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Itisa great pleasure to be in the U.S. again and have the
opportunity to address this very important group of American
business leaders. [ am also pieased to have the opportunity
to try to coilect my bet witn Arthus Burns, a bet about which
I think, some of you ifay know,

When we met in Washington in June, 1977, he made one of his
few errors of judgement and bet me that Australia would not
get its inflation rate down belew this country's by the June
quarter of 1978, Well, we did. Doing so has not been easy
- it never is.

I am sure that the anti-inflationary measures announced in this
country two months age by President Carter were not easily
arrived at either,

To announce measures of that kind shortly in advance of the
congressional election must have required considerable political
courage, And if 1 may say so, we in Australia have greatly
welcomed the policy decisions involved.

The contribution they are making téwards stabilizing the value
of the U.S. dollar has as much, or more significance, for the
rest of the worid as it does for the United States.
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The absolute magnitude of U.S. tradexaans that even small changes
in the value of the U.>, dollar have large effects on the trade of

smaller countries.

In reflecting upon sur own fight against inflation, I must say it
has taken us three years of hard slog to make the progress we
have made. -

Throughout that perfod our policies have been designed to re-
establish the pre-conditions for sustainable economic growth.

e have approached the task of economic restoration in a medium-
term framework.

After the economic turmoil through which the Australian economy
passed a few years ago, 1t takes time to eiiminate economic
distortions and imbaiances, to provice a settied framework of
expectations within which businessmen - and consumers - can take
decisions with confidence.,

America has recent’ly been 3wept by initiatives such aS
Proposition 13 designed to restrain the 3rowth of public sector
spending,

I am told that the ejecticns jast Movember showed that this is a.
political winner azrcss the U.S.

Well, the basic pniiosophy refiected in Propesition 13 has been
alive and weil in Australia for the past three years.

We have rejected the notion that an sconemy can be kept moving
by continualiy bicating the pubiic zector.

We have cut the growth in Federéi Government expenditures from
the astronomical figure of 46 per cent in 1974-75, to less than
8 per cent. We stiil think that's a bit teo high.

He have used some of the resultant savings to reduce taxes,
to put spending ana decision-making povwer back into the hands
of businesses and private individuals whewve i1t more properly
"belongs.
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We have legislated tc keep Government honest by providing for
indexation of personal income tax.

To encourage continuing economic growth we have provided tax
incentives for private investment.

We have not been able to pass on all the expenditure savings to
the private sector because we inherited an enormous budget
deficit - over 5 per cent of G.D.P. He have set about reducing
it, and this financiai year the deficit should be about 2.8 per
cent of G.D.P.

We have cut back the rate of growth in our money supply. The
rate of growth of cur M3 - which incidentally corresponds more
nearly to your Mo.has been reduced from around 20 per cent per
annum in the secend haif of 1975 to 8 per cent in 1977-78.

Let me now tell you briefiy about how these policies have been
bearing fruit.

Our major success has been in pushing our annual inflation rate
down from about i7 per ecent in 1975 to about seven and a half
per cent. This 13 lswer than the average for the 0.E.C.D. area
as a whole and 1t 1s trending downwards, .

In the 1ight of the recent wage decision the Treasury has revised
its budget forecasts and anticipates that inflation will be under
6 per cent by the middie of this yeare

Lower infiation is encouraging consumers to spend a higher
proportion of their disposabie incomes. And this is reflected
in the fall of the persgnai savings retio from its peak of a few
years ago,

Business fnvestment, by both domestic and overseas enterprises,

has been rising strongly, partly because of the greater business
certainty flowinag from jower inflation, and also because of some
- although not yet enough - recovery in corpocrate profitability.

At the same time as we have been pursuing our anti-inflationary
strategy, we have had a qgrowth record which stands up well
enough by international comparison. 1 do not want to give the
impression that vie think ail our economic problems have been
overcome, Vie stiil have some way to 9o, and this is most
obvious in the area of unempioyment.
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There are two reasons for that - ene jenerai, one particular.
The genew=ai reasocn i3 that when &an eicnsmy has been so fractured
as the Austraiian ecencmy was a few yeir: ado it takes a time
for the steady appiicetien of peiicfes t: out things right,
re-establish econfiderce in the zowmmunity and restore the buoyant
growth of private cemand that 13 fundamentzil to growing job
opportunities. The particuiar reazon 13 that our own
institutional wage 7ix‘ing arrangements - where wages are
determined by an inuependent arbitrzrion commission - have not
made the contributisn tney zhggid to &Senomic recovery,

In most ma+ckets whern & product 93 in zcrpius supply, and people
want to sell more of {¢, they seek tz reduce their price. In
the Vabour market, hcwevera peopie forget that economic truism,
Even though jebogr 13 in sver suppiy, unisn teaders still seek
excessive wage increases., This piainiy makes it harder to get
peopie back fntc jobs,

Me. Chairman, what [ want to make ¢lear tiday is that we will
maintain the prezen: steady cast of poiizy until these problems
are overceme. Oue a%m i3 not, for inztence, to be satisfied
when we have readuced %ﬁf?atiaﬁ iz 5 pe* zent, but to go weld
beyond.

¢

Inflation nereasas jaterest ratesz, makes ousiness decisiens

more risky and discIuPaies CORSUmMes IpeSaing. It distsrts the
re.atﬁonfhip cetweer weges and provits; makes domestic business
less competitive internstionaily, ana creaztes social Inequities.
Too eften, we nave :eern Gavernmenis make tcme moderate though
importiant pregress in lcwearing infiation iﬁ}y to throw away the

gains by turmiag Dezx L& bud qetary pulp briming, vihich cannot

achieve & permanest reductior n unenpicynent or bring any
Yasting acanemic berefits, Theve a‘e these $n Austraiia who,
now that we have wacde o much progrese i the fight against
infiatisn, weuld neve us Faliow that fsad, e have no intention
of doing 3¢, fuch & courie may temceraiviny p?@vide some new
jobs, but st ¢he cozt ef existing ones - as the rise in
infietionary expectations which it zauses eads to a loss of
business ard ccnsumer confidence, less cenzumey demand, Vess
investment noth by camestic anda foreign investers, and hence

fewebjobs°

In the end new jobs wili onily be createa i7 our econemies grev
faster thar they nave baen. For tnat te happen, the constraints
which are p*e”ent ing that growtn - IﬁT(&Llun; the imbajiance
between wages and proauctiy 'ity, and the inadequacy of profits -
wiil have to be remcved. They wiiil nci pe removed by budgetary
pump priming.
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Those who expect Gevarnments to stimuiate the economy by
incraasing Government expendaiture 3t the first sign that
inflation §s faliing misunderstand the nature - and the

cure - of the egonomic and so0z1al 1iiness we are facing.

The fundamental pcint 1s that the reauction of inflation 1s
stimuiatory of itself, It re-estabiishes consumer

confidence and the csnfidence of domestic and overseas
investors. Those thangjed attitiudes are then accompanied by
higher consumer demand and higher investment and lower interest

rates. That prozess in tuvn creates empioyment. Thus, I
utterly reject arny suggestien that sur poiicies show no concern
for unempisymnent and the unempioyed. On the contrary, it is

because of our conzera for those things that we have persevered
with the poiicies which vie know ave essential if unempioyment
is ever to be reduzed,

I believe tnha%t the impsrtance of the r‘qnt against inflation

is now better understasd internations iy, At the September
meeting of the I .M.F. Bca#d of Bave nors, the Secretary-fieneral"
of the 0.£.C.D., i? van Lennep, sa‘a that: "Unacceptably

high rates of iﬁ?‘ati n rcma:n the furdamental obstacle to getting.
back te fuli empicyme
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It is sometimes 3aid tnat in democrazies where there are elections
every few years, it 13 aifficuit t¢ persevere with firm, anti-
infiationary peiicies. Ipiizcitiy - oF even exp.icit?y in some
cases - this view i< pagea upen & .ow opimion of our democratic
electorates. Tnis i: an opfnion that 1 do nct share. What our
democratiz eiectsrates 6d raquire s iezdership and constant
expianation 5¥ pcliicies,
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I believe that the pubpiic does undefstand that inflation 1s an
i{11ness and that reccvery trom it wili give our economies -a
genuine stimulus towards growth and full employment.

I beljeve the pubiic knows that those committed to anti-
‘inflationary pciicies show more concern for the real well-being
of people than poiliticians who glibiy pursue short-term
stimulatory poitcies, which wiil nct soive economic problems
and will in fact make them worse. :

Anti-inflation policies are the best way to shift the balance

back in favour 6€ risk-takers instead of loading the dice against

them.

Attacking inflation strengthens cur mavket-oriented system, which

finds 1ts greatest superiority over “"command economies™ {in its
capacity to handle change. it fs that very process of change
which, in the end, delivers the gocds and services which people
want, at the psrices and in the piaces at which they want them,

Ary econcmy that is to remain vita) and vigorous must be capable
of adaptation and chznge and Goverrments need to structure their
policies accordingiy. They must accommodate the fact that
ecanemies are riot svatic but jiving entities constantly changing
to meat zhe changirg praferences oY consumers both at home and
abroad.

Infiation nat anly dawmages growth o7 domestic markets, not only
reduces emplayment and weakens the basis of our market system,
it quickly ficws theough into the international economy and
retards the deveicpment of woerid trece, Countries with high
inflaticn rstes hezeme unccmpetitive, their exports fall, their:
fmports rise, and swevitably thefr currencies depreciate.

It §c {ronic trat the fiexible exchange rate which has become
needed principaliy pecause countries’ domestic policies have
been inadequate i3 sometimes heraided as a significant advance
in its own right. -

It is true that the flexible exchange rate gives us another
weapon in ouy econcmic armoury. But it should, however, be
recognised that it is a weapon which compensates either for &
Government's own dewecvis nalfcy ‘nadequacies - or for the
domestiz policy insadecuacies af oethars,
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In turn !rfl*t-oﬁ ang the cnempleynent 1t inevitably brings
produce prooiams in wceio trade ana are at the root of the
re-emergence 5¢ prstezzinnism, ore oF the central economic -
problems of sur time. Urcompesitive ¢ountries have looked
t3 mare and mire pertezticn for theis oomestic industries.
For exampia, we undzsstand that the £.£.C. countries are
carrant?y sperndiag socut 3US & Biilion & year on a new form
of protectionism, 30 caiied job subs<dies, These give
effective nrotezticon ta industey against imports and are a
hidden fory of e4part zunsidy.

A fundamentzd tppertinity %0 siep encrsaching protectionism
and furtner l9pe=ai sz woeid trade <s heid out by the muiesi-
Jateral trade ne3clatitnd . But <Y zhe M, T.N. is to reaifise
{ts promise, the agreznents rezehed nust be broadiy based.

1f the agreaments &-e restricted 2o inaustrial products they
will wet Sover & 3¢
industrial proGuc

P

ziTrif zent proporeion of world trade. These
ts amcint to 40 per cent of the exports of
wjaitsea counsvries but only 20 per cent of world
nei 3 pev cens of the exports of many

G
o

the major i1ncus
trade and nc WwLveE
develeping countir

The propssa: W3LIG FEL..3
ievei Of.,TGKSLT“Si NEE
cver eight yeur EN

shily tn & =eauction of the average
: by hets & per cent a year spread
Tintcea ecreement plainly could

make GAlYy & W&f ;*ra’ sinurthution wowaras expanding worid

markele,

I tnts 2&3e tne el ;éﬁi“?bUt?Oﬁ 3% tne M,T.N, thay be t9 heip
cheek tne zp e:d £7 oeitsgtien?sm n inufactured goods, but it
woauld dg “rtdie fz irtnliite the geewihn of world trade, and it
wouid do asthing t¢ ::iew tne Side of pratectienism in agriculture.,
Ausscralda f2r une ri: bDeen particuieriy affected by arowing
protactienicd presslies,; secause & nost half of our exports are
agricultural progucts wnilh have been subjected to quotas,
embargoes, variabie “evies, arnd dunping of surpluses,

For exampie, the €.£.C. in 7978 srert 345 12 Billion in agricuitural
support, wnffh ing uoed aimest SUS 5 B31ition on direct subsidies on
the expor% ef TLGET, wheat; dairy productsS and meat, much oT 11T

to our traaitionsi ma=xkels,

If the M.T.N. §5 5 nave a veel impact, then it is essentiaj
that tr=de in egricuitire pe Tiberaitsed, and 1 am glad that
the U,3. Administracizrn zhares this view,
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We in Australia are determined to meet the challenges posed by
our enormous resource potential and the dynamism of our reqion.
To do so effectively, we shall need the help of overseas capital,
1 cannot emphasise too stronqly that Australia welcomes overseas
investment to suppiement its already high level of capital
formation from domestic sources.

Development of our resource potential is going to require
considerable capital funds from overseas. The total investment
finance required Tor that purpose over the next three years

could be nearly $US 7 Biilion and a major proportion of this
estimated requirement wily need to be sought offshore. Fiqures
such as these are necessarily specuiative but they will give you

an idea of the opportunities which are opening up in Australia

as we bring our own economy into better shape, Those opportunities
are, we believe, enhanced by the great markets opening up in the
countries immediateiy to our north.

We are a "natural" importer of Jong-term canital and are likely
to remain so as far ahead as one can reasonably foresee.

We are determined tc create, through our general economic policies,
conditions which are favourable to the emnloyment of capital in
Australia, whethes derived from the savinas of our own people or
from overseas investment.

We have laid down cYear guideiines for foreign investment - and
they are being administered fiexibly and fairly. 1 beljeve this
general approach is ncw widely recoanised and supported by foreign
investors. It 335 increasingly apparent that the chief deterrent
to investment is not sg much rules - or quidelines - in themselves,
but any suggestion that those ruies may be subject to violent and
arbitrary change. Ours will not be.

Australia has uniimited prospects and offers excellent opportunities
for investors. For §ts part, the Government {is determined to
pursue the steady, sound economic nolicies which will make the
1980's a decade of achievement,

* Rk




