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SOCIALISM AND REFORM IN
CONTEMPORARY AUSTRALIA

BOB CATLEY

THIS ESSAY DEALS with two interrelated themes: the rupture of the nearly
three decades of steady economic growth, full employment and rising
living standards experienced by Australia since World War 11; and the
results of a social democrat government’s efforts to change Australian
society. These events occured concurrently and their relationship will be
indicated. The essay does, however, make certain assumptions which,
while familiar in democratic socialist circles, might require explanation
for the general reader.

Australia is a capitalist society. Like other capitalist societies its
essential features include: (1) Free labour; the vast majority of people
work for a wage and own no means of production. Where they do own
capital' this does not constitute their major source of income: (2) Pro-
ductive labour provides the source of value: (3) The ownership of the
means of production is vested in a small number of persons and that
ownership has become increasingly concentrated ; (4) Production of goods
and services is undertaken in the main only when it can be done at a
Profit; (5) The major source of economic growth is the re-investment of
that profit in further means of production thereby increasing productivity
per man-hour (the expanded reproduction of capital); (6) The society
€onsists of different classes reflecting essentially people’s situation with
fespect production; (7) These classes have unequal access to the products
ga:;::;?stt}’ﬂb?_thAmaterial and cultural. It is from these basic features of
. andsouettes tha} soctalists have developed analyses of lheq struc-

operations.® These may vary considerably between different

ti . : . . . . ;
mes and different countries. The major additional features of the

:le:i;nced capitalist societies of the post war world? havcﬂinduded:

.20y economic growth, an enlarged public sector (the welfare state).

2ngr:;‘[’:§ll'n§nt. A‘s a rgsul‘t it hdb been widely alleged that the socialist

rieﬂyer}sat’lon of capitalism is redundant. These charges should be
1y examined.

ISt, it is argued that, contrary to the prediction of Marx, the working

TiSing [jvi ) . o )
g living standards, increased economic inter-dependence via trade
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l
class has not got poorer, nor have divisions of wealth in socicty increased,
nor has society polarised into two antagonistic classes, labourers and
capitalists.  In fact Marx did not anticipate workers getting steadily
poorer indeed quite the contrary! —-and the ownership of wealth has
become progressively more concentrated in advanced capitalist societies.3
Multi-national corporations establishing quasi-monopolies on a global
scale 1s but the most spectacular example of this trend.® Living standards
have risen but control over production has been simultaneously narrowed
in fewer hands while large minorities remain in poverty.” The other point

that class polarisation has not occurred- - has more validity.

Secondly, it 1s pointed out that with the growth of the middle classes
and the liberal democratic welfare state. the cutting edge of Marx’s pro-
letarian revolution has been blunted. Class polarisation between la-
bourers and capitalists has not occurred in advanced capitalist societies
even one hundred years after Cupital. Only in peripheral countries
penetrated by the capitalist states in their search for raw materials, in-
vestment outlets and further profits, has such revolution and antagonism
occurred: Russia 1917, Eastern Europe in the 1940s. China 1949, Indo-
China 1945-75. While such societies may have been subject to exploita-
tion within the world market established by the capitalist states® they
provide no evidence for the historical inevitability of an overthrow of an
existing advanced capitalist society. Even sympathetic observers of Marx,
such as Paul Sweezy would concede that Marx’s time scale was far too
short and his anticipation of reformist movement inadequate.’

Thirdly, it has been argued against socialists that since 1945 the fea-
tures of capitalism that produce crises have been eliminated. One element
in the socialist analysis of capitalist societies includes the contention that
they cannot function smoothly over a long period of time (they contain
‘contradictions’). They run into crises. These may take a number of
forms: among others, therc are, wars between states (inter-imperialist
rivalries): depressions (from imbalances in the economy or a declining
rate of profit); stagnation (due to class conflict): decline (due to uneven
development). The post-war world witnessed few manifestations of such
crises as, if was alleged. governments possessed the means and ability to
sustain global economic growth. This was the product of domestic
economic management (the Keynesian revolution) and international €=
operation. Thesc claims no longer seem quite $o persuasive. :

Finally, it has been claimed that the post-war failure of the :s'(chia'lISt
political movement in advanced capitalist societies confirms its historical
bankruptcy. This claim deserves serious consideration. Since the 1917
Russian revolution, the soctalist movement has broken into two broad
streams, the embryos of which existed even before that time, They may
be described as Leninism and Social Democracy. The model of lhe
first derives from the CPSU (Bolshevik): a cadre party of trained socia!l§l
revolutionaries should penetrate the working class and in a time of crisis:
provide political leadership for the seizure of state power and establish=
ment of the Dictatorship of the Proletariat.!® The experience of the lasts

thar
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thirty years has indeed suggested tl}e fa‘ilure of this strategy in advanced
'dapitaliSt societies. Its propon@nts deten_ces, however, mclud;: (1) that
no deep crises have OQCLxrrgd in that period but th"dl they will (must'):
m that is has worked in societies most Qeeply exploited by t'he capuah?t
dominated world market (e.g. quo-Chma) and that the Third World is
lhe centre for socialist revolution in the contemporary world; z'md, fu‘rther,
(3) that successful Third World revolutions will, by cutting off that
source of cheap labour, raw materials and markets, produce deep crises
in the advanced capitalist states.'" In mq the majority of communist

arties of advanced capitalist states, particularly those who have most
successfully penetrated the working class of their society .ar'ld given it
political leadership, have progressively abandoned their Leninist heritage
__including the Dictatorship of the Proletariat—and as.umed aspects of
the Social Democrat model.** Lenin, and his political successors, regard

‘these as ‘revisionist’.

Social Democrat parties spring from two main sources. Some came

‘earlier from the same ‘revisionist” tendencies within Marxist parties. The
‘German leaders Kautsky and Bernstein present the historical model of

Marxist theoreticians arguing for a peaceful transition to socialism and a

~ democratically planned society achieved through a parliamentary elec-

toral victory. Others, as in Britain and Australia, were less theoretically
inclined and were established to provide parliamentary representation for
the trade union movement. The latter provide one focus for this essay in
the form of the Australian Labor Party. Lacking the theorectical rigour
ofa Marxist tradition their focus has rarely been on abolishing capitalism
and replacing it by a system of planned production and distribution for
>cial need rather than profit. Rather they have emphasised the need to
ﬁer capitalism to the advantage of workers and other disadvantaged
roups by redistributing income, improving welfare benefits and, if
€cessary, nationalising some industry to bring it under social ownership.*
0 a period of sustained growth, the force of the of the last point has been
ypically restrained since production is, in any case, being maintained
by Capitalists, The social democratic programme becomes ‘welfarism’
PUUs redistribution. In periods of depression it is broadly the case that
Ma% have failed to maintain output. In both Britain and Australia the
g ous depression was heralded by failed social democratic governments.
~To summarise: the capitalist mode of production has certain basic
1€tures but their precise nature will vary from country to country; in the
Svanced capitalist societies, the period 1945-71 witnessed a widespread
& nomic boom; during that period the socialist opposition except in the
erly colonial areas was both weakened and modified. It is within
Context that the Australian experience since 1972 will be examined.

_The Long Boom 1945-71

.:llaca"y' economic growth in capitalist societies has rarely been
. or stead_y. There is no serious dispute among economic historians
Ut this. Periods of rapid growth lasting for up to thirty years have
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been succceded by ‘busts’ with higher unemployment levels, slower
capital accumulation, increased bankruptcies and low or zero growth
rates. Even when growth rates have been favourable, unemployment
rates have been over five per cent of the work force, and short term econg
mic fluctuations—trade or business cycles —have occurred. The Austra.
fian boom form the [860s to [890s!! was followed by depression and con
comitant political upheaval—-including the formation of Labor Parties
and a wave of nationalism.” After the brief post World War I recession
economic activity boomed, only to be curtailed by a world wide recession
with deeper political consequences —fascism in Europe and revolutionary
activity in the depressed periphery of the colonial areas. [
Various explanations have been offered for these phenomena. The
trade cycle of frve to seven years duration—is generally attributed to
what economists term the imbalance between the production of consumes
and investment goods; Marxists do not differ substantially in terming it
a disproportionality crisis."® Since a capitalist economy is not planned o
co-ordinated, overall, but output results from ecach capitalist seeking to
maximise profits, some cut back investment and a temporary recession
occurs .until new machines are required. The deep depression of th
1930 occastoned more fundamental enquiry.
Socialist economists, basing their analysis on Marx, offered two major
sources for the crash, both of which they viewed as originating in the
essential features of capitalist society. The first involves the theory that
Marx advances in Volume III of Capital: “The Tendency for the Rate
of Profit To Decline’.'” Put bluntly, he argued that for capitalists {@
maintain their profitability they were forced by competition to re-invest
their profits and provide capital (e.g., machines) for their workers, I
the short term, this would increase the bulk of their profits by increasing
productivity and output. But in the longer term, the percentage of prof
accruing from each additional unit of investment would decline until i
was not profitable to undertake new investment. At that stage maching
producers would have no markets and overall output would decline. Th
process would be cumulative. While he argued that various factors migh
offset this tendency, in the long run it would operate to produce &
depression. During that ‘cleansing period’ bankruptcies would heigh?&
capital be worn out, and the wage level would be driven down u_nnl :
was again profitable to invest. Secondly. derived from Lenin,'* 1t Wa
argued that each capitalist state would compete more vigorously for nes
markets to offset this situation. This would make international co
operation to rectify the situation difficult if not impossible. The con®
petition could even produce war to redivide the world market, On
socialist planning could obviate these necessary consequences of anarchi
capitalist production.
Bourgeois economists drew two related conclusions from the same
historical experience. The first is now associated with the English €ce
nomist Lord Keynes.? He argued that the lack of effective demand ha
produced a decline in production which itself—by sackings and banf
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mptcies»—only further 'redgced dpmand anq production. The role of
overnment was to maintain a .hlgh level of demand, and by running
deficit budgets—putting money into the economy-—and facilitating cre-
dit, to prevent a trade cycle from nose-diving into a depression. This
- advice was contrary to the government orthodoxy of 1930—accepted in
Australia from the Bank of England with the Premiers Plan —of balanced
pudgets and wage cuts. Secondly, as Kindleberger puts it, the world
was lacking in leadership: Britain was too weak and the U.S.A. un-
willing.?! Since international co-ordination was lacking, competition
resulted: trade wars, currency devaluations, the dumping of goods and
territorial seizures. Institutions were required to regulate international
i)‘_roduction, trade and currency fluctuations.

In fact, although there had been some cyclical movement away from
the most severe depths, it was only World War 11 that, with increased
- military production, ended the depression. Yet it has not recurred before

the 1970s. Why not?

The period 1945-71 proved to be an unprecedented era of economic
~prosperity in the advanced capitalist countries. The record shows that’

- they experienced per capita growth rates varying between 3 and 10 per

“cent, Britain, Australia and the U.S.A. towards the lower end, the E.E.C.
States, especially West Germany, and Japan towards the upper end of the
‘scale. While minorities continued to experienced bad social conditions?®
nd certain regions fell behind,* for most of the population living stan-
rfis improved, capital was deepened and the provision of ‘social
ital’ was extended. (This makes no argument concerning the quality
Improved material conditions, e.g.. drive-in movies or hospitals, or

mocratic social control over their provision.)
_"Thc most vociferous proponents of their own responsibility for the
0 anprecedented capitalist boom were those economists who inherited the
Clrines pf Keynes and who manned the international agencies designed
maintain global harmony or at least propagated their cause. Let us

€ these issues separately.

*'Y the end of.the Second World War the governments in office in the
lilal democratic states were fully cognizant of the dangers of recession.
ruTéVCarIs 1944-6 they publicly committed themselves to the doctrine
nymployment as a basic public policy objective, in the U.S.A. under
E Ee;lﬂolcrats as in Lgbour Britain. In Australia, the White Paper on
nesifnozmer'lt was 1ssued in 1945 under the auspices of Ben Chifley.
Rl gmdr}d-mana}gement policy integrated well with Labor’s
ibbings _(: jictlves whlch.hadAonly been reinforced by the electoral
e radiclls ‘93l\economlc ﬁulure.had produged. In addition, the
iy n?' aspects of the KeypeSlan schoo@ ncluded more direct
. 3 .dnag.emf:nt of productl'on, and hosul_lty towards what were
e o i';lrfl:ntlers or unprodt}ctlye ‘coupon-cl’lppers’ of the world of
l'ectmgt al. These were readily incorporated into the period of post-
b ruction by the A._L.P. anq were even extended to the 1947
to nationalise banking. This was in order to produce more
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it had been maintained. Thirdly, the Third World countries provided
cheap raw materials, energy and labour and despite their political emangi-
pation from the colonial era, seemed unable to escape the structure of
world market imposed on them during that period. The terms of trade
continued to swing against them——that is the price of their raw materja]
exports declined against that of their industrial goods imports.! In the
first half of the 1970s these conditions were altered.
The first public round of the new era was fired by the U.S. governmen 4 .
when it unilaterally devalued the U.S. dollar and imposed import copd§ 2. The A.L.P. Electoral Victory
trols in August 1971.22 This was the result of America’s spending more of qln 2 December 1972, the A.L.P. won federal government after twenty-
overseas imports, military expeditions, especially the Vietnam War, ang ree years in opposition.” The victory was a narrow one but was widely
on foreign capital investment than its exports could pay for. Further, it rded as a decisive turning point in Australia’s post-war political
slower growth rate, lower level of capital accumulation and large velopment. What was the significance of that victory?
unproductive military-related industry® led to its exports becoming The programme on which the A.L.P. was elected in 1972 was that of a
creasingly uncompetitive on the world market at the exchange rates fixe rist party criticising the seamier results of the long boom. Its imme-
in the 1940s. Under the terms of the 1944 Bretton Woods Agreement e impact was contained in its attack on the coalition Government’s
however, the U.S. had been able to print dollars which its partners hai indling of the stagflation of 1971-2. The policy speech contains no
agreed to accept at a fixed value, $35 to an ounce of gold. Since 196 erence to the party’s socialisation objective—the first paragraph in the
the U.S. had lacked the gold to back its currency. Although the 1971, an y platform.®' It was a programme of welfare services expansion and
further devaluations, checked the outflow of gold and dollars it has beg derate nationalism designed to attract the swinging voter in sufficient
variously estimated that between 100 and 170 billion dollars had entere mbers to provide, with traditional Labor working class support,
the international money markets.** The stable international monetat rit e'lectora! coalition. It succeeded—barely.
structure was replaced by competitive floats and a massive boost I ustralian society during the twenty-three years of Liberal Country
international liquidity that was difficult for individual governments i rule had, like other capitalist countries, experienced steady econo-
control. One of its effects was to lift inflationary pressures.? Qver A§ growth but under specifically Australian conditions. The overall
billion entered Australia in 1971-2 and contributed strongly to sparkis th rate had been at the OECD average rate, but in per capita terms
the inflationary spiral. At the same time, the advanced capitalist coul low. Industrial development had been rapid but the industrial
tries experienced a concurrent trade cycle recession for the first time sing Was not internationally competitive and required heavy tariff
1945, the synchronisation and the anti-inflationary policies of gover t_;gn_ Further,. it was like the minerals industry, extensively foreign-
ments strengthening its intensity. Two other phenomena also emerged! - The large immigration programme had provided cheap labour
that global recession of 1971-72: the level of industrial strike action £@ atlthc cost of widening rather than deepening the capital stock. As
as workers sought compensation for increased prices;* and it was wide . bt’ Productivity growth was low.5® The corresponding growth of
reported that the level of profitability was declining.’” Finally, t *2an centres, buttressed by continued rural depopulation, had been
commodity producers of the Third World enlarged the forma_tion'_ ng'(?(k spawning the great _Australian ugliness’.>  The public
producer cartels with the intention of jointly fixing higher prices small 0[!1 productive enterprises and welfare services was among
their commodities on the world market. OPEC won its first price r : hadesé i the advanced capitalist world.”  Laissez-faire govern
1970 and provided some impetus in this respect.® : oy ‘cvelope.d n§1ther adequate social services nor mechanisms
The global recession of 1971-2 was a dress rehearsal for the events: urbmlc Planning * The fastest growing section of the population
1974-6 and ‘stagflation’ entered the international vocabulary: price I D outer :‘:’bmlddle class\appgared to hold the key to electoral success
occurring during a period of recession. 5 l“rban seats especially in Sydney and Melbourne.”” Mr.
Let us summarise our argument so far. The period 1945-71 was oné: with meﬁ\flyer on the Right of the A.L.P. was clected leader in
fairly steady growth for the advanced capitalist countries during Wik The AL p lm?ptlon of welding these elements together.
their population living standards rose steadily, welfare benefits were Pt 8- the Go PrEicy s?eech for the 1972 election™ focussed on four
gressively expanded and the insecurity of social life was diminl the l:leed\remmentseconomlc mismanagement; Australian nationa-
Internal demand management maintained output; internationa in Forai to <?Xpand government social programmes; and a new
operation under American tutelage ensured the growth of world t | 18N affairs. At the outset Mr Whitlam blamed the Liberals

. . . i - WO : . .
international investment and labour flows, and currency stability. TSt unemployment in ten years and the worst inflation rate

War military strategy protected the worlq capitalist market. In 1971-2
1'1'.118 system suffered several shocks: American leadership was eroded and
__Illi['temational competition intensified; a deep (by post-war standards)
lobal recession occurred; price stability was ended partly by the large
stock of footloose dollars: the profitability of investment was in question
and the Third World was challenging the structure of the international
‘market.”™ It was in such circumstances that the A.L.P. came into office.
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in twenty. He later promised the introduction of ‘economic planning
machinery” to produce faster growth and full employment, and a Prige
Justification Tribunpal to deal with inflation. Nationalism was strongly
expressed with relation to foreign ownership of resources: '

The Australian people shall be restored to their rightful place in their pw;
country -as participants and partners in government. as the ownen
and keepers of the national estate and the nation’s resources, as fair ang
cqual sharers in the wealth and opportunities that this nation should offeg

Labor would expand the Australian Industry Development Corpora:
tion (AIDC) to join in resource development. The social and welfan
programmes covered a long list including pensions, education, urba

lopment plans. How was this programme to be paid for?

'A Labor Government will establish the machinery for continuing

sultation and economic planning to restore and maintain strong gro

This is the real answer to the parrot-cry *“Where's the money coming from’

Even at the present low rate of growth Commonwealth income has neas

doubled in the past six years’.
Finally, various initiatives of a more independent character, includin
the recognition of China and the abolition of conscription, were promise
in the field of foreign affairs.

b Three years later, Mr Whitlam was to concede that the entire p
gramme rested on a central assumption: that a higher level of econo
growth could be maintained.”® It was not then clear how this was
achieved, though rather ritualistic reference was made to planning m
chinery. Since increased progressive taxation was not proposed, n
the large expansion of public ownership of production by nationalisatio
or other means, the programme’s success depended on the success Df‘
planning machinery. It never materialised. In fact quite the opposité
in sceking to dismantle the myriad of devices accumulated over two ’
cades that provided effective subsidies to the private sector the Lill.
government restored ‘market forces”. As Mr Whitlam was to put it #
August 1973: *What you are experiencing now 1s the impact on
Australian economy of the first genuine free enterprise government I
twenty-three years’ % Before reviewing these developments we may ot
sider the alternatives. {

Traditional Labor party strategy for enabling greater control ov
economic output is generally associated with the policies of the Brii
Attlec government 1945-51. On that strategy, sections of private entél
prise were nationalised and brought under public control in the form©
public corporation. The sectors aimed at were the ‘commanding heigh
—particularly transport, power, and the iron and steel industry.
Public control would enable the government to plan production &
investment on a long term basis in accord with national needs. This %

7
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carried out by the Attlee government with a concurrent expansion of

welfare services—many means-tested --paid for by expanded pro-

gressive taxation. In fact not only did the public enterprises prove nor

to be the commanding heights in determining British economic activity

in the 1950s anq 1960s, they also served largely to provide public subsidy

for private profit by running at a loss. They also failed to provide any
~ social model fqr spcnahst 1nduslry by maintaining managerial prero-
atives and capitalist accounting prodcedures. For example, in a most
short-sighted manner the coal industry was allowed to run down severely
“in the interests of short term profitability. This model was rejected in
72 by the Australian Labor Party for two reasons. It was afraid of
ising the issue of nationalisation after Chifley’s banking defeat, and it
gued that any such act would be declared unconstitutional.® Further.,
lieving the 1971-2 recession to be a product, like 1961, chiefly of Liberal
management, the leadership thought a nationalisation/socialism objec-
e was not only unnecessary but harmful for its electoral prospects
with middle class swinging voters.

. A second model finds use in Sweden where similar ideas to those of
nes were developed by Swedish economists along slightly different
_'.3" Alongside demand-management policy and a large welfare
Ice, government agencies directly regulate the supply of key factors
roduction, particularly labour and investment capital. A labour
aining scheme is administered in concert with a centralised trade
iion structure. Forward calculations of labour requirements are met
Y Extensive retraining on a scale that by Australian terms would have
up to $2 billion per annum. Under an investment fund system cor-
tions can deposit some of their profits tax-free to be released at
es of recession for approved projects. Further, public agencies keep a
e of investment projects which compete for implementation as part
counter-cyclical investment expenditure policy. Much of the pri-
stfyct“?rAlss e(;]{aenf t}c]). ‘f.oreign compe}ition\particularly secondary
s ilalf-hgarts ot this system were utilised by the Labor Government
g2 ed fashion and not as an overall package.
fo:?‘: ()"flqconomic planning versus economic management is a key

ally d(;lxcrlrlstdmoyer’nem. By. 1972, management had come to mean
o Stimu]m?(;] ngan:gement in the belief phap output ‘would tollgw
B Commun' 0 _ac:gregz_ne demand. Soc"xa'llst planning would in-

i ac[im't[y ‘m angcml process of deciding thg q.uallty and pace
T v11y.' his necess:arlly means‘publlc involvement in
e ey bepgi/“] drclid' production for public need. In one sense
B chined as the conquest kzy the plan o_f mark@t forees.

2one would be insufficient. A further step is required: the
SEratic control of the planners’ pref: ces is respec ‘

and strucqre - p s preferences. In this respect 'Lhe A.L.P.
il formulr'et dﬂppea_rs to offer assurances. Thg: biennial federal
affiliateg g ates polllcy from resolutions subrr}xtte.‘d by branches
Bbolicies ‘the unions; the Federal Executive pertodically interprets

i the Caucus of Labor parliamentarians determines the



/

26 PoriticaL ECONOMY OF AUSTRALIAN CAPITALISM
: SOCIALISM AND REFORM IN CONTEMPORARY AUSTRALIA 27

I

all this activity produce?

It is not the purpose of this essay Lo canvass the entire range of this
getivity in any detail. The main clements of the policies are discussed
= The extensive commitments (o expanded social welfare programmes
e taken seriously and their inauguration was commenced. The details
ome had either not been worked out or required negotiations, and

Medibank they did not originate in this period. However, in many
ctions they were quxgkly off the ground. Pensions were raised in
ordance .wnh the obj_cctwc of their reaching 25 per cent average
kly earnings. Expenditure on education doubled in the 1973 budget,
health, by'nea_rly 20 per cent, on housing, fourfold, and on urban
elopment it tripled. New social projects werc begun: community
Ith centres. environmental protection and the assistance programme
: A ! 3 e new regional divisions. This was possible without a rise i d

The dominance of Cabinet over the labor movement was demonstrated h'oh had M ‘P ' out @ rise in the

% SOV level (which had been specificially eschewed in the policy speech)
at the Federal Conference at Surfers Paradise in July 1973. Over fif : » R o ) - J
] ¢ use increased receipts resulted from two sources. First, the economy
motions from the branches were postponed on the agenda to the fin _ i IO A ) ) : J
v : , : o operating at near capacity and hence producing larger revenucs. |
day; the conference then adjourned without discussing them.%! Polig d s C < = :
day; U . | 1dj I wii ; o ondly, as inflation speeded up, income tax payers could and did enter
initiative resided in the Ministry with its coterie of seconded advise - Krack o ) . . .
! he W ! ' I tax brackets on the progressive tax scale, without carning higher
public servants, specialist commissions. think tanks and academic o Bl drs , ; 7 ; & g
‘ _ ' ¢ o ‘wages (fiscal drag). However, neither of these two sources could be
perts. While the economy functioned smoothly this occasioned little t . C ,

. . SR ; o 01 1o continue to provide increased revenue: the sharp sprint up
dissension. When the economic situation deteriorated a politically usiness cycle was temporary: the inflation rate, it was | d Id
cohesive labor movement did not exist. The consequential differences € B B o SN e - 1L was hopea, wou

he: | ! - X le Ine. Economic growth would provide the long term funds necessary
opinion and open conflicts were one of the important ingredients that lef Sustain a ) e . ] = . 7
’ : n wnproductive public programme. How was this to be

to the government’s destruction. Sated ?

Ahe strategy for increasing cconomic growth contained four elements.
Airst related to the capital stock. The system of ad hoc ‘hydra-headed”
ing Of the industrialisation strategy had produced an industrial
fture with considerable inefficiencies. On the one hand, as a result of
45¢ with which tariff protection was granted, particularly during the
of Sir John McEwen, some industrics were inefficient 5ccordir¥g to
_.nch~ma1jk of the cost of their products by international standards.
: ;;30:0?1315 agreed that their degree of tariff protection should be
» 4nd economic surveys frequently listed those industries.™ This
: {ltkl"i‘l:.lclldtr]l]y true of textilqs, footwgar, fur‘niturc.and paper. It was
e 1 ii_t tflllese }ndustrl@:s were improving their position and thus
I.1ised A mhdm industry status. In g@nerle they were under-
'resuli ofntht— (i o'lher hand some }ndustr;es were over-capitalised.
il ti01 cl)gdl-contem provisions I‘axd‘down by the coalition
B . 1$ ] '605_, there were four foreign-owned automobile-
A p}o(;pCK:dllllg i a market that could ha\{e. barely supported
| e'cn'on. ?n this case thfzre was the additional problem that
i - I any case, shifting from the local product to imported
'J rend which would accelerate.
: rth;‘:i’_ 1973, a tariff cut of 25 per cent across the board was announc-
» In December 1972 and September 1973, the Australian dollar

tactics for their implementation and, in government. elects a Cabinet g
administer them. As has been widely observed, however, in office the
power of the government with respect to the labour movement is greatl
increased, and despite dire warnings of trade union control, in bg
Britain and Australia, Labor governments rarely submit to the instructions
of extra-parliamentary bodies. This has the apparent advantage
earning the accolades of a hostile press for the integrity of Parliamenta
government. It also has the major disadvantage of making social policy
often as difficult to implement for Labor as for tory governments, T

policy speech made clear reference to the need to utilise expers advice on
a number of commissions to be established to advise on the formulation
and implementation of a policy. In addition, *“We shall need the help
and seek the advice of the best Australians. We shall rely, of course, on
Australia’s great public service: but we shall seek and welcome advice
and co-operation from beyond the confines of Canberra’. !

3. The First Labor Ministry, December 1972-May 1974

The first Labor Ministry of seventeen months presents a record of 108
opportunity. Some readers (and no doubt some reviewers) will be sul
prised by this statement. It is certainly true that the period was one 0
%fgat activity. It 1s its purpose that requires attention.
! The economic conditions of the period were dominated by two feature
rapid and continued recovery from the recession of 1971-2, and a stead
ise in the inflation rate. These were both characteristic of all the advance
apitalist states. Labor utilised this period to introduce a wide range €
ew policies. As Lloyd and Reid document,® it was a period of gre
increased Parliamentary activity: more bills presented, more pa
more Parliamentary committees, more divisions. In the area of pu ¢
service administration a number of new Commissions and think tan!
were established : Social Welfare, Cities, Grants, Schools, Petroleum af
Minerals, Industries Assistance, and the Priority Review Staff amof
others. By the end of 1973, Mr Whitlam reported that ninety-six €l
quiries, commissions, panels and task forces had been established |
investigate, among other things, the public service, Post Office and t
C.M.F. Six new ministries were established including Environment
Conservation, Media and Urban and Regional Development. What &



" The result was to increase considerably the cost of domestic goods rela
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was revalued by 7 and S per cent respectively against the U.S. dollag !
1o the dole.

. ) ; i lement in the policy for the re-adjus " industry in-
to the now cheaper imports. It was intended that, as a result, the leag The third fi . : © POnCy ) djuyst‘mem of mdqstry n
competitive. and hence the least efficient. sectors of industry would b ved the dismantling of the extensive system of featherbedding and
-omp ¥ _ 7 ast » Sect austry ¥ idies that had built up over two decades, in order to increase internal
closed and new capital located in the more efficient remaining arcas wh . ; forces. G RN
o . ) X L s : petitive market forces. Government subsidies would be run down:
capital-deepening could ensue. This would raise productivity and grow 1 = g . . 1T . S
= : gsiness collusions reduced by strengthened Trade Practices legislation:
The second aspect related to the labour force. The large pool of up ol oot S C0oe
_ fatcd o t 5 ! re extensive consumer protection provisions would be introduced to
skilled labour that the immigration programme had provided would § : S e : e .
. . > o R . . : aprove the quality of goods; and the Prices Justification Tribunal would
curtailed. This had not only reduced capitalists’ incentive {0 increag : : o Tset increase . : . .
R . ) . N used to force industry to offset increased costs by increased efficiency
capitalisation, it had also necessitated large expenditure on ‘soci it S aita : . LT
capital’ which was unproductive. In its place the increase in the wor her than by lifting prices to maintain profit margins. Again, in all
f“ ree would b L\t f P tw th. . ‘p‘< A in oth - itali se cases it was to be market forces rather than social planning which
IO. “‘e “(')U ; 16 me ror}? dwob o ?r bo‘F“fs-h S mf: fer capitalist cou Id provide the impetus for change.
neb’bm“”nhe(' \ffolm?n ’d' e?n ’Cr}’ie;go the “.“lr Tc;rse n mcreas§ nally, Australia’s role in the world market and its relationship to
gum ers (t’ oel(ri Pdr[UClPlfm(?él rtite""dll eﬁn “thfllst)h ollb Pr.(iC%SVS woul multi-national corporations was to be modified. This had three
¢ encouragea not only ideologically throug 1€ generd omer nks related to foreign investment in Australia. Australia’s international
Liberation propaganda but, more important, materially by the provisig us, and resources diplomacy
of day child-care centres, and government support for equal pay for womg 2 e oy o :
This would enable the same quantity of social capital to provide a larg . 1919’ Austml@ had gdoptcd ! /_(rr.ss();ffczzf() policy towards
uantity of labour power, thus in Marx’s expression ‘increasing # gn investment. During the four years prior to the Labor government
q ity ur p > : pression increasing had been, however. some changes in both the attitudes and policies
intensity of exploitation’. For by “the widespread introduction of fe ~ - b ;
abour e whole f‘imi-ly st now perfolr)m‘more surplus labou federal government. Gorton and McEwen had both adopted rather
capital ihan before, even when the total amount of their wages incr Llat::ﬁ)dis tg)wznjdi (h?h _unrgl\s_'mct‘ed‘ passage. of the Australian
which is by no means always the case™."" Or to put it in more contempora 'l}irckl mortelgn olynersip. he former had caustically x:efcrred
terms, ‘we find the main potential labour reserve among the 2.4 milli that §ne }rleatslg::nf{)r rkl?ie;nrtéilxlFi\/C,eumnec:ns%miAp‘r&s(shcommerlléz;rlxeb: sulg-
(women) who are listed as being on home duties . . ., there is furth al leadership was his i o ) o paon {in pn he
scope for drawing on this reserve if suitable jobs are offered”.®s Wheré inflow. Iltp il \/;S 1Ement10n to place greater restrictions on forcign
: g on this re: : are ( . . Oow. It was McEwen who coined the expression ‘buy back the
in 1907, Justice Higgins took ‘the standard appropriate to the needs McMahon was - >S101 buy b
) 2g ( ate o e as more committed to frec-market forces and less
the average employee regarded as a human being living in a civilis nment restrictions.— . : . e “hl. TR
community” and established a fair and reasonable wage for a man with the Liberal leaders?l?; :ter‘:;)gl}et(z&fhll\fg]it\ovlelgvze(?l?lcok{tbdlclilxn%v h}n:
wite and about three dependent children to support as the labour pow 7. But the situation changed in 1971-2. The large b)l Of IL]JmS?D
required from a family unit, in the 1970s two labour units would (particularly Euro—dollar:) which exi;éd followi%w?ﬁ(e cgrrcn.q'f
z:s:cred to attain the newly historically determined fair and re e gn;gm ‘gf‘ 1331 and the US deficits which had preceded it, was
~ ' nsiderable ¢ ‘ il o - - .
The other source of labour, in addition to natural increase, WOL )S€ two years ghice(;ln,ccirtnv.v' /‘\.bf)‘m 5133.b1'1110_n.0’nt.ered the country
be provided by those workers ecased out of the bankrupt, ineffi tion and t,he qui>c’k prg;‘u&;}ﬁi o dll;ltlcfp‘)d]tlon;i 4 C‘urfeﬁxcy
industries in the process of rationalising the capital stock. More than € stic liquidity and facilitating rapid “Vog,‘ resu t. By mcreasing
female entrants, they would be recycled through that pale imitation d the inflation spiral and di%i mﬁ; [Lrie ‘l.t ‘e?(_palyrlmo?, this }pﬂow
the Swedish labour plan, the National Employment and Training Schel fesources. In September 1972 th.o I?Lble‘?blc the economy's pro-
(NEAT). As the then Labour Minister put it: *Where tariff changes ons on foreign capital inflov, | ¢ Liberal Government placed
displacement. we will be there to sustain the displaced worker. W Labor Party’s attitude had als chaneed. ™ In his 1970 <
technological change makes a skill obsolescent, we will be there to t American Australian Assc;civ,l‘[iko N A\?gc Y n his 1970 specch
another skill’.%" In the absence of immigration which provided a h Sted, I think there arc adV'mLt'i on 1fn . XW _o“rk, Mr Whltlam had
mobile increment to the work force, the government was seeking to m 13 as g factory in the lg[htcel;tgile: o m?r,mm 1pve>tors to have
capital’s labour requirements from internal sources. That NEAT St Asia’. In his 1973 address hey\:f,rise o an Oﬁ;SEOC;C factory for
too little, and badly administered, became apparent later.? Wit 7 s more qualihed:
being integrated into forward estimates or national planning, a |
retraining scheme would tend to degenerate into a palliative complem

In fyy :
1 ur et o . C .
S € We will cast a more critical eye over individual investment. We

Intend N .
% o make sure that future capital inflow is associated with productive
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ctions on capi_lal inﬂoyv:, and the tariff cuts that have already been
referred to. The last C():dhllOﬂ government budget had been in deficit to
cyimulate the economy for electoral reasons. Labor’s first budget saw its
nanded welfare programmes matched by increased revenues to a degree
at a small domestic surplus was planned. In addition, a credit squeeze
introduced in September/October 1973, by raising interest rates.
the centre plank. however, was to be an incomes/prices policy admi-
istered by the federal government. Since it lacked the constitutional
ers to do so, two referenda were submitted in December to amend the
nstitution.  They were both defeated, 65 per cent casting negative
tes on the incomes proposal.
n May 1974, Labor again faced the clectorate following the threat
by the opposition-controlled Senate to block supply bills. The govern-
t stood on its record, making few new promises and was returned
1 similar support to 1972, The only significant new issuc to emerge
1e campaign was the rate of inflation.
e first Labor Ministry had held office during a period of boom:
thrust of 1ts policies revolved around four inter-related objectives:
expansion of Australian social and welfare programmes. the con-
tion of the welfarc state; to pay for this the growth rate should be
eased by rationalisation of the capital stock by use of market forces:
rove Australia’s participation in the world market by selective in-
ement in trade and capital movements: and change the orientation
stralian foreign policy towards a more independent stance. Shortly
‘the second electoral victory, this programme was called into question
he collapse of the global and domestic boom. From that time the
) ment foundered.

investment which will add to Australia’s real resources and that forejg
capital is employed in real partnership with Australian owned capital,

To buttress this development the AIDC would be used to mobilig
Australian funds for this partnership. And government assistance ap
encouragement would be given to Australian industry, itself going mulg
national especially in South east Asia.

Thus the use of selective controls on capital inflow, coupled wit
drive to increasc the efficiency of Australian industry, would enab
Australian capital to penetrate Southeast Asia in conjunction wi
American and Japancse. This would be complemented by ctiorts to
vide greater stability to Australia’s trading position by strengthening
economic links with the centrally planned cconomies.

The third aspect of improving Australia’s growth rate by modifyin
its international position involved ‘resources diplomacy’. During th
global boom of 1973, the historic price relationship operating in fay
of manufactured goods against cnergy and raw materials was reverse
The most spectacular change achieved during this period was the fiy
fold oil price increase demanded by the Organisation of Petroleu
Exporting Countries. But other commodity producers also faced
sellers” market. Under the nationalist Minister for Minerals and Energ
Rex Connor, Australia would both improve its terms of trade by gover
ment intervention in minerals exploration and export, and use its o¥
energy resources to offset climbing international oil prices. During
first Ministry these strategies were commenced: iron ore contracts v
renegotiated with Japan to achieve higher prices:? oil search subsidi
were withdrawn but exploration activities encouraged by sclective €@
trols; government agencies were foreshadowed for joint venturé
uranium was kept in the ground in anticipation of future large prl
increases; a natural-gas pipeline grid was to be the basis tor a new dom
encrgy provision system; and statle governments were overruled to
crease the price and royalty for coul exports. Connor stated that ‘in
future there will be no give-away of kingdoms, empires or principalities’
the "mugs and hill-billies” previously in control of this sector. The fedel
government would orchestrate a sellers front to improve the terms
trade. thus making more capital available for a more rapid econol
growth record.

It remains to deal with the government’s policy towards inflation.
the 1972 election speech, Mr Whitlam had correctly accused the coa
government of presiding over the worst inflation rate in twenty
During 1973 it increased. At that stage it did not assume the c€
position in government strategy that it would later. The legacy Of-
1971-2 capital inflow coupled with the rapid economic recovery of 19
were seen as the causes. To this might be added Labour Minister C
ron’s efforts to increase the share of the G.N.P. going to wages &

| salaries, specificially by using the public service as a pacesetter.
{ government’s anti-inflationary devices included use of the P.J.T.

——

The Struggle Between Two Lines, May-
November 1974

Hng in November 1974, a former ministerial adviser argued that “In

months the government moved from single-minded concern with

On in May to single-minded concern with employment in Novem-

! T!(llls fairly describes the movement in government policy during
10d.

fing lhe‘campaign for the May 1974 clection, the A.L.P. had added
Inor features to its welfare programme expansion policy --child
rﬂlres, more heal'th programmes, structural adjustment assistance
) QHdly stood on its record. It was the Opposition that introduced
"V element in their effective criticisms of the rising role of inflation.
i 1:iﬂus and atypical drop in the inflation rate for the first quarter of
ad blunted the edge of the Opposition campaign somewhat. But
Oblem was still there. Following the victory of 18 May 1974, the
3 n?::l'} was faced with the need to formulate a strategy. What were
lo thEl[.tlme the system of economic management utilised during the
T Period-—Keynesian economics—had not been confronted with
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headlines in another.™ It was reported that government adviscrs‘
dicted that ‘the measure would mean that the number of people out of
ork will rise to between 12_(2,0()0 to 180,000- - or between two and three
cent of the work forece’. ™ . ' o _
The deflationary pucﬁl\jagle had come in for extensive criticism in the
ucus on the evening of its 1x1t§onuctlon. A motion that it be deferred was
pported by at Jeast three Ml.mstcrs and lost by only forty to thirty-five
es. In fact, the Prime Minister spent as much time in Parliament the
llowing day defending himself against the critics within his own party
from the opposition. It was widely assumed that the measure of 23
was the first blast of a tough deflationary budget to be introduced in
tember (having been dclayed by the May election).
" In fact, the strategy pre-figured by the mini-budget was defeated
-i’pcally within the caucus. The reason for this caucus revolt sprang
n the impending downswing in the trade cycle. As early as December
some Ministers, especially Clyde Cameron, had been arguing that
would be an cconomic downturn in late 1974. This had indeed been a
non prediction in the financial press throughout the capitatist
Id during late 1973. It was thought that the rapid, synchronised
ng of 1973 would be equally rapid and synchronised in reverse.
large energy price rises and oil restrictions of late 1973 seemed likely
itensify this problem. In fact, at the very time that the mini-budget’s
oduction was proposing to deflate the economy, this was in any case
ring. The upward movement of the rate of unemployment ha
and did not stablise for over a year.
Iring lgte July and early August, the ‘Treasury Line’ came in for
ted Fnticism from a wide range of sources. Within days the Deputy
'Mmister, Dr Cairns, put forward an alternative six-point package
L included selective regulation of banking credit to bolster productive
tions; differential tax rates to penalise speculation and favour low
€s; the maintenance of real wages, social security benefits and full
yment; and the regulation of prices and profit levels.”™ Mr Bryant
-r___Camgron also circulated Caucus with plans designed to maintain
Mic activity yet lower inflation, including indexation of wage rates
-Can_umer Price Index, in return for voluntary wage restraint and
oration of tariffs and quotas on imports. Academic economists
“ame vocal proponents of alternative strategies. The Melbourne
€ for Ec;onomic and Social Research argued against deflation and
d4ges/prices policy buttressed by taxation rates used as carrot and
group of South Australian economists launched the ‘Adelaide
the chief feature of which was wage indexation.® The Liberal
. r Snedder! was als'o Critiqa] of what he called a ‘forty-year-old
cn“:(iﬁl;lomlc thinking which advocated deflation: he Qpposed
reases and called for large tax cuts. Other ministers,
q? M_r Uren.an'd Mr Hayden, took extended economic advice
me influential in the drafting of the budget.
€ct of this activity was the political defeat of the Treasury line

inflation as a major economic problem. Certainly prices had risen duri
the post-war period but at a fairly steady and low rate- —except briefly
during the Korean War. Insofar as it entered economic policy makip
considerations it was attibuted to two sources, demand pull and ceg
push. With respect to the former it was argued that in periods of rapij
growth, particularly when an economy has been quickly recovering frop
a trade cycle recession, aggregate demand would expand quicker tha;
output, thus creating a sellers’ market in which suppliers would raig
prices. In this situation, the role of government was to restrain demang
growth by reducing its own expenditure, running a balanced or surply
budget and tightening credit by use of interest rates, etc. Cost pus
related the same situation specificially to the labour market. In period
of low and falling unemployment, wages would be pushed up as a resul
of high demand for labour and the increased bargaining capacity of th
trade union movement. This analysis was added to Keynesian manags
ment policy in the form of the Phillips Curve. Named after an Engli
academic and his empirical studies of Britain, the Phillips Curve seeks|
demonstrate that wage and price increases are in inverse corrclation to thi
rate of unemployment; more of one means less of the other. Hence, |
order to reduce the rate of inflation, it would be necessary to alter th
condition of the labour market. To reduce inflation required increasir
unemployment. This option had been adopted in the 1971 Snedds
budget when some inflationary increases had been occurring. One way
curbing such tendencies was to cut back government spending. i
Immediately following the electoral victory the government consulte
its cconomic advisers with respect to formulating an anti-inflational
strategy. [t already had the credit squceze inaugurated in Septemb
1973, in the pipeline, and this was assumed to take about six to nine mond
to have any serious impact. It was informed by its Treasury advisé
that further measurcs would be necessary. In the first instance, this advi
was accepted by Mr Whitlam and the then Treasurer Mr Crean. Treastl
argued that in the light of expanding public expenditure and large wa
increases the federal government would need to restrain these two mov
Lments if inflation was to be checked. In July 1974 this advice was acted @
On 23 July, Mr Crean announced a mini-budget, the total effect]

| f which was designed to restrain aggregate demand by cutting governme
|| expenditure and maintaining the credit squeeze. “The foundation of al
T anti-inflationary policy must be the control of demand’, he argued. “E
monetary situation is now very tight. We shall certainly keep it that Wi
as long as necessary’.”' Government revenue was to be increased
higher charges for postage, telephones, cigarette and spirits duties @ ¢
capital gains tax. Expenditure was cut by reducing assisted immigratio
deferring the means test abolition and deferring the child care programi
‘In a spectacularly candid way, the Treasurer embraced the 1971 stra
which put the McMahon Liberal-Country Government out of offi€
argued one newspaper.”™ ‘Mini-budget may cost 180,000 jobs’, trumpet

itut
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within the Partiamentary Labor Party. Having stood at two elections g

the basic platform of extending public welfure programmes the party

not willing to accept their cut-back and an attack on wage levels as g
anti-inflationary strategy. This was also sound politics, insofar as survey
alrcady indicated a sudden drop in Labor popularity in what had beg
its electoral strongholds of working class voters.™ *This drop was §
accompany the rising unemployment during the coming ycar. The fo
mulation of the September budget reflected the changed political efy
cumstances. The July mini-budget had narrowly been accepted by Caucug

During August it was clear that this was no longer the case, as Cab
dismantled the Treasury submission which was reported to advo
a surreptitious surplus ot over S1,300 million”.** There was no cary
into government expenditure. Dr Cairns announced that the cr
squecze would be relaxed. On 26 August, Mr Whitlam made 1t clear
he had disowned the Treasury line and Dr Cairns took over the reins
budget policy.™ :

~ The budget that Mr Crean introduced in Parliament on 17 Septemb
1974 represented an entirely different strategy to that of July, to de

with the three problems of economic downturn, rising inflation and i
creased industrial militancy to gain compensatory wage icreases.
represented what might be termed the social contract strategy. It wi
designed to mildly stimulate the economy while providing the basis for

Overall the budget was to provide for an effective domestic balan
in fact a surplus of $23 million. Mr Cre
intimated that if this were not sufficient future mini-budgets would furth
stimulate employment. He added:

The Government is not prepared deliberately ta create a level of 4 or 5§
cent, or perhaps even higher unemployment . .. To act on unemploym
to reduce cost pressurcs would inhabit that cooperation with trade uni
and could destroy the Government’s right to claim it. The Government¥
not close off its options until the possibility of cooperation has been gi
proper test.

The tax scales were restructured to the advantage of lower income grou
Expenditure on a wide range of social welfare programmes was increas
particularly for Regional and Urban Development, education, pensl
and culture and recreation. Mr Crean asserted that:

" "Crucial as the fight against inflation is, it cannot be made the sole object
of government policy. This government is committed to the program
of social reform to improve the position of the less privileged groups
our socicty and to maintain employment opportunities.

n the uncmployment front the government had opted for econof
stimulation.
On 18 September, Mr Whitlam made clear where the governmen
anti-inflationary policy was to be aimed. He argued that ‘there is 1€
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ery reason for cooperation from gmployeeg and their organizations . . .
employeces we'have ensured a rise in their real standards of living as
pers of families as parcnts, as city dwellers, and as public transport
nd road users”. The trade union movement was being offered policies
maintain employment levels and growing welfare provisions in ex-
ge for wage restraint.  Mr Cameron negotiated the indexation of
ges proposal with the A.C.T.U., but at that stage it was not clear
ether the union movement would accept the proffered social contract.
fact, the situation continued to deteriorate.
" In the two months which followed the introduction of the September
74 budget, it became clear that the problems which faced the Australian
conomy were of a more fundamental nature than had been at first
ognized by the government.” The Consumer Price Index for the Sep- ¥
nber 1974 quarter rose by 5.4 per cent—an annual inflation rate of 22
cent. Itstarted to be widely canvassed that due to inadequate account-
 procedures the profit rates recorded by Australian companies were in
t illusory. If the Merritt-Sykes depreciation method were used -
ent replacement cost  Australian corporate profits were declining.™!
n was concerned that this was having a serious effect on investment
s, which were declining. Imports were continuing to 2row in com-
ion with domestic production. In October the unemployment rate
c ed 3.2 per cent on a seasonally adjusted basis—a post-war record
. Tl!l.e progress towards a voluntary wage restraint system based on the
tration Court’s indexing wages to the C.P.1. seemed unlikely to
rialise before April 1975.% In the meantime, pay claims and in-
_ a! strike action reached record levels. October and November
Witnessed the extension and consolidation of the basic strategy oult-
In the September budget speech. This process culminated in the
on of Dr Cairns to the Treasury portfolio.
policy initiatives of September-November 1974 were designed to
ulate the private. sector, lift aggregate demand by running a govern-
blldgel deficit, increase protectionism and lay the basis for wage
nt. They could be summarized as a Left Centre Keynesian package.
& cl;ln:‘l;e];);dhls suppo‘r.t Foﬁthe dom(_:s@ic critics of the 1973 tariff cut
3 e u?e\r;lt’huslabllcally participated. In a letter to lhq Asso-
el Whic;io\/ll \;r}llt.lﬁ‘icturers Qn‘8 October, he openly queried the
referring ml t}: \ lflam .hud dpfqldul as recc\nlly as 23 September
i e Vnelvm’ls Nellies ;n my Party’. On 25 Septembgr,
. ar “'?js deyalued byr l; per cent and greater support for
| u&s;w entl in Caucus.® On 24 Novembe.r, Mr Whitlam
{ the R 1‘ S wo'u d not be further yeduced. and it scemed clpar
bR, ael‘}%pf-rcl)ld(:h‘()f the Industries Assistance Commission
g6 of Hewglarrli;)“d a entrqm favour. On9 December, he announgcd
R . qﬁ,OtSsS on 1m?orts an‘d presaged others. F()“L)\‘»"lllg
-C‘Pponu[r))it' S t' at squ@eLed proht_s were regjucmg produgtlon
B 1es. a new mini-budget designed to stimulate the private
nced on 12 November. Personaland company taxes were

Y
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’| cut and the P.J.T. was instructed to take into account the need for prg
{ fitability in its price rise hearings. On 11 December, further depreciatig
allowances were granted and company tax payment dates deferred. Q
20 November 1974, Clyde Cameron announced that it was thought thg
wage indexation would be quarterly from the first quarter of 1975, thy
reducing the need for industrial activity and large wage claims in an
pation of price rises. This, it was hoped, would stop the wage rises whi
Mr Whitlam had blamed for both inflation and the "profits squeezg
On 21 November, following some public criticisms by Mr Whitlam ¢
the Treasury. it was announced that Dr Cairns would replace Mr Cr
as Treasurer early in December. Shortly after. Labor was decimate
in the Queensland state election, following the National Party’s Sta
Premier’s blaming the Federal Government for the economic situatior
The rapid deterioration of the economy which followed the May el
tion victory of 1974 produced a sharp political struggle within the Pa
liamentary Labor Party. It revealed many of the party’s strengths. Aftg
a brief flirtation with the ‘short, sharp, shock™ Treasury line of reduci
inflation by attacking the living standards of the poorer members
society, the A.L.P. opted for stimulating the economy. It also reve:
~its weaknesses. Lacking a social strategy that encompassed democra
social control over society’s productive forces, that would enable
strategy for deciding what should be produced, when and where,
unveiled piecemeal a new package. The press occasionally obliged it
the title of ‘new economics’. In its first flush, associated with the ri
Dr Cairns, 1t was consistent with standard international practice: a
gate demand stimulation to deal with a trade cycle recession; a
policy to deal with inflation; and tariffs, quotas and devaluation to hang
foreign competition. This was the basis of policy until mid-19751
when, it was hoped, an upswing would have started.
The danger signals, however, were already present. This might I

be just another trade cycle. If it were not, more than aggregate demal
management might be required. Would it be forthcoming?

5. ‘The New Economics’, December 1974-June 1975

Inearly February 1975, the supreme policy-making body of the Australi
Labor Party held its biennial conference at Terrigal, New South Wal
The platform adopted by that conference represented an endorsement
the strategy then being implemented by the government under Dr Caifl
leadership. The most important items were contained in Section
Economic Planning. Under it the following were included:

The Australian Labor Party will: !
1. Establish a Department of Economic Planning to give advice on medi
and long term priorities . . .

4. Empower the Australian Parliament, ecither by referendums or
references, to make laws with respect to prices, incomes and intél
rates.

5. To achieve Labor’s objectives, establish or extend public enterpk

Ny :nl.
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where appropriate by nationalisation. particularly in the fields, of

banking, consumer finance, insurance, marketing, housing, stevedoring,

transport and in areas of anti-social monopoly.

Recognising that ours is a mixed economy. that the private sector pro-

vides employment for a substantial part of the Australian work force

and that an efficient and prosperious private sector is essential for the
maximization of employment opportunities:

(a) provide an economically healthy environment within which busi-

ness and agriculture can plan on a reasonably long term basis to

receive reasonable returns on investment in order, among other
things, to promote new investment and encourage innovation and
research; and

protect and develop Australian industries ensuring the optimum

use of the nations resources by the use of tariffs, import controls

subsidies and/or other economic instruments. In the course of
determining policy for the protection and development of industries
the Australian Government to make full use of the Planning

Department . . .

13. Establish clear guidelines for overseas investors, for the benefit both
of these investors and of the Australian community. Overseas in-
investment in Australia should be encouraged only where it introduces
new technology and expertise, includes plans for Australian parti-
cipation in the enterprise, and;or otherwise shows itself to be in
Australia’s interest.

(b)

t er,(;n Section VIII. Industrial Development. the following additions
€ made:

Mineral Resources

Fabor will achieve and maintain full ownership and control of coal, oil,
natural gas, uranium and all other fuel and ENnergy resources . . .
encourage the treatment and fabrication of mineral resources in Australia,

%':;bor will only allow the export of minerals:

To

- - - at reasonable world market price . . .

D) Wh‘:l_'e they are reasonable beyond Australia’s prevailing treatment and
fabrication capacity . , .

el and Energy

Labqr will establish a National Fuel Energy Commission to devise
-ﬂnd implement an integrated and coordinated national fuel and energy
policy. The Commission will prepare an annual Energy Budget . . -

.’:-;il([:l?)l[’)racincal results of this policy‘manifesto.‘? The Department
sy pmsangmhg never saw the light of day. An incomes policy was
. e ga?r)eq though price control was r'claxcd. An abortive effort
- induﬂfﬂg}e control over the massive funds cog[rollcd by the
g W ‘y. the formation of a government insurance cor-
_ o‘ris to stimulate the profits of private industry were con-
‘::;;r?amn'g vigour until the government lost office. Overseas
and fue] p;l;(rjedflggly sought. The policy V,Vl.[h respect to minerals
et uced the dxs.as.trous Loans Affair.® Before describing

Opments however, it is necessary to pose the central question:

With
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What was wrong with the economy”?

In his address to the 1976 ANZAAS Conference, “What went wrong]

a former sentor Government adviser, Professor F.H. Grucen attempts

answer the same question.” He provides the following series of answeg
| First, coalition government mismanagement meant that Labor inheritg
! both inflationary pressures and an economy with rapid cyclical movemey
| contrary to post-war experience. Second, U.S. mismanagement had [g
| excess international liquidity with inflationary implications. Third, Lakbg

coverstimulated the economy in 1973, Fourth, the wages explosion g
| 1974 overheated inflation. Fifth, the 1974 collapse provided reaction

to the resulting profit squeeze as did the uncertainty engendered b
| flation. Nominating scapegoats he lists: ‘the Americans for taking §
"long over losing in Vietnam’; the McMahon government: the Lab
government ‘for losing its nerve from August 1974 to June 19757; academ
economists for insisting on overfull employment ; and Treasury for losis
some chance to influence events. He concludes by saying that he doub
if we gain much from looking for scapegoats and quotes Assar Lindbeg

The ability in different economic systems to take efficient action agair
negative external effects of the environment seems to be rather independ
of the actual economic system: perhaps the most important pre-requis
for such actions is in fact an interested and active public opinion and hen
free debate.

This 1s indeed the point of view of this essay. While the governmel
analysis remained at the level of the deficiencies (or otherwise) of p
policy-makers, it lost sight of the objective forces creating the difficulti
Whether these could be affected at all by the beginning of 1975 in su
4 manner as to retain public support must be open to question.
During the 1973 boom most, sectors of the economy had experient
very high rates of activity. despite 1.5 per cent unemployment.”! B
' agricultural and mineral exporters faced a sellers market with sk
iprices. Manufacturing industry wds running at a high level of outf
and building stock levels, Construction industry was meeting the hi
"\ demand of those sectors while housing was trying to keep pace with
! demand. In 1974, all these conditions collapsed for inter-related rea
[ The world commodity boom came to an end and not only export re
but investment in primary industry stalled, a process no doubt encourag
by Labor’s cutting back the extensive subsidy system. Once manufacH
| ing industry had established a high stock level, production levelled
| and investment dropped. Again this was intensified by the delibef
‘policy of reducing protection, and only snowballed as consumers Sas
more in fear of unemployment. Further, as the Committec of Enqu
into Manufacturing industry reported in 1975, the profit and investms
rate in that sector had been declining since the 1960s.*? Constructt
industry, particularly in Sydney and Melbourne, found it had O¥
capacity of view of declining demand for office space, etc., and could!

1
|

' overcapacity and was correspondingly severe. Sixth, Labor contribute
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ily diversify into other areas. Housing construction faced both a
dit squecze zmgi reduced population growth, This was exacerbated as
oclining production was translated into declining demand. This type of
ccenario, which will be developed later. suggests that in a capitalist
nomy, a general tendency to expansion will be self reinforcing, as
] a tendency to decline. With all sectors moving downwards together,
orts, investment, consumption, a large stimulus would be required
to reverse the pattern. The stimulation of aggregate demand provided
ler Cairns may have in part served this purpose and slowed the de-
ation. But productive investment on a broad front was not forth-
ping in the private sector. The government’s efforts to stimulate it
ublic investment was a proper supplement: the administration of
policy proved less successful.
he economic programme which unfolded under Dr Cairns’ direction
not a ‘new cconomies’: it was a Left,Centrist Keynesian policy de-
ed to deal with a dip in the trade cycle. Because the recession of
-5 was the deepest and sharpest since the war. and also because
concurrent high inflation rate, the policics were to some degree
al. But their basis remained that of stimulating economic activity
vernment intervention. If national income potential was not being
ed—that is, there was under-utilisation of capital and unemploy-
uof_labour———government policy could operate to stimulate one or
qf Its component parts. This would lift demand and hence call into
tion the unused capacity. If potential national income were to be
ded by.demand. hence creating inflationary pressures, governments
[Testrain aggregate demand levels.
basic formulation of economic management was susceptible to
-Lefl_/cemre or Right/centre packages. The former would emphasise
Mption and public-welfare spending to stimulate activity: the
; orofits, and hence investment. But in principle it was assumed that
OInt of stimulation would produce the desired result. Put crudely,
nment could determine the difference between the actual and
. national income level: divide by the multiplicr (which deter-
.;ﬁii!to[;]fj«ry tten? ﬁffecl of putting one dollar into‘ cilfculation); :dnd
P oot C:e' ? t fit'l‘evel tf) call the unused capacity into operation.
apacity existed, such a policy was thought to be neutral
3 Ogelﬁi lE;)alsnﬂ‘'czt}[?n. Increased demanld would call forth production,
e es. To the extent that it d_1d this gould be managed later,
M tull employment, by a restrictive credit and monetary policy.
'Puzili;sﬂlﬁg ll]odcosl-pt_lsh inﬂat?on. this could be managed by a
e popu[asriseedogl v;fllllh &glumonsi In terms of the social contract
& Capital fearoy 1 y ¢ Wilson British Labour Government. If
O the implications of a socialist Treasurer, it could be
ey latfy and in the guarantee offered by the Terrig'ftl changes
o Cguldcll:;n;ﬁ Ip agcgltlon,.greuter com‘rol over the dn'ectior} of
B 'ame ‘ ythevlmplem.entatlon.o_t the ﬁnance capital,
energy, and economic planning provisions included in the
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Terrigal platform. This was the programme with which- Labor enterg '-en$3,301 m. '

1975.

The situation with which this strategy had to deal was unprecedenteg
During 1974 fundamental changes had taken place in Australia’s ecg
nomy. Profits as a percentage of G.N.P. had declined from nearly 15 p
cent to 9 per cent. The growth rate of the non-farm sector had slumped i
minus 3 per cent. Unemployment hit 4 per cent in January 1975. T}
growth rate of the money supply was negative until July 1974, then
to nearly 30 per cent on an annual basis by October. Despitea reflation
deficit budgetary policy, which the growth of the money supply reflecteg
the economy was still deteriorating. And by January it was estimatg
that a budget deficit of $1,500 million was likely—six times the previo
highest of 1972-3 ($215m), with which Mr McMahon failed to win
December 1972 election.™ The government continued to reflate by
within months this strategy was to encounter resistance.

This wave of pump-priming did not restore the popularity of the
sovernment as reflected at both the Queensland state election and in
plic opinion polls.!” Nor did it produce an upturn in the economy.
s Dr Cairns lamented in February:

We live in a society where the determinants, the things that happen in the
system as 4 whole are taking place in the private sector. Now if we're
going to get activity going, if we’re to get production up, if we're to keep
people in work or get them back in work, we have to work on the private
sector to get results there.

added that the powers of the federal government were peripheral—
Jimagine that the Government in Canberra has extensive powers, that
s has the machinery to usc them effectively is a mistake. It’s not so™ .
cking that power and machinery, the government was forced to attempt

In January, Cabinet determined to lift the ceiling on the growth rate talk up and subsidise Australian capital. Its parliamentary position
ended on its success. Dr Cairns led the pump-priming, Mr Whitlam

the Public Service, thus re-invigorating the fastest-growing employme
sector under Labor.?* Those ‘fat cats’ Mr Cameron had castigated were talking-up. In a number of addresses to business groups, the Prime

increase in number. On 28 January 1975, on Dr Cairns’ recomme dinister stressed the A.L.P.’s commitment to a mixed economy and the
dations, it acted to bail out the motor vehicle industry. British Leyla le of profits. ‘During the period of the Labor Government there has
had already collapsed and the American big three. G.M.H., Chrysler al €0 no initiative to nationalise industry. There will not be’. He pointed
Ford, had announced that sackings of up to 10,000 workers were immine that the Government was ‘secking to attack inflation by reducing the
as a result of declining sales and increased import competition. It W sure for wage increases’ and ‘sought to enhance profitability’. He
thought that the overall unemployment impact would have been doul cluded :
this figure. To forestall this, sales tax was greatly reduced, import quo
were established and the budget decision to tax the use of company ¢
was revoked.® The government was forced to protect the very mu
nationals it had previously criticised. Similarly, the restrictions on forel
capital inflow eased.” On 29 January, the government abandoned:
plans for a capital gains tax.”” At the Terrigal conference, the gover
ment’s established direction was endorsed and no new initiatives cal
from the Labor movement. ‘The new economic platform with its € k ‘
phasis on the private sector and protection is more of a reflection of§ dﬁgvemmem had come to recognise that its success, its existence,
direction already adopted by the government rather than a blueprint! y S“ the operation of 'Ca'Plt’dllSt reproductxon. It was Seqkmg to
the future”.™ The trade practices policy was effectively reversed by he liftin y government subsidies of public money, wage restraint and
tending the legality of exclusive dealingsan(c)iI agreements ;)dn thehres; : s'gthzfp‘:)rlci)t?;{a]is(:t Ittls ptolu(:‘y was to megt[;'lesxstz;pge {rgn hthrele
of trade.” On 14 February, an extra $240m was granted to the St& 1 - ; the trade unions an e political Right. It
following a Premiers conference ‘in an effort to hold unemployment & ee&ithj first aside, won a protracted struggle with the second and fell
create jobs’.!% Two days earlier it was announced that financial instl he M;réh issue of Labor' .
tions would be' engouraged to lend more freely to lund de\'/elope y Ctorian Solclt?a?ist ‘]i ?t’ 5_t<':0'r1.tdmeg a%ong I?Iter frorn members of
boost the housing industry.!’ On 18 Februa.ry', Dr. Cairns am?ou ¢  counts b eft criticising the Terrigal programme on two
that private industry had received $1,850 million in the previous, ate Capit.al ”SSt, thg; it committed the party to the preservation of
months to help investment. In early March greater protection fof" ively accent ;Ctﬁn ‘y,ﬂ'th.at, n Ca‘“”{g for a Wages/prices policy it
the textile industry was agreei‘i‘ to bleabrl)mit.l”‘Z dT»};/o parlt\lllc_lljllar €0 { repl‘inter()i ein [hﬁg go;ﬁﬁgn‘;ﬁs\;‘;&zfs bY)W/”\_ZOrkeer?3 v{“z;]ge lmtireases,
tions, Electrolytic Zinc and Australian Pulp and Paper Mills were iy u ys une. e letter was
/given an outright grant of $650,000 to mainrzain production. " By A ;é:: lltsslt)rqposmo?ls, but the opportunity for an alternati've direction
{ it was estimated that the budget deficit for the previous nine months six months before during the budget struggle; and it had

The democratic system is everywhere under challenge and great stress.
It's no coincidence that the capitalist system is equally and everywhere
under challenge and great stress . . . you might ponder how long capitalism
€an survive if popular democracy does not survive. [ venture to suggest
that the values you uphold will not go unchallenged if those who seek
change through the parliamentary system lose faith in the capacity of that
System to provide peaceful change.'"

1 b
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|’E&:n lost then because the platform of 1972 had been formulated fg
| different circumstances. And thirty years of boom had made those

cumstances appear permanent. It was that historical fact which dete

mined the absence of an alternative programme, led the government ing
reliance on manipulation of aggregate demand, persuaded social dem
crats to abandon the objective of social ownership of production, ag
had permitted the personal dominance of E.G. Whitlam, pragmatig
eclectic and welfarist. To blame him alone, as was later done, for !

December 1975 would be ahistorical. The events of late 1975 w

already pencilled into the diary. The private sector could not be talk

up. subsidised up nor touched up, as Dr Cairns’ successors were to d

cover. The long boom was over. The crisis came home.

("""The trade union movement presented a more substantial obstacle.
[ 1974, the combination of high levels of employment and inflation ha
[ to a high rate of industrial militancy. ** Wages had kept in front of pr
| though take home pay was eroded as workers moved up the progressi
| income tax scales. By mid-1974, the government had begun contemplati
/ the use of the Arbitration Commission as an instrument for implements

the wages policy which the electors had denied it the power to enforce

December 1973. The matter was canvassed in talks with the unions a

the A.C.T.U., publicly, and before the Commission for the 1975 Nat

Wage Case. The complications were considerable and cannot be desc

in detail here.'® Briefly, the employers wage restraint. The A.C

wanted indexation so that wages rose with prices as measured by the

sumer Price Index (C.P.L), without any restrictions on the Un
rights to collectively bargain additional rises. The government wal
wage restraint and canvassed various methods of implementing it, &
the board or ‘plateau’ indexation in particular. The Commi
wanted to reassert the central role in wage fixation policies, which i
lost since 1969, with the ‘wage drift” that followed the unions’ destru
of penal clauses after the Clarrie O'Shea jailing. Within this conté

. different unions and employers groups had different attitudes.

| On 30 April 1975, the Arbitration Commission delivered its Nati0

Wage Case decision. It decided:

with every support.''® Both proved to be forthcoming.
" The indexation of wages effectively meant a wage freeze and in the
oer term a reduction in the real wage level."* In May the A M.W.U.
for up to $20 a week increases above indexation was being heard.
ot only was this the traditional wage leader case, but an increase had
en granted in September 1974. In the Cabinet meeting of 12 May, the
our Minister Clyde Cameron proposed that the Government support
Jaim. He was opposed most vociferously by the Minister for Industry.
tor J. McClelland. and also by Dr Cairns. It was decided that the
ament take a neutral stance. The claim was deferred by the Commis-
On 5 June 1975, Mr Cameron was replaced by Senator J. McClelland
abour Minister. For the remainder of the year the government was
getic in its support of the wage freeze. '}
the following week the government supported B.H.P.’s application
price rise before the P.JUT. It centred its argument on the need to
re profitability to Australian industry. “The government’s sub-
iion is more than just an elaboration of Mr Whitlam’s letter to the
nal in November ... It represents an all out attempt to influence
bunal into setting a precedent which would encourage other com-
nies to approach the tribunal on the same basis . .. In this respect it
esents a complete reversal. The Q.C. appearing for the government
led that ‘a restoration of profitability is one of the necessary conditions
e solution of the current economic problems’.'*> He aréued that as
centage of the G.N.P., profits had declined while wages were rising.
needed to be a redistribution back towards profits. B.H.P. received
! -ldera'b}e price rise. Capital, with government support, had lifted
sol dividend while labour with government opposition had failed
May 1975, iF scemed that the government had unequivocally ac-
n:h;,nlct)l%éceot 'thz ld()72 polipy speech: it was committed to and de-
L ° x‘p‘m e .(replO(.i}lCtl(?n of private capital. .It was alrea.dy
e consequemlql.poh(y with some force. But it was coming
€iie§;‘aacrl(chfirt(;rz‘]t tf;_eup’olltlc]z'il‘ lvlight,“p'arliculurly for its pump-priming.
Camorce i0 thmhth'o llcy, DI Cairns, pro_ved’ to be vulncrablp and
g n the "Nig 1t' of thp Long Kmyes , 3Q June. Thc" 1ssues
1s eclipse included inflation, his relations with the Parliamen-

1. To index all wages and salaries quarterly to the C.P.L unless persua b
4Dor Party and the Treasury, and the ‘Loans Affairs’.

to the contrary:
To sit every three months to consider this:
To consider annually productivity rises: major alternative school of i .

. : . . . of economic e
That increases above indexation would be extremely difficult to POSt war period had been provide(()i r:;[[go‘f\%‘[},“ Ff).tt‘hg Kiyn%ldm
The continuation of wage indexation would be dependent B % The original proponent of the school W’-‘;/S th‘é:r)e\;z;t U[thy‘mone_'
unions moderating their wage demands and remaining within Mist David Hume The centre plank of th;:d t 18 _ef;: QLentu_ry
indexation guidelines. : I e doctrine 1s the Quantit

OguMolney, It argues that if the supply of money increases faste}rl

;: 0e~pp y of goods and services, and the velocity of circulation of
of ec S not change, then prices will rise.!"® A central element in its
: C(‘;)nomlc analysis is thus the rate of growth of the money supply
ntrolled by central governments, in Australia via the Reserve

e e D

Most commentaters did not think this system would last long since Str€
tuﬁnions would break through and destroy it. At least two conditions W
,lré:quired for its success: a continuing high rate of unemployment 10
i a? a brake on union militancy; and a government determined to prot
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standards. Hopefully the corollary to this will be a big fall in the rate’of
wage-push.

Bank. The chief source of excessive growth of the money supply is,
the view of this school, the ability and policies of governments to g
deficit budgets. This was considerably exacerbated after 1960 by
American Government’s policies of increasing the international mog
supply, by running a deficit international trading account by printi
unsupported dollars. The consequence of Keynesian aggregate de
stimulation, and American maintenance of the Bretton Woods syst
was inflation. The consequence of inflation was recession, as curren
values were everywhere thrown into doubt. The remedy propounded
such theorists was a restructuring of the international monetary Sys
to prevent the continued excessive expansion of international liquid
particularly the supply of American dollars—and domestic fiscal restrai
They called for an end to Keynesian economic management and a rety
to market forces based on a stable currency. Supplementary to th
central proposition they were critical of the welfare state expansig
arguing that the paternalistic provision of goods and services, throl
an expanded state bureaucracy and legion of welfare officers, was|
only inflationary, but ineffective. Where necessary it should be repla
by cash transfers enabling the contraction of the public sector and
use of market forces to allocate resources. |
In the academic world, monetarism is closely associated with the %
cago School” of which Milton Friedman is the best known member.
cally it is propounded by the Right of the political spectrum, incl
in Britain, Sir Keith Joseph's Centre for Policy Studies. and En
Powell; the Chilean government, which following the 1973 military @
was closely advised by the Chicago School;''” and in Australia,
Workers Party. Its philosophical proponent is Ayn Rand, the apostt
unbridled capitalism. Within the context of the 1974-76 recession
thrust was to oppose the stimulatory budget deficits which governm
proposed. To that extent its policy advice was not markedly diffe
the Treasury line of ‘the short sharp shock’ which had been defeat
Australia in 1974, Where it differed, was that it did not directly blé
unions or employers for inflation, but the government. But its polk
would produce the same increase in unemployment as the Phillips €4
devotees. Previously a weak reed in Australian political life, monet
was to emerge with some force in opposition to Cairns’ Left/Ce
Keynesian package.
One of the first signs appeared in the influential business econo
newsletter, Syntec. In its July 19741 issue, it warned of the diffict
facing Australia, and argued that the government faced an unpal
choice between unemployment and high interest rates, which made ¢l
accumulation difficult. 1t was possible to produce improved ¢d
flows ‘only if the Labor government is prepared to sit out a sustal
period of significant unemployment’. It added:

septemt?er,”” it was pointing out that firms were finding it difficult to
ce capital expansion in the light of inflation and high interest rates
warned of ‘a progr;ssively worsening financial climate for C’dpil’kli
sing for private business’, adding that “if the Labor Government 15
g to move Into public spending surge in the 1974-75 budget’, the
jtuation ‘could move towards the dimensions of disaster’. In 3;11111&/
75 it feared that the government had become pre-occupied with un}—
loyment and ‘had chosen to fund Australian reflation upon a rapid
nsion of the liquidity base’. P

Such_ rapid cgpansion of ‘money supply’ by means of central Government
'ficﬁcn ﬁnangmg has an unhealthy ring to it at the best of times, but if it
is to go on in 'combination with the current rate of wages gro\;x:th it will
amount to having the trading banks underwrite cost inflation in Australia
'“{llhqul really Contlribuling anything to new capital formation. It is d
ﬂ:;:;;o_?‘l(ldb()lu which the banks themselves should become increasingly
was l‘n.dlCa’UVC‘i of the fact that, however manufacturing capital might
Dr Lalms: efforts to bolster their markets, finance Capivtal was already
y about its inflationary implications. o ’
response of the Liberal party opposition to the developing eco-
> crisis was at first as confused as the Labor governmem’bs In
[;fdtslitr?liﬁhort sl?ayrp shoﬂ( mini-budget of July 1974, Mr Snedden
g g IOatory h’l,\ ?uts. In Septem.ber _he ‘strongly rejected the
. withpth yment as a method of curbing inflation—thus aligning
e . C'e”g((i)\gemment and agamst.the Treasury’.™ 1In reply to
e };1 e or‘large tax c‘utsfwhlch Dr Cairns later introduced
B e suggested restraints in government expenditure, he did
3iminatio}r/1 Lé);gen(fy to lllem. Indeed he ;alled education, pensions,
. pc(nerty, medlcal care, foreign aid and urban develop-
oo SpOkpéortfmt national objectwes’:‘.23 In the following months
o deSi;rgl;jn {(z)nsttkilliﬁlcior?O}ij, Phlhhp L){ngh. ad.vanced various
ate economic activity chiefly by cutti
nd welfare programme gr 121 boral ) o a Righs
A gramme growth.'™! The Liberals favoured a Right
. thene;tlénulau?n pagkage expanding consumption and
10 Fepro 1p9’;15$e of restraint on government expenditure,
el r?ﬂected’tt:h'e O(ppospmn parties 1ssued a new policy
N0St impor it eir reassessment of the economic situation.!'*
R o Ic)iroposals were: lqrge tax concessions to capital;
B (pnrevé)rf)tp?se mdexz_mor? as 1r{1ﬂationary: Cimmediate
of th _an excessive and dangerously inflationary
e € money supply’; and immediate cuts in governme i
he level of the budget defici : Crermment bolicy:
- e lget deficit. In Chapter five, ‘Government Policy:
; e Crisis’, it attributed the economic crisis to ‘government
+ . and the continued high rate of increase in the money supply

_so recal growth in the economy has to more or less cease for a
which means a fairly severe drop into unemployment by AustH
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associated with it”.'* Commentators widely and correctly saw this dog
ment as pushing the Liberals into monetarism!*” which marked a swit
to the Right in terms of economic management. Snedden began providig
longer lists of programmes he would axe.'?® In early March, the ng

policy on trade unions announced by the then spokesmen on industr
relations. Mr Fraser. proposed reintroducing penal sanctions.'* Laterj
the month, he replaced Snedden as Liberal leader.

The election of Malcolm Fraser to the Liberal leadership'® coincid
with a swing to the Right within the opposition (both in its programme
monetarism, involving a widespread dismantling of the welfare state '
more restrictions on the activity of organised labour) and in the individi
leader. In his ANZAAS speech.' Mr Fraser, made clear his disdain |
Keynesian policies and ‘the printing press’.'** He enjoyved reading A
Rand _—There is an element of truth in Ayn Rand’s books that is SoE
times overlooked’.'® In his 1971 Deakin lecture, he proclaimed:

pecoming concerned at the inflationary implications of the growing
it. The Minister for Social Security, Bill Hayden, had alre?ldv cirtj
ed Caucus vl;/llh warnicrilgs'ul)l t}lllat effect, and by late April it v;ag clear
any members agreed with his critici airns’ manc
Icr:"s)gor resmlim.g criticisms of Cairns’ management!*
May it was clear that Cairns was going to restrain the incrcase in
deficit, and he told an interviewer: ‘I will be planning to get the d;);nes-
eficit down to the lowest possible figure in the Comicn‘7 budget’.!?
policy had been determined in April. Mr Whitlam on 53 April had
te_d Ministers to submit their expenditure proposals to the Cabir;et
nom 1c-Re\if:cW'CommiLLee,(C_IE__R_C) for reduction. The long process
ning which centred around CERC and continued until August had
_m()ln 3 June, Dr Cairns was removed from the Treasury portfol;o.
: dziz;h: Evlilcsigoettlt of Cabinet. He became the Treasurer who never
hy did_the Prim_e Minister remove Cairns? Ostensibly it was owin
] _prowdmg‘an. intermediary with a letter empowering him to act i1g1
ans negotiations. In fact ‘the letters were merely the rationale:
Vi itlam was going to get himself a new Treasurer anyway'.!1 Df
was mc_)ved for similar reasons to Clyde Cameron. They hr.1d both
wutlliflzzggléﬁi\;varsn;ynt::; supported by the majority of Cabinet
© agement should shift from pump-priming
frp:foteutlon ofr_eal wages to restraint in government spending and a
eeze. But neither were sufficiently strong advocates of the nevcv
: ‘I]ncron ha_d shown this in his support for the A M.W.U. claim
- showed it in the text of his budget outline proposals w'hic':h weré

ed t inet : :
C!udé:j;cabmet and later published in the Melbourne Age.'*

We need a rugged society, but our new generations have seen only affluen
If 2 man has not known adversity ... it is harder for him to understs
that there are some things for which we must struggle . . . Life isn’t mg
to be easy.

The National Times reported that ‘big business, including the Bank
New South Wales’, had been most important in swinging the cru
New South Wales Liberals’ votes away from Snedden.!® Certainly
seemed a more appropriate conveyor of monetarist cut-backs' than!
predecessor, whose economic alternative to Labor had been
‘Creddenism’!* by one paper.
By 1975 the monetarist position was also receiving widespread supp
in the media. The most detailed exposition was contained in three art
by Dr Juttner in the Australian'¥ where he warned that “the real dag
exists in that the attack on inflation will result in higher not lower I
of price increases’ and that ‘it now probably requires a higher unemp!
ment rate to reduce inflation by a given amount than say two years af
The press shortly picked up the “considerable debate which migl 1
broadly classified as the Keynesians versus the Friedmanities’, ar,
that the budget deficit had been ‘principally financed by the pr
press.'* One commentator added: °If the recent rate of growth of
deficit and money supply is continued much longer it will underw
a high level of future inflation’. In April the high priest of moneta
Milton Friedman visited Australia ina blaze of publicity urging a moes
tion in deficit financing. It was reported that his approach was ‘do
in the Reserve Bank.™" ]
At first the effect of this campaign on the government was lim
Certainly Cabinet established a committee to scrutinise expenditure
| February.!* But as late as April, Mr Whitlam said that the budget
would only be reduced when unemployment reached reasonable le
and Dr Cairns continued to refuse to deflate by cutting the me
ms;upply.“‘l But by late April there were clear signs that sections of Cab

. We ai
produmcl[lim Inlever fail to re—employ people who can be reemployed
e vely merely because it would add to the deficit.
-gramnigs} ?ot consent to surrender any significant part of our pro-
s for welfare, education, urban improvement and culture

advances as the :
result of S i :
B bon: forces. pressure from the media and other anti-

.Il is fa i
than l; E:léel‘: 1'0 be df:feated whlle‘attempting to implement Labor policies
efeated after surrendering them. [ do not believe we can win by

surrendering these i
or, if P : ; : .
worthwhile. by any chance we did win, that winning would be

fail i
m::ult%eg;t zé)Caucus spill of Cabinet and an election, the Prime
dor minister.s bne paper described it as ‘The Eclipse of the Left’. !4
i) o eizme_Hayden (Treasur}f), McClelland, Wheeldon
B i orrison (Defence), all committed to reducing
E: facilitategn cutting wage levels. The rearrangement of other
B et o .C(;lts in those; departments by the CERC. Cameron
s ‘Itje?:‘fl egi the policies: others would carry them out.
© bolitica] eclipsed? A number of reasons have been advanced
efeat of Dr Cairns, who for over a decade epitomised

' .
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s a result, economic activity and unemployment remained stationary
re they did not deteriorate. The package could win business approvz{]
\d editorial praisc: it could not win an election. In opened the door for
. more dclermme.d application of the same strategy by a new Cabinet,
2ar from making it lcgs likely that the opposition would force an election
by blocking supply —since the ‘responsible budget” was close to their own
licies—it ensured an election by maintaining the government’s electoral

npopularity.
By May, it was th‘c‘con.selnsus in Cabinet that the budget deficit anti-
d for 1975-6, of $5 billion, would have to be cut. There was only
sagreement about the extentand direction of the cuts. Following Cairns’
oval from Treasury it was thought that he and Cameron would scek a
er deficit (less deflation) than Hayden.'® In fact, on 2 July, Cairns
sacked from the Cabinet as the result of a further Loans Affair
le.'* This ensured large cut-backs to maintain a constant deficit level
in the words of a former adviser to the new Treasurer, the ‘Private
could be crowded out’.’”” Against a background'of business
.lcularly finance capital) calling for government restraint,'”® the
inet set about pruning the estimates and selling its strategy to the
prate.'” Having made the strategic decision, measures of deflation
n to flow. In June the Reserve Bank urged the trading banks to
ict new lqnding,"“’ and the state Premiers complained bitterly that
€y had received inadequate grants at the Canberra conference.'! In
July, it was announced that a 1.5 per cent growth-rate ceiling had
placed on the public service, whereas in the three previous years its
ge grpwth had been 5.5 per cent per annum.'®* On | August, heavy
creases in charges for telephone, telegram and telex services were

ounced, 163
lhc. same t'ime within Cabinet the estimates collected by the Cabinet
nomic Rev1e\y Committee, and the cuts to them which the CERC
als’ Committee had recommended, came up for consideration.
Secrecy was attached to the process as cach minister fought with
'Sdsuccess to maintain his department’s bid.'®! None of them, except
dla&fﬁ?f} ?;?S g‘ugure succe:eded, . Mr Whitlam hqd handed the
B b o ‘Phurgjct 1[‘?< Hayden: and th((.)ugh him to CERC.
e o i otcmx- 1 1; f%om th(f il(ﬁhes of 1ts two—year.batlerl.ng’
igend thep;lvrelr?ema 1r’1 1‘1_<—:nce 265 The result of this pruning
Becas, inclodios th;ienexpalnslon programme was stopped and In
ly. Sines 1o L 01 efrln;z oyment rgll@f scheme, R.ED, cut back
B desie tCu ting r‘e ected no social or economic plan, other
B modiﬁel:j l;iggretgat(el e{(pendlture, th'e' result Was across the
BN economicy in er-departmental political fighting. It was a

ISiness spok planiing. - "

‘mDVemggt ::s;r;e‘:a\:zz 1[n ‘dCC‘Old \thh' this pyrocess,‘“" It was the la-
e o as 5' lc):omerne ! w1t’h‘thf.:se developmgnts. Com-
B op?/.d out the Ll’.lal'd(,'lel of the pruning but the
ature of its implementation.'s? Such disquiet was only

the Parliamentary Left on issues like participation in decision making
and the Vietnam War. Certainly the rearrangements of his office sta
served to isolate him from his base in the Caucus, which had elected
Deputy Prime Minister only a year earlier.'* Therc may also have beg
some truth in his own allegations that his department had “set him ug
His considering the establishment of a Department of Economic Plannig
as an alternative to Treasury'™ and his participation in the Loans Affa
against its advice may have provided motives in this respect. In additig
he had led the Treasury’s political defeat in 1974. The publicity accord
Ms. Morosi'™ may also have been thought to have harmed his politig
strength. But few of these considerations applied to Clyde Cameron |
later to Rex Connor). The fact was that they presented no clear pra
strategy which could keep the party in office by the estimation of
majority of their colleagues. Their pump-priming Keynesianism had g
them up: they went, as its failure became more apparent. By late M
Cairns and Cameron had agreed that the new course was necessafy
| ywould not implement it. When the production statistics for April and Vi
'ﬁappeared to indicate that a recovery in the trade cycle was occurring, |
[f Government was only too ready to accept that inflation had now to
reduced by reining in the public sector while the private sector expandi
The government was now committed to a policy of slow recovery fi¢
! recession while using unemployment and indexation to cut wage g
‘ and the CERC to prune government expenditure. There were two ba
“ahstacles to this policy’s succeeding. Firstly, it was a difficult str
with which to win an election. In June, the Bass by-election in Tasma
again showed this, where the biggest swings against the defeated L
candidate were in working class polling areas hit by unemploymen!
The June purge could only worsen that situation. Secondly, only
economic recovery could restore Labor’s electoral fortunes and one ¥
not in sight even a year later.’” Since the Opposition controlled
Senate and could block supply bills, an election in late 1975 was alréi
an odds-on favourite. The Loans Affair would provide the excusé

that as well.

6. Economic Rationalism, June to November, 1975.

The strategy assumed by the new look cabinet was described as thal
the ‘new post-Keynesian economic orthodoxy™. 17! 1t contained tf
=fnajor clements. First, the government sought to rein in the rate
rease of public expenditure and the size of the budget deficit. The
Ipiece of this plank was the Hayden budget. Sccond, the Minister
{Labour. Senator J. McClelland, vigorously pursued wage restraint. 1
l:(—;mred on the maintenance of the indexation guidelines. Th
sought to increasc foreign capital inflow. Involved here was a sign
change in Connor’s restrictions on foreign investment in the m
[sector. The overall objective was to reduce inflation, shift resources
the public sector and wages to profits, and to stimulate investment.
| |package was deflationary unless the private sector was lifting. It was

-
ot
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intensified by two reports issued shortly before the budget speed
The scasonally adjusted unemployment figure for July was relased g
10 August. and showed it to have risen to @ new peak of 4.81 per cen
sugeesting that the recovery heralded in May had been a false dawn,
An OECD report issued the following wecek confirmed this prognosis,
This threw into doubt the Government’s public rationalisation that t
Fivate sector was recovering sufficiently for a cut-back in public expeng
(ure to be made.’™ In the week before the budget speech, Mr Whit S P.A., having in June rejected a ‘wages frecze’ and demanded
acknowledged the real core of the problem in his Chifley Memor; wes in Lhe capitalist system, ™ in September supported indexation, '™
ccture. The party’s main programme the cxpansion of and equal; Other campaigns continued but the overwhelming majority remaiﬁed
of access to public welfare programmes -depended on a steadily @ sin the guidelines.”™ As a result the Commission granted 3.5 per
panding capitalist economy such as had existed to 1971, That grow  to cover the June quarter CPI rise in September 1 I Novc.mg)er
had stopped and. since the party had abandoned nationalisation, nted no rise since the C.P.1. for the September qﬁux'ter rose by onl :
programme would need to be cut back.'”' The restoration of priva @ ser cent.'” The wage pause was implemented. Y y
capital accumulation had become the government’s primary objecti e government was able (o achieve this rapid introduction of a pay
In this context, the strategy unfolded in Mr Hayden’s budgct sp for two reasons. First, unemployment had risen consider'lgl}
of 19 August oficred few surprises.'™ ‘We expect that as the gxpzmsio g 5.3 per cent by October.'™ The Phillips Curve eﬁ‘ect\hﬂd Lbeeyr;
public sector activity is restrained the opportunity for private s ht into operation and maintained by the budget Sccon;ﬂ the
expansion will improve though full response to greater room for gr nment, particularly Senator J. McClelland anc{ Mr Whiyt’lam
may take time to develop’. "We are no longer operating in that $i led publicly and privately to Labor’s supporters 1o accept W,l(,é
Keynestan world ... Today ... more inflation leads to morc unem ion. McClelland even threatened to resign if they did li()lpfor‘tlt;e
| ment’. The projected budget domestic deficit was held to the 198 nment, he claimed, would then fall anyway. They were '1s;‘isted in
Llevel (about S2 billion) in order to avoid increasing either inflation: fforts by union leaders, the A.C.T.U. President, Mr ii'lwke i
uncmployment. The ball was now in the court of labour and capil lar. In fact, Mr Fraser was later to accuse Mr H‘dwke L;f t"iifi !
As the Financial Review put it, “The election of 1969 marked the era nd union interests, saying ‘If we had been in power durinvﬁth 'n‘g
Gortlamism. We have now entered the era of Haserism™'™ welve months with unemployment rising to 300,000, we woul% h::,g
alot more from Mr Hawke'. ™ The combination of the stick of

Many commentators on the budget observed the similarities betws

| its strategy and that emerging in the Opposition.'™ Industry welcom rve army of labour—strengthened by the government’s campaign
‘ Y . . o [e 24

welfare ‘bludgers’ which withdrew benefits from many!¥! --and

the tax concessions but called for more.*™ The welfare cuts were clea
| | going to hit the poorer sections of the community, ™ while the tax ch arrot of political unity forced through the pay pause
 [were inegalitarian.'™ And it was quickly remarked that the budge € third major plank was to re-open the flow (I))l f‘oréinn investment
| unlikely to reduce unemployment, which would continue 1o rise L had been checked in 1973, partly to curb liquidity ?r wth o i
L_1976.7% In fact, the following month unemployment reached 5 per cent Tease Australian 0Wnershib_ By mid-1975 fgrei(n{ k%o?r 2 8‘1”3
and Senator J. McClelland anticipated the number of unemployed wo! al inflow were minimal!® and in August it had beccome cle?r\ lt?b arklx
rise to 400,000 by January.' Indeed, Mr Hayden himself later c ent had adopted a much less recstricti\/e olicy towar‘d fm.t .[06
ceded that his budget economic forecasts were over-oplimistic concert 18,1 Also in August, the secretary of lhg Miglcrals‘ ansi F?[elin
recovery.'™ As one sympathetic writer described. Bill Hayden had mo €nt and close confidant of Rex Connor, Sir Lennog H ( 'tner'b}f
from being a Left wing militant in the 1960s, to advocating an expane o QANTAS.! In September .a new’resoux~C€S ¢ new_l t: wa?
cgalitarian public sector in 1972, 10 accepting the need for a short shé Was established to reduce the po;vers of Connor’s de (lex-tml,tlhe, Od
shock in 1974, and finally to the use of the unemployment weapo Breater capital inflow."™ On 24 September theqp mqt ‘fnl
attack inflation and defend profits.*™ The government’s popularity 4 1n the removal of the broad objectives of 100 per (;ee 1n/1\OV,eb, IQU .
at 38 per cent in the opinion poli'™ taken shortly before the OppOsit B1p of energy resources and maximum equity igmin:r,musgd,mn
decided to defer the ‘responsible budget” in the Senate in October. = :::Um, 50 per cent foreign ownership would thereat:t . b e
The second element in the strategy was 1o maintain the pay ps " On 14 October, following further rumours Con‘er 'eapfir_
| which the indexation guidelines introduced by the Arbitration &€ Affairs’, Connor resigned.2® He was replaced by S cerning Lhe
h‘nrﬁission in April represented. By June, the state Premiers and the M Auickly make clear his intention to adopt a &Or, . y"'lt.:'nator Wrieds
rades Industry Association had become convinced that this represen! the state governments and the pmining Lirtgg;tlrlydtz(o)lry Ztsmggg

s best means o achieve wage restraint.'®' The major obstacle was the
movement which in 1974 had achieved the most rapid pay increases
py the highest incidence of industrial militancy since the 1930s.
first serious threat to the April guidelines was presented by the
A.W.U. following the rejection of its May pay claim.'® By JLin. it
abandoned 1ts national campaign to achieve this in favour of local
tive bargaining.'* The white collar unions’ peak association,
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commentator pointed out: ‘Coalition and Labor policy on the cop
tentious issue of foreign investment in mining is now almost identical’

Since the June purge, the government had changed its strategy. Justg
the defeat of the Treasury line in 1974 had seen the rise of Jim Cairns, g

yits re-adoption in 1975 had seen the rise of Bill Hayden. When t}

1[ Liberal Senators voted to defer the budget on 16 October they did not ug

‘ their criticisms of that budget as their primary reason, since it represe

| principles with which they agreed. Rather, they criticised the conditig

| of the economy and attributed its decline to Labor Government mj

!management.

The events of October and November 1975 have been sufficiently we
[canvassed elsewhere** to require but brief description here. The Op
isition-controlled Senate blocked the budget on 16 October. Ther
The government’s approved appropriations began to run out. Heals
debate concerning the constitutional situation resulted, together wi
small public rallies by the labour movement to protest this action. O
November the Governor-General, Sir John Kerr, sacked the Lal
Government and installed Malcolm Fraser as caretaker Prime Ministg
The Senate passed supply and an election was held on 13 Decemb
The Labor Party was decisively defeated. What was the significance
these events?

7. The Canberra Crisis

The political battle lines have already been drawn in historical inté
pretations of the 1975 change of government. For coalition supporte
a reprehensible government of economic wreckers was removed by
usual but constitutional methods, and the actions of the coalition part
and Sir John Kerr were suitably endorsed at the federal election.
Mr Whitlam’s supporters, a re-invigorated government that was doj
well in coping with a world wide economic situation beyond its cont
was unconstitutionally removed when its strategy was beginni
work.2 For Trotskyites, the Canberra coup was possible only be
the right wing Labor officials (Hawke and Dunstan in particular) &
Stalinists (C.P.A.) were unwilling to lead the mass movement '-
general strike.®” For the C.P.A. (M.-L.) the heightened contradict
between the super powers, the Soviet Union and U.S. A, and the we
ing of the latter had forced it to consolidate its grip on its rema
sphere of influence. Supporting evidence for this case was to be fou
Sir John Kerr’s long association with the intelligence apparatu
Australia and America;2% the growth of Soviet interests in Austre
particularly in shipping and real estate;*7 the increased contact bet
the A.L.P. and the Soviet Union;®* and finally the ‘security crisis’
the United States involving Mr Whitlam’s revelations about the C.
in Australia during November 1975.20% b
These claims deserve brief consideration. Those of the coalith
government revolve around the state of the economy and its own abl
to improve it. We will return to that shortly. During its last six montl

ce the Labor government had halted much of its programme and
acked those it C}aimed to represent. on behaif of their enemies, hoping
nlist the latter’s support sufficiently to avoid an election. When the
on came it was in the suburban seats and working class strongholds
the swing against it was strongest. Responsible economic manage-
at indeed: but to whom? It is true that Mr Hawke campaigned
ediately and widely for calm at a time when many workers left their
s to demonstrate against the sacking. But what political purpose
Id have been attached to a general strike: give the Hayden Budget
> to work? Tighter regulations for dole bludgers? And who would
| it? Those who were campaigning on the plank that only Labor
Id and had reduced strike activity? Whether the American intelligence
munity pulled the strings for the sacking of Labor remains con-
ure. It could only be done because the A L.P. would lose an election.
June, Cairns had told Cabinet that the consequence of the economic
onalist strategy would be electoral defeat. In the election campaign,
ationalists were so pleased with their strategy that they avoided it as
election issue until the coalition forced it on them. Labor wanted
' pa.ign'on stable government and defence of (its interpretation of)
nstitution.
n shprl, the Canberra or constitutional crisis was a reflection of the
omic and social crisis. Labor lost the first because it had failed to
Ive the second. The central issues were: what was wrong with the
my and what could be done about it?
eén the labor government came into office, the major sectors of
Economy were qll recovering from the 1971-2 recession that had been
al. In 1973 agricultural and mining activity boomed, their condition
: determined by the world market.| Mr Connor’s a bility to renegotiate
'iﬁ?lluztf;rstelrjigjesr rleﬁe?ted ;he world commodity boom. Manufactur-
almost exclusively the domestic market and Labor
_ ltu restructure it by intensifying competition, both internal and
t?:ﬂ;:c:i{gr?);btl;:ld”}g zlnd.?ons;rt;ction production was lifting partly
'e o, ? economic upswing, par}lr because. of the Fie51re of
. W};S ;1 lonslilo ge; out of inflating currencies and into real
B e 1o \1;\/05 -v:u € phenorpenon. The public sector was
Rt - budget and the retail and service industries reflected
. Yant conditions.
2251;;1[51;: th% Otppc}sne conditions existed. The export sectors were
Bty o 61387550 ;he world recession. In farming this began to be
ome of farmor. 1o dw en gorwsltrd orders were exhausted and the .real
B0 ol Worsl;:c;pége bby{ﬁﬁnanqnal( average of 54 per cent since
dics, Biiticularty oo e[rol{indc~ rd[lo?lahsth'wxt‘hdraw_al ‘of various
4l exports was exper%enced an:iuger?g;)ésp' dté& e yaeior drop in
eking price renegotiation’ downy ard :} “;ds e e o
a5 little the goue. , oo 'war s In the circumstances
g g ment could do about p!ther process in the short
essions would be passed on via reductions in demmamd
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nce of surplus capacity with low profits.
" The problen, then, stemmed from two sources. First, a manufacturing
r of 30,000 firms, heavily concentrated and foreign owned, employed
llion people or a quarter of the work force, which had ceased accu-
Jlating capital because of a declining profit rate. The government had
o re-organise 1t by driving out unprofitable sectors but had to
t due to unemployment. It then tried to produce investment by
g proﬁts: this failed because surplus capacity already existed and
prices were pocketed in monopolistic sectors.®* In late 1975, it
to curb price rises by cutting wages growth and government ex-
iture: this would maintain recession by reducing demand and effec-
cubsidies to industry.
he second problem stemmed from the export industries. When they
ire buoyant they provided some disguise for the problems elsewhere.
5, they were not. Being locked into the world market ensures that
empo of Australian economic activity will be determined by it. The
jve is to maximise trade with centrally planned economies which
different rhythm of production. Certainly some efforts were made
respect, but they could not be suflicient. This part of the problem
beyond Australia’s control. The other could be dealt with.
he government had two directions it could take. The first was re-
nded to it by the monetarists and the finance capital newsletters:
the growth of the money supply and the public sector with the
unate short term consequences of deepening the recession. In the
run, by reducing inflation, this policy would re-invigorate growth
on the competitive interplay of free market forces. This was correet,
ot for the reasons given. The effect would be two-fold. First it
‘Wear out the capital stock since investment would be negative.
e stage it would again become profitable to invest in gertain
.Stﬂnd ‘arT _mvestment-d_emand production-profits-investment cycle
ﬂéi again, Second,_ it would reduce the price of labour by the
S .c;:;ve eﬂ_’ect :?nd increase labour’.s productivity as capitalists
? Ier to 1ncrease the rate of exploitation by speed-ups and lay-
_ d'a‘ssa“ woulq have agreed with Eriedman. He would have added
antagonisms would be heightened during this ‘cleansing

o

and with bankruptcies would lead to further concentration of owng
l_.:';hip.212 The housing industry was hit by two factors. The reduction |
migrant intake cut demand. This was certainly intended, as part of tk
process of capital-deepening rather than capital-widening. In additig
it was hit by the credit squeeze of 1973-4 combined with inflation. Tk
effect was to lift interest rates to a level where fewer people were ab
make the necessary repayments: a repayment gap, not a deposit gap
established. This also applied to landlords. Hugh Stretton suggests
this was already producing a reduction in Australia’s home owners
rate.2 Some check in this decline was reversed in the August 1975 budgg
Syntec estimated that the housing industry slumped 20 per cent in 1974
and would only lift 5 per cent in 1975-6.2" Similarly, the non-housis
construction industry which had boomed for a decade and changed
the face of inner city areas, collapsed in mid-1974. The expansion
public activity during the Cairns period alleviated this problem to 501
degree.2'* Again a cut-back in public spending would worsen the situati
that had resulted from an overproduction of office space and the gene
lised recession.?!®
The key scctor was thus the manufacturing industry employing, 1
million people. In July 1974 the government commissioned an inqui
into it which reported in October 1975*'7 (the Jackson Report).
major findings were:

Australian manufacturing industry is in acute financial crisis. Unempl
ment is high. Factories arc running bclow capacity. Many firms
borrowed to the hilt, with capacity under trust deeds and credit sta
croded. Their profit record and prospects make it hard to raise equity:
In part manufacturing’s problems are manifestations of the world econo!
crisis in which all countries including Australia, are enmeshed. Bul
Australian manufacturing there is a deep-seated and long stand
malaise. That malaise has sharpened the impact on industry of the € T
economic crisis. When it passes, the malaise of manufacturing will
be there.

It listed the causes of that malaise: a satiated domestic market; &
inefficient to win export markets: and stagnation of fixed investment
ten years. Other surveys confirmed that the sector had been sufferin|
falling rate of profit since the 1960s.2* As a result, investment had b
stagnant, contributing to the 1971-2 recession. The 1973-4 expol'.__
boom had disguised this tendency as restocking and market rises ensu
In mid-1974 the downturn was evident. Labor’s efforts to rationa
;'manufacturing had been ineffective in the boom; in the slump when il
lwould have worked they were electorally unacceptable.?” The 13
‘Capital Strike® was a reflection of the longer term decline in PI
rates.??! By transmission through reduced growth and employment 1t
lower demand levels, the decline in investment produced classic restt
bankruptcies of smaller firms ;222 reduction in retail sales as workers
a higher share of their income in fear of unemployment ;2 and the:

: Eﬁtigla;]lvre _w:as. to increase production f.or. social need and not
B ;mi;l‘]ltatlrngﬂthe problems of declining investment being
soiufiopno ! rd'tre‘a. The obstacles here were also political. The

. ol seizing state power and having the plan conquer

B tohl:‘tt of the question. The A.L.P. was not a Leninist
iy ilg4\gere, were at the lowest ebb of their political in-

i s. A rapid response to the repession would have
Bicr il y or{mulated strategy for increasing publicly owned
B et of llg%:ns’dle for drops in private economic output. The

R had mz_lde no 'reference to spch a strategy, nor did
» the increase in public sector activity was in unproductive
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areas concerned with distribution which failed to add to investment
output. Indeed it did fuel inflation.?® Very few efforts were made |
expand the public sector into areas of production: in Australia the
is almost synonymous with public service. The major exceptions incly
the Minerals and Energy Department’s plans for expansion of the Pipy
line Authority and other enterprises which collapsed in the fiasco of
Loans Affair; and the proposition that was initiated in November 9]
to gain public equity in a four-cylinder engine plant in Adelaide, |
July 1975, it was also announced that the government would buy
pharmaceutical producing group.?” To this could be added the effo;
to establish the A.G.I.C.** In fact one of the most enterprising sy
gestions in this respect came from the A.C.T.U., when in a submissj
to the P.J.T., then hearing another BHP price rise claim, it argued tk
the government should pay for any investment expansion by the coj
pany, thus not only ensuring expansion, but also gaining some conlj
over it.** The report of the enquiry into manufacturing industry a
produced extensive suggestions for the establishment of new sog
institutions, including industry councils, to widen democratic pa
cipation in social planning of production.
The economic rationalists moved in other directions. It is perhaps
accident that the Cabinet coup which installed them preceded by a
the moving of Tony Benn in Britain from the Industry to the Enel
portfolio.*® In fact, the rationalist strategy chose merely to hold
line on domestic activity in the hope that the government might hav
year longer in office for an international recovery to lift it. Three di
before the defeat of December, the Financial Review rightly punctul
the hope: ... ‘maybe it’s not just another recession’.*"!
The Labor government was elected and then re-clected on a

" - . . . .
distributionalist programme. In 1974-5, production emerged as |
central problem. Since it was not a typical post-war trade cycle, shé
shallow and temporary, the stimulation of aggregate demand pro
insufficient to produce recovery, and no plans existed for the plani
expansion of production. Without growth, the Labor government
overnment—would be defeated at the polls. In late 1975, it had t
.l{'llhe option of controlling inflation and leaving the private sector @
1 the world market o produce growth. To blame the electoral def
"which followed on individuals would be incorrect. Its avoidance wi
have required extensive and detailed plans for the public control of |
duction: these do not materialise overnight. Wide sections of Australl
Society attributed the economic decline to Labor mismanagement 8
voted rationally for the coalition parties who had presided over t 2
a:lllge years of prosperity. Alternatively, to blame the Labor Party
its-reformism is to fly in the face of five-and-a-half decades of tota
jection by the Australian people of Leninist parties and the Dictators
of the Proletariat, a rejection which has not been modified by the eVt
of the last five years. Reformism within a democratic framework:
clearly achieve and retain majority support, providing it mainl

aterial output and living standards. If the coalition government is
ple to achieve these objectives the question will again be raised.

or socialists, however, the question in the Australian context is
ither ‘Revolution or Reaction?’; not ‘Leninism or Reformism?": nor
“Moderation or electoral defeat?. It is rather the formulation of a'pro-
amme that will both ensure living standards, and the economic output
, which welfare prQ\'isions depend. This must centre around the ex-
nsion of democratic public ownership of the means of production in
e face of the opposition of its present domestic and foreign owners.
thing more has_ been regularly rejected by the mainstream of Austra-
opinion, w'orkmg class people included. Anything less will preclude
ocratic socialists from central economic management. The lesson of
72-5 was not that Labor cannot run a capitalist society; nor that it
ed too fast: nor that revolution is the logical alternative, It was that
arism depends on production, which follows its own laws while left
nost exclusively in private hands. The coalition government is rapidly
iching that lesson. It is for socialists to produce an alternative. Its
ice will ensure that, at critical moments, an electorally oriented
al democrag party will follow the firm and concrete lines provided
hy a combination of capital, the public service and the press. That
¢ function of the capitalist state. Either democratic socialists con-

tlhi)ftate or it conquers them. In that sense, 1974-5 was a re-run of

- The Coalition Government

the election campaign of 1975, the coalition parties were more
us to att.a.ck t.he record of the Labor Government than to present
Own policies in any detail. Since the Labor Party wanted to fight
€ction on the constitutional question, the coalition parties’ policies

?gié;tidwgaf general directiqn they wou!d take. On a number of
L e lect{lr rc;lser had set outh his general‘ ph110§ophy. In his Sir Robert

which ise fi? promised: ; [ have no intention of leading a govern-
or' 25 1. h(im 1)'97gsollng to socialise Australia at a slower pace than

o s _address to the National Press Club, he pledged

o Elgceq equality in the workplace, in the economy and in edu-
e aulilirtl)g 'ﬂlle Bass by-election campaign, Mr Fraser had pro-
e instituetrd 'government would ‘put .the heart back into free
i ,protecti e tde re_forms to restore individual incentives, ensure

b PJT‘S%? Ior industry, reduce government spending and
b r.e\./er. thn ggnera_l, thes:e statements amounted to a com-
i Austra?? e direction of the increased government inter-
POSt- ahan economic and social life that had occurred over
at period. As one commentator put it, Mr Fraser’s commit-

‘. rebuts the fundamental assertion of Labor under Whitlam—that

S —
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Lovernment was installed on 11 November 1975.2"

‘puring the month’s duration of the caretaker government which was
erminous with the election campaign, the deflationary intentions of
government were clarifled, particularly in the detailed blueprint of
economic policies released on the night of Mr Fraser’s policy speech.2#
argued, “}nﬂauon has been the cause of the present recession. The
mm.enl_’s economic strategy will be designed to bring down the rate
pflation’. Government expenditure would be streamlined and con-
ed .allhough the 1975-6 deficit could not easily be reduced. Wage
ation would be supported ‘in the present economic circumstances’
refj that the first six months of 1976 would be ‘a staging posi
r the major reforms of the three-year programme’ during whicﬁ govern-
spending would be curtailed and the 1976 budget prepared. In
the 'Hayden budget was to be taken over with some modiﬁcatio'n by
C alition, while it prepared to ‘introduce a number of major reforms
E‘ect resources away from government and back into the hands of
_duals and business’.2* If this were not achieved, Australia would
erience soaring inflation.** ’

h .Labor Party’s criticisms of this programme centred on three issues
it yvgtrnged that cuts in public expenditure of the order suggestéd b);
coalition’s programme would raise the unemploymentVIevel and
the recession. By depending on an investment-led recovery it
ld ruin the delicately poised ‘middle way,” slow recovery with fallin

on supposcdly established by the Hayden budget.*! Secondl i%
€d that the “first six months of 1976 would be d%voled to pl'mr}lji’n

maximum cuts in education, health, welfare and urban poliéies’ ‘—”’%
S€ two respects, Labor was making what proved to be accur:ate
ons 'based on the government’s own statements. Thirdly, Labor
Dm:lltliglr]g:;&tt;lat one result of these policies would be to provoke a

B et :h the un.lo.nrmovemem which would resort to industrial
& .delicatefise.‘;)ollcles. A, .I)_:’flbOl' government, however, could
B social consensus™.** Indeed it did appear that the more
e I{e(aj)n um(’)n activity fqrmulated by Mr Fraser earlier in
_ paign\ gr tf) defil with precisely that contingency. In fact, as
i p ogres.sed‘ it b'ecame clear that the Liberal Party had the

ell as the stick in mind. Mr Fraser welcomed th ‘
of the Jackson Committee;2 h N
B 1o o (;3, e §xpressed hl.S determination to get
i bs(;m to revive the National Labor Advisory
i a ody of unions, qmployers and federal govern-
e promised that ‘employers will be encouraged stabli
€ontinuing mechanism to furth cation ag ebldbl'lSh
B e oo I rther communication and understanding
| aesds 0 ‘e_:rr_lployers and employees™;*% to retain

B . imroducencogcltmlmmg programmes;f:" and to neither jail
OWing its decisive elecpt)iu o e e

| e on v1’ctory on 1.3 Decelmber., the coalition
- programme to l.educe.mﬂatlon by cutting

penditure and the budget deficit. This would be brought

political action, taken federally, is required to alleviate inequalitites
Australian socicty.
But as well, this considered and deeply felt asscrtion runs counter t
movement in Liberal Party policy which began under Prime Mi
Gorton and McMahon and was not reversed by Opposition leader N
Bill Snedden.** j
As was earlier noted, this change in direction within the Liberal Parj
was heralded by the shift towards monetarism reflected in the Februa
1975 party policy statement.?” The change in leadership confirmed th
direction. as statements on specific policy areas showed. As shade
minister for industrial affairs, Mr Fraser had formulated an industri
relations policy which advocated "an effective return to penal provisiof
a powerful industrial ‘police force’-type operation and an claboral
framework for settling disputes that would make direct action virtual
impossible’, and took "a tougher line than previous Liberal-Count
Party policies’.** He later confirmed that unemployment and ‘cg
sequences” would be used 10 discipline the labor movement: “The sa
of penalties—I've fallen into my own error—the sort of consequengc
that can apply are obviously fines, deregistration, appropriation
property if fines are not paid’.** The Liberals’ social welfare program
made no firm promises® though its commitment to cut governme
expenditure was a clear signal in this respect. In education, cuts in |
penditure were clearly envisaged together with the possible introdu
of a voucher system.2" The Liberals’ federalism policy envisag
reduced revenues being granted to the States but simultaneously grantt
them increased taxation power, especially over income tax, in order tl
they could assume greater fiscal responsibilities.*" Although the shadé
minister for social security, Mr Chipp, rescinded his statement that Mé
bank would be dismantled, it was widely reported that it would
extensively changed and wound back 2"
The most thoroughgoing account of Liberal strategy, however, ¥
contained in Mr Fraser’s reply to the budget in August, when he pro
a ‘huge transfer of resources from the public to private sector’. He
lined a three-year economic programme including tax indexation, furth
extensive cuts in public expenditure, a 40 per cent investment allow
zero growth for the public service, abolition of various agencies in¢
D.U.R.D., and cut-backs elsewhere.2  Although he sympathised
the budget’s objectives he felt it did ‘not adequately restrain governm
spending”.*? It was widely felt that if Mr Fraser intended to cut ¥
budget deficit in the interests of reducing inflation and reduce the revel
base by indexing taxation, then the Liberals’ cuts to government €Xp
ture would need to be much more extensive than had been reveale
addition, if this were undertaken at a time when the private sector
not rapidly growing—and it wasn’t-this would have serious deflati
consequences. Mr Lynch, the shadow Treasurer, had acknowledge&f
when he stated that ‘times in the short term would be more difficult

It was with such deflationary intentions that the coalition caretd
’
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domestic capital would be maximised during the
Further concessions in the form of company tax
practices legislation against mono-

opportunities for
deflationary drive.
indexation and on easing of the trade
polies and mergers were also foreshadowed.*”
The second decision related to the wage level. During the period of
indexation, the year to March 1976, gross average weekly earnings had
risen more slowly than the price level, and experienced a real fall.300
There had been a simultaneous drop in the number of work days lost due
to strike action to 50 per cent of the 1974 level ™ The Phillips curve was
clearly working. On 28 May the Arbitration Commission, in line wit 1
the government’s submission that the real wage level should be reduced_fj
applied indexation for the first quarter of 1976 to wages up 0 $125 per
week, a figure substantially below 16f only average but also medium
earnings. Above the level the flat rate of $3.80 would be granted. 2
Coupled with the mini-budget this ensured a cut in real wages for the
overwhelming majority of income carners but, because of its apparentl"
egalitarian effects. it produced a muted reaction from the trade unions,
some of whom welcomed it. 208 y
The third step in what was evi
confirmation of the deflationary

dentlyarunuptoa tough budget was t
new federalism policy at the Premier
conference on 10 June. In February a ‘secret’ Treasury paper had
described it as, ‘the Commonwealth handing the dirty work of increasi
taxes to the states’.?** Even before the June conference the States startéa

to complain at the instruction that they increase hospital charges,*” and

became alarmed at Mr Fraser’s open criticisms of their expanding ©
the Premiers “with 2 non=

penditure.**® On 10 June, Mr Fraser presented _

negotaible package the effect of which will be a severe cut in State

Government services or a steep increase in State taxes’.*” The Premiers,

Labor and non-Labor, were unanimous in their opinio
the package would be an increase in the rate of unemployment, a reductio
in business activity, particularly construction, and a cut-back in welfare

programmes.308
On 17 August 1976, Treasurer Lynch brought down the first non-Labor

budget since 1972.3% In it he stated:

The way in which the various elements of the Budget slot into the antis
inflationary strategy highlights the importance of looking at all our policie
—fiscal policy, monetary policy, wages policy and external p01icyﬁas’
unified and coherent whole.®!?
his strategy were clear. The first
he reduction in the inflation rate.
sons: to ensure that ‘Australia’

tinue to be eroded for to0
> 311

By that stage the major priorities of t
priority, as Mr Lynch reiterated, was
This was regarded as necessary for two rea
international competitiveness does not con
much longer by cost escalation in excess of that of our trading partners
and to remove the price uncertainties which had driven Australial
businessmen into ‘their shell-holes™.*'2 The government intended 0
achieve this objective by three mechanisms. The first was by reducing
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the growgh rztjtg of the money supply, a policy launched with the Australian
_SavmgS 'op issues pf early 1976. The second was complementary and
involved a reduction in th; budget deficit by one billion dollars. The third
assumed the status of an independent objective ‘ !

The second priority was a reduction i ‘
Ihe ' as on in what Mr L
sexisting excessive level of real wages™ ' It was arguedylz]azhit[i;?:ei(le :1};6
’ s ' h 5 as e
1930s tlhat by making labour too expensive, high wages were creatin
unemployment. _Fur.ther,'lt was asserted that the 1974 ‘wage explosiong’
had.crgdted the high inflation rate. The government’s principal means for
i;hlevmg a rltt:dléctlon in the real wage level was through the National
age case. Its first submission—that onl >
: st s y 50 per cent of the C.P.I. 1t
:,;,;e];he;ctlizIZSiSe[Edssed ontﬁlhad been rejected. In May it had achi'evsg
e wage bill by means of plateau 1 1
‘ e W m ateau indexation. On |

!q.ugu(ist, ‘the ’Arbltratlon Co.mmlssmn further reduced real wages b2
;nlro‘ 1UC'”?§ tapered pla’teat'l indexation. In conjunction with these cutz
;;ﬁies&iﬁrh?gf{?&)f“}l@ bsoc1al wadge’ would be eroded by cuts in welfare

ces. ebruary and May were consolidated wi
. with -
du%tﬁons in government programmes provided by the budget furtherre

e eflrfcl)xll;ld IH’ZIJOI’ o‘bject.lve was a redistribution of the n:uié)nal income

mﬁytS o Yvag&s, salaries and government expenditure and towards
remm.[ ' dS.l r Lynch expressed it: ‘the sooner wages and profits

o 5) a ’molxe normal relativity, the sooner job prospects will improve’
- ownward a_cUusgnent in the wage share’ *. . . i1s now required’ i
1]-1: rdtlgnal.e for this objective was twofold. First, ina capitalistqecono;n
capir[r;;icst;“:)lfsThgqr eco;om'lc growth is provided by the reinvestment b;j

ir profits, in anticipation of being :

e of its, In eing able to make furthe
Brodfé[iltw[?ls .rlr.letcha'msm s notAreplaced by another—the expansion orf
. VF‘ acilities in the public sector or by the establishment of a
economicc;(;gowrglyﬁlhen adequate profit rates are a prerequisite fo(r
B rercine [Oothe Su.ddFordnear_ly two_years the financial press had been
Ry oo o e s en drop in profits’ percentage share of the non-farm
e pr(’)ﬁts’ levél Wp())erlgent t(;) 10-1 l_per cent. In April, Syntec had urged
GDP iV uld need to be increased by 50 per cent.*'> At stable
kL O.n s es[ilrlnqtmvt(‘)lve a loss per worker of approximately $11.00 per
like Mr Haydon ‘tli:o onetrflde union.*® Secondly the coalition argued,
e , that the private sector was being squeezed out by th

rapid growth of the publi > Gistributi vould be
accomplishad by tho pr. p' ¢ sector. The redistribution would be

e ro o Y 1Y ’plrm'cxpdl devices. As the economy grew modestly,
Further r s real wage level wguld allow profits to rapidly recover.
inCrease’s he co kr:jec:ilorfl in the public sector would be accompanied by

R ¢ level of tax paid by wage and salary earners but by

ual reduction in the tax r i e
oy 1€ tax rate on corporations

_The fourth objective was to cut the size of t'h i i
Partly reflected the ideological itme D
dividual i tiiive op g commitment to free enterprise and in-
oncers v b adv:/ l(:‘h Mr Fmser had frequently stated. It was also in

: ocacy of allowing free market forces to determine the

distribut; i -
u C :
tion of income and resources—a central plank of the monetarist
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school. The 1976 cuts in Federal expenditure—continued in the budget—
have already been referred to. In addition the New Federalism would re~
duce revenues available to state governments. The budget provided for
a reduction in real terms of special grants to the states, while in the month:
preceding the budget Mr Fraser had criticised the expansion of state
government programmes and had warned them to match their budgets
with that of the federal government #17
The fifth objective was the only one to offer serious hope for short
term economic recovery. Since the major elements of domestic uctivity-.i_
consumption, production, investment, public expenditure  -were unlikely
to lift substantially as a result of the government’s strategy in the coming
financial year, it was hoped that the economy would receive some assi-
stance from the world recovery. The principal hope here was the minerals
industry. The Labor government had adopted fess restrictive policies on
foreign mvestment n late 1975, In carly 1976 these were the guidelines
adopted under Mr Anthony, although he encountered serious criticism
from his political allies in state politics in West Australia and Queensland,
for being too restrictive. The weekend before the budget. Mr Lynch
announced a new foreign investment misston would tour overseas, and
that the government would be more “fiexible” in the administration of its.
guidelines.”® The success of this clement in the strategy depended on
two conditions being fulfilled: world recovery necded to continue; and
Australia would nced to receive a massive injection of foreign capital.
Even if these conditions were fulfilled. and this was unlikely, the capital-
intensive nature of the minerals sector scemed to ensure that the employ-
ment generated would hardly dent the unemployment pool. In line
with this policy, the budget allowed for substantial reductions in the
taxation level on the minerals sector.?!*

It was within that strategy context that the budget was located. Mr
Lynch attacked Keynesian economic philosophy and tailored the budget
to a restricted growth of the money supply. By cutting the deficit by
$1 billion he hoped to achieve a single digit inflation rate by mid-1977.
The overall balance is set in rounded figures in the accompanying table

The 1976 Budget

1975-6 Change on 1976-7 Change on
Previous Previous
Year Year
Outlays $21.8 billion up 22.5%, $24.3 billion up 11.3%;
Receipts S18.2 billion up 19.7%; $21.7 billion up 18.8 %
OveWall deficit S 3.6 billion S 2.6 billion down ST billion
S 1.9 billion down St billion

Domestic deficit S 2.9 billion

Allowing, as Mr Lynch did, for an inflation rate of about 12.5 per cent
for the year, three principal features emerge. Government outlays in real
terms would be down by about 1 per cent. Revenue would be up in real
terms by about 5.5 per cent. And the budget deficit was reduced by |
billion dollars. Take these items separately. Expenditure had not been
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slashed, a,llhough the small real reduction was a reversal of the previous
two years: experience and would have clearly deflationary consequencesﬁ
The biggest cuts included Postal and Telecommunications (which woulLiI
porrow $200m). Aborigina] Affirs ($33 pending an inquiry), A 1.D.C
($75m), Publlg Service ($22m), special grants to the States h()usin;’ '»x‘n(.i
health. The biggest contribution to the anti-inflationary sﬁlmtcu bl L /
ever, would come from increased revenue. e
In real terms government receipts would rise by over 5.5 per cent
In a masterpiece of political propaganda, the government Iez;ked to th:
press that indirect taxes would rise massively, the traditional basis for C
*horror bugigeg’. In fact they lifted by a mere 1.5 per cent in rc(a‘l ler(l)md
The sigh of relief could be heard in Antarctica. Company taxes also liﬂc‘d'
slightly, by about 2 per cent, but the results of the revised slocl; va;luation
procedures were thought likely to check this trend in future years. Taxes
on wages and salaries would rise by 23 per cent or 10.5 per c(cnt. in‘r/e'ti
terms. Here was the major contribution to a reduced budget deficit La
reduce(i growth in the money supply and, together with lic N’dtiol;’ll
Wage Case, th@ redistribution of national income the government W';S
seeking. Despite their being indexed, direct taxes on \V(;rkcrs would ri‘sc
over }O percent. In this rise the Medibank levy was the chief com oneﬁt
Contr!bulmg about 50 per cent of the reduction in the deficit :‘E‘ Tt is
explams why the government risked, and got, the first nalion.uI stri;(l(:
to 1mplemcmvlt and why it was so carefully implemented but insistcﬁ on
Annognccd four months before implementation, confused b}; L‘haneés:
and minor coneessions in government policy, sustained through a national
strike whxc.h the government asessed as a fizzer the 2.5 per cegt 1{/1 zf‘b' (k
levy was vital. It was designed to push most ’pcoplg back to Ihee Irlvmt
sector for health insurance; to reduce the size of government: to I.I'Il)CX'C:Sé
ll;eveanue apd redgce the deficit; and, while mainl;lining a groqwlh in wo\r-
ers_ taxes, not .torm part of the agreement whereby the States’ received
a percentage of income tax revenues. \
prgilrf%lgxl(lgztf ;r)rf)twd‘ed. .lheret‘ore, an imp'ortam step in a three year
& ob' nm 7es’ r_uqur‘mg Australian soclety. Since that programme
ecdS as.JSaHy dcﬂdtgonzuy and seemed unlikely to produce short term
16:);}1;)m;;(;zzgv;r{x, E aswmed that unemploymwent would remain at high
empl(;ymem mioh[[ byn%h' {Eade no serious effort to suggest when full
having e I f‘:-[h'e 1ed% ed The full employmel_lt pledge of 1945,
e h'?ving A or ‘1rty years the cornerstone of public policy in Austra-
L oving been postponed in 1975, was finally abandoned in Aueys
1976, The Long Boom was trul As 1 South Ausira.
flan o - & Boo as Lru y over. As Don Dunstan, South Austra-
S, [hiir Lo Ou,l', A’ustral.lan workers were facing the gravest
e \be D ther xv[m(% SFclr‘lddI“dS since the late IQZQS'."Z‘ That assault
Frontars, W[i)thmel‘lre . plece?meal in the hope of avoiding a major con-
mplomenic] 7 ori:dnhl’sed ldbO‘Ul' of the kind that the same policies,
B 2o a oince, 'dd occasioned in Britain under Mr Heath, and in
i Feal nd under MllMuldoon. The level of unemployment would be
rmined by the political and economic requirements of the read-
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justment.

9. The Socialist Alternative

The main thrust of the social strategy of the coalition government had
thus been openly stated and progressively acted upon. Its central plank
was deflation: its component parts included: a reduction in real wage
levels overall; a cut-back in the social wage provided by public welfare
services: maintenance and expansion of the unemployment pool to
facilitate the disciplining of the work force; a redistribution of national
income towards profits; a reduction in the central government’s role in
cconomic management; and a shake out of domestic industry to the
advantage of larger firms and those less dependent on government
support. To a degree the Labor government had already moved in these
directions. Although it was at first suggested that this new orientation
reflected archaic economic and social theories inapplicable to con-
temporary conditions, the strategy was in fact rooted in the needs of
Australian capitalism as it faced the changed conditions which the end of
the post-war boom had brought. Three areas in particular exhibited
conditions requiring urgent remedy.

First, domestic manufacturing industry was experiencing a declining
rate of profit which was inhibiting investment, growth and technological
advance. The government’s desire to lift the rate of profit sprang not so
much from the corporations’ extensive links with the Liberal party and
the burcaucracy, although these were considerable,*** as from the objective
function of profits as the engine of economic growth in a capitalist society.
The solution involved the application of those policies Marx described
as tendencies offsetting the declining rate of profit-—reducing wage levels,
increasing the rate of exploitation, maintaining a reserve army of un-
employment, improving the terms of foreign trade and wearing out the
capital stock. In this process, smaller capitals (firms) would be eliminated
and the larger ones would expand their control.

Secondly, the international situation demanded rapid reduction of the
inflation rate which by 1976 threatened to be one of the highest among
OECD countries. If Australia’s inflation rate stayed higher than that of
her trading partners, the steady devaluation of 1976 would accelerate and,
by increasing import prices, further fuel inflationary trends. Further,
foreign investment would not flow into a country with a potentially
devaluing currency. and foreign investment already in Australia would
find its assets and repatriated profits declining in value. While the world

market in capital and goods remained a determining influence on Austra-
lian economic activity, deflation would be necessary at the rate of its trad-
ing partners. As elsewhere in the OECD countries, 1975-6 witnessed a
move to rapid deflation via public spending cut-backs, reductions in real
wage levels, and an increase in unemployment.

Thirdly, Australia was experiencing what O’Connor calls a fiscal
crisis of the state.” The rapid growth of state activitylthat the 1950s and
1960s witnessed, accelerated in the 1970s, financed partly by fiscal drag or
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the money illusion a.ssociqted with inflation, and partly by record levels of
deficit bLlfjgets. ThIS'rilpld Increase was the result of demands by both
the'workmg_ population fqr Improved welfare provisions and private
business for increased subsidies, contracts and. in some degree planni(no
fjovetajl'ed with the corporation’s own projections. Toge;ther with thg
international monetary breakdown which accompanied the abandoning
of the Bretton Woods System this further fueiled inflation Redistributive
programmes and corporate handouts were not matched by real revenue as
the state lost control of its fiscal strategy and no sector of society would
m'eet the cost. To that extent both Mr Hayden and Mr Fraser were dealing
Wl.I!I c‘l red‘l problem of the capitalist state. Monopoly corporations raised
prices to cover laxes; workers in the private sector used the strike wea Lon
to maintain their et income level; the agencies of the state UIl(le;lg()k
dn[lg?tf;(c‘ gr?}vlvth rates: and public sector workers politically resisted any
;1; }(:1? blrn heir ptfogn‘rtmme’s. Mr Hayden’s budget and, more forcefully
Hr [ tdse~ s new‘ ederalism’ and his Indexation of taxes, represented kll{
etlort to re-impose and relocate accountability for the expansion of
productive state expenditure. ( o
by/\rsesx;gzl';iclieud)tx ap;l)elrgnt by mid-1976. this programme would be met
ance not only from workers faced with declini
. celining real wages
shelc%}:)i L(x)xt}f:(xnplto_\lfnwnl‘un;i reduced welfare benefits, but also from lh%s‘bé
5 -apttal, particularly in the manufacturine - ion ir
dustrics. depenion micularly li uring and construction in-
S, state intervention for the mai i
level of aggregate dem: - . € maintenance of a high
aggrege mand for their markets. or i idi on
Fagg ' » Or on public subsidies of
sort or another for their profits. Tt Wlso un
- an ' S. Ihe state governments als
enthusiastic, since their I be ineratainan
stic, expenditure would need to be increasi
matched by revenues rais ectors of el
s raised by themselves. Other i
Bestce urs o _ ( ) . Other sectors of capital
4 B multi-national corporations i "t ’
¢ and ¢ f In particular, were
englus.msticg;)roponems of what Synrec calied the ‘King Hit’ e
uring 1975-6 the reaction to the increas; i :
: d ncreasing ¢ ‘
of two governments offered little encouraoen%é}rlltd?g;i;lhoen?cgrr?r?%rammfes
w0 go et itel g ulatio 4
socialist allternatlve. Despite its thorough drubbing in the D ‘HO :
1975 clection, sections of the Parli 1 g ecame oot
B lon, ¢ Parliamentary Labor Party became ap-
o i};l 1(9r;\émcgd tlgat Mr Fraser’s programmes would produce his
- Une¢ former minister argued th: ¢
b, o 2 gued that Mr Fraser would no
g e pi : / 3.2
b 'm(Ii) ;gz[il{iifsrobm}é‘)%. ‘f‘ lsence Labor could stand on its 1975
an -C. no lundamental reconsiderati icl
Lot and ! . ation of policies
Sever;cl(?uucd. In fact the resistance to the deflationary programfne was
s Swzelgtlll;ci as the (ijoalllltlon government’s periodic minor concessions
S 'S, ensured that united national action f. iti
Was not e oS action for political purposes
: y undertaken by the organised |
ithout resolute leadershi ative politnt movement.
adership around an alternati iti
et _ ¢ ernative political programme
] V . . . .. . o N
B obtf:tlce(ry]; ivoln‘lmuet:“dktjoddx'scuss each policy initiative ‘on s
leader«" 4 g as unfolded item by item as both alternative
aSSurnb‘[:ill':) d‘n.d‘ programme remained absent. The creation of both had
Th(,L a critical position for Australian socialists
» S 3 ‘1: . S - =Y M it '
ocialist position developed in the tradition of Leninist revo-
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lutionary parties possesses a logical consistency that in large measure

accounts for its intellectual survival. The capitalist system of production

involves certain laws of development to which any government seeking to

administer it must adhere. Profits are sacrosanct; the distribution of
income and wealth are relatively immune to efforts to change it; serioug

government intervention against capital’s prerogatives invites stagnation

or political retaliation: and the agencies of the state exist primarily to

protect the social institutions of market forces, private capital and the
increasing concentration of economic power. Parliamentary socialism is
both a contradiction and an illusion. Hence a socialist strategy must
involve the destruction of the capitalist state and its replacement. This
logical success 1s not matched, however, by the position’s political record in

advanced capitalist or liberal-democratic societies. Indeed those com-
munist parties which have achieved greatest popular support have done
so by abandoning the heritage. This is, in large measure, the result of
Leninists’ refusal to “advise the state on how to administer capitalism’.
Or to put the same proposition differently, they decline tn offer concrete
proposals for immediate improvements to the living conditions of or-
dinary people in the view that that amounts to reformism. Yet that is
precisely the task to be undertaken if the capitalist solution to the pre-
sent situation is not to run its course. Capital’s deflationary programme
will be painful and encounter opposition; the Leninist alternative is
logically correct but politically unviable. Are there alternatives?

The democratic socialist tradition incorporates the progressive deve-
lopment of greater equality, greater democracy, greater security in wide
areas of social life and the expansion of democratic public planning of
production. The last is a necessary prerequisite for the successful attain-
ment of the others, but following the long capitalist boom 1945-71, its
central importance had been forgotten. Aggregate demand management
provides no adequate substitute for control of supply of production. In
certain respects, 1975-6 did witness some revival of this proposition.
The Jackson Report on manufacturing industry proposed the demo-
cratisation of forward planning of the industry’s future structure. Con-
nor’s objectives in the mineralsjenergy sector would have involved
decreased dependence on world market forces. The Terrigal Conterence

resolutions concerning finance capital would have reduced its control
over the direction and rhythm of production. The policy objectives of

the Cairns social contract period offered the protection of living stan-

dards, had they been matched by increased conrrol over output. The

expansion of public ownership into pharmaceuticals and automobile

production would have provided pacesetters for public planning. The

Department of Economic Planning proposed at Terrigal could have

provided a central regulating body which, linked to D.L\J.R.D.’s regional
planning areas and Australian Assistance Plan funding, tould have pro-

vided a countervailing force to corporate power. It is in these practical

directions that the labor movement may be expected to reformulate its.

policy as the consequences of the coalition government’s strategy become
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clearer.

The programme adopted at the Terrigal conference of the AL p
provides for a substantial increase in public ownership, control '1C1d Slan.
ning. ‘What it lacks is a specification of those uszencies’that \V()L;ll(i i dln_
ment it, for example, a Public Enterprise Board and Fund to ens ln?plc-
expansion of publicly owned facilities—and a timetable for its ’ndsurc. e
Without such mechanisms any future Labor government A»\jlillort))[elo'l:s:

dependent on the operations of corporate eI 4S Was
: ‘ ower 4s was as :
would be no alternative— just an echo. : % the last. That

\ The socialist alternative cannot be a tully developed blueprint nor ¢

1t !x‘merely an acceptance of the imperatives of capitalism. It ( | 'Lan
existing problems and offer concrete solutions that develob thm}fmr }akg
of democracy, equality and planning which already exist.®» ToO'SC e
catacl}’SIHRC establishment of the socialist state or to %ia.nd on clwall‘tljc
r;cord 1s to abandon the socialist alternative. The ‘er' d ‘HAFCJ‘L.L.lcd
will be a tong one. period of transition

NOTES

1 qujlal is productive resources, ¢.g.. factories. In
;}élp .ldlli owni:r hires wage labour to work with it
soid ata value greater than the sum outlaid in hir
I g E s wlaid in hiring the [; Aing f
poaoid ata vald ater | g the labour, payi : aw
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