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Economic Outlook
THERE

is uncertainty among the business community and
the public generally about the economic prospects confronting Australia. This is not surprising. Nobody really
knows how the economic situation is likely to develop over
the next 12 months, or, taking a longer view, as Australia
is forced to do these days, over the next 3 to 5 years. Not
even the best-informed forecasters would at the moment be
so rash as to venture a firm prediction either on the short or
long term prospect.
It is, admittedly, widely believed that some improvement
will occur from the current position and that 1959/60 should
be a better year than 1958/59. But just how good 1959/60
will turn out is pretty well anybody's guess. The anticipation
of improvement starts from the fact that 1958/59 appears
certain to be a poor year for the Australian economy—
although not for general business in the non-rural sector—
when a very large run-down in overseas reserves seems inescapable.
It is indicative of the general uncertainty that the two
main capital cities, Melbourne and Sydney, appear to reflect
quite divergent attitudes. This may be attributable to the
impact on opinion of the respective newspapers in the two
cities. For some months now some sections of the Sydney
press have been inclined to take a near-to-gloomy view of
the economic outlook; whereas the Melbourne press has tended
rather to minimise current difficulties and to adopt the stand
that the Australian economy is basically so sound that it is
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virtually in a position to take set-backs in its stride. The
Melbourne press seems confident that present balance-ofpayments problems are temporary and that it would be folly
for Australia to contemplate any serious scaling-down of
its developmental objectives. Sydney writers, on the other
hand, have inclined to the view that Australia is biting off
more than it can chew and, indeed, will be fortunate to avoid
a serious economic crisis.
What, then, can be said about the prospect before us?
Probably the right attitude to assume, in light of all the
circumstances, is somewhere between the "gloom" of Sydney
and the "boom" of Melbourne.* While there is no reason
to expect a crisis of the New Zealand proportions, it would
be ostrich-like not to recognise that there are disturbing
features in the economic situation. These difficulties, of
course, centre upon the overseas balance of payments which
is affected decisively, for better or for worse, by the trend
in world commodity prices and above all by the trend in
wool prices. During the current financial year, 1958/59,
the most sanguine assessment would not put the run-down in
our overseas reserves at less than £100 m. On the other
hand, on a pessimistic view, the loss could conceivably reach
the threatening figure of £150 million or even £160 million.
But whether the actual figure turns out to be closer to the
lower or the upper limits, the loss will be much too great
for complacency. Because of exceptionally favourable terms
of trade over most of the post-war period and good national
house-keeping, Australia's reserves at near £500 million are
in a strong position to stand a run-down of this magnitude.
But clearly no country could afford inroads into its balance
of payments of these proportions for any length of time.
*

of better things to come next year are, therefore,
HOPES
dependent on an improvement in the external payments

position. Unless the current rate of run-down in our overseas reserves is not merely reduced, but reduced substantially,
during 1959/60, it would not be long before we faced a
situation almost identical with the one which we confronted
*The state of mind in other cities, notably Perth and Brisbane, seems
to be closer to the Sydney attitude than to the Melbourne.
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in early 1956 when severe emergency measures were unavoidable. This is not "scare talk." It is just a commonsense
assessment of the situation as it could develop unless there
is a marked rise in commodity prices in the year 1959/60.
It is fair to anticipate that some advance will be made.
The recession in the United States appears to have passed
its low point and the American economy seems to be on the
road back. As the recovery in America gathers momentum,
the broader world picture should brighten with some strengthening in basic commodity markets. It may he indicative that
the wool market over the last few weeks has revealed a slightly
stronger tone while metal prices are tending in an upward
direction. One might not be rash, therefore, in suggesting
that export prices will be more favourable to Australia in
1959/60 than they are likely to be, on average, over the
current year.
The magnitude of the advance, however, is all-important
and this remains, of course, wrapped in doubt. It would
need a very large lift in prices to turn a deficit of, say, £130
million in the present financial year (taking the mid-point
between the possible extremes) into a balance in overseas
finances by 1959/60. For instance, wool prices would have
to rise by some 40% over current levels to make this possible.
On previous occasions when Australia has been threatened
with a crisis in its external accounts, it has been rescued by
a dramatic, and sometimes entirely unexpected, uplift in
commodity prices. This certainly occurred in 1956/57 and
to a less degree in 1952/53. Can we expect the tide to turn
so spectacularly in our favour again? We might be wise to
avoid over-optimism on this score. In the last few years world
economic thought, notably in Washington and London, seems
to have undergone some change of perspective. In most
countries a much more militant attitude to inflation has
developed, especially in the United States. The terms of
trade which have altered so decisively in Britain's favour
with the fall in basic commodity prices have helped to bring
about a notable strengthening of Britain's economic position.
This must predispose authorities in that country to fight
to retain as much of the advantage they have gained as they
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can. In Western Europe, particularly in Germany, the pace
of economic expansion has slackened off and for the moment
does not seem likely to regain its former momentum.
On all these counts Australia may have to accustom
itself to a lower general level of export prices in the years
ahead by comparison with the "peak" levels which were
so much to our advantage over the past decade. This, it
needs to be emphasised, is not meant to be a prediction so
much as a sober, reasonable assessment of possibilities.
Assuming a continuation of the current annual volume
of imports approximating £800 million, Australian may not
find it an easy task to achieve a balance in its overseas accounts
in the years immediately ahead. Indeed, unless the economic
climate changes substantially for the better in the early
months of 1959, it would not be surprising if the Commonwealth Government felt itself compelled to ease back the
present permitted level of imports.
*

in these days it is not difficult, in theory at any
O F course,
rate, to counter a low level of export income (i.e.

external spending) by expanding internal spending through
increased bank advances and budgetary deficits. Indeed,
some commentators appear to be in danger of assuming that
this can be done more or less indefinitely, thus keeping up
employment and business activity almost regardless of what
is happening to exports. There are, however, limits to which
this policy can be pursued. It seems certain that to maintain
the new industrialised Australian economy at or near full
stretch, a certain minimum volume of imports is inescapable.
This arises partly from the fact that so many of the key
industries are dependent upon large supplies of imported
raw and semi-processed materials. The oil industry, motor
vehicles, rubber, cotton textiles, plastics, tobacco and paper
are good examples. Unless we are in a position to finance
these essential imports, it could conceivably become physically
impossible to support business activity at the • full employPage 100

ment level. What this volume of imports is, nobody can be
certain, but bearing in mind imports needed to maintain
standards of living and industrial expansion, it may not be
very far below the present import target of £800 million.
Deficits, even large deficits, in the balance of payments
can be faced, if not with equanimity at least without panic,
while overseas financial reserves are healthily ample. But
clearly we cannot afford to draw heavily upon these reserves
year after year. In other words, over the long pull, deficiencies
in overseas payments in bad years must be balanced by surpluses in good. •
There are other limits to, or rather weaknesses in, the
doctrine of compensatory internal spending to offset deficits in
overseas trading. The main one concerns the relationship between costs and export prices. An expansion of spending internally to counter a fall-off in overseas spending is certain to
exert upward pressure on the cost structure at a time when the
export industries are already in difficulties because of low
selling prices and when the fundamental need is to stimulate
the production of exportable commodities. Thus, internal
monetary expansion tends to work against the long-range
imperative of restoring a balance in overseas payments.
1959/60 could be a decisive year for the economy. If
there is a notable improvement in commodity prices, we
could expect to avoid those unpleasant measures and adjustments which have been forced upon other economies that
have run into serious difficulties with their balance of payments. If there is no improvement, then the Australian
economy would be sailing in perilous seas. If, to canvass
a third possibility (which perhaps seems the most likely) ,
there is some, but a less-than-substantial recovery in export
prices, while the threat of crisis might be pushed back, unpleasant adjustments such as the tightening of import restrictions could hardly be avoided. Moreover, we should be
living in the uneasy knowledge that the essential foundations
of Australia's prosperity and development were continuing
to deteriorate.
*
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I

T may be questioned whether there is any practical value
in trying to peer into the mists of the future when it is not
possible tó see anything' other than vague, ill-defined shapes
and shadows. In other words, what is the good of trying
to predict the unpredictable? The answer is that one cannot
avoid having an attitude to the future and, that being so,
it is desirable that this attitude should be determined neither
by unfounded fears nor by reckless optimism, but by a
careful weighing up of alternative possibilities.
No country can expect that the road to great national
development will be uniformly smooth. From time to time
the going is certain to get rough. But Australians are a
hard-headed, well-balanced race and unlikely for long to
be deterred by temporary set-backs. The greatness of our
economic destiny is something in which all Australians firmly
believe.
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Pitfalls for the Unwary
Probably no field of knowledge is more exposed to the
invasion of curious or fallacious ideas than economics. This
is partly, no doubt, because economics is a subject of rather
terrifying complexity, in which numerous pitfalls await
the incautious or the unwary. But it may also arise from
the fact that economics is concerned so closely with the
everyday activities of producing and selling, earning and
spending, of saving and borrowing and investing, that every
man tends to feel that he is, in a sense, an economist and at
least as well qualified as the next man to offer opinions on
matters of which he has first-hand experience.
Another reason may be that economics constitutes a
very large part of the stuff of politics. It follows that views
advanced on economic problems are not infrequently heavily
tainted with the political beliefs or interests of their advocate.
It is worth examining a few of the ideas which have
entered into public discussion of economic questions in
recent months:1. The Tax Burden in Australia
Over the last two or three years it has been argued, fairly
frequently, in some government and also in high academic
circles, that Australia carries a lighter burden of tax than
other English-speaking democracies such as the United States,
Canada and New Zealand. These assertions are usually
associated with the implication that there is still scope for
raising taxes in Australia for financing increased public expenditure without great hardship to the taxpayer. '
For example, in the well-known statement signed by
eight university economists which preceded the introduction
of the interim "Little Budget" by the Commonwealth Government in April, 1956, the following sentence appears:
"Even if £100 million extra revenue were raised
from taxation, our tax burden would still be lower than
in the United States and the United Kingdom."
The statistical basis for these arguments is invariably a
straight comparison between the different countries, of total
tax collections as a percentage of national income or gross
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national product. The latest information published by the
Statistical Office of the United Nations gives the following
comparison of taxes as a percentage of gross national product:
Australia
U.S.A.
Canada

22.6%
26.2%
24.2%

Source: United Nations Year Book of National Accounts Statistics, 1957.

The conclusion drawn from figures of this kind is that
the Australian tax burden is lighter than that of countries
such as the United States and Canada.
The figures are not sufficient to warrant such a conclusion.
In comparing the "burden" of taxation as between different incomes within one country, regard must be paid to the
size of the incomes under consideration. This is the elementary criterion of "ability to pay". The tax systems of most
advanced countries are based on the principle of progression
—that is to say, the higher the income a person receives, the
greater the proportion he pays in tax. We do not assume
from that that the "burden" of tax is felt more heavily by
the higher incomes and that there is, therefore, room for
increasing taxation on lower incomes. We assume rather
that the person on the higher income is in a position to pay
a greater proportion of his income in tax than the man on
the lower income.
The same considerations apply in comparing the "burden"
of tax as between different countries. The argument that the
"burden" of taxation is lighter in Australia than say U.S.A.
or Canada (based on the % of tax to total incomes) ignores
the fact that incomes in U.S.A. and Canada are appreciably
higher than in Australia. Recent figures published by the
United Nations provide the following comparisons of average
real incomes per head (based on the average of the years
1952 to 1954 and converted to Australian i's) :_ Australia
U.S.A.
Canada
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£424
£835
£585

If the tax percentages mentioned above are applied to
these figures, average incomes after tax become:
Australia
£328
U.S.A.
£616
Canada
£443
Thus, even though the average rate of taxation may be
slightly higher in U.S.A. and Canada, after paying tax the
average American or Canadian is left with a substantially
greater real income than the Australian. Do these figures
suggest that there is more scope in Australia for raising taxes
than in the U.S.A. and Canada, on the grounds that the
"burden" of taxes is lighter in Australia?
If the answer to this question were "yes," then it
would be logical to argue that an Australian with an income
of £2,000 a year (paying at present about 20% or £400 in
taxes) could stand an increase of a further 10% to £600 a
year, so as to make his "burden" equivalent to a person earning £4,000 a year (paying tax of around 30%) . Few, if
any, people could be found to accept that proposal.
There are other considerations, too, which enter into
a comparison of the tax "burden" borne by the peoples of
different countries. One of the most important concerns
the way in which the taxes are spent. If a large part of tax
revenues are devoted to the payment of social benefits such
as pensions and child endowment, and a comparatively small
part to capital works, then the "burden" would clearly not be
so great as it would be where a large proportion of revenues
go to the financing of capital projects and a small proportion
to the financing of "transfer" payments.
2. Tariffs and Overseas Payments
Lately it has been suggested in a number of quarters
that tariffs should be used to force economies in overseas
payments and thus to protect our balance-of-payments position.
This idea seems to appear in two main guises. Either
there is a tacit assumption that by imposing a tariff and thus
reducing, or shutting out, the import of a particular product,
overseas exchange is saved; or, a "general increase" in tariffs
is advocated to replace the present system of import quotas.
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In the modern high employment economy, a tariff imposed to assist either the establishment of a new industry or
the expansion of an existing industry (to take the place of
imports) is likely to give rise to additional employment and
therefore additional incomes in Australia. Part of this additional income will be spent on imports. Against the imports
directly saved by the tariff must therefore be set this new
expenditure on imports. And this is quite apart from the
added imports of materials and equipment which the industry
itself might directly require. There is no certainty that the
increased demand for imports arising from both these causes
might not outweigh the direct saving of imports resulting
from the . manufacture in Australia of a product formerly
imported.
The post-war history of Australia does not provide much
support for the argument that the general expansion of
industry achieves an overall reduction in demand for foreign
exchange. On the contrary the growth of secondary industry
has been accompanied by a large increase in the demand for
imports. Indeed, it is a fact of some significance that probably
some 70% to 80% of all imports today are made by or for
the manufacturing industries. Australia is by no means unique
in this respect. Most countries have found that rapid industrialisation and growth is accompanied by an increase in
import demands. This, of course, does not mean that new or
additional tariff protection should not be granted. Such an
idea would be clearly ridiculous. Adequate tariffs are one of
the main instruments of growth. What is seriously open to
question is the general notion that tariffs can be used to
economise in foreign exchange.
There is another point. An "across the board" increase
in tariffs, used as a substitute for import licensing, would
almost certainly result in a general increase in manufacturers'
costs. This would arise from the fact that the great part of
imports are for the use of the manufacturing industries themselves. This increase in costs would not only make it more
difficult for manufacturers to retain existing overseas markets
and to develop new markets, but it would also spill over into
the costs of the main export commodities. The likely outcome
would thus be a >further aggravation of the overseas exchange
position.
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Tariffs are a necessary weapon for promoting the growth
of Australian industry. But the growth of industry, as
experience in this and other countries shows, invariably
seems to mean a growth in import demands.
3. Shifting the Burden—Taxes or Loans
It is frequently said that by paying for a great proportion
of our public works by taxes instead of by loans, we are
imposing a heavy burden on the present generation for the
benefit of future generations. It is argued that if we could
substitute loans for taxes, we would in effect make future
generations (who will be the main beneficiaries of the largescale capital expenditures in the present) contribute to the
cost of the benefits they will derive. That is, we would shift
the burden of long-range public works expenditure on to
posterity where it should rightly fall.
Is this so?
For the purpose of the matter at issue, we can leave
aside the practicability (under present conditions in Australia) of substituting loans for taxes on any appreciable scale
to finance present public works programmes. Assuming it
were practicable, would the burden on the present generation
be lightened and the burden on future generations be increased?
Is it, in fact, possible to shift the burden from the present
to the future?
The answer is "no."
The burden arises from the scale of the works programme
itself, not from the methods used to finance it. If the size
of the programme were reduced, taxes could be reduced, and
the present generation would have more to spend on their
everyday needs. In effect, the reduction of expenditure on
capital works would mean that a greater proportion of the
productive resources of the community could be devoted to
the satisfaction of present wants and a smaller proportion to
those things such as the Snowy River project which can yield
benefits only in the future. There would be a transfer of
resources from provision for future needs to provision for
present needs.
Whether public works are financed from loans or taxes
makes no difference to the disposition of the real resources
of the community between investment for the future and
consumption in the present. It is the size and nature of
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the public investment programme, not the methods of finance,
which determines the sharing, of benefits (or burdens) between
the present and future generations. The more that is spent

on long-term capital projects now, the more should future
generations stand to gain; but the greater will be the sacrifices
(in terms of lower consumption) to be borne by the present
generation.
It is all very well to say that we should make posterity
pay for the benefits they stand to receive from present capital
expenditures. But who will posterity pay? They won't be
able to pay us, because we won't be here. They can only
pay themselves. The tax-payers of the future will pay the
bond-holders of the future. Taking the community as a
whole, what it takes from itself with one hand it will get
back in the other.
It may at first sight seem that if loans instead of taxes
are used to finance public works, then the people of today
still have an asset in the form of government bonds. With
taxes there is no asset. That is true; but it doesn't mean
that the present community, taken as a whole, can derive
any advantage from that asset. The community, considered
as a whole, is merely, in effect, lending money to itself. The
asset of the loan is offset by the liability the community
assumes for the loan. By lending part of its income, the
community forgoes the use of it in the present and thus the
means of raising its standard of consumption.
The allocation of benefits (or burdens) between the
present and the future is determined by the extent to which
resources are devoted to the provision for future consumption
and provision for present consumption.
There is only one qualification of this argument, but it
is a minor one and does not affect its general validity. Where
public works are financed by taxes instead of loans, this may
make the general level of taxes so heavy as to reduce enterprise and work, thus imposing a burden of lost production
on the present generation. On the other hand, if loans are
used instead of taxes, future generations will have higher
taxes to pay because of interest commitments and repayments
of principal. These, of course, as previously explained, would
merely be transfer payments from the tax-payers of the
future to the bond-holders of the future. But the higher

Page 108

level of taxes might conceivably discourage enterprise and
work and result in lower production.
There are, of course, good reasons (of which this is one)
why loans are to be preferred to taxes, as a method of financing
capital works. But the idea that this will enable the "buck to
be passed" from the present to the future is an economic
myth.
The argument here concerns internal loans. Loans raised
from other countries clearly impose a burden on future
generations.
4. Investment and Productivity
In some recent writings, there has been a tendency to
assume that any addition to investment tends to result in
higher productivity and thus, sooner or later, in higher
standards of living.
The assumption is based on the well-known correlation
between the amount of capital equipment per head and the
output of the worker. Thus, in the United States where
the amount of capital equipment is unusually high, output
per man is also unusually high. At the other extreme, in
Asiatic countries where capital equipment is meagre and tools
of production primitive, output per worker is correspondingly
low.
It does not follow, however, that under any conditions
an addition to investment in capital assets will necessarily
raise productivity and thus standards of living.
There are two important qualifications inherent in the
argument concerning the correlation between capital and
productivity.
In the first place the addition to capital must result in
more capital per head. If the added capital is merely designed
to provide employment for an increased number of workers,
then it does not automatically follow that there will be an
increase in output per head. In the second place, the additional
investment must be investment in productive assets, that is
to say in equipment or machinery or power used for the
production of goods and services. Investment in homes and
in projects to provide for the services of roads, gas, electricity,
water supply, sewerage, education and so on required by the
new houses, makes no direct contribution to higher productivity.
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Both these factors make it unusually difficult to raise productivity and thus standards of living (through the medium
of increased capital investment) at a time when population
is increasing rapidly. Under these circumstances quite a
large part of capital investment must be devoted to catering
for the needs of the additional population — their requirements in housing, education and related services and their
requirements for working space, tools, equipment and
machinery for purposes of their work. The huge amount
of capital needed for these purposes is likely to restrict the
amount which can be devoted to improving and increasing
the productive assets and thus the productivity of the existing
population.
This may well be one of the reasons why during the years
since the war the rate of improvement in productivity over
the whole Australian economy would appear to be rather
sluggish.
When Professor Lundberg, the noted Swedish economist,
was in Australia in 1956, he made an illuminating contrast
in this regard between Sweden and Australia. Professor
Lundberg pointed out that since the war, total employment
in Sweden has been virtually stationary, whereas in Australia
it has been increasing at a rate of about 2% a year : He
suggested that possibly more than half of new annual investment in Australia has had to be allocated for the needs of
the growing population, while in Sweden the whole of the
new investment was going to provide more capital per worker
and was therefore resulting in higher productivity and standards of living. The post-war annual rate of increase in productivity in Sweden, Professor Lundberg said, had been about
3% to 3.5%; in Australia it was very much lower. The results
show up in the increase in real wages since 1946: In Sweden
about 55%; Australia 25%.
This, of course, is not to say that the advantages of a
rapidly increasing population may not outweigh the drag
it may impose on higher productivity and thus standards
of living for the existing population. But it is clearly an
error to assume, particularly at times of unusually rapid
expansion of population, that additional new investment will
necessarily give rise to greater productive efficiency.
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How Important Is
Wool ?
Since 1956/7, the price of wool has fallen by nearly
50%. In the current wool season, opening bids were 7i%
below the closing prices of last season and have since fallen
further. But Stock Exchange prices have remained firm.
The reaction (or lack of it) of the share market to the steep
decline in wool prices has given further encouragement to
the growing belief that the Australian economy is not nearly
so dependent on wool as it used to be.
The present strength of the share market provides a
remarkable contrast with the severe shocks it sustained in
1930/31 and in 1952/53. Between 1928/29 and 1930/31
investors saw the value of their securities slashed in half in
the dramatic train of consequences which flowed from a
50% decline in wool prices. The almost identical collapse
in the price of wool which occurred in 1951/52 (although
admittedly from abnormally good to good prices and not
from good to bad) produced a 25% fall in share values.
Yet, today, in the face of another 50% drop in wool prices,
investors have pushed share prices to a level which is around
15% above 1956/57—a year of excellent business prospects.
This new turn of events may be partly due to technical
factors such as a shortage of scrip in relation to the eager
demands of. buyers with liquid funds bent on hedging against
inflation. Institutional investors such as life assurance companies, pension funds and investment trusts, with a constant
stream of new funds to sustain buying orders, could also be
exerting a major stabilising effect on the market. Another
influence may be extensive share buying by overseas interests.
But, basically, most investors are apparently convinced that
Australia has become less vulnerable to fluctuations in the
price of wool because of better national economic management
and compensatory internal spending to counter the impact of
a fall in external expenditure.
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To understand the change that has occurred in the
place of wool in the Australian economy, it is helpful to
recall an important concept of the Keynesian analysis of
business fluctuations—"the multiplier". "The multiplier" was,
in fact, originally conceived by Australia's Professor Giblin
when searching for a simple explanation of the steep falls
in the Australian national income which followed in the wake
of a declining wool market. Giblin estimated that each
£10 million loss in wool income was eventually multiplied to
a loss of £20 or £30 million in national income. The chain
of consequences is now fairly well known. Lower wool
cheques meant that farmers had less to spend in their localities
and in the capital cities. This reduction in demand affected
suppliers who in turn cut orders to manufacturers and importers. Dismissals and short-time soon reacted on spending
in other industries and before long everyone was trimming
their budgets and intensifying the general contraction in
expenditure. The tighter liquid position of the banks, consequent upon the loss of deposits, also forced a restriction of
credit. With a fall in tax revenues and loan funds, Governments, too, had no alternative but to retrench; in the then
prevailing climate of economic opinion, deficit financing was
regarded as rank heresy.
Australia's wool cheque fell from £71 million in 1928/29
to £35 million in 1930/31; but national income dropped by
£240 million from £758 million to £518 million. Much of
the loss of national income was attributable to the ravages
of the "multiplier" in snow-balling the initial loss of farm
income.
The contrast with today is striking. Wool income this
year could fall as low as £250 million—half what it was two
years ago—but national income may be above the level of
1956/57 because of the continued expansion of industry and
population, and increased government expenditure on capital
projects and social service benefits. The deflationary effects
of the wool "multiplier" have been repelled by the powerful
weapon of compensatory spending.
The main factor at work is the monetary and fiscal
policy of the Commonwealth Government. To offset the
fall in expenditure arising from the decline in export income
Page
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bank advances have been substantially increased:. With
ample reserves available for release from Special Account at
the Central Bank, the trading banks can be put in a position
to expand overdrafts to credit-worthy borrowers. The
Federal and State Governments have all budgeted for greater
expenditures, in direct contrast to the 1930's when they felt
compelled to retrench. Because of the fall in taxation receipts, particularly from farmers and wool-growers, these
increases in expenditure will be largely financed by an expansion of central bank credit.
A second factor is the continued expansion of private
investment. Many enterprises now base their plans on a
long-term assessment of prospects, relatively undeterred by
short-term fluctuations. Business planning is based on the
expectation of continued rapid economic expansion. The
confidence bred by the last decade of unparalleled industrial
development and high employment is deep-rooted and is not
easily shaken.
Even in the rural areas, where at one time the set-back
to spending from a fall in wool prices would have been
severe, farmers have been able to call on reserves built up
in earlier years of high commodity prices and exceptionally
good seasonal conditions. Those without reserves, but otherwise in a sound condition, have had recourse to bank accommodation. The economy is also now less dependent on primary
industry to provide employment. In the 1930's, one in every
four worked on the land. Today the figure is one in every
eight. Large-scale industrialisation has brought about a more
diversified pattern of employment. A wider spread of purchasing power through the community because of full employment, higher wages and social service benefits, has also helped
to stabilise internal spending in face of external reverses.
So long as total spending power is buttressed by appropriate fiscal and monetary measures, temporary set-backs in
the farming sector can be taken in , their stride with little
fear of serious unemployment. The old-time "multiplier"
has been eliminated from the scene, and with its elimination
the influence of a decline in wool income on national expenditure has been considerably reduced.
Page
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How Important

Is Wool ? (continued)
The importance of wool in the past arose, in the main,
from the secondary repercussions of reduced spending by
wool-growers and not from the size of their direct contribution to total expenditure. Since 1928/29 wool production
has averaged less than 10% of gross national production of
all goods and services. In 1958/59 it appears likely that
wool income will barely reach 5% of gross national product
compared with an average of 7i% in the previous five years.
Wool's contribution to national production over the last 30
years is set out in the table below:—

1928/29
1930/31 to 1938/39 ay.
1939/40 to 1945/46 ay.
1947/48
1949/50
1950/51
1956/57
1957/58

Gross Wool Income
as % Gross
National Product

7.8
6.0
5.3
8.3
11.3
18.5
8.9
6.3

A striking fact which emerges from this table is that
wool has managed to maintain its relative importance in
total production despite the great expansion which has
occurred in the non-farming sectors.

It would be premature, however, to jump to the conclusion that wool is of less significance to the economy than
in past decades. In the short run, that is undoubtedly true.
But in the long run, it is not altogether improbable that wool
could prove to be of even greater significance because of the
increased dependence of the economy on imports and the
over-riding influence of wool on export income.
During the 'thirties, wool contributed, on average, 40%
of export income. In the five years ended June, 1958, the
proportion was almost 50%. Wool exports normally con-.
stitute a higher proportion of total Australian exports to
the dollar area (until recently over half) and other nonsterling areas (three-quarters) than to the sterling areas
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(about one-quarter). In 1957/58 wool provided more
foreign exchange than all other primary industries combined and four times as much as manufacturing.
It follows, therefore, that wool is of crucial importance
in determining Australia's capacity to sustain the large demand for imports which has arisen from full employment,
a high standard of living and the needs of the development
programme. Secondary industry has become very dependent
on imports, not only for current operations but for its plans
for expansion in the future. Australia's present industrial
structure could prove highly vulnerable to any enforced
reduction in imports of raw materials and capital equipment.
*
*
*
The immediate outlook for wool is clouded by the low
prices now being realised at auction. For most of the postwar period wool prices reached levels well above those paid
for other raw materials. The reaction now appears to have
set in. But according to some experts the downward drift
in wool prices has gone too far and wool is at present undervalued relative to other commodities. The comparison is
as follows:—
Wholesale Price Indexes
All
Wool Commodities
(64's) ("Sauerbeck")

1947
1949
1951
1952
June, 1957
June, 1958
Oct., 1958

1934/38 = 100
259
235
308
379
452
774
427
492
411
518
409
374
398*
300

*September
Source: New Zealand Wool Commission, London Agency.

The sharp dip in wool prices over the last two seasons
is attributable to a decline in the demand for wool rather
than to any dramatic increase in supply. In 1957/58 the
total world wool clip almost exactly matched total consumption, but this year estimated consumption is down 10%, while
production has remained fairly constant.
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The wool market is acutely sensitive to factors of a
temporary or psychological character. The American recession, changes in the U.K. bank rate, and the Japanese
and French balance-of-payments problems have all had an
effect in depressing demand. With a revival of business confidence and consumer buying in the United States and Western
Europe, it is not too much to hope for a rise in the demand
for wool and for a consequent lift in prices.
Over the longer term, rising living standards and population growth, particularly in nearby Asian countries, suggest
that the total world demand for wool could steadily increase.
Indeed, informed quarters believe that wool production during
the next 15 years will not keep pace with demand. In their
view a share of less than 10% of the total market for apparel
fibres would accommodate all the wool likely to be available.
The present share is 11%.
It appears that there is still considerable scope for increasing wool production in Australia. An eventual sheep population of 250 million has been envisaged, compared with
150 million at present and around 100 million before the war.
With better breeding and feeding, the average clip per
sheep might also be increased by as much as 25%. Some indication of the possibilities under favourable conditions is
shown by the fact that the total wool clip increased by 45%
between 1951/52 and 1956/57. Myxomatosis, better feeding methods, pasture improvement (since the war the area
of fertilized pasture has grown three-fold) , the opening up
of new land through trace elements, and the swing away
from grain crops to sheep in the better rainfall districts all
played a part. Set-backs to production from time to time
must, however, be expected even though the rural industries .
may have become more drought-resistant than in the past.
Production prospects for wool are influenced, of course,
not only by the seasons and better farming practices, but
also by the level of costs. Although it is practically impossible
to present an over-all figure of costs which is truly representative, most authorities are agreed that 60d. a pound is
somewhere near the mark, allowing for the growers' own
labour and capital. Those who are free of debt, or employ
little outside labour, probably can continue to produce wool
profitably at the present average price of 45d. per lb. But
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there must be a large section of wool-growers for whom this
price is unpayable. They can continue in business only by
cutting down on improvements and other expenditures necessary to maintain and expand productive capacity. Unless
returns are profitable; wool-growers will have neither the
incentive nor, for that matter, the resources to expand production.
The threat of man-made fibres is another aspect of the
wool outlook not to be taken lightly. While current speculation on this subject is not much more than guesswork, synthetics could eventually constitute one of the greatest dangers
to wool and to the Australian economy.

The experience of the last two years has provided encouraging evidence that Australia can offset losses of wool
income which, in the past, would have had serious consequences. This is giving rise to the belief that wool is
now not nearly so important to the economy. But in a
fundamental sense wool may be even more vital to Australian
prosperity than it used to be.
The extent to which an internal expansionary policy
can be pursued is ultimately limited by the size of our international sterling reserves. The Commonwealth Bank drew
attention to this in its last Annual Report: "While, at present,
in a period of falling commodity prices, an expansion of bank
credit to support the domestic economy can be justified, the
effect on the balance of payments cannot be ignored. If export prices rise this may not be a problem. If they remain
depressed, the drain on international reserves will continue
and we cannot then go on indefinitely hoping for a rise in
prices to restore balance-of-payments equilibrium. Our reserves are not unlimited, and the further they decline, the
more necessary it becomes to take corrective action."
If Australia's overseas reserves were to fall to dangerous
levels, that is, to levels at which we had no alternative but
to impose drastic restrictions on imports, then the reliance
of the economy on wool would be starkly revealed. People
both here and abroad would again be saying that "Australia
rides on the sheep's back."
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APPENDIX
Table I: Total National Production and Exports—Australia
1957/58
Primary Industry
Production
Exports
Rural
£m.
£m.
Agricultural
Wheat
67
1.1
43
5.2
Other Grains
43
0.7
13
1.6
Sugar •
43
0.7
35
4.3
Fruits
56
1.0
13
1.6
All Other
115
2.0
31
3.8
All Agricultural

324

5.5

135

16.5

Livestock Products
Wool
Meats
Other Farm and Dairy

368
216
202

6.3
3.7
3.5

394
45
53

48.1
5.5
6.4

Total Livestock production

786

13.5

492

60.0

1110

19.0

627

76.5

230

4.0

67

8.1

1340

23.0

694

84.6

4479*

77.0

126f

15.4

Total Rural
Non-RuralMining, Forestry, Fishing
Total Primary Industry
All Other
Total
*Includes services.

5819

100.0

820

100.0

fIncludes re-exports and miscellaneous.

Note: The export figures for primary industry include semi-processed
products such as flour, tinned fruit and refined metals. Strictly speaking,
the value added by factory processing is attributable to secondary industry.
Source: Commonwealth Statistician and Bureau of Agricultural Economics.
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Table II: World Production of Main Textile Fibres, 1938 to
1957, and Estimated United States Consumption, 1975

Cotton
Wool
Silk

Man-made Fibres

Rayon and Acetate
Other—Nylon, Dacron,
etc.

Estimated U.S.A.
consumption,
1975
Per cent. of Total

1938

1950

1957

75
13
1

68
12

66
11

50
10

11

19

20

20

1

3

20

100 .

100

100

100

Source: Textile Organon; Paley Commission Report, U.S.A.

Table III—World Production of Raw Wool
Million Lbs. — Greasy Basis
1957/58
1951/52
1934/38 ay.

995
219
299
376
261
470
114
1054

Australia
Soviet Union
New Zealand
Argentina
South Africa
United States
Uruguay
All Other
Total

3788

.

1080
419
407
420
251
270
187
1071

1463
598
497
409
320
292
200
1241

4105

5020

Source: Commonwealth Economic Committee.

Table IV—Exports

of

Raw Wool—Chief Exporting Countries
Million Lbs. — Actual Weight
1950/51 to
1934/35 to
1957/58
1952/53 ay.
1938/39 ay.

Australia
New Zealand
South Africa
Argentina
Uruguay
Total

827
274
231
302
100

998
372
209
242
132

1280
334
218
130
85

1734

1953

2047

Note: These countries are responsible for nearly 90% of wool entering
world trade.
Source: Commonwealth Economic Committee.
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Industrial Goodwill
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SIR EWART SMITH

This article was especially written for "The I.P.A. Review." Sir
Ewart Smith, one of Britain's leading industrialists, is well qualified to
write on human relations.
Sir Ewart is a Deputy Chairman of Imperial Chemical Industries Ltd.
He was responsible for the design and construction of the great Billingham
Works of I.C.I. and government factories built as part of the rearmament
programme. During the war he was Superintendent of Armament Design
for the three Fighting Services.
Sir Ewart was Chairman of the British Productivity Council in 1955.
Among his many interests, he is a Fellow of the Royal Society, a member
of The Committee on Scientific Manpower and of the British Institute of
Management.
Summary

The influence of top management is of the greatest importance in industry. Management can only make its influence felt
by sound decision-making and by the exercise of leadership,
which is the ability to get people to do what you want, preferably
by example and persuasion rather than by force. Good leadership
therefore cannot be merely arbitrary. Leadership also implies the
existence of an acceptable goal. The maximization of profits is
not generally acceptable as the only goal for industry, and industry must have a broader objective which takes into account
its social obligations as well as the profit motive. Only then can
management usefully consider the detailed steps by which industrial goodwill can be achieved. These detailed steps in turn
depend on the recognition of the fundamental wishes of an employee in his work, which are to be given humane treatment, a
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fair reward, an understanding of his work, scope for expressing
his views, and to be able to respect his boss. Management's task
to attain the objectives of industry and to improve industrial
relations by taking into account these considerations gives scope
for continuous progress.
1.

Introduction

The subject of this article is one on which much has
been written in recent years, and I do not pretend to put
forward novel ideas. Nevertheless its importance is so great,
the problems involved so complex, and the gulf between the
best and the worst in present practice so wide that any attempt
to stimulate thought, and any resulting clash of opinion, may
lead to some small step along the winding and uphill road of
progress.
In securing industrial goodwill, I regard it as axiomatic
that the influence and example of top management are of
the greatest importance. In the abstract, of course, most
people will agree that success in any activity depends primarily
on the leaders, but how often is this forgotten in practice,
particularly when management itself is involved? When
things go wrong it is so natural and easy to attribute blame
elsewhere: management blames labour; trade union leaders
(the top managers in their own field) blame the shop stewards.
So it goes on, and when they tire of mutual wrangling, all
blame the Government. In general, however, it is surely
true that so far as the internal relations and the efficiency of
an organisation are concerned, it is top management that
should first be praised if things go well, be blamed if things
go ill, and who certainly must give the lead and set the
standard if improvement is to be made. In the industrial,
as in the military, sphere there are "no bad privates, only bad
generals," as Sir John Moore has reminded us. Top management, in fact, carries the main responsibility.
If this were not true, what explanation could there be
of the great variations which we see between one industry and
another, or even between firms in the same industry; differences in their technical and commercial progress, no less
than in their morale and general standard of industrial wellbeing? All those concerned are of the same race, often living
side by side; in many cases even their monetary rewards are
similar. The difference between them, as I will show later,
lies in an attitude of mind.
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Leadership
First, however, let us examine how top management is
to make its influence felt. A prime essential is to make technical and commercial decisions that are sound. If the products or services which a business seeks to supply are not
technically satisfactory, it will fail to achieve external commercial success, and that is a poor climate in which to try
and maintain good internal industrial relations. But having
made these decisions—which, it should be noted, must themselves take into account not only the technical but also the
human resources available—how is management to ensure
that they are put into effect as well as possible? This is
where that much discussed quality "leadership" is important.
Leadership has been described by that great soldier who is
now the Governor-General of Australia as the ability to get
people to do what you want, first by personal example,
secondly by explanation and persuasion, and only in the
last resort by pressure or the compulsion of sanctions.
This does not mean that direct orders will not be
required. In industry, as in the Services, they have to be
given at every level, but they should never be given in an
arbitrary manner. They should appear reasonable and thus
be acceptable to those who receive them. Mary Parker
Follett expressed this in succinct terms when she said that
"orders should always be given as being what the situation
demands"; if this is so, the giver of an order is as much
under compulsion as those who receive it.
2.

3. The Function of Industry
I have already quoted Field-Marshal Slim as saying that
leadership is the ability to get people to do what you want.
This implies that if management is to lead, it must be clear
as to its objectives, and demands not only the formulation of
policy, but a careful analysis and recognition of the principles on which it rests.
If industrial management behaves as if its sole objective
were profits, it is scarcely surprising that employees in
industry follow this example and behave as if the highest
possible monetary reward were the only thing that mattered.
Here is one way in which some top managements in the
past have contributed, even if unwittingly, to difficulties which
we now face. Even in enlightened industries which have
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regard to the social implications of their operations, this
attitude tends to persist and to poison industrial relations.
There , are many signs, however, that a broader outlook
in industry is developing; industry is becoming conscious
of its effect on the community as a whole. This needs to
be expressed clearly as the sort of worthwhile and dynamic
objective that good morale demands. It must be logical and
simple so that it can be understood by all concerned, not
merely by top management. Regarded in this broad way, I
suggest that the function of industry is "to supply the goods
and services required by the community with the minimum
use of real resources."
This idea of service to the community represents an
attitude of mind which is a big step from the single motive
of sectional profit. At the same time it in no way denies
that "profit", whether in private or nationalised industry,
is essential for healthy life and progress and the most direct
criterion of its success. Equally, this attitude rejects the
sectional view that the prime function of industry is to
provide employment. Like profit, this is an important and
indeed inevitable, result of industry, but not its "raisen
d'etre." For continuing success, top management must consciously seek to satisfy stockholders, employees, and customers
alike, and have due regard to social obligations.
With this aim of balanced service, the financial criterion
of success must be supplemented by another, which takes
into account the second, and not the least important, part
of my definition: "with the minimum consumption of real
resources." This criterion must be the efficiency with which
the unit does its job, relative to the resources—human,
material and financial—which it absorbs for the purpose.
The advance of knowledge in science, technology, and management techniques makes it possible continuously to improve
this output/input ratio, measured in real terms. Such measurement is difficult, but it is possible to gauge progress in
relative terms and even to attempt to make the assessment
is stimulating. A high rate of improvement in productive
efficiency should be the main aim of management; unless
it is achieved there is no real success, nor can there be true
satisfaction.
Armed with a clear understanding of the objectives of
industry, which must be broadly acceptable to its employees,
Page 123

Management and Industrial Goodwill .(continued)
management can now consider in more detail the particular

ways in which it can seek to increase industrial goodwill.
4. Human Aspirations

If management is to deal satisfactorily with the problems of industrial relations it should examine closely the
underlying factors which govern the behaviour of its employees. The resulting attitudes may either be inherent in
human nature or stem from environment and from the past
policies and actions of management itself. Much has been
written from the academic side about the psychological
complexities of human motivation, but as a result of practical experience, I for my part believe that the basic reasons
for many of the difficulties found in industrial relations are
relatively simple.
I suggest that the "normal" individual, whatever his
environment may be, consciously, or more often subconsciously,
seeks:
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(a)

To be treated and respected as a person with a definite
part to play for which he can take individual responsibility. To the extent that he has scope for initiative in
his work and can influence the speed, effectiveness and
co-operativeness with which it is carried out, he can
be regarded as being the "manager" of his own job, even
if he has no subordinates. He should, in fact, be so
treated and led that he comes to regard himself in this
light. It is only in this way that we can hope to regain
in appreciable measure, for the ordinary individual, the
pride and satisfaction in work which existed for the
craftsman in earlier times, but which is so frequently
absent in the complex conditions of a mechanised world.

(b)

To be rewarded fairly on his merits. This implies that

industry should have a fair, logical and effective structure for wages and salaries including incentives of every
appropriate kind. Some factors which go to make up
such a structure are:
(i) Negotiated basic wage rates. These should have
regard not only to conditions in the particular firm
or industry, but to the national economic position
and the progressive improvement in productivity
which has already been postulated.

(ii) Job differentials based on systematic analysis of the
qualities which are required, and the conditions which
are involved, in the tasks to be performed.
(iii) Incentive payments and promotion opportunities
related as closely as possible to individual merit, by
work measurement and/or systematic assessment.
(iv) Allowances, as may be appropriate, for shift and
overtime work, for long service, etc.
Other factors to be considered are pension schemes,
the possibility of giving improved status and security of
employment to hourly paid employees, and systematic
procedures for helping regular employees in the event
of unavoidable redundancy. In the case of staff from
whom top management will be drawn, it is important
not only for individual morale, but for the well-being
of the organisation as a whole, that there should exist,
and be known to exist, a systematic and fair scheme
of regular assessment so that the potential of each individual may be studied and exploited to the full.
(c) To have the opportunity for advancement as an individual or as a member of a group. As pointed out in the

previous paragraph, a sound wages and salary structure
should take into account promotion possibilities. It is
important for management not only to deal appropriately
with men of obvious merit, but by suitable training to
bring out fully the possibilities latent in each individual.
The opportunity for advancement consists as much in
training as in recognition of ability. The great wars
of 1914 and 1939 have shown that men can quickly
learn an entirely new craft, and in many cases develop
and apply high qualities of leadership, which were completely unemployed, and often unappreciated by these
same men when working in their civilian capacities.
Here is an object lesson which industry often forgets.

(d) To be accepted as a member of a group engaged in
useful activity. The famous experiments carried out at

the Western Electric Company's Hawthorne Plant in
the late 1920s, under the direction of Professor Elton
Mayo, revealed the over-riding importance of this desire
in relation to productivity. In this investigation the
productivity of a group of manual employees each of
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whom knew that she had been specially selected for the
test, was studied in relation to the conditions under which
they worked. It was found that the productivity of
the group increased steadily and independently of environmental changes such as those of lighting or temperature of the workplace. The evidence indicated that
this was due to the immense stimulus to the employees
of being considered members of an important group,
and emphasises the importance of team work in industry.
The team outlook can be encouraged if management
seeks to regard every employee as being one of "us"
instead of one of "them". There may then be some
hope of developing a reciprocal attitude. This "wethey" dichotomy is at the root of much of our trouble
in industrial and politico-economic relations; any approach which tends to remove it is valuable.
(e) To have personal and group understanding of the job,
including its relation to the whole concern, and knowledge of the wider social results of his work. This may
be achieved to some extent by appropriate internal
publicity, but much more important is the pursuit of
this aim by the whole management team. Thus it is
vital that an employee's immediate superior, who represents management as far as that man is concerned, should
by action and leadership demonstrate that the employee
has a right and opportunity to know the significance
of. what he is doing. Information not only about the
products, but also about costs and productivity, should
be diffused down the line as widely as possible. It is
also desirable that employees should understand the
policy and work of the organisation as a whole as well
as its relationship to the industrial and economic system
in general. The furtherance of such understanding
should be a principal objective of employees' profit-sharing
schemes particularly those in which the profit-sharing
bonus is given in the form of stock of the firm concerned. I should emphasise here that I do not regard
the introduction of any form of profit-sharing or copartnership as a cure for bad industrial relations. Rather
such a scheme should be considered as an advanced step
in strengthening relations where a considerable measure
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of mutual understanding and confidence already exists
between management and all other employees. Neither
is profit-sharing a substitute for a proper wage and
salary structure of the kind discussed above. Bearing
these limitations in mind, however, the introduction of
such a scheme should be of value if it is soundly based
and properly applied by management.
(f) To have proper scope for expressing his views and to
know that his opinions are considered. This can and
should be done in two ways, neither completely effective
without the other. In the first place by individual
managers showing those subordinate to them that they
have an open door and a ready ear for anyone who
wants to contribute constructive views. Secondly, some
formal organisation such as works councils can be set
up in which elected employee representatives can express themselves to management and vice versa. Where
employee recommendations are rejected, it is for management to explain its reasons and to show that it is
not an arbitrary decision but one dictated by the logic
of the situation. It must not be forgotten, however,
that although management has an obligation to consider the views of all concerned, the responsibility for
policy and decision rests on top management alone.
Like profit-sharing, works councils should never be regarded as a cure for bad labour relations but as one
part of a progressive personnel policy.
(g) To work for someone he can respect. Employees at all
levels are responsible to someone. It is surely a wellknown experience that only if an employee is well led
and can respect his boss does he give of his best. Thus
one of the most important jobs of top management is
the wise selection and training of managers, not least those
in the junior ranks.
The reactions of employees to these matters will vary
widely from case to case. Much will depend on the history
of the industry and of the firm itself, on the educational
background of employees and management as well as on any
special features of the overall situation. On the other hand
experience does suggest that top management' will be wise
if it pays regard to all these possible factors rather than conPage 127
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centrating on one immediate difficulty or on a single method

of improvement.

The importance of history must not be forgotten when
considering the apparent irrationality of some group organisations whether they be trade unions or trade associations.
For example, we have on the one hand a cry for uniformity
of treatment, and on the other, a demand for the maintenance
and even the increase of differentials. I suggest that the
first of these is historically derived from a lack of confidence
in the fairness of methods of selection or the fact that too
much may be left to the discrimination of a single individual
who may well be fallible. In the past these fears have had
at least some justification, and it is not surprising that the
result has been' a demand for uniformity of treatment, e.g.
that promotion should be on seniority rather than on merit.
On the other hand, it is natural for men to recognise differences in energy and ability and to expect the more energetic
and the more able to be rewarded accordingly. Hence the
demand for differentials; a demand which, in my opinion,
should be encouraged. Uniformity leads to stagnation and
the inability to cope with change—therein lies the danger of
the western world. The methods of assessment on which
differentials are based must be framed and operated with the
utmost care so that they are as fair and logical as possible,
and acknowledged to be so.
5. Conclusions
In the foregoing remarks I have attempted to stress the
responsibility of top management and the importance of its
example and its decisions in achieving industrial goodwill.
At the same time I have tried to indicate some of the principles and methods which I believe can serve as a guide to
management in reaching towards its objective.
Good management is no longer simply an art; it is now,
in addition, becoming a science with unlimited scope for continuous progress. The industrial manager's job is today far
more difficult on both the technical and the human sides
than it was in the days of "hire and fire", but complexity
and difficulty should surely make for interest, and the future
of ourselves and our children will largely depend for good
or ill on the results which we achieve.
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