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L I K E many other countries, 
Australia has experienced in 

the last few years a rate of price 
increase of sufficient magnitude to 
justify being described as inflation 
ary. The above figures show the  
movement of various price indexes. 
I t w i l l be seen that the pace of 
price increases quickened substan
t ial ly in the last, two years. The 
" C " Series Retail Price Index 
(popularly referred to as the " cost 
of l iving " index) show's the small
est increase since the pre-war years 
but the rise in this index has been 
moderated considerably by the 
strict control of house rents, which 
forms an important component of 
the index. Nevertheless, the acce
lerating rate of increase? in this 
index is noteworthy. 

In the 9 years ending June 1948. 
the " C " Series Index rose at an 
average rate of just over 4 per cent 
per annum. But alter this date. 
the rate increased to about 10 per 
cent for 1948-49 and 1949-50, and 
to 15 per cent for 1950-51. The 
severity of the price rise in the last 
year is brought out even more for 
cibly if, instead of using average 
price changes for the year, a com
parison is made of the index at 
June 1950 and June 1951 —a rise of 
almost 20 per cent is revealed ! 

What arc underlying forces of the 
Australian inflation? A number of 
factors are involved, none of which 
are susceptible to precise measure
ments and all of which have varied 
in relative importance from year to 
year. 

The country emerged from the 
war wi th a substantial accumulation 
of spending power which had been 
forced into idle bank holdings or 
bonds because of rationing and 
because the nation in general observ
ed the call to spend less and thus 
leave more resources free for the 
prosecution of the war. Price and 
wage controls were maintained until 
the end of 1947, and the transition 
to the post-war period was gradual 
and orderly so far as retail price 
increases went. But undoubtedly, 
the inflationary pressure was still 
present in the form of a substantial 
backlog of consumption and invest
ment demand. The year 1948 
marked the end of the period of 
suppressed inflation. Price control 
was dropped by the Federal Gov-
ernment. It was felt that the exer
cise of price control could no longer 

be justified under the Federal Gov
ernment's Defence Powers. A 
referendum to amend the constitu
t ion with a view to giving the 
Federal Government the necessary 
powers to control prices was defeat
ed. Henceforth, price control 
became a nominal factor under the 
unco-ordinated direction of the 
State governments. 

Many believed that the end of 
effective price and wage controls 
was desirable. A short period of 
open inflation would follow as the 
suppressed inflationary forces were 
released, but more settled conditions 
could be anticipated after that, 
with the pricing mechanism fulfilling 
its important role in the allocation 
of resources. budgetary policy 
could be used to ease the pressure 
on prices. 

However, these hopes were not 
fulfilled. The inflationary heritage 
of the war period was superseded 
by new and dominant inflationary 
factors—internal and external. The 
standard weekly hours of work was 
reduced from 44 hours to 40 hours. 
In December 1950, the real basic 
wage (this tonus a substantial por
tion of all wage rates and is 
adjusted quarterly for changes in 
the "C " Series Index) was raised 
by about 14 per cent. 

The rate of immigration was 
stepped up under a programme to 
increase the Australian population 
from 8 millions to 11 millions in 
1960. This resulted in an increase 
in the rate of population growth 
from less than 1 per cent in the pre
war years to about 3.5 per cent in 
1949 and 1950. This was a higher 
rate of growth than the United 
States experienced in the period of 
its most vigorous population growth. 
But while in the United States, 
natural increase contributed 2 per 

cent and immigration 1 per cent of 
the total population growth the res
pective figures for Australia were 
1.5 per cent and 2 per cent. This 
high rate of immigration imposed a 
heavy strain on the country's capi
tal resources (particularly housing) 
before the wastages of the war 
period had been made up and thus 
added a substantial effective de
mand for capital formation. The 
inflationary force of this demand at 
a time of high consumption and 
little effective control of resources 
needs little emphasis. 

The strain of demand on supply 
was not significantly relieved by 
increased productivi ty. Estimates 
of productivity per man are usually 
put at under 2 per cent per annum. 
The absence of effective competi
tion in the product market and 
the general shortage of labour do 
not encourage increased efficiency. 
There have been loud appeals from 
political circles for increased produc
t iv i ty as a solution for inflation. 
Put under the circumstances, this is 
an unreasonable hope. Increased 
productivity can only be expected 
when the inflationary pressure is 
checked. 

The budgetary polities of Federal 
and State Governments may also 
have contributed to the increased 
demand in the last two years, when 
Public Authorities incurred large 
deficits. The large developmental 
and defence programmes were 
largely responsible for these deficits. 

To these main internal factors 
underlying cost and demand infla
tion were added the external fac
tors. The accelerating rate of 
increase of import prices are shown 
in the above statistics; but much 
more spectacular is the rate of 
increase of export prices, of which 
wool forms the most important 
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component. The r ise in import and 
export prices, par t icular ly the latter, 
was, of course, boosted by the 
depreciation against the U.S. dollar 
in September 1949, followed by the 
phenomenal 1950-51 wool season. 
It seems highly probable that most 
of the inflationary pressure in Aus
tralia dur ing the last two years 
came from outside the economy in 
the fo rm of rising import; and export 
prices, and high exporters' income 
(which doubled between 1948-49 
and 1950-51). The h igh import 
prices and the difficulty of obtaining 
imports in sufficient volume stimu
lated local production, thus further 
increasing the pressure on the de
mand for labour and capital re
sources. 

Un t i l recent months there was no 
sign of a positive economic policy 
to curb the inflation. However, the 
quickened pace of inflation has 
forced the Government into a more 
realistic, although unpopular, policy. 
Price and wage controls are not 
vested wi th the Federal Government 
which, anyhow, appears to prefer 
other means to check inflation- The 
control of capital issues has been 
reintroduced. Taxation, both direct 
and indirect has been increased (al
though government expenditure has 
also risen). The cheap money 
policy, which was making heavy 
weather in spite of substantial offi
cial support, was relaxed and the 
long-term rate of interest increased 
from 31/8 to 3¾ per cent. Selective, 
banking controls have been intensi
fied—and the restriction of credit 
has had visible effects in moderating 
demand. Wool prices have fallen 
back to pre-Korean levels and there 
are indications that the " mad " 
prices of the last wool season wil l 
not return. 

Nevertheless, it is anticipated that 
prices wi l l continue to rise in the 
next 12 months, largely as a result 
of wage increases. The increases in 
cost of production incurred in the 
past months w i l l be reflected in 
future retail prices. Wages w i l l , 
therefore, rise on account of auto
matic " cost of l iv ing " adjustments. 
These adjustments are made to the 
wage rates - of skilled (including 
many salaried workers) and unskil l
ed alike and during the last two 
years relative differentials for skill 
have been narrowed as a result of 
these flat rate increases. Skilled 
workers are already beginning to 
make demands for an increase in 
differentials for ski l l . However, al
though the inflationary force is by 
no means spent, it is probable that 
the late of increase of prices w i l l 
flatten out—unless, of course, un
foreseen factors appear. 

In retrospect, i t might be argued 
that although some inflation was 
unavoidable in the war and post
war period, much of the actual rise 
in prices could have been avoided. 
Given the war period with the accu
mulation of purchasing power in 
the hands of the public; given also 
the immigration policy (the econo
mic wisdom of which may be dis
puted) and defence expenditure as 
being dictated by strategic require
ments, it could still be argued 
that appropriate economic policy 
might have avoided much of the 
price rise. 

Firs t ly , it might be claimed that 
taxation rates should have been 
raised two years ago when there 
were clear signs that the needs of 
basic capital formation would 
require a reduction in consumption 
expenditure. The budgetary deficits 
of the last two years could have 
been avoided and to that extent the 
pressure of demand would have 
been reduced. 

Secondly, it might be argued wi th 
great force that Australia should 
not have followed Sterling in depre
ciating against the dollar in 1949; 
or at least, that it should have 
revalued the £A upwards in 1950 
when the continued buoyant de
mand for exports was assured. This 
would have slowed down (and per
haps reversed) the rise in import 
and export prices, and export 
incomes. 

The reluctance to alter the ex
change relationship to sterling was 
partly based on economic grounds 
and partly on political grounds. 
Export income forms over 20 per 
cent of the national income. It is 
a vita! sector of the economy. But 
from 1945 t i l l the middle of 1951, 
the term- of trade moved continu
ously in the country's favour. 
Unt i l 1949, Australia was well 
behind the U . K . and U.S.A. in 
price and wage increases since the 
outbreak of war. Australia's ster
ling reserves. were large and 
increasing. 

Looking bad therefore, the case 
for exchange appreciation in rela
tion to Sterling seemed overwhelm 
ing. But, of course, it is always 
easier to prescribe after the event. 
Post mortems are invariably more  
convincing than prognoses in eco
nomics. Apart from Mr Colin 
Clark, there were few economists 
in Australia who believed that the 
terms of trade would continue to 
be favourable. The circumstances 
of the last depression when the 
terms of trade turned violently 
against Australia and her overseas 
reserves dwindled away, had bitten 
deeply in to the minds of most Aus

tralians. Post-war discussions were 
mostly about " can we avoid a 
depression?" The " depression 
mentality " must surely account for 
the diffidence to take bold chances 
w i t h the exchange rate. Inflat ion is 
less painful than deflation. It is, 
therefore, a better risk. It is note
worthy that when the September 
1949 depreciation was contemplated, 
wool prices (the most important 
indicator of Australia's prosperity 
since more than half the country 's 
export income is from wool) were 
beginning to fa l l . Was it not rea
sonable to regard this as a sign that 
the export boom was over? To 
appreciate against Sterling under 
the threat of falling world demand 
for the country 's exports would 
have been an extremely bold move. 
The government of the day was 
not prepared to run the risk. Thus 
a plausible economic justification 
might be advanced for the policy to 
preserve the established exchange 
rate with sterling. 
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