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MANAGEMENT IN A DEVELOPING COUNTRY

Prime Minister's Address to C.I.0.5., Melbourne, 29th
February, 1960

One whose management of certain national affairs is
under daily criticism and is found most inadequate by 49% of the
electors may well claim some boldness in addressing you. But I
have several zood excuses. One is that you invited me, at your
own risk., Another is that the business of politics is management.
You may perhaps believe that we in politics interfere in vour
management too much; but if we had no sense of manazement you
would properly condemn us. But my third excuse, the best of the
lot, is that we are living in an era in which management has
major responsibilities, and in which national success or failure
may well depend upon it. Any contribution which any of us can
make 1s therefore desirable.

I am encouraged by remembering that when I was a law
student at Melbourne, under that great and good man Prcfessor
Harrison Moore, one of my friends in the back row {(a place
eminently designed for meditation) held his hand up and offered
an opinion disguised as a question. Harrison Mocre replied
blandly, "Your suggestion is wrong, Mr. X, but I beg of you not
to be disheartened. All suggestions, from however humble a
source, are to be encouragedi"

This is the 22th International Congress of Scientific
Management. 1t i1s organised by the Australian Institute. It
has attracted the attention of eminent men from many countries.
It has already focussed, and will continue to focus. the atten-
tion of thoughtful people upon what is a vital problen.

The very phrase "scientific management' deserves
analysis. For we eare &ll too much disposed to divide up the
activities of life into separate compartments. We =cmetimes thinl
of philosophers as those who engage in thought withoul experience;
of politicians as those who have words without substance; of
scientists as those wno live strange lives among test tubes and
the piercing of the mysteiies of natural elements and forces; of
business men as practical people who have experience w.inoub
thought.

All of this iIs, of course, nonsense. We cannot sen-
sibly subdivide the wcrld in this cynical way. For a man with-
out a philosophy of his own is only part of a men; a politidan
without substance in his mind is no more than a demagogue; a
scientist who fails to see the impact of his work upon humanity
is, quite possibly a menace; and a business man who has no
comprehensive and orderly, and thercfore scientific, thoughts in
his mind will contribute little to the development of production
and commerce.

My assignment is to speak to you of '"Manazement in a
developing country". The very title is a recogrnition of the
basic fact that, like every other element in life, the problems
of management change with the years and with the circumstances,
Jhen I was first Prime Minister, over 20 years ajo, the business
of zovernment had only a fraction of the complexity which i~
possesses todgy . Wars, deoressions, booms, the increasing demends
made upon govermments, a social revolution, have made their mark.
In the course of one normal working week quite recently, to quote
an actual example, I found myself trying to understand and do
something about Budgetary policy, central banking action and
monetary control, the protection and encouragement of industry,
social services. the waze structure and its machinery, mineral
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development, foreign policy and relations with neighbouring
countries, the financial relations between Commonwealth and
States, the problems of inflation, and policies relating to
civil airlines. A developing country is a complex country. To
understand what is Zoing on requires that we should have learned
to manage our own minds. This indeed, is the basic truth in all
management.

When I undertook this task, it occurred to me that to
understand something about current and future developme nt it
would be useful to look back 50 years, to see something of the
changes that have occurred in Australia in that time. A study
of those fascinating volumes, the Year Books, has enabled me to
take a few key examples.

I find that 1910 was a year of economic simplicity for
governmencs, though not, of course, for many thousands of private
people. Taxecs were low. There was no Commonwealth Income Tax:
the first world war produced that. The total Commonwealth
Revenues were about £20m. Today they are £1400m. Our population
was much less than half of what it is now. e had 300,000 em-
ployed in factaies; today we have well over a million., Our
overscas trade was made up of £60m. of imports and £74m. of ex-
ports. The exchanges were normal. Nobody had heard of exchange
control or dollar shortages, or a two-currency world., The zreat
problem of overscas funds had not arisen. Today our overseas
trade has grown to £900m. of imports and over £900m. of exports.,
Exchanges are controlled, we have been passing through a period
of the licensing of imports to protect our balances. e are
living in an era of Trade Treaties, the Gencral Agreement on
Tariffs and Trade, the European Common Market, and a score of
other arrangements of an international kind which have studded
what used to be the fairly plain road of trade with a myriad of
signposts and prohibitions.

There has been a social revolution. In 1910 there were
65,000 old age pensioners; today there are ove: 500,000, There
was no Invalid Pension; no Child Endowment; no Hos™':al Bene-
fits; no Repatriation Benefits; no Medical Health scneme; no
Pharmaceutical Bencfit Scheme; no Unemployment Insurance. we
paid £1,500,000 for 01d Age Pensions. Today our Social Services
Bill alone 1s over £300m. Our Defence Bill _in 1910 was £3m.
Today, with no actual war on, it is £190m. '

I have sclcected these few examples because the Social
Revolution has involved enormous increases in company and indi-
vidual Taxation, new indirect taxes, and a host of jsovcrnmental
rules and re_ulations, all of which directly affect business and
therefore management. For in a complex world, with growing bur-
dens, the pressurc on management is greater, and the nced for
managerial skill more imperative.

Side by side with these things, there has bcen a vast
development in the power and significance of the Trades Unions.
In 1910 therce werc rather less than 360,000 mem' :rs of Unions.
Today there must be very ncarly 2,000,060. But the matter does
not end there. To meet the particular naturc of the Common-
wealth's industrial powers, there has been a great development
of inter-state, i.c. nationally organised unions, Their weight,
both politically and industrially, is susbstantial. The percen-
taze of unionists to the total of waze and salary carners has
riscn to a preponderating degree.,

It follows fpom all this that busincss management has
been learning to accommodate itsclf to the pressurc of organisa-
tions; to recognise their value; to study their rclationship
to problems of management; to sccure better human rcelations and
man-managemnent.

But such problems cannot be solved by governments
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alone., Thay call for 3zood wmancgzement and good work ali round.
We in Australia oride oursclves on our independence and a degrce
of irrevercence about cstablished persons or institutions. This
is very good, for otherrsisc pomposity could well become the en-
demic disease of politics, But this spirited attitude does
not prevent us from takinz most of our problems to "the zovern-
ment", as if that magnificent abstraction was all-powerful
(which, fortunately, it is not) and all-wisc, which will be ad-
mitted by nobody herc tonisht except myself., The sobe: truth is
th%t community problems cannot be solved except by community
effort.

At & time like this, when we are not dealing with a
crisis, but are called upon to take sensible steps %o provent
one from arising, no good citizen can hope to escape Jrem his
own responsibilitics. Employees have well-undeirstood ambitions
for better pay and conditions, and security of employment, and a
full opportunity for their children. But they must, and I am
sure many thousands of them do, -ealise that if wage incrcases
outstrip increased productivity the effect will be that demand
will excced supply, prices will xisc, and the value of money wili
fall. smployces, therefore, have a vested interest in increased
cfficiency .nd production. It is by these mecans that rcai and
effecctive wages will risc ond family interests be scrved.

On his sidc, the employer who simply passcs on wage
incrcascs into highes prices is contributing to the inliationary
spiral; rendering incvitable the next wage increas: wnd cost
increase, and price increasc. Vast numbers ol orc _.aiy citi-
zens will suffer in the process, the cxport industrics will be
pcnalised, and the national finances will be discrgzaniscd, The
task of the employer, who is Jor this arpesc the menazer. is
therefore to mcet cach upward movement of labour cost first, by
absorbing it <s far as possible, not rcgarding the currcat rate
of profit as sacrosanct, .nd sccond (or should it b~ first) so
improving the cfficiency of his operations as to rcducc. or at
least stabilisc, his unit costs of production, The srowing
availability of power, the rapid dcvnlopinient of what we now call
automation, thec rising levels of cducation and sirill, chould pay
their owh dividends to ordinary men and women. IS, thercefore,
thore is on the face of it a conflict between thz prafitsg of din-
vestment and the upward pressurc on wages, that conflict wnat be
scen as a cnallene to incrcascd cofficicncy on beon gides. In
short, the present period of our nastional develenant ¢ n rcro-
duce a damazingz infleotion if we arc to pass the labours of con-
tributing ingenuity *to others and adopt as our mottc "Zach for
himself, 2nd the devil teke the nindmost™., But if e sce the
problem and arc prepired to understand .nd deal with 1%, we cen
make the docade of the 60!'s in Austrzlia cven more dynemic and
productive than the last 10 years,

Because I belicve that, I asscrt that tue nost impoi-
tant Australians today azre the manajzuers. It is uzon cheir siiil
imagination, and cnterprise that the national future wilil depend
Against this background, political managers and DUSINTSs nmanaje:s
confront what is, properly specalking, < common tagk.,

It may perhaps induce a propur fecliny of brothernosd
if I say to you that we both surfer from common lorms of tem;-ta-
tion, You arc tempted, end I hope you will nct deay it, to re-
sard politicians as verbosc rellows who don't tncéerstand businesc
and ought to kcep their meddling fingers cut of it., That sturcy
attitude of mind persists until it becomcs necessary to ask a
gsovernment for o tariff, or 2 bounty, or a trade »romdotion
organisation, or an immigration programmc,

iJo in politics arc tempted to regard buciness acn as
politically ill-informecd, cnd as failling to sco the forest of
national c¢conomic poliecy for the trees of individual profit or




n

loss. But there is another Torm of temptation which is more
important. You are tempted to take short views; so are we, The
raising of priccs, in a non-exporting and protected industry?
scems in the short run to be calculated to protect this year's
treding account. 1In the long run, such a policy may involve the
businc ss in decline ond loss.

Similarly, in politiecs, we¢ are tcmpted to take the
popillar measurc of the moment - '"the electors will be plcascd!™
- forgettingz that sreat cconomic policies seldom bear fruit in a
month or two, and may be bitterly unpopular before they achieve
a recognised success. In the long run, the short vicw may in-
volve the nation in deccline and loss.

In both fields, thercforc, clear intelligent, imagina-
tive, and brave managoment is of the essence. Above dil, if
pcople like you and me arc to work togzether intellizoently and
successfully for the nation, we must get, not only wisdom but
understanding. I will take one contentious matter - the licen-
sing of imports. A restriction of imports by mcans other than
customs tariffs is, under modern treaty and practice, permissible
only to protcct our overscas balancoes. e could find oursclves
greatly cmbarrasscd under GATT, and other intcrnational monectary
arrangements, if we failed to rcalisc this.

Time after time, my colleazues and I have warned in-
dustry that import liccensing is not a measurc designed to pro-
teet Australian industry, but onc designed to protect our over-
scas funds. Yct in a real sensc, this has been a counsel of
perfection. If certain imports arc, over a period of ycars,
cxcluded or limited in quantity, not by tariff but by liccnsing,
many pcople will begin or oxtend import-replacing industrices in
thosc ficlds, hoping that what is, by declaration, tcmporary will
turn out to be in practice, permancnt. Yet, when the cconomic
foundation of import liconsing begins to disappear, and liconsing
with it, it will be hard for many to understand that the days of
compectition have returncd; that toriffs, though important, are
not the whole unswer, and that managjement will have to carry the
mein burden.

In my philosophy, that is no bad thing. I belicve in
free centerprisc, That docs not wecan protected and monopoly center-
prisc, sheltcrced from compctitbng but competitive rree enter-
prisc, cdcquately protected by tariff against a cheap labour or
unfair compctition, but not siven an cxclusive access to the
local market, irrcspective of structurce or cofficicency.

Let e turn vo another coneral obscrvation. The
current cant of CA PI T AL and L A BOU R is a groat and
misleading oversimplification. It conjurcs up a picture of fat
capitalists and hungry workers, cngaged in a war to the knife.
This picturc is out of date. Like so many conceptions which are
thought to be radical and progressive, it is unrcal and reaction-
ary.

The ygrowinyg task is that of M AN A GEME N T, which
hos to sce that capital is put to the best use, and that labour
is most productively applied. [o do the latte:, manazgement must
rcgard the welfare of the employce and his human problems as of
srowing importance. Human lcadership is the grectest clement in
productive managzement. Tnere was o time rhen the cupitalist was
the cmploycesr dircct. Psychologics arosc which, as I have indica-
ted, have persisted and arce  played up. But in great modern
enterprises, the "capitelists™ arce many and unscen., A little of
their monecy m.y form purt of the great pool which supplies the
enterprisc. But the cmploycrs in substance are the managors
cmployees themsclves, who marry the money to the machine to %he
mon.



03
L)

Se

So truc is this that I have no ™~eitution in saying
that the development of Australia in the futurc will depend
more upon competent management, rhether of farms or factories
or mincs or _overnments or Trade Unions, than upon any other
factor,

Pressure groups will not cnsure or cven aid progress,
for they seek power without responsibility. People with money
and nothing morc will not :nsure it, for they arc passive. A
badly maenaged factory worker will not cnsure it, for he will fail
to identify himself ond his work with the end in view. The vital
people arc the managers, the leaders who plan for that end and
scc how to attain it,

I now turn to some of the problems of true national
development.

What are the principal charucteristics of rapid devel-
opment in Australia? If we onswer that question we will heve a
octter ideca of the naturc of the tasks of management and of the
difficulties which it will confront,

k)

The greatest charccteristices, as I sce them, are these

e have a quickly inercasing population, ncarly half
of the increasc being the dircet result of governmental immigra-
tion policies. This increase, while it stimulotes optimism in
busincss circles, provides additional stores of productive man-
power, and adds to our national scecurity, -lso crecates its prob-
lems.,  There is a grecter copital demand for factorics and
schools .nd houscs and scrvies, which in the short run is infla-
tionary. In many large factorics which I have visited, the co-
presence of hundreds of vorkers of different notionalitics and
langucizes has prescnted problems of organization and managenent,

he handling of which oxcites my admiration.

But,taking all these things into accou s, I think that
the outstanding cffect of a fast groving populatv_on is its psycho
-logical cfiect upon cneerprisc. The retailer plans and buys for
an increasing numbcr of customers., IHe is purhaps, lcss willing
to be "taken over", or more willing to "take over'. Retail trade
is optimistic and increesing., Mant7acturing cxpands. The build-
ing industry is active. The great basic industrics are hard
prcssed to cope rith demond.,

This atmospherc of optimism is admirable, and indced
¢sscntial to growth., It is, indeed onc of the qevte problems of
political judyment to prescrve and encourasze optimism while do-
ing what can be donc to avoid cxcesscs which may lecad some day
to pessimism und unhappy results. For inflation is o common
dangers; o flat rate tax upon the moncy of the poor as well as
of the rich; the cnemy of thrift; the basic injustice o.ainst
which we must 2ll fight.

A scvere and unchecked infloation would be nationally
disastrous. I think it nccessary to say somcthing plain, but
not cxtravagant, on this point,

If costs risc (as they are now rising) and prices risc
in conscquence we have what we call o "cost-inflation", But if
the cost risvs ave primarily rclatced to waie incercascs, the in-
crcasc in purchasing powcer soon produces a "demand--inflation'".
Je need not, thercfore, distinguish unduly between the two as-
pects of whaot is one common problom.

Can costs zo on rising, without national injury? Al-
rcady, onc or two of thec smallcyr, but not insignificantexport
industrics arc in trouble. &ven the _reatest, like wool and
wheat, must h.ve occasional zpprchensions.




6o

But there is another espect of inflation which cannot
be ignored. As our population grows, so will ocur demand for
goods and services. That, as our cconomic history proves, will
be not mc.ely a demand capable of being satisfied by local pro-
duction, It will include a large dcemand for imports. In other
words, as Australia devclops she will become increasingly a
great international trade., drawing upon the skills ind products
of other lands. To pay for such things she wiil necd increasing
exports. If she is to achicve the necessary volume and, in terms
of price, not be unduly vulncrable to changes in the price of
wool, she must add to the diversity of her exports. She must be
able to manufacturc for cxport, and compete in tiae markets, par-
ticularly of thc politically 'new world",.

There may be some who despair of such o roesuilt, though
I think that they will concede that without such a recsult there
will be a sharp limit to true Australian development.

So there is our problem. In a rapidly developing
country there will inevitably be inflationary pressures. Popu-
lation will be increcasing; capital demands will be not only
large but urgent; there will be an 2tmosphere of growth and
prosperitys; standards of living will riscj; luxurics will be-
come nccessaries; wages will riscs; greater profits wiil be
sought and frequently achiceved; there will be international in-
vestments; public works programmes will grow.

Yet, if we yicld to the inflationary pressurcs, and
say that their rcsults do no great harm, we will check fixed-
interest investment; -we will be forced to carry mor2 and more
capital works on rcvenues -we wiil do grave injustice to those
who live on fixed incomes; we will upset Government Budgets and
move towards chronic deficit finance, thus -dding inflation to
inflation; and, except to the cxtent that ceavily protected in-
dustrics can live on the local market, pricc cursclves out of the
world,

Undc: such circumstances, what action can w2 take, not
only as government but as people. to sccurc and confirm the cnor-
mous advantages of cxpansion «nd growth while at the same time
maintaining that stability ond sccurity which alweys scems to ¢
to be the pre-condition of the attraction of men, money, and
skill?

The appropriate policics nced not be sensationals
there is no occasion for cextravagence in our thinking., We can
lecarn a great deal from our own cxpericence cnd that of much
greater countrics, most or all of which have cncountered the -
problcms. Indced, I should, to avoid scnsationalisin, make it
clcar that our current problem in Australia is nmuch less acute
than that which follwcd the Korcan Jar, ‘

I would now like to statc quite briefly the rature of
some appropriate policics as we sce thoem.

Our objective must be to check riscs in costs, by all
mecans in our power, and to counteract growing monctary demand,
ncgatively by banking and monctary controls, positively by in-
crcasing the supply of goods and services. The supply will be
increascd by active and growing manufucturing industrics, and by
imports on a scale that our ecxports will permit us to pay for.
We must proserve stability of cmployment, uncmployment 1s
n.tionally wasteful; so is over--full employnent, which inflaticn
is apt to create in the first instance. So for as possible we
should cncouraze savings so that there is adequate investment
out of truc suvings, in loans for developmental public works and
in capital for private cnterprise. Jo must attract investment,
not spcculation, from overscas. But above all, end this is wherc
John Citizen comes in, whethe: cmploycr or emp.oyce or s¢lf-em-
ployed, we must increasc our productivity pe. head., And, if we
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"~ desire the stimulus which would follow a reduction of, or a less

stecp increase in, jovernment expenditur.:, we can moderate our
demands upon Gove.nments. Don't overlook that last observation.
In Australia we are apt to want the-best of everything "at once,
if not sooncr".

Getting our costs down docs not mcan cuttingz wagzes.
It means getting better value for wages by increcasing production,
improving proccsses snd skills, and attaining a rcalisation all
round that wages and saleries cre worth only what they will buy.
Yo cstimate that the two decisions made last year, in the Basic
Jage ond Margins cascs, w7ill add somcthing of the order of £1695m.
to the annual wages bill. Docs unybody supposc that cmployces
in Austrolia will be £165m. better off?  If riscs in costs and
priccs continue et their rccent rate, and tend to 3zrow, cmployccs
may in the long run be no boetter off at all, “hat we nced, for
cverybody's sakce, is a period of quiet on the wages front, so
that thesc increcscs iey be digested, and so that industry zon-
erally can, by improved cfficicncy, ave:.t their impact upon
prices. It would be fatal to accept the folic circulairec of the
wage-prices spiral as incvitable.

On the side of oveinment, thele are two tasks to per-
form, cach of which has 2 bearing upon the other.

The first is to slow down the massive upward movement
of ,overnment expenditurc, which in the case of the Commonwcalth,
has been rising of late at the rate of somcthing like £100m. a
year,

The sceond is to do ¢ll in our power to avoid further
deficit finance.

How to do these things will be our greatest Budget
task later this ycar. And let nobody think that it will be casy.
It is difficult beucausc manageiment is the most importont and the
most difficult clement of all.

Thus it is that the problem of inflation proscnts per-
neps the greatest chellenge to management. Take national manage-
ment first. The Industrial Tribunals, which cexercise a sreat,
and in its noturc uncontrollced and uncontrollable power over the
national c¢conomy, have becen known to express o vicw that if
tnere is any inflationary conscquence of cny decision, "the gov-
cinment" hos power to deal with them. This is, I fear, not
correct. Indced, it is onc of the facts of lifc that the two
most significant cconomic instruments, the Arbitruation Commission
and the Tariff Board, arc, in the first casc obsolutely and in
the sccond casc for all practical prposces, independent bodics.

I think it a very .ood thing that this should be the casc. The
nation has good rcason to cppreciatce the work that they have
donc.,. But clecarly the Commonwealth's anti-infletionary powers
arc scvercely restricted in conscquence. True, if we think that
there is a demand inflation, we can incrcasc taxes, which I know
would give all of you great satisfaction! Interest ratos, so
far as they fall within the Banking power or tho authority of
the Loan Council, can be vuried., The Reserve Bank may call
Trading Bank funds to Rescive Deposits. Subject to the state of
the overscas funds, morc imports may be admitted. Educational
campaigns can be carriced on. The costs of jovernment may be
reduceds; this is quitc o fashionable remedy, though, in the
casc of thc Commonwealth, the costs of administr:tion azmount to
no mo.¢ than 5% of the total Budget.

Hirc-purchasce scems to be substantially beyond our
control.

But the foct is that onc of the zreat obstacles to
counter-inflationary cction is that there arce many pecople who
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think a bit of infl:tion is a veuy jood thing; that a cost and
prices rise of 3 or 5 per cent per annum makes for zrcater pur-
chusing power, buoyancy of business, and of coursc, if I may so
SO impertinen%ly, a deeline in the burden of overdrafts and of
fixed indebtedness, Such a view pays little heed to the position
of those on fixed incomes; and no heed whetever to the continu-
ing and growing nced to finance, by public borrowinzs at fixed
rates of interest, « grcat programme of public works, the com-
pletion of which 1s absolutely vital, through transport and water
and powcr and housing and schools and universities, to the ex-
pansion of industry :nd commcrce and the maintcnance of cmploy-
ment,

Before I conclude, I would like to say o little more
about import liccensing, the impending winding-up of which has
rceently been announced, with, naturally, o mixcd rcception,

A restriction of imports by licensing, if it reduces
the actual quantity of zoods available for loca purchasc, is in-
flotionary up to the time at which local production repl-oces the
deficicney, if it cver does. But in an inflationary period, as
we heve seen in the past, boom conditions tend to develop, and
with them over-full cmployment, ¢ bidding up for labour, a rapid
turnover of labour, and a loss of c¢fficicncy which still further
adds to rising costs. Onc way of countcracting this is not to
restrict imports, but to purmit them, so that demand docs not
overwhelm supply.

But no romedy is simplc, particularly in Australia,
where the balance of our international trede can change quite
quickly end drastically, Thus, thc yecar 1953/54% was a thriving
year, with cmployment and production rising and a tolerably zood
cxport income - £812m. Early in the following ycar, 1954/55,
howcver, the familiar signs of inflation cppecarcd. Labour short-
ages became rather acute, prices begon to risc fairly rapidly and,
with local productive capacity fully toxed, the rising demand for
goods spilt over into demend for imports.

Unfortunctely, it happencd that our cxports fcll aay
in that yc.r, and our ovcrscas reserves began to decline rapidly,
They had been £571m. at the beginning of the year. By the ond of
the ycar they had fallen to £428m. 2nd werc obviously destined to
go a zZood decal lowcer, Therefore, instead of being oble to mect
the additional demand for imports we actually had to westrict im-
ports - as in fact we did in April 1955 and again in October 1955,

I mention this picce of history because it illustrates
how constant and complicatcd the problems of management con be.
OQur rccent decision in rospect of import licensing, made against
the background of buyant overscas rescrves, will imposc fresh
tasks of manajement and increascd tariff-making activity. This is
not becausc licunsing was a protective measurc; we always made it
clear that it was not; but bocausc in the nature of things the
cxcliision of imports by non-tariff mcans tcnded to :ive a feeling
of seccurity to a voriety of import-rcplacing industrics in Aus-
tralia. Somc of thesc industrics will now sct about justifying a
tariff protcction. All of them will mecct the challenze of compe-
tition, which is the zreat challenge to managcuaent.

I wish your confcrence well, Mine has becn o small and

inadequate contribution. But the subject is so vast and signifi-
cant that 2ll thought about it is to the zood,

29th February, 1960.



