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Economic Outlook Brightens
most significant development in the Australian
THEeconomy
in recent months is the marked rise in wool

prices. Prices in the new season's sales have averaged around
20 per cent. to 25 per cent. over prices for last season
and latest values are about 15 per cent. above closing prices
last July. At present the indications are that these good prices
should continue. This has been accompanied by some improvement in prospects for wheat and an encouraging (if
small, in the over-all picture) increase in exports of semiprocessed and manufactured goods:
The broad picture is far brighter than anyone expected
earlier this year. It serves to illustrate again the unpredictable
character of the wool market and consequently the difficulty
of assessing, with any precision, economic trends in the Aus-
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(continued)

tralian setting. The significance of wool in determining
business conditions and general economic prospects in Australia is emphasised by the fact that a movement of a penny
per lb. in prices can add or subtract something of the order
of £5 million to or from Australia's export income.
The high prices of this year are due in part to the strong
and widespread demand from wool-buying countries and in
part to the Suez crisis. As with the Korean war, it has been
shown once again that international tension, by its effect on
wool price, redounds in some ways to Australia's advantage:
Not altogether a happy thought.
As a consequence of the buoyant market for wool,
export prospects for this financial year are substantially
better than were anticipated at the time of the introduction
of the "Little Budget" last March. At that time an austere
"target" figure for imports .of £650 million a year was in, the
forefront of economic discussion. But imports in this financial year will be much nearer to £750 million than to £650
million, and the much stronger export position means that
this enlargement of import prospects may go along with some
strengthening of overseas reserves which are still uncomfortably close to danger bed-rock levels.
The more favourable trade position combined with the
heavy seasonal expansion of treasury bills has greatly improved
the liquidity of the banking system. This does not necessarily
mean that the Government and the Commonwealth Bank
will be disposed to moderate the tight credit policy which
they have pursued throughout most of this year and which
has undoubtedly contributed to the goal of internal stability
and the removal of the threatening excess demand for labour.
Employment is now closer to true full employment levels
than it has been for some time and one must have every
sympathy for the Government if it determines that the
ground so arduously won should not be fecklessly lost= as
it so easily can be. At the same time it should be realised
that since restrictions on bank lending are mainly directed
at restraining private spending, including spending on capital
purposes, they should not be carried so far as to unduly curtail
the provision of adequate productive facilities, particularly
in the export field. If capital expenditure has to be restricted,
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a proper balance should be kept between private and public
expenditure.
Premiers' Conference last month the Prime Minister
AT the
emphasised that the economy was still subject to great

pressures of demand and therefore to dangerous upward
pressures on the price level: "We are still in a position in
which our costs tend continually to rise and in these circumstances we are still suffering from some limitations on our
export capacity". The high level of costs still remains as one
of the soft spots of the Australian economy and the Commonwealth Government is clearly right in its determination to
minimise further rises and achieve stability. The failure of
the Premiers' Conference to achieve uniform wage policies
cannot be laid at the door of the Commonwealth; nor can
the Premiers be entirely blamed. The Conference broke down
on the inflexible attitude of the trade unions toward cost-ofliving adjustments. At least it can be said that the discussions
brought about , a far better recognition by all present of the
serious dangers inherent in widespread wage disparities and
in the continuation of the quarterly adjustments to the
incomes of large numbers of employees.
There is a distinct possibility that the cost-of-living index
may fall rather than rise in the next two quarters because
of the predominant position of potatoes in the composition of
the regimen and the probability of a substantial fall in potato
prices. This, however, would most likely be a temporary
movement. The long-term prospect is undoubtedly for further general rises in prices and costs. Many influences are
still working in this direction. The rise in wool prices, apart
from its effect on general spending, could react in some increase in clothing prices. Increases in wages, particularly in the
major industrial State of New South Wales will aggravate
the cost position. Import restrictions seem likely to be
maintained in considerable force and they will be a factor
making for higher prices both because of sectional shortages
and the weakening of the discipline of overseas competition.
Finally, the precarious position of State finances' will sooner
or later make it difficult for the States to fulfil their undertaking at the Premiers' November Conference to refrain from
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ECONOMIC OUTLOOK BRIGHTENS (continued)
raising charges in key public utilities. While, therefore, there
may be a temporary check in the upward price and cost
trend because of the strange influence exerted by the common
potato on the cost-of-living index, broad economic forces
seem all to be working in an inflationary direction. The
probable addition to overseas reserves in this financial year;
the maintenance of government spending at high levels; the
large addition to spending caused by the continuation of an
exceptionally high rate of population increase; the reduced
supplies of imports now entering the country by comparison
with 1955/56; all suggest that the battle against inflation
is yet far from resolved.

In an economy as volatile as the Australian a clear distinction should always be made between immediate business
prospects and underlying economic conditions. Internal business conditions can change greatly from year to year with
fluctuations in export income, which, in Australia's case, are
much more unpredictable than in most countries because
of wide variations in primary product prices and the predominant position of wool in the export picture. The effect
of these fluctuations on the business outlook can be even more
pronounced now that there is little scope for maintaining the
flow of imports by drawing upon overseas reserves.
The much higher prices for wool have given a strong
fillip to internal business conditions which should be buoyant
for at least the remainder of this financial year. But an
improvement in exports, which may be temporary, should
not be taken as indicative of any long-term strengthening of
the Australian economy. The hard fact is that the overseas
payments position is still being maintained only by the severe,
deliberate restriction of imports and at the present time no
one is able to say when a return to conditions of normal importation will be possible. Certainly there seems no early
prospect of it. The Secretary of the Department of Trade,
Mr. J. C. Crawford, has frankly stated that he is not hopeful
of the early termination of import restrictions and that he
foresees a balance-of-payments problem for at least the next
five years.
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Long-continued familiarity breeds indifference and there
is a growing tendency to gloss over the evil effects of import
restrictions. A country that is compelled to resort to quantity
import controls is, in effect, forced to reduce the living
standards of its citizens below what they would otherwise
be, or to cut back the rate of economic development, or
perhaps do both. Moreover, the import controls, while unavoidable in the present economic context, do not correct
the underlying causes of the economy's difficulties. Indeed,
the difficulties are aggravated. Both by tending to raise
internal costs and by making it more difficult for other countries to maintain their purchases of Australian products,
import restrictions damage the prospects of expanding exports.
Unavoidably, too, they give rise to bureaucratic interference
with free market forces with all that that implies in terms
of delays, inefficiencies and arbitrary injustices. If long-continued, the pattern of production and development must
begin to reflect the choices of public officials rather than
those of the consumer.
Furthermore, if restrictions of too great severity are
unavoidable, then some dislocation of the economy with
unemployment must follow. It is very likely that if Australia had been forced to adhere in this financial year to the
"target" figure of around £650 million, projected only six
or so months ago, then development would have received a
severe set-back and some unemployment might have been
impossible to avoid. It serves to show how dangerously close
to the rapids the Australian economy was being forced. It
would seem that we have been able to escape these contingencies—for the time being at any rate—but the fortuitous
lift in export price levels, particularly wool. Even so, there
is evidence that some industries, notably clothing, are running
close to the wind so far as their requirements of imported
materials are concerned, while imports of industrial machinery
are being quite substantially restricted. Despite the improvement in the overseas trade picture, it is important to bear in
mind that imports this financial year (even at £750 million)
will be much below the levels of 1955-56 (£819 million)
and 1954/55 (£847 million) .
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(continued)

being, it seems that the pace of development
FOR isthetotime
continue virtually unabated. It has been clear for

some time that this is being achieved only at some cost to
current standards of living and consumption. The truth is
that average standards of living in Australia have not increased
greatly over the last decade. This fact may be obscured by
the substantial improvement in the living standards of the
wage-earning sections, but this improvement has gone along
with a marked deterioration in the standards of other sections,
particularly of old-age people, of many salaried and professional people and of some primary producers.

Development can be financed in the main only out of
the savings of the people. Where voluntary savings are inadequate—as they are almost certain to be under conditions
of forced rapid development—they must be supplemented
by compulsory reductions in current consumption brought
about through government policy. These reductions take the
form of increased taxes or of inflationary price rises which
have the effect of reducing real incomes available for consumption expenditure. Both tax and price increases have
played a big part in providing resources for development
in recent years.
In some influential quarters, there is a disposition to
excuse the inflationary costs of development, on the grounds
that they represent a small price to pay for the great objective
of national expansion. This view might have been tenable
through the earlier post-war years, say up to 1952. But the
weak balance-of-payments position and the rapidity of recent
cost increases, superimposed on a cost structure which was
already out of step with overseas costs, have brought about
an entirely new situation.
There is a tendency in Australia, born of long acquaintance, not to take inflation too seriously. 'While other countries evince great concern, notably Britain and the United
States, about comparatively small increases in prices and costs,
Australia is inclined to accept very much larger increases
with comparative equanimity. Everything is, after all, a
matter of degree. Whilst there may be no reason for dismay
in a price increase averaging around say 1 per cent. to 2 per
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of 6 per cent. or 7 per cent. (the Australian
rate over the last two years) can eventually lead only to
economic disruption and breakdown.
cent. a year, one

At the Annual Meeting of the Board of Governors of
the World Bank, last September; the President, Mr. Eugene
Black, referred to the myth "that inflation is a handy device
for making development painless". Mr. Black went on to
state "I am glad to say this myth is almost ready for burial.
There is a growing awareness of how inflation erodes savings,
destroys the criteria for judging the soundness of investment
and plays havoc with a country's balance of payments".
It is undeniably right for Australia to take risks and to
incur sacrifices in the interests of development and a rapidly
expanding population. But a spirit of recklessness, and an
indifference to the arbitrary injustices which inflation perpetrates on large sections of the people, cannot be condoned.
All development is not necessarily good, and an over-all rate
of development which exposes the economy to serious risk
and which is achieved at the cost of lower living standards
for great numbers will not prove to be feasible indefinitely.
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The Payroll Tax
F all taxes, the payroll tax is
O
probably the most unpopular
with industry and commerce. Agita-

tion for its removal has been strong
and prolonged. Yet, paradoxically,
it is not industry which would stand
to gain most from the abolition of
payroll tax, but the consumers of industry's products.
The payroll tax, though classified
in the Budget Papers as a direct tax,
is, in fact, a form of indirect taxation. While it is collected from producers and traders it is paid, in the
main, by the consumer. The greater
part of the tax is passed on and
finds its way into selling prices. In
effect, the payroll tax could be regarded as a general sales tax, with
the exception that whereas sales
taxes are assessed on sales, the payroll tax is assessed on the wage bill.
The origin of the payroll tax dates
back to 1941/2 when it was instituted by the Menzies administration
as a means of financing child endowment. The tax was initially levied
at the rate of 2-% on all payrolls
over £20 a week or £1,040 a year.
Despite substantial increases in
wages, the exemption limit remained
unchanged until 1st October, 1953,
when it was raised to £4,160. This
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had the effect of removing liability
for payroll tax from 50,000 employers, out of a total number of 90,000
previously paying the tax. The exemption limit was further raised to
£6,240 in September, 1954, relieving
an additional 10,500 employers of
the tax. The rate of tax has continued at 21% of the monthly payroll.
One of the peculiar features of the
tax is that it is payable by practically all government authorities as
well as by private employers. The
only government instrumentalities
which are not liable for payment are
Commonwealth departments and
authorities such as the Commonwealth Railways and the Australian
Broadcasting Commission whose
funds are drawn from Consolidated
Revenue.
The payroll tax is a prolific source
of government revenue. In 1955/6
it produced £45.5 million ; the Budget
estimate for 1956/7 is £48.25 million. Collections from the tax have
rapidly increased since the year of
its introduction when it realised
only £9 million, but in no year have
they been sufficient to finance the
full cost of child endowment which
in 1955/6 amounted to over £60 million.

The latest report of the Commonwealth Taxation Commissioner shows
the amount of payroll tax paid by
various sections of industry in
1953/4. The figures are as follows :
million
Industry
16.7
Manufacturing ..
4.5
Transport and Communication ..
4.5
Public Authorities n.e.i.
3.7
Wholesale Trade ..
2.7
Retail Trade ..
2.3
Building and Construction ..
1.7
Finance and Property ..
1.5
Entertainment and Personal Service
1.3
Mining ..
Forestry and Other Rural Industries
0.9
0.6
Professional ..
40.4

Probably something like £10 million out of a total tax collection of
£40 million in 1953/4 was paid by
government authorities.
The report also shows that the
great bulk of the payroll tax is paid
by large employers of labour,
whether private or governmental.
(The table below was derived from
an analysis of payroll statistics extracted for March, 1954.)
No. Total No. % Tax
Monthly Wages
Bill
Taxpayers Employees Paid
000
3.7
Under 500
15,465
83
500-999
14,104
147
6.6
1,000-1,999
8,090
168
7.6
11.0
2,000-4,999
5,344
244
1,920
200
9.0
5,000-9,999
1,927
1,379
62.1
10,000 and over
46,850

*

2,221

100.0

*

IT has been argued that the payroll
tax adds substantially more to
the cost structure and to the prices
consumers have to pay than would
be implied by the actual amount of
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the tax itself. Indeed the Commonwealth Tariff Board in its 1956 Annual Report states that: "It may be
true to say that every pound of income received by the Government in
payroll tax means an increase in
price of consumer goods of at least
two pounds".
It is impossible to assess accurately the complete effect of the tax
on the cost structure. But there is
no doubt that in many respects it
has a powerful cumulative effect and
that, in the process of being passed
on, it adds much more to final selling prices than the amount of the
tax itself. This is because the manufacturer or trader must treat the
tax as a cost and, following normal
business procedure, in fixing his
selling prices works on the basis of
a percentage addition to his product
cost. The snowballing effect of the
tax on costs may be simply illustrated as follows:
Let us assume that a manufacturer
of a finished consumer article pays
£100 in payroll tax. Then we get
the following chain of consequences:
Addition to manufacturer's cost .. £100
£10
Add say 10% profit ..
£110
Add wholesaler's mark-up (say 20%) £22
£132
Add retailer's mark-up (say 33h%) EAA
£176

Thus for each £100 of payroll
tax, £176 is added to final cost.
The example of course is hypothetical. The cumulative addition to
costs of £100 of payroll tax clearly
depends on the point in the chain of
production where the tax is paid.
Thus where the tax is paid by the
suppliers of raw or semi-processed

THE PAYROLL TAX

(continued)

materials, component parts or equipment to the manufacturer (of finished goods) the cumulative effect
on costs could be substantially
greater than in the above example.
On the other hand the amount of
tax for which the retailer is liable
might have little or no cumulative
effect. At the other extreme, businesses producing for export are
limited in the extent to which they
can pass on the cost of the tax; if
they can pass it on at all.
Then there is the proportion of the
tax paid by governmental authorities. In many instances, particularly
the administrative departments of
State Governments, the liability
for tax seems to be a concession to
principle rather than to have any
logical basis, for the Commonwealth
must in effect reimburse the States
for the tax which it collects from
them.
With government business undertakings payroll tax might, in many
cases, have a snowballing effect on
costs similar to the example given
above for ordinary private trading
concerns.
It would need a mathematician
with the mental qualities of Einstein
and with unlimited time at his disposal to assess the actual effect on
the cost structure of the payroll tax.
The Tariff Board's observation—
mentioned above—is, however, worth
noting.
- Under present conditions of high
and rising costs, the case for the
removal of the payroll tax is strong.
In circumstances in which the
level of costs presents no pressing
problems, there are good reasons
why governments should obtain a
substantial part of the revenues they
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require through indirect forms of
taxation. Indeed there is no government in the English-speaking
world which does not place strong
reliance on indirect taxes as a means
of raising revenue. Indirect taxes,
apart from their obvious political attractions, have one important economic advantage over direct taxes on
incomes. With the former, the same
amount of revenue can be extracted
from the taxpayer with less serious
effects on incentives and enterprise
than with the latter. It is true, of
course, that indirect taxes, by raising prices, penalise the average taxpayer just as surely as taxes which
represent a deduction from his income. But with income tax the taxpayer is able clearly to ascertain the
effect of the tax on the extra income
he may earn by additional work or
by expanding his business. Direct
taxes are acutely felt, whereas indirect taxes are a less painful means
of extraction.
Clearly the case for a tax such as
the payroll tax becomes greatly
weakened under conditions of rapidly
rising costs and particularly in a
country where costs have become so
high that they represent a threat to
the competitive position of its industries and to its external balance of
payments. This is the situation in
Australia today where the prime objective of economic policy is to halt
the upward movement of costs and
if possible to achieve a lower general
level of costs.
The abolition of the payroll tax
would assist toward these desirable
objectives. It would be by no means
a complete answer to the present
Australian cost problem, but by attacking costs directly at the base it
would make a not unimportant contribution.

Clearly, however, it would be difficult to abolish payroll tax, which is
such a prolific source of revenue,
while government spending, both
Commonwealth and State, continue
at present' levels. The trend of the
last twelve months is, in fact, toward higher rather than lower taxes.
Apart from the tax increases imposed
by the Commonwealth Government's
March Supplementary Budget, State
Governments in Victoria and New
South Wales have recently found it
necessary to increase taxes in an effort to bridge part of the yawning
gulf between their commitments and
anticipated receipts. Thus the condition precedent to the removal of
payroll tax is a substantial reduction
in government spending—whether
by Commonwealth or States. Because of the nature of government
commitments a reduction of the proportions necessary could be achieved
only through a cut in public spending on capital works. (This would
not rule out the possibility of economies in other directions.) This essential condition is, unfortunately,
not always recognized by many of
those who number among the more
powerful antagonists of the payroll
tax. They would do well to bear in

mind the words of one of the current
popular song hits : "You can't have
one without the other".
It is true that the whole of the revenue lost by the removal of payroll
tax would not compel an equivalent
reduction in public expenditure.
Nearly one-quarter of the tax is paid
by government and semi-government authorities ; thus tax reimbursements to the States could be
reduced by the amount of tax which
they pay. Also, payroll tax is taken
into account when assessing taxable
income. If the lifting of the tax
does not lead to price reductions
then presumably incomes will increase which would mean a rise in
income tax collections. But it should
be frankly recognized by employers
that the whole purpose of the abolition of the tax as a contribution to
cost reduction would be defeated unless prices are reduced.
Thus the abolition of the payroll
tax and the contribution which it
could make to the stabilisation and
reduction of costs ultimately hinge
on questions of high national economic policy regarding the scale of the
development programme. Those who
refuse to face up to this, turn their
backs on the realities of life.

*
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Is it Practical to Reduce Costs
in Australia ?
Extracts from Paper given by the Director of the
Institute of Public Affairs —Victoria, to the Chartered
Institute of Secretaries, 18th September, 1956.
IN the post-war decade we have had some improvement in

average living standards and we have also had unprecedented
growth and industrial development. But we have had, too,
an inflation of costs and prices more rapid, and certainly more
prolonged, than ever before in our history, and far greater
than that of any other English-speaking country. Since
1945-6 retail prices in Australia have risen by 119%. In
the United States and Canada, which have also had tremendous
activity and development, they have risen by 48% and 55%
respectively. In England retail prices have risen by 70%, in
New Zealand by 65%. The increase in average hourly wage
rates over the same period has been:
Australia ..
Canada ..

..
.. .

United Kingdom .. ..

..

171%
112%
88%
87%

So you can see that the Australian inflation is quite out of the
ordinary. It can hardly be dismissed as something which has
happened to every country in the world and therefore not to
be taken too seriously. Prices have increased at more than
twice the rate of the increase in the U.S.A. and Canada and
not far short of twice the rate of increase in the United
Kingdom and New Zealand.

There is a tendency for some people in these days to
argue that inflation is a good thing; that there can be no
progress without it; that , it is the cost we must pay, and
should gladly pay, for large-scale development and economic
expansion; and that anyone who suggests that strenuous efforts
Page 108

should be made to arrest its onward march and to stabilise and
if possible reduce costs is a deflationist, a defeatist, and one
with no faith in his country and its future.
This is a peculiar idea and a new idea. I believe it is a
bad and dangerous idea. It is certainly a view that would
be brusquely rejected by leading people and leaders of economic thought in countries such as Britain and the United
States. In these countries, and in others, one finds an everpresent fear of inflation, an unremitting struggle to prevent it,
and a continuing endeavour to preserve some reasonable semblance of stability in prices and costs and thus the value of
their national monetary units.

IT is absurd to suggest that a community which has suffered
such a tremendous decline in the value of its monetary
unit should be prepared to carry indefinitely the burden of
cost and price increases in the interests of so-called development. It is absurd because it will not work. It will not work
for two reasons.
The first reason is political. Up to a point people will
put up with rising prices, so long as everything is running
smoothly, so long, for instance, as employment is high and
standards of living are improving. This was the situation
throughout most of the post-war years when incomes, particularly wage incomes and the incomes of primary producers
were increasing very much faster than the cost of living. But
if inflation starts to eat into the standards of living of great
numbers, and at the same time taxes are increasing, increases
in prices will not for long be accepted placidly.
The second reason is economic. World shortages no
longer exist. Markets are today highly competitive. Prices
for our main exports, although still high for some, have fallen
for others. Our costs on average have soared far above levels
prevailing in other countries. We can no longer import in
prodigal fashion to support development and to provide for
improving living standards. Instead of rapidly accumulating
overseas reserves, as in the early post-war years, we have a
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IS IT PRACTICAL TO REDUCE COSTS IN AUSTRALIA? (continued)
balance-of-payments difficulty that can rightly be described
as chronic. Under these conditions we can no longer regard
with equanimity the prospect, of further inflation and cost
and price increases. •

USTRALIA is facing a position where it is most unlikely
that the imports we require for our much larger economy,
for continued rapid development and for better living standards can be financed out of the proceeds of the traditional
export industries. If we are to achieve again a natural balance
in our overseas accounts—that is, a balance without the need
of deliberate restrictions on imports—we must seek to build
up, and build up as rapidly as we can, export markets for our
manufactured goods. Some progress is being made, but how
it can be done on the scale required in a highly competitive
world except upon the basis of competitive costs, I.have no
means of knowing. Older and more experienced manufacturing nations than ours, for example Britain, are not finding
it easy to retain and expand their exports. On the other
hand, Western Germany, where costs of production are low
and productive efficiency high, is achieving miracles in the
export field, and thereby strengthening its economy and improving living standards. I fear that our present cost structure in Australia may prove to be a very big barrier indeed
to any rapid expansion of manufacturing exports, sufficient
to remove the need for import restrictions.

It is clear that we are going to find it difficult indeed
to rid ourselves of import restrictions for quite some time.
There is a tendency in some quarters almost to welcome these
restrictions as if they were a good thing for Australia. These
are the people who seem to see the future of Australia in some
kind of economic autarchy—an economy as nearly as possible
self-sufficient, freed from the frustrating disciplines imposed
on an economy which relies greatly on international trade.
They see the, solution of the balance-of-payments problem
in the replacement of imports rather than, or at least as much
as, in the expansion of exports. They suggest that by reserving
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as much of the home market as we can for ourselves, and by
shutting out imports, we will reduce our costs because of the
economies to be obtained from large-scale production. They
would not import from abroad anything that can be produced in Australia.
I am afraid I have no faith in these ideas. If the views
of these people are right then the work of the great classical
economists (produced over the best part of a century of
intellectual effort) which preached the great advantages to
be gained from international trade, is all wrong.
I do not believe that policies deliberately aimed at selfsufficiency would raise the standard of living; nor would they
promote the development of Australia or of its great and
indispensable manufacturing industries. I believe they would
raise costs rather than lower them. The discipline of international competition, however annoying it may be in the
short run, is in the long run- good for a nation, for its people
and its industries.
from all this, continued inflation produces a quite
APART
arbitrary and completely unjust distribution of the

national income. It takes away from some sections of the
community. and gives to others. Or, if it is part of a process
by which living standards are reduced—as I believe it has
become in recent years—then it reduces the standards of
some much more than those of others. It is what used to be
known as the "middle classes", and particularly retired people
depending on their savings, who are on the receiving end of
the inflationary stick. Long-continued inflation is fatal to
the interests of these people, but the paradox is that they
represent some of the best and most important elements in
the community. The community depends greatly on their
knowledge, their skill, their work, their sense of responsibility,
but by permitting inflation it rewards them poorly and
unjustly.
There are policies that are appropriate to a reduction
in costs. Equally there are policies which will lead to inflation
and increases in costs.
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IS IT PRACTICAL TO REDUCE COSTS IN AUSTRALIA ?

(continued)

Two remedies for increasing costs which are popular
today are government controls and higher taxes. I have no
faith in either of these remedies. It cannot be just an accident
that costs always seem to present a major problem in economies subject to strict government controls. Controls attack
the symptoms of inflation, not the underlying causes. They
discourage efficiency, destroy incentives, foul the wheels of
production and trade and place a premium on dishonesty. Few
reputable economists in the world today would support them.
The remedy of increased taxes was applied in the Commonwealth Government's March "Little Budget". Now it is
being applied in State Government Budgets. When governments increase their revenue by raising taxes, they invariably
succumb to the temptation to spend the additional proceeds.
They rarely save them. Much as I commend Mr. Bolte's
courageous step in abolishing cost-of-living adjustments, I
quite fail to see how a budget such as the recent Victorian
budget, which increases taxes and then frankly admits that
at the end of the year there will be a huge government deficit,
can rightly be called an anti-inflationary budget.

THERE is only one way to stop rising costs and that is to
I deal courageously with its basic causes. We may not want
to do this. We may feel that measures which attack the real
causes of inflation are distasteful. If we do take this attitude
then we cast our vote in favour of further inflation and
further cost increases, and we must be prepared to abide by
the consequences. But at least we should stop deluding ourselves that we can cure inflation by smart policies which will
relieve us of the necessity of remedies which are difficult and
politically unpopular.
There is some idea about—and it is one strenuously fostered by some politicians for political purposes—that anything
less than over-full employment means hardship and misery.
That is not true. Full employment is a good thing; over-full
employment is a bad thing. It is over-full employment and
continuous inflation which creates difficulties and hardships
for many people in the present, and which sooner or later
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will lead to economic dislocation and thus to widespread
suffering. There is no future in inflation.
The basic cause of our cost problem, indeed of our whole
economic problem, is to be traced to an excessive level of
government spending made necessary by the scale of the
development and migration programme. The essential condition of a return to stability in the Australian economy is a
reduction in this type of public spending. In the earlier
post-war years, with the assistance of extraordinarily favourable terms of trade, we were able to achieve a tremendous rate
of development along with improving living standards for
a good proportion of the people. It has become clear over
the last year or two that such an exceptional rate of development can be maintained only at the cost of falling living
standards. This reduction in living standards is being brought
about in two main ways—through increased taxation, and,
more important, through higher costs and prices.
I do not suggest that all of a sudden there should be a
drastic slash in the scale of public spending on projects associated with development. The cuts should be carefully planned
and they should be imposed progressively and in such a way
as to provide the least possible dislocation of employment.
But the need for the cuts should be frankly recognized by the
Commonwealth and State Governments and a worthwhile start
should be made.

IF government spending can be cut, taxes can be cut, and
I would like to see the beginning of an assault on the
payroll tax, because if we could reduce or eliminate this tax
we would make a direct and immediate contribution to the
reduction of industrial costs and of costs of State instrumentalities as well as costs throughout private business. Sooner
or later I believe it is inevitable that Governments must
face up to a policy of this kind. People will not go on indefinitely submitting to the whittling away of their living
standards and they will insist that the real causes be attacked
and removed.
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Savings
subject of savings has. been
THE
prominent in recent discussions

of economic policy and of measures
to restore internal stability and external balance to the Australian economy.
Since the diagnosis of the nation's
economic ills given by the Government some twelve months ago,
which attributed the cause of • inflation and of the overseas balanceof-payments deficit basically to excess consumption spending, much attention has been focussed on what
has been described as a deficiency of
savings, the need for people to save
more and of measures to encourage
them to do so. There is a vague idea
about—although one probably not
held in government circles—that if
the level of savings could be increased most of our troubles would
disappear like the morning mists.
There is, unfortunately, little substance in this idea. This is not to
say that increased savings are undesirable. From the standpoint of
the individual, the exercise of thrift
is always to be commended.
*•
First, a word on what is meant by
savings. We usually think of savings

as money not spent on current personal needs but put by, for example,
in bank deposits and life assurance
policies, or used to purchase bonds,
company shares and other securities.
But from the economic -standpoint
savings cover a much wider field.

They embrace all monies available
for spending on capital purposes.

They thus include the depreciation
allowances of companies, farmers
and other business units for the replacement of plant and equipment, as
well as undistributed profits set
aside for capital expansion. Then
there are the savings enforced by
governments which consist largely
of the extra tax revenues raised to
finance public works. This has been
a major item of savings in recent
years.

*

*

*

The level of total savings in Australia (as a proportion of gross
national product) has been remarkably consistent right through the
post-war years and in 1955/6
showed only a minor percentage decline compared with previous years.
The following tables give an analysis
of savings in Australia over the
years since the war and a comparison with 1938/9 :—

VARIOUS CATEGORIES OP SAVINGS IN AUSTRALIA•

1
increase in

2

3

4

Life

"Other"
UndistAssurance Personal Depreciation ributed
Ponds
Savings Allowances
Profits

Inn.
15
30
37
43
49
65
65
72
79
86
94

Erin.
fni.
1938/39 ..
35
42
1946/47 ..
93
66
1947/48 ..
152
76
1948/49 ..
205
91
1949/50 ..
306
145
1950/51 ..
537
192
1951/52 ..
372
149
1952/53 ..
498
183
1953/54 ..
358
223
1964/55 ..
306
270
1955/56
281
318
• See foot of page 115 for notes to this table.
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£m.
37
60
66
81
89
187
121
100
213
208
213

5

Total

Private

Savings
fin.
129
249
331
420
589
971
707
853
873
870
906

6
Government
Savings

fm.
38
71
159
163
109
237
217
205
296
317
310

Total

fin.
167
320
490
673
698
1,208
924
1,058
1,169
1,187
1,216

To enable year by year comparisons, savings are also shown as a

1938/39
1946/47
1947/48
1948/49
1949/50
1950/51
1951/52
1952/53
1953/54
1954/55
1955/56

percentage of the gross national
product:-

Increase
nudist"Other"
in Life
Assurance Personal Depreciation ributed
Profits
Savings Allowances
Funds
4.5
4.0
3.8
1.6
3.7
4.1
5.7
1.9
3.3
3.8
7.6
1.9*
9.1
4.0
3.6
1.9
3.3
11.4
5.4
1.8
14.9
6.4
5.2
1.5
3.9
3.1
9.7
1.7
2.4
11.9
4.4
1.7
7.9
1.7
4.9
4.7
4.3
6.3
5.6
1.8
6.4
6.1
4.1
1.8

Total
Private Government
Savings
Savings
13.9
4.1
4.4
15.4
16.6
8.0
18.6
6.7
21.9
4.0
27.0
6.6
18.4
5.7
20.4
4.9
19.2
6.6
6.6
18.0
17.4
6.0

Total

18.0
19.8
24.6
25.3
25.9
33.6
24.1.
25.3
25.8
24.6
23.4

HOSE who have deplored the
T
I "spendthrift" habits of the Aus-

tralian people often focus attention on the steep fall in recent years
of personal savings as a percentage
of gross national product. In 1955/56
the rate of total savings showed
only a small decline. Since 1946/7,
savings as a proportion of gross
national product have been remarkably high by comparison with
1938/9. This applies both to total
savings and to personal savings.
The sharp fall in personal savings
in recent years is capable of explanation. It is clear that the rate of savings in Australia-particularly of
personal savings-bears some functional relationship to fluctuations in
income received from exports. Thus,
in the Korean boom year, 1950/51,

total savings rose to an all-time high
of 33.6% of gross national product
and personal savings to 14.9% of
G.N.P. With the large decline in export income in the succeeding year,
1951/52, the ratio of total savings
to G.N.P. fell to 24.1% and of personal savings to 9.7%. In the last
two financial years, 1954/55 and
1955/56, export income was slightly
down. So was the rate of savings.
The rate of personal savings is
greatly influenced by the incomes of
farmers who, in flush years, devote
large sums to the development and
improvement of their properties or
to reducing overdrafts. In leaner
years improvements will often be deferred. The peak level of personal
savings coincides with the 1950/51
wool boom when farm incomes

Notes to table on P. 114:
1. Excess of premiums, superannuation contributions, consideration for annuities,
etc., over claims, etc. and administrative
expenses of life offices plus earnings on
investments-interest, dividends, etc. ,
2. A balancing item, being the difference between total personal income and total
personal outlay, i.e. on consumption, taxes
and life assurance (excess of premiums,
etc. over expenses being shown as part of
savings in column 1). It includes payments out of income for purchases of
capital equipment, etc., by farmers and
other unincorporated businesses, reduction
of mortgages on houses and other debts,
additions to bank balances and holdings
of bonds and shares.

3. At rates allowed for income tax purposes.
Includes depreciation allowances of
farmers and other unincorporated businesses, as well as companies.
4. Excess of company income over income
taxes and dividends actually paid during
the year. The item therefore includes any
net additions to provisions for income tax.
6. Total of items 1, 2, 3 and 4.
6. Public works expenditures financed from
all sources other than increases in indebtedness. They include taxation, surpluses and depreciation allowances of
government business undertakings and
miscellaneous revenue. Changes in -the
funds of Government marketing authorities have also been added to or subtracted
from this figure.
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represented 21% of gross national
product. In 1955/56 farm incomes
comprised only 8% of gross national
product and this quite largely accounts for the comparatively low
rate of personal savings in that
year.
There is a further point about the
decline in personal savings. Over
the post-war period there has been
a progressive improvement in the
financial position of the lower income groups relative to that of other
groups. This has been brought about
not only by redistributive tax
measures, but also by increases in
the real incomes of wage-earning
families resulting from high award
rates, over-award and over-time payments, bonuses and the earnings of
married women who, in earlier
years, would not have gone to work.
This has had two consequences so
far as personal savings are concerned. The lower income groups,
by force both of necessity and habit,
are, generally speaking, non-savers
and the great bulk of personal savings in the past has been made by
the middle and higher income sections. The redistribution of income
that has occurred would thus tend
to bring about a decline in the proportion of the total of personal incomes which is saved. The second
consequence is that the lower income brackets, because of increased
earnings have been able to acquire
durable consumer goods such as
furniture and domestic appliances,
financed by hire purchase, on a
much greater scale than ever before.
The rapid growth of hire purchase,
and thus the increase in personal
debts (which can be regarded as a
negative saving), has probably contributed to a decline in the level of
personal savings.
It has been shown that total savings (as a percentage of gross
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national product) over the post-war
years have been very steady (with
only an insignificant drop in 1955/6)
and much higher than in 1938/9. It
is also highly indicative that the
rate of savings in Australia compares favourably with savings in
other English-speaking countries.
Admittedly, statistics of savings in
different countries are not precisely
comparable, but, when adjustments
have been made, it seems that an
Australian figure of 22% of gross
national product for 1955/6 compares with a figure for U.S.A. of
about 15%, Canada 20% and the
United Kingdom 18% for 1955. (An
explanation of these comparisons is
contained in the appendix to this article.)
An examination of the statistical
evidence would seem to lead to the
conclusion that the level of Australian saving is already high and
that the scope for achieving an increase in savings through voluntary
means is, therefore, limited—even
with the stimulus of special
measures to encourage savings.
There remains the weapon of government enforcement . of additional
savings through higher taxes. But
it is a two-edged weapon. Increased
taxes would necessarily lead to some
reduction in voluntary savings because people (and companies) would
have less money to save. In other
words, an increase in forced savings
would be counter-balanced, at least
in part, by a decrease in voluntary
savings.
*

*

It has been claimed that if people
were willing to accept some sacrifice
in their current standards of consumption, and to save more, a strong
contribution would be made to
higher productivity, the solution of
inflation and even of the balance-of-

payments difficulty. These ideas are
worth examining.
An increase in savings brought
about by reduced consumption would
make possible a higher rate of investment in productive assets and
this, it is said, would soon lead to
greater production per head. In
other words, by depriving ourselves
in the present we would benefit in
the future from greater per head
consumption. This by no means
necessarily follows.
If the increased savings are used
to provide more capital assets to
support development and a larger
population—and this is what the advocates of greater savings usually
have in mind—they would not necessarily lead to greater production per
head and thus greater consumption
per head. Only if the savings were
applied to improve the ratio between
capital assets and population, that
is to provide more capital per
worker, would greater productivity
follow as a logical consequence.
Many of those who have urged
more savings—either voluntary or
compulsory or both—have neglected
to make this important distinction.
They have argued that sacrifices in
consumption today will be compensated by increased consumption tomorrow. It is far from certain that
an increase in savings which was
used for maintaining or expanding
the development programme would
yield . in the near future the fruits
of higher per capita production and
standards of living.
A comparison can be made with
Sweden. Sweden is a good example
of a country which, like Australia,
is devoting a high proportion of
gross national product to capital
formation. But the effects on standards of living may be quite different. Sweden has a virtually stationary population and much of the new
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investment should, therefore, result
in increased capital per head and
higher standards of living. But Australia requires a high rate of investment just to provide capital
facilities for its rapidly growing
population, let alone to provide for
increased productivity.
IT has also been suggested that in
greater savings is to be found
the remedy for the current inflation.
The idea that increased savings are
necessarily deflationary seems to derive from rather vague and naive
notions that money which is saved
is not spent and that more savings
will therefore mean a reduction in
total expenditure. This clearly has
limited relevance to an economy aiming at full employment and rapid
development, or to a political environment where government surpluses as a goal of economic policy
may be taken seriously in academic
discussions but not by hard-headed
politicians who can invariably find
a hundred-and-one reasons for increasing government spending. In
these circumstances an addition to
the rate of savings would most likely
lead to an expansion of investment
rather than to a reduction of total
spending.
In the present situation, where investment already constitutes a high
proportion of, gross national product,
an increase in savings, which is
used to expand investment, would
not be deflationary and might conceivably be inflationary. It is in the
nature of an investment programme
to support development and increased population that a large proportion of the investment must take
place in non-productive assets such
as housing and community services
or in projects, such as the Snowy
River Scheme, whose contribution to
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production is long-delayed. This implies that a comparatively small proportion of total investment is devoted to the provision of capital
facilities which make a fairly immediate contribution to supplies of
marketable goods. This must intensify the pressure of demand for consumption goods—supplies of which
have already been curtailed by import restictions—and tend to force
up prices.
A further vaguely-held. idea is
that greater savings would reduce,
and, if sufficiently great, would even
overcome, the deficiency in the
balance of payments. It is true, of
course, that if increased savings are
not spent, that is result, say, in a
budget surplus, the reduction in
total spending could lead to some
improvement in the balance-ofpayments position. But this is not
what the advocates of greater savings usually have in mind. What
they have in mind is that the
greater savings should be applied to
the maintenance, and possibly the
expansion, of the present development and investment programme.
Over the long-term this could well
result in a worsening and not an improvement of the balance-of-payments deficit. Admittedly, if the

greater savings are applied, say, to
farm investment or to increased production of minerals and thus to increased exports, or to efficient
import-replacement industries, this
might not be so. But otherwise the
more rapid growth which increased
savings would make possible could
very well result in demands for imports increasing at a faster rate
than increases in exports.
*

*

*

HE train of events which would
I follow upon increased savings
may not be so beneficial as some of
its advocates have assumed and indeed there is a strong possibility
that under present circumstances
(where total savings are already
high) an addition to savings, which
was used to increase investment,
could be an embarrassment rather
than a boon. It is a good illustration
of an old axiom in economics that
what seems to be obvious is usually
fallacious. This is not to say that a
redirection of the use of savings in
the various forms of investment
could not be of benefit to the economy. Thus an increase in personal
or business savings (as a consequence of tax reductions) which resulted in modernisation of productive plant would be beneficial.

T

APPENDIX
I. SAVINGS AS A PERCENTAGE OF GROSS NATIONAL PRODUCT—U.S.A.,
U.K. AND CANADA, 1955
% of G.N.P.
U.S.A.
U.K.
Canada
Personal Savings
4.3
4.0
5.5
Undistributed Company Profits
2.5
5.2
3.4
Depreciation Allowances
7.1
5.7
10.1
Government Surplus on Revenue Account, etc. .... ••.• ••••
0.6
4.1
1.1
Other
0.9
—0.7
—0.6
Total

15.4

18.3

19.6

Sources: U.S.A.—Survey of Current Business, July, 1956. U.K.—National Income and
Expenditure, 1956. Canada—Canadian Hansard, March 20th, 1956.
Notes: Purchases of motor cars for private use are regarded as personal consumption
expenditure in United States, United Kingdom and Canada, whereas in the Australian
statistics they are treated as capital investment. The figure of personal savings in Australia would probably be around 5% of gross national product and total savings over
22%, after making allowance, for expenditure on motor cars for private use.
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II. TYPES OF PERSONAL SAVING IN U.S.A., 1955
Increases in:—

% of G.N.P.

Equity in dwellings, etc.

0.3

Equity in unincorporated businesses

0.1

Deposits with banks, savings associations, etc.

2.3

Private Insurance

1.5

Government Bonds

0.8

Company Shares, etc.

1.1

Less Increase in Debts

6.1
1.4

Total Personal Savings

4.7*

• Varies from figure of personal savings in Table I above because of different method
of estimation. Source: Survey of Current Business, July, 1956.
III. TYPES OF PERSONAL SAVINGS, CANADA, 1954
Increases in:—

% of G.N.P.

Houses and other assets

3.3

Deposits with banks and other institutions

3.0

Life Insurance

1.5

Government bonds

—1.2

Other bonds and stocks

1.0

Less Increase in Debts

7.6
1.9

Total Savings

5.7

Sources Bank of Canada Statistical Summary. 1955.
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Mr. William Wallace is Chairman of Rowntree and
Co. Ltd., Great Britain, Chairman of the Industrial
Co-Partnership Association and a member of the
Grand Council of the Federation of British Industries.
He . has had a distinguished academic and business
career. Mr. Wallace holds the first Master of Commerce degree to be awarded at the London School of
Economics and is the author of several books on
business and economic matters. During the war he
was a Director at the Ministry of Food.
Mr. Wallace recently spent three weeks in this
country studying business conditions. His observations on the economic problems of Australia and
Britain will be read with interest.
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HAVE- been asked, as a visiting industrialist, to give my

II impressions of Australia's present economic position. How-

ever, to express any dogmatic views after a stay of only three
weeks would, I feel, be unwise, and perhaps just a little impertinent. Nevertheless, I do feel that Britain and Australia
have a great deal in common. This would seem to be true,
indeed, of Britain's summer and Melbourne's spring! I believe
it also to be' true, however, of the present economic outlook of
the two countries.
Therefore, I propose to deal with the request indirectly,
by giving my analysis of certain aspects of the British situation,
and mainly to leave readers to make their own comparisons
and draw their own conclusions as regards Australia.
In the final analysis, Britain's central economic problem
• , can be stated quite simply. Indeed, there is probably a very
wide measure of 'agreement in , diagnosis, the main differences
arising as to treatment.
Britain is a small island crowded with fifty million souls
and with few physical resources. Indeed our only physical
advantages, in the economic sense, are our climate and our
coal. A large export trade is essential to our survival. We can
only hope to achieve this insofar as our goods and services are
fully competitive in kind and in price. Insofar as they are
not, we must face quite another "vicious spiral" (this time
not an ascending but a descending spiral) of a falling standard
of life, showing itself first in mass unemployment in the
exporting industries.
It is so difficult for the British man in the street to see
this; with his higher standard of living, his "full employment",
his "welfare", and his "tele". "They" will look to it! But
it would be so utterly manifest to all, if our island were only
one thousand acres and the population fifty. Then, beyond
all question, "we" would have to deal with it.
We need to pay our way in terms of international indebtedness, plus a credit margin of at least £300 millions a
year. We are not doing so. The Chancellor uses the apt
word when he describes the position as "critical".
The continuance of the present vicious upward spiral
of money, wages and prices is wholly bad. It is "vicious"
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not only in the economic and statistical sense; it is vicious in
the more homely one, in that it drives responsible, decent
people in the leadership on both sides (both in industry and
in politics) to conflict and controversy which, in their hearts,
they know full well to be futile and dangerous.
The inevitable effect of this spiral is, first, to penalise
the pensioner • and others whose incomes are relatively fixed,
and the weaker and less organised workers; secondly, to deter
savings; thirdly, to provide fortunes for the "get-rich-quick"
financier; and finally, to lose us the export markets by which
alone we can live. If we fail to stop it we may be forced to
another devaluation; at further hardship to the pensioners
and others I have mentioned, and with only temporary relief
to industry.
We have vivid examples amongst other nations of what
this kind of inflation has meant. It would be worse for us:
because we have so little physical natural resources in relation
to population, and depend so much on our international trading and financial relationships.

I

N my modest position I can speak more freely than a Chancellor, whose every word can affect Britain's financial credit.
With some knowledge of economics to assist my experience
in industry, I would repeat that Britain's situation to-day is,
quite literally, critically balanced. Unless there can be a quick
and wide and clear realisation of the fundamental economics,
there is the strong possibility that our Britain may follow in
the economic field the course which France, for example, has
followed in the political field. British ships are being built
abroad. Coal is carried to Newcastle. Italy wins contracts
in British colonial schemes financed by British money. Belgium in its prosperity buys British shares from its surplus.
Europe begins to look to the German Mark taking the place
of our £. Isn't this "critical"?
What is Britain to do? The answer is obviously that we
must use to the full the assets we have. What are those assets?
Those assets are primarily ourselves. Assisted by the accident
of history, we have in the British Isles a first-class human stock;
with craft skill, intelligence, tradition, tolerance, humour and
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a natural spirit of enterprise. These made us the workshop
of the world in the 19th Century. Other nations of the world
have now their own work-shops; but, rightly used, these same
human qualities can win us our livelihood in the second half
of the 20th Century in competition with those work-shops.
But how? There is only one way. We have had our
peaceful Revolution. Britain is now one of the world's advanced democracies. Any policy to have a chance of success
must be based on the firm recognition of that fact. Our people
must be led. We shall never succeed by Mastership. For
example, no jobs can be completely guaranteed: there must
be flexibility, and this will involve some redundancy. But
competent management will normally be able to foresee, and
provide for this. The imaginative manager, regardia his
staff as his partners, will take them into his' confidence. , We
are all of us governed, in the final analysis, by emotion more
than by pure reason. Courtesy will meet with due response;
at any rate in Britain and in the general case. The Communist
may treat it as weakness; but Communists are a small minority
and call for quite separate consideration. The typical British
worker is no fool (though he can be misled) . What he asks
is just to be treated as an intelligent, self-respecting and respected colleague.
Nor can we deal with this human relationship by Bureaucracy. The writing of this is so clear on the wall, it calls for
no translation.
We can only succeed in our British modern democracy
by leadership; by leadership attuned to democracy; and by
creating conditions in which this leadership can effectively
work.
enterprise must flourish; whether it be private or
TRUE
public. For this an essential pre-requisite is wide co-

operation. In our intelligent and fair-minded British democracy we can, I am convinced, secure this; but only on the
partnership principle. This principle can take many forms.
Its essentials are a genuine and sincere recognition in each
enterprise that all concerned, willy-nilly, are truly partners.
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In turn, this means that, up and' down and across, we treat
one another as self-respecting, responsible, decent chaps; as,
in fact, the vast majority of us are. It means wide consultation, with employees and with their Unions. It means that
the ultimate results of the enterprise must be shared fairly
between consumer and producer, and among the different
units of production; most important, it must be seen to be
shared fairly. If, for the moment, we accept this approach,
let us try to apply it to particular aspects.
Take inflation. There is a lot of misconception about
inflation: understandably so; it is a difficult subject. There
is a widespread view that to work our way out we should
restrict expenditure on factories and plant. But this is ultimately a counsel of despair. We must spend far more on
productive enterprise; but to do so we must first earn and
save the wherewithal to provide the capital.
We want people to have the opportunity to raise their
standard of life. This should give the essential incentive to
effort. We want true "earnings" to rise, as quickly and as
much as possible. All that we need to ensure is that the extra
pay received is, in fact, earned in real terms. It is increased
money income in excess of real increased output which causes
inflation. The job of the Manager is to give the utmost opportunity for true earning.
Take, again, automation. In its human and social aspects,
this is just a further development in the long history of mechanisation; beginning with the spade and the wheel, and continuing through the steam engine and all the developments
of the Industrial•Revolution. But it bulks large to-day; and
its effects may be concentrated more largely in some employments than in others; and there is understandable anxiety
amongst workers.
There is, however, again, a large measure of agreement
amongst the well-concerned and intelligent leaders among
employers and employed. Automation must come. We should
hasten it. It forms one of. our best weapons in foreign trade
and in raising the standard of life at home. But its effects
must be foreseen and discussed, and its introduction carefully
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planned, and steps taken to see that the benefit of the greater
number, or of the whole community, is not at the expense of
unnecessary hardship to the innocent individual worker.
There will, again, be large questions of how the benefits
of automation are to be shared. Some obviously must go to
finance the capital expenditure and to reward the risk; some
to the workers who remain in the new conditions, in particular
insofar as it calls for extra skill or effort or strain; and some
to be used to help the transition of redundant workers to
other employment. The balance (maybe the greater part)
should go in reduced prices, thereby at the same time increasing
our national capacity to compete, and stopping the price-rise
at home and, in turn, increasing the general real standard of
life.
I mention these as issues bristling with difficulties. But
can there really be any question but that they are likely to
be most easily and happily solved in enterprises working in
terms of partnership? The machinery for consultation will
be present; the facts and the results will be known; the ultimate benefits will automatically be fairly shared on a formula
previously agreed; the costs incurred in any extra provision
for those displaced will be shared by employees who remain.

F

INALLY, to grasp the most formidable nettle of all to-day,
the Government says that it is imperative in the interests
of the whole country to stop the wage and prices spiral. There
can be no question but that they are right. It must be the
imperative duty of any Chancellor of the Exchequer to stand
by this view. British Trade Union leaders (except for a
minority who either don't understand or who are definitely
working for breakdown) widely accept this thesis; but, say,
understandably and rightly, that this must not be at the
expense of their constituents.
The solution must be found in a united effort to do what
is fair; based on the principle of partnership in its wider setting. Businesses must be allowed to retain out of profits a
due contribution to capital expenditures not covered by orthodox depreciation. They must also be allowed to pay reasonable
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dividends to cover risk and to maintain their ability to raise
further capital in the interests of all employed, and to reward
successful operation. Shareholders suffer also from inflation,
and are entitled to fair treatment. Beyond this, businesses
should make every reasonable effort to avoid increases in
selling prices even at the expense of a lower net trading profit.
In return, Trade Unions and employees (management and
other) should for the time being forego increases in remuneration except insofar as these are provided out of genuine increased productivity.

I try to summarise. National well-being depends
MAYupon
the full and wise use of our human resources. In

our advanced democracies, this can only come about by leadership. Leadership, in turn, depends for success, upon wide
co-operation. Such co-operation will spring from a sense of
partnership; of unity; of belonging. It will be only fully realised
under such conditions. This is true both of private and public
enterprise. Private enterprise needs this sense of partnership.
But, equally, its equivalent must be sought in , publicly-owned
industries. Indeed, in. terms of size, and the consequent
greater danger of bureaucracy, the need for a true sense of
partnership there is even greater. This is not in Britain an
issue of principle between the orthodox parties. The British
Labour Party is based on democracy; and partnership is in
tune with democracy. Communism, of course, cannot tolerate
the idea; because Communism is the negation of partnership,
of democracy and of parties. The ideas of Totalitarianism
and partnership are poles apart. Communism in our advanced
democracy is really as outmoded as old-fashioned Capitalism.
I believe there is to-day, in Britain at any rate, a wide
sense of frustration at our differences on what after all are
secondary matters; and a hunger for a deeper sense of community and fellowship. I know this is widely true of Management. I know that for the good manager, profit-earning is
merely the test of success, and the means for further advancement of the enterprise. I believe that there is a full sense
of his responsibility for those who work with and for him
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and for the consumers he serves; and a real desire to serve his
home-land. I would encourage the manager to lose his sense
of embarrassment in expressing this. I would remind him
that someone has said:—
"Always do right; it will please some people, and astonish
the rest!"
In exactly the same way I believe the ordinary, decent
British worker seeks sincerely to play his full part in the
human society of which he is a member; given only a sense
of self respect and an assurance of justice.
The spirit of partnership would seem therefore to offer
the key not only to British economic difficulties, but to the
evolution of a finer and happier human society. Rightly
expressed, it could make a great contribution to the good
life itself.
Finally, I would ask whether this analysis is not broadly
true of Australia? Australia also faces a critical situation,
in terms of international indebtedness, shown in the clearest
way by import restrictions and exchange control. Its spiral
of wages and prices tends to rise faster than that of Britain.
If Britain's position is vulnerable, isn't Australia's equally so?
Indeed, isn't it more so? It seems to me that it is more vulnerable, for various reasons of which I will only mention two.
The first is that Australia depends for its overseas income
in the main on the export of primary products; its present
cost level would seem, broadly, to rule out the possibility of
greatly increased exports of manufactures. Moreover, in
turn, its primary exports are represented overwhelmingly by
one product. Its economy can thus be likened to an inverted
pyramid resting on one point, namely wool. By comparison,
Britain's exports are widely spread; if cotton textiles fall, there
may be great developments in synthetics to balance that.
Again, in large measure, Britain's costs, so far, leave her able
to compete in manufactures. For example, I believe Britain
is certainly one of the lowest cost producers of steel in the
world. Britain has so far not had to operate import and
exchange restrictions to the same extent as Australia.
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Secondly, it would seem to me that in our small island,
and with our homogenous population (and perhaps because
of our common sufferings in the war years and after) there
is a wider common appreciation of the economic facts of life,
and probably a smaller gap between the true (as distinct from
the expressed) views of the different "sides" of industry.
That, indeed, is one of the main reasons why I think Britain
will win through.
However, these are only the impressions of a visitor,
based though they are on a long and friendly study of Australian conditions. I must leave Australians to answer for
themselves the questions I put. But whatever the relative
degree of vulnerability of the two economies, I have no doubt
whatever of the necessity in each case to approach the problems
in the same way; objectively and constructively; and with the
recognition that the things which unite are greater than the
things which divide; that is to say, in a spirit of partnership.
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discussion and inquiry.
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