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Editorial —
A COMMUNICATIONS GAP
Every employer, every management of a business of any proportions, in these turbulent times, should add to their list of customary functions the responsibility of providing their employees with the
facts and information needed for an understanding of the free enterprise market economy.

In the last year or two there has been a strong feeling in the
business community that the case for free enterprise is going by
default. It is argued, for instance, that the Labor Gown-nment
could never have pursued policies so destructive of investment
and enterprise or so harmful to most sections of industry — for
example, mining— had there been a wider understanding among
the Australian people of the role of the private sector and of
their dependence upon it for jobs and better living standards;
nor would certain trade unions have been able to cause largescale disruption of industrial activity, mainly in furtherance of
political objectives.
In particular it is claimed that general ignorance about the
part played by business profits in contributing to efficiency and
economic progress has led to industrial stagnation, the nearcessation of new investment, and inflation on a scale rarely
paralleled in our history. It has even been asserted that unless
current misunderstandings about business are corrected, and the
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A Communication Gap (continued)

false propaganda of those hostile to it is effectively countered,
free enterprise in this country will eventually be supplanted by
some form of socialism.
With much of the above argument, the I.P.A. is compelled
to agree. There can be no question that there is almost total ignorance among a great part of the public about the fundamental
principles of a progressive free market economy, and about the
operations of business and the contributions it makes to improving the quality of life of all Australians.
However, we should be clear in our minds why this is so,
why ignorance abounds, and why serious misunderstanding is so
prevalent. After all, the facts and arguments supporting the free
enterprise case have been effectively marshalled and clearly
stated. The I.P.A. has been in the business of doing just this for
over 30 years, and in that time we could hardly have failed to
have learnt something about it.
Let us take one small, but crucial example: the controversial subject of business profits.
The case for profits has been comprehensively argued over
the years from many different angles, both factual and theoretical, in numerous full-length articles in this journal. Hardly an
issue of our other regular publication, "Facts", has appeared
without some brief, simple factual statement bearing on the importance of adequate profits. In a number of special booklets,
the Institute has dealt fully with the essential role of profits in
the Australian mixed economy. Time out of number, the I.P.A.
has demonstrated that company profits overall are no more than
reasonable and sometimes substantially less than reasonable;
that the return on investment is, in the main, quite a bit less than
comparable returns in overseas countries. It has been conclusively shown that profits in our free market economy are
necessary to rising productivity, to economic expansion and to
the well-being of all Australians; that the prospect of profit is, in
truth, the engine of economic progress, and that when the
prospect vanishes, or is deliberately destroyed, the engine will
stall. It has been proved, beyond argument, that the great bulk of
company profits do not end up in the pockets of a rich, privileged minority, but are dispensed far and wide through the
community; also that substantially more than half of all corn26
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pany profits go to swell the revenues of governments, and are
then spent, presumably, in ways beneficial to Australians
generally, but overwhelmingly to the lower income groups. We
have used irrefutable data to substantiate the truth that profits,
by and large, amount to only a few cents in the sales dollar and,
therefore, that the causes of soaring prices must be sought
elsewhere.
No one, not even Mr. Hawke or Mr. Halfpenny, has effectively disputed or overthrown these facts or arguments. They
have not, because they cannot. Yet, with all this, the merest mention of the word "profit" gives rise to feelings of suspicion and
even hostility in the minds of many Australians.
If the case for free enterprise is failing to get across to the
people, the failure cannot be attributed to any lack of convincing
argument or factual demonstration. The failure lies in the area of
communications. To point to this is not, however, to solve the
problem. The difficulties of informing not a few hundred or a
few thousand, but literally millions of people about the
economic system from which they draw their livelihood are
clearly immense. How does one convey even the barest essentials
of the message to millions of minds? The problem is one of mammoth proportions.
The main media of mass communication today are the daily
newspaper and television. Practically every home has a T.V. set;
only a few at most would not be host to one or other of the leading dailies. But why should a daily paper or a T.V. station undertake a continuing deliberate educational role to explain "the
system" to their reader or viewers? And even if they did, is there
any certainty that a majority would absorb the message? When
reading the daily newspaper or watching T.V.,the average reader
or viewer is, not surprisingly, more concerned with the daily diet
of events or with entertainment rather than with educating their
minds. Economics, whatever its importance, cannot pretend to
take a prominent place on the list of lively subjects.
If the mass media do not provide effective channels of mass
communication, from the standpoint of economic education,
where, then, can we look?
The answer to this is, fortunately, clear and simple. The
only conceivable channel is through the employer himself. Every
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A Communication Gap (continued)

employer, every management of a business of any proportions,
should, in these turbulent times, add to their list of customary
functions, the responsibility of providing their employees with
the facts and information needed for an understanding of the
free enterprise market economy. A large part of this task is to
give employees the basic information required for an understanding of the essential economics of the business in which they
work.
The matter is one of great importance and equally great
urgency. If the task is not undertaken by employers, it will not—
because it cannot — be done at all. In that event, the case for free
enterprise will continue to go by default. The possible, even probable consequences of this are quite frightening to all those except the tiny minority who seek to destroy our free liberal
society.
One criticism which organisations such as the I.P.A. frequently encounter is implicit in an oft-repeated question: "Are
you only preaching to the converted"? What those who ask this
question fail to realise is that the job of reaching the "unconverted" is one that can be carried out only by those who ask
it. The channel of access to the people (in conveying the free enterprise story) is through the employer to his own employees. No
other channel is available. Some employers are playing their
part. Too many are not.
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ECONOMIC COMMENT - LAYING THE
FOUNDATIONS
The Government is proceeding steadily towards its goals of transferring
resources from the public to the private sector and of containing wage increases to
non-inflationary levels. These are, the essentials of an enduring and not just shortlived economic recovery.

Five months after assuming office,
the Government introduced a series of
fiscal measures, probably unprecedented
in magnitude and import outside of the
normal Annual Budget. Indeed, the
"Lynch Budget" of May 20th was of far
greater economic and social significance
than most Annual Budgets. Those who
had been accusing the Government of
"inaction" were made to eat their words.
Even now the full significance of
the Government's measures has not been
widely understood. One needs to read the
58 pages of the Treasurer's Statement to
appreciate the enormous volume of work
(extending over some months) which lies
behind the decisions it embodies. In sum,
the measures amount to a complete
reversal of an apparently irresistible
trend which had been developing in the
economy since the War and which had.
reached its culmination in the three years
of the Whitlam administration — the
trend to bigger and bigger Government.
The total reductions made in projected
Government expenditures amount to
nearly $2,600 million. The Government
is to be applauded for its courage in coming to grips with the monster and dealing
it what could prove to be a devastating
blow. The Government is also to be commended for the wisdom of the economic
strategy which lies behind the huge,
almost across-the-board, reductions
made in Commonwealth spending.
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The strategy of the Government is
rightly directed at the defeat of inflation
— for the moment, that and almost
nothing else. For unless inflation is
decisively ,checked, and checked soon,
the Australian economy will be brought
to its knees. The rural industries have
already suffered critical damage quite
largely as a result of inflation; the mining
industries have been seriously harmed
and, unless inflation is arrested, may
eventually be in like case to the farming
community. The repercussions on the remainder of the economy of the crippling
of the export sector would clearly be
quite catastrophic.
But reductions in Government expenditure, however large, will not, in
themselves, be enough to bring about the
end of inflation. The most essential task
is to reduce the madcap rate of increase
in incomes of recent years to non-inflationary proportions. This objective was
not helped by the Arbitration Commission's decision to pass on in increased
wages the full 6.4 per cent price rise in
the December quarter. In granting only
partial indexation in its decision of May
28th, the Commission now shows signs of
seeing the light. Indeed, the very reasons
which the Commission advanced for this
decision applied every bit as strongly in
the previous indexation case when it
mistakenly saw fit to pass on the full price
rise.
29
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The main obstacle to a sensible
wage policy has been the short-sighted intransigence of the Trade Unions. Notwithstanding the Government-Union discussions on June 11 and 12, the Unions
apparently continue to argue that full indexation is necessary if the real wages of
their members are to be maintained. At
first sight this seems reasonable enough.
It ceases to look reasonable when it is
recalled that in 1974/75 real wages increased by 7 per cent and that real gross
domestic product fell by 2 per cent. The
standards of living of the average wage
earner (as Mr. Hayden pointed out in his
Budget last year) were increased by .a
further 2 per cent as a result of Government expenditure in the welfare and
other fields.
In the short run there is no escape
from a reduction in real wages if inflation
is to be checked and the profitability of
industry restored. A temporary reduction
in real wages is clearly in the interests of
wage-earners themselves because it is the
sole basis on which increases can be attained in the future. This was made clear
in Mr. Lynch's Statement on May 20th —
"Without progress, and the expectation
of progress, on the wage front, we are
locked into a rate of inflation which will
simply not permit a large increase in investment and the provision of job opportunities at a rate which would significantly reduce the present level of
unemployment."
It is high time - that Trade Union
officialdom took a more mature and
responsible part in national economic
policy.
Among other things they should ask
themselves whether the real interests of
their members are, in fact, being advanced by a continuation of inflationary
wage rises. They should also consider the
impact of these wage increases on pensioners and other under-privileged sec30

tions, whose interests they profess to have
at heart.
* * *

In the "Budget" of May 20th, few
items of Government expenditure
escaped the chopper. Education,
surprisingly, was one. While the forward
estimates for Education were reduced by
$80 million, the Government
programme, in the Treasurer's words,
provides "for a significant real growth in
expenditure next year". There will, indeed, be a 4 per cent increase in real expenditure over 1975/76. Education, thus,
continues to be treated as sacrosanct.
This attitude will, eventually, have to be
changed. As a sink for public funds,
Commonwealth expenditure on Education at over $1,500 million a year rivals
Medibank, and there is a growing feeling
throughout the community that Australia
is not getting value for money from this
huge outlay. In need of re-assessment is
the continuation of free tuition for students at universities and other tertiary institutions. Many of those taking advantage of this situation — quite understandably — might have second thoughts if
required to contribute at least something
to the cost of their own tuition. The numbers of students at tertiary institutions has
exploded from 30,000 in 1950 to almost
200,000 today. The burden of providing
free university education falls on the
shoulders of the general taxpayer. This
means, in effect, that people in comparatively low income brackets (whose
children, for the most part, do not go to
universities) are contributing to the cost
of educating the offspring of well-to-do
families. The Government has, however,
rightly decided to re-introduce tuition
fees for students taking second and higher
degrees. It is to be hoped that this is a
straw in the wind.
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The Government had no alternative
but to tackle Medibank ($1,400 million
in 1975/76 or 6.4 per cent of Budget outlays) head on, before the certainty of
spiralling costs imposed an impossible
burden on the Budget, and on the taxpayer. Under Medibank, as it stands,
there is no incentives to economy on the
part either of the users of the service or of
the medical profession itself. The taxpayer will now be required to pay a levy
of 2.5 per cent of taxable income toward
meeting the costs of Medibank. If he
wishes to have intermediate orprivate
ward treatment in hospitals, he will, have
to pay something extra. Those who pay
no taxes will, of course, pay no levy. People on higher incomes, however, can
withdraw from Medibank if they wish
and take out private cover. In order to attract customers, the private health funds
will thus be encouraged to shade their
premiums in order to compete with
Medibank.
Other than the changes to
Medibank, the two most far-reaching
measures in the "Lynch Budget" are the
introduction of full tax indexation and
the family assistance scheme. The latter
really amounts to a massive expansion of
the existing system of child endowment.
The costs of this measure will be largely
covered by the abolition of the tax
allowances for dependent children.
300,000 families who pay little or no taxation, and who therefore did not participate in the tax rebates, will greatly
benefit. One newspaper hailed the Family
Assistance Scheme as the most revolutionary welfare provision since Federation. That may be going a little far;
nevertheless, it is additional evidence-of
the Government's laudable determination to give help where it is most needed.
Even so, one must question the wisdom of
paying lavish child endowment to
families in higher income ranges, even
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though, in effect, they pay for it themselves. This really amounts to taking
away with the one hand and giving back
with the other; but "in between" is the
cost of the bureaucratic middleman.
We reserve our opinion on the tax
indexation measure. In principle. we do
not like indexation in any form. In our
view, it amounts to a tacit acceptance of
the likelihood of continuing risin g costs
and prices and weakens the w ill of the
community to fight inflation. The
Government was, however, strongly influenced by the commendable motive of
making Governments "honest". If they
want additional revenues, they must levy
increased taxes; they cannot any longer
depend on the insidious "hidden tax" of
inflation.
It was, however, imperative for the
Government to make effective reductions, in one form or another, in taxes on
earnings — not only to give the recipient
a greater say in the disposal of his income, but also, and much more impor, tantly, to provide the basis for a
programme of wage restraint.
In introducing full personal tax indexation in one decisive step. the
Government, in this as in other areas, has
acted courageously. The measure will
mean a saving to taxpayers of over
$1,000 million.
In the essential objective of cutting
down the public sector to size, the State
Governments will need to play a responsible part. So far, they have shown little
sign of doing so. It is now incumbent on
the States to follow the example of the
Commonwealth and to examine all possible areas where economies can be
effected. For the States to levy substantially increased taxes, on the argument
that this is necessary in order to meet existing and projected commitments, would
undo much of the good work which the
31
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Commonwealth has done. Taxes are
taxes, no matter what their source, and if
the States insist on imposing new additional burdens on the community, they
will give a further impetus to inflation
and thus to economic imbalance.
The August Budget will now be
awaited with keen interest. The Government is proceeding steadily toward its
goals of transferring resources from the
public to the private sector of the
economy and of containing wage increases to non-inflationary levels. As the
Government has frequently stated, these
are the essential foundations of an enduring, and not just short-lived, economic
recovery. When the foundations have
been securely laid, the Government, may,
however, be forced to consider positive
measures to brighten the prospects of improved business profitability, particularly for those sections of industry
which have been most seriously damaged
by the inflationary excesses of recent
years. Provisions for plant and stock
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replacement, based on actual rather than
historical costs, may need to be recognised by the tax authorities for the assessment of taxable income. Among the candidates for special consideration would
clearly be the mining industry, the
renewed expansion of which is the key to
the future growth and vigour of the
economy.
As a result of the Commonwealth
Government's policies the economy is
being manoeuvred, bit by bit, toward a
situation which will provide a sound
foundation for recovery and , future
progress. It is giving the kind of intelligent, responsible, realistic leadership
which has been conspicuously lacking in
Government circles for far too long. It is
entitled now to full co-operation from the
community, particularly from business,
unions, the States and the media. Without
that co-operation, the policies of the
Government cannot succeed and the
restoration of economic health will be, at
best, seriously delayed.
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A UNIQUE AUSTRALIAN
Lord Casey died on the 18th June. Few, if any, Australians
have inspired such universal respect, and, more, affection among
their fellow countrymen. Probably no Australian has achieved a
reputation rivalling Lord Casey's in the wider world.
After his return to Australia from India (where he served
with distinction as Governor of Bengal) Lord Casey became interested in the work of the I.P.A. and accepted an invitation to
join the Council. His appointment as Governor-General in 1965
compelled him to resign from the Institute, but he retained a
close interest in our activities for the remainder of his life.
Most of the popular conceptions about Lord Casey were
astray. His appearance and manner led many people to think of
him as a conservative — even of the far Right. On the contrary,
he was a man of strongly liberal instincts; he was out of sympathy
with people of a stiff, inflexible political outlook. To some he
must have appeared as rather aloof, unapproachable, almost a
being from another world. But, although reserved, he was the
most companionable of men with an infectious gaiety of spirit,
and a rather impish, almost wicked sense of humour. His
upright, brisk, soldierly bearing may have conveyed the impression that he was a military man of the old school; in fact, he was
the most gentle of beings. People could have been forgiven for
thinking that his spiritual home was in London — the West End,
Whitehall and the Clubs. In truth, his great love was the country
of his birth, and Australian interests were always paramount in
his mind. But, in one thing, the public view was right. No one
ever doubted that he was a man of unexampled integrity; the
Australian people thought of him as a statesman, but somehow
never as a politician.
Lord Casey had a consuming passion for public affairs. He
took extraordinary pains to keep his mind thoroughly informed
and abreast of the changing, confusing world and local scene.
His great career clearly owed much to this exceptional industry,
along with a deeply ingrained sense of duty and responsibility.
He was, too, a man of massive common sense. Cleverness, as
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such, didn't appeal to him all that much. The attribute he rated
most highly was "judgment" (a word often on his lips), the
ability to make workable, sensible decisions on the practical
problems of everyday life, problems great and small. Lord
Casey's own judgment, or wisdom, was more than amply
demonstrated by his unvarying success in the high offices he held
throughout his life.
But his remarkable achievements also owed a great deal to
something else, some quality, difficult to pinpoint, of personality
and character. Perhaps this quality was an amalgam of a
transparent honesty and a singular gentleness of disposition. He
was that great rarity, the true "gentle man". It was impossible to
imagine him harming anyone. He could, admittedly, be critical
of people he found wanting in one respect or another, but his observations were utterly devoid of personal malice or spite.
His charm, which was legendary, owed nothing to.affection
or contrivance. It was entirely natural to the man, a reflection of
an innate goodness and humanity.
There has been no other Australian quite in Lord Casey's
mould. Nor is there likely to be in the future. He was a product
of his time and circumstances. He could adjust to change but
there was clearly much in the modern "permissive society" that
was quite inexplicable to him. He couldn't understand why people should be reluctant to join enthusiastically in the game of
life, to make their contribution, to give of their best.
Lord Casey was a gallant figure, physically brave, gracious,
courteous, kind, a unique person and his countrymen, most of
whom, of course, never met him, somehow instinctively recognised his rare qualities and were proud of him.
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New I.P.A. Booklet:

"What Went Wrong?"
How To Put It Right!"
This new booklet has been designed for widespread distribution among office and factory employees, in schools and
among people in all walks of life.
The booklet was released on 17th June, 1976. There has
been a heavy demand for copies. The first print of 30,000 has
been exhausted. Orders have reached 50,000 copies and a second edition is running.
The current year is a critical one for the rehabilitation of
the economy. Success in restraining wage increases, checking inflation and reducing Government spending depends a great deal
on a recognition of the importance of these matters by a large
proportion of the Australian people.
The purpose of national economic policies this year is
clearly to establish sound foundations for the strong recovery of
the economy in 1977 and 1978. Without solid foundations any
recovery would be based on shifting sands and would be shortlived. The essential foundations which must be established are
the cutting back of annual income increases to somewhere close
to productivity gains, the transfer of resources from the public to
the private sector of the economy, reduced taxation and the
restoration of satisfactory levels of profitability. This booklet
has been designed to help create a climate of public opinion
favourable to the realisation of these objectives.
We believe businessmen should play a part in a national
effort to educate people about these matters and that the booklet
should be given maximum circulation.
The booklet is being sold for 25 cents per copy.
50 copies $12.50
1,000 copies $250.00
100 copies $25.00
10,000 copies $2,500.00
500 copies $125.00
In addition to distributing the booklet to employees, some
companies may wish to post copies to their shareholders with
their annual reports and also to contribute to the cost of sending
copies to schools. We can arrange to send copies to private addresses of employees, but postage will be extra.
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Progress Under Free Enterprise
The Record: 1900-1950 and 1950-1975

Australia has made spectacular gains in living standards in the
last quarter of a century under free enterprise. How foolish it would
be to abandon a way of life which has conferred such vast benefits on
practically all Australians.

Nearly 25 years ago the I.P.A. "Review" attempted to
measure the progress made in Australia under free enterprise in
the fifty years from 1900 to 1950. Despite recurring crises of
depression and two world wars extending over 10 years, we felt
able, on the facts, to describe this progress as "astonishing".
This was the picture:
1900-1950

Population increased from less than 4 million to 8 million.
Real National Production (in 1950 dollars) rose from
around $1,200 million to $5,100 million.
Productivity — output per man— improved by 80 per cent.
Numbers of cattle increased from 8.6 to 14.6 million.
Numbers of sheep from 71 to 113 million.
Acreage under crop from 8.8 to 19.8 million.
Production of iron ore increased from very little to 2.4
mil lion tonnes.
Production of coal from 7 million to 24.3 million tonnes.
Employment in manufacturing increased from some
200,000 to 917,000.
Real wages per head rose by 50 per cent.
Hours of work fell from 50 to 40.
Expenditure on social services per head multiplied eightfold.
Deposits in Savings Banks (in 1950 dollars) increased from
$60 per head to about $200.
The number of life insurance policies increased from
750,000 to 6,500,000.
The average number of people per dwelling fell from 5 to 4.
36
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The expectation of life for Males rose from 51 to 66 years;
for Females from 55 to 71 years.
Infant Mortality fell from 97 to 24 per 1,000.
University students increased from 2,000 to 30,000.
Expenditure per head of population (in constant prices) in
State Schools more than doubled.
And, as a matter of interest (not necessarily an indication of
progress) the numbers employed by Governments rose from 1 in
10 (of all employed people) to 2 in 10. Taxes per head (in constant prices) increased from $26 to $234.
Finally, in those 50 years, among numerous other improvements,
the horse and buggy had been replaced by the motor car;
the Coolgardie safe by the refrigerator;
the broom by the vacuum cleaner;
the copper and wringer by the washing machine;
the acoustic gramophone by the electronic;
the kerosene lamp by the electric light.
* * *

1950-1975

Now let us look at what has happened in the last 25 years:
The indicators are not, in all cases, precisely the same, but
they serve the same purpose — that is to give a reasonably comprehensive picture of the progress achieved.
Population increased from 8 million to over 13 million.
Real National Production (in 1950 dollars) increased from
$5,100m. to $17,000m.
Output per man improved by nearly 80 per cent.
By 1975:

the number of cattle increased from 14.6 million to 31
million.
the number of sheep from 113 million to 145 million.
the acreage under crop nearly doubled.
Iron ore production increased from 2.4 million to 93
million tonnes.
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Coal production from 24.3 million to 84 million tonnes.
Employment in manufacturing rose from 900,000 to
1,300,000.
Real Wages (for Males) rose by 80 per cent; for Females by
140 per cent.
Average hours of work were reduced from 40 to 36'/2 hours
as well as by longer annual holidays and long service leave.
Expenditure on Social Welfare increased by 150 per cent
(after allowing for price changes).
Savings Bank deposits per head increased from about $200
to around $900.
The number of life insurance policies rose from 6 million to
8.6 million.
In 1950, the purchase of a basket of food required 5 hours
of work by a male wage-earner. In 1975 — 3.25 hours.
Some other gains were:—
Hours of Work to Buy
1950
1975
a man's wool suit
45
81
a motor car
1,449
3,780
a refrigerator
132
695
In 1950 there were 15 cars and 12 telephones for every 100
Australians. In 1975 — 41 cars and 34 telephones.
Life expectation for Males had risen from 66 to 68 years;
for Females from 71 to 74.
Infant mortality fell from 24 to 16 per 1,000.
The number of students at tertiary institutions had increased from 30,000 to almost 200,000.
Whereas, in 1950, 2 in every 10 occupied people were
employed by Government, in 1975 the figure was 3 in every
10 — (Many may not consider this a sign of progress).
And in the last 25 years a whole host of new products came
into general use.
T.V., then Colour T.V.
Tape Recorders
Dish-Washing Machines
Food Freezers
38
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Electric Blankets
Home Space and Central Heaters
Clothes Dryers
Frozen and Dehydrated Foods
Instant Cameras
Life-Saving Drugs
Jet Aircraft
Computers
— to name but a few!
* * *

An examination of these indicators will suggest that the
gains made in the last 25 years have surpassed the gains of the
previous 50 years. For instance, productivity in the first 50 years
of the century grew by 80 per cent. But in half that time, in the 25
years from 1950 to 1975, it increased again by the same amount
If we described the progress over the first half of the century as "astonishing", what adjective could be used to fit the
progress of the last quarter of a century. "Sensational", "unbelievable", "incredible" — you can take your pick.
The source of these great improvements has been rising productivity— output per head. Productivity is largely a function of
technology; technology, in turn, of enterprise. Much more efficient machines — from huge earth-moving equipment to
modern electronic business machines — have led to spectacular
increases in output per person with far less expenditure of
human effort. The machines have lifted the load from human
backs. Research, combined with highly sophisticated machinery,
has also led to new and better quality products.
New technologies often require huge sums of investment
capital. Investment is really the key to progress, but decisions as
to whether investments will be made depend on the prospective
profit that can be earned on them. The profit must be sufficient
to encourage institutions and individuals to make available the
savings necessary to finance the construction or purchase of the
IPA Review — April-June, 1976
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needed buildings and equipment. Unless profits are adequate,
the rate of investment will be slowed and with it economic
progress and better all-round living standards. The part of
profit, or incentives, is thus crucial in the free enterprise system.
The staggering improvements recorded above have been
made under our Australian way of free business enterprise. On
the score of performance, then, it is difficult to understand why
anyone should want to radically change a "system" that has conferred such vast benefits on practically all Australians in one
way or another. The damage wreaked on the economy in the
three years from 1972-1975 by those who sought to effect, with
indecent haste, far-reaching changes in our free enterprise way is
plain for all to see. A few people, indeed, want to go further and
tear down the whole structure and replace it with one of a totally
different, alien design where all the big decisions are made by
Government, not by people acting in a private capacity in
response to market forces. (The standards of living in countries
where Government is supreme, and the individual doesn't count,
are far lower than in free enterprise countries such as Australia.)
"Foolish" is much too mild a word to apply to the ideas of those'
who would destroy a way of life which has proved to be so productive. "Mad" would not be an unfair description.
It is not, of course, suggested that free enterprise cannot be
improved. We should always be seeking to find ways of doing
things better — and that goes for our economic system as well as
for everything else. But let us exercise great care that in making
changes we do not undermine or destroy a way of life which has
accomplished so much for the vast majority of Australians.
What are the distinctive features of this way of life?
Unlike some countries, we have kept Government in its
proper place — not only in the political sense, not only in exercising our right to change our Governments when we no longer
like what they are doing, but also in the economic sense. We have
not fallen into the trap of believing that Governments and their
vast bureaucracies can do a better job of raising living standards
than the people themselves can do, if left to their own devices, if
left free to exercise their individual talents of creation and ingenuity. This does not mean that we in Australia have not quite
rightly demanded more of Government— more by way of look40
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ing after the distressed and needy, more by way of managing the
economy better to the end of "jobs for all", more by way of
achieving greater justice in the distribution of incomes and in the
provision of opportunities, more by way of preventing abuses in
our society and the exploitation of some people by others. But
these legitimate roles of Government have been concerned to
make our free enterprise system work better, not to weaken or
destroy it.
In recent years there have been signs in Australia that
Government is over-stepping the boundaries of the territory that
we rightly concede to it. The danger lights have been flashing—
observed by some, if not by all.
In this situation we do well to remember how much we have
achieved, how far we have travelled along the road to progress
through our free enterprise system. We may not be satisfied with
every aspect of our way of life. That is good. Nevertheless, we
should count our blessings, we should not forget how much has
been achieved through the free enterprise way. It is a salutary exercise to bring to mind that our material well-being in the year
1976 would be quite unbelievable to our distant forebears of
1900.
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Mining: The Way Back
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The great mining boom of the sixties transformed Australia's economy;
national self-sufficiency was obtained in
a wide range of minerals; major new
sources of export income were
developed. The chronic balance of payments deficits, which had acted as a brake
on economic growth for so long, were
eased. Supplier industries and the service
sector expanded to support the great new
mineral projects — further diversifying
the economy. The high productivity of
the mining sector helped lift economic
growth. Remote and once barren lands
were developed as new mines were
opened up.
These achievements were encouraged by far-sighted Government
policies which enabled private enterprise
to flourish. But there was no detailed
Government direction or planning.
By the early seventies however, the
political climate had changed. The trend
towards interventionist policies noticeable under the Gorton and McMahon
Liberal Governments, accelerated with
the Labor Party's election success at the
end of 1972. Mining in the words of one
critic became 'a gift horse to be looked in
the mouth'. The increasing confidence
that mining had brought to economic
policy-makers rebounded against it.
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Restrictions on foreign equity and
capital inflows, adverse changes in mining taxation, export levies, and higher
State royalties, were imposed. Furthermore, great uncertainties were generated
by the Government's desire to involve itself extensively in the exploration, production, and marketing of minerals. The
problems of the industry were compounded by exchange revaluations in
1972 and 1973 and `slumpflation' which
started to appear in 1974. Expansion in
the mining industry virtually ceased. The
`Great Days' were over.
The adverse effects of ill-founded
Government policies and attitudes took
some time to become apparent. Australia
was able to live off the 'fat' generated by
the previous boom. But by 1975 it was
clear that the mining 'gift horse' had to be
saddled up once again. Australia's lagging economic growth and weakening
balance of payments position underlined
the need for a vigorous, expanding mining industry. Perhaps the threat of a huge
oil import bill of some $2,000 million in
the early eighties helped concentrate the
attention of policy-makers. Whatever the
reason, it again became fashionable in
both political parties to talk about the
need to encourage new mining projects.
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Current Position
,
But mining cannot be turned on and
off like a tap. While politicians were pondering policy abstractions with Nero-like
unconcern for reality, the question of
further mineral development was in fact
being taken out of their hands. Domestic
inflation and exchange rate movements
had severely eroded Australia's competitiveness on international markets.
Soaring inflation had almost doubled the
cost of potential projects between 1973
and 1976. While Australia temporized,
Governments in some of our major competitor countries were seeking to encourage new projects through taxation
and other incentives.
In Australia today no major 'grass
roots' mining projects — with the possible exception of a few high-grade
uranium and coking coal projects — can
be economically developed. Some incremental expansion of established operations will occur, as cost advantages can
be obtained from using existing infrastructure.
If mining is again going to provide
the engine for growth in the economy,
there will have to be significant changes
in the attitudes of the community, trade
unions, and Governments. Inflation will
have to be brought under control to assist
competitiveness and profitability. Exchange rates will have to reflect more accurately the relative cost position of
Australia in the world economy. Appropriate industry/government financial
relations will have to be restored to enable the huge capital cost of major new
mines to be financed. Favourable
Government policies on foreign investment and infrastructure financing will be
needed if the mineral industry is to
recover.
IPA Review — April-June, 1976

Profits
Without the prospect of an adequate return, investments will not be made
in any industry, let alone the mining industry with its special risks. There is a
commonly held view that mining is a high
profit industry. Shareholders in the six
leading mining companies between 1964
and 1975, received on average a real
return (allowing for capital appreciation
and dividends) before tax of about 5.7%
per annum on their initial investment.
These were profit earning companies.
They did not include the multitude of unsuccessful exploration companies.
Apart from the occasional bonanza
which can be likened to the first prize in a
lottery, the realities of the situation are
that overall profitability of the
Australian mining industry in the last
decade did not compensate for the risks
involved; did not provide an adequate
return to shareholders, and did not enable sufficient profits to be retained for
expansion. Detailed studies show that
profitability in the mining industry is
similar to levels recorded by manufacturing. Yet in contrast to mining, it is widely
accepted that profitability in the
manufacturing sector has been totally inadequate for the last decade or so.
Low profitability is a barrier to
future mineral development. In 1975
Hamersley, commonly regarded as one of
the more successful mining companies,
returned 5.6% on the book value of total
assets employed. Even this return is overstated because depreciation provisions
are based on the historical not replacement costs of the fixed assets of the Company.
On 1975 capital costs, it would require $1,300 million to establish a new
Hamersley. Prospective profits on mining
ventures must be sufficient to attract in43
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vestors and lenders to provide the large
sums required. Based on likely
debt/equity gearing and present interest
and tax rates, a new Hamersley's pre-tax
profits would have to be some $260
million before company tax or $150
million after company tax (in 1975 dollars). This is more than five times present
profits. The $150 million would not be a
super profit on a new Hamersley. It
would merely represent the minimum
return required if such a large-scale project is to be established.
Government and public acceptance
of these profit levels, which by historical
standards look so large in absolute terms,
is essential if further large-scale mineral
enterprises are to be established in this
country. A substantial profit recovery
must occur if mining is not to languish.
What are the prospects for this
recovery?
Prices and Costs

One pointer to a possible improvement in profitability is the rising prices
for minerals on world markets. Copper,
lead, zinc, aluminium, and tin, have all
shown strong gains in recent months.
Price rises have also been obtained on
some iron ore contracts, although further
substantial rises are required to provide
an adequate real return.
Australian mineral producers also
benefited from the $US/$A exchange rate
movements over the last 12 months or so.
However, Australia is still one of the few
major mineral-producing countries
showing a significant appreciation of its
currency over the pre-Smithsonian rates
of 1971.
Mineral price increases will not
lead to a sustained profit revival unless
cost escalation in Australia can be
brought under control. Australia's record
over the last three years is appalling. In
contrast to the previous decade,
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Australia's inflation has been at rates significantly above the OECD average.
Some mineral producing countries
in fact inflated at rates higher than
Australia. But unlike Australia, exchange
devaluations compensated producers for
internal inflation. For example, in the
iron ore market a part of Brazil's considerable competitive advantage over
Australia is a result of exchange rate
movements.
Currently, mineral producers in
Australia are caught in a pincer between
selling prices set on competitive world
markets and escalating domestic costs.
Capital Requirements

Another barrier to further growth
in the mining industry is the enormous
funds required to finance major new projects. Capital costs have tended to increase at rates even higher than the
general level of inflation. Additionally,
the economic size of a new project is
greater than in the sixties. In the iron ore
industry for example, the initial capacity
of a viable project would have to be close
to 20 million tonnes a year, compared
with around 5 million tonnes a year in the
mid-sixties. The Brazilians are claiming
that the massive Carajas project will need
to produce some 50 million tonnes a
year.
The problem of marshalling funds
for ventures of this magnitude might well
prove insuperable. It is in this area that
Government policies on taxation, foreign
investment, and infrastructure will be
vitally important.
Taxation

A key factor in the great mining
developments of the sixties was the
availability of accelerated deductions for
capital expenditures. This long-standing
provision was part of the Commonwealth
Tax Act from 1918 to 1974. Through
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Government forbearance in tax collections, companies were able to build up
strong cash flows in the early years of the
project. These cash flows could then be
used to reduce the development loans
raised to establish the project.
Following the publication of the
narrowly based Fitzgerald Report, accelerated deductions for capital expenditures were removed on the misguided
assumption that the welfare of the community would be enhanced. Taxation
payments to the Federal Government
were increased in the short run. However,
by preventing new mining developments
from being established, it is hard to see
how Government revenues or indeed the
community can benefit in the long run. If
there is no income there is no tax or
royalty payable to Governments. If there
is no development there are no increases
in employment opportunities, in decentralised development, or in foreign
exchange earnings.
On the vital question of financing,
the Fitzgerald Report and the more recent IAC Draft Report on the Mining
and Petroleum Industries, failed to
recognise the realities. The basis of
development financing of large-scale
mining enterprises will continue to be the
funds provided by the North American or
Eurodollar markets. These funds will be
available for relatively short periods of
five to seven years. Strong and early cash
flows must be shown by potential projects
before lenders will be prepared to provide the large-scale debt finance.
It is argued that accelerated deductions for capital expenditures confer on
mining, benefits which are not available
to other industries. However, Governments continue to recognise the special
needs of various industries. Manufacturing industry, for example, benefits from
tariffs. Assistance to the rural sector
ranges from fertiliser bounties to price
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supports. Accelerated deductions for
capital expenditures serve to recognise
the high risk of mining combined with
large equity and debt requirements.
The argument put forward in the
Fitzgerald Report that accelerated
deductions mean heavy subsidies to the
mining industry was poorly based. Later,
more detailed studies have shown that the
mining industry has in fact made a proportionately greater contribution to the
public purse than the manufacturing and
rural sectors.
Foreign Investment
Foreign investment will be required
for major new projects in Australia. One
of the less edifying aspects of the debate
on the mining industry is the cynical
political exploitation of the community's
concern over foreign ownership and control. The powers of the State and Federal
Governments are so great that significant
decisions by the Boards of mining companies on exploration, finance, development, production, markets, and prices
are subject to Government agreement. In
this situation it is absurd to suggest that
foreign equity brings with it foreign control.
Nationalistic rhetoric has obscured
the vital economic questions.
Is the local capital market capable
of providing the funds which would enable Australia to maximise its mining
returns? To what extent are overseas
companies required to provide the
marketing and technological know-how
to develop new projects?
The ability of the Australian capital
market to marshall funds for mining has
increased in the last ten years. Australia
has come a long way since life offices and
pension funds would not hold mining
shares in their portfolios, when financial
prudence meant that Australian companies would only finance new mining
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developments from internally generated
funds, and either could not, or would not,
resort to large-scale borrowings. Institutions such as the A.R.D.B. and the
A.I.D.C., and the larger life offices, are
all now helping to increase the local supply of funds to the mining industry.
The increasing sophistication of the
local capital market is in part a result of
the mining boom and the new financial
techniques overseas companies brought
to Australia. It is these developments,
backed up by increasing strength of local
mining and industrial companies, that
will do more to increase local equity than
the arbitrary pronouncements of legislators.
Although local equity is certain to
rise, the capital requirements of the mining industry will far outstrip the capacity
of the Australian capital markets.
• Some $4,000 million will have to be
invested in new capacity over the next
five years if Australia is to retain its
share of world markets. This figure excludes the cost of infrastructure. The
investment required for the North
West Shelf development and uranium
enrichment is also not included. If all
these things were taken into account
the staggering figure of $10,000
million might not be too much.
• The "brave" capital required is so
large that Australian financial institutions cannot be expected to play a major role at the development stage of a
project. We, as a nation, have
generally preferred to back horses
close to the winning post, and past it if
possible.
• On the equity side, even Australian
companies will want overseas partners
to ensure access to markets and technology.
I believe that overseas mining companies recognise the legitimate desire of
Australia to increase local ownership. In46

deed, if the narrow nationalistic excesses
of recent years are to be avoided, overseas interests themselves must want
Australians to feel more closely involved
with the industry.
Nevertheless, it will be unlikely that
all new mining projects will be able to
achieve the 50 per cent local equity (75%
for uranium) set out in the Government
guidelines. These guidelines need to be
administered with flexibility if some of
the new developments are to go ahead.
Infrastructure
New developments need much
more than the mere building of mining
installations. New towns, railways, ports,
and other facilities are usually required.
But there is still almost a total lack of
recognition by policy-makers of the
heavy burden that the provision of infrastructure places on the mining industry. The requirement for mining companies to provide all the social and industrial infrastructure for a new project is
one of the major barriers to renewed
growth of the sector. Infrastructure may
absorb up to two-thirds of the funds invested in a project. These sums, which
generate little if any income, are
elsewhere in the economy traditionally
provided by Government authorities,
and private individuals (for housing).
The massive cost of new projects,
the problems of marshalling the required
funds, and the eroding competitiveness of
Australia, make it essential that Governments play a greater role in the provision
of infrastructure. The assistance in this
area proposed by the IAC Draft Report
that schools, health facilities, and police
stations should be provided by the appropriate authorities is certainly
welcome. However, these categories absorb only a small fraction of the total infrastructure expenditures by companies.
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If Australia wishes to be competitive on international markets, Governments will have to follow trends
elsewhere in the world and progressively
take over financial responsibility for infrastructure. Governments can obtain the
necessary funds at lower interest rates
and for much longer terms than mining
companies. Mining companies are not
seeking a free ride. Obviously operating
costs together with a capital surcharge
will have to be made to users. But the
burden of financing will be reduced.
Mining companies are asking no
more than what other industries have
come to expect as a right. It will not lead
to vast amounts of public funds being tied
up in temporary facilities. In most cases
infrastructure for mining developments
serves a full economic life. In any event,
Governments can arrange to recover
from mining companies the full cost of
infrastructure over the life of each project.
Conclusion
I have outlined some of the
economic and political factors which will
enable sustained growth in the mining industry to be resumed. The way back will
not be easy. Indeed, it seems that the
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lessons of history still have to be relearned. Australia became one of the
world'smajor mineral producers because
it was a low-cost supplier. The high wage
inflation in Australia, combined with an
over-valued currency, continues to undermine the efforts of management to
maintain' competitiveness on international markets. In the sixties, Government policies on foreign investment and
taxation provided a suitable framework
for the financing of mineral projects.
While a more realistic approach on
foreign investment has emerged, the
guidelines laid down by the Government
might still prove to be too severe. The
proposed changes in mining tax and infrastructure assistance recommended by
the IAC in its Draft Report, show that the
financing problems of the industry are
still not adequately recognised.
The improvement in the world
economy seems likely to lead to a revival
in mining activity in 1977. However, any
short-term recovery should not obscure
the fundamental cost and financing
problems facing the industry. Until these
problems are resolved, most of the major
new projects currently under examination cannot be developed. The 'way back'
for the mining industry will remain
blocked.
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