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AUSTRALIA AND SOME HORLD ECONGHIC ISSUES -

A SPEECH BY THE PRIME MINISTER OF AUSTRALIA,

THE RT. HON. MALCOLM FRASER, C.H.. M.P.
. IQ ,

THE ECONOMIC CLUB OF NEW YORK ON 4 JANUARY, 1979

It s a graat pieasure t6 be 1n the U.S5. zgain and have the
opportunity to addrexs this very {mpo=tant group of American
business leaders. I am also pieased toc have the opportunity
to try to collect my bet with Arthur Burns, a bet about which
I think, scme of you may know,

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

I am sure that the anti-inflationary measures announced in this
country two months ags by President Cavter were not easily
arrived at either.

To announce measures of that kind éhort1y in advance of the

- congressional election must have required considerable political

courage. And 17 1 may say so; we in Australia have greatly
welcomed the policy decisions involved,

The contribution they aré making towards stabilizing the valuye
of the U.S. doliar has as much: or nore significance, for the
rest of the worid as it does vor the United States.
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The absolute magnjtude of U.5, tracex2ins that even small changes
in the value of the U.>. doller have 1erge effects on the trade of
smaller countries,

In reflecting upon cur cwn fight ageinst inflation, 1 nust say it
has taken us three years of hard slcg toc make the progress we
have made.

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

We have approached the task of econsnic restoration in a medium-
term framework. - : . -

After the economis turmcil through wnizh the Australian economy
passed a few years ago, it takes time to eliminate economic
distortions and imbaiances, ¢5 provids & settled Tramework of
expectations within which businessmzn - and consumers - can take
decisions with confidence.

America has recentiy been swept by inftistives such as
Propositicn 13 designed to *e:trazin the growth of public sector -
spending.

sst Mo ember shawaed that this is é.
s s

i am tcld that the ejecticns
political winser azress the

[

Weli, the basic pniicsophy refiectasd in Propesition 13 has been
alive and weli $n Austraila for the past threa years.

Wie have rejacted the nction that an cconomy can be kept moving
by continuailiy bicating tne pubiic sector. )

e

We have cut the growtn in Federal Government expenditures from
the astronomiral figure of 46 per cznt in 1974-75, to less than
8 per cent. Ye still think that’s & bit tes high,

e have used some oFf the resultanc savings to reduce taxes, .
to put spending and decision-makirg power back into the hands
of businesses and private individuals where it more properly
belongs.
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We have legislated to keep Government honest by providing for
indexation of personal income tax.

To encourage continuing economic growth we have provided tax
incentives tor private Investiment.

We have not been abié 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. We have set about reducing
it, and this financial year the dervicit 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 our M3 - which incidentally corresponds more
nearly to your My-has been reduced tYrom around 20 per cent per
annum in the secend haif of 1975 to 8 per cent in 1977-78,

Let me now teli you beiefly about how these policies have been
‘bearing fruit.

Our major success nhas been in pushing our annual inflation éaﬁgutw.

down from about i7 per cent in 1975 to about seven and a half
per cent. This i3 iower then the zverage fTor the 0.E.C.D. area
as a whole and it is trending downwards,

In the light of tne recent wage decision the Treasury has revised
its budget forecasis and znticipates that inflation will be under

6 per cent by the middle of this year,

Lower infiation §s encouraging consumers to spend a higher
proportion of their disposable incomes, And this is reflected
in the Tall of the perscnal savings retio from its peak of a few
years ago. :

Business investment, by both domestic and overseas enterprises,

- has been rising strongly, partly because of the greater business
certainty flowing from lower infiation, and also because of some
- although not yet enough - recovery in corporate profitability.

At the same time as we have been pursuing our anti-inflationary
strateqy, we have had a growth record which stands up well

enough by internationail comparison, I do not want to give the '

impression that we think all our economic problems have been
overcome, Me still have some way to gqo, and this 1is most
obvious in the area of unemployment.
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Even though Vibour 135 in over su nisn Yeaders still seek

¥ wmakas 1t havrder to~get'

There are two reasens 7or that - ¢n2 j2nerai, one particular,
The general reascn §3 that when &n eizn2my has been so fractured
as the Austraiian eczenimy was a Tew r2:r3 ago it takes a time
for the Steady agpiiczticn &7 poilzies tz oput things vight,
re-establish confiderie in the zommuirity &nd restore the buoyant
growth of private aemand that 1s Yundamental to growlng job
opportunities. Tha particular rzason is that our own
institutional wage Tixing arranjemznt: - where wages are
determined by arn ifderezndent arpitrzzicn commission - have not
made the contributizn they Ehauid td &ztnamic recavery,
In most maskets whar & product %3 ia scrpius suppliy, and people
want t3 selil more of 1%, thay seek t: reduce their price. in
the labour marsket, htwever, pevpie Torget that economic truism,

i nis:

3

excessive wage incres
people back fntsz jobs.

My, Chaieman, wnat I wani %o wmake 2lezr tsday is that we wi?]

maintain the present steady ce2t @ cy entil these problems
are overcone. ur 2%m i3 mot, To ence, to be satistied
when we have recuzec inTiel t2 5 pes cent, but to go wel
,bey‘\nqn . e . O

infiatian Incre

asat tTanEFeit reez, maxes ousiness decisisas

more visky ana dfsc;:fa;es genEume s scer:ire. 1t distsris the
reJattonsnip celwaar wWejes ang prOviiy, wmakes domestic business
less eompet*t’;c intzenstionaiiy, zra creates social inequities.
Too often, we nive zashn Govesnment: mike some woderate though
impsriant pregress in Tzwering int.etisn thly to thvrow away the
gains by turring bask tc pudgetary rukp priming, which cannot
achiewe & parmireat reduztism ¥n unenpildywent or bring any
lasting ezoncmic berefit:,  Thare &<2 thg3e in Australia who,
now that we nive mace 2 muzn progresz in tha fight against
in??atian, w2eld have o3 foliow tha: +3ad. lie have no intention
of doing s 3gan a tcurie may temiorasily previde scme new
Jobs, buz =t gnz £3:¢ &F existing onszt = 3% the vise in .
inflafionery sxpesietions whizn §t ctiuses Seads t6 a Voss of
business and consumer confidence, iess consumer demand, Jess
investment poth by cumestic ana foraign investecrs,; and hence
fewar jobs.

In the end new jcbs will only be crezted if our economies grow
faster thar tney nave Leeéf. oy that te happen, the coastraints
which are preventing trit growen - infiztisn, the imbaiance
between viages and proguztivity, and the =.sdequ=cy of proficvs -
will have to be remcved, They wiii aoi pe removed by budgetary

pump periming.
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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.
I cannot emphasise too strongly that Australia welcomes overseas
investment to supplement its already high level of capital
formation from domestic sources. :

Development of our resource potential is going to require
considerable capitai funds Trom 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 wili need to be sought offshore. Fiqures

such as these are necessarily speculative but they will give you
an idea of the opportunities which are opening up in Australia

as ve bring our own economy into better shape. Those cpportunities

are, ve believe, enhanced by the great markets opening up in the
countries immediateiy to our north. :

We are a "natural" importer of long-term capita]land are likely
to remain so as far ahead as one can reasonably foresee.

[ ' M ‘\
We are determined to create, through our general economic policies, =
conditions which are Tavourable to the emoloyment of capital in ’

- Australia, whether derived from the savinas of our own people or

from overseas investment.

We have laid down cliear guideiines for foreign investment - and
they are being aaministered tTilexibly and fairly. I believe this
general approach is now vwidely recoanised and supported by foreign
investors. It is increcsingly apparent that the chief deterrent
to investment {s not s¢ much rules - or guidelines - in themselves
but any suggestion that those ruies may be subject to violent and ’
arbitrary change. Ours will not be.

Australia has unlimited prospects and offers excellent opportunities
for investors. For its part, the Government is determined to
pursue the steady, sound economic nolicies which will make the
1980's a decade of achievement.
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iI7 the M,T.N. §s to nave & ree] imgeet; then it is essential
that t=xde in egeiculture be itberaiised, and I am qlad thet
the U.5. Administeztion zhaves this view,
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1 believe that the pudilc does uncds .§:ard that inflation is an
11iness and that recsvery frem 1t witi give our economies a
futi employment. .

genuine stimuius towa=ds growth and Tui

t

I believe the pudlfz kntws that those committed to anti-
inflationary poiicies show more concern vor the real well-being
of people than politicians who glibiy pursue short-term
stimulatory poHcc es; which vwiil ncT sgive economic problems
and will in tact make them worse.

Anti-inflaticn po11c1es are the b ¢
back in favour ©F r’isx-takers inste
them.

t way to shift the balance
:¢ ¢f toading the dice against

Attacking intlatien strengthens our narket-oriented systen which
finds its greaties: <uD&‘10ﬁ1tj over "ccmmand economies" in its
capacity to handie zhang It 1s that very process of change
whieh, in the end, dels ie?S the qoc:s and services wvhich people
vant, at the pﬂiccs and in the piaces at which they want them.

Any.econcmy that s o remain vitei and vigorous must be capable
snge nG Goverrzzris need to Structure their

of adaptation xnd <n
poiicies azzoxdingy. They must a*:-hnodate the fact that .
ecanemies are not stadic but iiving entities constantly changing
to mezt the shipging preferences oF consumers both at home and
abroad.

Infiavien nis

¢ enty Gamegjes growth oF acmestic markets, not enly
reduzes enpizyment and wezkens the bzsis of our market system,
it quickly ficws thretugn into the fr:e‘natxonal econonmy and
retards tne develepmens of worid ¢rece.  Countries with high
inflation ritez3 besswe unzcmpetitive, thelr exports fall, thelr
imports wise, and ‘nericanly thety cusranciles deprec1ate.

1t i¢ droniz tna2 tre fiezible exchznge rate which has beccme
needed principaiiy because countris:’ domestic policies have
been inadequite is scmetimes heraided as a significant advan:ce
in 1ts own rignt.

It is true that the viezible excheange rate gives us another
weapon in our econimic armdury, gut it should, however, be
vrecoqgnised that 1t is a vieapon which owoensates either for a

ie
Government's own dcrezris nalicy 1n

¢
deguyacies - or for the
domestic poiizy inadeguacies of othz2s3
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“Those who expect Geveraments to stimuiate the economy by

in~rcasing Government eapenditire &t the First sign that
infiation s rFaliing Mmisunderstand the nacture - and the

cure - of the economic and sociai 1iiness we are tacing. - ' .-
The Tundamerta7 pb1n; iz that the wreauction of infiation is
stimelatory of {tsair, It re-estabiishes consumer

confidence and the teniidence of domestic and overseas
investors, Thsse chenjed attitudes are then accompanied by
higher consume2y Gemand and higher fnvesimeni and Tower interest
rates.’ That procsa s; in tusn cere2tss empioyment. Thus, 1
utterly reJeLt &ry sutsesticn thit ou> poiicies show no concern
for Lnemp.uyment and the Unenpidyed, On the contravy, it is
because of oiur ccncesn Tor those things that we have persevered
with the poiizies whizn vie now are ezsential ifT unempioyment
is ever to be reduzed,

nt against inflation

I belfeve that the impartance of the 7ign
n&i:y. At the September

5

v

da

is now better unae f‘tC’G internatic

Gna
meeting of tne I.M,F. Boeerd of Govern the Secretary-General

cf the 0.E.C.D., Emnii v i Lennep; & at: "Unacceptabiy
high rates of infiztion remain the fTurndamental obstacie to gett1ng
back te fuil empicyment.”
W

The Annusal Rapsrs ¥ tn: 6,A.T.T. of 13:t September stated: "The.
fﬁdustria? zauazries tin sty mive Lewitas imereased growth and
deveiopment, anc feward: susteinedie piyments positions and more |
stabije ci’ﬁanq? rades. by veducing theis infiation rates to the
leveis experienced ¥nill the mia-1965°3,"
Just a few day:s ago in Jawaiea the dcsigs of Government of seven
deve:gped and deveizeing scuntries recognised in the cjearese
terms that infia2izn w3ds Tha Commen eneny, ne 21l agreed that
the ‘ﬁté?cepenuar:e 3% tne ezarsmie nezith of industriajised
naticns and tht zooretunitles Tur %ncreasec gPOWLh in the
deveiaping w*ﬁ Td dawanded thad Infiatizn ba wigoreusiy conoatted
both dsmestiza’iy ard iatsraaticrilly
It 4% of the geeatezt impzrtance that tnese sentiments should
not remain merely seatiments; but that they shouid be carried
through to the Teokyc Eecensimic Summit {n June, and into the
policies of Gevernmentis.
It is sometimes 3s5%d tnat in demcc7acies whera there are elections
every few years, it fe ¢ifficuit tc persevere with fiem, anti-
intiationavy poitctes, Impiiciziy = or even ehpﬂigitiy in scme
cases - this view i& opased upsn & iow opinifon oFf our democratic
ejectorates., Trnis 15 &n opinisn that I do nol share, What our
democratic electorates Go raquire is i1ezdership and constant
expianation 6¥ poiicies, ’
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