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SOON after the publication of the last number of "Re-
view," a Minister of the Crown, in a statement to the

press, referred to it as propaganda for political purposes.
This statement was clearly intended to throw doubts on the
integrity of the material that appears in "Review" and on
the motives of the Institute itself. To those who read "Re-
view" conscientiously the matter in it will, we believe, pro-
vide good and sufficient answer. With those readers who
are not so conscientious; or, whose political and economic
preconceptions lead them to approach "Review" with some
suspicion, the Minister's statement may carry weight. In
any case a few observations on the subject of propaganda—
in these days a vitally important one—and on whether the
published material of the Institute can fairly be said to
merit that description will not be out of place.

By no means all propaganda is corrupt. Indeed, from the
standpoint of strict dictionary definition, propaganda is a
word with an entirely honourable meaning. Nevertheless, it
cannot be denied that modern usage has invested the term
with a sinister and unwholesome connotation. If we wish to
dismiss an article, a broadcast, an advertisement, as of no
serious account we refer to it contemptuously as "propa.
ganda." By that we mean that it is something to be sus-
pected, something whose content is at worst grossly inaccur-
ate and dishonest, or, at best, deliberately misleading. Much
present-day political pleading, regrettably, must be said to
fall within this description.

The methods of a great deal of modern propaganda are
exaggeration, distortion, and, not infrequently, unblushing
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Propaganda (continued) 	

falsification of the truth. Its purpose is to win support for an idea or
cause by making claims which are not in accordance with fact or reason,
or by exciting the passions or arousing the prejudice of the public against
an opposing idea or cause.

The immense and apparently ever-swelling stream of propaganda, to
which the people of the democracies are in these days subjected, consti-
tutes, in our view, a serious threat to the good health and even to the sur-
vival of democracy itself. For if democracy is to function effectively, the
people must be accurately informed on the central public issues of the day.
Moreover, they should be able to contemplate and pass judgment upon those
issues in a calm, dispassionate, and tolerant frame of mind, free from un-
due bias and prejudice. But a vast proportion of modern propaganda is

not conducive to that kind of mental and emotional climate in which the
public is most likely to arrive at sound decisions on the great matters
affecting its welfare. Indeed, some of the attempts to mould opinion in
the democracies today are only one whit better than the methods of com-
pulsion used in the totalitarian state. As Stephen Leacock has astutely
observed: "Even if freedom of thought and liberty of belief are fully
granted, they may be attacked again by the newer method, not of trying
'to compel people to believe, but of cheating them into believing. This is
called propaganda."

If propaganda is defined in the sense conferred by much present-day
usage, then the articles appearing in this publication are most certainly not
propaganda. There are no sinister intentions or motives in the work of the
Institute. All the material in "Review" is the product of careful research
and conscientious analysis of the facts. And where an article is primarily
an essay in persuasion rather than a factual analysis, then, so far as pos-
sible, we attempt to state our argument in moderate and tolerant terms,
free from gross over-statement or undue exaggeration. Of course, we
have a cause to promote, and our work no doubt suffers from the un-
conscious bias common to all those who believe with fervour and convic-
tion in what they are trying to do. Nor are we so naive as to suppose
that the weapons of emphasis, of irony, of apt and forceful allusion or
colourful illustration, have no honourable and useful part to play in the
trade of economic and political journalism. Nevertheless, our constant en-
deavour is to preserve a reasonable impartiality, a moderate tone, and an
unswerving concern for the true facts.

Where we fail in this, we do our cause no good. For, by and large,
private enterprise is strong enough to stand up to the most exacting critical
scrutiny. Private enterprise will seldom suffer from public disclosure of
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the facts on which must rest a large part of its claim to survival as an
integral and vital- part of our economic organisation. It has, on the other
hand, suffered disastrously from insufficiency of factual economic know-
ledge, and from its own failure, arising either from apathy or from mis-
guided reluctance, to make known its achievements and its views to the
public.

It has also suffered in the past, and is suffering in the present, from
the activities of some of its well-meaning advocates, who appear to think
that it is , through publicity, and only through publicity, of the propagan-
dist variety, that free enterprise can ever hope to survive the socialist
menace. The Institute believes that incalculable damage can be done to
free business enterprise by those who grossly exaggerate its virtues, who are
unable to acknowledge any faults capable of correction, who resolutely
refuse to see any vestige of good in the views of its opponents, and who
fondly imagine that, in the long run, the public is so gullible as to be
misled by wild assertions or unqualified generalisations.

The Institute has consistently emphasised its view that, in the final
summing up, business will primarily be judged by its deeds, not by its
words; by its performance not by its protestations. We adhere to this view.

The job of preserving free enterprise is much more than that of ex-
posing and countering the numerous lies and half-truths and insinuations
about business which are circulated every day—though that is important.
The job of business is to strive to do the right thing, the right thing
economically and the right thing morally. An eminent American philoso-
pher has said: "A great society is one in which its men of business think
greatly of their functions." In this conception, in rational constructive
argument, and not in tawdry, cheap and unwholesome propaganda, lies the
way to the preservation and advancement of free enterprise in this country.*

Chairman, Editorial Committee.

• f any of the supporters of free enterprise doubt this they would be well
advised to .consult an article in the May, 1949, number of the leading American
business journal, "Fortune," entitled, "Business is Still in Trouble."
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The American Economy
THE eyes of the world have, in recent months, turned in-

creasingly toward the United States. The American
economy, which, toward the end of 1948, had achieved an
unprecedentedly high level of activity and an unprecedentedly
low level of peace-time unemployment, has shown unmistak-
able signs of slowing down. Fears of inflation, which were
rampant at the time of the Presidential elections last year, were
almost overnight replaced by fears of deflation, as the prices
of basic commodities, which had been running at record levels,
turned suddenly downward. Throughout the first half of this
year the recession in American activity gathered way—pro-
duction continued to decline, prices and incomes continued to
fall, unemployment continued to rise. Overseas press cables
were anxiously scanned almost daily for some sign that the
downward drift was abating. In July the picture improved
slightly as some prices steadied and others moved upward. It
is difficult, at the time of writing, to say to what extent sea-
sonal influences were responsible.

So far the actual magnitude of the decline in economic
activity is of minor proportions. Like other countries, the
United States had been riding on the crest of a post-war boom,
stimulated by abnormal world shortages created by the war;
and some recession, sooner or later, was inevitable, as the post-
war re-stocking demand in homes, shops, factories and public
utilities began to be satisfied. The unemployment figure of
four millions, however, is still much below the average of the
pre-war years, and the level of economic activity still much
above anything previously regarded as normal. It is not what
has already happened, but what may happen, that is giving
rise to concern and anxiety. In practically everyone's mind
is the question: Is the break in American activity the begin-
ning of another large-scale depression in the United States,
and indeed in the world?

So far there is no reason at all to believe that it is; but the
question may not be definitely answered for another six to
twelve months. Until then the uncertainty will continue, and
the eyes of the economic world will remain uneasily fixed on
the United States.

World economics are dominated by the United States. In
resources and productive capacity, in world trade, in foreign
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investment (if free grants are included) and world commodity
markets, the United States easily leads the rest of the world.

With only 6% of the world's population, her production
amounts to over 40% of total world output. In .1939 the
production of industrial minerals in the United States was
almost four times greater than that of the second largest
producer—the U.S.S.R. The United States runs away with
the production race, partly because of her abounding natural
resources and massive population, but basically because of her
great superiority in productive efficiency. In real national in-
come per head she far surpasses any other country. This is a
magnificent vindication of the virtues of the free enterprise
way of life to which she is firmly wedded.

Her influence in world trade is also decisive—though
overseas trade represents only about 6% to 7% of her national
income. During the prosperous 'twenties, the United States
was the world's greatest exporter (comprising 16% of the
total of all exports as compared with Great Britain-11%) .
Her imports amounted to 12% of the world total, and she
was second only to Great Britain with 15%. As a conse-
quence of the economic collapse in 1929, U.S. imports and
exports for 1931-35 declined to about half of the level in
1921-25. Since what the people of the United States spend
on imports is directly related to the level of their internal
economic activity, world prosperity is largely dependent upon
the ability of America to maintain a high domestic demand
for her own products. If she fails, repercussions in every
important trading nation are sure to follow.

WORLD FINANCIER
The United States is replacing Britain as the world

financier. The magnitude of British long-term investments
abroad was greatly reduced during the war by the . sale of
British assets to finance war supplies; on the other hand, the
United States financed the war requirements of the allied
powers through Lend-Lease to the tune of $46 billion. Since
the war U.S. long-term loans and investments have steadily
increased, and now, for the first time in her history, exceed
those of Great Britain. She has also provided vast sums through
free grants-in-aid, and plans to spend in' all $16 billion in
the Marshall Aid Programme. The United States is now
obliged to undertake the responsibilities, borne mainly by
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The American Economy (continued) 	

Britain in the 19th Century, for the supply of capital to the
rest of the world to raise living standards and purchasing-
power, and hence help to provide an outlet for her own mas-
sive productive capacity. From a long-term standpoint, the
continuance of a large capital outflow from the United
States is imperative for the maintenance of demand through-
out the world and for her own internal prosperity.

COMMODITY PRICES
The United States exerts a determining influence on

world prices for basic commodities. The U.S.A. is now
virtually the only major free market in the world; the opera-
tions of British and other markets have been closed, or
severely curtailed, as a consequence of bulk purchasing
arrangements made directly between governments. World
prices tend to follow U.S. futures' quotations. U.S. con-
sumption constitutes so large a part of total world consump-
tion that world prices are to a great extent determined by
the intensity of American demand. The United States con-
sumes about one-third of the world's cotton

'
 one-quarter of

its wool, one-eighth of its wheat, two-fifths of its rubber,
apd about one-third to one-half of basic minerals such as
iron, coal, zinc, tin and lead.

In, matters economic the United States bestrides the
world like a colossus. Because of its dominant position in
world production and consumption, in trade and finance, the
tempo of American activity largely sets the tempo of eco-
nomic activity throughout the world. Few countries could
remain unaffected by an American depression or even a
severe recession, although something can be done through
internal domestic policies by individual countries to lessen
the shock of an American decline on their own economies.

ELEMENTS OF INSTABILITY
Nevertheless, a reasonable measure of stability in the

United States is vital to stability throughout the world.
Economic tremors in the United States are felt in practically
every country, and often give rise to consternation and fear.
But the very size and vigour and wealth of America create
latent elements of instability. To some extent this instability
is part of the price that she pays for her extraordinarily rapid
rate of progress. Technical change and improvement take
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place almost at breakneck speed, and the annual rate of in-
crease of productivity—production per manhour—in the
States greatly exceeds that of any other nation. The huge
American capacity for production requires, if it is to be kept
fully employed, a correspondingly rapid increase in the con-
sumption standards and habits of the people. But this is not
easily achieved. Even in the United States, there are limits to
the flexibility of probably the most adaptable and flexible
people in the world. With their genius for technological
innovation, the components of production fluctuate widely.
Great national advertising programmes often precede the pro-
duction of new products. Resources of manpower and
materials are drawn . to and fro, in response to changing de-
mands as reflected in prices. In an economy as vigorous, in-
ventive and dynamic as the United States, some degree of in-
stability must be accepted as inevitable. In the past much
hardship has been imposed on sections of the American people
by the shifting stresses and strains in the American economy,
but there is now very good reason to hope that this will be
greatly alleviated in the future by U.S. federal government
action.

EFFECT OF U.S. RECESSION ON AUSTRALIA

Australia, along with other countries, is supremely con-
cerned in the ability of the United States to maintain itself
in stable prosperity, and hence to sustain the flow and volume
of world trade. The recession now taking place in the United
States is being, and will continue to be, felt by Australia
directly in the prices of its own basic exports. World wheat
and metal prices have already responded to the price decline
in the United States, and wool may shortly follow suit.

Moreover, falling prices and costs in the United States
imply increasing competition in world markets. A vigorous
drive by the United States to sell surplus production abroad
at cut rates would greatly aggravate the British export prob-
lem, and would tend to deprive Britain of much-needed ex-
port income to pay •for her essential imports from sterling
countries as well as from America. Britain is Australia's
greatest market for exports of. foodstuffs and raw materials.
A decline in British demand and employment would react
unfavourably on Australia's own export " prices and income,
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The American Economy- (continued) 	

and would thus, in the absence of counter-balancing factors,
reduce the level of spending within Australia.

The countries of Western Europe are also very large
consumers of Australian primary products and raw materials.
A serious recession in the United States would almost cer-
tainly intensify the economic difficulties of European coun-
tries in their struggle back to prosperity and solvency, and
would thus tend to reduce their purchases of Australian
goods.

PROSPECTS OF PREVENTING DEPRESSION
Whether the United States will be able to control the

recession now taking place, and prevent the development of
a major depression, is thus a question of critical importance
to Australia. What are the prospects of this? No definite
answer can be given. In economics, as in other things, the
United States is more or less unpredictable. Generally, in-
formed American opinion is that there will be no large-scale
depression; and, that if a serious slump should occur, there is
no reason why it should be other than short-lived. How far
this . view is founded on solid conviction, how far it amounts
to "whistling to keep their courage up," is not easy to tell.
Generally, however, cold analysis would suggest that a serious
depression will be avoided, and that the adjustment from post-
war boom conditions to a lower price level, and to a more nor-
mal state of internal demand, can be achieved without an in-
tervening collapse.

In the first place, some retreat from the dizzy heights of
1948, attained partly under the upward pressure of the post-
war restocking process by businesses, private individuals and
governments, was, sooner or later, inevitable. In fact, the
decline which is now taking place can, in part, be attributed
to the phenomenal success of the American post-war pro-
duction drive in overtaking war-caused shortages. To take
an example—a year ago steel was a bottle-neck holding back
production in many fields; on latest indications it has not only
caught up with demand, but has passed it to such an extent
that the steel industry is now operating at only 80% capacity.

In a financial sense the American economy is funda-
mentally sound.. There is no reason why an economic crisis
should occur because of financial reasons. In this respect the
situation is wholly different from 1929. The 1929 depression
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was primarily a consequence of "boom headedness" in the
nineteen-twenties. Great developments in the mass produc-
tion of manufactured goods,.such as motor cars and electrical
appliances, generated a wave of borrowing and speculation,.
which culminated in frenzied gambling in stock exchange
securities. Money could be obtained almost for the asking,
and caution was thrown to the winds. The banking system
was completely immature in the matter of currency and
credit control.

In many instances the additional finance created was not
channelled into solid productive activity, but used for private
speculation and excessive personal expenditure through hire
purchase and other consumer credit arrangements. Once
the boom collapsed and banks and financial institutions were
forced to reverse their excessive lending policies, total demand
fell precipitously, and, despite the efforts to revive activity
and spending through the New Deal, recovery was slow and
laborious. It has been estimated that the national income lost
as a consequence of the depression exceeded the entire cost
of the last war to the United States.

Fortunately this time the situation is very different.
There has been no excessive lending or speculation. Generally
the debt situation is extremely sound. The Federal Reserve
Bank, which was reconstituted in 1935, with greatly increased
powers of financial direction, has exercised much more strin-
gent control over member banks, has curtailed unwise credit
expansion, and virtually eliminated excessive speculation on
the Stock Exchange. Though, for instance, there are now.
twice as many stocks listed on the New York Stock Exchange
as in 1929, and the American public has three times as much
money, the aggregate value of all listed common stock to-day
is about one-quarter less than just before the great crisis
twenty years ago.

Bank reserves in liquid form are now regarded as ade-
quate to tide over a difficult period, whereas in 1929 the
banks were unable to prevent a collapse of confidence in
their own solvency; nor were they in a position to obtain
much-needed assistance from the central banking authority.
Restraints have been exercised over consumer spending,
through credit and hire purchase restrictions, and over invest-
ment in corporation securities; these restraints are now being
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The American Economy (continued) 	

relaxed with the advent of recession. To-day the American
public has personal savings of $200 billion to fall back on
in the event of a decline in personal incomes. Generally,
both business and the community have been much more
cautious than in 1929, and, having prevented the emergency
of runaway boom conditions, are much better placed to avoid
a severe down-turn.

In addition, the Federal Government of the United States,
along with other governments, has developed a much broader
conception of its reponsibilities in the control of inflation
and deflation, and the maintenance of economic stability and
employment. The Employment Act, passed by Congress in
1946, formally declares the responsibility of the Federal
Government to maintain high employment by appropriate
fiscal, monetary and other policies. Under the Act, a Council
of Economic Advisers to the President has been established,
the main purpose of which is to continuously review national
economic trends and to advise the President on anti-recession
measures. Counter-deflationary action proposed by the Coun-
cil includes large-scale public works projects such as con-
servation of resources, river planning and community de-
velopment to stabilise employment in the constructional and
allied industries; support prices for primary products to
maintain farm incomes; measures to bolster consumer spend-
ing such as cuts in excise taxes and increased unemployment
and social security benefits; and large-scale housing pro-
grammes subsidised where necessary by public funds.

INTERNATIONAL RESPONSIBILITY

In the sphere of international economics, the U.S.A. now
seems set to accept a far greater measure of responsibility for
the promotion of world trade and the economic welfare of
other nations than during the 'twenties and 'thirties, when
American political sentiment was predominantly isolationist.
The United States has taken a leading part in the trade and
monetary conferences held during and since the war, and in
the formation of the proposed International Trade Organisa-
tion—all of which are designed to restore and expand world
trade on a multilateral basis. In the renowned "point four"
of his inaugural address last January, President Truman stated
that the United States should make available American scien-
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tific and . technical knowledge to under-developed areas of the
world, and should encourage capital investment in those areas
to help achieve peace, plenty and freedom. With this greater
conception of its role of leadership in furthering economic co-
operation between the nations, the U.S.A. would appear to
be far more strongly placed than in 1929 to prevent a
dangerous depression internally and an economic catastrophe
such as that which overwhelmed the world twenty years ago.

BUSINESS PSYCHOLOGY

The United States is thus much more powerfully armed
to cope with economic recession on both the monetary and
fiscal fronts, and on the plane of international co-operation
and responsibility, than in 1929. An advance in economic
understanding has been accompanied by a more sober and
responsible attitude on the part of business and of the com-
munity generally. Nevertheless, the unpredictable factor of
American business psychology may eventually be the decisive
force in determining the course of economic activity in the
United States over the coming months and years. A high
degree of business confidence in the future, and the main-
tenance of business investment in expanding and modernising
plant and equipment is essential to continued prosperity and
stability. The huge productive capacity of the United States,
and the extraordinarily rapid tempo of activity and progress
of American industry, raise problems that are virtually ab-
sent in other countries where progress is, by comparison, snail-
like. These problems demand an exceptionally high order of
economic intelligence and leadership. The faster the car, the
more alert and intelligent needs to be the driver.

*	 *

A repetition of the recurrent crises of the inter-war years
would have disastrous political as well as economic reactions,
and would certainly weaken the cause of democracy through-
out the world, in the fight against the forces of totalitarianism.
Of this the United States is fully aware, and in this aware-
ness, in the new and enlarged sense of responsibility of the
American people brought about by the war, and in the under-
lying soundness of the American economy, the peoples of
other nations may with some confidence rest their hopes.
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	 Trends in t

The, following charts are reproduced from "Economic -Indicators," 'June, 1949, prepared
by the President's Council of Economic Advisers. They illustrate the recent down-turn in
employment, prices, production and company profits which has come to be known as the
"American Recession."
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The American Economy (continued) 	

CHANGES. IN THE UNITED STATES ECONOMY SINCE 1939.

1939.	 1947.	 1948.

Billion Dollars.

% Increase
1939-1948.

% Change
Mid. 48-
Mid. 49.

Income and Expenditure-
Personal	 Income	 .... ...	 72.6	 195.2	 213.6 194 + 3
Pers. Consumption Exp. ..	 67.5	 164.8	 177.8 163 - 1
Personal Savings	 .... ....	 2.7	 8.8	 13.6 404 +50
Corporate Profits	 ... ....	 6.5	 29.8	 34.0 423 -13
Private Investment	 ... ....	 9.0	 30.0	 39.7 341 -16
Net Foreign Investment ..	 0.9	 8.9	 1.5 66 N.A.

Construction-
Private	 ....	 .... ..	 3.8	 10.9	 13.6 258 - 2
Public	 ....2.5	 3.1	 4.0 60 +33
New Plant and EquiPm ent 	 5.2	 16.2	 18.8 262 - 1

Financial-
Vol. of Money 64.4	 172.4	 168.0 161 - 1
Fed. Public Debt 41.9	 256.9	 252.8 503 - 1
Fed. Income Tax 1.8	 29.3	 31.2 1,633 N.A.
Fed. Expenditure 8.9	 41.1	 39.8 347 +20

Internal Trade-
Sales	 .... ...	 133.4	 394.0	 435.4 226 - 5
Stocks	 .... .	 20.0	 48.0	 54.0 170 + 5

Foreign Trade-
Exports ... .	 ,	 3.2	 15.3	 12.6 294 + 7
Imports .... 2.3	 5.7	 7.1 209 -15

Indices: 1939 = 100.

Foreign Trade-Q'ties--
Exports	 .	 . 100	 244	 188 88 N.A.
Imports . 100	 116	 131 31 N.A.

Prices-
Retail	 ....	 .... 100	 160	 172 72 - 2
Wholesale	 ....	 .. 100	 197	 214 114 - 7
Farm Produce	 .. 100	 293	 302 202 -14

100	 129	 131 31 -16
Weekly Wages-M'fg. 100	 206	 223 123 - 1

Production-
Industrial	 ... ..	 100	 172	 176 76 -12
Agricultural ... ...	 100	 122	 133 33 N.A.
All Phys. Prod.	 • 100	 164	 171 71 N.A.

Millions.
Employment-

Civil Labour Force 55.2	 60.2	 61.4 11 - 3
Agriculture	 ....	 .... 9.6	 8.3	 8.0 -17 + 7
Manufacturing ..	 10.1	 15.9	 16.3 61 - 6
Unemployment	 . ....	 9.5	 2.1	 2.0 -79 +73

Source: Economic Reports of the President of the U.S. and the Survey of Current
Business.
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NOTES ON TABLE

A comparison of the American economic position in the
last three years with 1939 is shown on page 110.

Although somewhat distorted by changes in the value
of the dollar, some of these business indicators reveal an
astonishing increase on 1939. Personal income has trebled,
and physical output nearly doubled. Personal savings in
1948 were five times their pre-war level. After allowing for
currency depreciation, net income per head (after taxation)
has increased by 40% since 1939. Private investment and
construction and new plant expenditure reached peaks in
1948, three or four times higher than those of 1939.

Prices received by farmers have increased much more
rapidly than other prices. The total amount of corporate
profits (before taxation)—not rates of profit—is five times
the pre-war level. Share prices are only one-third above
pre-war.

Unemployment in 1948 at 3% was practically non-
existent, despite the great increase in the labour force which
has taken place since 1939 when unemployment amounted
to 17%. Unemployment in total is even now only half the
1939 level. The decline in farm labour contrasts strongly
with a 60% increase in manufacturing employment. Lay-
offs in manufacturing now amount to only 5% of total
manufacturing employment, and should not therefore cause
undue alarm.

The vast expansion in the size of federal finances illus-
trates the increased responsibilities of the central government.
Income tax is 17 times the pre-war level, and, if maintained
as a means of redistributing income to lower income groups,
should assist in the maintenance of a high level of consumer
spending.

The overseas trade figures provide interesting compari-
sons with 1939. Although exports have quadrupled, imports
have less than trebled. In physical quantities the discrepancy
between exports and imports is even greater. That imports
are probably at their peak gives some cause for apprehen-
sion and indicates the need of continued American capital
loans to bridge the gap between exports and imports.

The great decline in net foreign investment in 1948 is
mainly due to a shift in foreign aid from loans to grants.
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A CASE FOR SOCIALISM?

T7THERE has come into our hands a book-
entitled "Towards a Socialist Aus-

tralia." It is produced by the Fabian
Society of New South Wales.

For several reasons it has a peculiar
importance. First, it is on a higher plane
of thought and argument than the
socialist propaganda to which we are ac-
customed. In fairness, it must be said
that this book is not propaganda at all.
It is a sober and conscientious attempt to
state a case for the replacement of free
enterprise by a socialist economy.

Secondly, it gives a clear idea of what
complete socialism would probably mean
—a matter about which the majority of
people are still very hazy. It would mean
mainly three things:—

First, that the great part of industry
would be under government ownership
instead of under private ownership:
"Socialism implies much more than the
nationalisation of particular industries
for particular reasons. Socialists aim
at a change in the character of the
economy from one in which industry
is mainly privately owned to one in
which industry is mainly owned by the
community" ;
Second, that the type and quantity of
goods produced, the employment pro-
vided, and the distribution of incomes
would be "planned by the state":
"Socialism embraces no less than the
planning of industry as a whole to
achieve community objectives relating
to employment, production and distri-
bution" ;
Third, that there would be virtually no
incomes from property :—"All incomes
would be paid for work done, and never
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for mere property ownership without
work."
A further, and most important, reason

why the document has a special signi-
ficance, is that while the argument is
moderately and conscientiously stated,
while its authors evince a genuine con-
cern for the traditional values of liberty
and the freedom of the individual in the
socialist state, it nevertheless suffers
from the fallacies and weaknesses com-
mon to all expositions of the socialist
case. There is the same tendency to bald
assertion without any convincing factual
support, the same blind disregard of the
teachings of experience, the same confus-
ing array of unreal simplifications and
crass contradictions.

Like all socialists, the authors have in
their minds a picture of an "ideal"
economic order, but they are constantly
in difficulties in trying to reconcile this
"ideal" with the hard realities of ex-
perience and with the limitations imposed
by the human kind, which has so far
shown itself to be constitutionally in-
capable of acting in anything like an
"ideal" fashion. While they would, no
doubt, be extremely reluctant to admit it,
the authors frequently betray their in-
ner doubts whether a sufficient measure
of co-operation and of public spiritedness
and private disinterestedness will be
forthcoming to make the socialist system
function effectively. These doubts lead
them into many uneasy compromises and
often into flat self-contradiction.

"Financial Incentives."
For instance, they condemn, like all

socialists, the "profit-seeking" aspect of
the existing economic system, and state



that "socialism aims at the replacement
of profit-seeking by conscious planning."
But, when it comes to the point, they find
themselves compelled to retain it. "Some
financial incentives will be necessary.
This will give rise to inequality. It is
unlikely that people will undertake long
courses of training to acquire special
skill, work hard to achieve promotion,
undertake work of a specially difficult
and dangerous character, or accept great
responsibility without financial incen-
tive." The socialist is thus unable to
dispense with the profit-motive—that
motive which he has so strongly assailed
as an odious feature of the private enter-
prise system. By what miracle of logic
does it become right for a man to try to
increase his gains as an employee of the
state under socialism, when it is wrong
for him to do so as a private individual
under free enterprise? 	 . .

The authors are plainly uneasy about
this . resort to the "unworthy" profit-
motive. They attempt to' excuse them-
selves by suggesting that at least social-
ism will not have to rely so heavily on
"financial incentives" ; (apparently they
are too delicate to stomach the term "pro-
fit-motive"). "A socialist economic sys-
tem under which all incomes were paid
for work done and never for mere pro-
perty ownership without work, would be
fairer and morally superior to capitalism.
By the elimination of property incomes
the main cause of inequality would be
eliminated." But this contention leads
the authors into some very shoddy reason-
ing and into another remarkable self-
contradiction. For elsewhere in the book-
let, they state: "Interest would continue
to be offered as an inducement to indi-
viduals to save, to supplement public pro-
vision for their old age and their chil-
dren." And they go on to say quite
arbitrarily : "But the interest incomes
which result from these forms of borrow-
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ing would not represent a significant part
of anyone's income and since they would
not permit the accumulation of large
fortunes, they would properly be regarded
as a social dividend instead of a factor
making for inequality." But how could
these incomes do other than make for
inequality? The thrifty people and the
people benefiting from "financial incen-
tives" for work would soon accumulate
much greater savings than the less
thrifty and those on lower incomes, and
would obtain much more income from in-
terest.

Competition.

Another contradiction ! In one part of
the booklet the authors state that social-
ism will emphasise co-operation rather
than competition ; and they expound on
the disadvantages of the latter. But in
another part they admit that one of the
means of ensuring efficiency in socialised
enterprises, would be to induce them to
compete vigorously with one another by
giving monetary and prestige incentives
to managers and workers. Thus, in a
society to be based mainly on co-opera-
tion, there is to be both the central prin-
ciple of private enterprise—competition
between firms—and, if that were not
enough, competition between individuals,
for the highest financial prizes. Ap-
parently, in order to make socialism tick,
the socialists are reluctantly forced to
recognise that they cannot rely on al-
truistic and "service" motives ; that what
will be necessary will be plenty of juicy
carrots and a liberal dose of the stick of
competition. This is just what the be-
lievers in private enterprise have been
arguing for years.

There are other places in the booklet
in which the authors seem to betray mis-
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givings as to whether human nature will
be high-minded and selfless enough to
measure up to the requirements of the
"ideal" economic system they would wish
to see established.

"Courteous Service."

Where practically all activities are
controlled by the state, high standards of
courteous service on the part of public
servants, they recognise, are essential.
But how are they to be obtained? The
problem they admit is "a real one"—
human nature being what it is. Under
competitive private enterprise, the con-
trollers of industry are forced to pay
close regard to the wishes and needs of
the consumer. Otherwise they lose
money, or go out of business. But how'
can the controllers of state enterprises
be compelled to defer to the consumer?
They cannot go out of business, and the
money they lose is not theirs, but the
community's.

During the war period of acute short-
ages, when the supplier had no difficulty
in selling everything he could acquire,
there was no rarer commodity than
"courteous service." The accepted busi-
ness dictum that "the customer is al-
ways right" was relegated to the scrap-
heap and was only resurrected with the
threatened return to normal competitive
trading. Would the customer ever be
right where the state was the sole or main
supplier? Would it really be possible to
get "courteous service" where the cus-
tomer had no means of redress, or would
the civil servant rapidly degenerate into
an uncivil master?

Full employment under socialism, say
the authors, will work only "provided
trade unions live up to their new and
wider responsibilities" But will they?
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Socialised industries will be at least as
efficient as private enterprise "if modern
methods of administration are adopted."
But can one be certain they will be? Will
the planners with assured jobs and re-
latively assured status, be vigorous and
public-spirited enough to drive ahead with
new ideas and methods ? Right through
the booklet the authors unwittingly be-
tray the doubts existing in their own
minds whether ordinary fallible human
beings will be good enough to work the
system they have in mind for them.

Stephen Leacock.

One is reminded of what that wise old
man, Stephen Leacock, said in his ini-
mitable and penetrating fashion: "Social-
ism means everybody working along with
everybody else for everybody's good, in
cheerful co-operation and equality, in-
stead of each selfishly working for him-
self in a world of inequality and injus-
tice. The idea is grand. I'm all for it.
But I'm not fit for it. At least I might
be, but I doubt you other people. I'd hate
to give up my house and my shares in
my latest get-rich-quick gold mine till
I am a little more sure of the rest of you."

The Trade Unions and Socialism.

We are constrained to ask, therefore,
what would happen in the socialist
economy if people did not play the game
according to the socialist plan. What if
the trade unions endangered the plans for
full employment by excessive claims for
high wages, or refused to change jobs
from the "less essential" to the "more
essential" industries (according to the
planner's decisions) except for exorbi-
tant "attraction" wages, which would
give rise to unrest among workers in
other industries ? Would the state be pre-



pared to see its own plans go by the board
nr would it resort to the weapon of com-
pulsion? If the latter, then we are well
m the road to the totalitarian state.
the booklet faces this dilemma and hints
inmistakably that compulsion might be
lecessary : "They would have to approach
their task in the knowledge that failure
(to appreciate the importance of the
mobility of labour and the changed con-
ditions of a full employment economy)
would mean a choice between substan-
tially forgoing economic and social pro-
gress on the one hand, and accepting
some form of compulsory direction of
Labour on the other." At least under
private enterprise, if trade unions refuse
to accept their responsibilities, they only
have to forgo the fruits of economic pro-
gress. No question of the compulsory
direction of labour ever arises. And
what if a great trade union chooses to
strike against the state authorities ? Would
that be permitted if the "planners" saw
in it the threatened destruction of their
schemes. Is it not very probable that
the state would compel obedience? In
fact in a socialist society could the trade
unions hope to preserve their indepen-
dence? To whom would the trade unionist's
first loyalty be—to the union or to the
community (as the socialist theory would
require) ?

The authors advance four main argu-
ments for the introduction of socialism:

First, they claim, that it will produce
more than the free enterprise system.

Second, that it will produce more of
the things most needed by the people.
"A system based on free enterprise,"
they say, "is fundamentally incompatible
with the production of the right things
in the right quantities."

Page One Hundred and Fifteen

Third, that it will eliminate depressions
and provide full employment—something
which has not yet been achieved under
private enterprise. (Nevertheless, the
authors practically admit that, by the
adoption of the right policies, depressions
can be largely prevented under private
enterprise.)

Fourth, that it will lead to a fairer dis-
tribution of income.

Socialism and Production.

With the exception perhaps of the first,
these are no more than the arguments
commonly used by the socialists to justify
their case for the replacement of free
enterprise by a socialist economy. On
the first point, that socialism will produce
more than private enterprise, socialists
have seldom been very emphatic. The
authors of this booklet, however, have no
doubts at all that a socialist economy
could be much superior in the matter of
"delivering the goods." "The profit sys-
tem," they assert, "is restrictive and in-
efficient. Given the conditions of modern
industry it will usually pay a firm to sell
little at a high price and to restrict pro-
duction accordingly. The search for pro-
fits commonly results in restricted pro-
duction, not maximum production." But,
if this is so, why have employers been so
outspoken over the last few years in
urging the need for greater production.
Why, in fact, has increased production
always been a cardinal point of the policy
of employer bodies? Is it because em-
ployers desire to limit their own profits ?
The argument, quite plainly, becomes fan-
tastic. As a technical proposition it is
also fantastic. "Given the conditions of
modern industry," that is, with the in-
creasing tendency to mechanisation and
large-scale operations requiring expen-
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sive machinery and equipment, the exact
opposite of what the authors contend
must surely be true. As the fixed capital
charges of industry grow, the natural
tendency of management is to strive for
volume production in order to keep down
unit costs by spreading these charges
over the greatest possible output, and
thus to produce an article at a saleable
price. This, of course, is not to argue
that there are no instances of restricted
production by employers. There are.
Nevertheless, to assert that, in the main,
it is in the interest of employers and
maximum profits to restrict production,
is plainly ridiculous.

Moreover, how would the authors ex-
plain away the wonderful record of pro-
ductive achievement of private enter-
prise?—the production over the years of
an astonishing variety and expanding
volume of all kinds of goods and services
which have added to the comfort and en-
joyment of the people. Under private
enterprise hours of work have been al-
most halved, real wages have greatly in-
creased, social services have multiplied
many times. How has all that been pos-
sible ?	 Only, surely, out of greater,
more efficient production. All the his-
torical and statistical evidence disproves
the contentions of this booklet.

How can the authors, who are obviously
men of more than average . intelligence,
be blind to all this evidence? And if
they are not blind to it, how do they re-
concile it with their claim that free en-
terprise restricts production? They
might, of course, respond that they are
not thinking of the long-term historical
record of private enterprise, but of its
more recent record, under conditions
where (they would probably claim) the
organisation of industry has become more
monopolistic and less competitive. But,
if that is so, how can they ignore the un-
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paralleled achievement of the United
States—the country in which the prin-
ciples of free enterprise are given their
fullest and most active expression—
which has nearly doubled its production
in the last decade? Do socialists consider
facts, such as these, to be of no signifi-
cance, as mere irrelevancies to be given
no weight when the future economic
policy of the democracies is being con-
sidered? How can socialists, conscien-
tious as they in most cases appear to
be, continue to ignore the facts which
are plainly before their eyes—if they
will only open them? Can they readily
assume that an economy, in which the
majority of industries are owned by the
state, and run by government boards, will
be able even to remotely approach, let
alone surpass, the record in production of
free enterprise in a country like the
United States. If free enterprise has
weaknesses—and the I.P.A. has never
suggested that it has not—economic his-
tory and latter-day experience prove con-
clusively that they do not lie in the field
of production.

What are these weaknesses?

Inequality of Income.

To take the authors' own accusations
—first, the fact of inequality of income.
"One of the motives," they write, "which
from the beginning has led men to
socialism has been revolt against the gross
inequality of incomes under capitalism.
Fairer distribution is still an important
part of the case for socialism."

The authors would no doubt be pre-
pared to admit—in fact, in parts of their
booklet do admit—that we have gone a
very long way toward correcting gross
inequalities, and that this process has



taken, place without the need of any re-
volutionary economic transformation in-
volving the substitution of government
for private ownership of industry. If,
therefore, this movement toward the
elimination of gross inequalities of income
has been possible under private owner-
ship of industry, why can't it, where it is
wise and just, be continued under private
enterprise ?

A socialist Chancellor of the Ex-
chequer, Sir Stafford Cripps, recently des-
cribed the change that has taken place in
the distribution of income in Britain as
a revolution. This revolution has, how-
ever, owed nothing to the socialist objec-
tive of wholesale nationalisation. On the
contrary, it has occurred while the great
bulk of industry is still in private hands.
The authors make great play of the fact
that under socialism the "monopoly pro-
fits" which now go to shareholders, will
accrue to the community. But where do
the great bulk of company profits go
now? In 1947-48 the total earnings of
companies in Australia amounted to £178
million. Of this, £70 million went to the
government in company taxation, £64
million was "saved" by the companies to
be used for expanding and modernising
plant and equipment, £44 million went to
shareholders, on which the shareholders
then paid tax. Probably over half the
total income of Australian public com-
panies eventually found its way into the
hands of the government. How would
the community benefit from these so-
called "monopoly profits" if the state took
over all these companies ? From the 50%
which at present does not find its way to
the Treasury, the state would still have to
find something like £64 million if its
programme of development was to be
equivalent to that of private enterprise.

The story in Britain is the same. In
1948, of the profits of companies over one-
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half was taken in taxation, and over one-
quarter was saved. It has been proved
over and over again statistically that only
meagre financial benefits to the majority
of the community would result, if it were
practicable to divide up company profits.
Why then do socialists continue to argue
or imply that there is a great source here
of untapped wealth, which, if shared up,
would make everyone vastly better off ?
As "The Economist" said in referring to
the profits of British industry : "Profits
are not a widow's cruse which can be
tapped indefinitely for political purposes.
They are the income from which industry
pays heavily in taxation, from which it
attempts to maintain its capital, and
which, if sufficient is left, it may pay out
in part as a reward for risk-taking. Now
that the facts about profits are becoming
more fully known . . . there is no longer
any excuse for wild talk about them.
The evidence is available for all to see."
Nevertheless, as this booklet shows, "the
wild talk" persists.

Whatever is done to eliminate inequality,
some inequality—as the authors of the
booklet are sensible enough to see—must
remain if there is to be the incentive to
efficient work. Exactly how much incentive,
in other words, how much inequality, will
be necessary to procure maximum ef-
ficiency is a point that can only be decided
in the light of experience. There are
good reasons for thinking, however, that
in Australia, so far as incomes are con-
cerned, we are at present erring on the
side of too little incentive rather than too
much.

"What the People Need."

The argument used in the booklet that
private enterprise does not produce the
things most needed by the people, and
that socialism will correct this through
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the agency of government planning, is a
stock one in the socialists' repertoire.
It should be sufficient to say that it is not
supported by any economist in the world
with a reasonable claim to political im-
partiality. The authors write: "A sys-
tem based on private profit is funda-
mentally incompatible With the produc-
tion of the right things in the right quan-
tities." On the other hand Lord Keynes,
who no one could seriously accuse of
being either rightist or leftist in political
tendency, says : "I see no reason to sup-
pose that the existing system seriously
misemploys the factors of production .. .
there are of course errors of foresight,
but these would not be avoided by cen-
tralising decisions." The probability is
that the errors would be multiplied a
thousandfold. On what does the business
man under private enterprise base his es-
timate of the demand for his products
—that is to say of "the things the com-
munity most wants" ? He bases it on
prices -and- profits, on comprehensive ex-
pert survey of markets, on an intuition
and knowledge which come from a long
association with his particular field of in-
dustry.

How are the government planners to
estimate demand? Having destroyed the
indicator of the free price market on
which the business man depends, they
would be forced to take decisions which
must be largely arbitrary. If they pro-.
duce too much or too little, they don't
stand personally to lose anything so why
should they worry. The business man,
on the other hand, literally cannot afford
to be seriously wrong. If he is, he incurs
big losses, perhaps goes out of business.
Where the present system produces the
wrong things, luxuries before basic needs
of food, clothing, shelter, education, this
arises from inequality of income and can

' be corrected by modifying these inequali-
ties. This, the authors themselves ad-
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mit: "It is characteristic of capitalism
that production of luxuries occurs while
basic needs are left unsatisfied. This
arises largely from inequality of income
distribution. The remedy here lies in
the more equitable distribution of in-
come." If this is so why, it may be
asked, is it necessary to hand over to the
state total powers to decide what goods
and services the people most need, and the
power to produce those goods and ser-
vices?

Socialism and Freedom.
It is at this point of the socialist case

that the great issue arises whether
socialism is compatible with individual
liberty and political democracy. Where
the great bulk of economic decisions are
made by officials of the state, instead of
by producers and consumers acting in
a private capacity independently of the
government, is it possible to retain the
real substance of individual freedom?

The authors of the booklet make the
astonishing assertion that "private enter-
prise gains by its undemocratic freedom
from any sort of responsibility to the
community."

Do they seriously believe this? Do
they seriously believe that the great
majority of businesses can be succesful
unless they pay strict regard to their res-
ponsibilities to the community to give
good service, or to produce good quality
products at reasonable prices ?

In the argument that immediately fol-
lows the authors make it clear that, in
their view, the only true form of demo-
cratic control is that which is exercised
by Parliament. Does this mean as
would logically appear to mean, that when
the electors choose their Parliament they
hand over to that body complete and un-



qualified authority to decide everything,
down to the smallest detail of their per-
sonal lives; that any exercise of their own
personal initiative and decision is in a
sense undemocratic, and that only de-
cisions made by Parliament are demo-
cratic decisions ?

That, no doubt, the authors would say,
is a "reductio ad absurdum." But where
is the line to be drawn, between the
power of the state and the power of the
individual in a democracy ? According to
traditional theory, the all-powerful state
is the very antithesis of democracy. But
a state which controls practically the
whole of economic activity, which decides
what shall be produced in what quan-
tities, and therefore what shall be avail-
able for, consumption, and then proceeds
to produce it, and parcel out the product
among consumers, is very nearly all-
powerful, in the economic sphere at least.

The truth is that in the sphere of
economics there can be only one true form
of democratic control—that is the choice
exercised by the individual consumer to
decide whether or not he will purchase,
and on what terms he will purchase, the
products offered by the producer. This
is broadly the form of control which
exists under true private enterprise.
There can be no other effective demo-
cratic control. As Lionel Robbins, the
noted economist, describes it, It is itself
a kind of election: "that process of elec-
tion which not only allows proportionate
registration of minority opinions, but
also continuous review of producers' de-
cisions by those immediately concerned
with their ultimate results." This form
of democratic control would be almost

completely lost under a totally planned
economy. As Robbins says again. ". . .
instead of the detailed vote on individual
goods, the total plan on a take-it-or-leave-
it basis. . . ."

The authors of the booklet might retort
to this that the state industries would
defer to the wishes of the consumer.
That might be so ; but it is highly doubt-
ful. In any case without the free price
market they would have no practical
means of ascertaining what those wishes
were. It is far more likely, in practice,
that instead of the state plan being
adapted to the people the people would
be adapted to the plan.

Even so, the real point at issue is that
with the state in virtually complete con-
trol of production, it would not be forced
to defer to the wishes of the consumer.
It might defer, but it would not be forced
to. If it did not do so there would be no
means of making it. There would exist
no democratic sanction. Parliamentary
control over production would be demo-
cratic in theory and name only. There
would be no way in which the mass of
the community could effectively exercise
control over the kinds and quantities of
things produced or the prices charged.
No effective means would be open to the
community to compel the state to comply
with its wishes.

Unseat the consumer from his rightful
throne in the economic kingdom, hand
over to state officials the authority to
make the great- mass of economic de-
cisions affecting the everyday life and
welfare of the individual, and the way is
open to unbridled political and economic
despotism.
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Small Business .. •

I
N the conflict between private enterprise and socialism, at-

tention is almost wholly concentrated on the principal pro-
tagonists, upon the representatives of "big business" on the
one hand, and upon the advocates of socialism, on the other.
The contest is viewed by the public as "the banks, the insur-
ance and shipping companies, and the larger enterprises versus
the Government." "Private enterprise" is taken to be synony-
mous with the big companies whose names figure prominently
in the newspapers, and whose activities, because of their very
size, invite interest and discussion.

In its pre-occupation with the principals, the audience
overlooks the importance of the minor players on the stage.
Amid the clamour which the Federal Government's banking
proposals have evoked, and with propaganda concerning the
advantages of socialism assailing the ears, attention is diverted
from that section of the economy which has perhaps the most
vital stake in the continuance of the free enterprise system,
and which is certainly one of its most attractive features,
namely, the sphere of business activity characterised by the
term "small business." There can be no proper comprehension
of the true nature of the free enterprise system unless the car-
dinal significance of "small business" in the economy is fully
appreciated.

WHAT IS "SMALL BUSINESS" ?

"Small business" is a somewhat vague term, that may be
criticised for its lack of precision. Nevertheless, to most
people, it conveys a sufficiently definite impression. If stan-
dards are required by which to determine whether or not any
particular enterprise is "small business," we may say that any
business which, in point of numbers employed, capital invested
or annual turnover, is somewhat less than the average for the
industry t• which it belongs, falls within this category.

In many small businesses, the owner is also the manager.
It is his capital, and perhaps that of his immediate acquaint-
ances, which has financed the venture. The small business-
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man is personally known to his employees, whereas the direc-
tors of the large enterprise are frequently known to their em-
ployees only by name, and sometimes not even by that. It is
in small business that most of those desirous of "working for
themselves" must serve their apprenticeship, and, in many
cases, their whole productive lives. "Small business" includes
the typical retail store, the pharmacy and the dairy, the small
mill or factory, the myriad sales and service establishments of
every kind. It includes all those who are self-employed, the
industrial or advertising consultant, the public accountant,
the dry cleaner, the radio repairer, the newsagency, the barber
shop, the corner confectionery.

The overwhelming majority of business establishments
are undeniably small. Even among factories, where the trend
is towards larger and larger units, the small business is still an
important force. More than half the persons employed in
manufacturing work in factories having fewer than one hun-
dred employees, and relatively small factories such as these
account for 96 per cent. of the total number of all factories
in Australia.

VALUES IN "SMALL BUSINESS"

"Small business" is an indispensable feature of the system
of free, competitive enterprise. Indeed, it is not too much to
say that the continuance of the democratic way of life is
bound up with the survival of "small business." So long as
small business exists, economic, and therefore political, power
tends to be widely diffused throughout the community, and
this wide diffusion of power is a safeguard of the rights and
privileges of the private citizen. The chances of big business
to continue under private auspices are very much dependent
upon the existence of many virile smaller units, which are de-
termined to retain the freedoms, the opportunities and the
privileges of private enterprise.

Nor is big business the only group that owes a debt to its
smaller colleagues. Small business offers the wage or salary
earner an alternative to working forever for an employer. It
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Small Badness (continued)	

is the avenue along which the employee may strike out on his
own, and, by utilising his skill and energy to the greatest ad-
vantage, capitalise to the full on his abilities. It offers him a
measure of independence, which is invaluable as a builder of
community morale. It is, of course, not easy for the employee
to enter business on his own account without some capital, but
the need for the venturer to have accumulated a certain
amount of wealth before setting out on his journey eliminates
many of those who would be doomed to fail. It places a pre-
mium on foresight and frugality, and ensures that the small
businessman shall usually be a man of more than average abil-
ity, with a sense of social responsibility. He usually has a per-
sonal stake in his home town, and is frequently a mainstay in
community projects. He is, in short, the stuff of which good
citizens are made.

"Small business" has been called the seed bed of democracy.
A statement by the Committee for Economic Development in
the United States is worth attention: "Whatever its type or
stage of growth, the small business is a manifestation of one
of the basic freedoms . . . This is the freedom to enter or leave
business at will, to start small and grow big, to expand, con-
tract, or even to fail. This freedom to be enterprising is an
aspect of the economic democracy without which our political
democracy cannot exist."

"Small business" contributes immeasurably to standards
of enjoyment by providing local employment, striving even at
the cost of great inconvenience to satisfy special needs, taking
orders too small to warrant the interest of large firms, and
remaining open at inconvenient hours in order to supply the
wants of shiftworkers, housewives and holidaymakers. In all
the countless places where small business is being conducted,
new ideas are being tried out, innovations introduced, and at-
tempts made to give greater customer satisfaction. It is ab-
surd to imagine — as some socialists seem to — that perman-
ent public servants in a regimented economy could cater in
the same way or, for that matter, would even attempt to cater,
for all the personal idiosyncrasies and wants of the individual
customer. And it is equally absurd to think that they could
promote even a small fraction of the technical advances which
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have originated in small business and which have contributed
so much to higher standards of living.

The great majority of the goods we use today originated
in individual minds and were first developed by small business.
Henry Ford, Thomas Edison and Lord Nuffield all started out
as small business men; so, to take local examples, did Sir Mc-
Pherson MacRobertson, Sir William Angliss and Sydney Myer.

INTER-DEPENDENCE OF BIG AND. SMALL BUSINESS

Those who argue that it is impossible for small business
to exist side by side with the industrial giants of today are
curiously ignorant of the facts of modern capitalism. The
growth of great industrial undertakings has been accompanied
by the multiplication of small businesses, many of which have
sprung up to cater for the special needs and problems created
by big business. The big firm and the little firm, the big in-
dustry and the little industry—each needs the other. Many
small businesses manufacture machine parts to designs fur-
nished by the large motor car manufacturer, whose products,
when sold, are, more often than not, serviced by relatively
small garages. The large textile manufacturer is a customer
of the independent dyer, the local welder and the small seller
of miscellaneous supplies; and his - products, after passing
through the hands of further manufacturers and wholesalers,
finally reach the public through numerous small retail houses.
In some cases, big business is chiefly an assembler of . the pro-
ducts of many small businesses. All types of business, big and
small, are essential parts of modern private enterprise.

Small business continues to thrive, and keeps the big fel-
lows on their toes. It promotes keen competition in price, de-
sign and efficiency. By its personal contact with its custom-
ers, and by its more intimate knowledge of their needs, it has
an advantage over its larger competitors which they must take
pains to overcome.
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Small Business (continued) 	

SOCIALIST OBJECTIONS TO SMALL BUSINESS

The socialists are not very fond of small business. Ap-
palled at the sight of whole hosts of milkmen delivering milk
to a few customers in each of many little streets, they exclaim
that this is not how things should be done. There should be
planning. The central planner should determine where each
housewife should buy her milk and her bread. The socialist
finds it hard to understand that people who have had experi-
ence of the zoning of milk and bread during the war should
ever wish to revert to any other system. What matters it that
the top of the milk should sometimes be covered with dust or
the bread half-cooked and unwholesome? What matters it
that the milkman and baker may sometimes be rude and dis-
courteous? Surely these are low prices to pay for central plan-
ning! In any case, would not the housewife have the right to
lodge a complaint by personally attending at the office of the
Deputy Controller between 10 a.m. and 4.30 p.m.?

The socialists realise that the absorption of small business
by the socialist state would be awkward, to say the least. It
would be much simpler, from the administrative point of view,
to absorb a few big monopolies. Because of its very nature,
small business is not amenable to control by ever-expanding
government departments. It constitutes a serious obstacle in
the path of the advocates of more and more socialist planning.

It therefore becomes expedient for the planners to expati-
ate upon the wastes of small business, and indeed, one would be
hard put to argue a case against them if small business were
necessarily inefficient and uneconomic. This, however, is by
no means true.

COMPARATIVE EFFICIENCY OF SMALL BUSINESS

The Committee for Economic Development in the United
States recently assigned Mr. A. D. H. Kaplan, of the Brook-
ings Institution, to conduct a comprehensive study of small
business. In the book published as a result of that study, Mr.
Kaplan states: "Available studies of the, relative efficiency of
large and small business are inconclusive if one seeks a defini-
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tive generalisation. The break-even point and the maximum
efficiency point vary as to size of firm from one industry to
another. In the categories of business that permit cost com-
parisons over the whole size range, small units are found to be
among the most efficient producers . . . The evidence on costs
and profits tends to the belief that in this respect the highest
average efficiency is attained by the business of intermediate
size rather than by the largest unit in the industry."

In many manufacturing industries, there is, of course, a
minimum size imposed by the scale of operations required for
the effective utilisation of certain types of machinery. It is
also difficult for small businesses to make the most of the eco-
nomies available through specialisation and mass production.
In the small unit, errors of judgment of the principal execu-
tive are likely to have a relatively much more serious effect
than in the big business. Conversely, a really able manager of
a small business is in a much better position to bring about a
significant increase in his profits than is his bigger counter-
part. His operations are more flexible. While he is not usually
in a position to provide the amenities and security possible to
the large employer, he is able to take a much closer personal
interest in his employees, and is thus in a unique position to
invoke their loyal and enthusiastic co-operation. He has the
tremendous stimulus of knowing that, in the main, the profits
he makes will accrue directly to himself. He is generally in a
better position to "get things done." The big business can-
not entirely avoid a *bureaucratic tendency. A comment on
this point by the Chairman of General Motors is enlightening:
"In practically all our activities we seem to suffer from our
great size . . . There are so many people involved and it re-
quires such a tremendous effort to put something new into
effect that a new idea is likely to be considered insignificant in
comparison with the effort that it takes to put it across .. .
Sometimes I am almost forced to the conclusion that General
Motors is so large and its inertia so great, that it is impossible
for us to really be leaders."

The tendency towards extremes in small business, towards
outstanding efficiency and hopeless inefficiency, towards great
variations in profitability as between good and bad years, to-
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Small Business (continued)	

wards rapid development and sudden failure, is bound up in
the personality of the small entrepreneur. As Mr. A. D. H.
Kaplan says, in discussing the reasons for small business failures,
"The determining factor in discontinuances of very small busi-
ness enterprises is not the business cycle so much as it is the
personality, experience and ability of the enterpriser . . . .
The vast majority of small business failures are directly
traceable to the man who fails." This is a fact which the small
business man is naturally reluctant to admit. He is nothing if
not confident of his own ability. In a survey conducted on
behalf of the Committee for Economic Development, in an-
swer to the question as to what factors might have tended to
handicap their growth, only one small business man in twelve
mentioned the possibility of his own shortcomings. The fac-
tor to which failure is most often attributed is lack of capital,
but a critical examination of the position reveals that, except
in rare cases, something else is usually the cause. As a rule, the
individuals who have failed have had control of as much capi-
tal and even more than they could efficiently administer.

AID TO SMALL BUSINESS

Small business does undoubtedly labour under certain
grave disadvantages as compared with its bigger brother. While
it is most important that steps should be taken to encourage
the vigorous growth of small enterprise, however, it is equally
important that those steps should not be such as to lessen the
efficiency of private enterprise as a whole. It should also be
borne in mind that "small business" is anything but a homo-
geneous mass, in which all units have identical interests. The
small manufacturer, for example, is often much more closely
identified in his interests with the large than with the small
retailer. Measures proposed for the assistance of some small
business men might well prove anathema to others; and any
proposal must therefore be carefully considered to ensure that
it will be in the public interest.

Small business is sometimes born weak, and sometimes has
weakness thrust upon it; but there is much that can be done
to remedy its weaknesses. As has just been observed, its princi-
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pal inherent weaknesses lie in the field of management. Some
owner-managers possess not more than a few of the talents
requisite for the running of a business, and it is often not
practicable for industrial consultants to handle their problems.
Technical schools, and possibly universities, might give more
thought to the training of owner-managers. Also, experts in
the fields of costing, personnel, motion and time study, and
market research, might endeavour to devise some means to en-
able groups of small businesses to obtain the benefits of expert
knowledge on these subjects.

In the realms of financing, too, the small business is at a
disadvantage. It is unable to raise capital on such favourable
terms as its larger rivals, and crushing progressive rates of
taxation encourage the investor to seek the safety of low but
assured returns rather than the higher but riskier returns which
small business may offer. Apart from a rectification of this
position which might be brought about by taxation reform,
some thought might profitably be given to the provision of
capital by a special bank on the lines of the Industrial and
Commercial Finance Corporation Ltd. in Great Britain. This
organisation is a private enterprise, financed by a group of
banks, having as its stated purpose the financing of small and
medium-size industrial and commercial businesses, particularly
where these do not have access to the Stock Exchange and in-
vestment bankers.

As it is clearly impossible for some small businesses to
carry specialisation to the same degree as big business and to
employ certain workers , only on certain jobs, the relaxation of
craft restrictions by the trade unions would be of considerable
assistance to some small businessmen by allowing them greater
flexibility in their employment of labour.

Steps should be taken to guarantee to the small business-
man freedom of competitive opportunity. It should not be
possible for a powerful competitor to force him out of busi-
ness by unfair trade practices and uneconomic rate cutting.
Discounts allowed by suppliers to large purchasers should be
related to the benefits gained from the execution of large
orders, and should not be merely a means of affording an un-
fair, advantage to the large dealer.
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Small Business (continued)	

The most likely avenue, however, along which progress
may be made in the assistance of small and, indeed, of all busi-
ness, is to be found in taxation reform. High rates of taxation
are serious deterrents to the kind of financing that is most
needed by small business—equity financing from internal or
external sources. They fall with special severity on those with
fluctuating incomes, which are unavoidable in many small
businesses.

The socialist displays a profound ignorance of the infinite
complexity of the private enterprise system. He delights to
deal in vast theoretical generalisations, as remote from reality
as the stars from the earth. He fails utterly to comprehend
that the immense variety of goods and services, which we have
come to accept as a natural everyday dispensation, is made
possible only by innumerable business undertakings, directed
by men, who, under the stimulus of the profit motive, are
bent on anticipating and satisfying whatever needs the public
may have. There are literally thousands of individual busi-
nesses in Australia, anticipating and ministering to the needs
of the consumer, thinking for him, working for him, invent-
ing for him, vying for his favour. Can anyone seriously think
that this close and unremitting attention to the wants of the
consumer, the kind of attention which is seen at its clearest in
the services provided by competitive small business undertak-
ings, would be paralleled in a centrally planned economy on
the socialist model?

* * *
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