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Editorial — Decline and Fall
demise of a great Melbourne newspaper has occurred
THEwith
notably little comment—almost as if the death of
a President or Prime Minister evoked nothing more than the
more or less lengthy obituary notices usually accorded to
prominent personalities.

To call "The Argus" great is not to say that it was
invariably great. Institutions are like people. They have
their ups and downs, their "finer hours", and their falls from
grace. No one would say that "The Argus" in its latter days
was beyond criticism. It failed to capture the true spirit of
the city which it served. It cast its appeal too low. In
endeavouring to write down to the comprehension of all, it
sometimes descended below the level of most. It exalted the
trivial and the superficial. In striving to entertain, it often
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(continued)

failed to inform and instruct. At times it indulged ill a form
of crude political partisanship which lost it many readers in
whose families "The Argus" had been a tradition. It represented an adventurous excursion into modern journalism and
journalistic methods, but it got lost somewhere in the
morasses.
The latter-day "Argus" was an exotic growth which
might have flourished in another environment, but it was
doomed, almost from the start, to perish in the dry, sceptical
soils of the Australian mind. Australians, by and large, are
among the least gullible of people. They may not object on
occasions to highly flavoured sauces, but they are seldom deceived as to the real quality of the dish offered for their consumption.
But these were only the last days. "The Argus", after
all, was over 100 years old. And there was a time in the life
of Melbourne, and indeed Australia, when it occupied a position which can, without excess of exaggeration, be compared
to that of "The Times" of London in the last century. "The
Times" came to be regarded as a Fourth Estate in the Constitution; it was known as "The Thunderer" and governments
trembled at its voice; its integrity was undoubted and its
understanding beyond question. Incorruptible and courageous, it exerted an influence in the national life that has
probably not been equalled by any paper at any time.
"The Argus" may never have reached these Olympian
peaks, but it achieved, nevertheless, an altitude rarely attained
in the history of the Australian press. Sober, restrained, conservative, accurate, of high literary standard, it won respect,
and, because of that simple fact, its influence was always
strong and may at times have been decisive.

We are now living in different days when the press, it
is said, must cater above all for the lowest common denominator of taste, when few people take time for leisurely reading
and quiet reflection, and when the demand of many is for
Page 2

entertainment rather than instruction, for lurid sensation if
necessary at the expense of the sober truth.
It is true that a newspaper must adjust itself to the changing mood. Otherwise it would not survive. Modern methods
of presentation and reporting have their place in these days
of speed and high pressure. It is, after all, the duty of a
newspaper to be attractive. It must strive to make the
assimilation of news and views as easy as possible for its
readers. The unforgivable sin is to be boring, for in that case
it will not be read. A newspaper is a business. It has a
product to sell and sell it, it must. The product is more likely
to sell if the packaging is colourful and attractive—it can
still be in good taste.
But a newspaper can never be regarded solely as a business. At least it is one of a very different kind from, say,
a business engaged in the manufacture of soft drinks. Whether
a particular brand of lemonade is good or bad or just indifferent does not, in the totality of things, matter very much.
But whether a newspaper is good or bad or indifferent matters
a very great deal. A newspaper can never get away from
the fact that what it says, and how it says it, can influence
for good or ill the way of a life of a community, indeed of
an entire nation.
In a recent address, the Governor-General, Sir William
Slim, said: "Fifty years ago newspapers had great influence
in forming and leading public opinion on national and international affairs. Today in the scramble for mass circulations
many of them have lost that role. But they have gained
instead, almost unconsciously, something more important—a
vast power to affect the taste and sense of values of a wider
public."
Try as it may, a newspaper can never divest itself of
these grave and great responsibilities, although the temptation
to break loose must at times be immense. Like Sinbad who
could not shake the old • man off his back, it may sit down
under its responsibilities, but it can never rid itself of them.
The position of the daily press is in this respect unique.
There is no other business, or indeed perhaps any institution,
which has a comparable influence on the values of a people,
Page

3

EDITORIAL — DECLINE AND FALL (continued)

the standards to which they adhere, or the rightness or wrongness of their views on great matters. The newspapers affect,
for better of worse, both the tone of everyday living and the
intellectual level of the community which they serve. It
may be too much to say that the press can make or unmake
a nation, but its power for good or evil is almost beyond computation, and it cannot rightly evade the responsibilities that
go with such power. It should be said that, on the whole, Australia has been well served by its press and by those who have
guided the fortunes of the great daily papers.
THIS is a time of great transition in the affairs of men and
nations, when there is much instability, when old values
have. been discarded and new ones not yet firmly established,
when all is in flux and all is, consequently, uncertain. The
great issues of the present day are multi-sided and complex
and the right answers uncommonly difficult to discern. Those
travelling through this world have need of guidance and
direction and most will seek it, though perhaps not consciously,
in their daily newspaper.
The task of the popular press has thus become doubly
difficult at the same time as it has become doubly important.
In this environment, the spirit and the standards which inspired
"The Argus" in its better days would undoubtedly have had
an invaluable contribution to make. For that reason the
passing of an institution which became great in Australian
life, is to be particularly regretted.
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Fruits of Freedom
P

ERHAPS the most remarkable

1 economic phenomenon of the postwar decade is the astonishing revival
of Western Germany. An economy
broken and devastated, apparently
almost beyond hope, has, in a short
space of time, become one of the
strongest in Western Europe. Production and, more important, exports
have risen rapidly. The standard of
living, surprisingly, is well above prewar. Unemployment, for many years
a dark spot in the general picture,
has been eliminated.* The budgetary
position is sound and overseas currency reserves are greater than those
of the entire sterling area. Germany
has now replaced Britain as the third
largest trading nation and as the
third largest steel producer in the
world.
The recovery dates from 1948 when
the German Government, in face of
shortages of every description, jettisoned the larger part of the network
of detailed post-war economic controls
and chose to rely on free market
forces. Tight money was preferred
to cheap money ; balanced budgets
to heavy government spending; incentives and inequality of income to
"fair shares". There was also a
less rigid adherence to the prevailing
dogma of full employment. The German policies thus ran directly contrary to the great body of contemporary economic opinion. It is not
surprising that the German recovery
• Unemployment has fallen from 10.2% of all
employed persons in 1950 to 2.2% in September,
1956. On Lord Beveridge's definition, this represents a state of "full employment."
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has excited the interest of businessmen and economists throughout the
world.
*

*

*

*

E have had to wait for some
years, however, for an expert,
W
judicious assessment of the causes

of the German revival and the significance which should be attributed

to the various reasons popularly advanced. This has now become available in a comprehensive survey by
Professor Henry C. Wallich of Yale
University.f
Professor Wallich points out the
anomalous fact that Germany, the
one Western nation with a thoroughgoing experience of peace-time planning under the Nazis in the 1930's,
was the first to turn her back on
controls. He attributes this mainly
to one man, Professor Ludwig
Erhard, Liberal Minister of Economics in Dr. Adenauer's first coalition
Government. Erhard fought the
widespread demands, including those
of the American Occupation Authorities, for direct controls over raw
materials, and for consumer rationing and price controls. Erhard was
convinced that de-control would
lead to an outpouring of productive
energies and only along that route
lay salvation. Following the currency
reform implemented by the Allied
Occupation Authorities in 1948, he
immediately lifted all controls inhibiting the free supply of manufact "The Mainsprings of the German Revival,"
by Henry C. Wallich, published by Yale University Press, 1955.
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(continued)

tured consumer goods. The whole
economy of the country was reorientated towards production rather
than consumption.

Wallich, the German economy was
able to finance its revival in the face
of a dead securities market and tight,
though expanding, bank credit.

In Wallich's view the outstanding
feature of Erhard's policy lay in the
wide range of incentives to increased
productivity. The natural urge of
every German to rapidly improve his
personal position was reinforced by
tax concessions favouring the enterprising and hard working: "Whoever
made money was allowed to keep
most of it under a system that forgave taxes to those who saved and
invested". Labour was encouraged
by making over-time earnings exempt
from tax.

Professor Wallich admits that tax
privileges led to severe inequalities
of income ; but this was the price
that had to be paid for high saving
and high investment. " 'Fair shares',"
he says, "might have overburdened
the strong and all might have sunk
together. By being allowed to save
their own skins first they were put
in a position where they could pull
the rest after them. The rapid advance of the economy helped everybody. Though at a painful distance,
wages and pensions followed profits.
The gap between them permitted investment which accelerated the advance. The rapid rise of income took
the place of redistribution."

The stimulation of effort through
tax changes was accomplished in two
ways. First, the basic tax structure
was altered: While incentive-killing
income taxes were reduced, relatively
painless customs, excise and sales
taxes were increased. By 1950/51
the latter taxes accounted for 50%
of Germany's total tax revenue, as
against about 25% in the United
States and 30% in Australia.
Second, special tax concessions
were granted to business, investors
and savers. Handsome exemptions
were extended to people investing
their savings in construction, shipbuilding, public securities and savings
deposits. Whoever was able to save
could thereby reduce his taxes. Accelerated depreciation was permitted
on capital expenditures for new plant
and buildings and on the repairing
of war damage. Businesses were
able to keep, and plough back, a
large part of the big profits made
during the early years after currency
reform. To spur export industries,
tax rebates, in some instances as high
as 100%, were extended to exporters.
By these devices, says Professor
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Wallich praises the rank and file
of German workers as well as the
unions for not "rocking the boat"
during the critical years of reconstruction. The chief reason why the
workers accepted their hard lot in
the early years after the currency
reform was that it was an infinite
improvement on the misery that preceded it. Wallich explains that any
policy was better than the incredible
caricature of planning before 1948,
when everything was rationed and
nothing was readily available. Barter
was rife. Employers making readily
usable goods such as shoes or light
bulbs, often paid their workers in
kind. People traded old clothes, furniture and other wares with farmers
for a few potatoes or a sack of grain.
Perhaps no more than half of total
output subject to official controls was
sold at legal prices.
Since the Korea boom, labour has
pressed its case more aggressively
and the gap between prices and

wages, whence have come the big
profits, has narrowed. Professor
Wallich, however, found no statistical evidence that Germans were
working longer or more intensively
than they had under Hitler. But he
does emphasise the part played by
workers in some trades, especially
construction, who frequently did
double shifts, only one of which was
counted in the statistics, and by the
great many people who spent their
spare time repairing war damage to
their homes and their belongings.
HE most rewarding sections of
Professor Wallich's book, for
T
those seeking the cornerstone of the

liberal economic doctrines followed
in Western Germany, are those dealing with monetary policies. Wallich
attaches much importance to the role
of the German Central Bank whose
position as "financier of last resort"
made its view fairly decisive. He
emphasises that the problems of lagging productivity and a serious
balance-of-payments position confronting Germany, in the face of
heavy unemployment and a catastrophic housing shortage, could not
have been solved without extremely
able direction by the Central Bank.
"To do the job with an economy
relying on market forces and incentives and without the forced draft
and controls of a planned economy,
required above all a sound currency.
To keep the currency sound meant
giving priority to stable money and
international balance over domestic
expansion and full employment."
Tight money greatly facilitated decontrol by intensifying competition
and pushing the economy increasingly
towards a buyers' market. It created
penalties for insufficient effort—
failure for the businessman and unemployment for the workers. Tight
Page
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money also provided the essential
basis for the revival of consumer
saving: confidence in the currency.
In discussing Germany's rejection
of full employment through inflation,
Professor Wallich explains that the
total collapse of the currency, twice
within two decades, has caused her
leaders to be "shy many times over".
Putting currency stability ahead of
full employment, says Wallich, may
be a harsh policy in the short-run,
but it was gladly accepted by Germany's leaders for the sake of longrun progress. While Britain, the
Scandanavian countries and Australia
have run into balance-of-payments
problems, partly because of their pursuit of expansionist credit policies,
Germany continues to pile up balanceof-payment surpluses with monotonous regularity. She has accumulated
greater dollar reserves than the whole
'sterling area and is closer to convertibility than any other European
country, except Switzerland and Belgium.
While Britain faces the prospect
of unemployment in her export industries, particularly motor vehicles,
German exports are booming. Thus
by taking a long view, Germany has
at last won real full employment, at
a time when others could lose it
because of their inability to pay their
way overseas.
UMMING up the German achievement, Professor Wallich is more
Sinclined
to attach the adjective

"miraculous" to the balance-of-payments recovery than to the increase
in industrial activity and living standards. He attributes Germany's production record to the fact that despite all that had happened—the burden of partition, war devastation, dismantling and the refugee problem-
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the German economy was still a very
powerful machine. Germany's postwar capacity, after relatively minor
repairs, was still approximately equal
to that of 1938. In Wallich's opinion
it was in the international sphere
where Germany's sound-finance, freemarket policies paid off best: "Tight
conservative financial policies worked
wonders in restraining internal consumer demands and forcing producers
out into world markets." Imports,
too, were kept in check by market
forces and could be liberalised without excessive risk.
Professor Wallich emphasises that
while the Germans chose to rely on
tight money and balanced budgets
to keep prices stable, and give private
business the scope and incentive to
do most of the work of reconstructions, these policies "did not go all
the way to a laissez-faire paradise,
far from it." Although manufactured
consumer goods were freed immediately after the currency reform in
1948, basic foods and industrial materials such as coal and steel remained
under control for a long time. The
lifting of controls was a bold step,
but not a blind one. It was limited
to sectors of the economy where incentives were likely to have the greatest effect, where instability of prices
could do little damage, and where
controls would have been hardest to
administer. Controls were retained
over international transactions and
the securities' market. Nevertheless
the maintenance of controls in certain sectors, important though it was
for stability, had its price. Low price
ceilings for coal, iron and steel restricted self-financing in these industries, and, despite generous Government assistance, coal and steel remained the worst bottlenecks in the
process of recovery.
Page
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Professor Wallich is most careful
to warn against any single cause
as the explanation of the German
recovery: "The fact is that many
things came together to make Germany's spectacular revival possible."
In addition to sound economic policies, he stresses the importance of
the Marshall Plan, the Korean War
and the stable political record of the
Adenauer Government.
The significance of foreign aid,
however, lay not so much in its aggregate sum—this was exceeded in
reparations, occupation costs and
other charges by the Allies—but in
supplying foreign exchange and investment funds at a time when they
were most necessary. Two-thirds of
Germany's imports between 1947 and
1949 were financed by foreign aid,
thus providing foodstuffs, machinery
and raw materials when they were
desperately needed.
The world-wide Korean splurge also
set off some fireworks in the German
export industries specialising in
machinery and capital equipment.
With their competitors loaded up
with defence orders, German exporters took full advantage of the situation. The strength of Germany's
capital-goods' industries proved to be
her salvation. Capital goods were not
only needed for Germany's own reconstruction; primary producing
countries, bent on industrialisation,
clamoured for German machines to
install in their newly protected industries. In 1955 investment goods
accounted for over half of Germany's
total exports.
War damage and dismantling
proved to be a blessing in disguise
since this eventually led to the installation of plant of the latest design. Another legacy of the warpartition—also proved much less

damaging than had been expected.
Where previously West Germany had
bought tariff-protected, high-priced
grain from East Germany, she now
obtained her foodstuffs cheaply on
world markets. The ten million refugees who flocked to the West after
the war were a knotty problem when
housing and food were so short. But
as time went on, Wallich points out,
the refugee labour force was absorbed
into the gathering German boom:
"They were willing to work hard, for
low wages and on the roughest jobs.
Starting from scratch, they were
under desperate pressure to make
good."
Professor Wallich has some interesting observations to make about
Germany's economic future. He believes that the impact of a depression
would be less severe for Germany
than most other European countries,
although admittedly capital-goods'
producers would be hard hit. Germany's relatively low dependence on
imports (19% of national income in
1955, compared with 23% in United
Kingdom and 30% in Belgium) and
her strong exchange reserves, states
Wallich, would allow fairly largescale anti-depression measures to be
taken before balance-of-payments'
considerations called a halt. He draws
hope from the fact that Germany
has come to be regarded by many
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observers as the most "Americanised" country in Europe, but admits
that only time can tell whether she
will eventually create an enduring
democracy and anchor firmly on the
side of the West.

A

CONCLUDING observation may
be made.

Perhaps more than anything else,
the post-war experience of Western
Germany confirms that "the free economy" will operate effectively only
in a climate of sober credit and fiscal
policies. The loose policies, the idea
that "money doesn't matter", which
have been popular in so many countries since the war, are fatal to freedom, in that they eventually compel
resort to detailed controls to stem
the tides of internal inflation and external balance-of-payments difficulties.
Immediately after the war there
were only a few prescient economists
who discerned virtues in freedom.
Today there are only a few economists who still see virtues in controls.
But there are many who have yet
to take the further step of recognising that the enemy of freedom
is "easy money". For these, Western
Germany has a lesson.

Confusion About Free
Enterprise
between free enterprise and socialism, which
THEnotdistinction
long ago seemed so clear-cut, is in these days becoming
a trifle blurred.

A decade ago, socialism, to most people, meant an
economy in which government was dominant—either because
the government owned the greater part of the productive
assets of the community itself ; or, if not, because it controlled
the way in which privately-owned assets and savings were
used.
Free enterprise, on the other hand, meant an economy
in which private initiative was dominant, not only because the
great part of the community's productive assets were privately
owned, but because the use of those assets was determined, in
the main, by their owners and the everyday business affairs
of the community were conducted relatively free of government control.
The socialists aimed at widespread state ownership and
detailed economic direction. These were strongly opposed
by the supporters of free enterprise, both on economic and
political grounds. The economic argument was that the
government-directed economy of the socialists, lacking incentive and freedom, could not hope to achieve the same efficiency
as the free enterprise economy and therefore would mean a
lower all-round standard of living. The political argument
was that in an economy based on the domination of the state,
and thus the centralisation of economic power, the ordinary
everyday liberties of the people would be placed in jeopardy,
that political liberties could not survive if economic liberties
were destroyed. There was, however, one great matter about
which the socialists and the free enterprisers were on common
ground. This was the recognition that every citizen was
entitled, as a human being, to a basic minimum standard of
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life, which was to be ensured by policies of full employment
and comprehensive social services. If there were any difference
here at all, it was one of degree and not of principle.
But in a short space of time this situation, which to the
ordinary person had at least the virtue of political simplicity,
has undergone a remarkable change.
Most thoughtful socialists have clearly lost faith in government ownership, not so long ago the central article of their
creed—judging by the disappointing British experience, with
good reason.* The great socialist rallying-cry of "nationalisation of industry"has degenerated to the dimensions of a whisper
—and barely that. (This can be said notwithstanding the
magnificent refusal of the Biennial Conference of the A.L.P.
to discard the traditional, well-weathered, nationalisation
plank of its political platform.) Even the type of government
economic planning to be achieved through the mechanism of
detailed controls, although still important, no longer holds an
undisputed position in socialist thought. Indeed, many leading
socialist thinkers today seem just as aware of the threat to
individual liberties in the growth of bureaucracy as were the
strongest supporters of free enterprise a few years ago. Socialists, who used to concentrate their attacks on "big business"
as the repository of a financial and economic power that they
claimed was sinister and undemocratic, are now devoting at
least part of their attention to the "new bureaucracy". Like
the inventor Frankenstein, they have become frightened of
their own creation.
On the other hand, in Australia, some representatives of
free enterprise seem to have lost—certainly they have weakened
in—their former aversion to detailed socialist-type government
controls. True, they may still deplore the alarmingly rapid
growth of the public service, yet they advocate policies which
would accelerate rather than put a brake on it. Indeed the
most far-reaching plan proposed in recent months for an
extension of government control over the Australian economy
has come not from a socialist source but from a prominent
figure in the business community. Moreover, he is not entirely
alone. Other representatives of free enterprise, whilst more
*See article, "The Nationalised Industries in Britain," by Sir Oscar
Hobson, I.P.A. "Review," Jan./Mar., 1954.
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cautious, have shown undoubted tendencies in the same direction. There has been a surprising readiness—fortunately,
among a minority—for instance, to accept and even to positively advocate, price control and control over capital issues
as the right weapons to crush the enemy of inflation. Again,
import controls, whilst deplored by many, do not arouse the
intense hostility one might expect from such a blatant—if, under certain circumstances, necessary—interference with the free
market. Above all, many spokesmen for free enterprise have
consistently supported policies of growth and economic expansion on a scale which cannot be carried out except through
an extension of government planning and control—in other
words, through the adoption of Soviet-type "five year plans"
to restrict consumption in the interests of forced capital
development.
No doubt most of the free enterprisers who have either
directly advocated more government controls, or have supported policies which make them inevitable, would plead that
they do so only in the sense of temporary, short-term measures
to meet emergency conditions; that they would oppose their
retention for a day longer than absolutely necessary. The
trouble with this is that in the Australian post-war economy
the phrase "short term" seems to have lost its meaning. For
instance, the import restrictions were introduced as a "shortterm, temporary" measure five years ago; there is still little
sign, or indeed immediate prospect, of their removal. In
other words, the "short term" inevitably seems to grow into
the "long term", and, as the great Keynes cryptically said,
in the long term we are all dead.
It would be a bad day for the advocates of free enterprise
if they ever slip into the same position as the present-day
socialists who seem to be hopelessly confused about what they
stand for. Here lies a clear danger. It may, therefore, serve
a useful purpose to try to clarify our minds about the meaning
of "free enterprise"—to define what it is and what it is not.
We may begin with the latter.
"Free enterprise" is not just private ownership of the
means of production. If that were all there was to it, then
free enterprise could be said to exist in an economy subject
to far-reaching government regulation and control. A proPage 12

posal to "freeze" all costs and the prices of all goods and
services—which was virtually what was done during the war
—would not then be inconsistent with free enterprise. For
government controls of this kind can quite obviously be
employed where the great part of the capital resources of
the community are in private hands.
Free enterprise in this respect must mean what it says. It
must mean an economy in which people are generally free
to trade, to do business, to accumulate and invest capital, to
bargain. They cannot be free if decisions as to production,
prices, investment, buying and selling are subject to the overriding authority of governments. This does not necessarily
mean—although, in practice, it is unlikely—that good business
opportunities and good profits could not exist under a system
of detailed government controls. It does mean that such a
system is not free enterprise; indeed it is the negation of it.
leads to a further important point. Free enterprise
THISis not
a system for the especial benefit of the employer

and businessman. It must yield benefits also to the great numbers of people who are not employers of labour or owners of
share capital. For an economy to be entitled to the label "free
enterprise" it is not sufficient, therefore, that there should
be ample opportunities for profit-making alone. Opportunities of this kind could be provided, for some time at any rate,
by a process of continuous inflation, or one of forced economic
expansion. A growing economy with expanding markets provides, of course, a favourable environment for business expansion and business profits. But if the expansion is achieved at
the expense of falling living standards and therefore dwindling
opportunities for a large proportion of the population—as it
would be if accompanied by continuous inflation—then free
enterprise would be endangered, not furthered. A system
which existed mainly for the benefit of employers, and this
is recognised by the great majority of employers themselves,
would contain the seeds of its own ultimate destruction.

This is not to say that a favourable climate for profitmaking and business expansion is not essential to free enter, prise. It is. But it is not, in itself, nearly enough. In free
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enterprise, the prime purpose of business profit is not the
enrichment of the individual (although that may justifiably
follow as a result of outstanding contribution and foresight)
but to provide that incentive to achievement and the investment of capital which are the mainsprings of productivity
and progress. Profit is the means to the end; not the end
itself.
But if free enterprise is to justify its claim for public
support, it must provide for "profits" (in the widest sense
of better living standards) for all members of the community,
not just for the employer of labour. In other words, free
enterprise vindicates itself and gives proof of its superiority
by leading to steadily rising standards of living for all, not
merely for a few. And by leading to a steadily rising standard of living, it gives rise to that pervasive hope and optimism
about the future which is the special characteristic of the free
enterprise economy—as in the U.S.A.—and which is the
motive power on which it relies for its drive and dynamic.
To be dynamic the government-controlled economy finds
it must resort more and more to the stick. The modern free
enterprise economy for its driving force, by contrast, depends
overwhelmingly on the use of the carrot.

IF many socialists have lost faith in the intrinsic virtues of
public ownership and a few have become, at the least, wary
of bureaucratic controls, what then, does modern socialism
stand for? What is left? The new "rallying cry"—made
clear in recent socialist pamphlets, mostly of British origin,
but also in Professor Arndt's Chifley Memorial Lecture given
last June—seems to be "equalisation". In his lecture, Professor Arndt paid a striking tribute to the progress achieved
under free enterprise in its greatest exponent, the United
States of America: "Twenty years ago, the state of the
American economy seemed merely to confirm the bankruptcy
of the private enterprise system; since then its spectacular
productive achievements—rivalled only, though at a lower
level, by those of the Soviet Union—have presented all other
countries with a challenge . . .". But, then, he proceeded to
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advocate doctrines of equality, diametrically opposed to those
which have brought the United States to its present economic
supremacy. He suggests that the challenge should be answered
by ignoring the lessons which the United States has to offer.
The socialist stands for a nearly equal distribution of
income and wealth because he believes that this is what social
justice demands. But free enterprise gives rise to inequality
of income and wealth, because, in the view of those who
support it, a just system is one in which people are rewarded
according to their contribution. From the stream of goods
and services they are entitled to take out what they put in.
The practical application of this doctrine must, of necessity,
be rather rough and ready. But it should not be too rough
and ready.
The doctrine of rewards-according-to-contribution is a
more exacting one than the socialist doctrine of equality
because it raises the great and complex problem of how contribution is to be determined. For instance, is the contribution of the headmaster of a great public school to be evalued
lower than that of the owner of a small delicatessen shop?
Is the industrial scientist to be rewarded infinitesimally by
comparison with the bookmaker? Is the reward of the
brilliant surgeon carrying the issue of life and death to be
insignificant alongside that of, say, the manufacturer of some
comparatively useless trinket? There may be no way of
achieving a perfectly satisfactory solution to problems such
as these. But, this does not mean that the free enterpriser
can turn his back on them. If he claims that his system is
one which leads to social justice, then he must be acutely aware
of the existence of such problems and he should do what he
can to achieve the best solution possible.
The socialist goal of equality will always have a powerful
appeal for many people whilst there are glaring anomalies and
patent absurdities in the existing distribution of income.
These anomalies and absurdities will be seized upon by the
opponents of free enterprise as reason and excuse for an allround approximation to equality.
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REE enterprise, if it is to survive, must, then, be a
Fpositive,
not a static doctrine. Those who support it

must be constantly on the alert for weaknesses in the existing
order of things and be seeking ways and means of correcting
them. Admittedly, they should never water down their basic
principles on the oft-mistaken notion that a little socialism
can do no harm. They should rather be striving always to
give those principles a fuller and wider practical expression.
The marriage of socialist and free enterprise ideas, in the
economies in which it has occurred, has, on the whole, proved
a profitless and unhappy alliance. The "mixed" economy has
turned out to be a "mixed-up" economy.
The supporters of free enterprise must be constantly
seeking to make the practice accord with the precept. A gap
in the defences could lead to the overthrow of the citadel.
Perfection is never achieved; but this is not to say that we
should ever stop working for it.
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Costs and Manufacturing Exports
marked change for the better
the balance of payments in the
current financial year may provide
cause for sober rejoicing, but not for
complacency about the longer-term
future of Australia's overseas accounts.
The gains of this year could easily
be lost next, since these gains are
indicative, not so much of any improvement in the underlying
strength of the Australian economy,
as of a fortuitous and highly fortunate rise in wool prices. The great
post-war inflation, which has proceeded at a much faster rate in
Australia than in most other
countries, has hoisted Australian
costs to alarming altitudes. Moreover it is by no means certain that
the end of this inflation is in sight.
Speaking of the level of costs in
his last Budget Speech, the Federal
Treasurer correctly said : "It affects
export prospects, import demand and
the flow of overseas investment,
each in the most direct and vital way,
both immediately and in the longer
term." To what extent the balanceof-payments difficulties which have
plagued Australia in recent years,
have been caused by uncompetitive
prices, is not easy to assess. In the
modern era of full employment,
rapidly expanding populations and
policies directed towards rapid economic development, cost levels may not
have the decisive importance attributed to them by the classical economists, who based their theories of
international trade largely on comparative cost movements in different
countries. Nevertheless it would be
highly dangerous to assume that
costs have little effect in determining
the flow of exports and imports and

S
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thus the balances of payments of
countries dependent on international
trade.
It is virtually impossible to make
precise comparisons of general cost
levels between different countries.
Furthermore, since each industry
has conditions peculiar to itself, it
may be misleading to apply comparisons of average cost levels to specific
industries. Even though the average cost level of a particular country
may be well out of line with overseas
costs, in some industries its costs
may still be competitive.
However, a comparison of movements in wage rates in Australia
with those in the United Kingdom
should give some indication of relative costs and of the competitive
strength of Australian manufacturing industry both in home and overseas markets.
Wages which, in the last analysis,
are the most important influence on
costs, have increased over most of
the post-war period, at a significantly faster rate in Australia than
in the United Kingdom.
There is, unfortunately, no means
of making a strict statistical comparison between average hourly wage
rates in Australia and the United
Kingdom. The British authorities
publish only an index of actual earnings per hour (i.e., nominal rates
plus earnings on account of overtime, over-award, incentive and
bonus payments). No comparable
index is compiled in Australia. The
Commonwealth Statistician's index
of average hourly wages is based on
minimum (i.e., award rates) and not
on actual wages paid.
A good illustration of the difference in British and Australian wage

COSTS AND MANUFACTURING EXPORTS (continued)
levels is to be found in a comparison
of the minimum rate payable for the
same occupation in both countries.
The example below is for a fitter and
turner, a key employee in the engineering and metal trades. A big rise

in wages in the engineering trades in
the United Kingdom last year narrowed the gap, but still left a discrepancy of 66% at the latest date
for which figures are available.
TABLE I

Minimum Rates for Fitters and Turners in Britain and Australia since Pre-War

1938
1947
1949
1951
1953
1956

Aust.
Pence Per Hour
(Aust. Curr.)

U .K.
Pence Per Hour
(Aust. Curr.)

% Difference

29.5
44.7
55.2
77.7
88.5
98.4

22.7
36.3
38.0
45.5
48.1
59.0

30
23
45
71
84
66

Sources: Metal Trades Awards, Australia; Ministry of Labour, United Kingdom.

This is not an isolated case. The
gap in other industries is also wide
as shown in Table II on page 19.
These rates are, of course, the
minimum payable. Over-time, piecework, bonuses and other aboveaward payments should, strictly
speaking, also be taken into account,
but Australian statistics, unfortunately, do not provide information
on this score. The position of the
Australian as against the British
manufacturer, is also worsened by
labour "over-heads", i.e., holiday
pay, long-service and sick leave,
worker's compensation and payroll
tax. After deducting holidays, the
Australian employer obtains 1,928
productive hours per worker per year
compared with 2,147 in the United
Kingdom*. The British manufac*Obtained as follows:—U.K. 52 weeks of 44
hours less 2 weeks' annual leave (88 hours)
and 6 public holidays (53 hours); Aust. 52
weeks of 40 hours less 2 weeks' annual leave
(80 hours) and 9 public holidays (72 hours).
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turer pays a National Insurance Contribution of 6/3 per week per male
employee, but in Australia, 1/- in
the £ or 16/- per week on an award
wage of £16, must be allowed for to
cover payroll tax and worker's compensation.
Ideally, the labour cost comparison should be carried a stage further
to a computation of wage costs per
unit of output. Where a local plant
has a very high output per manhour, because of the installation of
modern equipment, raw material advantages or other factors, it may
still be able to compete with overseas producers despite higher hourly
wage rates. The high average level
of output per man-hour in the
United States provides the reason
why American costs are frequently
competitive with overseas costs,
notwithstanding wage rates ap-

Table II.
Extent to which Minimum Hourly Rates in certain Australian Industries are Higher than
in Great Britain
Aust.
U.K.
Pence Per Hour Pence Per Hour Difference
( Aust. Curr.)
( Aust. Curr.)

Wool Spinners

89.1

52.4

70

Sewing Machinists (Female)

63.3

33.1

91

Hosiery Machine Operator

93.3

46.7

100

Motor Body Builder

98.4

62.8

57

Iron Moulder

98.4

59.5

65

112.5

66.3

70

Truck Driver

90.0

53.2

69

Garage Mechanic

98.4

60.0

64

Carpenter

Source: Ministry of Labour, Great Britain; Federal Awards (Sydney), Australia.

proaching double those paid in Australia. Output per man-hour in many
Australian manufacturing concerns
is undoubtedly well above pre-war
because of new machinery, closer
attention to managerial efficiency,
better staff training and so on. But,
ignoring outstanding exceptions, and
looking at the whole range of industry, it is reasonable to assume
that output per man-hour has been
increasing in Australia at a rate not
greatly different from United Kingdom. Wage disparities in the two
countries become, therefore, the
critical factor in determining comparative costs.
(It may be assumed that the prices
of basic materials used in manufacturing in the two countries have
kept fairly closely in step, since these
prices—for instance for wool, nonferrous metals, cotton and rubber—
are determined, in the main, by
Page 19

world conditions of supply and demand and not, immediately, by cost
of production.)
Exports of Manufactured Goods
and Costs:
HE opinion is held in some guar' ters that there cannot be much
T
amiss with the level of Australian

costs since, it is claimed, exports of
manufactured goods are gaining
ground in world markets. However,
the facts should be carefully
analysed. It is important to know
what these manufactured products
are, and where they are being exported to.
In 1955/6 exports of manufactured goods (other than processed
primary products) amounted to
£46m or 6% of total exports. The
trend since 1938/9 has been as follows :

COSTS AND MANUFACTURING EXPORTS
TABLE III
Value of Exports of
Manufactured Goods
£ mil/ion

1938/9
1946/7
1947/8
1953/4
1954/5
1955/6

7
40
30
48
46
46

% of
Total
Exports

5.2
13.1
7.3
' 5.8
6.0
5.9

Source: Commonwealth Statistician.

Manufacturing goods contributed
most to Australian exports in 1946/7
(13% of total exports) before the
big inflation of Australian costs and
when post-war shortages offered
golden opportunities for the establishment of new export fields. As
costs began to rise rapidly some
of these opportunities were lost. The
main classes of manufactured goods
exported over the years 1953/4 to
1955/6 are shown in Table IV at the
top of the next page.
Tables III and IV cover only products where the manufacturing process is more or less involved and,
consequently, where the value added
by manufacturing is a substantial
proportion of the value of the final
finished product. They therefore exclude products such as flour, butter,
sugar and refined metals which, for
purposes of overseas trade statistics,
are regarded by the Commonwealth
Statistician as processed primary
products. It may, of course, be
legitimately debated whether these
products should come under the
heading of manufactured goods,
but when people talk of expanding
exports of manufactures they are
thinking not of flour or butter, but
of manufactured goods falling within the definition applied by the Commonwealth Statistician in Tables III
and IV. There are border-line cases
such as refined petroleum products
which now provide quite a substanPage 20

(continued)

tial export market, but the Statistician has preferred to regard this
item as outside the range of manufactured products in the strict sense.
(The complete analysis is set out in
Table VI on page 22.)
In view of recent statements—
some from official sources—that exports of manufactures have been increasing substantially over the past
two or three years it comes somewhat as a shock to discover that they
have actually fallen between 1953/4
and 1955/6. The explanation is that
the so-called increase has come from
exports of refined petroleum and in
miscellaneous products which are
not regarded as true manufactured
goods by the Commonwealth Statistician.
It is also apparent from an analysis of the figures that the bulk of
manufacturing exports are sent to
markets closely adjacent to Australia. Table V on page 21 sets out
the main countries importing Australian manufactured goods in
1955/6.
IT is noteworthy that New Zealand
1 takes over one-third of Australia's
exports of manufactured goods ; and
out of the total of £16m, iron and
steel, machinery and other metal
manufactures account for £10m. The
figures of this table clearly cannot be
taken as evidence that Australian
costs are competitive with overseas
costs in major world markets. While
there are many praiseworthy instances of Australian products
breaking new ground in the export
field, there has been no spectacular
expansion of total exports of manufactured goods. This is no reflection
on the efficiency of the Australian
manufacturer who has to contend
with many disadvantages, notably
higher labour costs, from which the
overseas manufacturer is free.

TABLE

IV

Exports of Manufactured Goods 1953/4-55/6
£ million
1953/4

Food, Drink and Tobacco
Clothing and Textiles
Non-mineral Oils and Paints
Implements and Machinery
Other Manufactures of Metal
Drugs and Chemicals
Arms and Explosives
Paper and Stationery
All other

....

1954/5

1955/6

2.9

3.0

2.5

2.0

2.2

2.1

2.6
1.9
2.1
6.7
21.5
3.1
1.0
2.1
7.1

8.8

7•5

15.7

16.8

3.5

4.1

1.5
2.4
6.8

0.9
2.5
7.1

48.1

46.3

46.0

Source: Commonwealth Statistician.

TABLE

V

Destination of Australian Manufacturing Exports, 1955/6
£ million

New Zealand
Eastern Countries-Malaya, Japan,
etc.
Papua and New Guinea
United Kingdom
Pacific Islands
All others

16.2
8.4
5.2
3.8
3.6
8.8
46.0

Source: Overseas Trade Statistics published
by the Commonwealth Statistician and the
Department of Trade.
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TABLE VI
Australian Exports, 1953/4-55/6
1953/4

Unprocessed Primary Products:
Wheat
31.0
Barley, other Grains, etc.
23.1
Fruit
9.4
Greasy Wool
365.0
Frozen Meat
32.1
Skins and Other Pastoral Products
20.3
Lead, Zinc and other Mineral Ores,
etc.
14.5
All Other
7.3
Simply Processed Primary Products:
Raw Cane Sugar
Dried Fruits
Scoured Wool and Tops
Leather, Tallow, etc.
Pig Lead
Other Minerals
All Other
Hghly Processed Primary Products:
Flour
Canned Fruit, etc.
Tinned Meat, etc.
Butter
Cheese and other Milk Products
Refined Lead and Zinc
Refined Copper
Other Refined Metals
All Other
Manufactures
Miscellaneous:
Refined Petroleum Oils
Milit. Equipment and Stores
Small Parcels
All Other
Gold
Re-exports
Total Exports

1955/6

45.2
18.3
8.8
310.9
38.9
20.8

46.5
21.4
9.1
293.7
38.5
22.2

14.8
8.3

19.8
8.6

502.7

466.0

459.8

31.2
7.4
45.4
5.9
18.6
3.7
10.4

30.7
8.4
42.2
4.6
17.2
3.2
5.8

24.2
7.8
43.8
7.1
19.4
2.4
6.3

122.6

112.1

111.0

29.7
17.3
24.6
16.1
16.6
8.9
3.7
3.5
4.7

20.3
16.6
23.8
24.6
14.2
10.6
1.5
3.3
4.1

19.7
16.6
21.6
29.0
13.4
9.9
6.1
3.9
4.2

125.1
48.1

119.0
46.3

124.4
46.0

0.2
2.9
2.4
2.2

2.1
1.8
2.5
2.4

7.3
2.2
4.5
4.6

7.7
13.8
8.3

8.8
13.7
8.3

18.6
8.3
13.8

828.3

774.2

781.9

Source: Commonwealth Statistician.
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1954/5
£ million

Wages and Prices
I;

rice M. Cheek

The writer, Mr. Cheek, has had a distinguished academic career, After graduating
with first class honours in 1947 at the University of Adelaide, he became a University
lecturer in economics. From 1949 to 1952, Mr. Cheek was at Harvard University in the
United States teaching economics. Since 1952 he has been engaged in economic research,
particularly into manufacturing industry, at The Australian National University at
Canberra. Recently he was appointed to the staff of the International Bank at
Washington, where he will commence duties in April.
Mr. Cheek's article, which summarises the results of a research project on whioh
he has been engaged in recent months, throws new light on the relationships between
wages, prices and profits in Australia and may have an important bearing on future
wage determinations by industrial tribunals.

EFORE 1957 is over, important
decisions will be made regarding
B
wages policy in Australia. The

Commonwealth Conciliation and
Arbitration Commission will hand
down its judgment on the metal
trades unions' application for a
general basic wage rise. The Commission is asked to raise the federal
basic wage by the amount of the
cost-of-living adjustments withhe:d
since September, 1953, and to restore
c.o.l adjustments in future.
Meanwhile, the Federal Government has submitted to the CommisPage 23

sion and to the State Premiers the
desirability of a 'new look' in wages
policy and wage machinery. The
threefold change embraces abandonment of quarterly adjustments, relating the basic wage to 'capacity to
pay' of the economy, instead of to
`needs', and an annual review of the
wage by the Commission on the basis
of 'capacity'. The first two points
have, in fact, been independently applied by the Commonwealth Arbitration Court in its 1953 and 1956 wage
decisions.

Wages and Prices

(continued)

In the coming weeks, the unions
will try, by asking higher money
wage rates, to share `adequately' in
the increased `capacity to pay' of the
economy, which they claim is indicated by higher export prices, productivity, and profits. In addition,
they have a long-run mission of seeking to re-distribute national income
in favor of wage earners. Current
union activity is therefore in line
with the role of preserving or extending the share of wages in the
value of output vis-a-vis employers
in the industries directly concerned
and vis-a-vis any other sectors of the
community, e.g., farmers. The basic
union assumption is that wage
shares can be protected or increased
by petitioning the Commission for
higher money wage rates, including
provision for c.o.l. adjustments.
Such an assumption raises vital
questions regarding wages policy and
the roles of the Commission, of
unions, and of employers. What
difference would success for government or union proposals make to
wage shares, price-cost relations,
and profits ? Is the old-time Court
mechanism, with its `needs —c.o.l'
basis, more likely to favor workers
than the 1953-56 regime of withholding c.o.l. adjustments or than
the government proposals of 1956 ?
More basically, how far does successful pressure for higher money wage
rates raise wage shares ? Are wage
rises passed on as increased prices,
or are they paid from profits ?
The post-war decade, 1945-55,
provides experience which is most
relevant to future wages policy and
to the role of the three parties concerned. The period is one of marked
diversity in the factors which affect
labor income. Thus, one may cite the
range of behaviour of wage payments above the nominal level ; retail and wholesale prices ; total outPage 24

put and output per man-year;
registered vacancies and numbers
unemployed ; farm income; import
restrictions ; price control ; new industrial capacity. (See Table in
Appendix on page 31.)
The Wage Share in Value Added by
Manufacture:

TN these widely varying conditions
I of demand and supply, cost and
price, how did the wage share of
factory workers vary from year to
year and over the decade as a whole?
First, let us look at the facts as
derived from the annual returns
made by all Australian manufacturers to the Commonwealth Statistician. If we define wage share as
the share of wages in value added
by manufacture (i.e., value of output
less cost of materials and other supplies purchased), then the following
series shows the behaviour of the
wage share since World War II•.
Table I: Share of Wages in Value Added,
Australian Manufactures, 1945-1955
Year

1945-46
1946-47
1947-48
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55

Wage Share

50.0
49.3
49.8
50.9
49.7
49.7
50.9
49.8
48.9
48.8

Immediately apparent from this
Table is the stability of the share of
wages in the net output of manufactures. Throughout the decade, the
wage share hovered around 10/- in
each £1 of value added, never rising
above 10/2 nor falling below 9/9.
• Wages include the remuneration of all

employees other than salaries paid to
managerial, technical and clerical staff. The
rest of value added constitutes 'gross profits',
as defined in a subsequent footnote.

During this period, there were
substantial changes in money wage
rates, partly as a result of quarterly
adjustments and partly through
other Arbitration Court decisions.
On the first count alone, the basic
wage would have doubled between
1945-6 and 1952-3. In addition,
nominal wages were raised by the
1946 basic wage increase, the 1947
margins case, and the 1950 rise of
IL By 1952-3, nominal wages had
risen 125%. When overtime and
over-award payments are included,
average weekly earnings are found
to have risen 140% by 1952-3. As
the 'C' Series doubled during this
eight-year period, real wages must
have risen some 20%.
It is surprising that these substantial rises in money wage rates and
in money and real incomes are not
reflected in any appreciable change
in wage shares between 1945-6 and
1952-3. This is just another way of
saying that prices and direct costs
moved proportionately. Whether by
intent, or not, the price of manufactured products has tended to move in
proportion with direct costs of labor
and materials.
We may expect both employer and
employee to try to secure a larger
share of value added. We may look
to Commission or Government to
adopt policies which will affect income distribution between wage and
non-wage incomes. But, within the
manufacturing sector, no such attempts have borne fruit in markedly
changed wage-gross profit shares in
value added or in changed cost-price
relations,
Wage Shares and Price Policy:

just seen the stability
of wage shares must be related
A
to the prices secured for industrial
S we have

products, and so to pricing policy.
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For, the stability of wage shares implies that business men do recoup
themselves for wage rises by adjusting prices to maintain cost-price
ratios. The Court may award higher
wage rates, as in 1950, or business
men may make large over-award and
overtime payments, as in 1950-1 and
1954-5. But, neither action has any
enduring effect in the form of increased wage shares. Hence, in the
post-war period, there is no record
of re-distribution of manufacturing
income in favour of employees being
achieved through changes in wage
rates and weekly earnings.
Business price policy is therefore a
key element in explaining the
stability of wage shares. If manufacturers tried successfully to 'ride
the market' by raising prices more
than any increase in direct costs,
then the wage share would fall. As
Table II shows, there is no indication of successful 'riding the market'
during the 1950-2 inflation, nor in
the high employment of 1953-5. The
percentage of value of output going
to gross profits is virtually constant*.
Table II: Gross Profit Margins in
Australian Manufactures, 1945-1955

Year

1945-46
1946-47
1947-48
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55

Gross Profit
Margin

19.5
19.8
19.4
18.8
19.5
19.1
18.2
19.2
19.4
19.3

• Gross Profit includes net profit and an
overheads. It covers salaries, rent, interest,
insurance, depreciation and taxes, as well as
dividends and retained profits. In Table II,
Gross Profit is given as a % of Value of
Output (a rough measure of sales).
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It is especially interesting to note
the stability of gross margins during
1952-55. This means that business
men did not secure higher gross
profit margins on sales during the
period of the 'freeze' on cost-ofliving adjustments. In fact, during
1953-55, average weekly earnings
rose 11%, while the 'C' Series rose
3%. Real wages therefore rose some
7.5%, as compared with 5% in 195052 when c.o.l. changes were made.
For the decade as a whole, Tables
I and II would indicate, that there
has been no widening of margins in
time of boom or wage 'freeze', and
no substantial change in wage
shares. In part, this may be due to
the practice of pricing products by
adding a stable percentage mark-up
to direct costs. Where this practice
does not hold, attempts to 'ride the
market' appear to have been offset
by other factors. The most important restraining influence has been
import competition, as in 1950-52
and 1953-55.
One must note, too, that high
levels of demand generally lead to
larger turnover. Stable percentage
gross margins on output may therefore yield higher net margins on output and on funds employed. This
follows from the spreading of overheads. From Commonwealth Bank
`Bulletin' figures, it appears that this
process has occurred in Australian
manufactures. For, net margins on
shareholders' funds, before tax, were
highest in 1950-51 and 1954-55, the
peak years of employment and demand.
Sharing the fruits of increased
productivity:
HE fact that direct costs and
prices have moved proportionately means that economies in the
use of direct factors of production

T
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have been passed on to consumers.
For, if the manufacturer were to
attempt to secure the full reward of
increased productivity for himself,
then the cost-price gap would widen.
That this does not occur, and that
wage shares tend to remain stable,
means that labor has shared in increased output in the same proportion as it shared in total output
before productivity increased. A
rough indication of this is found in
the rise of 29% in real wages and of
33% in output per man-year between
1945 and 1955*.
Thus, with the stability of wage
shares and of the ratio of direct
costs to prices, there occurs a threeway split of the gains of productivity
between employer, worker, and consumer.
The Role of the Conciliation and
Arbitration Commission:

Naturally, such an analysis of
wage shares in manufactures leads
one to reconsider the role of the
Conciliation and Arbitration Commission. Historically, the Australian
Arbitration Court has sought to
fulfil three functions :
(1) to raise wages in industries
where rates of pay would
otherwise be below socially
acceptable levels, or where
there has been no strong
union ;
(2) to protect real wages from the
effects of rising costs ; and
(3) to raise wage rates as 'capacity to pay' has increased.
In the last two functions, one must
distinguish between actions designed
to protect or help the worker in his
own industry, and action related to
his position vis-a-vis the non-manufacturing sectors of the economy.
In the terms of the second function (2), there are two important
*(These figures are based on Columns 2,
4, 10 of Table given in Appendix.)

conclusions to offer. First, it is quite
clear that cost-of-living increments
do not squeeze gross margins: for
increased wage costs are passed on
to buyers. Conversely, with a high
level of demand, absence of c.o.l.
awards need not lead to reduced
real wages, lower wage shares or
higher gross margins. For, buoyant
demand leads to an increased ratio
of actual earnings to nominal rates,
as in-1953-55. If, in addition to passing on higher costs, business men
successfully `rode the market,' one
might conclude differently.
Secondly, unless money wage rates
are increased, the wage share in
value added is likely to fall when
the costs of materials rise. If, for
example, materials costs rise substantially, as in 1950-1, and business
men keep a stable percentage markup on direct costs, then it is inevitable that the wage share falls—unless wage rates rise along with
materials prices. Hence, the various
Court decisions to raise money wages
during 1950-52 helped prevent a
squeeze of wage shares. In short,
while it does not seem that labor
can increase its share in value added
by pressing for higher money wages,
this pressure can help preserve wage
shares against rising costs of
materials used in manufactures.
Australian wage fixation has long
contained an element of (3), and
this has come to the fore since 1950.
This was a year in which 'capacity
to pay' had, for various reasons,
risen substantially. Above all, there
was a sharp rise in farm incomes.
Accordingly the Court raised the
basic wage by 20/- weekly. What
effect did this decision have on wage
shares and gross margins? It may
account in part for declining margins in 1950-52, and the rise in wage
shares. But, if this were the purpose
Page 27

of the Court, the effect was shortlived. For, within two years of the
decision, profit margins were restored, and wage shares had fallen
below their 1951-52 peak. One may
even conclude that, save possibly by
exposing manufacturers to greater
import competition, rising money
wage rates will not lead to increased
wage shares. 'Real' wage rises, as
given by, the Court, do not appear to
have a lasting effect on wage shares.
In 1956, the Court made a further
increase in award rates on the basis
of increased 'capacity to pay'.
Clearly, as compared with 1950, the
increased 'capacity' lay not in the
farm sector, but in the manufacturing sector itself, where it was reflected in higher net margins on
shareholders' funds. The Court may,
in fact, have acted on the belief that
it was increasing wage shares by
raising money wage rates. Past experience, however, would indicate
that this does not occur. Whatever
the Court may have thought it was
achieving, the net effect of its action
was to narrow discrepancies between
State and Federal awards, and between nominal and actual earnings.
Union Action to redistribute Income:
T this point, it is appropriate to
contrast American and AusA
tralian experience. In Table III, we

compare the course of wage shares
in Australian manufactures, under a
system of basic wages and arbitration, with movements in wage shares
in the United States, under collective
bargaining. Without c.o.l. adjustments or a Court system, U.S. manufacturing industry manifests the
same lack of trend in wage shares as
is apparent in Australia. Comparison with Great Britain yields this
conclusion, too.

Wages and Prices

(continued)

TABLE III
Index of Wage Shares, Australian and
U.S. Manufactures, 1947-1954
Year
U.S.A. Australia

1947
1949
1950
1951
1952
1953

100
99
95
98
99
99

100
99
99
102
99
98

Note: The figures for Australia relate to
financial years beginning the year stated.

To increase the wage share in
manufactures is one part of the
unions' efforts to secure a larger
share of national income for
workers. But, the data given here
supports the proposition that it is
difficult to increase wage shares by
altering money wage rates whether
through arbitration or collective
bargaining. A wage rise tends to be
followed by a price increase which
leaves the wage share unaltered.
Union policy of altering income distribution is more readily effected
through fiscal policy (taxes and
social services), and through an
identity of interest with employers
in increasing the manufacturing
sector's share of national income at
the expense of fixed incomes and of
the exporters of primary products.
Sharing the gains from higher
export incomes:
INALLY, then, we turn to examine the relation between
other sectors of the economy and
manufactures. In particular, we are
concerned with the interaction between changes in farm incomes and
the wage-price-arbitration mechanism which we have been examining.
Let us illustrate how this mechanism re-distributes the increased
national income which first accrues
to farmers from improved export
prices. In 1950-51, the high level of
demand led manufacturers to offer
overtime and over-award payments,

F
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even though large c.o.l. increments
were being made. By raising prices
in proportion to direct costs, the
business man maintained his percentage gross margins. With increased turnover, net income rose.
This process reduced the real income
of farmers and their share of
national income.
This same pricing process helped
raise wages and preserve or expand
the factory wage share in national
income, relative to the farmer's.
Both the increased awards of the
Court and the over-award payments
were passed on to the rest of the
community. Money wages and
profits rose, and some of the gains
of the farm sector were thereby dispersed through the community. Such
a re-distribution was indeed the object of the Court's 1950 judgment.
It is in this broader framework
that we see the effectiveness of the
union and the Court in raising real
wages and wage shares in national
income. Rising money wage rates
protect the factory worker against
higher materials costs and secure
the re-distribution of some of the
gains first received by other income
groups. So, while the wage share in
value added by manufactures has
not risen through union pressure for
higher wage rates, the union-Court
mechanism (with 'needs-c.o.l.' and
`capacity' awards) has had a marked
effect on the distribution of national
income. It is here that pressure for
higher money wage rates finds its
real use and justification. Indeed,
the employer, too, is an integral part
of the mechanism. For, the same
price policy which tends to stabilize
the wage share, helps effect a redistribution of national income in
favour of the manufacturing sector
as a whole.

By 1953-54, this mechanism had
offset the effect on income distribution of the rise in farm incomes during 1950 and 1951. Over-award
wages, c.o.l. increments, and proportionate price increases all combined
with falling farm prices to restore
the pre-boom relationship of manufacturing income (value added) to

farm income. In 1954-55, the mechanism, again aided by falling farm
prices, went even further and raised
the ratio of manufacturing to farm
income to a level not previously
reached in the post-war decade. This
farm-factory contest is recorded in
Table IV below.

Table IV: Income Distribution—Farm Sector v. Manufactures, 1954-55**
Value Added
Share in National Income
as % Farm
Av. Weekly
Farm
Mnfg.
Income
Factory
Earnings
%
Year

1945-46 ...
1946-47
1947-48
1948-49
1949-50
1950-51
1951-52
1952-53
1953-54
1954-55

100
106
121
136
150
181
221
239
251
266

233
234
138
172
144
110
226
181
229
300

26
29
27
28
28
27
31
29
31
33

11
12
20
17
20
24
14
16
14
11

Farm
Prices

100
118
157
166
200
322
261
280
273
259

(**Footnote: As the wage share is virtually constant at 50% of value added by manufacture, it follows that the ratio of factory wages to farm income moves parallel to, and at
about half the level of, the value added-farm income ratio given in Column 3. Farm income
figures are based on the series in the National Income Estimates.)

The Present Crisis over the
Wage-Price Mechanism:

E Union-Court mechanism was

designed early in Federation to
TH
protect the worker from exploitation

and to raise his living standards. In
fact, it would now appear that the
outcome is for manufacturer and
factory worker in effect to form a
`bloc' opposed to the unsheltered export industries. The Court mechanism was designed to promote 'fair
shares' by spreading the fruits of
one sector's increased 'capacity to
pay'. But, as a result of the way the,
wage-price mechanism actually
operates, there may be harmful
effects on export costs and on the
balance of payments. This is especially true of times when farm prices
have fallen, as in 1952-55, relative
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to demand, wages, and prices in
manufactures.
Moreover, it is here that a 'ratchet
effect' enters as a reinforcement.
Throughout the post-war years,
prices and wages have risen, with no
falls to match declining farm prices.
Nor is a general price-wage decline
likely in conditions of high employment. What, then, is the role of the
three-way mechanism (u nion Commission-manufacturer) in times
of high demand, relative weakening
of export income and/or severe import controls? There is no case for
using the mechanism to redistribute
the farm share of national income.
The balance of payments would deteriorate further under any such
customary operation of the mechanism.

Wages and Prices

(continued)

It is in such circumstances, akin
to 1955-56, that a marked divergence
appears between two concepts of
'capacity to pay'. It is one thing to
try to give workers a greater share
in the prosperity of manufactures.
It is quite another to try to raise
money wages because of generally
higher 'capacity to pay'. Naturally
enough, manufacturers protect
themselves by endeavouring to maintain gross margins, and the burden
of the wage-price increase falls
where it will do most harm—on the
export sector and on the demand for
imports. This same argument relates to 1956-57, when farm prices
have not risen enough to permit decontrol of imports, or to warrant redistribution of higher farm incomes
through action by the Commission.
Clearly, at least in terms of manufactures, there is conflict between
wages policy in time of high employment and the requirements of the
balance of payments and of price

stability. The cost-price mechanism,
including the operation of the Commission, is not geared to these latter
objectives. Rather it is designed to
transmute demand increases into
cost (wage) and price (gross profit)
rises. If government policy checks
inflationary pressures, lessened demand may lead to lower wage rates,
and so to some cost and price reductions. But, it is unlikely that percentage gross margins would fall.
Nor would union and Commission
action help lower money costs. Unless the Commission is willing to use
the 'capacity to pay' concept in unaccustomed (and unacceptable !)
ways**, it must remain a relatively
passive, but inflation-biassed, institution in the Australian cost-price
structure. Initiative lies in the field
of government budgets, private investment, immigration targets, and
increased productivity.
(**Pootnote: e.g., the 1930-31 wage reduction: or a current decision, perhaps in an
'annual review', that severe import restrictions indicate reduced 'capacity to pay', and
so warrant reduced money wage rates.)

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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ao APPENDIX:

Wages, Prices, Output and Employment, 1945.55
Wages (1945' 6 = 100)
Year

Nominal
Av.
Wage
Weekly
Rates Earnings
(1)

1945-46

100

1946-47
1947-48

105
117

1948-49

130
140
166
202
225

1949-50
1950-51
1951-52
1952-53
1953-54
1954-55

231
235

(2)
(1)

(2)

(3)

100
106
121

100
101

136

1.05

150
181
221
239
251
266

103
107
109
109
106
109
113

Output

("45'.6r17's 100)
.n.
series
(4)

100

102
109
120
131
149
183
200
205
207

Gross
"Real"
Wage
Profit.
Basic
ves
Wa
Share
Margin
as'e
°
Materials
(g)
(7)
(6)
0)

50.0

100

100

19.5
19.8
19.4

49.3
49.8

104
110

112
121

126
144
177

18.8
19.5
19.1
18.2
19.2

50.9
49.7
49.7

113

128

50.9
49.8

121
120

215
235
223
222

19.4
19.3

48.9
48.8

122
129

(11)

(12)

(13)

No. on
benefit
'0003
(14)

100

n.a.

n.a.

n.a.

60

34

9.4

106

108
114

90

108

119

108

18
14

3.9
1.6

108
115
117

99
117
91

116
129

123
130
131
125
133

133

138

0 per
Total O.
manOutyear
Put
(10)
(9)

100
100
111

115
121

Employment and Unemployment

(1945/6 = 100)

133
149
153
145
172
183

Employment

1945/6 = 100

100
104

Vacancies
'000s

22
38
60

Registered
Unemployed
'0005

15

10.3

10
20
61
33

0.8
2.7
30.0

19

3.7

13.2

(1) Cols. (1) and (2) are for adult males in manufacturing industry (1) from Tariff Board Annual Report, June, 1956; (2) from
Commonwealth Bank Bulletin.
(2) Cols. (4) and (6) are from Quarterly Summary of Australian Statistics.
(3) Col. (8) is Average Weekly Earnings deflated by the "C" Series Index of Prices. (1915/6 = 100.)
(4) Col. (9) is composed of A.N.Z. Bank series of factory output 1948-49 to 1954-55 and Stevens series 1945-49, as given
The Economic Record, May, 1954.
(5) Col. (10) is Col. (9) divided by Col. (11).
(6) Col. (11) is Production Bulletin series for average number employed in factories during the year.
(7). Cols. (12)-(14) are from statistics of Department of Labor and National Service.
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