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CONSUMPTION OR
DEVELOPMENT ?
Minister addressed the
W Housetheof Prime
Representatives on the 27th
HEN

September on the economic situation he was
contending with one of the most baffling,
although, in the immediate sense, not one of
the most critical, problems in Australian
economic history.
The position has been compared favourably
with the balance-of-payments crisis of 1952.
In fact the situation is much more intractable
and deep-rooted than in 1952. The crisis
of 1952 arose, at least partly, from temporary
causes—the collapse in wool prices from the
abnormal levels brought about by the Korean
outbreak, and the unexpectedly rapid fulfilment of an excessive volume of import orders,
tacitly if not actively encouraged by the
Government itself. At that time there were
hopes, reasonably founded, that export prices
would shortly show some recovery and that
imports would, of themselves, stabilise at a
lower level. In the present situation such
hopes could not be confidently entertained.
There seems little prospect of any marked upward movement in export income; nor does
there seem much likelihood that the flow of
imports, if left to itself, would show any
substantial decline.

CONSUMPTION OR DEVELOPMENT ?

The policies which should be adopted to arrest the fall in
overseas reserves will naturally depend on a right diagnosis
of its causes. On this it is possible to take two fundamentally
different standpoints.
One standpoint is that the excess of imports is attributable, in the main, to a more or less sudden splurge of spending
on consumption goods. This is the view which has been
taken by the Government. The other is that the balanceof-payments deficit is to be traced to something much more
fundamental than a temporary boom in consumption spending;
that it is due rather to deep-seated forces which have been
at work in the Australian economy for some years. In this
view, the difficulty arises . from structural changes in the size
of the economy and in the pattern of employment of its
resources. It attributes the balance-of-payments problem
largely to the unprecedented growth and development of
the economy in recent years. This development has greatly
added to import requirements but it has not resulted in any
material increase in the capacity to pay for imports—that is,
the capacity to export. The effects of these changes on the
balance-of-payments have been masked by highly favourable
terms of trade, but they are now becoming clear as export
and import prices settle down to a more normal relationship.
This might be called the "development" diagnosis as opposed
to the "consumption" diagnosis advanced by the Prime Minister.
The core of the Prime Minister's analysis is to be found
in the following sentences: "Our prosperity, for the most part,
is well founded insofar as it springs from high levels of employment, active industry and improving standards of production. But it is ill-founded to the extent that it is eating
into, largely for consumption purposes, our vital international
reserves." — "This makes it perfectly clear that the present
condition is much more accurately described as a consumption
boom than as a developmental boom."
To substantiate this diagnosis of the problem the Prime
Minister quoted various statistics, all of which suggested a
large, and some a staggering, rise in consumption expenditure in recent years. The critical figures were:1. An increase, since 1952/3, in personal consumption
spending (excluding cars and houses) of 22%.
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2. An increase in private expenditure on cars and houses
of 41%.
3. An increase in imports of consumer goods of 172%.
Unfortunately it is impossible to accept these figures as
giving an accurate reflection of the true increase in consumer
spending. The Government's statistical advisers have erred
in three important respects, and these errors combine to give
a highly magnified picture of the rise in expenditure on consumption goods.
The first error lies in the selection of 1952/3 as the base
year. It is an elementary principle of statistical method that
the base year or period from which economic trends are
assessed should reflect a more or less average or normal position
in which the magnitudes are not distorted by factors of an
exceptional or temporary character. In 1952/3, imports of
consumer goods were abnormally low because of the stringent
import restrictions which came into effect in March, 1952,
and which fell with particular force on consumption items.
Moreover, 1952/3 was a year of comparatively depressed business activity with slight unemployment and, in fact, total
spending on personal consumption was, in physical volume,
less than the preceding two years, despite a substantial growth
in population.
In the second place, in order to give a true picture of
increases in consumer spending, it is necessary to make allowance for price increases. These have been disregarded in
the Prime Minister's statement.
Third, since 1952/3, population has increased by nearly
400,000. Under these circumstances an increase in total
spending on consumption goods is naturally to be expected.
But it is clearly wrong to take the increases on this account
as being in any way indicative of a consumer spending
"spree."*
If spending on consumption goods in 1954/5 is related to
an acceptable base (we have selected the yearly average of
the period 1950/1 to 1952/3) and if adjustments are made
for price changes and population increase, the picture becomes
strikingly different from that painted in the Prime Minister's
statement. The increase in imports of consumer goods becomes 23%, not 172%, and in personal consumption spending
• The Prime Minister's statement pointed, out that there are now 200,000

more people in employment ..than in 1952/3.
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(excluding houses and motor cars) 7%, not 22%. The increase in expenditure on motor cars becomes 32% as opposed
to the Government figure of 64%. On houses there is no
change, not a 25% increase (the increase denoted by the
Government figure of £40m.).
For convenience the comparison is set out in the table
below:—
Increased Spending on Consumer Goods.
Government's
Our
Figures
Figures
1. Imports
172%
23%
2. Total Consumer Spending
22%
(Excluding cars and houses)
3. Motor Cars
64%
32%
4. Houses
25%
No Increase
NOTE:—In addition to adjusting the figures for population increase, they were
reduced to "real" terms as follows:1. By an import price index specially constructed from the various commodity
groupings in the Commonwealth Bank's Import Price Index.
2. By the "C" series price index.
3. From actual registration figures.
4. By average costs per completed dwelling unit, derived from data in the
Commonwealth Statistician's Quarterly Survey of Building Statistics.

is taken of improvements in productivity
WHENoveraccount
the last four or five years (and which have fre-

quently been pointed to with pride by Cabinet Ministers)
the increase in consumer spending indicated by our figures
could hardly be regarded as excessive. Admittedly, the increased spending on motor cars has been substantial, but it
needs to be borne in mind that this is partly due to the
greater availability of cars; also to a return to normal hirepurchase facilities, consequent upon the removal of capital
issues controls—in which the Commonwealth Bank itself has
actively participated—and the modification of bank advance
policy. Housing has been rightly regarded all along as a
special social problem and, in any case, the purchase of homes
has been strongly encouraged by governments themselves
through the provision of easier credit facilities.
All in all, the evidence is hardly sufficient to substantiate
the view that there has been, all of a sudden, a terrific boom
in personal spending, particularly on consumption goods. This
does not mean that the level of consumer spending carries no
responsibility for the external difficulty. But it does mean
that if consumer spending is taking place at a much higher
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level than the economy can sustain, then this is not something
which has arisen in the last two years; it has been with us
for a considerable period.

The important point is that people don't suddenly indulge
in a splurge of spending just for the "sheer hell of it". With
rare exceptions, the spending of most people is carefully controlled in accordance with their present and prospective income and commitments. True, in times of financial buoyancy,
too many take an over-optimistic view and spend more than
they should, thus mortgaging to too great a degree their
future earnings. But the majority are usually pretty canny
judges in their own case. If the level of consumer spending
in relation to the needs of the economy is excessive, then it
is, in the main; only so because incomes and standards of life
are greater than the economy can afford. But the "excess"
portion of these incomes is in turn, to a very large extent, the
resultant of government policies and decisions of industrial
tribunals. Indeed the strongest single influence on total consumer spending in Australia today is the development and
migration programme of the Commonwealth and State Governments. It can surely not be denied that the foot on the
accelerator which regulates the tempo of spending through the
economy belongs to the Government.
call for voluntary restraint in spending, insofar as
THEit applies
to the individual in a personal capacity, is
hardly likely to be effective. People do not regulate their
spending—and cannot be expected to—on any assessment of
national needs but solely by reference to their personal desires
and the resources available to them to satisfy those desires.
*

If the trade crisis cannot be properly attributed to a
sudden surge in consumer spending, to what then is it
primarily due?
The Prime Minister rejected the idea that a development
boom was mainly responsible. Certainly, in the last year or
two, there has been no sudden rise in developmental expenditure which could justify the title of "boom." But what the
Prime Minister's advisers have chosen to ignore is that there
has been a continuing developmental boom in Australia for a
good part of the post-war period. Indeed at no time in AusPage 101
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tralian history, except perhaps in the gold rush days of nearly
a century ago and for a few years in the late 1920's, has there
been a period of development remotely approaching the present.
The rate of population increase has been faster than that
of any comparable country and the proportion of resources
devoted to investment one of the highest in the world. Each
year we are now adding nearly a quarter of a million people
to the population.* This demands 'a corresponding concentration of resources on investment to provide employment,
houses and a wide range of community services. Over the
six years since 1948/9, public and private capital expenditure
have together averaged around 25% of Gross National Product
compared with about 18% in the six years preceding the war.
Government expenditure on public works has been of the
order of 95 compared with less than 7% before the war. The
expansion in manufacturing has, by any standard, been extraordinary. Since before the war the numbers employed in
the manufacturing industries have nearly doubled and output
has possibly more .than doubled. It is worth noting that since
1948/9 the proportion of Gross National Product devoted to

consumption purposes has been substantially lower than in
pre-war years.

maintenance of a high ratio of investment to national
THEproduct—in
other words, the rapid pace of development

—has pressed heavily on resources and has been a major factor
in the post-war inflation and the almost chronic condition of
labour shortage. This has given rise to over-award and overtime payments, because of manpower shortages, and thus to
heavy consumer spending which, in turn, has encouraged
further industrial expansion.
The rapidly growing population has added, year by year,
to the nation's requirements of imports of essential consumer
goods, materials and parts for the new and expanded industries,
and of capital equipment of many kinds for both private and
public projects. But this great expansion, while increasing
the need for imports, has not added correspondingly to the
• It was pointed out last May by the Australian delegate to the Economic and
Social Council of the United Nations, Mr. William Forsyth, that few countries
in the world could show as rapid an increase in recent years, or, indeed, at any

time.
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capacity to export. Here lies the basic reason for the chronic
inability to balance overseas expenditure with export earnings.

Had not the terms of trade been so favourable to Australia
in the post-war years, the rate of development which has been
maintained would clearly have been impossible. Now that
the terms of trade are moving against us, is it feasible to think
that we can persist with development and migration on the
same scale as previously?
In 1954/55, notwithstanding restrictions, imports
amounted to nearly £100 per head. With population growing
at the rate of 230,000 a year, this would imply an addition
to our import bill every year of nearly £25m. or, in four years,
£100m.
The import cost of the migration programme presents
a special problem. The migrant sets up immediately a demand
for capital which has been variously estimated at from £2,000
to £3,000 per head. Taking the lower figure it can be shown
that the additional imports—that is over and above what they
would otherwise be—necessitated by the present migrant intake of 100,000 a year would average out over a ten year
period at something like £87 million a year.* Admittedly,
these figures can be estimated only in the most approximate
terms, but, whatever the estimate, there can be no shadow
of doubt that the migration programme is one of the most
powerful contributing factors in the balance-of-payments
difficulty.
If the trade problem arises fundamentally from the development and migration programme, and not from a sudden
consumption boom, it follows that attempts to maintain the
developmental programme must aggravate the overseas position. If population increase continues at a rate approaching
a quarter of a million People a year, and an investment pro-

gramme on the scale needed to absorb such an increase is
maintained, the balance-of-payments problem must become
progessively more acute. In 1956/7, imports are to be licensed

at the rate of £650 million a year. (This would be equivalent
to just under £70 a head.) As population increases, the
severity of the restrictions necessary to achieve this figure will
increase too, unless there is a recovery of export income. Is
it likely that Australians will be content to put up with a
• See Appendix.
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progressively increasing burden of import restrictions once
they begin to feel the impact of these restrictions on their
everyday convenience and comfort—as soon they must?
continuation of development and migration on its
THEpresent
scale will place unbearable pressure on the balance

of payments. The attempt to maintain the rate of economic
expansion in the face of a chronic and increasing balance-ofpayments difficulty must result in the imposition of more and
more government controls designed to divert resources to
developmental projects and away from immediate consumption, and would eventually lead back to a tightly controlled
economy resembling that of the war and immediate pre-war
years.
Fortunately, such a train of consequences is not likely
to come about, because both economic circumstances and
political pressures, arising from the desire of people to
satisfy their demands for consumption goods, would soon
compel a reversal of such a policy. There is no escape eventually from a sharp cut-back in development and migration.
It may not be hard to understand why the Government is
reluctant to do this and why it is prepared to gamble to the
last on a recovery in export prices. It is more difficult to
understand why its advisers have been so keen to shift responsibility for the external unbalance from its fundamental cause.
A reduction of the developmental programme would
automatically check the rise in consumption spending. In
addition, an educational drive, combined with special financial
inducements, to persuade the people to save more might help
the Commonwealth Government to secure a real budget surplus, where increases in tax would almost certainly fail.
While the diagnosis advanced by the Prime Minister is
regrettable, some of the cures he has propounded, although no
more than stop-gaps, must be applauded. The import cuts
were inescapable even though the prospect of any lightening
in the cuts under the Government's present policy is remote
indeed. A tighter monetary policy was an obvious and necessary step. The cut in Commonwealth expenditure on public
works of £10m., while small, sets an example which should be
—but will not be—followed voluntarily by the State Governments. The strong emphasis which the Prime Minister gave
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to the need for a great expansion in the export field is farsighted and is clearly the only route which offers a constructive
way out of Australia's difficulties. But it is a long-term solution which cannot be achieved in a day. In the meantime
Australia has no alternative but to cut its coat according to
its cloth and restrict the development and migration programme to what the economy can afford. Otherwise we will
soon run into difficulties infinitely worse than the present.
No commentary on the Prime Minister's statement of
policy would be complete without commending, in the strongest terms, the Government's intention to issue periodically a
Government paper setting out the basic facts of the economy
and to present a yearly economic report to Parliament on the
state of the nation. This should bring Australia into line
with governmental practice in other modern communities
and should help to prevent in the future the occurrence of
unpleasant economic dilemmas such as that in which we now
find ourselves.
has reached one of those historic turning
AUSTRALIA
points in its economic evolution, which, at some time

or other, come to all nations. A quarter of a century ago
we confronted such a turning point in the Great Depression.
Now we are at another. No one can clearly see the paths
ahead, or predict with confidence how the serious, and apparently chronic, deficiency in the balance of payments will
affect our internal economic condition or the prospects of
continued large-scale development.
It is time to bring to bear on these great questions the
best available intellects to study them with fresh and open
minds, free of the economic and political dogmas which have
shaped our thinking over the post-war decade.
What is wanted is a small commission of the best economists and industrialists, unencumbered for a short period by
the distractions of departmental and business duties, to give
undivided attention to the problem. Such a commission might
clear the air of much of the superficial stuff and nonsense
which these days passes for thought, establish the basic economics of the new, industrialised Australia and provide the
nation with a set of signposts for the future.
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APPENDIX
The Effect of Migration on the Demand for Imports and the Balance of Payments

IN 1954/5 Australian imports were divided broadly into:
Capital goods
40%
Consumer goods and others
60 %
It is' impossible to assess Australia's import requirements
under conditions of comparatively free importation. In
1954/5 imports averaged £94 per head. Recent restrictions
are designed to reduce imports to a rate of £650 million a
year. For a population of 9,400,000—likely at the end of
1955/6—this equals just under £70 a head. It seems fair
to take a figure of at least £100 a head as a reasonable estimate
of the level of imports under conditions of comparatively
free importation. Imports of consumer goods (including
producers' materials to be made up into consumer goods)
would comprise about £60 and capital goods £40. The capital import figure is the overall national average. But the main
demands for capital arise from the needs of the additional
population brought about by natural increase and migration,
and the great part of capital imports are, of course, to cater
for the needs of the added population per year.
The demands set up by migration for imported capital
can be calculated as follows:
We have assumed that each migrant requires £2,000 of
capital to cover his needs for housing, community services
(such as roads, transport, electricity, sewerage, education,
etc.), and productive equipment and buildings to provide for
his employment. In 1954/5 imports of capital goods approached £340 million (i.e., 40% of total imports of £846
million), and therefore comprised about 27% of total capital
expenditure of £1,245 million. If the migrant's total capital
requirement is £2,000 it is reasonable to assume that 27% of
this must be imported, i.e., £540.
Total import requirements of migrants per head would
thus be:—
Capital goods
Consumer goods, etc.

540
60

£600
On a net migration figure of say 100,000, the total
import bill in the first year could be increased by approxiPage 106

mately £60 million. In the short run it would be possible
to get by with a lower level of capital imports, but eventually
capital will have to be kept up to customary standards. Over
a ten-year period and on the above basis, capital imports would
average £54 million a year, consumer goods imports £33 million, and the total for all imports £87 million. Capital imports, of course, remain at £54 million per annum, but imports of consumer goods rise by £6 million per annum as each
100,000 migrants are added to the population.
It may be claimed that this calculation makes no allowance for the contribution which the migrant may make to
the replacement of imports and to the increase of export production.
So far as import replacement is concerned, this has already
been allowed for in the calculation. The level of imports of
consumer goods (i.e., £60 a head) is that which the Australian
community is already taking under the existing pattern of
production, which of course, includes production replacing
imports. It cannot necessarily be assumed that additions to
the population will have a greater import replacement factor
than the existing producers. The only reasonable assumption
to make is that it would be roughly the same. The same
considerations apply to the import of capital. In 1954/5
Australia's capital imports comprised about 27% of all capital
expenditure. This is the ratio under the present pattern of
production and includes the contribution of that pattern in
replacing imports. Again, there is no particular reason to
suppose that the ratio of imported capital to total capital
expenditure will alter greatly with additional population.
It cannot be claimed that migrants have added anything
substantial to export production, which consists mainly of
the primary industries. Production in these industries has
risen about 20% since pre-war, but the numbers employed
have declined. The increased output has been achieved as
a result of better farming methods, mechanisation and pest
eradication and not as a consequence of the employment of
additional manpower.
Indeed, on the export side the only conclusion which can
be reached is that migration, along with the natural increase in
population, has tended to reduce surpluses available for export
below what they would otherwise have been and its effect on
the balance of payments is therefore adverse.
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PROPOSALS TO
INCREASE TAXES

I

NCREASES in taxes, both direct and indirect, are being
advocated in academic and other economic circles as a
means of reducing spending and thus curbing the flow of
imports. A proposal to raise income taxes sufficiently to
produce an extra £100 million of government revenue is
being widely discussed.
The theory behind raising taxes is that people and
businesses will be left with less money to spend and that this
will, therefore, ease the pressure of demand coming from the
private sector of the economy for both personal needs and
investment. If, however, the government chooses to devote
the extra tax proceeds to its own purposes, such as public
works, there would be no net reduction in spending. Demand
would be merely transferred from the private to the public
sector of the economy. Admittedly, most advocates of increased taxes have in mind that additional tax revenues will
remain unspent, and, thereby, ensure a genuine deflationary
budget surplus.
One weakness of the whole proposition to increase taxation lies in the assumption that it must drain off excess purchasing power. This is not necessarily so. Because of political
pressures, there is an almost irresistible temptation for governments to spend all that they get in tax revenue—and sometimes more. A classic instance was the 1951/52 budget
which raised taxation heavily for the very purpose of reducing
spending; but the need to buttress the works programmes of
the States led to an over-all increase of £200 million in government expenditure.
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With less money available for Government loans (as a
result of tax increases) the Commonwealth Government may
be sorely tempted—and ultimately persuaded—to make up
for the deficiencies by using its newly acquired tax revenues.
Clearly, if political pressures force the Government to draw
upon the proceeds of increased taxation, spending is not reduced but is simply transferred, in the first place, from
private individuals to government authorities. Furthermore,
if one accepts the diagnosis that it is primarily development
expenditure, and not spending on consumption, which is at
the root of the balance-of-payments difficulty, diversion of
resources to public capital projects, at the expense of consumption, will, in the end, only serve to aggravate the external
unbalance.
reaction by governments to increased tax revenues
BUTisthe
only one aspect of the problem. What of the com-

munity's private habits? There is a -strong, and entirely
natural, tendency on the part of everyone to strive to maintain
the standard of consumption to which they have become
accustomed. Keynes himself pointed this out and attributed
great importance to it: ". . . a man's habitual standard of
life usually has the first claim on his income and he is apt to
save the difference which discovers itself between his actual
income and the expense of his habitual standard; or, if he
does adjust his expenditure to changes in his income, he will
over short periods do so imperfectly. Thus a rising income
will often be accompanied by increased saving, and a falling
income by decreased saving, on a greater scale at first than
subsequently." If incomes are reduced by higher taxes, then
it is certain that individual outlays will be, to quite a
large extent, maintained by the diversion of savings and by
attempts to increase borrowing. Statistics recently made available by the United Kingdom Central Statistical Office provide
a striking illustration of this point. (See page 110.)
The proportion of income saved is, of course, influenced
by a variety of factors, but it can hardly be mere coincidence
that the low level of savings and the relatively high level of
consumption expenditure during the years 1948 to 1951
should also be a period of exceptionally heavy taxation. The
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figures show that, following reductions in taxation in 1952
and subsequent years, the proportion of income (before tax)
devoted to consumption declined, and savings staged a remarkable recovery.
Taxes, Personal Savings and Personal Expenditure in United
Kingdom as % of Personal Incomes.

1948
1949
1950
1951
1962
1963
1954

Personal Income Taxes
and Taxes on
Personal
Expenditure Personal Savings Expenditure

30.3
28.3
28.0
28.6
26.7
25.3
25.4

0.5
0.1
0.13
0.9
4.8
5.5
5.3

85.1
84.2
85.3 .
84.1
81.4
81.4
81.5

Note:—The figures do not add across to 100%, mainly because not all taxes
on expenditure are paid by persons.

The history of the post-war years has also shown that
many taxpayers are able to use their bargaining strength in
a fully extended economy to circumvent any attempt to
reduce their actual spending power. Confronted with smaller
net incomes (i.e., incomes after tax), employees strive to
increase their gross incomes by pressing for higher wages and
salaries, and self-employed persons tend to raise their prices
or fees. For all these reasons the projected reduction in
spending . is certain to be, at least in part, frustrated.
is another important aspect. Until recently,
THERE
economists were usually ready to concede that increases

in direct taxation had harmful effects on work incentives and
on enterprise, and thus on efficiency and production. Moreever, under present circumstances, these effects would make
themselves felt at the precise time when improvements in
productive efficiency and reduced costs have become a matter
of paramount concern.

The advocates of higher taxes reject this view. In support of their stand they have impetuously quoted the United
Kingdom Royal Commission on the Taxation of Profits and
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Incomes, obviously failing to make a proper assessment of
the Report and of the matters with which the Commission
was specifically concerned. The main objective of the Royal
Commission was to investigate the existing system of taxation
of profits and income, taking for granted the total weight of
taxation. Since total tax revenues were not to be reduced,
any comments made on the disincentive effects of the rates
of taxation were a secondary consideration, and were, in their
own words, "little except general reflections", and not firm
conclusions. For example, in discussing Pay-As-You-Earn as
a machine for collecting tax from wage and salary earners,
the Commissioners emphasised that P.A.Y.E. had been blamed
for defects more properly the result of the total burden of
taxation, which was assumed in their deliberations. Other
extracts reveal that the Royal Commission was well aware
that high rates of tax might have a harmful effect on productive effort. For instance, the Commissioners were agreed
that heavy taxes were likely to make a man "disinclined to
take on something out of his usual course" and probably
tended to "repress effort and to discourage the taking of risks."
A close reading of those sections of the Report dealing
with the effects of taxation on the higher income groups
seems to indicate that the experts themselves were far from
united on the question of taxation and incentives, and could
only come to agreement by the deliberate use of phraseology
which was open to contrary interpretations. Certainly there
are sentences in the Report which, taken out of their•context,
might be quoted in support of the view that heavy taxes have
little or no effect on incentives. Equally there are sentences
which could be used to support the precisely opposite point
of view. But—and this is most important—the Commission
was careful to avoid committing itself to any firm conclusion
that a rise in tax would have no adverse effect on incentives
to effort:—"The evidence which has been presented suggests
that marginal rates of tax are not at present a serious disincentive to effort in the lower income groups; but it is
possible that present rates may not be disincentive, while a
rise in the rates would still have a disincentive effect." (The
italics are ours.)
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from all this, the Commission was concerned with
APART
the existing British tax structure and its relationship to

the British economy, and not with the establishment of general
principles of taxation of universal application. Even had the
Commission concluded that a rise in tax rates in Britain would
have no adverse effect on incentives to effort—which it did
not— it would be totally wrong for advocates of higher taxes
in this country to apply the conclusion to Australian conditions.
In Australia, the great bulk of personal income tax is
paid by employers, farmers and other self-employed persons,
business executives and professional men, most of whom fall
within the middle and higher income brackets. In the year
1952-3 (latest for which figures are available) the top 25%
of Australian taxpayers (with incomes of £900 a year and
over) paid three-quarters of all income taxes on persons.
Additional taxation on this group is not likely to bring about
any significant reduction in the total level of spending. The
weight of numbers means that the bulk of consumption
spending comes from the 75% of taxpayers in the lower
income brackets. In addition, the top 25% are more likely
to draw down their savings than reduce their standards of
consumption. This is supported by the British statistics quoted
above. Moreover, increased taxes on this group, which comprises those in positions of executive responsibility, may have
a serious impact on their incentive to introduce projects for
increasing productivity and thus reducing costs. The answer
to the external trade problem must eventually be found partly
in positive measures for increasing farm production. Higher
levels of taxation can only serve to anger and discourage
export producers.

Apart from higher direct taxes, increases in indirect
taxes, particularly on so-called luxury items and on goods
with a large import content, have been proposed. Governments should be extremely wary of these ideas. The consequences of imposing higher sales taxes, for instance, are by
no means so certain and direct as they may, at first sight, seem.
Page
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It needs a very stiff increase in sales tax, on say a motor
car or a fully automatic washing machine, to deter people in
the middle and higher income brackets. On the other hand,
if those in the lower income ranges find the article in question
now beyond their pocket, they are highly likely to turn their
spending in other directions. There is, thus, in their case
no necessary reduction in total spending, and, as we have
already seen, the upper incomes are far more likely to save
less rather than spend less.
idea that a rise in sales taxes should be used to dampen
THEdown
total spending represents a new and rather revolutionary departure in economic theory. Up to the present—
apart from their revenue-raising effects—increases in indirect
taxation have been levied for two main purposes: First, to
reduce the consumption of certain commodities, notably liquor
and tobacco, whose excessive use might be socially undesirable;
and second, to divert the use of resources from less essential
channels to those regarded as more essential. To be effective
in reducing total spending, sales taxes would need to be imposed
on a large proportion of all items entering into consumer
expenditure. This is just what has been done in the recent
British budget. Apart from the strong, political opposition
which such a move in Australia would certainly arouse, the
automatic link between wages and prices in this country would
render such a measure of extremely dubious value.
As the effect of increased sales taxes is to raise prices,
it is probable, as with higher income taxes, that people will
be led to seek increased incomes in compensation. Higher
prices and costs are, of course, the very thing which Australia,
in its present circumstances, most needs to avoid. The Butler
supplementary budget in Britain, which has imposed stiff purchase taxes on a wide range of commodities, has been severely
criticised on just these grounds.
in all, the economic effects of increased taxes are far
ALL from
as obvious as their supporters, with an extra-

ordinary lack of economic sophistication, seem to assume. The
theorists in these matters seem to forget that there is, in
economics, often a vast difference between what should happen,
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according to abstract reasoning, and what, in fact, does happen.
Economics is, after all, something more than an exercise in
simple arithmetic.
It might legitimately be asked whether increased taxes
are being proposed entirely dispassionately, or at least partly
because they accord with the socialist doctrine of levelling
down and of more government controls. A government
believing in the principles of free enterprise should at 'least
move cautiously on a matter so close to the heart of its fundamental faith. If the community's spending must be curtailed
—and in view of the adverse trade balance there seems no
escape from it—then there are more certain, more effective
and less harmful means than tax increases.*
• See article "Consumption or Development?" ( pag e 97).
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INFLATIONAR

ILLS

Y comparison with September,
1939, when the war broke out,
B
the Australian £ today is worth

about 7/6. Over 8/- of its value
has been lost in the decade since the
end of the war. This is the simplest,
but most striking, expression of the
inflation which has plagued the Australian economy. One could search
the annals of Australian economic
history and find no period of sustained inflation remotely comparable
to that of the last decade.
The post-war inflation has not
been peculiar to Australia. It has
been a world-wide phenomenon
which has overtaken practically all
countries. But among the Englishspeaking nations the extent of the
Australian inflation far surpasses
that of any other. The £ Australian
has lost over 50% of its immediate
post-war value ; the £ Sterling, 38%;
the American $, 32%; the Canadian
$, 35%; and the New Zealand £,
39%.
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Two great and irresistible inflationary factors have been at work
in all countries.
First, there was the war. War
unavoidably reduces the supply of
marketable goods but greatly increases the supply of money in the
hands of the people. For a time the
consequences of this discrepancy can
be suppressed—indeed few countries were more successful than
Australia in doing so. But eventually they break out as the disciplines acceptable during the war become no longer tolerable.
Second, at the end of this war, unlike the last, we had the additional
impact of the new economic doctrine
of full employment and heavy government expenditure, which takes
its name from the late Lord Keynes.
In Australia these doctrines have
been carried out with a naive enthusiasm which would have undoubtedly alarmed Keynes himself.

INFLATIONARY ILLS

They must bear a large part of the
responsibility for the staggering
loss in purchasing power of the Australian £ over the post-war years.
Nor has the decline yet run its
course. After a brief period of
hard-won stability the Australian
economy appears to be drifting
again in the inflationary current and
further price rises are in prospect.
Of course inflation is not an unmitigated evil. The welfare of the
people does not demand that the £
should always have precisely the
same value. Indeed, there is much
to be said in favour of a gradual
loss of purchasing power in the
monetary unit—in other words a
slowly increasing price level—since
this is the condition which seems
most conducive to general economic
buoyancy and to high employment.
But a gradual decline, say, of the
order of 1% or 2% a year is a vastly
different kettle of fish to the loss of
5% a year which we have averaged
over the post-war decade. If the
Australian £ was worth today, say,
15/- of its immediate pre-war value
no one would have any cause to feel
unduly alarmed. But as it is worth
only 7/6, one can be pardoned for
having some anxious qualms. It is
the old, old story that you can have
too much of a good thing and that
what is beneficial in moderation becomes positively harmful when carried to excess.
The economic evils of inflation are
well known, and in Australia they
are now becoming plain to all those
who wish to see. They are to be found
in a rising cost structure which
makes it more difficult for Australia
to compete on home and overseas
markets, in a- deteriorating balance
of payments and in an undiscriminating, and consequently unfair, rePage
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division of income among different
sections of the community. Those
sections which are highly organised,
politically or industrially, or whose
incomes are flexible, have gained
notable advantages at the expense of
those which are comparatively unorganised and whose incomes are
relatively fixed.

from its direct econoB UTmicapart
effects, inflation has pro-

duced certain social and moral byproducts which are worth a little
thought.
One of the evils of inflation, and
its accompaniment of over-full employment, is that frequently little
value is placed on a job as such.
Anything in over-supply tends to
suffer a loss of intrinsic worth, and
jobs are no exception. Before the
war, a job was something greatly
to be prized. It did not matter
whether it was a particularly good
one, or whether it was entirely suited
to the personal qualities , of its
holder. Jobs were highly valued in
themselves, simply because they
could not be had just for the asking.
They were a comparatively scarce
commodity.
No one would attempt to gainsay
that the present situation of overemployment is infinitely preferable
to the under-employment of the prewar years. At the same time it can
hardly be denied that today's conditions have produced in Australia
a certain carefree, almost irresponsible attitude toward the "holdingdown" of a job. This is proved by
the excessive amount of labour turnover—latest figures show that labour
turnover in Australia is roughly
three times the rate in the United

Kingdom. The solution is to be
found not in a return to the della-,
tionary conditions of under-employment, but' in reducing the supply of
jobs sufficiently to give them a
greater intrinsic value in the eyes of
the job-seeker. A generation reared
under conditions where jobs can be
had on the cheap can hardly be expected to develop those qualities
of responsibility, persistence and
loyalty which were the by-products
of an era where jobs were hard to
come by and consequently carried a
value in their own right.
To say these things is, of course,
to ask for trouble. The old bogey
of the "pool of unemployment" is
sure to be dragged out for an airing. But let us be perfectly clear
on this point : No decent person
would wish to see anyone deprived
of their right to earn a - livelihood.
Full employment must remain the
supreme objective of economic
policy. But there is a world of difference between an economy where
a person can leave a job and his
employer, and indeed the public, in
the lurch in the happy knowledge
that there are another half-dozen
jobs round the corner, and one in
which he would at least have to
think twice before changing his
position.
HERE is another aspect of the
shortage of labour. Inflation
T
encourages premium payments for

jobs requiring little or no skill, work
of no great social significance, and
for relatively junior occupations.
These sections tend to gain at the
expense of those with special technical or professional skills, those in
work of basic importance to the
community, and of older people with
long experience and family responPage 07

sibilities. The value of the job is
set more by the state of the market
and less by the skill and experience
required to perform it. Some employers have had the disturbing experience of young girls of 19 or
20 demanding £15 or more a week
for their services. Young men, too,
are able to earn salaries or wages
out of all proportion to the real
value of their contribution and
which would have appeared fantastic to the pre-war generation accustomed to, a tougher order. A scale
of salaries recently announced by
the State Public Service for boys
leaving school must leave many
people aghast. For instance, a boy
of 19 with matriculation can command a salary of nearly £15 a week.
Few might cavil at this, in itself,
had not the rewards of junior and
relatively unskilled employees risen
out of all proportion to those with
family responsibilities and those possessing special experience or skills.
The young girl typist today is not
infrequently able to dress better
than the boss's wife. After he has
fed and clothed his children and provided for their education, the family
man carrying a position of responsibility has little surplus left to
spend on the minor luxuries and
frivolities of life. By contrast, the
junior employee is frequently able
to indulge his taste for motor cars
(bought on hire purchase), portable
radio sets and expensive suits. This
is no criticism of the younger generation who are basically as good as,
and in some respects better than,
their predecessors. Nor can people
be criticised for spending money
they are able to earn in any way
they wish. But it is an indictment
of an economic and social order
which places the older person carrying heavy responsibilities on a
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bread-and-butter basis, but permits
younger people bearing no great
burden of domestic or business responsibility to freely indulge their
fancies for the luxuries of life. This
is a by-product of inflation and one
which no sane person can be happy
about.
Married people with young
families have been particularly hard
hit by the change in the pattern of
life brought about largely by inflation. Domestic assistance has practically gone by the board. True, we
have labour-saving gadgets, but there
are still a hundred-and-one things
about the house which require the
personal touch. Along with a neverending routine of washing and ironing clothes, cleaning and meal preparation, young children must be
tended, and there is always an odd
illness to be met. If the married
couple seek an evening's enjoyment,
they are faced with the prospect of
sitter's fees, which are usually sufficient to remove the gilt from the

ginger-bread.

It is not that ordinary, decent
people wish to shirk the inescapable
sacrifices demanded by married life.
But they are entitled to occasional
relief from the ceaseless round of
chores which is now their lot. Young
business executives and professional
men making their careers, who need
some relaxation after a strenuous
day at the office, must often set to
and assist with the chores of dishwashing, putting the children to bed,
and "walking the floor" at night
with a recalcitrant baby. When illness comes to the home, people carrying positions of high responsibility
are -not infrequently compelled to
abandon their professional or busiPage
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ness duties to assist in the emergency.
Gardening and other home duties
in moderation are a pleasure. But
carried out week after week with
little or no prospect of relief they
become a soul-destroying drudgery.
This is the fate of too many married
people today because of the exorbitant cost of obtaining any kind
of help with the work in the home.
There is, of course, no going back :
The days of cheap domestic service
have gone for keeps—and few will
shed any tears over the passing of
an order of things that had many inequitable and distasteful features.
But the other extreme is not to be
commended either.
A further consequence of inflation
is the impetus which it gives to
speculation (mainly on the stock exchange) and to gambling. A person
confronted with a declining standard of life brought about by the
fact that his income fails to keep
pace with the never-ending rise in
prices, will be driven to seek ways,
outside of his normal money-making
activities, of boosting his income.
One of the most popular in recent
years has been the extraordinary
interest displayed in stock exchange
securities bought and sold for
speculative purposes. The vaguest
rumour about the prospects of a
rapid appreciation in value of a particular security is sufficient to cause
literally thousands to draw on hardwon savings or to hurry to their
bank manager for an increase in
their overdraft.
This has applied particularly to
the salaried executive in the middleincome range. It is no secret that
in recent years valuable time and

effort has been diverted from productive pursuits to the mere business of speculation. People will
always seek ways of making a little
bit extra if they find their income
is insufficient to meet their customary standards of expenditure. Moreover, it is entirely human for everyone to play at some time or other
with the notion of "getting rich
quick". But when large numbers of
the community begin to devote quite
a part of their time to attempts
to make "money on the cheap" then
it is time to be concerned. This
sort of activity and the "flight from
money" as such must inevitably tend
to attract savings away from fixed
interest-bearing securities and from
life assurance and other investments
redeemable at more or less fixed
money values. All this arises from
the general uncertainty brought
about by a money unit which means
one thing today and a much smaller
thing tomorrow.
The triumph of the "more jobs
than men" philosophy in Australia
in the post-war years bears a large
share of the responsibility for the
external unbalance as manifested in
the persistent balance-of-payments
difficulty, and for the internal unbalance as revealed in the progressive decline in purchasing power of
the monetary unit. But inflation
brings with it not only serious consequences of an economic nature but
also moral and social problems which
we can ill afford to ignore.
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ERHAPS the main burden of
P inflation falls upon that section

of society which used to be known
as "middle class". This section
ranges all the way from .the highly
educated business executive and professional man to the salaried clerk
and the small businessman or
farmer. By and large this section
is the least organized to withstand
the economic and social pressures of
continued inflation. They are putting up a valiant fight but their
economic and social plight is one
which might receive more attention
from governments, boards of directors, and trade union officials. The
peculiar contributions which this
section of society makes to the life
of the community, and many of the
values for which it stands, are necessary in any sane and well-ordered
economy.
The philosophy of "more jobs than
men" was aimed at furthering the
interests of the under-privileged sections of the community. In this it
has undoubtedly been partly successful and we live today in a more
humane society than that of the prewar world which suffered disastrously from the chronic indisposition of unemployment. But in carrying this philosophy to excess we
have come within measurable distance of creating a new "under-privileged" class, weighed down by a
combination of business and domestic burdens greater than they should
be asked to bear.

THE IMPORT-REPLACEMENT THEORY
theory of import-replacement is one of the most serious
THEfallacies
in Australian economic thinking since the war.
The theory is based on the assumption that the great
development taking place in the manufacturing field will
reduce the dependence of the economy on imports. With
one or two exceptions it is admittedly hard to find explicit
affirmations of this idea. But that it has been implicit in
much of our economic thought and policy there can be no
doubt, and, in the years following 1952, when import restrictions were first introduced, import-replacement almost assumed the proportions of a national dogma. It was widely
believed that a solution to the balance-of-payments deficiency
could eventually be achieved by the progressive substitution
of local production for imports. Under the influence of this
notion, the test to be applied to a projected new industrial
development was not so much the basic economic criterion of
cost as the technical feasibility of producing the article in
question in Australia.
But over the last few months there have been signs that
opinion is shifting and that the hopes which were held that the
external problem could be solved by the process of substituting
home production for goods previously imported, are being
abandoned. The Prime Minister himself, and at least one of
his senior Cabinet Ministers, have expressly stated that a programme of industrialisation far from reducing the total import
requirements of the economy, inevitably increases them. In
November, addressing the South Australian Chamber of Manufactures, the Rt. Hon. John McEwen, Minister for Commerce
and Agriculture, said: "There is no record in history of any
nation which has expanded its industrial structure without
at the same time constantly increasing its import demands.
That goes for the United Kingdom, the United States, for
Germany, for Japan, and for every modern industrial nation".
Economists, too, are today less confident in the doctrine
of import-replacement than they were a comparatively short
time ago. Confidence in the doctrine is being destroyed by
the hard fact that despite a doubling of output and the employment of 30% of the working population in the manufacturing industries—as against 205 two decades ago—AusPage 120

tralia's imports, in quantity, have risen by nearly 100%.
Even on a per capita basis, imports, in 1954/5, were around
40% greater than before the war.
There are, admittedly, two, although extremely limited,
senses in which the doctrine of import-replacement may be
said to be valid. The first is the obvious one that if a nation
launches the production of a certain article, previously
imported, on a scale sufficient to supply all, or a good part of,
the total demand it has thereby reduced or removed the need
for importing that article. If, for instance, as a consequence
of developments since the war we were now meeting our
entire requirements for, say, domestic refrigerators from our
own production, then it follows that we would have, removed
the need to buy refrigerators from other countries. In the
narrow sense, import-replacement would have occurred. We
would have replaced imported refrigerators by the product of
local factories. It is wrong, however, to deduce from the
simple technical fact that we are now making something
we did not make before, that we have thereby necessarily
rendered the economy as a whole less dependent upon imports.
With some forms of production there may be a real net saving
of imports; but with others, particularly perhaps those which
have to import the major part of their raw materials and components, this may not be so.
There is a second limited sense in which import-replacement may be said to have taken place. This is where, as a
consequence of our manufacturing development, we are meeting the demands of our greatly expanded economy for a
commodity or material which we would otherwise have to
import, or to import in greater quantity, than is, in fact, the
case. For instance, the Australian economy today requires
a great deal more steel than before the war. If, in the interim,
steel production had not been increased by around a million
tons a year, then to maintain the present level of the economy's
requirements of steel, we would have had to import an additional million tons.
IN this sense, import-replacement has of course occurred over
a wide field. Indeed, it is on this aspect of import-replacement that the supporters of the doctrine have largely rested
Page
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their case. They have pointed out that if the capacity of
Australian manufacturing had not been vastly expanded then
we would have been compelled to import in infinitely greater
volume to sustain the present population at its existing standard of living. This, of course, is indisputable. Unfortunately
for its advocates, the argument is wholly beside the point.
From the standpoint of achieving a balance in overseas
trading, the only test of import-replacement that matters is
whether the industrialisation that has occurred has resulted
in an over-all reduction in the economy's import requirements.

On the facts—to which we drew attention above—it is perfectly clear that industrialisation has not produced this result.
It has not produced it in terms of absolute quantities of imports, nor has it, so far, produced it in relation to the general
size of the economy. Imports, and related payments, today
amount to over 25% of national income (even with restrictions) as compared with under 20% in the pre-war years.
The only test of import-replacement that means anything, so
far as the balance of payments is concerned, is whether, at this
point of time, we require less imports than we did last year,
or five years or ten years ago.

THE supporters of import-replacement have overlooked
three vital considerations.
First, as Australian industry must import quite a large
proportion of its requirements of raw and semi-processed
materials, essential component parts and capital equipment,
the direct net gain, if any, in replacing imports by home production is not nearly so great as it may at first sight seem.
To take the example of steel again: It is wrong to claim—as
the advocates of import-replacement sometimes do—that because steel production has expanded by one million tons we
are thereby saving each year imports to the value of one million tons of steel. To get the true direct import-saving there
has to be deducted the additional imports of materials and
equipment made necessary by the expansion of the capacity of
the local industry. Moreover, even this only covers the net
position in the industry itself. What is frequently overlooked
is that to produce, or expand, the production of a given article
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in Australia requires not only the establishment of a factory
to manufacture it, but a whole range of auxiliary activities—
for instance, other local industries must be expanded to provide
equipment and materials, transport, power and other services.
An expansion in the capacity of an industry such as steel leads
to an increased demand for the products and services of all
the other industries on which the steel industry depends. To
cater for these increased demands, these industries must in
turn expand their capacity and, in the process of doing so,
they will add to their requirements of imports.
Second, the additional demands on imports made by the
increasing population, a big proportion of whom are employed in the "import-replacement" industries themselves.
This increased population gives rise directly to increased demands for imports of consumer goods, such as tea and coffee,
not produced in Australia; and indirectly, by encouraging an
expansion of investment and output in local industries, it
leads to additional imports of the equipment, raw materials and
parts required by the enlarged industrial structure.
Third, the increasing demands for imports as real incomes
and living standards rise.
A good example of these processes is to be found in the
manufacture of locally-produced cigarettes and tobacco. In
1954/5 we produced 44.8 million lbs. of tobacco and cigarettes, as against 23.3 million lbs. in 1938/9. Over the same
period the increased local production necessitated an increase
in imports of unmanufactured tobacco from 23 million lbs. in 1938/9 to 43 million lbs. in 1954/5. Even so,
in spite of the greatly increased local production, the greater
population and higher standards of consumption per head
gave rise to an increase in imported cigarettes and tobacco
from million lbs in 1938/9 to over 3 million lbs. in 1954/5.
Indeed, over a wide range of commodities, examples of
which are given in the two Tables, a similar process has taken
place; a considerable expansion of local production has been
accompanied by a rise in imports (see Table I). Table II gives
examples of how increases in local production have compelled
large increases in imported raw materials.
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TABLE I.
Imports and Local Production in Australia—Pre-War & Today
Unit
Copper—refined
Newsprint
Steel Bars & Rods
Steel Sheet—plain
Electric Motors
Cotton Cloth
Cotton Yarn
Cigarettes & Tobacco
Gloves
Socks & Stockings
Whisky

tons
thous. tons
thous. tons
thous. tons
thous.
mill. sq. yds.
mill. lbs.
mill lbs.
thous. doz. prs.
thous. doz. prs.
thous. gals.

1938/9
Local
Prodn. Imports
72
17,600
—
178
387
6.9
138
39.9
146
32
5.4
198.1
11.7
4.8
23.3
0.7
62*
437
3,800
40
271
523

1954/5
Local
Prodn. Imports
31,800
28,000
73.1
214
416f
74.5
116.2
230f
261
1,185
35.1
305.7
41.2
6.4
3.2
44.8
330
510
5,200
501
451
609

• Excluding dress gloves which, in 1954/5, were nearly ird of total output
t 1953/54.
Sources:—Production and Oversea Trade Bulletins.

TABLE II.
Output of Finished Products and Related Importation of Raw
Materials.
Industry
Motor Vehicles
New Vehicles—registered
Imports
Built-up Vehicles
Motor Bodies
Unassembled Chassis
Parts
Motor Spirit Produced
Crude Petroleum Imported
Rubber Tyres Produced •
Crude Rubber Imported
Tobacco Manufactured
Imports Unmanufd. Tobacco
Paper Produced
Pulp Imported
Fertilizers & Chemicals
Superphosphate Produced
Sulphuric Acid Produced
Imports—Phosphate Rock
—Sulphur
Cement Sheets Produced
Asbestos Imported
.
Wirelesses Produced
Wireless Valves Imported
Cotton Yarn Produced
Raw Cotton Imported

Unit
thous.
thous.
thous.
thous.
mill. lbs.
mill. gals.
mill. gals.
mill.
thous. tons
mill. lbs.
mill. lbs.
thous. tons
thous. tons
thous. tons
thous. tons
thous. tons
thous. tons
mill. sq. yds.
thous. tons
thous.
thous.
mill. lbs.
mill. lbs.

1938/9

1954/5

79

233

2
1
75
4.1
23
54
2.2
15
23
23
42
64

43
38
124
51.4
325
927
3.5
44
45
43
79f
107

1,199
490
800
115
9.5
92
164
496
11.7
11.9

1,964
827
1,084
193
27.8
132
444
905
41.2
52.2

• 1938/9 figure includes bicycle tyres; 1954/5 figure is motor vehicle tyres only.
t 1953/54.
Sources:—Production and Oversea Trade Bulletins. Petroleum Information
Bureau.
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astonishing post-war manufacturing development is
THEsomething
of which all Australians can be greatly proud.

It has been a magnificent achievement which bears witness
to both the enterprise and high technical competence of Australian management and the skill of its workers. That we
are on the verge of a great industrial future there can be
no doubt. But this future will be the more assured if we
concentrate our efforts on those things we can do most efficiently and where our natural advantages are most pronounced.
The final test of whether Australia should attempt to produce commodities or materials previously imported, boils down
to a question of real costs. It is not sufficient to have the human
and physical resources and even the technical know-how to
produce a certain article. The root question is whether we
can produce it at a cost which is comparable, or has prospects
of becoming comparable, with overseas costs. To squander
resources in directions in which there is little hope of achieving
near-world levels of productivity would only make the balanceof-payments problem still more intractable as well as reduce
the Australian standard of living.
The important thing for Australia now is to make up
its mind what things it can do best, to concentrate its efforts
and resources in those directions, and to vigorously prospect
the export field. Nations much poorer in natural resources
than Australia, notably Switzerland, have achieved a high
standard of living by realising their own limitations. It should
be clear by now that to spread our efforts over too wide a
range of production in an attempt at "import-replacement"
is to chase a dangerous "will-o'-the-wisp" which would land
us in Argentinian economic swamps.
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The author of this article is Associate Professor of Economics and a Member
of the Council of Canberra University College. He has outstanding academic qualifications, holding the degrees of M.Ec.(Sydney) and Ph.D. (Cantab.).
Professor Cameron is at present in charge of a large research project into the
structure of Australian industry, commenced in 1953. The first stage of the enquiry,
which should be completed in 1956/7, is concerned with the compilation of input-output
tables on lines already evolved in overseas countries. In this article Associate Professor Cameron has prepared a brief outline of this work, and its great significance
for the business community and for the better understanding of economic processes.

Planning for Future Markets
IC

a ssociate Professor
In Australia's rapidly diversifying
economy, the problem of forecasting
markets is likely to grow in importance. The businessman's markets
are obviously affected by our population growth and by technical developments which are raising living standards, altering relative commodity
prices and introducing new products.
Looking at the matter more closely,
the individual businessman's market
can be divided into two parts. First,
there are his sales to final consumers
—his "direct" market. Second, there
are his sales to other industries—
which may properly be called his
"indirect" or "derived" market since
these sales derive from the fact that
the other industries themselves sell
to final consumers (or to yet other
industries who sell to consumers).
Evaluating the direct market involves
the study of consumer's tastes—a
study which has been pioneered at
Cambridge University where statisticians have been investigating consumers' tastes. Investigation of the
indirect or derived market has been
pioneered at Harvard University
and it is this work, now being done
in Australia at Canberra University
College, which is reviewed here.
Page
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]burgess Cameron
The significance of the derived
market can be appreciated by asking
the businessman one question: How
far is the market for the output of
your industry dependent upon final
consumers' demand for the products
of other industries? To many businessmen this question is of equal, if
not greater, importance than the
question of forecasting his direct
market among consumers. Iron and
steel, for example, are not bought by
householders—but householders do
demand cars, canned food, metal furniture, refrigerators and other household equipment. The Harvard investigators found that this consumer
demand accounted for 33% of United
States iron and steel production,
while exports accoulil–d for a further
17%—leaving only 50% to satisfy
the more obvious demands by industry (and government) for machinery,
vehicles and construction.
The investigation into the structure of Australian industry will provide an answer to the query posed at
the start of the previous paragraph.
The method used in the investigation
is briefly as follows: A list has been
drawn up of all commodities (or
closely related commodity groups)

produced in the economy. This list
necessarily runs into hundreds. Consider now just one commodity—
whether it be milk or woollen cloth
or railway services. From published
statistics, and with the aid of representatives of the producing industry,
an estimate can be made of the sales
of that commodity to every other industry in Australia (as well as of
sales to consumers, government and
exports). If allowance is made for
changes in stocks, these sales represent "inputs" of each purchasing industry, e.g. we will have estimates
of the input of milk into: butter and
cheese factories, ice cream works,
bakeries, and so on.
If such a detailed estimate is made
of the markets of each commodity in
our original list, the results can be set
out in a table looking rather like a
crossword puzzle. It is the assembly
of this table which is the immediate
task of the Australian investigation.
In the table each commodity is
allotted a row and each industry
allotted a column. Thus it is possible
to show the market for a commodity
by a series of entries, along its row,
in the column of each purchasing industry (as well as in the additional
columns allotted to household consumption, government and exports).
As this shows how the output of the
commodity becomes inputs into other
industries, the table is briefly described as an input-output table. Inasmuch as this table sets out, clearly
and quantitatively, the dependence of
each industry upon the products of
other industries, there is an obvious
sense in which it describes the struc7
ture of the • economy at any given
time.
The input-output table can be used
to answer the question we posed previously to the businessman: How far
does your market depend on conPage
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sumers' demand for the products of
other industries? Thus the Harvard
researchers, arranging United States
industries for convenience in 200
groups, and assuming that an industry increases its inputs proportionately to its rate of production, calculated the answer to our question
for each .industry. The nature of the
results may be indicated by considering two industries chosen at random
from the United States tabulations.
Firstly, consider the derived
demand for the glass industry. It
was found that in 1947, $1 million
spent on the final product of any
industry listed in Table 1 implied a
demand for glass of the amount indicated. These figures, of course,
show the average rate of derived
demand—although for brevity Table
1 lists only those industries causing
a derived demand at the rate of more
than $20,000.
TABLE 1
Final demand of $1m. for the output of an industry listed implies a
derived demand for glass of :
$'000
Canning, preserving
25
Alcoholic beverages
46
Partitions, screens
29
Drugs, medicines
35
Lighting fixtures
46
Electric lamps
123
Tubes (radio)
52
Optical & photographic equipment
27
Secondly, analysis of the derived
demand for textile mills (spinning,
weaving and dyeing) showed a
lengthy list (see Table 2) of industries in respect of which $1 million of
final demand for their products implied a demand for the output of textile mills of more than $20,000. (The
need for brevity in this summary will
be appreciated inasmuch as if the
rate of derived demand were ex-
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tended down to $10,000, another 21
industries would be listed in Table

2.).

TABLE 2
Final demand of $1m. for the output of an industry listed implies a
derived demand for textile mill products of :
$'000
Grain mill products
24
Special textile products
167
Jute, linen, cordage
138
Canvas products
505
Apparel
369
House furnishing
582
Wood furniture
71
Metal furniture
115
Partitions, screens
73
Tyres, tubes
246
Miscellaneous rubber products 113
Other leather products
60
Footwear
33
Abrasive products
117
Asbestos products
32
Transformers
22
Motor vehicles
34
Truck trailers
33
Automobile trailers
24
Medical, dental equipment
128
Musical instruments
21
Toys
26
Plastic products
93
Miscellaneous manufactures
26
Information of the type shown in
these tables provides an obvious basis
for the analysis of future markets
for glass or textiles. It is worth emphasising that these figures include
the furthest ramifications of derived
demand—for the demand for a commodity such as public transport or
electricity may only involve a derived
demand for textiles at the third,
•
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fourth or fifth remove. It is the lack
of precisely the type of information.
contained in these tables which has .
in the past hampered the established
techniques of market research.
Input-output tables have many uses
aside from market research. Indeed
in the United States the major stimulus to this work has come from
defence considerations—since in time
of war the table can be used as a
device to programme demands upon
industry for munitions and supplies _
and thus to avoid bottlenecks. But
from the viewpoint of the businessman, the input-output table is especially significant. For by the basically
simple procedure of collecting in a
single table information on individual
commodity markets, the effect of
changes in demand for the products
of other industries on the demand for
his own products can be ascertained
—and his market forecasts made
with greater confidence.
However while the assembly of an
input-output table is conceptually
simple, the practical difficulties are
great. In the United States a large
organisation was established to cope
with the problems arising from gaps
in published information and lack of
consistency in statistics already
available. The Australian project of
assembling an input-output table for
the census year 1947 is, by comparison, Operation Shoestring. That the
project promises well is largely because of the generous response by
both private and public organisations
to our requests for co-operation in
assembling information.

