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PREFATORY NOTE 

In 1903 the late Mr. Joseph Fisher paid the sum of £1.000 to the 
University of Adelaide for the purpose of promoting, with the income 
thereof, the study of commerce at the University. 

The "Joseph Fisher Lecture in Commerce" was founded as one 
result of this endowment. 

The lectnre is given biennially on a topic relating to commerce, 
industry, or finance by a lecturer who is appointed from time to time 
by the Council. The lectures are free, and are open to the public, and 
printed copies are afterwards distributed at the cost of the fund. 

The present leeture, which is the seventeenth of the series. was 
given by Professor L. F. Giblin, Ritchie Professor of Economics in tbe 
University of Melbourne. 

The following is a complete list of Fisher Lectures given sinee 
their foundation: 

-1904--" Commercial Education ", by Henry Gyles Turner, Esq. 
-1906--" Commercial Cbaracter ", by L. A. Jessop, Esq. 
·190S--"Tbe Influence of Commerce on Civilization ", by J. Currie 

Elles, Esq. 
-1910-" Banking as a Factor in the Development of Trade and 

Commerce", by J. Russell French, Esq. 
-1912--" Australian Company Law; and Some Sidelights on 

Modern Commerce", by H. Y. Braddon, Esq. 
·1914--"Problems of Transportation, and their Relation to 

Australian Trad.. and Commerce", by the lIon. D. J. 
Gordon, ML.C. 

-1917-"War Finance: Loans, Paper Money, and Taxation", by 
Professor R. F. Irvine, M.A. 

-1919-" The Humanizing of Commerce and Industry n, by Gerald 
Mussen, Esq. 

-1921-"Currency and Prices in Australia ", by Professor D. B. 
Copland, M.A. 

·1923-"Money, Credit, and Exchange", by J. Russell Butehart, 
Esq. 

-1925-"The Guilds", by Sir Henry Braddon, K.B.E., 1\i.L.C. 
1927-" The Financial and Economic Position of Australia ", by 

the Right Hon. S. 1\1. Bruce, P .C., C.H., M.C. 
1929-" Public Finance in Relation to Commerce", hy Professor 

R. C. Mills, LL.M., D.Se. (Eeon.). 
1930-"Current Problems in International Finance", by Pro

fessor T. E. G. Gregory, D.Sc. (Econ.). 
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1932--" Australia's Share in International Recovery", by A. C. 
Davidson, Esq. 

1934--"Gold Standard or Goods Standards", by L. G. Melville, 
Esq., B.Ec., F .LA. 

1936-" Some Economic Effeets of the Australian Tariff", by 
Professor L. F. Giblin, D.S.O., M.C~ M.A. 

Copies of these lectures, except those marked with an asterisk, 
which are out of print, may be obtained free of charge on application 
to the Registrar, University of Adelaide. 

The University accepts no responsibility whatever for any facts 
cited or opinions expressed in any of these lectures. 



SOME ECONOMIC EFFECTS OF 

THE AUSTRALIAN TARIFF 

The free trade controversy has had many vicissitudes in Australia. 
It has nearly always divided political parties. We used to think of 
England as the inviolable stronghold of free trade. That thought on 
the one side and the growing c8Il of nationalism on the other made a 
dear·cut decision difficult. For many years the Labour Party was in 
a serious dilemma with the tradition of passionate free trade inherited 
from British democracy to be balanced against the obvious advantage 
of a growing industrial electorate; and the official attitude was one of 
indifference. The safe answer to a heckler was that the' difference 
between protection and free trade was precisely the difference between 
Tweedledum and Tweedledee: they were equally eapitalistic devices 
for exploiting the worker. 

On the other side the country producers maintained a faith in free 
trade which was at first fully justified by their economic interests, and 
was only gradually sapped by the discovery that many of them could 
get as much out of protection as the factory-folk. To this day the 
Country Party has been disinelined to admit that when its interests are 
at stake it can give lessons in high protection before which the efforts 
of the manufacturers sink into mediocrity. The left wing of the Con
servative side had, however, its roots in the cities, and was pushing 
national ideals more strongly than the Labour Party, hampered as it 
was by the Britisb tradition of its pioneers. These two elements of the 
forces opposed to Labour were sometimes in opposition, sometimes in 
uneasy alliance. So it has come about that this question of free trade 
ve,. ..... protection, though of supreme economic importance, has seldom 
been the dominant is..ue at elections and, at any rate during the last 
twenty years, no Australian government bas come into power with a 
definite mandate for or against protection. Gradually the cause of free 
trade has weakened. The sudden and complete abandonment of free 
trade by Great Britain during the depression has put the last naIl in its 
coffin as a pure policy, and only a handful of Elijabs are left re-affirming 
their faith to an uninterested world. The practical questions now are 
--as they have always been for the economist-the degree of protection, 
the direction and the form in which it can most usefully be applied • 
. From this field comes my subject to·night. My aim is to put before you 
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some of the conclusions which can, perhaps rather tentatively, be 
reached from the examination of our experienee with protection in 
recent years. 

I must not be understood as dismissing the theoretieai argument 
for free trade. A convincing ease can be made for its operation in an 
ideal world. In the nineteenth century, in the first fine careless rapture 
of industrialism plus international trade, that ideal world seemed not 
so very remote, though I think there were always reasons for thinking 
its apparent nearness a mirage effect. The vision of it at any rate has 
faded, and we have now a fairly unanimous conviction that it can, at 
least for this generation, be disregarded in the practieai conduct of 
affairs. 

Up to 1927 neither parliaments nor press had taken much interest 
in the broad problem of the economic effects of a protective tariff. All 
parties w~re as a rule content to see the immediate and partial effect 
which supported their views, and to be blind to all others. The Com· 
monwealth Government, however, in 1927 began to feel some uneasiness 
about the effects of the poliey they were carrying out, and the Prime 
Minister (Mr. Broce) asked a number of economists and statisticians 
to form a committee and report on the economic effects of the Australian 
tariff. The members of this committee had to confess that though they 
had discussed this problem for years, theoretieally or praetieally, they 
had never arrived at a definite judgment on the Australian posiiion. 
They applied themselves therefore to the task with an open mind, and 
in 1929 produced under some difficulties a joint report, which was pub
lished under the title of TAe Australian Tariff. 

Let me remind you of some of their conclusions. It was called an 
economic enquiry. It began, howeyer, by postulating the very uneco
nomiecondition that population conld not be allowed to leave Australia 
-that in fact population must grow at, at least, tbe rate of natural 
increase. It was thought possible that Australia might have had a 
maximum income per head under free trade-with perhaps only half 
the popnlation devoting itself to working the richer natural resources 
in wool and wheat and metals. That was rejected as an impracticabl" 
alternative. The committee found that without protection it would 
have been impossible to maintain the same population at the same stan
dard of living. Protection no doubt was strictly uneconomic; it impos<>d 
a cost which was the price that had to be paid to maintain a gro\\inf: 
population at the Anstralian standard of living. 

The problem was one of balancing two possibilities. Protection nf> 
doubt made everything dearer, and in partienlar raised the costs of 
production of export industry. With the lower costs under free trade. 
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would it haye he<>n possible to expand export industry-wool and wheat 
and butter-so as to halance the loss of protected industry T Expansion 
of rural industry meant expansion into worse land with higher costs. 
It looked as if wool had reached ahout its limit, and in some places over
passed it. A good deal of wheat-growing had certainly passed it; while 
butter had gone so far that heavy protection by means of a home price 
was required to maintain production. Even with lower free trade 
costs the expansion of export industry to the required extent was 
judged to have been impossible. That judgment was made in the days 
of high export prices, and at the time it seemed a hold one. It surprised, 
indeed, the authors of it. Now'8-days it is an obvious common-place. 
Even in 1928 the future of export prices-particularly wheat-was 
looking very dubious. This was, however, kept resolutely out of the 
argument, because the authors were concerned with what had happened 
or what could have happened up to that date. Now, looking hack over 
seven years of depressed export prices, we can easily appreciate how 
much we owe to the growth of secondary industries. As it was we eame 
near to a breakdown in 1931-32. Free trade would have meant doubling 
our wheat acreage and large increases in our other exports. Export 
prices would have fallen still lower, and we should have been much more 
dependeot on them. External default would have heen the least of our 
peoalties for backing the wrong horse. 

For it was a gamble. The reasons for which most people (and their 
Parliaments) backed protection were probably quite unsound--demon
atrably false. But it turned out a winner. 

There is, then, little disagreement about the necessity of the pro
tective policy to-day. The general principle is admitted, but its appli
cation is still controversial. How bard should the policy be pushed f 
And in what directions T How can we get the greatest advanteges at 
the least cost! Then we should like to know the cost even if it is a neces
sary cost. And we want to know bow the cost is distributed between 
classes, and particularly betweeo States. On some of these matters I 
wish so far as time will permit to review the state of our knowledge
or ignorance. 

The committee in 1928 based their consideration on an estimate of 
what they ealled the excess costs due to protection. Let us be quite 
clear what this means. Excess costs were defined as the amount by 
which the prices of Australia .. products were raised by the policy of 
protection, above those of duty-free imports. No account was taken of 
the increase in price of imports on account of customs duties. Tbese 
duties went into revenue used for the p"';;'umedly necessary expenses 
of government, and it was presnmed further that if this revenue had 
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not been provided incidentally by protective duties, it would bave 
been raised deliberately by revenue duties or other indirect taxation. 
Tbe duties on imports therefore did not raise prices for tbe community 
as a wbole more than they would bave been raised in any case.- The 
incidence of tbese duties migbt bave serious effects for different classes 
of tbe community-perbaps in tbeir final effect for tbewbole community 
-but tbat was a question of wise taxation, not of protection. Tbe 
excess cost due to tbe policy of protection was the excess ahove free 
trade prices for the Australian products only. 

Let us look a little more closely at tbis excess price and its e!feet on 
the community. It will he convenient to consider separately two classes 
of goods wbicb at tbis stage we may describe roughly as luxuries and 
necessaries. Tbe more precise definition of luxuries will be goods of 
wbicb tbe price does not enter into the costs of prodnction. 

PROTECTION OF LUXURIES. 

For a sample luxury take a motor ear used for pleasure. I recog
nize tbe difficulty that every individual can make a convincing and often 
beart-rending case for regarding bis or ber motor car as a striet neces
sity-but you will, perbaps, eoncede that some of tbe otber people's 
cars are luxuries. However, the conscientious objeetor may tbink alter
natively of wireless apparatus, cigars, lipstick, or top bats, according to 
fancy. Top bats perbaps &rouse tbe fewest passions, so let us express 
it in terms of top bats. 

Let us suppose that top bats ean be imported at one pound, duty 
free, and there is a duty of 50 per cent. Then tbe wbolesale price of 
imported bats will be roughly 30!i~ and the Australian maker can tben 
keep his price alittie under 30.. and displace imports by bome-products. 
The excess cost will be nearly ten shillings for every bat. (Internal 
competition and otber factors may reduce the price and tbe cost, but we 
are concerned for tbe moment only with tbe maximum excess cost.) 
Let us suppose that Adelaide reqnires 400 top bats every year. Tbey 
will now cost £600 instead of £400, in addition to tbe eost of retailing, 
which will be tbe same in botb events. Tbe making of tbese bats will 
employ, let us say, three men in Adelaide, and put out of employment 
two men overseas. If Adelaide insists on its top bats--if the demand 

• £lm. :raised ill customs duties would of eoune raise retail prirE1l by moth mare 
than £lm.; but equally so would £lm. raised by es:eise or salea tax whkh must he 
at&UDed to be the alternatives. In ~t to the e:uess costa of Australian prod!U'~ 
tion due to protertioD:- the total E'Iee8S costa, as measured in fie AutrGltcM T4riIl~ 
is iD referenre to prirtos at thf. faetory door. The furtber additions to rM"aiJ priffS 
were taken iDto attount by rftkoning II retaili.ug" as a separate aht>ltered indWltry~ 
and estimating tbe e:stl'SS t'osU: wbit'h faU 011 it and were eventually paS!led 011 to 
unsheltel'l"d .i.neomes.. 
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is very rigid-then the purebasers will pay the £600 instead of the old 
£400 for imports, and have £200 less to spend on other things-probably 
clothes. So one man will lose enlployment on making those other clothes, 
and the net result on employment will be two more employed in Aus
tralia, two less employed overseas. If, on the otber hand, Adelaide 
prefers to have fewer bats and spends only the same £400 on them, it 
will employ only two additional men, and no others will be displaced. 
Whatever response in fact Adelaide makes to the new conditions of 
supply, the first net effect will be two more men employed in Australia, 
two less overseas, and Adelaide will have to get along with fewer top 
hats or otber things. For the world as a whole employment is the same 
a. beforp, and the standard of living in Adelaide has been reduced. This 
is the essential loss, incidental to all protective policy. 

These statements imply in botb countries concerned a reserve of 
unemployed people. With full employment in either country, some 
modification of the statement would be necessary, but the net cost of 
protection would be even greater with full employment in Australia. 

I have said "the first net effect", and there will of course be further 
effects----repereussions of increased or decreased income and employ
ment. The new men employed will give employment to others, and 
these again to others in a diminishing series. The total will depend on 
many circumstances-the proportion of new income spent on imports 
or overseas interest, and particularly on the extent to which the factors 
of production are already employed. In Australia in recent years, with 
much unemployed resources in labour, land, and capital goods, it. may 
be reckoned that one additional man re-employed in unsheltered in
dustry- would be followed. ultimately by the re·employment of two 
others. So the total net new employment in Australia on account of 
displacing £400 worth of imported top hats would be six men. The 
total unemployment caused in the country which supplied the top hats 
would depend on conditions in that country, and might he more or less 
than for Australia. Rougbly, one may say that the greater the unem
ployment and the unused capital equipment, the greater will be the 
secondary effects of an increase of employment. On account, however, 
of the relatively large unused natural resources of Australia, reper-

* i.e. export iudustry or iudustry competing with imports. The fall in imports 
.of top·bate will of uet'e88ity be balau(>ed by the consumption of imports of the six 
men re-employt>d (01' of six m('u of additional population). 80 that the balance of 
.external payments will not be altereu. I havl" for Bimplieity kept the balanee of 
payments out of the main argument, but it may be useful to remind the reader on 
.oecasion that prot~tion dOM not of nee-essity improve the balauee of payments, 
.except in eo far as it leads. to an abnormal tt"stri<>-tion of eonsulllption~ The ratio 
~f imports to con~mpti0.n is lo~red) but this is balanced immediately by the 
Increased eonaumptlon of Imports due to nt'w t'Ulployment (or population). 
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cussions of increased income will tend to be greater here than in most 
countries. 

From the purely Australian standpoint, we should have an increase 
in employment by perhaps six, at the cost of some lowering of the stan
dard-some loss of consumption goods. At the present time it may seem 
a very reasonable price to pay for increased employment-the going 
without a certain amount of luxury expenditure. It does not help the 
world depression, but as a defensive, self-protective measure, it is 
clearly justified in emergency-with the hope that a growing efficiency 
in Australian production will in course of time make up the loss in the 
standard of consumption, which must be its immediate sequel. 

Coming back to the net first effect on employment, from which the 
secondary effects can be deducted by multiplying by about three, we 
see that the higher the protection required or used, the less will be the 
resulting new employment. The excess costs always stand for a loss, a 
certain amount of consumption foregone. Corresponding to this loss 
of consumption will be, in general, a loss of employment to be set against 
our first gain. (This is the man making other clothes who lost his job 
in the top hat illustration.)" It will be seen that the net new employ
ment will correspond to the total new production less its excess cost, or 
in other words to the free trade value of the new protected production. 
The greater the excess costs the less the net gain in employment. For 
the same excess costs--for the same loss-it will be seen that the net new 
employment will vary inversely as the degree of protection required 
and used. Suppose we are prepared for excess costs of £lm.-to go with
out consumption goods to that amount. If certain new production 
requires duties of 50 per cent., then for an excess cost of £lm., we should 
have £3m. of this new production, with £2m. as the cost of displaced 

. imports, and the net new employment would be (say) 10,000 men. But 
if new production could be found which could carryon with 25 per 
cent. protection, then the resulting new production would be £5m., the 
cost of displaced imports £4m., and the net new employment on the same 
basis of calculation would be 20,000, or twice as great. For the same 
cost-for the same loss in consumption-you get twice the benefit on 
account of the lower degree of protection required. Halve the percent. 
age of the protective duty, and you double the resulting net employ
ment. Douhle the percentage, and you halve the resulting employment. 

Now a country at any time is able and willing to make a certain 
effort, to stand a certain loss, to put up with excess costs to a certain 

• This will not be true if the (':.()nsumption of the prowcted goods- is redueed, 
but we muat a.ume that the aim of protection is to supply tilt" same quantity of 
home products as waa previoual1 imported. 
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total amount. It is therefore of the highest importanee to make the 
effort go as far as possible. It is absurd to fritter it away on protecting 
industries that require 50 or 60 per cent. protection, when it would go 
twiee as far with industries that could live with subsidies of 25 or 30 
per cent. 

PROTECTION OF NECESSARIES. 

The effect of protecting necessaries is not so simple. In Australia 
it is more far-reaching and at the same time more measurable than in 
most countries, by reason of our methods of wage-determination. Aus
txalia is unique in fixing most wages and many salaries in accordance 
with an index number of retail prices, which takes account of nearly all 
ordinary food and clothing, housing, household gear, and other miscel
laneous expenditure. Anything covered by this index is for our present 
purpose a "necessary", and you see that through rent it covers all kinds 
of building materials. (There are other necessaries not covered by the 
index number, as we shall see.) It follows that any alteration of priee 
over a very wide range of goods in common use affects wages almost at 
once nnder Australian conditions, and will therefore have immediate 
and far-reaching effects on the cost of production. 

The only large exception to this close relation of wages and retail 
prices is with farm employment. Most farm wages are not so related, 
and they vary rather with the income of the farmer, which itself de
pends mostly on export prices. We may therefore rather broadly re
gard the farm labourers, who number abont 10 per cent. of total bread-

. winners, and the farmers, who also numbeFabout 10 per cent., as making 
one class wbich is affected for better or WaNe in the same way by all 
variations in prices, whether internal prices or export prices. 

Let us now consider the effect of tbe protection of some necessary 
such as sugar, or butter, or working boots, or dungarees, or teapots, or 
galvanized iron. But there is a furtber distinction between factory 
goods and primary products, and we will take factory goods first-say, 
teapots. 

THE P AllSING ON OF COSTS. 

Suppose teapots are made here with 50 per cent. protection, so 
that £600 is paid for teapots tbat could be imported duty free for £400, 
and we ba\'e as the first effect the employment of. three more men. But 
here there will be little question of cntting consumption on account of 
higher prices. The great majority of the people using these teapots 
will have wages or salaries depending on retail prices, and the added 
expense of teapots will be repaid-or in practice on the average more 
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than repaid-by an increase in wages. Most of this excess cost of £200 
. will therefore be added to the cost of other production of goods and 
services. Of course it will not stop there. If all butchers or all boot
makers or all lorrymen have their costs increased, they try to put uP' 
their prices and make good their loss. If they can do that without fear 
of competition from outside, we eall them sheltered industries. Those 
that are exposed to ontside competition are the unsheltered industries, 
and they cannot put up the price, but have to stand the extra costs and 
suffer the loss of consumption-the same loss of consumption which 
befell the i~ediate purchasers of top hats in our first example. 

Let us consider the unsheltered industries. They are in the first 
place broadly the export industries. Some exporting industries-sugar 
and butter and dried fruita--are indeed themselves protected, and re
ceive in effeet a heavy subsidy. That subsidy might he increased-e.g. 
the fixed price of sugar might be raised-so as to relieve them of the 
excess costs of other protection. But in the short run these industries 
also have to carry excess costs and suffer a cut in their living standards. 

Then there are the industries competing with impo.-mostly 
themselves protected. If imports are actively competing these indus
tries cannot raise their prices, and so they are unsheltered. Like sugar 
and butter they might be given additional protection, but in the mean
time they must bear excess costs. However, at the present time, as we 
shall see later, most protected industries are working well within the 
limit of the protection offered by law, so that they also can raise their 
prices and pass on excess costs. There are important exceptions, but 
for tbe most part the protected manufaeturing industries are also at 
present sheltered. 

There are also the people who are not producing goods or providing 
services, but live on fixed incomes from interest. These cannot pass on 
higher prices, but bear the loss of consumption. These are not numeri
cally very important. 

So that we can very broadly regard the export industries as those 
which bear the excess costs of protection of necessaries, and cannot pass 
themon. 

Let us now trace the journey of tbe excess costs of protecting tea
pots. Some of it will fall at once on export farmers and tbeir farm 
labourers, whom we agreed to count as one. (I shall refer to tbem for 
brevity as farmers, but you will understand in this connection I do not 
mean sheltered farmers like milk dairymen, wbo a<e in an intermediate 
position, and I include all people working on tbe farms or stations which 
prodnce wool and wbeat and other exportable produce, the price of 
whicb depends on tbe world price.) 
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Some of the first excess cost then falls directly on the farmers, and 
stays tbere. Most of the rest goes through hi!!her wages into the costs 
of sheltered industry, and is passed on through higher prices. Some of 
these higher prices are paid by the farmer, and he has to carry this dose 
also. A little may fall on Go¥ernments--through railway services, for 
example-and be carried by tbe general taxpayers. Some will go into 
tbe price of luxury goods, and will rest witb the purchaser of those 
goods. A little will fall on fixed incomes. The rest, whieb will be the 
greater part, will fall on tbe wage-earner in the shape of higher prices 
for all his necessaries. Retail prices will go up again, and wages follow 
them, and the higher costs will he passed on again in higher prices, some 
of which will stick with the farmer, and a little with the taxpayer and 
fixed incomes. So the process goes on until sheltered industry has en
tirely got rid of excess costs. E¥ery £100 of excess costa may now he 
distributed something as follows: 

£ 
Taxpayers 5 
Fixed Incomes 10 
Buyers of Luxury Goods 15 
Unsheltered Manufacturers. 10 
Farmers 60 

Total Excess Costs 100 

All these elements of the community bear some such share of the ex
cess cost of the protected production of teapots, and suffer a correspond
ing fall in their living standards. Bnt the bnrden is very unequally 
divided. All the community huys the protected teapots, but they do not 
bear tbe excess cost, as the buyers of top bats did. Some part of it falls 
on fixed incomes, and some part on the purchasers of luxury goods hav
ing no connection with teapots. This incidence, though it may he unjust 
to individuals, is not economically barmful. But the greater part falls 
on the export farmer and his men, who are of very great economic 
importance to tbe community at all times. Wben export prices are high, 
they may carry 8 good burden of excess eosts without distress; but not 
during the low prices of the last few years, wben much export f~rming 
has been unprofitable. 0 

.. Tbt, proteetion of D(>(,C'S&aries also will not of ne-cessity afft"Ct the balanci?' of 
nternal payments. (~footnote, p. 9.) TheTe will be the same repercussions of 
mcreasl:'d incomE' and employml.'nt with teapots as with top·hats, but here they may 
bp partly offs ... t by a deneas(" of employment and income. mostly in aport industryy 
which wiU also haVE" thl.'ir rt>pereussioDs. The faU in imports will then be partly 
bnlaDt'ed by 8 df'l'ft'88(, in exports, and for the rt'st b~' the iUerea&-'d eODsumption of 
imp{)l't8 dUt' to the Ot't increase in ('JJlploymeot. Thl:'Oretieally the det"'l'case in export 
production and employment might be greater than thl.' increased production of tl'tl-
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We bave then a large proportion of the cost of protecting neces
saries falling on unsheltered industries. So far as this is manufacturing 
industry relief is likely to come either hy increased tariff protection or 
by improved efficiency, for whicb tbere is in general plenty of scope. 
For export industry there is no obvious relief. Costs of production are 
increased, and some export production hecomes unprofitable. It was 
reckoned in The Australian Tariff that relief from tariff costs would he 
equivalent to adding about 10 per cent. to the price of export produce. 
The percentage to-day is probably, on the whole, rather less. 

I will not stop to discuss the effects which these higher costs bave 
had in restricting export production. In earlier years that question 
was very important. Under the present conditions of export industry, 
there would he no substantial expansion at free trade costs. The chief 
-effects of relief from tariff costs would be an increase in land values for 
the more favoured producers, and some relief to the community from 
the burden of supporting the less favoured ones.. On the other hand, 
production in the protected export industries would fall away. Sugar 
production would cease, and in butter and dried fruits, the lower costs 
would not on the average compensate for the loss of protection, so that 
the tendency would be towards a lower output. 

It is of interest to note that this passing on of costs which leaves 
most of the burden with the export farmer, occurs equally in Australia 
when the price of necessaries is raised in any other way. When tbe price 
of bntter is raised sixpence a pound to provide a bountyto dairy farmers, 
or a home price is imposed on flour or wheat to give a bounty to wheat 
growers, the added cost is passed on, just as with higher prices due to 
protection. Most of this assistance given to butter or wheat by means 
of a borne price or "marketing control" is provided in the last resort 
by the export farmers themselves. -

It has been noted above that there are other "necessaries" besides 
those covered by the retail price index. Anything which enters into tbe 
cost of production of goods covered by the retail price index or of export 

pots, so that the net inerease of employment would be negative.. Normally, however, 
with farm production, whieb is. very rigid-and partieulal'ly 80 in rt"C~nt years with 
the marginal farmer supported at public expense-the tendency will be for export 
production to be maintained. So far 88 that is aehieved by a lowering of the living 
standard of the farmer (or of the tu;pa.yer); there will be decreased imports. The 
decrease of import:a of teapots will be balaneed by the inereaae of imports due to 
new employment and its fe-percussions.. The decrease (if ally) on attount of lower 
standards of the farmer will give a net fall in imports as a fi.n.aJ result. and a WDse

quent improvement to this extent in the trade balance. (Export production. by 
hypothesis, is not affected.) Generally it is only in 80 tar as the protective polley 
results in an abnormal restriction of consumption and a consequent it'88Poed demand 
fOT imports. that the net result in the sbort term. will be an improve1llf'llt in the 
balance of trade. 
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goods is a "necessary" for our purpose. Under this heading we have 
many kinds of machinery, farming implements, tools, some fuel, and a 
good deal of raw material. Protection of these also will give rise to 
excess costS which will be passed on through wages, and fall i)l the end 
mainly on unsheltered industry. The distribution of these costs. will he 
much the same as that suggested in the tsble above for teapots. There 
is not, however, a great amount of excess costs due to protection of 
goods of this kind. 

THE PIWTE("I'ION (IF PRIMARY PRODUCTS. 

We come now to the distinction between factory goods and primary 
products as the subject of protection. For primary products, the inci
dence of costs is the same. as for factory goods--for luxuries on the fir>.--t 
purchaser, for necessaries mostly on the export farmer. But the benefit 
-the effect on employment-is very different. . 

In general, all factories start level in competition. If there are 
particularly favourable locations as regards climate or transport facili
ties, all factories can share them. Their costs will depend wholly on 
their efficiency and the me of their output .. In primary production, costs 
depend mostly on the natural advantsges of the farm (or the mine), 
and with the same efficiency of management vary enormously in differ
ent localities. Average yields of wheat vary from 6 bushels per acre 
to 30 bushels per acre, according to district. Average yields of apples 
vary from 100 bushels per acre to 500 bushels per acre. The Wheat 
Commission found that current costs of production (i.e. excluding land 
values) averaged ahout 2 •. per bushel in the Wimmera, against more 
than 40. in tne outer lIfallee. For factories, then, the whole of the pro
duction of a certain class of goods--top hats or teapots--is dependent 
on the higher price due to protection, and the tsriff creates or maintains 
the whole of the employment in that industry. For farms and mines, 
on the other hand, it is only the marginal production which is essen
tially dependent on the tariff, and the employment created or main
tained hy protection is only a part-it may be .. small part-<>f the total 
employment in that industry. But all producers get the henefit of the 
protection, wbich is therefore, over a large part of the field, an unneces
sary bonus, inflating land values. The costs, and their distribution (as 
we have noted), are the same a. for factory products. But the benefit 
in employment which we get in return for a given cost may be only a 
half or one·quarter of what would be obtained from the same cost spent 
in protecting factory products. 

To summarize our conclusions: 
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All protection imposes a cost on the community or some part of it. 
and the costs of protecting necessaries falls mostly on the export 
farmers. In return for this cost we get the henefit of increased employ
ment, whlch in normal times means increased population.· The lower 
the rate of protection required the more employment is gained for a 
given cost, so that it is important to avoid as far as possible industries 
that require high protection. Protection of primary products gives only 
a fraction of the additional employment (or popUlation) that is given 
by protecting factory production. It is therefore in general to be 
avoided, even when the rate of protection is low. High protection of 
primary produce is then the maddest of all forms that protection can 
take. The highest peak of insanity in Australia is reached by the pra
teetion of the tobacco industry under a protective duty which in 1934·35 
averaged 265 per cent. It is a characteristic and significant feature of 
the new trade policy recently promulgated from Canberra that this 
monstrous duty is raised still higher. 

It may be noted also that while the cost of protection takes the form 
of a definite lowering of living standards by a loss of consumption goods. 
which can reasonably be expressed in £'s, the benefit is primarily Rnd 
normally an increase in population (0, of employed population) on 
which no monetary value can be pnt. In times of depression, however. 
some monetary benefit can be estimated for the relief of unemployment, 
but this is not an adequate measure of the benefit. In general, protec
tion only makes possible the maintenance of additional population at a 
given standard-it does not add greatly to existing incomes. The 
exception is in the protection of primary products where, as we have 
seen, the greater part of the cost may be taken out, not in greater em
ployment, but in adding to the incomes (and land values) of the more 
productive farms. 

THE TOTAL OF EXCESS COSTS. 

Having now discussed the meaning and sigoificance of excess costs. 
let us turn to the question of their magoitude. The estimate made by the 
committee for 1926-27 was £36m.,-£26m. on account of factory goods, 
and £lOin: on account of farm production. It still seems probable (as 
the authors judged at the time) that this estimate, though it could not 
pretend to high accuracy, was within 10 per cent. of the true figore_ In 
the years that followed, the protective tariff was heightened, and .xcess 
costs probably increased. Then came the heavy duties and embargoes 
imposed by the Scullin Government in 1930·31. These were designed, 
however, not so much to protect Australian goods as to stop quickly a 
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flow of imports which we could not pay for. At the same time, they 
must have had some effect on diverting consumption from imports tn 
Australian pr<>ducts, and this diversion. even without higher duties, 
means an increase in total excess costs, Ahout 1931, then, exCess costs 
were no doubt relatively higher than in 1926-27, but on aecount of the 
greater fail in ineome and consumption, total excess costs were prohably 
a little lower. 

With the depression came a gradnal but strong improvement of 
competitive power by Australian factories, so that even when duties 
remained unchanged, less protection was used. Tbis came about partly 
as a result of greater economy ana efficiency induced by the depression 
and the keen competition of Australian factories for the reduced market. 

A still more powerful factor was the faIl in wages relative to wages 
abroad. This eame about primarily through our peculiar method of 
adjusting wages to prices. Th .. 10 per cent. additional cut imposed by 
the Federal Court affected perhaps half the field of wages, but was offset 
by th .. slowness of some of the States, particularly New South Wales, to 
ailow wages to be adjusted to lower prices. The net effect over ail Aus
tralian wages has been a reduction almost exactly equal to the faIl in 
prices. Wages in th .. three years 1930 to 1932 fen 21 per ... nt., and 
retail pric ... 22 per cent. In England, in the same time, the cost of 
living fell 15 per cent., and wages only 5 per cent. Wages now in 
Australia are 18 p .. r c .. nt. lower than in 1930, but in England only 2 per 
cent. lower. This fall in wages relative to the movement in England 
took place in the face of a depreciation of the currency in relation to 
sterling; it may be said at the present time that sterling wages have 
faIlen 34 per cent. in Australia since 1930, and practically not at all in 
England. 

This change in relath'. wages had, of course, a very great effect on 
the relatiw cost of pr<>duction in the two countries, sinc. wages, directly 
or indirectly, account for half thc costs of factory pr<>duetion in Ans
tralia. With th" added spur to economy and "ffieieney given hy depres
sion conditions, Australian factories as -8 whole have moved much nearer 
free trade conditions. Some important lllanufaetur~ such as iron and 
steel and agricultural implements, ean now faee world competition 
without any protection at alit and tht>ir prices in Australia are for the 
most part free trade prices. This mo"eme»t must ha\'e greatly de
creased the degree of protection required, and reduced excess costs. 
This reduction will, howe," .. , b. in some ext"nt offset by a further diver
sion from imports to home products. and by the rising level of all 
.onsumption. On tbe whol" I think we should expect excess costs in 
19a2~1:3 to bave been apprt'Ciably I .... than in 1926·27 for manufacturing 
industry. and to haw dt'Cr(>ased. further to the present time. 
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The costs of protection of rural industry, on the other hand, which 
are much more easily measurable, have cjlntinued to increase during the 
last ten years. 

These conelusions can be tested by results obtained from inquiries 
<l&ITied out in Adelaide and Perth in response to suggestions made by 
the Commonwealth Grants Commission. Your Auditor-General, Mr. 
J. W. Wainwright, is chiefly responsible for the very able investigation 
of tsriff costs in 1932-33, which was presented last year to the Com
mission. Mr. W. L. Wilson, the Assistsnt Statistician at Perth, took tbe 
leading part in """mining the same problem from a different angle on 
behalf of the Government of Western Australia. (I will for conveni
ence refer to tbese two inquiries by the names of Mr. Wainwright and 
Mr. Wilson respectively.) 

Mr _ Wainwrigbt found for 1932-33 tbat the excess costs of pro
teeted manufactures was about £l9m.-£7m. less tban the estimate for 
1926-27-and for the farm products nearly £lIm., or £lm. more than 
at the earlier data. 

Mr. Wainwright's investigation was carried out on similar lines 
to that of the earlier Committee. Neither was able to attempt a full 
investigation, but I should judge that Mr. Wainwrigbt's inquiry was at 
least as thorougb as tbe earlier one. On tbe other hand the problem 
is now rather more difficult than it was in 1926-27. At tbat date most 
of tbe protected industries were using tbe full amount of the protection 
afforded by the tariff, so that excess costs could be estimated for them 
with some confidence. The chief difficulty was with industries that were 
not using the full protection allowed, but perhaps ouly a half or a 
quarter of it. This more uncertain field has increased greatly relatively 
to the more certain field, so that I think }Ir. Wainwright's estimate 
must be liable to at least as much error as the estimate for 1926-27, which 
was put at 10 per cent. I think, then, we may take excess costs for 
1932-33 as being between £27m. and £33m., and since there can be little 
doubt about the figure for farm protection, the total for factory pro
tection may he taken to be between £16m. and £22m. 

Mr. Wilson's results are for the year 1933-34, but tbey are not 
directly eomparahle, becau.e they deal primarily with tariff ~osts as 
they affect the State of Western Australia. We shall see presently that 
some indirect comparison can be made, and that this comparison sug
gests that Mr. Wainwright's estimate is too high rather than too low. 

Let us, however, provisionally take £30m. as the measure of excess 
costs in 1932-33. The meaning of that is that Australia as a whole is 
foregoing consumption goods to that value for the sake of additional 
population and employment. It seems a stupendous eost-hardly 
credible. 
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If, however, we estimate the amount of increased population or 
employment which we get in exchange, the halance seems not unreason
able. The additional population made possible by protection corres
ponds with the free trade value of protected production. 

If we put protected production at £lOOm. in 1932.33, and excess 
costs at £3Om., then we get a free-trade value of £7Om., which might 
directly support a population at the Australian standard of 900,000. 
and indirectly nearly three times as many, or certainly over two mil
lions.· On this reasoning, at least a third of our population is only there 
by virtne of the prot<lCtion policy,. and £3Om. does not seem an excessive 
price to pay. If it was spread uniformly over all consumers, making 
5 per cent. all round. and stili more if tbe cost could he distributed in 
the same way as income tax, the cost would not he very hea\·y. The 
trouble is that most tariJl' co."ts are on necessaries, and so fall with con
centrated weight on the export farmer. It is on this account that we 
have to he very jealous of any increase in tariJl' costs. and welcome any 
reduction with very W81"Dl appreciation. 

The proportion of tariJl' costs tbat falls on necessaries is therefore a 
vital consideration. With necessaries must he grouped, as we have seen. 
not only the commodities which enter into the index of retail prices, but 
all producers' goods used in the production of these commodities. These 
would include raw material like eotton, wool, ete., and also machinery 
and plant used in manufacture and transport. The 'remaining pro
tected goods which do not enter into costs of production, we are ea11ing 
luxuries. 

For 1926·27 the excess costs of protected "lnxnries" were esti
mated at £7m., and the estimate was very conservative. .As far as 
faetory goods go, thE' movement has been towards protection of luxuries, 
and it may he now that not more than half the excess costs of factory 
goods are on account of necessaries. On the other hand protected farm 
products are mostly necessaries, and excess costs have inereased for 
farm products. On the whole I estimate that a slightly smaller pro
portion of excess costs falls Oll the export farmer than in 1926·27, so 
that there has heen 80me relief on that account, as well as from the 
reduced total. On the other hand, he has been less able to hear added 
costs of any kind . 

• Against this of coorse is to be set the inerease in export industry possible at 
lower free-trade eOBta, with its repereU8Si.o-ns. Before the depression, this would 
bs\"e been <!-Onsiderable, thougb it was judged in The .4U8traliml TMiIf that it would 
be a good deal l~a& than produe-tion dependent on the tarift'. Under the ref'.ent 
~onditiona of export industry J it may for the present be regarded as roughly neglig
Ible. 
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THE STATES A"D THE TARIFF. 

We come now to the vexed question of the unl'QlIal incidence of the 
tariff among the States. ]'lodern factory industry in all countries tenda 
to concentrate in chosen positions in relation to raw material. coal, 
power, transport, and markets, and we have 8 natural concentration 
here in Victoria and New South Wales. These States therefore reeeive 
the benefit of increased population and employment which result from 
protection of factory goods. On the other band, tbe price paid for this 
increased population falls predominantly on unsheltered industry, 
which in Australia is moatly export ind ustry. 

It happens that all the States are largely interested in export pro
duction, so that the burden is widely spread. But some States, Western 
Australia particularly (and to a less degree South Australia), have a 
larger proportion of export industry, so that th"y bear too large 8 share 
of tbe coat. as well as getting too small a share of the benefits. It is 
clear that South Australia and Western Australia are at a disadvantage 
in respect to tari1f policy. 

Is it possible to measure tb .. relative disadvantage! It may he 
possible to make a reasonable estimate of the distribution of costa 
amongst States. But can these costa be regarded conversely as subsidies 
paid to protected production, and distributed as benefits amongst States 
in proportion tl> tbe amount of protected production. Tbe payment of 
these subsidies makes possible the increased population and employ· 
ment which is required in tbe interests of Australia as a whoh>. But 
the subsidy may be--in fact should be-entirely used up in making 
it possible for this new population just to subsist. It cannot be regarded 
as an addition ta existing incomes in the same way that the costs paid 
Me a definite subtraction from the real income of tbose wbo pay them. 
We are essentially comparing a loss of income on the one hand with 
increased population on the other. The two things cannot be compared 
in numbers. They are incommensurable. XO doubt there are monetary 
.ad .... antages accruing to a State from increased factory employment. In 
times of depression and great unemployment. they may be very great. 
In Simes of full employment they may he comparatiwly small. At no 
tinte are they adl'Quately measured by the amount of subsidy to pro
tected production. 

With protection of farm products, a good deal more of the subsidy 
is a definite increase to exist ing incomes, as I have pointed out earlier. 
There is therefore a hetter ease here-hut still not a good one--for 
balancing subsidies against C<lSts. 

Estimates of costs and bent'fits among States have been made on the 
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lines I have indicated, but I do not think they are valid. I am afraid 
that I was the first to offend in that way, but it was nearly ten years ago, 
and I quiekly recanted. Mr. Wainwright, in his enquiry, was particu
larly concerned with the unequal effect of the tarifl' in States, and has 
made a calculation on these lines, not perhaps with entire conviction, 
but for want of a better way. 

I will mention his results in a moment. Here I want to say first 
that I do not think this method of distributing benefits is valid; and 
secondly, that his distribution of costs according to population could be 
improved upon. It is fundamental, in the position as I have put it to 
you, that excess eosts fall predominantly on unsheltered industry. A 
better way would be to distribute one-balf of total excess costs in pro
portion to the value of unsheltered industry in each State, and the other 
half in proportion to its population.-

I have said that I do not think that" benefits" can be measured 
crudely by the subsidies to protected production. I want, however, for 
the moment to assume tbat they can be, in order to make some comparl
sons of Mr. Wainwright's results and those of Mr. Wilson's for Western 
Australia. 

If we revise Mr. Wainwright '. figures by distributing one-half the 
oosts in proportion to unsheltered export industry and the other half in 
proportion t<l population, we get the following results for net gains or 
losses by States in 1932~'l3, which we may compare with the original 
estimate: 

New 80uth Wales 
Victoria 
Queensland .. 
South Australia 
Western Australia 
Tasmania 

Original 
fm. 

-1·74 
+ 1·43 
+3·28 
-1·11 
-1·30 
-O·~O 

Revised 
fm. 

-1·95 
+ 1·82 
+4·05 
-1·30 
- 2·15 
-0·47 

The revised estimate increases the loss of South Australia a little 
and of Western Australia greatly, and leaves Tasmania untouched. 
This is what we should expect. Western Australia has by far the great
est proportion of unsheltered export production. ]liuch of Tasmanian 
farm production has a sheltered market, and the State gets great bene
fits from interstate free trade • 

• In protretion ot neeessari~l!It 75 per eent. of e::r::eeS8 eosts is taken as falling 
on :unsheltered indust.ry; for 1uxuJ:'ies perhaps 20 per cent. Protection of neees
sarles .Beeounts for about two~th.ird5 of the whole, 80 that 50 per cent. is a eon
:rervative figure tor the proportion of total excess costs :falling 011 unsheltered 
lndustry. 
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Now let us look at the Western Australian results. There they 
tried to get a net measure of the total effeets of the tariff for that State 
alone, by comparing the price of all interstate imports and exports with 
the price of duty-frce goods, and counting the excess price of imports as 
a loss and the excess price of exports as a gain. They w .. re able to do 
this because they have a complete record of interstate trade, which no 
other State has. This result will take into account the extent to which 
excess costs are passed on to unsheltered industry. It will also take into 
account any greater cost falling on Western Australia, because inter
state freights are higher to that State than to any other from the manu
facturing centres of the east. I am not sure that the result should be 
exactly comparable with that derived from Mr. Wainwright's, but I 
think it should be at least roughly comparable. Here are the two figures 
for net effects on Western Australia: 

Mr. Wainwright'. revised .. 
Mr. Wilson's .. 

-£2·15m. 
- £1· 19m. 

Here is a rather serious discrepancy. To what extent can they be 
harmonized! -

Mr. Wilson's is for 1933-34, and we might expect tariff costs to 
have fallen a little in the year, hut not much. That might account for 
£100,000 and reduce the difference to, 'l8y, £lm. 

Mr. Wilson's estimate, however, includes the amount by which 
factOry goods from the east are raised in price hy customs duty (in
cluding primage) actually paid on raw material and machinery used 
in production. This is excluded by our definition of excess costs, and 
is excluded from Mr. Wainwright's estimate. Mr. Wilson's figure will 
be exaggerated on this aceount, and the discrepancy increased. I am 
not at present prepared to offer any estimate of the amount of this error. 

On the other hand, Mr. Wilson has left out certain elements of ex
cess costs. Shelt<ll"ed goods received from other States will be raised in 
price by the passing on of tariff costs, though by definition the price 
will not be raised above that of dutY-free imports from overseas. I have 
mode a tentative estimate of the error on this aceount, and make it about 
£150,000. There is one other respect in which Mr. Wilson's estimate 
will be low. His comparisons are in general with the price of British 
goods, and these are not always the potential competitors in the Aus
tralian market. Mr. Wainwright's estimates, like those of the earlier 
enquiry, were based on the average duty paid, and not on the British 
preferential tariff. If Mr. Wilson had compared Western Australian 
prices with goods duty-free from the cheapest source, his excess costs 
would have been increased. 
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To make his figures comparable in this respect with my revision of 
Mr. Wainwright's, I would very doubtfully add 10 per cent. 

I am afraid we cannot make much of these deplorable confessions 
of ignorance, but I am inclined to think that if all these corrections 
were properly made they would not raise Mr. Wilson's figure to more 
than £1·5m.; and if Mr. Wainwright's isassmned to be 10 per cent. too 
high (and I know he believes it to be conservative), we still have it over 
£2m. There is still an unexplained discrepancy to be eleared up. 

I am, however, the less concerned to clear it up, beeause (as I have 
said ahove) I do not think that the benefits to States are properly 
measured by the subsidies to protected production. Even if the two 
estimates considered ahove could be made to agree, the harmonized 
results would have no validity. The" benefit" is primarily an increase 
of populatioIl--il political end which cannot be measured in terms of 
economies. 

THE LoWERING OF TARIFF CosTs. 

Let me in conelusion return to the question of the reduction of tariff 
costs and tbe prospects of the movement continuing. The strongest 
argument for protection in general is that it is necessary to support new 
industries, until they have acquired experience and skill and are able 
to stand on their own legs. In practice, we have found in the past that 
this growing·up process has been very protracted_he infant industries 
have refused to grow up, and have gone on requiring increasing doses of 
baby food. Some advance was made in the years just before the de
pression, particularly in consolidating small businesses into larger ones 
and getting rid of surplus capacity. 

With the depression, as we saw earlier (page 17), came a steady 
reduction in costs, not only absolutely but relatively to the costs in 
otber countries from which our imports were drawn. This greatly 
improved competitive power is reflected in the reports of the tariff 
hoard. For most factory products, the need for protection is found to 
have become much less in recent years. Even for such highly skilled 
manufactures as agricultural implements, the question is raised 
whetber they could not and should not be put on the market at prices 
substantially below free trade prices in return for protection from 
dumping. 

Tbe tariff hoard has played an important part inthis encouraging 
development. The board offers a remarkable instance of the delegation 
(in effect) of a highly specialized job to experts, with very satisfactory 
results. In this business of tariff protection in the interests of the 
community as a whole, there were in fact no experts ready·made. Tbe 
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members of the bo .... d bad to learn their job by doing it. Naturally 
enough, the board's earliest efforts were crude, and ita authority con
sequently slight. It applied itaelf, however, diligently and intelligently 
to ita work, studied, gained experience, broadened its outlook. built up 
a technique, and as a result has become very competent. The conse
quence has been that it has to a large extent gained the confidence or 
all the interests concerned, and establisbed ita authority. 

The present Government has contributed greatly to that end. Ita 
declared policy has been to rerer all questions of protection to the 
tartil' board, and to give great weight to ita recommendations. That 
policy has up to the present been carried out in very fair measure, in 
spite of the obvious political difficulties which it entailed. There have 
been at times hesitations and postponements, but in the end the tartil' 
board's recommendations bave been substantially carried out. It 
appeared likely that this poliey if pursued would give the board a status 
in public confidence that would be increasingly difficult to upset; so 
that even a diehard freetrader or protectionist in the Ministerial chair, 
though he might impede, would find it impraeticable entirely to frus
trate the board's guidance to a sane and balanced proteetive economy. 

THE NEW TRADE POLICY. 

This pious hope has been somewhat rudely dashed by the new 
trade policy recently promulgated from Canberra. On two most 
important items of tartil' policy (the protection of textiles from J apan
ese competition, and the protection of motor-car manufacture) the 
Government has taken drastic action, without, ao far as the public has 
been informed, even referring these highly technical questions to the 
board. On another item (the increased protection of tobacco), action 
has been taken directly contrary to the board's findings, without any 
reason being offered for rejecting them. By this action the Government 
appears to have undone the good work in the past, to have de
stroyed the promising building it has been patiently ereeting, and to 
have exposed the whole structure of our tarifi' policy t<l the vagaries of 
future political expedieney, and the log-rolling of interested parties. 

This aspect of the new trade policy bears directly on my subject 
to-night. There are other aspecta, not so closely related, on which I feel 
bound to make some comment. This new policy has startled aDd be
wildered a great many people, and particularly the economists. I have 
no authority to speak for them, but I bave no doubt that most of them 
are as much troubled as myself_ It has been a pleasant feature of the 
years of depression that we have felt ourselves in hroad agreement with 
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the trend of Government policy on eeonomic questions. Now for the 
first time comes a divergence which most of us will feel very deeply. 

The first disturhing feature of the new trade policy is the absence 
of any rational principle behind it. The need of placating" good cus
tomer" countries is put forward as a principle, with Great Britain as 
the one" good customer" to whose interests all other countries, whether 
good or bad customers, must be sacrificed. Attempts to halance the 
trade between two countries are now one of the greatest obstaeles to the 
revival of international trade on which Australia is particularly de
pendent. Apart from this important consideration, the fundamental 
assumption of the argument is not supported by the facts. The United 
States is a "bad customer" country, we are told, because we bave a 
heavy adverse balance of trade with her. The facts are that we have 
an even heavier adverse balance with Great Britsin. 

Let us look at the balance of payments for 1934-35_ We had £:lIm. 
to pay for imports of British goods, and about £26m. for interest, sink
ing fund, and other services (beyond those ineluded in the valuation of 
imports). To our credit were about £38m., the value of imports from 
Australia retained by Great Britain. So the balance sheet for Australia 
in 1934-35 runs thus: 

Cr. Exports .. 
Adverse Balance . 

Total 

£38m. 
£19m. 

£57m. 

])r.lmports .. 
Interest, etc. 

£:lIm. 
£26m. 

£57m. 

So the year ended in a balance of £19m. against us. We paid about 
£6m. of this balance with gold, and the remainder (£13m.) haa to come 
out of favourable balances with other countries or London reserves. We 
should, however, set against this the capital investment from Great 
Britaln, which is not accurately known but may have been of the order 
of £5m. 

If, then, we are going to talk about "good customers", Britain is 
no doubt, in one sense, a good customer of Australia, but Australia is a 
much better customer of Great Britsin. If we are going to adopt this 
vicious system of balancing trade between two countries, it is for Britain 
to buy a great deal more to make the balance even. But in any event 
trade of different kinds has different values. Other countries must get 
their wool from us, just as we must get petrol from America, regardless 
of the other trade hetween tbe countries concerned. 

Apart from the principles involved, the most dangerous feature of 
the new policy is the threat to wool, on which our whole economy is 
based. Japanese imports were already subjeet to very severe customs 
duties, and this new savage discrimination against Japan can be ""pee-
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ted to stir national resentment to a frenzied dance, whenever it snits the 
Japanese authorities to call the tune. I am not 80 much concerned with 
any immediate disturbance of the market. That might be very coatly 
to the wool-grower, and disaetr011S to our balance of payments; but on 
the other hand, it may not suit Japanese policy to withdraw too quickly 
from the wool market. It is the long run effect on wool prices which is 
more certaiuiy to be feared. Wool is faced with the increasing com
petition of substitutes. If only a quarter of present wool consumption 
waa replaced by other fibres, the effect on prices and on Australia would 
be disaetrons. The wool-growers themselves would be troubled by prices 
rising much above the level reached this year, because high wool prices 
encourage the development and use of substitutes, and imperil the 
future price of wooL But high prices for wool would not be nearly 80 

effective in encouraging substitutes aa the paasionate national sentiment 
of a people devoted to taking any and every means to overcome their 
dependence on wool. That is the prospect before us. Japan was buying 
wool in large and increaaing quantities. She is showing ability to make 
textiles of wool so cheaply for export aa to open up new markets for 
wool, which neither Great Britain nor Australia could attempt, and so 
make up, and more than make up, any loss on account of substitutes. 
This promising development we have nipped in the bud. Further, when 
Japan baa shown the way to a comparative independence of wool, there 
is a possibility of other countries of a supersensitive nationalism, such 
as Germany and Italy, following her example. (Flocks suggest Abra
ham and a non-Aryan taint.) The tragic possihilities are endless. In 
return, there seems a prospect that Great Britain will buy a little more 
inferior Australian beef at unprofitable prices in place of the better 
product of Argentina. 

More broadly, looking at the gloomy international situation, one 
would have expected a conciliatory foreign policy for the nrn few 
years, until international relationa are improved, or we have at least 
done something adequate for defence. Two leading features of such 
a policY would be to enhance in every way our friendly relationa with 
the U.S.A., and to avoid with particular eare any action ealeulated to 
pro .. oke Japan_ Both these important considerations appear to have 
been deliberately flouted. 

I have already referred to the project for making motor ear chaasis 
in Anstralia. This is the most important and difficult application of 
the protective policy that baa ever been attempted in Australia. If 
e .. er there was a tariff item which required full public investigation and 
criticism, it is this. Yet this is the item on which, apparently, depart
mental advice is regarded as so competent as to make quite superfluous 
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any reference to the experienced tariff' board, until after the Govern
ment is committed to the projeet, and the industry, in fact, has been 
launched with the support of a: heavy tariff and a large bounty. 

From every angle, the new trade policy inspires the gloomiest 
forehodings, and the prospect is the worse, beeause it seems to have been 
launched with the mild approval-I was tempted to say, connivance
of all political parties. One can only hope that its operation will be 
carried out with quietly diminishing vigour until in a year or two it 
passes into deserved oblivion. Failing that, one can only be reminded 
of the old Euripidean tag, more familiar in its Latin form: 

"Quem Juppiter ",tlt perdere, dementat prius" 


