that not a few people
have thought that it would never again swing back
as far as the Right; that the Australian elector in
casting his vote in the future would be compelled
to choose between moderate Labour and extreme
Labour.

FREE ENTERPRISE AND PLANNING

(continued)

REVULSION AGAINST CONTROLS

While the movement against the Left may be in part
attributed to the natural swing of the political pendulum, it
is in great measure undoubtedly due to a deep and widespread
revulsion against the rigidly controlled economy, against
bureaucratic interference with the personal everyday freedoms
of the individual, and to the fear of the omnipotent and
omnipresent State. In fact, it is by no means beyond the
bounds of possibility that the next few years may sound the
death-knell of socialism in the British communities, that is
of socialism in the form we have come to know it in practice
as involving an ever-increasing centralisation of power and
authority in the State and an ever-diminishing measure of
personal liberty for the individual.* This, of course, may be
the over-confident prediction of an organisation whose basic
tenet is that in the economic sphere the public interest will
best be served by the greatest possible degree of true individual
enterprise. But it may not be far wide of the mark! It may
be that if socialism is eventually to survive as a potent
political force in the British democracies, its doctrines will
have to be rethought and recast in another form. It may
have to be shown that the socialist objective of conscious direction of economic affairs can be pursued by methods which do
not involve on the one hand the gross restriction of personal
freedom and on the other the lowering of material standards
through the destruction of enterprise.
EXTREMISM BREEDS EXTREMISM
There is, of course, a deep and an irreconcilable conflict between the extreme socialist concept of total State planning and
the traditional British system of free individual enterprise. In
fact, the gulf between the present-day socialist arid the free
enterpriser is so vast that many eminent students of politics
have concluded that, unless it can be narrowed, unless some of
the basic differences can be reconciled, the survival of the
essential forms of political democracy is, at the least, highly
doubtful. The socialist theorist has never quite been able to
explain how the totally planned economy is consistent with
• This does not, of course, mean that there will be any vital alteration in the
policy of State ownership of certain public utilities, which is supported by all
shades of political opinion. '
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free and regular democratic elections. Where there is a fundamental divergence between conflicting political beliefs—such
as there is between Communism, and democracy, and possibly
between extreme socialism and democracy—the danger of civil
strife is ever-present. The November crisis in France is a grim
reminder. If total planning can only be established, and once
established can only be perpetuated, by a dictatorship of the
Left, then the political party which pursues it must expect to
arouse that kind of opposition which would feel compelled to.
work for a dictatorship of the Right. Extremism breeds
extremism. If democracy is to survive in the British nations,
then there must be both the possibility, and the actuality, of
compromise between opposing political beliefs. But there can
in practice be little or no compromise between the total
planning envisaged by some present-day socialists and the free
competitive system upheld by the representative non-socialist.
CHANGE IN SOCIALIST POLICY

Should the political swing now occurring lead the socialist
to moderate his aims and to modify his methods so as to place
less emphasis on the State and more on the individual, then we
can confidently look forward to a better .and more constructive period in politics, in economics, and in industrial
relations. A few socialists are already beginning to recognise
the necessity for this change of policy and viewpoint. For,
instance, in a recent statement, Captain Raymond Blackburn,
a British Labour M.P., said:
"An entirely new approach is needed. Where private
enterprise is doing a good job we must help it all we can.
We must proudly acclaim its achievements instead of
sneering at those who are successful. It is an odd paradox
that the success of socialism in Britain depends in large
degree upon the efficiency of private enterprise. Direction
of labour would create a most dangerous situation within
the Labour Movement."
But despite individual instances of this type,• there is no
the socialist movement as a whole will be prepared to concede the need for a reshaping of socialist beliefs
and methods. Whether this will be done will largely depend
on the attitude now displayed by the non-socialists. An uncertainty that

Page Three

FREE ENTERPRISE AND PLANNING

(continued)

comprising, extremist stand by the upholders of private enterprise would unquestionably serve to make the socialists more
rigid and obstinate, and less inclined to reconsider their
traditional policy and objectives. It would also serve to prolong
the present mutually destructive and uncompromising political
and industrial conflict. It may be argued that public opinion
may become so hostile to controls and planning that the
socialists will be forced to remould their policy, regardless of
what the forces of the Right might do. But this argument
overlooks an obvious fact—namely, that the state of public
opinion over the next few years will in large measure be determined by the attitude of the non-socialists. An over-confident
and violent reaction to more extreme Rightist ways of thought
as a result of the recent political indications would; in due
time, and it would not be a very long time, bring about
another violent reaction to the Left; it might even entirely
halt the swing of the political pendulum now taking place.
It is, therefore, of the utmost importance that private enterprise, both in its own interest and in the wider interest of the
nation, should continue to press forward with progressive
policies, and continue to clarify its own mind on the economic
and social problems of the day.
One of the most vital of these problems is that of government planning. If the typical socialist has been over-ready to
embrace total planning, the typical free enterpriser has probably been over-ready to reject all forms of planning by the
*State. It may therefore serve a useful purpose to attempt to
re-state in broad terms the limits and the kind of State
planning which the supporters of free enterprise might legitimately uphold without sacrificing any of their fundamental
beliefs and ideals.
STATE MUST PLAN
It needs to be said at once that there must be planning by
the State. Too many people still think of the political conflict
in terms of black and white, in terms of unrestricted free
enterprise versus total planning. But this is an' unrealistic oversimplification. To reject total planning is riot to reject all
planning. When a government decides to construct a new
Page Four

arterial road or a new railway, it is planning. When it embarks
on a long-range programme to increase the supply of electricity or water or coal, it is planning. When the State grants
a tariff to a new industry, or increases the tariff applicable to
an old, it is planning to encourage the development of that
particular industry. When the State lays down in factory acts
minimum conditions of sanitation, lighting, ventilation, and
so on; prescribes minimum standards of cleanliness and purity
in the handling and content of food supplies; sets up tribunals
or other agencies which have power to determine the minimum
wages to be paid or the maximum hours to be worked in
industry; subsidises industries suffering from the temporary
affliction of bad seasons or establishes home consumption
prices for others dependent on export markets; in all these
cases it is planning. Through companies acts, laws relating to
monopolies, restraint of trade, patents, bankruptcies, and a
hundred and one other things the State plans and lays down
the rules under which private enterprise is to be conducted.
All these functions and many others were performed by
the State in most of the democratic nations before the 193945 war without the proponents of private enterprise feeling
that there was any fundamental encroachment on their own
rights and liberties. Today not even the toughest individualist
or the most ardent advocate of "laissez faire" would raise any
serious objection to these forms of planning.
NEW AVENUES OF STATE PLANNING
To these elementary functions of the State—the setting
of minimum standards of employment, of quality of goods and
other essential commodities, the control of tariffs and of international trade, the provision of community services and
planning of utilities not suited for private enterprise, the
the drawing up and administration of the legalistic framework, the broad rules, under which private business is to be
carried on—may be added several other major responsibilities
which are now generally regarded as the undisputed province
of governments. If any genuine supporter of free enterprise
still doubts whether these additional functions—shortly to be
mentioned—should be conceded the State, he would be well
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advised to rid himself of his misgivings once and for all. The
cause for which he stands will be far better' served if the State
does undertake these responsibilities than if it neglects them.
WORK FOR ALL

In the first place, the State must aim to ensure that work
is available for all who genuinely wish to work. In the current
economic jargon it must plan to maintain a high and stable
level of employment. The total volume of work available
cannot be left to the blind forces of chance. There are no
grounds at all for the mystical belief, still held by some people,
that private enterprise left to its own devices will ensure that
at all times there is work for all those who seek work.
There is, of course, room for endless disputation on how
much and what kind of planning will be necessary for the
State to achieve success in this aim. The various facets of this
dispute, which is by no means yet settled, cannot be discussed
in this article. But the free enterpriser should be prepared to
recognise the necesity of two things.
First, the Central Bank, as the appropriate State authority
for the purpose, should have the power to determine the broad
shape of credit and monetary policy. This involves the power
to influence the volume of bank advances, the level of interest
rates and rates of foreign exchange. It does not involve the
monopoly power—inherent in the 1947 Banking Act—to discriminate between bank customers on political or personal,
rather than on business, grounds and to exercise final and
absolute financial control over their affairs.

Second, the State should plan its investment in public
utilities and public works in such a way as to maintain the
total of capital investment, including private investment, at a
level conducive to maximum employment. This implies a
larger field for State investment than was generally the case
before the war, and it also implies that private enterprise as a.
whole should make available full and accurate information in
regard to its own plans for capital expenditure. It does not
imply that the State should restrict, except under abnormal
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conditions, the capital expenditure of private industry, nor
that it should decide the directions in which that expenditure
can be made. On the contrary, private enterprise would be
completely justified in insisting that, since it is the means of
providing the greater part of all employment, the State should
be at special pains to encourage its development and expansion
in every way.
MINIMUM STANDARD OF SECURITY
Another major field for State planning, which is now,
with few exceptions, recognised as desirable by all parties and
all shades of political belief, is that of provision by governments for the unemployed, the aged, the sick and all those who
for reasons beyond their own control are unable to provide
adequately for themselves. This in brief is a guarantee by the
State to all responsible citizens of a minimum standard of
economic security and well-being. In many democratic countries during the war, the State undertook a vast and comprehensive expansion of social expenditure to meet this need. The
standard of security provided is of course limited only by the
wealth of the community. As the wealth of the community
increases it must be expected that the standard will be
improved. It is, of course, not possible to lay down precisely
the standard which any community can afford, but since these
services must be paid for at least partly out of the proceeds of
taxation, and, in effect, involve a transference of income from
the wealthier to the poorer sections of the community, the
standard should not be raised so high as to become a serious
drag on enterprise and ambition. The free enterpriser should
have no objection to reasonable and adequate social services of
the kind instituted during the war, either on moral or
economic grounds. In fact, from the economic standpoint
there are good grounds for the belief that the redistribution
of income brought about by the new social security will help
to stimulate consumption and thus to increase the demand for
the products of private industry. This does not, of course,
imply that there is any solid basis for the continuance of taxation at the present high levels, which are inconsistent with the
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fullest expression of free enterprise and, moreover, unnecessary
in view of the buoyant condition of government revenues.*
"PLANNING FOR COMPETITION"
A third major sphere in which State planning is necessary
is that of providing conditions under which individual enterprise has the fullest scope and can function most effectively
in the interests of the community. Private enterprise is much
more than a matter of private ownership. The very essence of
private enterprise is free competition. Free competition is not
automatically assured by the State leaving the businessman to
his own devices. Human nature has an undeniable tendency
to seek the easy course and, in a multitude of ingenious ways,
businessmen in all countries have sought to curtail the normal
workings of competition. These activities are not by any
means always necessarily against the public interest; but they
can be, and governments have felt compelled, by legislative
enactment and in other ways,. to exert some control over
monopolistic trade practices. Thus in Australia we have the
common law relating to restraint of trade and various statutes
in the States directed to the same end. The U.S.A. has probably gone further than any country in the attempt to protect
competition through legislation such as the Sherman AntiTrust Act, the Clayton Act and the Federal Trade Commission Act. The Americans have a phrase for all this, "planning
for competition," and there is no genuine believer in the
American free enterprise system who opposes planning of this
type. Australia is young industrially and it is very probable
that monopoly and monopolistic practices have not been carried to the same extent as in the older industrial nations.
Nevertheless, at some time in the near or distant future it
may be necessary for governments in Australia to take more
far-reaching steps than have yet been taken to protect and
encourage free competition.
• The methods of financing social security are important. The individual
should be entitled to social security as a "right" not a "charity"; and in return
for that "right" he should be required to make a direct contribution related to
the benefit he would be entitled to draw from a social insurance fund. This
principle is only partly observed in the existing methods of financing social
security benefits.
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SOCIALIST PLANNING
For full employment, financial stability, social security;
for the preservation of conditions of free and fair competition,
the State is compelled to plan, and no progressive representative of private enterprise will object to that. But socialist
planning goes much further. The socialist is not satisfied
merely to attempt to determine the total size of the national
income, or to put it the other way round, the total volume of
production; he wishes also to determine the kinds of production to be undertaken. He is not concerned to encourage the
expansion of private enterprise by protecting the right to
compete and by providing scope for adequate rewards, because
he • visualises a vast enlargement of the area of public enterprise. He is not content to prevent excessive profits through
the use of the tax weapon; he wishes through price-control to
determine the rate of profit over the greater part of industry.
He is not satisfied to determine how the national income will
be distributed among different individuals; he wishes, by
planning in detail the kind and quantities of things to be produced, to decide in effect how those incomes will be spent.
He desires not merely to provide work for all, but through
detailed controls over finance, materials, and production, to
decide the kinds of work' which all shall do. The preference of
20,000 employees to continue in the employment of the
private banks must be brushed aside if it conflicts with the
aim of the socialist to set up a State banking monopoly.
Now it is to controls of these kinds—controls over the
prices he shall charge, the profit he shall make, the quantity
of materials he shall use, the nature and extent of capital
investment he shall be permitted, the goods he shall produce
and the manner in which he can dispose of them—that the
free enterpriser takes, and is justified in taking, the strongest
exception. Not that he would contest the right and the need
for the State to employ these controls in times of national
emergency such as war, when all economic resources must be
concentrated on the single objective of a maximum war effort.
Nor would he object to the need of some measure of control
to cope with the abnormal conditions of the economic aftermath of war, where there is a fundamental disequilibrium
between supply and demand. The large majority of businessPage Nine
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men today, for instance, would almost certainly be prepared
to concede the need for some degree of price-control, of
materials allocation, of the rationing of some forms of consumption. The businessman's criticism is directed not at the
need for controls, but at the unnecessarily detailed extent to
which the controls are carried, and at the slow-moving
inefficiency with which some of them are administered. But
more important than these criticisms is his fear that these
controls are regarded not by the Government as a temporary
measure, but as a permanent and necessary feature of an
economy of total socialistic planning. This fear is wellfounded. The Government has left the community in doubt
as to the exact intentions in regard to the future of controls,
and it is important that these doubts should be dispelled one
way or the other by a clear unequivocal statement of Government policy.
If private enterprise is to serve the public interest, the
area in which the businessman will be allowed to operate must
be clearly marked out, and within that area he must be free
to do his own planning and to make his own decisions, and he
must be rewarded in proportion to his ability and industry.

* * *
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PRICE CONTROL
was introduced almost immediately the
pRICE-CONTROL
war broke out in 1939. Thus, for nearly a decade prices

in Australia have been fixed by Government officials and not
by those directly affected — that is, by buyers and sellers
operating in a free market economy. During the war a strict
and comprehensive control over the price-level was imperative.
Since the end of the war the continuation of some degree of
price-control has been necessary because of widespread shortages of many kinds of goods in relation to effective demand.
But, despite a notable improvement in the supply of many
commodities in the 21 years of peace since August, 1945,
Government price-fixing remains on an unnecessarily wide
and an unnecessarily detailed basis.
The Institute of Public Affairs—Victoria, believes that a
free market with prices determined by the inter-action of
demand and supply is essentail to the health of the Australian
economy. It is essential both to the enterprise and efficiency
of the producer, and to the democratic right of the consumer,
to decide for himself the goods he shall consume. The I.P.A.
recommends:
(1) Government price-fixing has no permanent place in
a free, democratic and enterprising economy and
overall price-control should therefore be abandoned
at the earliest practicable moment.
(2) Economic conditions now justify a far more rapid
relaxation of control over prices than is at present
occurring. On a number of important commodities
control could be safely removed.

(3) On the commodities over which control should

remain the methods of control should be greatly
simplified and the trader or producer permitted
some latitude in fixing his own prices within broad
limits laid down by the Prices Commission. Control
of rents should continue until the housing position
has greatly improved.
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(continued)

(4) A rapid and orderly removal of price-control should
be accompanied by tax reductions and by financial
measures to ease the inflationary situation arising
from the pressure of an abundance of purchasing
power on short supplies of goods.
COMMONWEALTH GOVERNMENT'S POLICY
Towards the end of 1947 the Commonwealth Government, through the Minister for Labour and the Minister for
Customs, announced its intentions in regard to the future of
price-control. In November the Minister for Labour stated
that the Government intended to relax price-control to the
position which existed before the war with Japan, when comparatively few commodities were controlled, under a formula
by which traders fixed their own prices subject to periodical
check by the Prices Commission. The Minister exempted rent
control, which he said would be necessary for a long time to
come. This statement was supported in December by the
Minister for Customs, who announced the Government's
policy to withdraw, progressively, price stabilisation subsidies
and to eliminate all subsidies as soon as possible.
The Minister for Labour, however, made it clear that,
while the Government did not desire to apply price-control
continuously or in a detailed form, it wished to use pricecontrol as a reserve power, to stabilise prices in times of
threatened boom and slump, to prevent profiteering and to
limit, where necessary, the prices charged by monopolistic
industries and by industries receiving the benefits of tariff
protection. Thus, while the Commonwealth Government
apparently now intends to embark on a more positive policy
of relaxation of price-fixing, it visualises the continued use of
price-control for specific purposes.
PRICE-CONTROL IN WAR
During the war price-control had four main objectives:
• To prevent profiteering out of the war.
• To assist in the concentration of resources on essential wartime requirements.
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•

To assist in distributing the goods in short supply
resulting from the war, equitably among the community.

•

And last, and most fundamental, to control the inflation of prices and costs which would otherwise
have followed from the extreme shortages of goods
and services brought about by large-scale purchasing
for war purposes.

The use of price-control for these ends, which were
essential to the successful prosecution of the war, was not
seriously contested by any section of the community. There
were, however, from time to time sharp conflicts of opinion
on the methods as distinct from the principle of price-control.
The culmination of price-control • in war was reached in
April, 1943, when the price stabilisation plan was introduced.
• This fixed prices at the levels ruling on 12th April, 1943;
increases after that date had to be directly approved by the
Prices Commissioner. In many cases higher costs were absorbed
by means of subsidy payments to the traders or producers who
had to bear them.
THE POST-WAR AFTERMATH
The abnormal economic conditions brought about by war
did not cease to exist immediately at the end of hostilities.
There was still a gross disparity between the supply of goods
and services on the one hand and the demand for them on the
other. War inevitably breeds inflation and the longer a war
continues, and the greater the effort devoted to its prosecution,
the greater tends to be its inflationary effect. On the one side
the war created acute shortages of practically all the goods and
services produced under normal peace conditions; and, on the
other, it led to an immense expansion in the amount of money
held by the public in cash and bank accounts.
Page Thirteen
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PRICE-CONTROL DOES NOT PREVENT INFLATION
It is important to bear in mind that price-control does
not prevent this inflationary situation developing. It merely
prevents the inflation showing itself in a rapidly rising spiral
of costs and prices, and thus avoids the economic disequilibrium and chaos which would otherwise inevitably result. But
the inflation is still there.
EXTENT OF INFLATION SINCE

1938-39

At the end of the war the volume of money, as measured
by the notes in the hands of the public, bank deposits and
savings accounts amounted to £1,356 million, compared with
£612 million in 1938-39—an increase of 122 per cent. By
contrast the supply of goods and services for civilian use had
fallen by something of the order of 20 per cent. Here is the
basic reason why the continuation of price-control was necessary after hostilities ceased. There was an extreme scarcity of
goods and services on which people could spend their incomes
and savings, and an immense volume of money available for
spending. The war brought about a famine of peace-time
goods and services, but created a super-abundance of purchasing power in the hands of businesses and individuals.
By 1946-47, two years later, the position had changed
somewhat for the better. The inflationary pressure was not
now so intense. While the volume of money continued to
expand—it was 14 per cent. greater at the end of 1946-47
than at the end of 1944-45—the supply of goods and services
for civil consumption had increased in a greater proportion—
roughly of the order of 20 per cent. to 30 per cent. During
the last financial year, 1946-47, the position improved fairly
rapidly. The volume of money increased by only 2 per cent.,
while real national production, excluding production for
defence purposes, rose by approximately 20 per cent. This
increase was largely due to the transference of resources of
labour and materials from war to civilian production.
Compared with the situation before the war, however,
the inflationary pressure is still considerable. At the end of
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1946-47 the volume of money available for spending was 152
per cent. greater than 1938-39, whereas the total supply of
civil goods and services was little above the pre-war level.*
MORE POSITIVE POLICY OF DECONTROL

Although substantial progress has been made since the
end of the war in overcoming shortages and in increasing the
supplies of civil goods and services available for purchase, the
inflationary pressure is still severe. There is no case as yet for
the total abolition of control of prices. Nevertheless, some
improvement has been made; in many directions a noteworthy
improvement. With many goods still in short supply, the
shortage is not nearly so acute as two years ago. Where supply
is now sufficient to cater for the demand—such as, for instance,
many lines of hardware, kitchen utensils, furnishing materials,
certain items of clothing, and millinery—there are strong
grounds for the abolition of control and a return to the free
market.
If price-control is ever to be removed, then at some stage
or other a worthwhile beginning must be made. But the fact
is that, since the end of the war—despite the improvement in
the general supply position in relation to the demand—practically no noticeable measure of decontrol has occurred. More
pricing orders are in operation today than at the end of the
war. For 1946-47, price stabilisation subsidies amounted to
£22.6 million compared with £13 million for the previous
year and £10.8 million for 1944-45. The budget estimate to
cover prices subsidies for the current financial year is £19
million. There is every reason why, on grounds of business
common sense and of economic logic, the excessively timorous
attitude to decontrol, since the end of the war, should be
replaced by a courageous and imaginative policy. Such a policy
would breathe fresh life into the business community and
would be of positive economic benefit to the nation.
• These measures, whilst very approximate estimates only, provide a broad
picture of the inflationary development since 1938-9. The actual increase in the
inflationary pressure has, however, to some extent been absorbed in the rise in
prices that has already occurred. Since it includes savings, the volume of money
represents potential purchasing power and not the actual rate of spending. Production trends were derived from the National Income Estimates prepared by
the Commonwealth Statistician. In order to assess changes in volume, as distinct
from changes in values, gross national production (excluding war expenditure)
was deflated by the "C" Series Index Number to 1938-9 price levels.
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PRICE-CONTROL AND PROFIT-CONTROL
In addition to the extreme tardiness with which decontrol
is taking place the business community is strongly critical of
the present system on several other grounds. The criticism
most frequently heard is that price-control is being used as a
means of profit-control. In one sense this criticism is misplaced. Strictly speaking, price-control is impossible without
a measure of profit-control. Profits are merely the difference
between costs and prices. If prices are controlled it is impossible to avoid some degree of profit-restriction since the prices
permitted inevitably determine the profit that can be made at
a given level of costs. But in another sense the criticism is well
founded. The present methods of control are in essence a continuation of the wartime methods. These involved a rigid and
detailed control of prices and their adjustment in accordance
with the profits being made as revealed by the periodical
financial statements of the businesses concerned. It was the
practice of the Prices Commission to scrutinise carefully the
annual accounts of businesses in order to ascertain whether the
profit made would permit of some reduction in the prices
being charged. This system was much criticised during the
war, but it was on the whole justified at that time. Then there
was the strongest moral reason why anything faintly savouring
of profiteering should be prevented. National unity and stable
industrial relations were a first concern and both would have
been seriously endangered by any suggestion that businesses
were profiting unduly out of the war. Increased profits, which
resulted from high turnovers caused by wartime conditions,
could not be fairly claimed as the rewards of efficient management and enterprise. Above all, the need for a .financial
incentive was rendered less strong because of the predominance
of patriotic motives.
But in peace-time there is no such powerful justification
for these rigid methods of price and profit control. It then
becomes important to restore and expand the production of
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civil goods as rapidly as possible. The patriotic motive weakens
and it needs to be replaced by some financial incentive.
Expanding physical turnovers are due less to abnormal circumstances such as those prevailing in war, and more to efficient
administration and enterprise. Over-rigid methods of pricecontrol in peace-time defeat their own purpose. They obstruct
the rapid restoration of the economy to normal conditions,
reduce production, and delay the ultimate return to a. free
market.
MORE FLEXIBLE METHOD
While there is no case for the immediate abolition of
price-control, there is an irresistible case for relaxation of
control, and for a much more flexible and less detailed system
under which the trader or producer would be permitted some
latitude in fixing his own prices within limits laid down by
the Prices Commissioner. The present methods of control are
in many respects almost unbelievably detailed, involving
immense wastes , in time and staff both by the Prices Branch
and by business organisations. Since April, 1943, when the
price stabilisation plan was introduced, approximately 2,250
prices orders have been issued. These orders specify ceiling
margins or actual prices often covering hundreds of items,
down to the most insignificant articles. Rather than by specifying separate ceilings for each individual item, there is no
reason why the price-level could not be adequately controlled
during the transition to a free market under a system of ceiling
margins covering only broad categories of goods. This could
be combined with a maximum ceiling over the gross profits
of the business concerned. To control the general price-level
it is not necessary to control the prices of .each individual
commodity. In other words, what is wanted is a few master
controls rather than a multiplicity of small controls. A flexible
system of this kind would help to overcome one of the main
disadvantages of the present system, namely, the dangerously
restrictive effects on production and sales of delays in getting
new price rulings. It would, in addition, make possible the
administration of price-control with less waste in unproductive
staffs on the part of both the controllers and the' controlled.
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(continued)

RESTORATION OF EQUILIBRIUM

The continuation of price-control, in some degree and
over some commodities, will be necessary until the inflationary
disequilibrium caused by the war has been corrected, and until
supply is more closely equated to potential demand as measured
by the volume of purchasing power. This is the key to the
situation. The sooner the pressure of inflationary forces on
short supplies of goods can be overcome the sooner will it be
possible to dispense with control of prices. In reducing the
intensity of this pressure, decontrol of prices . has itself an
important part to play.
There are three main methods by which the necessary
deflation can be brought about:
First, by increasing the flow of goods and services through
greater production; second, by measures of financial control
to reduce—or at least prevent from increasing—spending
power as measured by the total volume of money; and third,
by allowing prices to rise under an orderly and controlled
process.
The last-mentioned would automatically follow under a
more courageous and positive policy of decontrol involving
the rapid removal of subsidies, the release from control of those
commodities now in reasonably adequate supply, and by a
method of control which would pay less strict regard to profits
than the present method. A more rapid decontrol of prices
will inevitably mean, in the near future, higher living costs.
But with the reduction of subsidies it would be possible for
real incomes to be maintained to some extent through corresponding reductions in taxation. In other words, we would no
longer have to pay the Taxation Commissioner to keep down
our own costs of living—for that is what subsidies mean. An
orderly rise in prices would not therefore have disastrous
effects on the purchasing power of incomes and, in fact, the
real income of the wage-earner—a large part of which is tied
to the price-level--would not be noticeably affected at all.
• A rise in prices would be in line with the classical pattern
by which the disequilibrium of inflation is corrected and the
balance between supply and demand restored. Under today's
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conditions it would have several positive advantages. It would
help . to bring about the increased production which is essential
to the eventual removal of price-control. It would bring Australian costs and prices more into line with overseas costs and
prices. By draining away surplus spending power, a rise in
prices would contribute to the restoration of monetary
stability. There are, of course, several new inflationary forces
—notably the 40-hour week and the dollar shortage—which
will in any case make imperative some increase in prices during
1948. But from the standpoint of economic policy it would
be unwise to attempt to limit the increase in prices to the
direct effects of these new forces. Sooner or later Australia
will have to accept the need for a higher level of values and
prices to restore monetary equilibrium. The longer we delay
in allowing this unavoidable rise to take place the longer will
be the duration of the transition to a normal peace-time
economy, and the longer will controls be necessary.
This is not to say that a rise in prices will be sufficient by
itself to restore the position. For one thing, in Australia a
large proportion of all incomes are linked to the price level,
and this to some extent nullifies the effect of rising prices in
producing a balance between demand and supply. To be really
effective a controlled increase in prices should be accompanied
by an active government policy aimed at reducing the volume
of potential spending power. This can be achieved by • curtailing new government expenditure and economising in
existing government expenditure, by governments budgeting
for a surplus and by the more rapid retirement of outstanding
Treasury Bills. Concurrently, the Commonwealth Bank, in
co-operation with the trading banks, should take such action .
to avoid increases in bank advances as the circumstances warrant; needless to say, this action should be based on financial
considerations and not on political exigencies. There are strong
reasons why all these measures should be pursued vigorously
at the present time.
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PRICE CONTROL

(continued)

INSTRUMENT OF ECONOMIC MANAGEMENT
There remains to be considered the question of pricecontrol as a permanent instrument of economic management
as proposed in the statement by the Minister for Labour mentioned at the beginning of this article. The Minister suggested
that permanent powers of price-control were necessary if the
Commonwealth Government were to be successful in preventing profiteering, and in maintaining full employment and
economic stability by ironing out the steep upward and downward swings in the price-level which occur in times of boom
and slump. It must be seriously questioned whether pricecontrol in a peace economy could ever be a really effective
weapon for the prevention of profiteering. In fact, there are
strong grounds for believing that the profiteer thrives more
vigorously under a system of controlled prices than in the
competitive markets of the free economy. The profiteer is of
the breed which sidetracks the effects of price-control by
resorting to the black market.*
It is also highly doubtful whether price-fixing would
prove to be an effective weapon in regulating boom and slump
conditions. There are ample other weapons in the field of
broad financial control for the Government to prevent the
development of unhealthy boom conditions. The modern and
now well-recognised methods of credit and budgetary management should be sufficient to enable the Government to
control boom conditions.
The use of price-control as a means of preventing a slump
in prices would very likely be quite ineffective. It is an
infinitely more difficult thing to fix and maintain minimum
prices than it is to maintain maximum prices. With maximum
prices only one party, the producer, has an interest in the
black market. The interest of the other party, the consumer
or the purchaser, lies in the official price being observed. But
with minimum prices both parties—the buyer and the seller
• This is a first-rate instance of the general truth that excessive control leads
to evasion within and without the law and thus to the debasement of ethical
standards and the deterioration of the moral tone of the community.
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may stand to gain through resort to the black market. To
enforce observance of price-control under these conditions
•
might prove impossible.
The free market with prices moving freely in response to
competitive activity and to the constant changes,, some large
and some small, in supply" and demand, is the central feature
of private enterprise. It is through the free price market that
the public is able to express its preferences for the kinds and
quantities of goods it wishes to have, and the producer is
enticed to meet the public's desires". When prices are fixed by
the State, the State, not the public, is in a position to determine what shall be produced and therefore what shall be consumed; the State becomes the final arbiter and the public loses
its right of free choice. In fact, it is the free price market
which distinguishes free enterprise from the planned and
controlled economy.
Price-fixing is in essence a denial of democratic free
enterprise, and. can be justified only in conditions of acute.
economic emergency. It is a slovenly, inefficient, dictatorial
and remote method of controlling the nation's economy,
because it places in the hands of a few government officials the
authority to determine costs and prices throughout the entire
economic structure. It is a system of back-seat driving. There
are manifest advantages to a nation's economy in having costs
and prices determined on the spot by the decisions of tens of
thousands of buyers and sellers instead of by the "remote
control" of a few hundred officials.
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INFLATIONARY TRENDS
PRICE INDEXES
YEARLY AVERAGES: BASE YEAR 1939 =100
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INFLATIONARY TRENDS
VOLUME OF MONEY: BASE YEAR 1939=100
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INTERPRETATION OF GRAPHS
graphs on pages 22 and 23 give a broad
T HEpicture
of the inflationary developments in

Australia, the United Kingdom, and the U.S.A.
since 1939.
In order to describe the extent of inflation, the
movements in three main economic factors need
to be examined — prices, the volume of money,
and the total national output of goods and services. Graphs 1 and 2 show the movements in
retail and wholesale prices, Graph 3 shows the
trends in the volume of money, and Graph 4 the
trends in national income.
Rising prices are not the cause of inflation.
They are the consequence of inflation. Inflation
results when the volume of money—that is, liquid
funds in the hands of the public in the form of
cash and bank deposits—increases more rapidly
than the supplies of goods and services available
for purchase. Changes in the relationship between the volume of money and the supplies of
goods need not, however, be reflected in an
equivalent change in prices. During the war, all
countries through price-control prevented the
full effects of inflation from being reflected in
the price level. But price-control did not prevent
the inflation itself.
Inflation cannot be prevented through pricecontrol, because price-control operates on the
result—not the cause—of inflation. Price-control
is a palliative not a cure. Palliatives are, of
course, up to a point desirable; but insofar as
they tend to conceal the existence of the disease
itself, they contain elements of danger. The real
task of the economic practitioner is to effect a
cure, to eradicate the disease by eliminating the
cause. Price-control cannot do this.
The severity of the malady—the extent of inflation — can be assessed roughly by comparing
between two points of time the increase or decrease in the volume of money with the increase
or decrease in the volume of goods. On this basis
it is apparent that between 1939 and the present
a very considerable degree of inflation has taken
place in the three countries — Australia, the
United Kingdom and the U.S.A. The disease has
made dangerous inroads into the economic systems of all three countries. But it need not be
fatal.
To stay the course of the' disease and to restore economic health, the volume of production
must be increased relative to the volume of
money. Assuming that the volume of money
remained stable, increased production could be
a powerful factor in relieving the inflationary
situation. But under present conditions it is inconceivable that, by itself, increased production
would be sufficient. Steps also need to be taken
to control and possibly reduce the volume of
money.
. There is a close correspondence in the degree
of expansion in the volume of money since 1939
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in all three countries—about 180 per cent. in the
United Kingdom, 170 per cent. in the U.S.A.
and 150 per cent. in Australia. In the case of
national income, however, which is roughl
equivalent to the value of national output, then
is a very marked disparity. In the U.S.A. nationa
income has risen by about 150 per cent., but it
the United Kingdom and Australia only about
60 per cent. This, of course, represents the
change in values not quantities of production
Total national production in terms of quantitie:
has increased since 1939 by about 50 per cent. ir
the U.S.A., but in Australia and the Unite(
Kingdom it is believed to be roughly the sam(
as in 1939—perhaps slightly greater.
We would not be safe, on the basis of thi:
rather generalised picture, to jump to the con•
elusion that, since the beginning of the war, the
magnitude of inflation in Australia and the
United Kingdom has been greater than the
U.S.A., because economic circumstances and con•
ditions 'in all three countries differ profoundly
It is sufficient to point out that the inflation it
each case has been most marked.
Nevertheless, the inflationary pressure 'in the
U.S.A.—that is, the gap between goods and pur•
chasing power—has already been to some extent
relieved by the great increase in prices whicl
has taken place in that country—much greater
than in either Australia or the United Kingdom
Retail prices in the three countries show
rapid rise to 1943, when as a result of stricter
control over price increases and by subsidy pay
ments, prices were stabilised. In the Unitec
Kingdom and Australia, retail prices have re•
mained fairly stable since 1943, because of the
maintenance of price control and subsidies, but
in the U.S.A. a sharp rise in prices commence(
in 1946, when price-control was removed.
The index of wholesale prices gives a lest
artificial picture of comparative price move.
merits. It demonstrates the seriousness of the
increase in wholesale prices in the United King
dom in the early years of the war as compare(
with Australia and the U.S.A. But since 194f
there has been a rapid surge in wholesale price:
both in the U.S.A. and the United Kingdom—
although much more pronounced in the forme:
country. Wholesale prices in Australia have no'
increased so rapidly. The marked disparity be
tween the movements' in wholesale and retai
prices in the United Kingdom is largel:
accounted for by the effect on the index of re
tail prices of the immense government subsidie:
on food and other commodities—now well ove:
£400m. a year.
Due to a variety of causes, the rise in botl
retail • and wholesale prices in Australia ha:
accelerated over the last six months. There is
strong probability that the tendency will become
more pronounced during the current year as ail
full effects of the 40-hour week and higher wage
costs and import prices make themselves felt.

