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Sweet and Sour-1970/71 Budget
THE outstanding single feature of this year's Budget is the
I substantial reduction in rates of income tax over very
nearly the entire range of personal incomes. Mr. Bury, in
his first Budget, has thus been responsible for introducing a
major and long over-due structural reform in Australia's
national finances. Whatever one might think of other aspects
of the Budget, the bold and courageous income tax changes,
which will reduce receipts from personal tax by $292 million
a year, must stand highly to the Treasurer's credit: all the
more so because, at a time of threatening inflation, a widespread feeling had gained ground that the promised reductions would not eventuate — at least not this year.
Moreover, the Treasurer has decided that not only
should this important change be made forthwith, but it
should be of such a magnitude as to give real, and not just
token, benefits to income earners. In fact, the reductions
are far more liberal than those indicated by Government
pronouncements (which were in any case to take place not
in one year, but over three years). The heavy and steeply
progressive rates of personal income tax had become a palpable
absurdity in a young country in a stage of unprecedented
development calling for exceptional enterprise and initiative
on the part of its citizens. Some commentators have questioned whether the reductions could have been distributed
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more equitably; but that is another question. At least, the
income tax scale, at long last, has assumed a more rational
and sensible aspect.
The Institute may take some measure of credit for this
far-reaching social and economic reform. The IPA was the
first organisation to draw attention to the crippling burden
of taxation in Australia on lower and middle incomes by
comparison with tax rates in every other democratic country.
This was over four years ago and, since then, not a year has
gone by that the Institute has not pleaded for this vital
reform. Indeed, we concluded our comment on last year's
Budget by emphasising that the overhaul of income tax scales
should be a first priority of the 1970/71 Budget. The fact
that our views have been vindicated makes us naturally reluctant to criticise other aspects of the Bury Budget. But
this, unfortunately, we must do.
The core of the Australian inflationary problem is
located in the growing size of government spending. The
Commonwealth Government, or at least senior Treasury
officials, have in recent years shown concern over this aspect
of the Australian economy. But this year resolution seems to
have weakened. The 1970/71 Budget takes still another step
in the direction of government expansionism. Last June prices
were rising at the disturbingly high rate of over 5 per cent
a year. The central economic purpose of the Budget should
therefore have been to supplement the efforts of monetary
policy to brake back sharply the rate of increase in costs and
prices. This, it is unlikely to do. Commonwealth expenditure
will, in the current financial year, make a bigger claim on total
resources than last year, or indeed in any peace-time year.
The Budget provides for a total expenditure of $7883
million—an increase of $795 million over the previous year.
In last year's Budget, which was strongly criticised on the
score of spending increases, expenditure rose by $519 million.
The budgeted increase for 1970/71 is 11.2 per cent as against
7.9 per cent in the previous Budget. Some of the increase
in government .expenditure will not affect demand on Australian resources, since it will be spent overseas. Of the total
expenditure of $7883 million, $7346 million will be spent in
Australia. Commonwealth Government outlays within Aus66

tralia are to rise by 11.4 per cent compared with 10.7 per
cent in 1969/70. On the other hand, Gross National Product,
according to Treasury estimates, is likely to increase by only
about 5.5 per cent. These are the cardinal facts to bear in
mind when attempting to assess the economic effects of the
Budget.
Moreover, this year a higher proportion of the increases
in expenditure will go towards capital purposes (and defence)
than in the previous year; a smaller proportion will be in
the form of transfer payments such as social welfare disbursements, which . are less inflationary in their impact on
the economy than capital expenditure. The Commonwealth's
own capital outlays are to rise by 26.8 per cent this year (7.3
per cent last year) but social service payments are to rise
by only 9.2 per cent (13.7 per cent last year) .
Another way of looking at the encroaching claims of
governments on the resources of the community is to consider the size of all government current receipts - taxation
and profits from government business undertakings - as a
percentage of national income. Over the past two decades
this percentage has been edging up year by year until it is
now approaching 40 per cent - the highest figure in Australia's history, surpassing even those reached in the years of
World War II. The position is illustrated in the following
table.
GOVERNMENT RECEIPTS AS % OF NATIONAL INCOME
Personal
All Other
Surpluses
Company
Income Commonwealth of Business
Tax
Tax
State and
UnderLocal Taxes
takings
%
%
1948/9
3.9
10.7
14.2
1/1
1958/9
4.4
7.9
15.4
'2.6
1968/9
4.8
11.8
14.6
3.4
1969/70
5.0
12.0
15.3
3.4
1970/71
5.6
11.7
15.5
3.5
(estd.)

Total
%
29.9
30.3
34.6
35.7
36.3

Source: Commonwealth Statistician & Budget Papers.

The inflationary character of the new Budget, which
merely perpetuates past trends, can, however, hardly be laid
at the door of the Treasurer. It is the almost inevitable
consequence of the economic policies of over-rapid development and population increase which the Government is pur67
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suing on the one hand, and of the irresistible political pressures
for additional assistance to the ailing primary industries —
particularly wool — on the other.
Whatever the economist might think, the Commonwealth Government, founded on the Country Party coalition,
had really no alternative but to provide substantial additional
help to the wool-grower at least. But the combination of
over-ambitious economic goals and political exigency has resulted in the Government introducing a budget with a strong
inflationary bias at a time when restraint was needed.
The Treasury experts clearly anticipate quite substantial
inflation in the current year, because the Budget's revenue
estimates are predicated on an increase in average earnings
of 7 per cent (last year 8 per cent) and a strong expansion
of spending in the private sector. A 7 per cent increase in
earnings would, of course, be far above any conceivable improvements in productivity and would inevitably result in
further increases in costs and prices.
There is a curious paradox here. The size of government spending is pre-determined, that of private spending is
not. Should private spending fall below the level on which
the Budget's revenue estimates are based, government receipts
would decline and the Budget would cease to be "balanced"
and would run into deficit. The Budget would thus, according
to the conventional wisdom, become inflationary, although the
total of spending through the economy — public and private
— would be less than with a balanced budget. In other words,
the Budget will achieve a balance only in an inflationary situation. So far as its effect on inflation is concerned, the con. cept of a "balanced" budget, made much of in the Treasurer's
Speech, has little or no meaning.
In fact, the Budget amounts to a Government decision
to submit to inflation rather than to wrestle with it determinedly. All this has the unwholesome smell of the doctrine
that held sway for some years in the 1950's — the doctrine
"that inflation doesn't matter".
Much depends, of course, on the strength of the pressure for higher wages and salaries during 1970/71. In spite
of the increases in take-home pay resulting from the income
CO

tax reductions the portents are not reassuring. The increases
in company tax, customs and excise duties, and general sales
tax over a wide spectrum of commodities, as well as higher
Post Office charges (for some categories of mail, the increase
is around 300 per cent) will, of course, be immediately
reflected in prices and thus aggravate the incessant clamour
for higher wages and salaries. Increases in company tax have
proved in the past to be a very ineffective way of reducing
investment outlays by the private sector because most businesses in their budgeting treat company tax as a cost and
adjust their prices accordingly. By comparison with public
companies, higher company tax tends to penalise private companies largely dependent on profit plow-backs to finance their
expansion. Proprietary companies are taxed on undistributed
profits and are also unable to raise public' share capital.
The chief area of increase in government spending lies
in the massive addition in Payments to the States of $291
million — over $40 million greater than the record addition of $249 million imposed in last year's Budget. This
is the crux of the Australian inflationary - problem and it
is brought about largely by the massive scale of the migration intake, which is imposing demands on State and local
Governments that they have no hope of keeping pace with.
In addition to the pressures imposed by sheer population increases, the States are now confronted with the mounting
problems of the urban environment in the capital cities —
summed up in the phrase "the quality of life".
It is necessary to repeat here, what we have said before,
that capital expenditures by governments are much more
inflationary in their effects than transfer expenditures, such
as pension payments, which mainly involve a shift of purchasing power from one section of the community to another.
Heavy expenditures on capital projects mean that there is
less available for spending by the people on consumption and
thus for improving their current living standards. This point,
in fact, receives a remarkable illustration in the Budget itself.
The increase of a meagre 50 cents a week in the Old Age
and Invalid Pension, in the face of rising living costs, undoubtedly came as a sharp shock to the community and is
probably the provision in the Budget most open to criticism.
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But the compulsion to provide huge additional sums for
capital works, particularly in the major cities, necessarily
leaves the Commonwealth with less to distribute on social welfare, notwithstanding the need for urgent improvements in
these directions. It might even be said that the rather
niggardly provision for pensioners has its source in the huge
scale of the migration intake.
The whole treatment of elderly retired people in Australia is giving rise to increasing public concern. It seems
to contrast most unfavourably with the situation in Scandinavian, and possibly in other European countries where a
great deal of study has been given to providing the elderly
citizen with the kind of environment calculated to promote
a full and happy life. From this standpoint, the 50 cents
addition to the pension rate shows up in a particularly bad
light.
Another aspect of the Budget which might be criticised for its impact on the individual is that the tax changes
appear to favour unduly the single man or woman rather
than the married couple who are finding life a little tough
and who are more in need of assistance.
A curious feature of the Budget Speech is its failure
to make any reference to the loan prospects for 1970/71.
So far as we can recall, this is the first time such an omission
has occurred. There is, however, a guarded discussion of
borrowing prospects in the explanatory statements attached
to the Budget. Statement No. 4 suggests that this year will
again see the need for net capital re-payments overseas despite
the fact that maturities falling due and other payments to
reduce indebtedness will amount to about $93 million compared with $160 million last year. On the domestic side the
net borrowing position is highly uncertain. The value of
securities due to mature, held in non-official hands, is estimated
at $774 million compared with $486 million in 1969/70.
Statement No. 4 sums up the position in the following sentence: "Because of the difficulty of estimating the net amounts
available from loan-raising operations in Australia and overseas there remains, in each year, the possibility that some
borrowing from the Reserve Bank may be necessary to complete the Commonwealth's financing transactions".
• 70

The important Statement No. 6 seems to suggest uncertainty in the minds of Treasury officials about the Budget's
economic effects. In fact it very nearly reads like an attempt
by the Treasury experts to wash their hands of the consequences of the decisions of their political masters. On the tax
measures, for instance, the Statement says: "The net effect of
all these changed taxation provisions on aggregate spending in
1970/71 is likely to be very small". As in previous years,
the Statement again makes clear that the impact of the
Budget on trends in expenditure in the economy depends not
on total outlays, or receipts, "but primarily the change
in domestic outlays, and on that part of the change in receipts
which is not a mere result of prospective movements in the
economy". (The italics are ours). It is clear that the

Commonwealth Government has accepted a quite sizeable
measure of inflation as a part of its financing arrangements
for the current year.
The Budget is a response to economic policies based on
the mistaken assumption that it is possible to clamp down
severely on personal consumption spending (and current
living standards) without generating inflationary pressures.
Until this underlying assumption of Australian economic
policy is discarded, inflation will persist and neither budgetary
nor monetary measures will be able to stop it. The Budget
Speech, in deploring the disruptive and unbalancing effects
of excessive demands for higher wages and other incomes,
pleads for responsibility and realism on the part of all the
community. But realism is needed also in government and
in those responsible for economic policy. It is not realistic
to expect the community to suppress its demands for rising
living standards in the present in the interests of long-range
national objectives, the economic consequences of which the
electorate does not wholly comprehend; and, if it did, might
not support. This has been strongly demonstrated by the
acute industrial unrest over the last 12 months.
The economic policy of rapid growth and development
and maximum possible migration and population increase
necessarily entails huge government outlays for capital works
and, consequently, attempts to suppress consumption through
heavy taxes and borrowing restraints. In a broad economic
71
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and political context such as this, the Budget ceases to be,
and indeed cannot be, a powerful and effective instrument
of overall economic control. The Budget becomes, in fact,
rather the servant of the economic objectives the Government
is pursuing and of political forces which it is hardly in a
position to resist.
The best the Budget can hope to do under these conditions is to refrain from aggravating more than is necessary
the inflationary pressures already inherent in its economic
policies. Looked at in this way, Mr. Bury's first Budget
might fairly be regarded as a conscientious and ingenious
attempt to cope with forces beyond his control.
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Sir Charles Booth, C.B.E.
cm Charles Booth, a member of the I.P.A. Council, died

on the 27th June.
Sir Charles joined the Council in 1953. His interest in
the activities of the Institute never flagged and as late as
May this year he wrote: "Unfortunately, this is the only
I.P.A. occasion I can remember missing".
One felt that Sir Charles' enthusiasm for the Institute
was founded in a deep conviction about the value of its
work in the community. He had a pronounced sense of
community responsibility and took a leading part in many
public causes. As Victorian Chairman of the Industrial Fund
for the Advancement of Scientific Education in schools, he
helped to raise hundreds of thousands of dollars from industry
for new science buildings. From 1959 to 1969 he was Chairman of the Australian Administrative Staff College.
Sir Charles was meticulous in everything. He was accustomed to compare what the Institute had said in recent
articles with material published years before, not to uncover
possible inconsistencies of viewpoint but to make comparisons
which he felt would throw a significant light on economic
and industrial changes. At the end of each year, he would,
without fail, write something to the Director about the year's
work. It was always encouraging. These letters were, of
course, greatly appreciated by the Executive and Editorial
Committee not only because they invariably re-emphasised
his personal support for the Institute's activities, but because
one felt that they had not been dashed off lightly and were
obviously the product of careful thought.
Trained as a mechanical engineer in Britain, Sir Charles
spent a large part of his life in the paper industry. As Managing Director and later Chairman of the Board, he played
a prominent part in helping to build what is now one
of Australia's greatest public companies, Australian Paper
Manufacturers Ltd.
Sir Charles had a quiet, gentle charm and an oldfashioned courtesy which endeared him to his colleagues at
the Institute and in business and to those associated with
him in public causes. He had a thoughtful, reflective manner
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which made one think that he would never jump to rash
conclusions about anything — that it was better to admit
one's ignorance than to embrace a viewpoint just for the
sake of taking a definite stand. He had that kind of detachment which is the mark of the wise man.
Sir Charles will be greatly missed by his friends at the
Institute, as he will by all those who had the good fortune
to be closely associated with him.

Herbert Taylor, C.M.G.
member of the I.P.A. Council, Mr. Herbert
A FORMER
Taylor, died on the 24th July. Mr. Taylor joined the

Council shortly after the formation of the Institute. He
served as a member of the Executive and Editorial Committee for many years. He retired from the Council in
1966 owing to ill-health.
Mr. Taylor was a partner of Young & Outhwaite,
Chartered Accountants, and chairman or a director of a
number of important companies. He was also a President
of the Melbourne Chamber of Commerce and the Associated
Chambers of Commerce, and for some years, Chairman of
the Finance Committee of the University of Melbourne.
From 1961 to 1965 he was President of the R.A.C.V., to
which he rendered outstanding service.
His many responsibilities did not prevent him
from maintaining a close and active interest in the affairs
of the I.P.A. over his 21 years as a member of the Council.
Few men were more widely known in Melbourne business
circles, and the confidence and respect which he inspired
was of considerable value to the Institute. He gave great
assistance in obtaining finance and never failed to offer detailed comment on the drafts of articles prepared for I.P.A.
publications.
Herbert Taylor brought exceptional energy and conscientiousness to every activity with which he was associated
— and they were many. His obvious sincerity and kindly
disposition made him greatly liked and respected by his colleagues at the Institute and elsewhere.
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Immigration Under Review
USTRALIA'S immigration scheme
A
is to undergo detailed expert scrutiny. In July, the Minister for Immi-

gration, Mr. Lynch, announced the initiation of a series of studies to examine
the wide-ranging aspects of immigration.
The Minister has acted wisely. The
migration programme has been the most
prominent feature of Australian economic and social policy since World War II.
There can be no doubt that the programme, perhaps the most ambitious
undertaken by any country in modern
times, has on the whole been a resounding success. It has added much to
the richness of Australian life and the
strength of the national economy. But
circumstances have changed radically,
both within and without Australia, since
the scheme was launched and, after a
quarter of a century, it is appropriate and
necessary that it should be reviewed and
re-assessed.
It is one of the ironies of life that in
spite of large and undoubted benefits the
immigration programme has failed to
realise some of the main goals which its
authors had in view. Migration has, for
instance, made no contribution towards
filling up the "vast empty spaces"—nor
is it likely to. The great majority of
migrants have settled not in the great
Australian loneliness, but in the already
heavily populated centres. All but a
small proportion of the total migrant
intake of around 2 million since the inception of the programme in 1945 are
living in one or other of Australia's
capital cities. For instance, 1 million
or 50 percent of the whole live in the
Melbourne or Sydney areas.
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A further major objective in the minds
of the authors of the programme was to
build up Australia's defence potential
and our capacity to resist external aggression. "Populate or perish" was the
cry frequently heard in the early days of
the immigration scheme. This cry is
seldom heard today, except from those
whose minds are stuck in a well-worn
groove. This is not to say that migration
has not materially enhanced Australia's
security through the contribution it has
made to industrial development, but in
today's world mere numbers are less important than technology in the calculus of
military strength. In any case, in so far as
numbers do count, there is no real security
for Australia in this direction. Red
China's population, for instance, increases
in one year by more than the entire
present population of Australia.
The humanitarian aspect of migration,
which also rightly weighed heavily in the
early days of the programme, has now
much less significance because of rising
affluence in the countries which are the
main source of migrants.
Few, however, would deny the immense contributions of the immigration
programme. Perhaps the most important
has been the breaking down of the harsh,
restricting narrowness of Australian life
through the added richness and variety
which has come from other national
traditions and cultures. Some may still
believe there are virtues in racial homogeneity. In his autobiography, "Memoryhold-the-Door", a great Scotsman, John
Buchan, tells of a fellow countryman who
contrasted the numerous ethnic ingredients of the United States unfavour-
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ably with the homogeneity of his own
country. Buchan wryly comments that
he could not conceive of a more nightmarish conception than that of 130
million Scots (this was in the 1930's)
with their tight, compact nationalism,
constituting the population of a country
such as the United States.
In a country of great natural resources
and a small population, the addition of
mere numbers has been, and will remain,
an important objective of national policy.
Migration has, of course, made a tremendous contribution in this respect. It
has added 2 million to Australia's
population directly and 1 million indirectly through births to migrant parents.
Thus it can be claimed that migration
has been responsible for over 60 per cent
of Australia's total population increase
of 5 million since 1945. Of the growth in
the work force of 21/4 million it has
contributed directly over 11/4 million.
Perhaps more significantly, migration has
provided the bulk of the workers for
special projects in remote, tough areas
such as the Snowy Mountains Scheme
and, more recently, the great mining developments in Northern and Western
Australia. Though only a small proportion of the total, this work force has
made an invaluable contribution to our
economic development.
Virtually since the start of World
War II the Australian economy has suffered from a shortage of tradesmen and
workers with special skills. In recent years
migration has helped to overcome this
deficiency. From the broader economic standpoint the growth of population
has expanded the possibilities of achieving
economies of scale over an increasing
range of industry—this is one of the
points invariably quoted in its favour by
the fervent advocates of maximum migration.
The benefits of immigration, although
indubitably substantial, have, as is to be
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expected, not been achieved without
costs. Because of the widespread enthusiasm for immigration, there has been
an undoubted tendency to underrate or
even ignore the burdens which may have
been imposed on the economy. In fact,
here is to be encountered one of the
strangest aspects of the whole subject. No
great economic and social policy in Australia has ever been surrounded with so
much emotion and so little rationality as
the post-war immigration scheme. Indeed, only in the last few months have
the critics of the programme made their
appearance in any numbers. The few who
have been bold enough to question certain
aspects of immigration in past years—
among them the I.P.A.—have drawn
strong censure from the press, governments and businessmen.
The critics, of course, have never been
concerned to deny the great value of
immigration to Australia. They have never
raised doubts about the immigration
programme itself, but only about its size.
This, of course, remains the all-important
question. The issue is not "whether", but
"how many"? The denigrators of the
critics have, in effect, argued that because
immigration is good, the more immigrants
the better. This is equivalent to saying
that because food is good, more food is
better. But common sense surely suggests
that as the human stomach has a limited
capacity for digesting food, so has an
economy a limited capacity for digesting
migrants. Too many migrants too quickly
will weaken, not strengthen, the economy.

At times the strains imposed have been
considerable. Migration has re-inforced
the persistent pressures making for inflation and aggravated external trade
difficulties. This was certainly true in the
early and middle years of the 1950's. The
difficulties of those years led the I.P.A.
and one or two other people to suggest
that the size of the migrant intake should
be scaled back. These suggestions gave
rise to a storm of criticism and even in-

cited the Commonwealth Government to
produce an unconvincing and ill-reasoned
White Paper in defence of its policy. The
Paper failed to front up to the only issue
that mattered and the one with which the
Institute was concerned: the size of the
programme itself. In the event, economics
had the final say. While the Commonwealth Government has repeatedly talked
of planned migration, in the sense of
achieving a defined yearly intake, over
the whole period of the programme both
the gross and net intake have varied
widely, almost from year to year. These
fluctuations have been very largely a
response to changing economic conditions within Australia. When the
economy has been booming and the
balance of payments strong, the migrant
intake has increased sharply. When the
economy has run into difficulties because
of accelerating inflation and external payments' problems, and fiscal and monetary
restraints have had to be applied, the
number of migrants has fallen away
steeply.
Thus what the I.P.A. advocated on
these occasions was brought about by the
sheer compulsions of economics.
This was graphically illustrated in the
experience of the 1950's and the early
1960's. During the world commodity
boom of the early years of the decade,
migrants flooded into the country at a
rate which has only been approached in
the last few years. The collapse of the
boom was followed by a collapse in the
net migrant intake.
Net Migrant Intake
1949/50
162,000
1950/51
133,000
1951/52
103,000
1952/53
58,000
1953/54
53,000
As the economy recovered, net migration reached levels around 90,000 in
the three years from 1954/5 to 1956/7.
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In 1957/8, with the imposition of
economic restraints, there was a sharp
drop to 67,000 and as the economy
strengthened, the following years saw the
number expand steadily to reach 85,000
in 1960/61.
The credit squeeze and financial restraints imposed in 1960/61 to combat
inflation and external payments' difficulties caused the intake to plummet to
48,000 in 1961/2. With the steady improvement of the economy, assisted by
the huge mineral discoveries and consequent inflow of overseas capital, net
settler migration rose steadily to 130,000
by 1964/5. For the next three years it
remained close to 120,000 a year. The
last two years, 1968/9 to 1969/70, have
seen a big jump to 152,000 and 159,000
respectively. (Detailed figures, for each
year are given in the appendix to this
article).
The magnitude of the migrant intake
has been affected not only by economic
fluctuations within Australia but also by
changing conditions overseas. In the early
1950's, migrants from the displaced
persons' camps and the Southern Mediterranean came to Australia to escape dire
poverty. But with the transformation of
the Western European economies over
the past 20 years and the improvement
in living standards—some not far below
Australia's—the relative attractiveness of
this country has declined.
In recent years the migration programme has become more and more tied
up with the misfortunes of the British
economy. Disillusionment with the economic policies of the British Government has led to a strong revival of
interest in Australia as the land of opportunity. This has resulted in a heavy
influx of British migrants who now comprise a dominant proportion of the total
intake.
The Vernon Committee was concerned
about the effects of wide swings in the
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Australian migrant intake because: "A
sudden increase of population may bring
the economy up against physical lags in
the achievement of the necessary rapid
increase of capital expenditure, with resulting shortages and inefficiencies and
therefore inflation". The Committee
warned against imposing "sudden strains
on the capacity of the economy to absorb
migrants either by providing jobs or providing housing and public amenities".
The difficulties which arose in earlier
years from over-exuberant immigration
policies largely centred on the balance of
payments. Throughout a good part of the
1960's the balance of payments has been
amazingly robust—and looks like remaining so—largely because of the great
mineral discoveries and the flood of
foreign money which these developments
have attracted.
The economic case against over-rapid
migration now centres on concern with
the inflationary pressures to which it gives
rise. The argument here is complex and
not widely understood. Australia, with
the fastest increase of population of any
country in the world, is compelled to
devote an abnormal proportion of its
resources to capital projects many of
which are not immediately productive:
houses, schools, hospitals, water supply,
sewerage—what the economist calls
"social overhead capital". Australia has,
indeed, a higher outlay on capital—in
proportion both to total resources and,
within the public sector, to total government expenditure—than any other Western country. This has had the effect of
delaying the improvement in living standards, and consumption expenditure has,
in fact, progressed at a much slower rate
than that of most modern economies
overseas.
The tardy improvement in living
standards and the inadequacy of public
facilities and services, which fail to keep
pace with the needs of a rapidly ex78

panding population notwithstanding heavy
capital expenditure, cause a kind of
simmering industrial and public unrest
and give rise to strong demands for higher
incomes. Thus, there is persistent upward
pressure on the cost and price level, having its seeds in exceptionally high capital
expenditures in the public sector. In the
Australian context these expenditures
have to be financed very largely from
heavy taxation and higher charges by
public utilities: these are the means by
which resources are diverted from "living
standards" expenditure to capital expenditure. In spite of official arguments
to the contrary, there can be no question
that the scale of the migration programme, which has increased quite
spectacularly in recent years, is a potent
influence behind inflation.
Some hold the view that inflation
doesn't matter much, provided other
countries are also inflating at around the
same rate. But this argument is dangerously short-sighted. There is little doubt
that Australia's future is bound up with
the rapid development of our incredible
mineral resources which is vitally dependent on export markets. It needs no
great imagination to see that continued
inflation must threaten to undermine the
structure on which so much depends.
Another argument has now appeared
against the policy of trying to pack migrants into the country as fast as we can
get them; this has to do with the threat
to the human environment of the world
population explosion and of huge cities
where everyday living becomes increasingly unpleasant because of pollution, congestion, noise and the rest. The
immense problems created by population
pressures and the sheer arithmetic of
numbers in older countries are now becoming evident.
Some may contend that Australia, with
its vast emptiness and a population of a
mere 121/2 million, has little in common

with the United States (of the same area)
with a population of 200 million, or with
the United Kingdom with an area less than
Victoria and a population of around 50
million. But such comparisons are misleading. The population problems of the
United States and Britain do not arise
so much from numbers relative to
area, as from the impact of modem technology and industrialisation and the development of huge, congested, polluted
cities which threaten to become unmanageable. And more than this, with
the coalescence of these great centres of
population into one continuous urban,
industrial strip, the huge metropolis becomes the vastly huger and nightmarish
megalopolis.
Australia is unlikely ever to run short
of sheer open space. But the fact remains
that the growing numbers will, for the
most part, live in urban concentrations
similar to those in older countries. In fact,
this is already happening at a frightening
speed. Melbourne and Sydney are be-
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ginning to face identical problems, in
nature if not yet in magnitude, with cities
such as New York, Los Angeles, London
and Tokyo.
Where then, it may be asked, is the
virtue in numbers? Our environmental
problems will be great enough anyhow,
without our compounding them by deliberate acts of policy which are within
our power to alter. This is a compelling
argument. However, it does not mean, as
some people seem to think, that Australia
should abandon its migration programme.
Along with the other arguments concerned with economics, it does mean that
Australia should not blindly accept the
doctrine of maximum migration and
population at any cost.
It is to be hoped that the studies which
Mr. Lynch has introduced will bring
reason and commonsense to bear on a
subject where shallow rhetorical argument, the clamour of pressure groups, and
sheer emotionalism have, for too long,
held sway.
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APPENDIX
MIGRATION 1945-1970
Settlers

Financial
Year

1945/46
1946/47
1947/48
1948/49
1949/50
1950/51
1951/52
1952/53
1953/54
1954/55
1955/56
1956/57
1957/58
1958/59
1959/60
1960/61
1961/62
1962/63
1963/64
1964/65
1965/66
1966/67
1967/68
1968/69
1969/70

Arriving
)
)
)
)
)
)
)
)
)
)
)
)
)
)

Departing I Net Gain

Thousands

Details Not Available

106
108
86
102
122
140
144
139
138
176
185

6
6
9
9
9
10
16
21
24
24
26

Source: Commonwealth Statistician.
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Excess of Departures
over Arrivals
Australians, Visitors,
etc.

100
102
77
93
113
130
128
118
114
152
159

21
17
29
23
29
29
36
31
21
26
46

Total
Net Migration

—10
—6
29
101
162
133
103
58
53
91
99
86
67
77
79
85
48
70
84
101
92
87
93
126
113

Spotlight On The Share Market
attention has been focused on the Australian stock
M ORE
exchange as a result of the incredible mining boom

than at any time since the historic crash of 1929. In 1969/70
nearly 2,870 million mining and oil shares valued at $1,545
million were traded on the Sydney Stock Exchange. This
was more than four times the 649 million shares valued at
$542 million sold in the previous year. The significance of
mining in the recent transformation of the share market is
indicated by the fact that 1968 was the first year in which
turnover in mining shares on the Melbourne Exchange
equalled the turnover in industrials. $510 million worth of
mining shares were sold compared with $25 million in 1963
and $45 million only two years earlier in 1966.
The mining boom has made the Australian stock exchanges among the most dynamic and exciting in the world.
The index of mining share prices has risen five-fold since
1965. The index of industrial shares on the Melbourne Exchange more than doubled between 1965 and the beginning
of 1970, whereas the comparable indices rose by only 40 per
cent on the London Exchange and 10 per cent on Wall
Street. By May, 1970, American share prices had fallen to
their lowest level in eight years, 32 per cent below December, 1968. (See graph on page 89).
Since July, 1967, hundreds of millions of dollars have
poured into Australia, mainly from the United Kingdom,
for investment on the share market. The great nickel, iron
ore and bauxite discoveries in Western and Northern Australia gave rise to the belief that Australia was a rich storehouse of minerals waiting to be unlocked. Overseas investment money seeking a share in the spectacular gains of the
mining developments has been the main factor behind the
Australian share boom.
In a situation of this kind, when prices are soaring and
many investors are reaping substantial real or paper profits,
it is inevitable that public attention will be drawn to the
81

Spotlight On The Share Market

(continued)

operations of the stock exchange. Questions arise about the
part it plays in the whole economic process and the value of
the functions it performs. Whenever prices fall, as at times
they will, and money is lost, many will ask whether sufficient
protection is provided for the multitude of small investors
who can ill-afford to lose the hard-won savings they have
devoted to share purchases. On the other hand, a minority
of well-informed investors and shrewd speculators are sometimes able to achieve gains denied to the mass of people with
limited financial resources and knowledge. The prospect of
quick and easy money also naturally attracts less reputable
elements in the business and financial world. The possibility
of market manipulation and unscrupulous share promotions,
supposed to have occurred during the mining boom, led to
the appointment of a Senate committee of inquiry, which is
now conducting hearings.
Many people tend to think of the stock exchange purely
in terms of the daily buying and selling of company shares.
Industrial and mining shares comprise the biggest listings on
the Melbourne Stock Exchange with a market value in September, 1969, around $15,000 million. But other listings include company debentures and notes, $1,353 million, and
government and semi-government loans, $9,885 million. The
exchange occupies a most important place in monetary management and in the financial control of the economy. With
the ten-fold growth in listed government securities since
1939, the stock exchange has enabled the Reserve Bank to
operate an effective open market in Commonwealth bonds
and thereby influence interest rates and the volume of
liquidity in the economy.
Through current share values, investors are able to
gauge the income available from alternative forms of investment and thus to channel funds towards various industries
according to prospective returns and the risks involved. Individuals and institutions are also encouraged to place otherwise idle moneys at the disposal of industry, secure in the
knowledge that, should the need arise, they have a ready
medium in the stock exchange for turning their securities
into cash.
The stock exchange is frequently criticised because of
wide and rapid fluctuations in the prices of the "commodities"
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with which it is concerned. This, however, could be quoted
in its favour. Of all the basic institutions of modern
capitalism, the stock exchange comes closest to the classical
economists' conception of the perfect market where prices
immediately respond to demand and supply.
What relationship do the ups and downs of the share
market bear to changes in economic conditions? Do the two
run in harmony or are movements on the stock exchange
to some extent independent of those in the economy? How
reliable are stock exchange fluctuations as an indicator of the
future trend of business? In view of the recent serious decline in share values in the United States, these questions
have assumed a great deal of current importance.
The Director of the National Bureau of Economic Research in the United States, Mr. George Moore, claims that
share price rises or falls provide a reliable guide as to how
business will fare during the following year. Moore believes
that the level of share prices reflects the view of investors
about the future state of business conditions and the trend
in company profits. Statistics relating to nine major share
market declines in the United States over the past halfcentury show that all but two — in 1946 and 1962 were
followed by significant business down-turns. The details are as follows:
Year

Percentage Fall
in Share Prices

Length of Depression
or Recession (Months)

1919
1929
1937
1946
1948
1953
1956
1959
1962

46
89
49
23
16
13
20
17
27

7
80
13
Nil
11
13
9
9
Nil

Percentage of
Unemployment at
Trough of Recession
n.a.
25
19
4
6
51/2

4
51/2
5 1/2

The 1946 share market decline in the United States
was caused by the widespread expectation of investors that
company operations were sure to turn sharply downward
when the war ended. The fear turned out to be misplaced
as the new Keynesian fiscal and monetary policies proved to
be effective in maintaining full employment and avoiding
the anticipated post-war slump.
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The fall in share prices in 1962 also failed to herald an
economic recession. What happened was that at the end of
1961 investors began to entertain doubts about the high priceearnings ratio of shares — a post-war peak of 23 as compared
with 10 in 1951 and under 15 for most of the S O's. The
technical adjustment to a new P/E ratio of 19 took place
without a business recession eventuating.
There is also a somewhat different question — that is,
whether a serious share market recession could itself set off
a general economic recession. The famous American economist, Professor J. K. Galbraith, has raised the possibility that
the recent slump in share prices could bring on a recession
or even depression in the United States. An equally eminent
colleague, Professor Samuelson, does not seem to think so.
He says "The market is the tail — and the tail does not wag
the dog which is the gross national product". Samuelson
suggests that a decline in share prices is at worst a minor influence in depressing consumption and investment spending.
The Australian stock exchanges are greatly influenced
by basic economic factors: changes in interest rates, the
balance of payments, government fiscal and monetary policies
and the rest. And for most of the past two decades, the
share market has also had the stimulation of rapid population
growth, and, more recently, the great activity in minerals.
Setbacks to the, upward trend in share prices have been few
and usually short-lived.
As in the United States, there seems to be a link in
Australia between share price changes and subsequent movements in the economy; but this link is by no means as close
as it was in the years prior to the advent of Keynesian
monetary and fiscal policies.
Once upon a time, a slump in the share market was
regarded as an ominous and reliable portent of a serious
business recession. In recent years there have been numerous
examples of a sharp down-turn in the share market which
have not been succeeded by any serious check to the rate of
economic expansion. Thus, in 1965/6 a large reduction in
Australian farm income, falling overseas reserves and rising
interest rates produced a mild slump in share prices, but the
impact on the non-farm sector was negligible. Moreover, it
was not long before the share market itself started to bubble
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again under the stimulus of the nickel, oil and gas discoveries
and the iron ore developments.
Over the past 20 years there has been a transformation
of immense significance in the share market brought about
by the huge growth in institutional and overseas investment
in company securities. The Life Offices in Australia are now
purchasing about $150 million worth of shares a year, compared with a mere $2 million in the early 1950's, and private
pension funds over $40 million against $4 million two decades
ago. New share purchases by individuals have greatly declined
since the mid 1950's when they were at the rate of $100
million a year. The "Flow-of-Funds" Statement published
by the Reserve Bank suggests that Australian individuals have
not been big net buyers of shares in recent years and, indeed,
have in some years been net sellers — in 1967/8 to the tune
of $152 million. In the same year, life assurance companies
and pension funds were net purchasers of shares worth $114
million; overseas investors purchased $247 million. In the
United States institutional investors are now responsible for
over half of all share buying on Wall Street and the institutions' share of- the Australian market must also be very
large. The vast sums of money required for the development
of the new mineral finds and for capital-intensive industrial
plants are beyond the resources of individuals and must be
provided in the main by institutional and overseas investors.
The stock exchange is a market based on confidence.
Waves of optimism sometimes cause share prices to reach
levels far beyond these justified by the facts of the business
and economic situation. This is particularly true of mining
shares where news of a major find can set off a clamourous
demand for shares right across the board — without rhyme or
reason. The fever of boom is highly contagious. Equally, disappointing news can puncture the balloon of hope and then
lead to an over-reaction towards pessimism. Gloom takes hold
of the market, everybody wants to sell, but nobody to buy;
investors and speculators desperately unload shares in an
attempt to cut their losses.
A certain amount or irrationality is inherent in all
human institutions and the share market which largely reflects the opinions, prejudices, hopes and fears of fallible
human beings is perhaps the classic example. A leading Wall
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Street analyst, Mr. Gerald Loeb, says that, "Market values
are fixed only in part by balance sheets and income statements; much more by the hopes and fears of humanity;
by greed, ambition, Acts of God, invention, financial stress
and strain, weather, discovery, fashion and numberless other
causes".
Are any major reforms of the share market needed to
provide additional protection for investors and to minimise
the possibility of manipulation by unscrupulous share traders
or promoters? There must be safeguards to ensure a fair
market in shares, but no controls can protect people against
their own financial foolhardiness.
It could be argued that as a means of making money
the stock exchange favours "the man in possession" and those
with special financial knowledge and experience or with close
associations in the financial and business community. These
people are not only more likely to acquire useful information
upon which judgment can be based, but they also possess
the skills to put their knowledge to profitable purposes. The
acquisition of the information can be quite legitimate — it
may have nothing to do with "inside" or prior knowledge
leaked to them by friendly associates. In share investment it
is a tremendous advantage to be working in close proximity
to where the action is, in other words, to the market itself.
If, in addition to these advantages of ready access to information and the skills and experience to evaluate it wisely, one
also has the financial resources to draw upon, the stock exchange can be a fruitful avenue of personal gain. Nevertheless, mistakes can be made, even by the shrewdest and
best informed. Highly skilled investors not infrequently make
losses. Stock exchange speculation, and even investment,
entails considerable risks and these risks are perhaps not
sufficiently appreciated by the multitudes of smaller people
who put money into company shares in the hope of quick
and even spectacular reward.
Governments and stock exchanges themselves should
make every effort to protect investors against the manipulations of unscrupulous share traders or promotors. But no
stock exchange rules or government regulations can protect
the foolhardy, the improvident, or the unskilled investor
against his own shortcomings. The swimmer who enters a
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dangerous sea before he has learned to swim, and more important to swim well, stands a more than even money chance
of getting drowned. And even the strongest swimmers can
at times be overwhelmed by the capricious and unpredictable ocean. Successful investment requires not only financial
know-how, intuition and skilled timing, but also unremitting
attention. One can't relax for a moment; the most highly
skilled person can be caught out by failure to keep his eye
on the ball.
In these days of full employment and creeping inflation,
with property values and the economy always moving forward, there is a reasonable expectation that tomorrow on the
share market will be bigger, brighter and better than today.
In such a climate, share trading can be a useful source of
income and may even at times yield unexpectedly large gains,
provided — and this, of course, is vital — one takes the pains
to acquire the skills and knowledge essential to success. Admittedly, some people achieve gains through sheer luck, but
for every lucky investor or speculator there are hundreds
not so fortunate.
These things should be borne in mind by those people
who launch their savings on the capricious seas of the share
market and more particularly those who imagine that easy
money is to be had without commensurate effort. However,
even the man with limited resources can benefit by taking
an active interest in the share market. In the main he would
be wise to confine his attention to stocks of unquestioned
soundness with strong growth prospects. If in addition he has
a taste for speculation, he should limit his investment to money
which he can afford to lose. He may make big gains, but
equally, he may incur big losses. A prudent investor will
always keep the greater part of his savings "in the bank",
that is, in avenues where the risks of loss are minimised.
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APPENDIX
TABLE I — GROWTH IN NOMINAL VALUE OF SECURITIES LISTED ON THE
MELBOURNE STOCK EXCHANGE
1889 to 1969

1889
1907
1919
1924
1930
1939
1969

Government and Semi. Company Debentures
and Notes
Government Loans
$ Million
$ Million
1
5
20
63
20
582
22
628
24
794
36
1,156
1,413
10,068

Company
Shares•
$ Million
62
58
140
250
388
474
4,542

*The 1889-1939 data excludes all mining companies except lead, zinc and copper.

Source: Melbourne Stock Exchange.

TABLE II — GROWTH IN TOTAL MARKET VALUE OF COMPANY SHARES
LISTED ON THE MELBOURNE STOCK EXCHANGE
1939 to 1969

1939
1945
1953
1959

Ord. Shares (incl.
Lead, Zinc and
Copper Mining)
$ Million
610
742
1,640
4,820

Pref.
Shares
$ Million
92
114
152
148

Mining Shares
(excl. Lead, Zinc
and Copper)
$ Million
70
78
132
168

Total
$ Million
772
934
1,924
5,136

NEW SERIES
(Excluding Mining)
7,771
136
1965
129
12,178
1969
Source: Melbourne Stock Exchange.

(All Mining)
1207
6923

9,114
19,230

TABLE III — NO. OF COMPANIES LISTED ON AUSTRALIAN STOCK
EXCHANGES
Exchange
Both Melbourne and Sydney
Melbourne but not Sydney
Sydney but not Melbourne
All other cities

Industrial
450
240
310
400
1,400

Mining
200
20
30
50
300

Total
650
260
340
450
1,700

Source: Estimated from data provided by Melbourne and Sydney Stock
Exchange Services.
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Financing Social Services
By

DR. COLIN CLARK
After a distinguished career in Australia and abroad, Dr. Colin Clark recently
returned to this country to establish. the Institute of Economic Progress at Mannix College, Monash University.
Dr. Clark has an international reputation for his pioneering statistical work
in the field of national income and for his provocative contributions to economics.
This article written especially for "Review", attacks the trend toward
government-provided benefits for everyone, and is a startling new approach by the
author to what has become one of the great challenges facing Government today.

E

VERY family with young children has
some kind of a Christmas ceremony.
The whole idea is that there should be
presents for everybody.
This idea has its attractions in politics
too. "Nobody shoots Father Christmas"
has become a favourite slogan.
But what would the family think if,
shortly after the distribution of Christmas
presents, the head of the family went
around to assess each of them for their
share of the cost of the presents, plus a
substantial remuneration for himself as
administrator? For this is exactly what
Father Christmas politicians do. To say
that such a man would be regarded with
contempt is too mild a word. And this
is the sentiment which the ordinary man,
who has to pay the taxes, is coming to
feel for both political parties, who promise "something for everyone", with the
object of winning the next election.
There can be no compromise on this
question. The "something for everyone"
principle in politics must be discredited
and abandoned, completely and without
qualification, before it reduces the country
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to economic ruin and, as it well may,
degrades and destroys the whole principle
of democratic government.
Not least among the faults of "something for everyone" politics is that a great
many of those who really do need social
services are inadequately provided for.
Professor Henderson's investigation of
the Melbourne metropolitan area has
shown that a substantial proportion of the
population is living in real and unmistakable poverty, in spite of all our
social services and wage legislation.
Those in need comprise principally pensioners, widows and deserted wives with
young children, and large families whose
fathers are earning low wages.
We need a system of social services
which will identify and give generous help
to those in real need. But at the same
time those concerned must be willing to
apply for public assistance, and acknowledge that they have received it. It is
admittedly much more pleasant to think
that one is receiving something "because everybody else does". Two of the
most offending groups in this respect are

farmers and students. Some farmers are
in trouble, therefore every farmer must
enjoy price-supports; some students have
difficulty in paying fees, therefore university education should be free for all.
Graziers demand a wool subsidy, not
because they can claim that they are living in poverty, but in order to maintain
them in the state to which they have
become accustomed. Behind all such
proposals there lurks a mean and insidious greed on the part of men, who are
themselves fairly well off, who seek to
exploit the distress of some of their colleagues in order to enrich themselves
further at the expense of the whole body
of taxpayers, most of whom are much
poorer than they are.
Some families are too poor to afford
what would generally be regarded as
decent housing. So, with great difficulty
and expense, we organise public housing
authorities in an attempt to provide some
of them with what they need at a subsidised rent. Some families cannot afford
to pay for medical attention, some cannot afford school books, and so on, and
so on. So we go on devising one cumbrous
scheme after another, very costly to administer, and probably doing little for the
families who need help most.
Why do we not recognise the simple
fact that what these families are suffering
from is a lack of income? What we should
do is to provide them with an adequate
minimum income, and then let them do
their own purchasing of housing, medical
treatment etc. They will certainly do this
with much less trouble and expense than
when public authorities do it for them.
The question whether social service
payments (the question arises foremost
in respect of old age pensions, but it
concerns other social services too) should
be paid with or without a means test has
been with us, and with other countries,
for nearly a hundred years. If we impose
a means test, this discourages saving at
all ages, and particularly on the part of
older people; and more saving is one of
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Australia's most urgent economic needs,
if we are not to go on selling off our most
valuable assets to foreign investors to
raise enough money to meet our current
expenses. If on the other hand we fix the
old age pension at the level which will
enable the aged who have no other income
to live free from poverty, but pay it
without a means test, we will be handing
out very large amounts of the taxpayers'
money to people who do not need it
(likewise with other social services). In
terms of our present ideas, the problem
is insoluble.
Pay old-age pensions, and other social
service benefits, some suggest, to all; but
make them taxable in the hands of the
recipient, so that the Treasury will at any
rate get some of its money back from
those who can afford it. This is undoubtedly better than paying out untaxable benefits indiscriminately. But it is
still a very unsatisfactory solution.
We need a system which will make
social services freely available, which will
prevent applications on the part of
families who are well able to provide for
themselves, which will make payments
to a very poor family without qualification, and which will indicate to families
a little above the poverty line that, while
their means will be taken into account,
the graduation will be gentle, so that they
will still be allowed to keep the greater
part of any additional dollar which they
may earn.
The key to the problem is to make
social service payments taxable in the
hands of the recipients at higher rates
than other income. A rich family would
be legally free to apply for and receive
social services, but, in view of the multiplying factor which would be applied to
the social service payment when it was
included in their income assessment, they
would positively lose money by so doing.
A very poor family would not be taxable,
and so for them the question would not
arise. A family near the poverty borderline could receive the same social service
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payments as a very poor family, but would

have to pay part of them back on their tax
assessment; the graduation of the rate
however being mild enough still to leave
them a considerable net gain from each
additional dollar earned.
This provision would also look after
the family whose circumstances change
suddenly from week to week.
They could apply for assistance as
often as they thought fit, and assistance
could be immediately granted in cases of
unemployment, sickness etc. But the
family would know that all these would
be taken into account in their tax assessment at the end of the year. When applying for assistance therefore it would
be only prudent for them to make an
estimate of what the year's income is
going to be. If the year's total income
turns out low, they can keep all the
social service money which . they have received. If they have made a mis-judgment,
and their year's income turns out to be
higher than they expected it would be,
well, then they have to repay some of
what they received in social services; but
this is quite fair and reasonable.
Before further developing this idea,
however, we must turn to a more
fundamental reform needed in the tax
system, namely provision for children.
Australia needs more children as urgently
as more savings; and indeed the two go
together.
For example, a pensioner consumes
considerably more than a child—pensioners largely live on withdrawals of
savings, while children tend to provoke
greater efforts to save on the part of their
parents. Population growth by migration
is better still, from the economic point of
view, because newly-arrived migrants tend
to be heavy savers.
It should be the duty of the taxation
system to help families who bring up
children not only at low, but at all income levels. The present allowances for
children leave families with children,
except at the lowest income levels, much
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worse off than families without children.
Income should be assessed per head of
those dependent on it, i.e. taking into
account non-earning children and, under
certain circumstances, other dependent
relatives. This would provide a very
large—and necessary—transfer of the
burden of taxation from those who are
bringing up children to those who are
not.
It logically follows, of course, that
income accruing to all members of the
family would have to be included in the
assessment, and the separate assessment
of married women would have to cease.
Students between the ages of 18 and 25
who were not earning, or only earning
part-time, would have the option of being
assessed with their families (which would
be advantageous to the family if its income were high), or independently.
There is another anomaly in both tax
and pension law at the present time,
namely the treatment of owner-occupied
houses differently from other assets. These
provisions were enacted many years ago,
when it was considered desirable to give
special encouragement to home ownership; but they are not necessary now.
They have harmful economic effects in
attracting too high a proportion of savings
into housing rather than into other
forms of investment. The exemption of
housing in the assessment of the assets
of old age pensioners often encourages
extravagant expenditure in this respect.
If these provisions were repealed, the price
of houses would come down, and many
young families would benefit. The estimated rental value net of maintenance
and depreciation of an owner-occupied
house should be added to the occupier's
assessable income. (Theoretically, a case
could also be made for assessing the
imputed net income from cars and household durables; but this would not be
practicable in fact).
The discouraging economic effects of
high income taxes are mainly in the
marginal rates, i.e. the tax levied on an

additional dollar of income. In a wellknown book written in 1939 Sir John
and Lady Hicks contended that even
under war-time conditions the marginal
rate should never exceed 67 per cent on
the highest incomes. In peace time the
limit should be 50 per cent.
This upper limit established, how
should marginal rates vary with income?
A look at the rates now prevailing in
Australia, or for that matter in most other
countries, will make it clear that there is
nothing rational about these scales. What
we find instead is a sort of archaeological
deposit, which could be interpreted by
experts in political history, of scales
originally clumsily designed, altered from
time to time to take account of changing
values of money, or when political pressures became too great, in moves designed to attract the maximum number
of votes per unit of taxation remitted, or
in response to politically influential
groups in the community.
The rational answer to the question is
that, in the first place, marginal rates on
the lower incomes should be as low as
possible. It is a well-established economic principle that the same proportionate
rate imposes much greater economic
sacrifice upon a lower income than it
does upon a higher. But also we wish to
take into account the provision above that
low-income recipients of social service
benefits, at a level of income which requires them to pay part of the benefits
back in taxation, should be taxed at the
mildest possible marginal rate.
Subject to these maxima and minima,
how should marginal rates rise over the
intervening range of incomes? There is no
justification whatever for introducing
sudden changes at $32000, or any other
specified income. The only fair provision
is to make the marginal rates rise in
smooth progression, from the lowest incomes to the highest. But, while retaining
this provision, the progressions should
be capable of alteration in order to pro93

vide the Treasury with more or less
revenue, as needed from time to time.
The mathematical equation which satisfies these conditions is the hyperbola.
Each taxpayer would be able to calculate
his marginal rate easily—though he
would need a book of tables to show the
total tax which he had to pay. The
Treasury would fix from time to time a
figure which Giblin (with whom I first
discussed this idea many years ago)
christened "the mitigator". By lowering
"the mitigator" the Treasury gets more
revenue, and conversely. If a taxpayer
multiplies his taxable income by 50, and
then divides by his taxable income plus
the mitigator, he obtains his marginal percentage rate of tax. By raising the
mitigator the Treasury gives him a larger
divisor and thus a lower tax rate.*
An illustrative table (See page 96) has
been prepared to give some idea (highly
preliminary) of a taxation system assessed
on income per head of the family, and
with a maximum marginal rate of 50
per cent. At the time of writing, the
latest available statistics were for 196667. The table was prepared to indicate
possible conditions in 1971-72 on the
simple assumption that numbers of
earners had increased uniformly by ten
per cent, and that all incomes had increased uniformly by one-third—most of
this, of course, representing price rises.
The amalgamation of the incomes of
wives with husbands, and the estimation
of the numbers of families in each dependency group, could only be done on
highly arbitrary assumptions.
Calculation is made with two possible
"mitigators", of $1000 and $500 respectively, which will yield very different
revenues.
The table refers to taxable income
within each range specified, not to the
*If x is taxable income above the minimum,
the marginal rate (as a percentage) is 50x /
(x + a), where a is the "Mitigator". This
marginal rate gradually approaches 50 per
cent as income becomes very high.
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total taxable income of the taxpayers.
The yield columns show the tax collected
within that income range, again not the
total payments by the taxpayers.
It is clear, however, that the amount
of revenue which could be collected under
a scheme of this sort, on any practicable
scale, would be considerably less than the
present.
At the expected price and wage levels
of 1971-72, it is proposed that family
incomes below $1200 per head be exempted from income taxation. The suggested rate of grant for families dependent on public assistance is $800 per
head per year.
It was considered necessary to leave
a substantial gap between these two
figures; and that it would be difficult to
collect revenue if the taxable limit were
placed above $1200 per head of family
per year.
The second figure could hardly have
been put lower than $800—after all this
is the rate of present day old age pensions, for single persons, and substantial
further price increases are expected between now and 1971-72. It is not intended however that old age pensioners
should be worse off. In the first place, they
will be able to earn up to nearly $300
per year additional income, without any
tax, or reduction of pension. But much
more important than this is the consideration that, on the scales proposed,
if they can be treated as members of a
family, while they continue to draw their
pensions, the family will nevertheless gain
a tax advantage, however high its income is, by increasing the divisor (number of dependants) by which taxable
income is divided. Provision would in-deed have to be made to confine this
privilege to genuine families (i.e. children forming a family with their parents),
with perhaps a few other cases; and maybe to restrict its application to very high
incomes.
On the other hand, when a family
applies for public assistance of any kind,
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where the numbers of the family are not
increased, higher-income families would
be dissuaded from applying by the following tax provision.
A tax assessment will be made in
which the public assistance element in
income is multiplied by the factor (All
income less medical and educational
deductions per head per year /800).
Thus if a family receiving $800 per head
public assistance earned or received an
additional $400 per head, the multiplying factor would be 1200/800 or 11,
applied to the $800 public assistance,
i.e. they would be assessed to $1200
per head on their public assistance
income plus $400 per head on
their other income, or as if they had
earned $1600 per head. This in effect
requires them to use 10-15 per cent. of
their additional earnings to repay public
assistance. This is much more generous
treatment than in any other public assistance scheme.
On the other hand consider a family
whose present income per head is $2400.
If it applied for public assistance of
$400 per head on any of the grounds
specified below, this would be multiplied
by a factor of 2800/800 or 31/2, i.e.
would add $1400 per head to their tax
assessment. At marginal tax rates of
about 30% they would lose more than
they would gain. Each family would soon
learn to make its own calculations in this
respect.
Applications for public assistance could
be temporary (maximum period six
months) or permanent, to which different rules would apply. Grounds for
application for temporary public assistance would be:—
(i) Unemployment. In this case the
applicant would be required to register
at the labour exchange and take work
offered to him in any trade in his own
neighbourhood, but would not be required to leave home.
(ii) Medical expenses in excess of $20.
(Most families should be able to meet a

cash demand of this order without assistance: and administrative expense
would be greatly increased if smaller
claims were allowed.)
(iii) Absence from work through illness
for a period of more than one week.
Application for permanent public assistance could be made on the following
ground s:—
(i) Over 65 years of age. (There is no
justification for specifying a lower age
for women.)
(ii) Permanent invalidity certified by
medical examination.
(iii) Engaged in full-time study at
recognised institution.
(iv) Educational fees and expenses.
(v) Family income per head less than
$800.
(vi) Widowhood with young children.
(vii) Apparent permanent unemployability. (In this case both spouses must
be registered at the labour exchange for
any, work offered, unless the wife is in
charge of young children.)
Where the claim is made on the
grounds of family income falling short of
$800 per head, the claim will be judged,
in the case of wage earners, on the
average earnings of the last eight weeks
(excluding periods of unemployment or
illness). In the case of unsuccessful
farmers, small businesses, etc., the claim
will have to be based on net income for
the last tax year.
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Recipients of permanent (not temporary) public assistance should have to prepare a return of all property (including
dwelling, but not car, household goods,
etc.,) owned by them. In addition to income actually received from their property, their tax assessments should include
a figure of 10 per cent. of the current
capital value of the property. This will
give them an incentive to sell some but
not all of their property. Property
actively used in producing current income (e.g. in the case of farmers and
small businessmen) would, however, be
exempt.
It is to be hoped that in this way we.
could achieve a system of social services
at once just, efficient, and reasonably
simple to administer. It is true that, at
the scales proposed, it would mean collecting less revenue from income tax. But
it would have the great advantage of
making it possible for us to sweep away
a vast medley of present-day social services, costly to administer, and unjust,
often giving considerable sums of public
money to families who do not really
need it, and neglecting the needs of the
real poor. Public housing, medical assistance and all the rest could go into the
discard; and we might even question the
sacred principle of free education. The
poor would have, much more than they
do now, a genuine incentive to earn more,
more children would be born, and national
savings greatly increased.

Financing Social Services (continued)

ILLUSTRATIVE ESTIMATE OF DISTRIBUTION OF AUSTRALIAN FAMILIES BY INCOME PER
HEAD IN 1971 -1972

Income Range

Numbers
of
Families
(000)

$ per head
per year
456799
800- 1066
1067- 1199
1200- 1332
1333- 1599
1600- 1866
1867- 2132
2133- 2399
2400- 2666
2667- 3199
3200- 3732
3733 - 4266
4267- 4799
4800- 5332
5333- 6666
6667- 7999
8000 - 10666
10667 -13332
13333 - 26666
26667 - 39999
40000 and over
Total
(above $1200)

Taxable Income*
(within income
per head range
specified)
$ million

282
566
.353
350
689
475
335
326
236
317
323
180
89
79
87
63
52
9
18
1
1
3630

458
773
623 •
519
426
355
565
373
251
181
139
234
129
129
58
57
16
10

Rates and Yields (exemption $1200)
Mitigator of 10001
Marginal
Rate %

2.8
10.0
17.2
22.2
25.6
28.5
31.6
34.4
36.6
38.1
39.5
41.0
42.5
44.2
45.5
46.5
48.3
49.0

Mitigator of 500

Yield
$m.

Marginal
Rate %

Yield
$m.

13

5.3
16.7
25.6
30.7
33.7
36.3
38.7
40.7
42.3
43.4
44.2
45.0
46.0
47.0
47.5
48.3
49.2
49.4

24
137
160
159
143
129
219
152
106
78
62
105
60
.61
28
28
8
5
1664

77
107
115
109
101
160
128
92
69
55
96
55
57
26
27
8
5
1280

`Not total income, but income within the ranges specified in the first column received by families within or above
the range specified, and therefore subject to the marginal rates of taxation proposed in the later columns.
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