
1" 71-1 110 IAA Et 3a lir X
THE INSTITUTE OF PUBLIC AF FAIRS... VICTORIA

JANUARY-MARCH, 1956 	 10–No. 1

A non-profit organisation, supported entirely
by voluntary contributions. The Institute aims
at educating the public in the true facts of

our economic system in order to bring about
a wider understanding of the merits of free
enterprise.

CONTENTS Editorial	 1
More on Taxes and Economic Policy .. ... 4
Understanding Free Enterprise	 9
Full Employment without Inflation 	 17
Contributed Article

Britain's Productivity Problems, by Graham
Hutton	 21

Editorial

THE Government's economic policy outlined in the Prime Minister's
speech on the 14th March has evoked considerable criticsm. Some of

the criticism has been over-harsh and most has been unconstructive. It
has not been sufficiently understood that the Government is confronted
with a problem of great complexity upon which there is room for wide
differences of opinion as to diagnosis and treatment. Moreover, whatever
measures are adopted to deal with the problem, some are bound to be
distasteful and therefore politically unpopular.

For its part the I.P.A. cannot accept the emphasis which the Govern-
ment has placed on inflation as the main cause of the difficulties from
which the economy is. suffering. Inflation, admittedly, may be a seriously
aggravating factor, but it is little more than a symptom of the root
causes of the trouble. These causes are to be found in the changes that
have taken place in the structure of the economy since before the war.
These changes are the break-neck pace of development and immigra-
tion; the great concentration of employment in industries which, prin-
cipally because of high costs, are at present adding little or nothing to
exports; a 30% over-all increase in population; and the rise in living
standards bought about by full employment, heavy expenditure on
social services and a substantial rise in real incomes, particularly of the
lower income-earners.

The net effect of these changes has been to increase alarmingly the
economy's requirements of imports, but to fail to add to capacity to pay
for these requirements by exports. In 1954/5 imports in volume (with
restrictions) were 855 up on pre-war, exports only 20% up.
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Editorial (continued) 	

The present economic difficulties are due not so much to excess]
inflationary spending as to the tremendous annual addition to total spend-
ing which arises from these basic structural changes. For instance, if the
migrant intake were maintained next year at the rate of 125,000, this
would add around £300 million to total spending. Part of this huge sum
must inevitably. be reflected in a greatly increased demand for imports.
The effect of counter inflationary action in reducing demands for
imports could be overwhelmed by the increase on this account. The
Government has given an undertaking to review the migration pro-
gramme and possibly the level of government spending before the
September budget is brought down. It is to be hoped that this will lead
to a substantial reduction in the intake of migrants so as to bring it into
line with the realities of the present economic situation.

THE great pace of development and population increase, which is
unprecedented in Australia's history, was possible without grave

economic embarrassment when the terms of trade (which for some years
averaged 40% better than pre-war, and which in one year were 84%
better) were so much in our favour. This whole situation has drastically
changed now the terms of trade are back to, or even below, the pre-war
position. This sharp change for the worse in our fortunes is the salient
fact to bear in mind in relation to the present problem. If a sound balance
is to be restored to the economy we must face up to it and accommodate
the rate of investment (including government spending on public
works) and population increase to the new situation. Before long this
adjustment will, in any case, be compelled by the sheer pressure of events.
We are only postponing the evil day, and we are running the gravest
risks with the economy, by striving to maintain a rate of development
and population increase which our resources are no longer adequate to
sustain.

The level of spending on investment—both in the private sector
and on government projects—is in the main a response to the rate of
population increase which has been boosted by migration to nearly a
quarter of a million a year. If this rate is cut back—as it can be—then it
will be possible to satisfy the community's needs with a substantially lower
volume of public and private investment.

BUT even if inflation were the main cause of our troubles (we do not
believe it is) there would still be room for legitimate differences of

opinion on whether the Government's programme of higher taxes would
be very effective. There is, for instance, a distinct possibility that in-
creased taxes may result in pushing up the already over-high level of
costs. This could occur because of automatic wage and salary adjust-
ments (in the case of tobacco and probably food and fares) ; increased
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transport costs (because of the tax on motor vehicles and petrol) ; and a
clamour for higher incomes in general brought about by higher prices
for a wide range of commodities and the tendency for companies to
adjust their prices upward because of increased company tax. Insofar as
money incomes increase as a consequence of the Government's policy,
the central purpose of the increased taxation, namely to cut back real
purchasing Power, would be undermined.

The increased duties on liquor and tobacco, which are calculated to
bring in additional revenue of over £40 million a year, are, vital to any
success the Government's policy might achieve. But their effectiveness
is clearly dependent on the realisation of one crucial assumption. This is
that the higher price will not cause the public to seriously cut back their
consumption. The Government here is obviously relying a great deal on
past experience when, as the Prime Minister pointed out, increases in
prices did not result in any diminution of consumption. But these in-
creases took place in a period of rapidly rising incomes which helped
counteract the natural resistance to higher prices. If the Government's
hopes are not realised and there is a falling off in consumption, then two
consequences will follow: First, the Government will fail to get the addi-
tional revenue. from these sources which it is banking on to contribute a
large part of the money it requires to balance governmental accounts.
Second, the higher duties will fail as an anti-inflationary device to soak up
excess purchasing power, because people will still be left with roughly the
same amount of money to spend on other things.

But even if the increased taxes, combined with higher interest rates,
are effective in reducing excess demand, the I.P.A. would not expect
that there would be any notable improvement in the Australian financial
and economic position. Certainly, as the Prime Minister said, a period of
consolidation is now an urgent necessity. But consolidation will be
difficult, if not impossible, while the existing levels of government spend-
ing and migration are maintained. A large cut in these two items is
imperative. Not until this step is taken will we really be striking
decisively at the root cause of the economy's difficulties.

LOOKING backward at the post-war period, it is difficult to avoid the
conclusion that as a nation we squandered many of the opportunities

of the good years, we failed to consolidate and stabilise, we were content
to be carried along on an exceptional tide of prosperity, rather feck-
lessly, without much thought of where we were going and of what we
would do if the fates turned nasty. The three things most vital to long-
run stability—costs, productivity and exports—were disregarded. The
road back to economic health will not be easy and will probably not be
short. The sooner we start on the journey in real earnest the better.
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More on Taxes and Economic Policy *

THE great economic debate reach-
ed its climax with the "eight

economists' plan" for increased taxes.
To many, the publication of this plan
was taken as an indication that the
Commonwealth Government would,
at an early date, introduce a supple-
mentary tax budget as its main
weapon in the attack on inflation
and the balance-of-payments deficit.

The plan was immediately met
with a blast of criticism from busi-
ness leaders, trade union officials,
and the daily press. Indeed, in all
the land, it was hard to discover any-
one who supported it. Unfortunately,
with few exceptions, the critics sug-
gested nothing to take its place. This
might have been taken to mean that
they thought that the economic pros-
pect was far from as black as it had
been painted and that there was,
therefore, no call for extraordinary
measures; or, on the other hand, it
might have meant that they had no
alternative to propose.

Altogether the economists' plan de-
served something more than the
summary rejection which it received
at the hands of most of its critics.
But, even when carefully examined,
the proposal to raise taxes remains
entirely unconvincing, The most
important argument against in-
creased taxation lies in the consider-
able' doubt whether it would be
effective — whether it would, in
fact, make any worthwhile contri-
bution to the purposes for which it
is intended. These purposes are to
counteract inflation, to reduce the
demand for imports, and to restore
balance to the rickety external situ-
ation. The doubts stem from both
political and economic considerations.

Since the publication of their plan,
the economists — with Professor
Karmel of Adelaide University as

main spokesman — have insisted
that their intention, which was in
some doubt, was that the extra tax
revenue would be used to provide a
genuine budget surplus, so that total
spending would, in fact, be reduced
by at least the amount of the addi-
tional tax revenue. This may be good
economics, but is it, in the Austra-
lian setting, practical politics?

The theory of the compensatory
budget achieved prominence in the
thirties largely under the influence
of Keynes. The original idea was
that the central government should
budget for a surplus in good times
and a deficit in bad — by varying its
taxing and spending policies — as a
counter to inflation and deflation.
(Today there seems to be a readi-
ness to increase taxes, but a strange
reluctance to countenance reductions
in government spending). As a
theoretical abstraction the idea had
excellent possibilities. But experi-
ence has not dealt kindly with it and
there is now far less confidence that
governments can, in practice, adjust
their taxing and spending policies in
such a way as to assure price and
general economic stability. Govern-
ments are human and the temptation
to use surplus tax proceeds for count-
less worthy projects pressed upon
them by numerous pressure groups,
frequently proves to be irresistible.
What sets out to be a budget surplus
usually ends in increased govern-
ment spending.

THESE considerations are espe-
cially important in Australia,

where the States have, politically,
everything to gain and little to lose
by increasing their expenditure. It
is anything but easy for a central
government, flush with funds, to re-
sist the clamour of the States for a

•This article was printed before the Government's policy was announced on the 14th March.
We have decided to publish it so that it will stand as a record of the I.P.A.'s views on increased

taxes prior to the Government's announcement.
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parcelling out of the booty. For these
reasons it is hard to place much re-
liance in the conception of a budget
surplus as an instrument for cutting
back total spending. It is not enough,
therefore, for the authors of the
economists' plan to insist — as Pro-
fessor. Karmel, one of its signatories,
has done in reply to its critics —
that the additional tax revenue
should not result in increased gov-
ernment expenditure. The critics of
the plan would be justified in being
sceptical whether this is at all likely.

Professor Karmel made two other
points, neither of which comes to
grips with the main criticisms raised
against a programme of increased
taxes. He disputed the idea that
higher taxation is inflationary be-
cause it' raises prices and costs. He
argued that an increase in indirect
taxes which resulted in a once-and-
for-all rise in the price level would
serve to mop up excess purchasing
power. But are there any grounds
for believing that a once-and-for-all
rise in the price level would be at all
possible — particularly in the Aus-
tralian setting where the connection
between incomes and prices is much
more direct and automatic than in
other countries? Is it likely that the
trade unions, for instance, would
acquiesce in a higher price level de-
signed to restrict the purchasing
power of wages without agitating for
higher wages in compensation? There
is certainly nothing in the wage his-
tory of the last few years to believe
that they would. Even at the time
of writing the trade unions are exert-
ing strong pressure for the restora-
tion of the cost-of-living adjustment
for those coming under Federal
awards. It would seem to be the
height of optimism to suppose that,
in the Australian scene, a rise in
prices would be feasible without a

general increase in money incomes.
Until there is much more evidence
than there is at the moment that the
trade unions and other interests
would be prepared voluntarily to
agree to a reduction in real incomes,
the proposal of higher indirect taxes
to mop up purchasing power seems
to be of limited practical worth. On
the contrary, in view of the already
excessive level of Australian costs,
higher sales taxes should be ap-
proached with the greatest caution.

Professor Karmel then deals with
the third of what he calls the three
"main arguments" put forward
against increased taxation — namely,
that higher taxes reduce produc-
tivity. In their original policy state-
ment the eight economists were in-
clined to discount the effects of
higher taxes on productivity. Pro-
fessor Karmel, however, unlike his
colleagues, seems prepared to con-
cede some merit in the argument that
higher taxes will adversely affect
productivity, but claims that in the
absence of action to curb inflation,
productivity would decline in any
event. It, is true that inflation, be-
cause of labour shortages and easy
profits, gives rise to widespread in-
efficiencies. But the validity of Pro-
fessor Karmel's argument hinges on
whether higher taxes would prove an
effective counter to inflation. For
reasons given above — that is, the
political difficulties of achieving a
budget surplus and the effect of
higher taxes on the level of money
incomes — it is highly improbable
that moderate tax increases would
exert a very pronounced disinfla-
tionary effect. Indeed, the probabil-
ity is that they would soon lead to
further substantial rises in prices
and costs. It is reasonably certain
that, in the long run, the heavier bur-
den of taxation would discourage
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More on Taxes and Economic Policy (continued) 	

rapid improvements in productivity
and would be particularly dangerous
so far as the all-important export
industries are concerned. Professor
Karmel makes the familiar assertion
that improvements in man-hour out-
put are slow and therefore not a
solution for a short-term emergency.
But, Professor Karmel and his fel-
low signatories would no doubt agree
that higher productivity is an indis-
pensable ingredient of the medicine
required to restore the Australian
economy to ultimate good health. It
would surely be wrong to achieve a
little temporary relief from infla-
tionary pressure by measures which
would endanger the long-run goal
of external economic balance.

PROFESSOR KARMEL has not
1. attempted to answer several
major criticisms of increased taxa-
tion made by the I.P.A.*

The first is that higher taxes on
personal income would not reduce
personal spending by anything like
the amount of the additional tax.
We pointed out that people develop
a kind of habitual standard of every-
day spending which they do not
easily or willingly relinquish. If
their incomes are reduced by higher
taxes, they will be prepared to save
less in order to maintain this stan-
dard. Thus the effect of higher taxes
on income will be to reduce the total
of personal savings. This is parti-
cularly so since the great proportion
of income tax is paid by people in
the middle and higher income brac-
kets — farmers, business and pro-
fessional men, salaried executives
and so on — who can afford, if
necessary, to reduce their savings.
This fact clearly has important impli-
cations for the loan programmes of
• See article: "Proposals to Increase Taxes" in
October/December "Review."

governments. If contributions to
public loans are inadequate — as
they are today — then higher taxes
will certainly increase their inade-
quacy. The maintenance of expendi-
ture on government projects would
thus imply that part of the addi-
tional tax proceeds will have to be
applied to cover the fall in contribu-
tions to public loans.

Another important point is that
the income on which the recipient's
attention is concentrated today is not
his gross income (i.e. income before
tax) but his "take home pay". The
combination of higher tax rates and
the introduction of "pay as you earn"
has been largely responsible for this
change in attitude. This means that
the level of wages and salaries is
much more responsive to tax in-
creases than it used to be. For in-
stance, in the salaries group, there
is no doubt that higher taxes will
eventually lead to higher incomes
through an adjustment in yearly
salaries. As with an increase in in-
direct taxation, the aim of higher
income taxes is to cut back the pur-
chasing power of incomes. But part
of this objective will be nullified if
incomes rise — as indeed they will
— in compensation.

The crucial argument against high-
er taxes is that, no matter what form
they take, they will sooner or later
give rise to increased incomes and
thus to higher costs and prices.
Under present conditions, Australia
is in no position to stand a further
lift in a cost structure already much
too high, and policies which tend in
that direction should be avoided.

It has been necessary to restate
here these criticisms of increased
taxation because the advocates of
such a policy have not yet satisfac-
torily answered them. But, even
when all this is said, the main part
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of the case against increased taxa-
tion rests on entirely different
grounds.

If we allow that a policy of all-
round tax increases would be effect-
ive in removing inflationary pressure
(for reasons given above we do not
think it would) the question still re-
mains whether this would bring the
economy materially closer to the
point where spending on imports was
balanced by export receipts. Or
would we be still left with a yawning
gap in overseas payments which
would have to be bridged by severe
import restrictions? The question at
issue is vital. It is whether Austra-
lia's difficulties are due to no more
than excess inflationary spending, or
whether they go much deeper, and
are inherent in the structural com-
position of the post-war economy.
In a number of articles in this publi-
cation we have emphasised our view
that the Australian economic prob-
lem is primarily due to these struc-
tural changes and that unless policies,
which take proper account of them,
are devised, then the situation is
destined to grow worse. Inflation,
in this view, is mainly an unpleasant
symptom of the economic indisposi-
tion, not the cause of it.

THIS analysis seems to be con-
firmed by the observations of

an eminent Swedish economist, Pro-
fessor Lundberg, who recently visit-
ed Australia at the invitation of the
Commonwealth Bank. Professor
Lundberg says* it is very likely that
Australia would have a considerable
balance-of-payments deficit even if
the economy were brought into in-
ternal equilibrium and the inflation-
ary gap eliminated. He points out
that in 1953/4 when there was little
• In an address to the N.S.W. Branch of the
Economic Society.

inflation, there was no deficit in the
balance of payments. But this, he
states, was due to two factors: First,
the highly favourable terms of
trade, which were 25% above the
pre-war level which we are at the
moment again approaching; and
second, quantity import restrictions.
He says that if the terms of trade
had been normal and there had been
no import restrictions, there might
have been a deficit in 1953/4 of about
£200m. Professor Lundberg con-
cludes : "The fundamental disequili-
brium in the Australian balance of
payments seems to be due to the
tendency for import volume to grow
at about the same rate as the real
national income, while the volume of
exports grows at a much slower rate,
determined largely by the increase
of productivity in primary indus-
tries. The import replacement effects
of the very rapid expansion of manu-
facturing industries in Australia
since the end of the war seem to have
been neutralized by the large de-
mand for machinery and raw mate-
rials that has accompanied this ex-
pansion. There is no easy way out
of Australia's balance-of-payments
problem — if as seems probable to
me — they are of a long-term struc-
tural kind."

This is what the I.P.A. has been
insisting for some time. Admittedly,
Professor Lundberg says that the
first thing is to eliminate inflation
and over-full employment and that
only when this has been done will
we know where we stand. The I.P.A.
agrees that it is imperative to re-
move inflation — we do not think
this can be done through taxes —
but, if it is true that our troubles
arise from basic structural causes,
then it is far too late to postpone
immediate action to deal with these
causes. Otherwise the situation
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More on Taxes and Economic Policy (continued) 	

would continue to deteriorate, with
the gravest consequences to the Aus-
tralian economy.

IN order that there should be no
misunderstanding about the nature

of these structural changes we re-
state them here. They can, in our
view, be reduced to four in number.
They are :

First, the great growth in the size
of the economy, including the growth
in population which is now over two
million or 30% greater than before
the war.

Second, the abnormally high cur-
rent rate of development, which,
of course, has made this growth
possible,. For instance, investment
in 1954/5 took 25% of gross national
product, as against consumption (in-
cluding cars) 71%. In 1938/9 the
figures were investment 19%, con-
sumption 78%.

Third, the employment of 30%
of the working population in manu-
facturing industries, contributing
mainly to the home market but little
to export. Two decades ago the pro-
portion employed in manufacturing
was 20%. In the meantime the pro-
portions engaged in the primary or
export industries has declined from
24% to under 15%. This implies no
criticism of our manufacturing de-
velopment. It is perfectly true that
a large proportion of migrants can
only be absorbed in the manufactur-
ing industries. It follows that if we
are to continue large-scale migration
there must be a corresponding de-
velopment of manufacturing. But
it is also surely true that this devel-
opment cannot be supported unless
the industries in which the great
increases in production and employ-

ment are occurring make their con-
tribution to export income. At pre-
sent, the high level of costs is an
almost insuperable obstacle to any
rapid expansion of export markets.

Fourth, the big lift in average
living standards, mainly of the lower
income earners as a result of full
employment, higher real wages and
salaries and comprehensive social
services.

If this diagnosis of Australia's
difficulties is correct it would be the
height of folly to refrain from reso-
lute action aimed at reducing the
rate of development and intake of
migrants. Some cut in living stan-
dards is, in any case, inescapable
because of the reduction in real re-
sources following from the import
restrictions.

Some people seem to talk of the
Australian economy as if its basic
structure were broadly similar to
pre-war. At that time the vital
factor influencing current prosperity
and the rate of development was the
earnings of our exports of primary
products — wool, wheat, meat, etc.
— and these were generally suffi-
cient to support a smaller economy,
not fully employed, at a lower stan-
dard of living than today without
serious embarrassment to the ex-
ternal payments position. The basic
economics of that economy were
brilliantly expounded by economists
such as Sir Douglas Copland and
the late Professor L. F. Giblin. But
all this has changed, and changed
vastly ; and we have yet to work out
the basic economics of the post-war,
highly industrialised Australia with
a new conception of the living stan-
dards which its people consider their
entitlement. It is a great task wait-
ing to be done.
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Understanding Free Enterprise
This article comprises a report by the Secretary of the I.P.A. on his

recent visit•to the United States. The main purpose of his visit was to
study the work being done to inform the American people of the achieve-
ments of business and the operation of the free enterprise economy.

FOR many years longer than any
 of us can remember people have

been misinformed about the business
system. Over 100 years ago Karl
Marx sowed the seeds of hate for
capitalism. But if he were alive today
he would not recognise the system
he condemned. Vast changes for the
better have occurred and are still
continuing. Thanks very largely to
the productivity of the free enter-
prise economy the people of the west-
ern world today enjoy better living.
They live in better houses, eat better
food, wear better clothes, work in
better factories, receive better and
more regular pay, enjoy better educa-
tion and have more leisure than ever
before. Wealth has been redistri-
buted and more and more people have
become shareholders in industry.

But, even with all these advances,
it is still necessary to correct wide-
spread misinformation and build a
better understanding of the business
system. False ideas about business
are still undermining efficient team-
work between management and men.
Briefly the problem boils down to an
urgent need to explain to the man in
the street:

• How business works in the public in-
terest.

• How increased productivity contributes
to higher standards of living.

• How profits and investment provide
better jobs and better products for
more people.

• How competition assures better pro-
ducts and services at lower prices.

• How management must keep the in-
terests of consumers, employees and
shareholders in balance.

• How government should function in a
free economy for the best interest of
all.

Economic Education Programmes in
U.S. Industry.

What is being done about this prob-
lem of economic education? The
writer was privileged to spend some
weeks last year in U.S.A. studying
what leading American companies and
business organisations are doing in
the field of economic education. The
first important conclusion that
emerges, is that American indus-
trialists believe that this is a • task
which must be undertaken primarily
by businessmen themselves.

Businessmen in the U.S. realise
that they have a tremendous job to
win and retain public goodwill. They
realise that the future of the free
enterprise system depends to a great
extent on encouraging employees to
learn more about that system.
American industry is therefore
spending vast sums each year as part
of a continuing programme to explain
the operation of the free economy.
It is not possible to obtain figures of
the total cost of economic education
programmes. But the magnitude of
it can be gauged by the fact that
something like $100,000,000 per an-
num are being spent on employee
magazines alone. The New York
Stock Exchange itself has a budget
this year of approximately
$700,000 solely to explain the
working of the Stock Exchange and
to encourage wider share ownership.

U.S. industry is nevertheless hav-
ing a second look at the problem of
economic education. This might be
said to have dated from an article
entitled "Is Anybody Listening ?"
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Understanding Free Enterprise (continued) 	

which appeared in "Fortune" in Sep-
tember, 1950. It is now realised that
in the past a great deal of money
was wasted on one-sided propaganda.
Today there is a far more intelligent
and thoughtful approach to economic
education.

Some of the main forms of em-
ployee communication in operation in
U.S. industry are described briefly
below:
Employee Magazines.

U.S. industry has discovered that
the soundly-edited employee journal
is one of the most effective mediums
of communication between manage-
ment and labour. Over 50,000,000
copies of house journals are printed
each month—a circulation greater
than that of "Life," "Time," "Satur-
day Evening Post," "Colliers" and
the "Reader's Digest" combined.

Most employee magazines contain
at least one economics article in each
issue. These articles cover such
matters as company operating re-
sults, future plans and inspirational
ideas or basic facts bearing on the
economy.

The du Pont journal, "Better Liv-
ing" enjoys the reputation of being
one of the best employee magazines
in U.S.A. It has a circulation of
close on 150,000 copies an issue.
Apart from du Pont employees, it
is distributed widely among news-
papers, libraries, schools, doctors and
social and civic organisations, especi-
ally those in du Pont plant communi-
ties. "Better Living" was planned
as a picture magazine because the
reader has so many calls on his time
and because of the power of a picture
to get an idea across.
Reading Racks.

Over 700 U.S. companies are now
using information racks in their
plants and offices. Employees are
entirely free to take literature from
the racks or leave it alone. The

material is there if the employee
wants it but he is not urged to take
it. He is free to disregard it en-
tirely. This voluntary feature is all-
important. Reading a booklet is the
employee's own idea and for that
reason he is more inclined to ap-
proach it with an open mind and to
believe what he reads.

General Motors' employee surveys
indicated a geniune hunger for in-
formation. Accordingly they have
installed in plants and offices about
2,000 reading racks to fulfil this need.
Since 1949 nearly 100,000,000 copies
of about 500 booklets have been dis-
tributed through G.M. rack services.
G.M. puts out more booklets than
automobiles.

G.M. information rack booklets are
issued on the following basis:
(a) General Motors Information . 10%
(b) Home and Family, such as

"Cookery," "How to Raise
Plants in the Home" .. .	 23%

(c) Inspirational, such as "The
Man Who Discovered Christ-
mas"	 13%

(d) Health and Safety 	 14%
(e) Technical and Mechanical In-

formation
(f) Economic and Social Material,

such as "Big Business for a
Big Country"	 35%

It will be seen that a good share of
the booklets are aimed directly at
informing G.M. employees on the
economics of their own company and
of American business in general.
However, the company is careful not
to overdo the economic information.
That would be a quick way to kill
off interest in the racks. G.M. have
installed racks on request in a num-
ber of universities, in the Y.M.C.A.,
Chambers of Commerce and other
community centres.

Among the well-known companies
which have adopted the reading rack
system are U.S. Steel, Swift and Co.,
Standard Oil Co. (N.J.), Esso Stan-
dard Oil and the Aluminium Co. of
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America. But there are more small
companies using racks than large
organisations. The rack programme
is practical for any company regard-
less of size.
HOBSO (How Our Business System
Operates).

This is an educational programme
which was developed by du Ponts.
It consists of three 90-minute dis-
cussion meetings of not more than
20 employees. The meetings are
held in company time and the discus-
sion is guided by a conference leader.
The sessions are devoted to the fol-
lowing:

Minutes
(a) The American Business System 60

Accomplishments of the Sys-
tem	 30

(b) The Importance of Competi-
tion	 60
Individual Freedoms	 30
Proposed Changes in the Sys-
tem	 45
The du Pont Company — Its
Story	 45

The conference leader does not preach
nor take sides in the discussion. His
role is to maintain a non-partisan,.
neutral stand and to make the dis-
cussion as open and frank as possible.

Du Ponts have trained 140 pro-
gramme leaders and have presented
HOBSO to 85,000 of-their employees.
The company is certain that manage,
ment-employee relations have im-
proved as a result of HOBSO.

In 1950 the programme was made
available to the National Association
of Manufacturers. N.A.M. have
trained men from over 350 other
companies and approximately 500,000
employees in these companies have
now participated in HOBSO discus-
sions.

HOBSO is probably the most
widely used economics course in U.S.
industry. But there are many
others. Swift and Co., for example,
have an employee discussion course

based on a small, illustrated booklet
entitled "How We Live". The Sun
Oil Co. has a programme called "Our
Economy at Work". This course was
developed with the aid of the Univer-
sity of Chicago. It is based on ten
excellent booklets which cover mat-
ters such as competition, producing
for better living, money and profits.
Sears Roebuck spent about $1,000,000
on a film programme designed to edu-
cate their employees in the economic
facts of life. It also endeavours to
show how Sears measures up as a
responsible company in the U.S.
economy. This course has been pre-
sented to over 200,000 employees.

A survey made by The Opinion
Research Corporation revealed that
one large U.S. company in every five
was conducting a special economics
course for its employees and that the
trend is rising. About 90% of fore-
men and rank and file employees who
have attended economics courses have
voted for more of them. In survey-
ing employee reaction to these courses
this comment from a steel works
foreman is typical:

"It made me feel that the company thinks
of us as real people. I felt flattered that
they thought enough of our opinions to
pay us to sit around and discuss these prob-
lems."
Companies believe improved economic
understanding will result in better
employee attitudes, better work re-
lationships, increased productivity,
high job morale, better citizenship
and more intelligent voting. An em-
ployee who understands company
economics is a better and more pro-
ductive employee.
"Let's Face It."

This is a programme sponsored by
U.S. Steel as a public service. The
project was developed in conjunction
with The American Economic Federa-
tion.

(c)
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"Let's Face It" is a film discussion
programme designed to explain eco-
nomic facts in easily understandable
language. The film is presented in
a setting with which any member of
an audience can identify himself. The
film shows that workers, investors
and management want the same
things out of life. But rewards can
only come as a result of customer
security, that is, by teamwork which
enables the business to win and hold
customers. The theme is that if we
work together we can all get more.

"Let's Face It" consists of two 15-
minute 16 mm. black and white films
and a flip chart of 62 pages. After
each reel a discussion leader turns
over the flip chart which guides the
discussion. A trained discussion lea-
der is not needed. Any member of
the group can handle the charts. Ex-
perience has shown that better re-
sults are obtained when no member
of management is present at rank
and file meetings.

On account of its size (30% of
U.S. market and 275,000 employees),
U.S. Steel is very conscious of public
opinion. The company feels that ob-
jectivity is the secret of success in
economic education. "Let's Face It"
is a first-class programme. It is en-
tirely objective. This is, no doubt,
the reason why the programme has
been used in community-wide projects
and in schools, colleges and social and
religious groups.

Open House for Employees' Families.
"Family days" in the plant answer

the natural urge of wife and children
to see what goes on where father
works and just what he does. And
the opportunity to show his family
the work he performs enhances his
feeling of importance and prestige in
the company. An excellent oppor-
tunity is afforded management to
straighten out for the family—whose

influence on the morale of the em-
ployee is obvious—some of their
questions about company operations.

Many of the companies I visited
hold these open house visits at least
once each year.

Regular Employee Meetings.
The practice of holding regular

meetings of employees presided over
by top executives is growing. Em-
ployee attitude surveys indicate that
there is a genuine desire for informa-
tion about company plans and finan-
cial results. U.S. managements be-
lieve that employee meetings and dis-
cussion groups provide a direct chan-
nel of communication and enlighten-
ment. Many companies consider it
is valuable to have their chief execu-
tive officer give employees periodic
reports of the company's financial
operations, its problems and future
plans. Major changes in policy are
effectively presented in this way,
with details and questions left to sub-
sequent handling by departmental
heads and supervisors.

Some companies have had success
with "Nail the Rumour" sessions.
Employees are given an opportunity
to write down "what they hear" on
a slip of paper and post it in a rumour
box. Periodically, company officials
present the true facts at a group
meeting so that all may hear.

General Electric, Standard Oil
(N.J.), Corning Glass and Kaiser
Aluminium are examples of com-
panies which believe in holding regu-
lar "face-to-face" meetings. At
General Electric, meetings of 15-16
employees at a time are held each
year at which a departmental mana-
ger will discuss sales, prices, finan-
cial results and prospects for the
coming year. The Standard Oil Co.
(N.J.) believes that top directors
should be seen by employees, so the
President normally opens employee
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meetings. This company carries out
periodic surveys of what the em-
ployees want to know. The answers
are given at employee forums and
discussion groups.

U.S. industrial relations people be-
lieve employees must have a source
of information. If the facts are not
given, rumour and misunderstand-
ings will flourish. The employee
wants recognition. He wants to be
put into the picture and he wants to
know the facts which affect his liveli-
hood.
Above All Else, Recognition.

One evening on board an aircraft
bound for New York, three or four
Corning Glass executives were dis-
cussing with me an issue of the
I.P.A. publication "Facts." This con-
tained the results of a survey of what
Australian workers want most from
their jobs. In order of preference,
these were listed as security of em-
ployment, high pay, ample holidays,
opportunity for advancement and
good working conditions. The Corn-
ing men thought all of these were
important. But they had no doubt
that what the U.S. worker wanted
above all else was recognition—a de-
sire to be recognised as a human being
and to be informed about the com-
pany, its organisation, the goods it
produces, customer reaction, the rea-
sons behind changes in production
methods, profits and losses and pros-
pects for the future.

The view is widely held throughout
the U.S. that employees who realise
the purposes behind their jobs and
know how the products will be finally
used have a better attitude to their
work and get more satisfaction from
it. An undertaking that neglects to
keep its employees informed becomes
a breeding ground for rumours. And,
last but not least, employees cannot
be expected to believe in and support

the system of free enterprise if they
fail to realise what they stand to
gain from it and do not regard them-
selves as contributing towards it.

16 mm. Documentary Films.
In both U.S.A. and Britain use of

films dealing with business and the
economic system is increasing to a
marked extent. Most recent films
endeavour to strike a balance between
entertainment and information.

There is no question about the
effectiveness of a good film. But the
experts believe it is debatable whether
just showing a film will really clarify
issues to the extent that all people
can understand them. This is especi-
ally true with films about the eco-
nomic system. For real understand-
ing, people should have an oppor-
tunity to ask questions and discuss
the points made in a film. The film
discussion meeting is an excellent de-
vice for getting across facts. It com-
bines the advantages of visual pre-
sentation • with audience participa-
tion.

One of the most successful educa-
tional projects undertaken by the
U.S. Chambers of Commerce has been
the film "It's Everybody's Busi-
ness".* This is a colour cartoon film
which was developed by the Chamber
in co-operation with E. I. du Pont de
Nemours and Co. Among other
things, the film endeavours to ex-
plain how business works in the pub-
lic interest, the importance of profits
and how productivity contributes to
higher living standards. This film
has been a tremendous success in
U.S.A. About 500 prints have been
sold. It is estimated that 60,000,000
people have seen the film on T.V. In
addition, it has been shown to some

* The Associated Chambers of Commerce,
Canberra, have a copy of this film. The
I.P.A. hopes to have a print which will be
available to borrowers later this year.
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3,000,000 people in small community
groups.

The National Association of Manu-
facturers, New York, have made a
number of important films. A fea-
ture of the N.A.M.'s work has been
a weekly T.V. series "Industry on
Parade". This series has received
universal acclaim. A new film is
produced each week for screening on
the T.V. network throughout the
U.S. In addition, these N.A.M. films
are regularly shown on T.V. pro-
grammes throughout the world.

In contrast to Australia where
films about free enterprise are seldom
if ever made, in the U.S. scores of
companies and other organisations
have produced educational films of
this type. Not all of them are good.
But there are many excellent produc-
tions which could be used to create
better economic understanding in this
country. Among them are films deal-
ing with subjects such as banking,
inflation, industrial research, profits,
productivity, investment and human
relations.
Business and the Schools.

In the scope of this article, it is
possible only to mention briefly that
responsible businessmen in U.S. are
giving a great deal of thought to the
need for better economic education
in schools. It is recognised that
schools provide the employees of to-
morrow and that the attitude of stu-
dents to business is greatly influenced
by the views expressed by their
teachers.

The U.S. Chambers of Commerce
each year organise a Business Educa-
tion ("B.E.") Day. On this day
school teachers visit factories and
businesses in their school areas.
Since the "B.E." Day programme was
first launched, 300,000 teachers
throughout U.S. have visited 36,000
plants, factories, stores and offices to

learn more about how business
operates.

An interesting project has been
developed by the Foundation for Eco-
nomic Education of New York. It
is the College-Business Exchange
Programme. Each year fellowships
are available during the summer
vacation for college professors to
devote six weeks to "on-the-spot"
study of a business firm. Some 500
professors have participated in the
programme to date. One professor
after his fellowship with a large re-
tailing establishment said:

"I was surprised and pleased that we
were allowed the utmost freedom (even
encouraged) to inquire into any phase of
the Company's activities which interested
us, e.g., costs, margins, profits, wage scales;
that all our questions were answered fully
and frankly; and that we were told, in con-
fidence, of new programmes, new policies,
new products, and new management and
merchandising techniques that were being
developed."

Productivity and Automation.
1955 was the most prosperous year

in U.S. history. Employment was
over 65,000,000 jobs—an all-time
high. Personal incomes reached the
highest level ever and records were
broken in industrial production. In-
formed people were talking of a fabu-
lous future, higher living standards,
automation and of rising produc-
tivity. Automation was being dis-
cussed everywhere.

What is automation ?
The Chairman of Radio Corpora-

tion of America, David Sarnoff, has
defined it as "the process of substi-
tuting automatic for human controls
in the manufacture, packaging and
distribution of goods ; and the equiva-
lent process in mines, office work, ac-
counting and the like". Other autho-
rities prefer to regard automation as
an advanced stage of mechanisation
or an acceleration of a process which
has been going on since the Indus-
trial Revolution. In any event, where
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it has been introduced automation is
taking the hard manual labour and
certain human decisions out of the
job. The machine rather than a
tradesman controls the accuracy of
the operation.

International Business Machines
(I.B.M.) and Remington Rand have
produced a range of electronic mach-
ines which are offering enormous
savings in man-hours in offices. They
are now being used to type cheques,
do payrolls, and perform a whole
range of involved calculations for in-
dustry, banks and life insurance com-
panies.

Remarkable advances have been
made in the electrical industry by
the application of automation. Cir-
cuits for radio and T.V. sets are no
longer individually wired. They are
printed and connections are auto-
matically soldered.

H. J. Heinz have an automatic
warehouse in Pittsburgh. The en-
tire factory output is moved electron-
ically by conveyors to selected posi-
tions in the warehouse, where stocks
will be ready for shipment.

During a visit to Corning Glass
Works I saw revolutionary ribbon
machines spitting out glass shells for
electric light globes at the incredible
rate of over 1,500 per minute—much
faster than a machine gun can fire
bullets.

Today, there is £7,500 in assets of
all types behind each employee in
U.S. industry. This is one of the
secrets of U.S. productivity: it is
also one of the results. This asset
backing is likely to increase as auto-
mation becomes more widely adopted.
But enlightened managers clearly
recognise that, no matter how much
capital investment is made, increased
productivity will only occur if the
employees are willing. This is a
vital pointer to the importance of

sound human relations policies as an
aid to productivity.

The U.S. provides many examples
of automatic machines manned by
one to four men replacing 20, 40 or
even 400 men. It is only right that
industry should accept its share of
responsibility for the readjustments
which may be required. General
Electric, for example, have avoided
labour displacement by a vast system
of re-training workers in new skills.
This, and normal labour turnover,
have enabled the company to absorb
people who have been displaced by
automatic processes.

American industrialists believe that
automation provides one answer to
the high cost problem. Several ex-
pressed the view that there was con-
siderable scope for automation in
Australian industry owing to our
rising wage level. For example, Mr.
M. J. Beecher of the American
Management Association told me:

"Automation is adaptable to the smaller
business employing 500 employees or less.
Variations could be made to suit many
Australian businesses. In smaller mass
production plants where there is a stan-
dardised product with a steady market
there is room for automation. But you must
analyse the market and competition more
carefully than ever before prior to launch-
ing automation."

Trade Union Attitudes.
American trade unions accept capi-

talism. This is primarily because the
competitive economic system has "de-
livered the goods" and has given
Americans a steadily rising standard
of living. The unions want business
to be efficient and profitable. They
know very well that, when it comes
to bargaining time, a company which
is not making money cannot afford
to give wage increases and liberal
employee benefits.

Americans have been prepared to
develop their natural resources fully.
They have seldom supported the fal-
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lacy that men might work themselves
out of a job. U.S. unions understand
the significance of rising productivity
and they are ready to work hard for
ever-rising living standards. At the
same time they fight for their due
share of higher productivity.

In Detroit I visited Solidarity
House, the headquarters of the
powerful United Automobile Wor-
kers—one of the strongest trade
unions in U.S.A. This union has
over the years obtained very great
benefits for its members. But the
union fully appreciates that employee
gains must come out of higher pro-
ductivity. Among other things, I
asked Howard Lipton, editor of the
U.A.W.-C.I.O. journal, "Ammuni-
tion", what was the trade union atti-
tude towards automation.

"This union," he said, "does not oppose
automation. We have never stood in the
way of technological progress, which has
been the source of many of the benefits our
members enjoy today. But if automation
brings with it displacement of labour we
shall demand employment safeguards."

I called on Nat Goldfinger, Asso-
ciate Director of C.I.O. Research in
Washington. He is one of the lead-
ing figures in this great trade union.
He confirmed that the C.I.O. had
never opposed technological change.
Mr. Goldfinger believes that social
consciousness is growing in U.S. in-
dustry. There was more of it among
the bigger companies which are in
the public eye than in the smaller
and medium-sized firms.

A good indication of how U.S. trade
unions support free enterprise is the
way American unions invest their
funds. Among the shareholders of
the Midwest Rubber Reclaiming
Company in East St. Louis is the
local branch of the Rubber Workers'

Union. America provides many other
examples of trade unions investing
money in industries with which they
are associated. This helps to create
a common interest in what is essen-
tially a joint endeavour.

WHAT can we in Australia learn
from the methods which have

been tried and tested overseas ?
The main lesson is that individual

companies in Australia can do far
more to promote a better understand-
ing of free enterprise among their
employees. It must be recognised
that there are limits to what organi-
sations such as the I.P.A. can accom-
plish by themselves. In order to get
the message across, and to establish
the free enterprise. philosophy more
firmly in the minds of this nation,
businessmen must accept a greater
share of responsibility for economic
education in their own organisations.
Based on American experience, Aus-
tralian companies can do much more,
for example, in the field of employee
magazines and in holding regular
meetings with employees to explain
and discuss aspects of business opera-
tions.

At all times the case for business
must be 'stated frankly and truth-
fully. It would be well to bear in
mind these words of an eminent busi-
ness leader:

"I think many business firms make a
mistake in saying that the capitalistic or
free enterprise system is perfect, and there-
fore, whatever is done by business firms
in such a society is proper. There are wise
policies in a free society and unwise ones."

Given wise business leadership,
better human relations will follow.
This in turn should promote greater
productivity and a more enthusiastic
industrial effort.
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Full Employment Without
Inflation

W
AGES and prices are on the
march again. After a brief 18-

month period of comparative sta-
bility, the "six capitals" retail price
index showed an increase of 3/- in
the first quarter of the 1955/56 finan-
cial year and another 3/- in the second
quarter. For Melbourne, which was
well over the average for all capital
cities, the increases were 6/- and 5/-.
The immediate prospects of regain-
ing stability are anything but en- -
couraging. Indeed, for a variety of
reasons, the increase for the third
quarter of the current financial year
might well exceed those of the first
two quarters. As the cost of living
rises and the disparity between the
wages of those paid under State
awards and of those under the
"frozen" Federal award widens, it
needs no great effort of imagination
to see that it will become increasingly
difficult to restrain the advance of
the wage line as a whole.

In the light of the menacing ex-
ternal payments position, the pros-
pect of a renewal of the wage-price
inflation must be viewed with the
gravest disquiet.

The uncomfortable truth is—and
other countries are facing the same
problem, if in a less acute form—
that no way has yet been found of
avoiding the continued depreciation
of the monetary unit in the full em-
ployment economy. The record in
Australia since the war is one of con-
tinuous and unprecedented additions
to wages and prices which have now
reduced the purchasing power of the
£ note to about 7/6 compared with
1939.

The increases since 1945/6 are set
out in the Table below:—

Wages (1) Prices (2)
1945/46 100 100
1946/47 103.7 102.4
1947/48 116.4 109
1948/49 132.2 119.6
1949 /50 145.1 130.6
1950/51 174.2 149.1
1951/52 214.5 182.9
1952/53 235.0 199.5
1953/54 246.2 205.2
1954/55 257.2 206.9
1955/56 273.1 214.9
2nd qr.

(1) Based on average weekly earnings
per male unit.

(2) Based on "C" series retail price in-
dex for six capital cities.

If one of the main purposes of eco-
nomic policy is to preserve a reason-
able stability in the value of the
monetary unit, then Australian gov-
ernments, irrespective of their poli-
tical complexion, have a dismal record
of failure in this branch of economic
management over the post-war de-
cade.

Where will it stop? Or are there
no limits to the internal depreciation
of the £ ? If there are limits, what
are they ?

After all, it can be argued that
the huge rises in costs and prices
over the post-war years have been
accompanied by an almost uninter-
rupted prosperity and by one of the
greatest periods of development in
Australian history. Inflation may
have given rise to certain minor dis-
comforts and to inequities between
different sections of the people ; but
it might be contended that these dis-
advantages have been far outweighed
by the gains of full employment, a
buoyant prosperity and unparalleled
development. Indeed, the fact that
these constant increases in prices
have occurred over a long period
without any major economic upsets
has brought about a rather compla-
cent attitude toward them. By and
large the Australian people no longer
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worry, in the way they once did,
about soaring prices and living costs.
Nor, certainly, do governments and
monetary authorities.

In an economy as dependent on in-
ternational trade as the Australian,
there are, however, definite limits to
the level to which wages and internal
costs can rise. These limits are set
by the level of export prices. So
long as the major export commodi-
ties remain profitable—on some of
the less important exports, costs al-
ready exceed prices—the Australian
economy can carry on in a fashion,
provided export returns are sufficient
for the purchase of the minimum
imports necessary to the maintenance
of employment and living standards.
But if the costs of producing wool
and wheat and one or two other vital
exports overtake the prices which
other countries are prepared to pay
for them, then serious disruption of
the economy cannot long be post-
poned.

There is, fortunately, still a mar-
gin between the selling prices and
costs of Australia's main exports, al-
though it has narrowed very appre-
ciably over the last few years. But
the real tragedy of the renewal of
the wage-price inflation is that it
comes at a time when not merely the
maintenance of exports, but their
rapid expansion, is a matter of para-
mount urgency. Any increase in in-
ternal costs must render a task, diffi-
cult enough in all conscience, infi-
nitely more difficult.

THE problem in its long-term as-
pects really boils down to the

question of whether full employment
is possible without inflation, and, if
not, whether full employment con-
tains within itself the seeds of its
own destruction. This is a question
to which economists throughout the
world are seeking an answer.

To put it in another form—is it
possible for economic policy to pro-
vide employment for everyone and,
at the same time, to avoid a serious
inflation of wages and prices ? This
is really a problem of ensuring that,
in a full employment economy,
wages do not rise faster than output.

There are two main reasons why
this problem is proving not merely
difficult, but, so far, insoluble.

Firstly, a full employment economy
places an almost unbearable strain
on the social conscience of the trade
unions, on their willingness to recon-
cile their own private demands with
the public interest and the require-
ments of internal and external finan-
cial stability. In a tight labour mar-
ket, the temptation to bargain for
higher wages and improved condi-
tions is strong and the trade unions
—even more so in Australia than in
many other countries—like Eve, have
shown no great inclination to resist
the lures of the serpent.

In the early planning for full em-
ployment it was recognised that one
of the conditions of its success was
that trade unions should use their
enhanced powers with a sense of
moderation and responsibility. Thus
the 1945 Full Employment White
Paper, produced under a Labour
Government, specifically states : "The
trade union movement includes the
great majority of consumers, and
should protect their interest by en-
suring that a minority does not ob-
tain temporary benefits which will
involve higher prices for consumers
in general". It must regrettably be
said that, so far, the trade unions in
Australia have shown little appre-
ciation of what a full employment
economy requires of them if inflation
is to be avoided and financial stabi-
lity preserved. On the contrary, not-
withstanding some exceptions, their
powers have been used unsparingly
over the post-war period in an all-
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out drive to advance the wages and
conditions of employment of their
members. Both governments and in-
dustrial tribunals in acceding to many
of the union demands in the interests
of industrial peace have been, to say
the least, under considerable pres-
sure. It is significant that the mag-
nitude of the concessions granted has
far exceeded anything in our pre-
war industrial history.

Nevertheless, the difficulty which
confronts the trade unions in with-
standing the temptations of full em-
ployment is probably the small part
of the problem ; and, in any case,
human nature being what it is, it
may be rather too much to expect
the unions to refrain from exploiting
the powers which the new economy
has placed in their hands.

The real crux of the problem may
lie in preventing "full employment"
from overflowing its banks and pro-
ducing the flood of over-full employ-
ment. This is a matter largely for
government policy ; but so far in
Australia, governments have shown
no pronounced desire to come to grips
with it. Since 1947, "more jobs than
men" has been the rule rather than
the exception. This has come about
not only because unusually buoyant
returns from exports have generated
excessive internal spending power,
but also because the consensus of ex-
pert economic opinion in Australia
has been inclined to favour the
"more jobs than men" economy
rather than the more modest
goal of "full employment". In this
attitude they have been at odds with
their fellow-economists in the United
States, Britain and Canada.

"Over-full employment" is, of
course, merely another name for in-
flation, but apparently many Aus-
tralian economists did not see this,
or if they did see it, they did not
regard it to be of crucial importance.
A shortage of labour unavoidably

generates increasing wages, costs and
prices in a number of ways.

In the first place, if the demand
for labour exceeds its supply, its
price, like that of anything else, will
rise. Thus, throughout a good part
of the post-war period, over-award
payments of a. not negligible magni-
tude have become an almost accepted
feature of the Australian economy,
and award rates have ceased to be
the standard on which employers base
their wage and salary payments. In-
deed, in the momentous 1950 basic
wage judgment, in which the Com-
monwealth Arbitration Court awar-
ded a £1 increase, one of the main
reasons advanced by the Court to sup-
port its decision was that it would be
unrealistic for the Court to establish
a wage level substantially lower than
that which was already the general
rule throughout industry. At the
same time the Court seemed anxious
to protect itself from any undesirable
consequences which might follow
from its judgment. It, in effect,
warned employers that they should
adhere to the rates granted by the
Court as those in the best public in-
terest, and that if they persisted in
paying above-award rates then the
responsibility would be theirs.
Wherever the responsibility fell, the
impact of the judgment on the Aus-
tralian cost structure was certainly
spectacular.

Moreover, above-award payments
are only a part of the story. The
competition for scarce labour which
forces the wage level well above the
standards set by industrial tribunals,
also leads employers to offer all sorts
of additional inducements—other
than wages—in order to obtain their
labour requirements. One has only
to study the advertisements in the
daily press to gain some idea of the
wide variety of the attractions of-
fered. They range all the way from
subsidised	 meals,	 hair-dressing
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salons, to regular time-off for shop-
ping. The total effect of the con-
cessions is to push up labour costs
and aggravate the inflationary move-
ment. Since, in an inflationary situa-
tion, the employer is for the most
part able to recoup the cost in his
selling prices, the concessions are
paid for by the consuming public.

The matter does not end here.
Where there are more jobs offering
than people to fill them, it is only
natural to expect that many people
will drift around from occupation to
occupation, sometimes to satisfy a
desire for a change, sometimes in
response to the notion that "far hills
are always green" and sometimes to
take advantage of better pay and
conditions. No doubt this is a very
satisfactory situation for the "drif-
ters", but it is a very costly one for
the national economy. It is no co-
incidence that, over a good part of
the post-war period, labour turnover
in Australia has been excessively high
by comparison with other countries.
This has been noted by the Common-
wealth Tariff Board from time to
time in its Annual Reports, and de-
plored because of the serious addi-
tion to costs which it implies.

There is a further aspect. The
over-inflated economy is an inefficient
and therefore a high-cost economy.
On the one hand, the least efficient
marginal labour is sucked into em-
ployment. On the other, competition
among employers for markets is
weakened, profits in some industries
become too easy to make and scarci-
ties of materials and labour lead to
discontinuous, high-cost production.

For all these reasons inflation con-
tains within itself the seeds of fur-
ther inflation. Once under way it is
not easy to halt.

WHAT is the solution ?

Under full employment, it is prob-
bably impossible to avoid some mea-
sure of inflation. The most that can

be hoped for is to restrain the in-
evitable upward drift in costs and
prices to a moderate tempo, and to
avoid the kind of runaway movement
we have experienced since the war.

One thing is certain. Once the cost
of living starts to rise, it is idle to
expect wages to stand firm. A rise
in the cost of living may be initiated
by causes other than an increase in
wages. It may come about as the
result either of a lift in external
prices or of the mistakes of internal
financial management. These mis-
takes have played a not negligible
part in the great post-war inflation
of Australian wages and prices.

There is really only one course
which is consistent with stability and
the avoidance of inflation with ever-
mounting living costs.

The monetary, financial and eco-
nomic policies of the central Govern-
ment must be directed at securing a
rough equation between the supply
of jobs and the supply of workers.
The former must not be allowed to
over-top the latter. Perfection, of
course, is not to be expected. Some-
times the best-regulated policy will
err on one side, sometimes on the
other. But at all times the Common-
wealth Government must be on the
alert to avoid the kind of situation of
labour shortage with which we have
been plagued since the war. The
huge scale of its own spending—and
that of the States, too—both on cur-
rent activities and capital projects
has been an important element in
this situation.

Whatever advantages an excess of
jobs may appear to have for some,
in the end it will be to the disadvan-
tage of all. Sooner or later the over-
full employment economy will burst
its seams and culminate in the catas-
trophe of deflation and unemploy-
ment. The culmination may, by a
favourable combination of circum-
stances, be long-postponed but that
does not lessen its inevitability. Al-
ready it is perilously late.
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Economic adviser to the British Productivity Council and
Professional consultant to leading businesses, Graham Hutton
is one of the foremost authorities in the world on productivity.
His book, "We Too Can Prosper" (published 1953) , together
with numerous articles and lectures, have won him wide ac-
claim in this field. Mr. Hutton was Assistant Editor of "The
Economist from 1933 to 1938 under a famous Editor, Sir
Walter (now Lord) Layton. He spent the war years in
Government service, and in 1947 went into business on his
own account as an economic consultant.

The I.P.A. regards Mr. Hutton's article as one of the
most important contributed features which has yet appeared
in "Review."

BRITAIN'S productivity problems are more pressing than
ever in her history, like the inflation of the last sixteen years

which a faster rise in her productivity alone can really over-
come. In these things—though in little else—the British
economic problems are basically the same as those facing Aus-
tralia, though they arise from different causes. The Australian
inflation, which has lasted longer than the British, is basically
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due to a rate of industrialisation faster than a still important
primary-producing country can finance and man-up. The
British inflation per contra is due to a rate of Governmental
and private "investment" (using that term to cover consumers'
durable goods as well as productive capital apparatus) faster
than the rate justified by what Government, people and busi-
nesses are prepared to save from current consumption. The
Australian, like the Indian or South African or the earlier
Russian, inflation is in a primary-producing country fast con-
verting to industry. The British inflation per contra is in the
country first to industrialise in the world, with the oldest capi-
tal apparatus (look at Britain's highway and railway network,
unimproved for a generation!), and with a formidable backlog
of vitally necessary capital works caused by, or postponed
from, the second World War: in a country, moreover, which
had abruptly shifted its economic situation in the world from
a creditor to a debtor (in six years of war), more than doubled
its financial and manpower burden for defence, and facing a
drastic relative increase in the world price-level for its vital
imports of food and industrial materials (over half its food
requirements, and nine-tenths of its industrial materials) in
contrast to the slower rise in world prices for manufactures
which it exports. It is not too hard a saying that the Aus-
tralian inflation is due to the headstrong rapidity of a youthful
country set on industrialisation at any cost, and the British
inflation to an ageing and tired country set on State welfare
and an easy life at any cost. Clearly, the problems of inflation
will declare themselves in both lands in much the same ways;
but in most respects it is easier to overcome the Australian
than the British inflation. Let us take the British set of in-
flationary problems to pieces.

First, some necessary figures. Carlyle once said that "a
wise man looks at statistics not to gain knowledge, but to save
himself from having ignorance foisted on him!" Here are the
bare statistical bones of post-war Britain's inflationary prob-
lems. Britain's population is up since 1938 by only 7%, but
owing to the inflationary creation of over-full employment
(the vacancies being three times the able-bodied unemployed)
the full-time working population is over 25% bigger. The
average household in Britain has just on two earners in it; one-
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eighth of all households have three or more full-time earners.
The Government takes (by taxation) and spends .one-third of
the entire national income, and through the greatly expanded
State-owned industries and services it "invests"—from taxes
in part, if it makes a Budget surplus, and chiefly from borrow-
ings or Government-created credit—over one-half of all capi-
tal set aside each year from current consumption in Britain.
Private enterprise, which does over 99% of Britain's vital
export trade and nearly 80% of all output, has only been able
to make painful and spasmodic increases and improvements in
its capital apparatus in the last 16 years; and in every one of
Britain's biennial post-war economic crises, private capital im-
provements have been the first to be cut back. The flow of
money in Britain is broadly 3i times what it was pre-war; so
is the national income in money terms; and wages and salaries
together (over 80% of the total of all personal incomes) are
over 3i times what they were (so the incomes of professional
and other earners have fallen behind) . The outcome of the
rapidly increased purchasing-power of three-quarters to four-
fifths of Britain's people has been a notorious (and hitherto
non-stop) rise in the cost of living, which is over 2i times
what it was. If incomes are mainly 31 times what they were,
and prices only 21 times, there must have been a rise in pro-
ductivity—somehow—to stop the prices from moving up
exactly parallel with the 3i-times-multiplied flow of money.
But since the full-time working population is about 30% up,
and the real national output (reckoned in goods and services
turned out) is about 50% up, the increase in output per man-
year over the 16 years is disappointingly low: roughly 1%
per annum on average, but nearer 0.75% per annum com-
pound. In America, Canada, Switzerland, the increase has
been about three times that rate per man-year: but in those
lands the rate of increase in productive capital apparatus per
worker has also been three to five times what it has been in
Britain, where, for party-political reasons (both parties), most
of the net expansion in "capital" has not been in productive
apparatus but rather in such "consumers' durables" as
dwelling-houses built with public funds and subsidised as to
their rents out of taxes, schools and other public buildings,
public amenities of all kinds, consumers' services to their
homes, etc. (Even the essential basic services of rail and road
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communications have not been expanded, up-dated or im-
proved for 25 years.) The net upshot of all this—and here
we can drop statistics—is plain.

THE flow of incomes net of taxes, the expanded money-
' demand by Governments, the combined public and private

demand for capital resources, the swollen demand on British
industries by other countries holding Britain's new sterling
debts, the relatively increased demand for British exports by
primary-producing lands who can still on balance get better
prices for their sales to Britain than Britain can get for her
exports of manufactures in return, the manifold-multiplied
foreign defence and policing commitments of Britain abroad
for which she must export additional manufactures—all these
causes have combined to produce inflation. And what is in-
flation? It is not the rise in prices; for that is only the way
inflation tries to cure itself—by jacking-up each price for
each good, so that the smaller flow of goods is brought into
line with the bigger flow of money.

Indeed, a general rise in prices (without a further rise in
money-incomes) is the usual, non-political, historical, auto-
matic cure for inflation, since a pegging of money-incomes at
the higher level of prices would bring stability. Inflation,
rather, is the continuing and accelerating outdistancing of the
output of goods for consumers by those consumers' money-
incomes: they always have more money to spend than they
are prepared to turn out goods on which to spend it. And
such inflation can be produced in differing ways: by trying—
as in Australia and Britain—to collar and convert 'resources
(materials, manpower, fuel, services, etc.) into capital at a
faster rate than the people are prepared to save (either volun-
tarily, or forcibly through Budget surpluses) , so that all the
funds for this capital put out again into the consumption
markets by way of wages and salaries without having expanded
the output of consumers' goods. Or, as India and Russia and
other under-developed lands found out, inflation can also be
produced by a poor people's utter inability to save anything,
so that a forced, rapid rate of capital expansion is done on
Government credit (the printing presses). Or, as pre-war
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Nazi Germany and Fascist Italy and expansionist Japan proved,
inflation can be produced by a forced, rapid rate of rearma-
ment in peacetime, faster than Government or people are
prepared to save for. Anyway, unless the expanded mass-
demand for goods of all kinds—straight earnings, Welfare
State redistributions, subsidies (rents, foods, travel, education,
etc.) —is exactly met, or even surpassed, by an expanded flow
of goods on to the consumption markets, up must go the price
of each good. Productivity therefore defeats inflation.

Now the first man in Britain really to perceive this axiom
and state it in the political arena—fearlessly and bluntly—
was the late Sir Stafford Cripps. Towards the end of the war
he had courageously told his fellow-Socialists that Britain's
post-war economic problems would revolve around a greatly
increased need of exports to buy the relatively dearer vital
imports in a rapidly industrialising world; and that therefore
—if the British workers' living standards were to rise quickly
and stay there—output per worker would have to rise much
faster and farther.

Cripps saw that, in order to have more goods per head
at home, post-war Britain would first have to turn out and
sell abroad enough to pay for the dearer terms of trade, to pay
her new war-created indebtedness abroad, and to discharge
her new post-war foreign commitments for defence and for
developing the resources of the underdeveloped sterling area.
Consequently when that great American, General Marshall,
in June of 1947 sketched the outlines of his famous Plan to
aid Europe, Cripps, as Economics Minister and later that year
Chancellor of the Exchequer, froze on to Marshall Aid as on
to a lifeline woven of American capital. Britain's savings were
negligible. She was a struggling, drastically rationed, limping
nation in an enfeebled and vulnerable Western Europe, faced
with crushing international problems. The four years of
Marshall Aid gave birth to the European Recovery Programme,
which gave birth to the Organisation for European Economic
Co-operation, and thus to the European Payments Union and
other agencies of West European economic collaboration for
economic recovery. It enabled Britain to gain breathing-space
in which she could improve her own economic equipment, dis-
charge her crushing liabilities, improve her trading efficiency,
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and pass on the bulk of the American aid she received, after a
brief delay, to the Dominions and Colonies by way of her
special arrangements—repayments of debt or new loans—in
the sterling area. Cripps took the lead in setting up at the
British end the Anglo-American Council on Productivity,
formed from the national bodies of employers and trade
unions.

•

UNDER the AACP just on 70 selected teams of experts—
‘..1 trade unionists, managers, employers, accountants and
other professional technicians—visited their opposite numbers
in American economic life for extended tours of inquiry from
1948 to 1953, reporting (virtually in 99% of cases unani-
mously) in an impressive series of "Productivity Reports"
what the British could learn from the American methods, and
setting up "follow-up activities" in their British industries to
ensure that the experience should pay-off in measurable results.
My own book (1953) "We Too Can Prosper," a study of
productivity, had its origin in these 70 Reports and in the
nation-wide work of the AACP, which, on the end of "Mar-
shall Aid" in 1952, became, as it now is, the British Produc-
tivity Council.

This BPC is still composed impartially and co-operatively
of the trade union and employers' bodies' representative. Since
1953 it has launched many nation-wide activities to instruct
and inform and stimulate public opinion—mainly within in-
dustries, services, and agriculture at local level—on the neces-
sity for rapidly raising the productive efficiency of these in-
gredients of the nation's wellbeing. Its aim is that the standards
of life, conditions of work, improvement of leisure, and other
good things in the British people's consumption should not only
be maintained but enhanced, in a world industrialising even
more rapidly and becoming more competitive for the manu-
factures which are all that Britain can export, and by which,
alone, she can buy her vital imports. Documentary films of
high quality have made a big impact, privately through in-
dustrial workplaces and publicly on the TV screens. A nation-
wide "circuit scheme"—inland teams, drawn as before from all
facets of an industry or locality, visiting specified works in
that locality to learn all they can and share their experiences-
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has proved a great success, and is still growing. There are over
100 local Productivity Associations, through which such
schemes, debates, film shows, lectures, and discussions are
organised. A national, and mobile, Work Study Unit was set
up by the BPC itself to put its experience at the disposal of
the local productivity associations and their member firms.
Gradually, by these methods of co-operative endeavour and
give-and-take, the traditional insularity and mistrust of British
firms have been broken down; frank helpfulness at the local
level has emerged; local good feelings and community sense
have grown; industrial relations have improved (the local trade
union bosses regularly sit down, eat, drink, and discuss with
the commercial and industrial bosses) ; and—much the most
important—a slowly-spreading realisation of Britain's real
economic problems and their possible solution has clearly had
a good effect within the last three years. No one in the BPC
would claim that British industry—with its age-long backlog
of suspicion, mistrust, and bad feelings, inherited from evil
days of mass-unemployment and worldwide depression—is out
of the wood. They would, rightly, claim no more than that
the ways out of a black forest are beginning to be dimly per-
ceived, and a little advance made in this direction and that.
But anyone with a good memory of what things were like in
British industrial life 20, 10 and even 5 years ago will testify
that the advance has been striking. The trouble is the dead-
weight mass of that psychological backlog of traditional fear,
suspicion and mistrust. It is not capable of being shifted over-
night. It is something—indeed, it is a tribute to the outstand-
ing efforts of the trade union and industrialist leaders who
share the direction of the BPC—that, in a country of only two
major political parties, one of them Socialist and financed as
to four-fifths by the trade unions, the other so markedly and
overwhelmingly supported by employers and traders, such a
truly impartial and co-operative body as the BPC should com-
mand more enthusiasm from leaders of both "sides" (horrid
word!) of industry today than it did five years ago.

"But what good came of it at last, Quoth little Peterkin!"
What actual results can this movement for national education
about the need to raise economic efficiency show? Obviously,
the BPC and its local associations cannot prove that, say, a
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measurable rise of 5 or 10% in over-all output, without any
corresponding rise in costs, is simply and solely due to BPC
work. It may be due to any number of things: a whacking
new capital programme just coming into work, more efficient
direction of the concern, an improvement in the quality of
the labour force, or a stabilising of it in steady work (abolition
of "turnover of labour") , and so on. Even with its Work
Study Unit, the BPC aims—as it does with all its work—only
to prepare, improve, and fertilise the ground, the "climate of
opinion," in which firms and trade unions themselves must
remain free either to grow good fruit, or to make fools of
themselves. Understanding of what is involved in all the issues
is the prior requisite.

RUT in a country—and here, too, Australia and Britain are
alike—in which long-standing traditions of employers and

trade unionists alike have put a deadly, impeding weight of
restrictive practices on productivity and progress, to get free
and frank examination and discussion of the "whys," "hows,"
and "wherefores" of familiar, traditional, yet uneconomic and
inefficient methods, is an enormous forward step. Nor should
such a forward step be sought from the masses of ordinary
workers first. The first place to make it is at the top: the top
of the firm and the top of the trade unions involved. Get the
opinion-formers, the leaders, convinced, and the task with their
followers will be easier. So in Britain it is hard to say precisely
what results have stemmed from BPC activities in this or that
firm or town. What can be said is that, in particular industries
or branches of industry and agriculture, as well as in business
professional bodies like accountants and in training institutions
for management, the results have often been striking and easily
traceable to the national productivity campaign.

In Britain's languishing, hard-hit cotton industry, for in-
stance, remarkable increases in output per worker per year
have been recorded, from one year to the next, both in spin-
ning and weaving, accompanied by substantial rises in earnings
per worker, by no enforced unemployment or redundancy,
and without any significant input of new capital equipment.
It has been done simply by reorganisation of work, better (not
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heavier) work, better methods, more intensive use of existing
machines or facilities, elimination of waste, improvement in
quality of work, and lightening of the worker's physical or
nervous effort. In iron and steel production, brick and cement
making, electrical engineering, chemicals, oil refining, synthe-
tic fibre output, and many branches of mechanical engineer-
ing—for instance, making of components for motor-cars
rather than the final assembly of cars themselves—the swift
rises in productivity since 1953 have clearly been due, in great
measure, to the quick spread in those industries since 1951-52
of organised training to improve management, from top exe-
cutives down to foremen and supervisors, to make it produc-
tivity-conscious. Much the same could be said for the British
trade unions involved, many of which in this period have set
up their own training schemes for their best men to learn
work study and other productivity techniques. (The British
Trades Union Congress runs its own courses in these things
in London, and encourages similar courses elsewhere) . After
all, the endemic, chronic, persistent inflation in Britain—due
to overwhelming monetary demands on resources—must not
get out of focus. Despite it, Britain's industrial output shows
a rise of productivity per worker per year from 1952 to 1956
of something like 34-70 p.a. compound. Of course, the actual
rise in its production (obtained largely by swelling its labour
force to include grandmothers, to the point at which vacancies
outnumber unemployed!) is bigger than that—but the fact
remains that productive efficiency, per worker and per unit
of capital or other resources employed, has been steadily rising.
The outflow of money has unfortunately risen much faster;
so inflation has romped ahead. Even more unhappily, the more
than 50% of Britain's total output of goods and services
which comes from non-industrial production—i.e., from the
basic nationalised industries or services like coal, gas, elec-
tricity, transport, or from the private commercial sectors of
commerce and banking and insurance and distributive services,
or from the central and local government and public boards
of civil servants—is still turned out at a deplorably low level
of efficiency, or productivity, per item of ingredients put-in.
So British industrial productivity is, in the national outcome,
clawed backwards by the relative inefficiency of this dead-

Page 29



ritain's Productivity Problems (continued) 	

weight sector accounting for over 505 of all Britain's annual
output. Thus, the targets and goals before the national pro-
ductivity campaign of the BPC remain big and challenging.

'THIS brings me to the concluding section of this essay. I
I headed one chapter of my productivity book "Nations Live

as they Deserve." It is a true and useful phrase. If a nation—
elderly Britain or youthful Australia—is made up of people
who esteem leisure, easy and short work, "made work" (by
restrictive practices) and easy profits higher than they esteem
much better material standards of life for themselves; if they
prefer an easy, slack, 44-to-48-hour week, with relatively low
income of goods for their own consumption, to taking off
their restrictive practices, flogging their machines in shifts,
working only 38 hours a week, and so getting more consumers'
goods; then nothing will succeed in making such people like
Americans—who get double the consumption of goods in a
week's work of only 39 hours on average, compared with the
Briton's consumption of goods for an average working-week
of 47 hours! How is it done? By flogging the capital, not
the labour, in America: by utilising machinery and horsepower
to the full in a given hour, week or year; by junking it when
worn out after only a few years, and replacing it with a newer
better model; by letting people earn well, right up to the
managing director, and keep a good deal free of tax, and save
well, and by rewarding efficiency and skill and responsibility;
by doing away with restrictive practices, "made work," artifi-
cial overtime (the machines do the overtime, and get junked,
not the men!) ; and, in short, by organising all work so that
men do least, and machines most, in a week. Britons live at
half the American worker's material standard of life, and work
one day a week longer on average to do it. Australians, in
industry, come uncomfortably close to this British standard.
There is something crazy in it somewhere. No one will main-
tain that American workers, recruited in less than three genera-
tions from the poor of every nation in Europe and a good many
outside it, have become, in a flash of biological time, superior
beings physically and mentally. Still, nations live as they de-
serve. You get the standard you organise for. You eat what
you turn out, after swopping it around a lot.
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The task of raising productivity—in agriculture, in the
civil or defence services, in industries—is the task of human
progress. If you want to progress, in consumption or the edu-
cation or health of your children or in leisure, you must install
more productive capital; then flog it and junk it and install
more and better productive apparatus. That means so im-
proving your output that you can repay the old capital and
still reinstall new capital. And that means, in turn, such care-
ful measuring of the relative efficiency—the relative fruitful-
ness or productivity—of each separable item of input, so that
you (the good manager) can tell how best, and most quickly,
you can turn out more goods at lower unit-costs; that is, turn
out more goods for a wider market, which you secure by being
able to lower your prices. "You" can be a farmer, a firm, or
a whole nation: the basic principles of productivity are the
same for all of them, as they have been for all peoples through-
out history; as they are today for Russians and Americans,
Chinese and Indians, British and Australians.

This measuring of the relative productivities of each in-
gredient of input, as against the combined output—that is, the
productivity-contribution of each item of input to the final
result—is the really significant advance that has been made by
American management over the last sixty years, since Ameri-
can output per worker, and that worker's standard of con-
sumption, began to streak ahead of any British worker's output
and standard of life. There is, as I said in my book, and as
the majority of the 70 British productivity teams said, no
American secret formula for their high standard of life, which
stems from the high productivity of their machines and their
men. The formula is open to all. It was known in Britain a
century ago, before the American Civil War. It consists in
viewing production—the output of the things men and women
all over the world yearn for—as the great, human romance it
really is: the challenge to Adam to earn a good living without
sweat: the simple use of man's brain, which fashioned tools
for his peculiar thumb-joint to utilise millennia ago, to save
enough out of his current output to make bigger and better
tools, and then to flog them all the hours of a day or week, so
that men need work fewer and fewer hours for more and
more good things, including leisure. If that is not romance, I
do not know what is.
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THAT is exactly what work study, scientific management,
industrial engineering, productivity measurement, amount

to. The results of these studies of work-organisation—studies
of varying ingredients to input to get the best, and cheapest,
and least laborious output—have poured in, from all lands
where capitalistic methods of production are in use: from
Russia as from India, from Japan and Germany as from
America or Brazil. The disputes and debates among econo-
mists and industrialists in Russia today are almost on all fours
with those in Britain or America. We stand, all the world at
differing levels of development, on the threshold of the
Machine Age. The great Industrial Revolution is about to
break out. Its tools will be those whereby productive effici-
ency, the fruitfulness contributed by ingredients of input, pro-
ductivity, or (to use the old words) economic efficiency is
measured. But to Britain—as to Australia—the challenge
comes to our old, familiar, traditional ways of viewing work,
output, and its organisation. The task of preparing public
opinion in our countries for the challenge must be performed
successfully, ere any of us, as consumers, will be able to enjoy
the pay-off. Let us hope we can enjoy it before the Russians,
Indians, and Chinese enjoy theirs.

Contributed articles by noted authorities in Australia and
overseas dealing with matters of public interest are published
from time to time in the I.P.A. Review. This Institute is not
necessarily in full agreement with the views expressed in
these articles. They are published in order to stimulate free

discussion and inquiry.
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