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ABSTRACT
This thesis contributes to the existing academic debate concerned with the ideological continuity (or
discontinuity) of the Australian Labor Party (ALP). However, while much of this debate is primarily
concerned with whether or not successive federal ALP governments have adhered to a form of
socialist ideology, this thesis pursues a related but distinct line of ideological enquiry. It assesses the
relative influences of Keynesian and market liberal macroeconomic theories upon the policy-making
and ideology of successive federal ALP governments. The scope of this study spans the period since
the macroeconomic controversy between these two theories began during the Great Depression and
the period of the Scullin Labor Government (1929-1932). This analysis provides new insights into our
understanding of the continuity which has existed in ALP ideology over time, and thereby adds to the

existing literature on this subject.

The thesis argues that although successive federal ALP governments have been periodically
influenced by either Keynesian or market liberal theories, all have sought to use these theories to
uphold the ALP’s key ideological objective of attempting to improve the living standards of the
Party’s traditional constituency: defined as working people and their dependents. However, this thesis
also establishes that while Keynesian and market liberal theories have offered successive federal ALP
governments with cogent policy tool kits, designed to avoid or ameliorate the capitalist economy’s
business cycle, the policy application of either theory has presented these governments with recurring
and significant policy challenges. The challenges most consistently encountered in the implementation
of Keynesian policies have been those associated with the timely deployment of cost-effective
stimulatory public works programs, and those associated with overcoming the perceptions that
Keynesian policy interventions are futile, wasteful, inefficient and inflationary. In relation to market
liberal policies, this thesis argues that the Hawke Government’s implementation of the market liberal
policies of fiscal and monetary restraints, and financial market deregulation, facilitated and then
significantly contributed to the depth of the severe recession experienced during the early-1990s.
Moreover, it is argued that this episode revealed that when timely and effective Keynesian stimulatory

action is not taken, market forces can be slow to produce an employment recovery.

This thesis concludes that although key Labor politicians believed that market liberal policies were not
inconsistent with the ALP’s social democratic ideology, they have proven less reliable in maintaining
the macroeconomic and employment stability required to improve the living standards of the Party’s
working constituents. The evidence assessed in this thesis alternatively suggests that the Rudd
Government’s successful handling of the Global Financial Crisis provides a valuable case study for the
ongoing usefulness of Keynesian macroeconomics. While the effective implementation of Keynesian
policies presents ongoing challenges for future federal ALP governments, this thesis concludes that
there are strong grounds on which to defend Keynesian policies, given their capacity to both protect
Australian workers’ job security in times of crisis, and facilitate sustainable economic growth over the

longer-term.
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CHAPTER ONE
ASSESSING THE IDEOLOGICAL CONTINUITY OF THE AUSTRALIAN LABOR
PARTY: THE ROLE OF MACROECONOMIC THEORY

This thesis is an addition to the existing academic debate concerned with whether the Australian Labor
Party (ALP)' has maintained ideological continuity, or whether the Party has betrayed its ideological
roots. As this chapter establishes, this debate has until now been divided between two sides. One side
has argued that the ALP was until at least the mid-1970s predominantly influenced by a socialist
ideological tradition, which has since been betrayed. The other side has alternatively argued that the
Labor Party has continuously adhered to a non-socialist ideology described as either social democratic,
labourist, or a ‘social harmony’ ideology.” This thesis does not extend this analysis of the influence of
socialist ideology upon the ALP. Rather, it assesses the case for ALP ideological continuity upon an
analysis of the vacillating influences of two competing macroeconomic theories: market liberalism and
Keynesianism. The justification for this line of ideological analysis is, however, based upon a review
of the existing academic debate, as well as a review of what ALP historians have defined as the
Party’s formative ideological objective. A review of this academic literature forms part of the contents
of this opening chapter, which also includes an explanation of the methodology used in the ideological

and policy analysis of this thesis, and an outline of this thesis’ central argument.

Within its review of the existing academic literature, this chapter establishes that the differences
between the two sides of the ideological continuity debate have existed around a disagreement about
what constitutes and defines socialist ideology, and their differing perceptions as to whether or not
Labor governments have adhered to these diverse definitions. Specifically, it establishes that those
arguing that the ALP has never adhered to a radical socialist ideology have defined socialism as
inherently incompatible with any form of capitalism. While those who have argued that socialism has
predominantly influenced the ALP are shown to have defined socialism as constitutive of the
democratic values of the French Revolution: liberty, equality, and fraternity. According to this latter
argument, it is the empowerment of the values of equality and fraternity, and the greater regulatory

restraint of economic liberty, which provides evidence of socialist reform.

! According to ALP historians, Tom Bramble and Rick Kuhn, the title ‘Australian Labor Party’ was not officially adopted by
the Party until 1912. Prior to this date the various colonial and state Labor parties used a variety of names. See: Tom Bramble
& Rick Kuhn 2011, Labor’s Conflict: Big business, workers and the politics of class, Cambridge University Press, p. 195.
For ease of convenience this thesis will use the ‘ALP’, ‘Labor Party’ or simply ‘the Party’ to describe the organisation in all
periods. The ‘labour movement” will be used to refer to the combination of the ALP and elements of the trade union
movement.

2 Many ALP historians have defined the Party’s ideology as interchangeably labourist or social democratic, while others have
maintained a distinction between these two ideological terms. Peter Beilharz is a prominent example of a scholar who has
maintained this distinction. See: Peter Beilharz 1989, ‘The Labourist Tradition and the Reforming Imagination’, in Richard
Kennedy (ed.), Australian Welfare: Historical Sociology, Macmillan, South Melbourne, pp. 134-7, 140-2, 146-7; Peter
Beilharz 1994, Transforming Labor: Labour Tradition and the Labor Decade in Australia, Cambridge University Press,
Cambridge, pp. 22, 40-1.



An important consequence of this definitional disagreement is that these scholars have drawn differing
conclusions as to whether or not the historically prominent Labor governments led by Robert ‘Bob’
Hawke (1983-1991) and Paul Keating (1991-1996) can be described as having fallen within the
continuum of a ‘Labor tradition’. As described below, those who have argued that the Labor Party has
never adhered to a radical socialist ideology have also argued that despite the Hawke and Keating
Governments having embraced market-oriented economic policies, for which their Labor predecessors
would have objected, these governments nevertheless upheld the Labor tradition of an adherence to a
social harmony ideology. The essential hallmark of this ideological adherence has been the ambition
to maintain a healthy capitalist economy in the perceived shared interests of business investors and the

labour force.

In disagreement with this appraisal, this chapter establishes that those claiming that the ALP was, prior
to the mid-1970s, predominantly influenced by socialist ideology have argued that many of the Hawke
Government’s Labor predecessors, and particularly those governments led by John Curtin (1941-
1945), Joseph Benedict Chifley (1945-1949) and Edward ‘Gough’® Whitlam (1972-1975),
implemented reforms which questioned the capitalist system’s assumptions of market benevolence,
efficiency and equity. Consequently these governments were identified as having advocated and
implemented economic reform policies designed to ameliorate this system’s perceived shortcomings.
Alternatively, these scholars argued that the Hawke and Keating Governments’ deregulatory policies,
and others designed to limit the scope of government economic interventions, were evidence that these

governments were neither socialist nor in the Labor tradition.

This chapter reviews the relevant academic literature and places particular emphases on these major
points of disagreement. It does so to establish the interesting and novel extension to the ideological
continuity debate that the analysis of this thesis subsequently explores. For it is from these previous
ideological studies of the Hawke and Keating Governments’ policy records that an interesting and
previously under-researched line of enquiry becomes apparent. Much of the analysis of this
ideological debate has focussed upon the juncture of the Hawke and Keating Governments’ embrace
of market-oriented economic policies, and much of this policy analysis has referred to the broader
eschewal of Keynesian macroeconomic theory and the concomitant embrace of what this thesis
defines as market liberal macroeconomic theory;’ a phenomenon which occurred throughout many

developed economies during the 1970s and 1980s. Indeed, one of the important academic participants

? Throughout this thesis, the term market liberal is used to describe the economic theory which advocates a minimal role for
government intervention in capitalist economies. Various alternative terms have been used elsewhere for this description,
including: economic rationalism (in Australia); Thatcherism; Reaganomics; the ‘Washington consensus’; and neoliberalism.
The term market liberal is preferred because unlike many of the alternatives it is not confined to the characteristics of a
particular time, place, or program, and it avoids pejorative connotations. See: John Quiggin 2012, Zombie Economics: How
Dead Ideas Still Walk Among Us, Black Inc., Collingwood, p. 3.



in the ALP ideological debate, Tim Battin, has thoroughly analysed the various causes of this shift in

the Australian economic paradigm.”

In so doing, Battin has made a significant contribution to the understanding of the influence of
Keynesian theory and policy in Australia. Nonetheless, some significant differences in approach and
focus between Battin’s study and the analysis of this thesis are established later in this chapter. It is
important at this juncture to emphasise in broad terms the extension to the ALP ideological continuity
debate that this thesis seeks to make. For instance, it is established in this chapter that Battin’s work, in
addition to other studies which analyse ALP ideology, have already considered the ideological
implications of the Party’s adoption of either Keynesian or market liberal macroeconomic theories and
policies. Indeed, assessments of the vacillating influences of these theories have been used by scholars
as evidence of the Party’s ideological continuity or divergence at the juncture of the Hawke and
Keating Governments (see below). This thesis retraces this analytical ground, but it does so with a
singular purpose, i.e. the ideological analysis of this thesis is confined to the implications of
macroeconomic policy-making, which allows for a more detailed study and greater analytical clarity

on this particular aspect of ideological analysis.

To clarify, with the exception of Battin’s study, 4Abandoning Keynes: Australia’s Capital Mistake
(1997), the primary focus of which was not the ideological implications of ALP macroeconomic
policy-making, ideological analyses of federal Labor governments have not firmly established the
philosophical, theoretical and policy components of either Keynesian or market liberal
macroeconomic theories. Chapters two and three of this thesis establish these components because it is
proposed that a more precise understanding of these theories allows for a more precise assessment of
whether or not, and in which instances, federal Labor governments have been influenced by either
theory in their macroeconomic policy-making. Moreover, it is also proposed that this more precise
assessment produces the detailed analysis required to identify both the perceived successes and
recurrent shortcomings of the implementation of either of these theories’ advocated policies. On this
latter point, the analysis of this thesis reveals that the periodic implementation of either Keynesian or
market liberal macroeconomic policies have led to widely perceived implementation problems. The
historical recurrence of these perceived problems, and their subsequent influence upon, or repetition
by, successive federal Labor governments has not previously been analysed. It is these empirical
observations, therefore, combined with the analysis of the ideological implications of how successive
federal Labor governments have responded to these perceived policy successes and shortcomings,

which provides this thesis with its original contribution to the ALP ideological continuity debate.’

* See: Tim Battin 1997, Abandoning Keynes: Australia’s Capital Mistake, Macmillan, Basingstoke, Hampshire.
* Because this thesis analyses the case for ALP ideological continuity in the Australian context, and because of issues of the
existing scope and length that has been necessary to undertake that task, this thesis does not include comparative ideological



This chapter proceeds with a detailed review of the existing academic literature, which begins by
establishing the ALP historiographical consensus which has argued that from the foundations of the
fledgling colonial Labor parties,’ the ALP has not sought to radically replace the Australian capitalist
economy within a short period, but has alternatively developed ameliorative policy measures designed
to bolster the social equity of Australia’s mixed capitalist economic system. This consensus is
canvassed in order to establish that these policy measures were informed by the Party’s formative
ideological objective of improving the living standards of its traditional core constituency: workers
and their dependents. The Party’s commitment to this constituency is established and emphasised
because it provides further justification for this thesis’ line of ideological enquiry. The literature
review then assesses those works focussed on the Party’s ideological continuity or betrayal, followed
by a methodological section which outlines how the ideological and policy analysis of this thesis has
been conducted, and a final section which establishes how this thesis’ central argument is

substantiated in each chapter.

Literature Review: Assessing ALP Ideological Continuity

The ALP’s Ideological Foundation and Early Policy Development

Although scholarly accounts of the Party’s ideological foundation and early policy development derive
from divergent socialist and liberal ideological perspectives, there exists amongst them a broad
consensus that within the Party’s formative decades it developed policies to ameliorate the perceived
inequities of the Australian capitalist economic system, rather than having developed a program for
this system’s socialist replacement. Verity Burgmann’s study, ‘/n Our Time’ (1985), is interesting in
this context. Her account documents the foundational influence of various socialist groups upon the
fledgling colonial Labor parties, wherein she identifies the widespread influence of Karl Marx’s theory

of the surplus value of profit,” which she argues underpinned these groups’ advocacies for the

and policy analyses with other national social democratic and labour parties. For good scholarly examples of comparative
studies which have documented the reciprocal ideological and policy influences between the British and Australian labour
parties, as well as their policy divergences, and common ideological and electoral challenges, see: Andrew Scott 2000,
Running on Empty: ‘Modernising the British and Australian labour parties’, Pluto Press, Annandale; Carol Johnson & Fran
Tonkiss 2002, ‘The third influence: the Blair government and Australian Labor’, Policy and Politics, January, Vol. 30, No. 1,
pp. 5-18; Shaun Wilson & Ben Spies-Butcher 2016, ‘After New Labour: political and policy consequences of welfare state
reforms in the United Kingdom and Australia’, Policy Studies, Vol. 37, No. 5, pp. 408-25.

For a short article which offers important insights into how the reciprocal ideological influences and policy transfers between
the British and Australian labour parties should be conceptually understood and analysed, see: Rob Manwaring 2016, ‘From
new labour to Rudd/Gillard: dilemmas, lesson-drawing and policy transfer’, Policy Studies, Vol. 37, No. 5, pp. 403-7.
Andrew Scott has also published an analysis of the policy successes of the Nordic labour and social democratic parties —
those based in Sweden, Finland, Denmark and Norway. Within this study Scott investigates key examples of how these
parties have implemented policies which have contributed to innovation and economic prosperity, while maintaining these
nations’ relatively equitable distributions of income. See: Andrew Scott 2014, Northern Lights: The Positive Policy Example
of Sweden, Finland, Denmark and Norway, Monash University Publishing, Clayton.

® The ALP was separately established in what now constitute state branches of the Party. This occurred in 1891 in the former
British colonies of New South Wales, Victoria, Queensland, and South Australia, prior to the federation of Australia in 1901,
and in the states of Western Australia (1901) and Tasmania (1903), subsequent to the establishment of the federal ALP. For
introductory scholarly accounts of the establishment and early development of these various Labor Party state branches, see
the contributions made in: D.J. Murphy (ed.) 1975, Labor in Politics: the state Labor parties in Australia 1880-1920,
University of Queensland Press, St Lucia.

7 This theory argues that the property owning class usurps through profits the larger share of the value created by labour in
the production process. See: Verity Burgmann 1985, ‘In Our Time’: Socialism and the Rise of Labor, 1885-1905, George
Allen & Unwin, Sydney, pp. 5-7, 58, 97, 122-3, 177.



collective acquisition of the means of production, distribution and exchange.® However, Burgmann
acknowledged and also lamented that the colonial Labor parties and the wider Australian liberal
democratic system failed to facilitate these socialist influences.” Burgmann defined the ‘set of
pragmatic responses’ which ultimately triumphed within the ALP as ‘Laborism’, and was critical of

these influences for having derived from colonial liberal values. "

Other Marxist-influenced socialist critics of the ALP have similarly noted the Party’s labourist
foundation. Humphrey McQueen has, for instance, argued that because a widespread acceptance of a
working class consciousness never sufficiently existed in Australia to threaten the legitimacy of the
liberal capitalist economy, the Labor Party had no chance of ever constituting a socialist party."’
According to McQueen, the Labor Party sought only ameliorative practical reforms to the existing
capitalist economy, under the premise of the shared interests thought to exist between labour and
capital. For McQueen, this policy approach placed the Party firmly under the Australian radical liberal
tradition.'> Furthermore, despite the existence of a rhetorical commitment to socialism in the Labor
Party’s formative years, McQueen argued that no program of nationalisation was designed to ‘subvert
capitalism by stealth’. Alternatively, state economic interventions were very often designed to assist
the capitalist system, through direct state assistance for private industrial enterprises and

developmental public works. "

Most other non-socialist accounts of the Party’s ideological foundation and early policy development
have also denied the dominant influence of socialist ideology. Bede Nairn’s seminal history of the
foundation of the New South Wales (NSW) Labor Party, Civilising Capitalism (1973), argues in
conjunction with many other studies that the fledgling Party sought to reform the colony’s capitalist
system in the interests of trade unions through an adaptation of the colony’s existing radical liberal

tradition.'* In this context, Nairn argued that those socialist influences which did proliferate within the

8 Ibid., pp. 58, 61-7, 98-9, 110, 121-5, 129-30, 150-3, 157, 160, 166-9, 173-5.

? Ibid., pp. 195, 197-8.

See also: Terry Irving 1983, ‘Socialism, working-class mobilisation and the origins of the Labor Party’, in Bruce O’Meagher
(ed.), The Socialist Objective: Labor and Socialism, Hale & Iremonger, Sydney, pp. 35-8.

10 Burgmann, ‘I/n Our Time’, p. 195.

! Humphrey McQueen 1970, ‘Laborism and Socialism’, in Richard Gordon (ed.), The Australian New Lefi: Critical Essays
and Strategy, William Heinemann Australia, Melbourne, pp. 43-7, 54, 59.

12 Ibid., pp. 49-50, 56-9; Humphrey McQueen 1972, ‘Glory Without Power’, in John Playford & Douglas Kirsner (eds),
Australian Capitalism: Towards a Socialist Critique, Penguin Books, Ringwood, p. 347.

' Humphrey McQueen 1970, 4 New Britannia, Penguin Books, Ringwood, pp. 194-202. Here McQueen made the
qualification that from the time of the 1890s depression the labour movement did champion the nationalisation of the banking
industry.

4 Bede Nairn 1973 [1989], Civilising Capitalism: The Beginnings of the Australian Labor Party, Melbourne University
Press, Carlton.

See also: L.G. Churchwood 1960, ‘Introduction’, in R.N. Ebbels (ed.) 1960, The Australian Labor Movement 1850-1907:
Extracts from contemporary documents, Australasian Book Society, Sydney, pp. 32-3; Robin Gollan 1960, Radical and
Working Class Politics: A Study of Eastern Australia, 1850-1910, Melbourne University Press, Carlton, pp. 170-92, 206-8;
D.J. Murphy 1975, ‘Introduction: The Labor Parties in Australia’, in Murphy (eds), Labor in Politics, pp. 4-7; Frank
Bongiorno 1996, The People’s Party: Victorian Labor and the Radical Liberal Tradition 1875-1914, Melbourne University
Press, Carlton, pp. 1-2, 6, 22-5, 29-30, 36-7, 109-11, 113-4, 189-91; Nick Dyrenfurth 2011, Heroes and Villains: The Rise
and Fall of the Early Australian Labor Party, Australian Scholarly Publishing, North Melbourne, pp. 16-7, 30-2, 39-40, 58-
60.



labour movement only constituted minor foreign incursions into a movement and wider social context
which accepted the liberal capitalist system." Party historians Brian Fitzpatrick, Robin Gollan, and
D.W. Rawson have echoed Nairn’s assessment of the limited influence of socialist ideology.'® Rawson
concluded that:

If socialism is taken to involve the public ownership of at least the larger industries, it can at least be

said that Labor governments have never seemed likely to establish a socialist system within their

expected terms of office, nor have they shown much interest in trying to do so."”

Indeed, many other Party historians’ assessments of the ALP’s colloquially named ‘socialist objective’
have agreed that the various state and federal parties’ official objectives only briefly expressed an
unambiguous state socialist commitment to a thorough-going program of nationalisation for all major
industries.”® As Rawson has explained, while the federal Party’s objective did advocate for the
nationalisation of the nation’s principal industries within the relatively short period of 1919-1927,"
the Blackburn Declaration of the 1921 Federal Conference effectively clarified that the Party ‘does not
seek to abolish private ownership even of any of the instruments of production where such instrument
is utilised by its owner in a socially useful manner and without exploitation.”’ It has also been widely
documented that subsequent amendments and qualifications to the Party’s federal objective have been
inserted over the succeeding decades to diminish its socialist proclivities.”' In addition, Rawson argued
that while Labor’s early platforms advocated a broad range of specific proposals for the nationalisation
of certain industries and the establishment of state-run enterprises, the fulfilment of these measures by
Labor governments has been far less extensive than formally stated, and where they were established
these state-run industries were often implemented to reduce consumer prices through increased market
competition, and not to undermine or replace the capitalist system itself.”” Moreover, the broader

reforming emphases of the Party’s early state and federal platforms has provided ALP historians with

'3 Nairn, Civilising Capitalism, pp. 7, 20, 36-7, 70, 130-1, 154, 163-5, 168-72, 182-6, 190, 193-4, 259.

See also: Peter Loveday 1975, ‘New South Wales’, in Murphy (eds), Labor in Politics, pp. 62-6.

' Brian Fitzpatrick 1944, A Short History of the Australian Labor Movement, 2™ edn, Macmillan, South Melbourne, p. 156;
Gollan, Radical and Working Class Politics, pp. 151-3, 193-4; D.W. Rawson 1966, Labor In Vain? A Survey of the
Australian Labor Party, Longmans, Croydon, p. 9.

"Rawson, Labor In Vain?, p. 61.

See also: Bron Stevens & Pat Weller 1976, ‘Introduction’, in Bron Stevens & Pat Weller (eds), The Australian Labor Party
and Federal Politics: A Documentary Survey, Melbourne University Press, Carlton, pp. 9-10; Troy Bramston 2011, Looking
for the Light on the Hill: Modern Labor’s Challenge, Scribe, Brunswick, pp. 140-5.

'8 See: Rawson, Labor In Vain?, pp. 9-10; Murphy, ‘Queensland’, in Murphy (eds), Labor in Politics, pp. 141-3; Loveday,
‘New South Wales’, pp. 67-70; Raymond Markey 1988, The Making of the Labor Party in New South Wales 1880-1900,
New South Wales University Press, Kensington, pp. 232-3, 254; Bongiorno, The People’s Party, pp. 147, 153, 156-7, 160,
162; Gollan, Radical and Working Class Politics, pp. 171-2; lan Turner 1965, Industrial Labour and Politics: The Dynamics
of the Labour Movement in Eastern Australia 1900-1921, Hale & Iremonger, Sydney, pp. 53-4.

" See for instance the socialist objective adopted by the Labor Party at the Federal Conference of 1919, in Brian McKinlay
1990, Australian Labor History in Documents, Vol. 2: The Labor Party, Collins Dove, Sydney, p. 72.

2 Quoted in, Rawson, Labor In Vain?, p. 68.

See also: Turner, Industrial Labour and Politics, pp. 223-6.

2l See: John Reeves & Gareth Evans 1980, ‘The Evolution of the Socialist Objective 1890-1980°, in Gareth Evans & John
Reeves (eds), Labor Essays 1980, Drummond, Richmond, pp. 155-63; Gareth Evans 1983, ‘Reshaping the socialist
objective’, in O’Meagher (ed.), The Socialist Objective, pp. 64-6; Bramston, Looking for the Light on the Hill, pp. 187-8.

22 Rawson, Labor In Vain?, pp. 67-9.

See also: Murphy, ‘Queensland’, pp. 161-2, 184, 186, 190-1, 193, 198-200; Queensland Labor Party Election Manifesto
1898, in McKinlay, Australian Labor History in Documents, Vol. 2, p. 24.



further evidence of the Party’s acceptance of the confines of the capitalist system. These platforms
sought practical reform of this system’s most inequitable features, including proposals for factory and

other industrial legislation, increased educational services, and pensions for the aged and orphans.”

The other component of the ALP historiographical consensus of importance to the ideological analysis
of this thesis, concerns the Party’s formative, populist understanding of those who constituted its core
constituency. Party historian, Raymond Markey, has explained that: ‘As an ideological category,
populism depicts political ideals, rhetoric, or programmes which idealize “the people”, asserting their
welfare and capacity against the corrupting ruling élites, such as “monopolists”, financiers or the
“Money Power””.** In this context, Markey noted that the Party’s populism cut across class divisions,
as it idealised small-scale enterprise, particularly farmers, in addition to employed wage earners.”
Many Labor Party historians have similarly emphasised the Party’s cultivation of a broad appeal to all
working wealth producers, encompassing not only unionised skilled and unskilled labourers, but also
members of white-collar occupations, professionals, small producers and farmers, all of whom were
identified as adding value within the productive process. In this conception, the Labor Party was
believed to be the advocate for all those who worked, and was explicitly opposed to the interests of the
‘monopolists’, the ‘middlemen’, the landlords, the squatters, the ‘speculators’, the ‘usurers’, the
‘trusts, rings and combines’, and any others who simply profited from their ownership of capital.*
Consequently, during the Party’s formative years it was widely identified to have constructed its
constituency as amongst ‘the masses’ or simply ‘the people’, as against the selfish ‘class’ interests of

the minority of exploitative wealth owning capitalists.”’

It needs to be emphasised that the exclusivity of this populist conception of the Party’s traditional
constituency has not escaped the attention of ALP historians. In his account of the establishment and
early development of the Victorian Labor Party, Frank Bongiorno emphasised that Labor’s support for
productive wealth producers, ‘excluded and marginalized those who were not involved in paid work.

The unemployed, recipients of charity, housewives, Aborigines and the young were often invisible in

2 See: New South Wales Labor Party platform, 6 April 1891, Progressive Political League of Victoria platform, and Special
General Council of the Australian Labour Federation platform, The Worker, 7 March 1891, in McKinlay, Australian Labor
History in Documents, Vol. 2, pp. 9-11; Loveday, ‘New South Wales’, pp. 23-4; Murphy, ‘Queensland’, pp. 145-6; Rawson,
Labor In Vain?, pp. 10, 63; Fitzpatrick, A Short History of the Australian Labor Movement, pp. 146-7; Bongiorno, The
People’s Party, pp. 153-4; Gollan, Radical and Working Class Politics, pp. 172-3.

 The ‘money power’ constituted a derogatory term the labour movement of the late-nineteenth and early-twentieth centuries
used to describe the private banking industry and financial institutions.

2 Markey, The Making of the Labor Party in New South Wales, p. 14.

The influence of populist ideology in having framed the ALP’s formative constituency as inclusive of all working wealth
producers has also been identified within Peter Love’s influential study on this subject: Peter Love 1984, Labour and the
Money Power: Australian Labour Populism 1890-1950, Melbourne University Press, Carlton, 35-6.

%6 See: Turner, Industrial Labour and Politics, p. 45; Murphy, ‘Queensland’, p. 183; Bongiorno, The People’s Party, pp. 5,
35-6, 111-2, 189-91, 194-7, 208-9; Dyrenfurth, Heroes and Villains, pp. 20, 42; Albert Métin 1901 [1977], Socialism Without
Doctrine, Russell Ward (trans), Alternative Publishing Co-operative Ltd, Chippendale, p. 41.

27 See: Bongiorno, The People’s Party, pp. 110-1, 208-9; Dyrenfurth, Heroes and Villains, pp. 30-2, 58-60, 62-3, 72-5, 140-
4; Geoffrey Marginson 1970, ‘Andrew Fisher — The Views of the Practical Reformer’, in D.J. Murphy, R.B. Joyce & Colin
A. Hughes (eds), Prelude to Power: The Rise of the Labour Party in Queensland 1885-1915, Jacaranda Press, Milton, pp.
187-90.



the language of labourism’. Bongiorno and fellow Labor Party historian, Nick Dyrenfurth, have also
noted that the Labor construction of ‘the people’ was exclusively constituted of productive men, and
only included their wives and families as dependents.”® It is beyond the scope of this thesis to assess
whether the Labor Party was established upon a commitment to also assist vulnerable and
disadvantaged members of the Australian community through such policies as those designed to
provide adequate welfare assistance.” Importantly, however, this thesis accepts this (albeit highly
masculine) conception of the ALP’s traditional constituency, and it accepts the widespread
identification amongst ALP historians of the labourist or social democratic ideological objective of
attempting to improve the living standards of this constituency, and most particularly of working

people and their dependents.™

The Party’s commitment to this constituency is established because it provides part of the justification
for this thesis’ line of ideological enquiry. For if it is accepted that the ALP is interested in developing
policies which are designed to improve the material living standards of its traditional constituents, then
it should also be accepted that part of these efforts include developing policies designed to achieve and
maintain the benevolent conditions of macroeconomic prosperity, and particularly the conditions of
low inflationary full employment. According to this logic, much can be learned about how the ALP’s

ideology has developed over time by analysing the apparent changes in its macroeconomic policy.

Socialist Ideology and the Labor Party Tradition

That part of the ALP historiographical consensus which assessed that within the Party’s formative
decades it developed ameliorative policy measures designed to bolster the social equity of Australia’s
mixed capitalist economic system, rather than having sought its replacement, has been broadly
accepted by those political scientists who have assessed the case for ALP ideological continuity.
However, there has not existed amongst them a broad consensus concerning whether the ameliorative
policies pursued by successive federal Labor governments have constituted socialist reforms. The
following passages explore this debate, with the aim of establishing and justifying the line of

ideological enquiry pursued in this thesis.

The academic argument that the ALP has both maintained ideological continuity, and never been

predominantly influenced by socialist ideology, has since the 1970s been prosecuted by many scholars

%8 Bongiorno, The People’s Party, pp. 5-7; Dyrenfurth, Heroes and Villains, pp. 111-2.

See also: R. Neil Massey 1994, ‘A Century of Laborism, 1891-1993: An Historical Interpretation’, Labour History, Issue 66,
May, pp. 48-9.

¥ For insight into the development of Australia’s patriarchal system of wealth distribution, see: F.G. Castles 1985, The
Working Class and Welfare: Reflections on the Political Development of the Welfare State in Australia and New Zealand,
1890-1980, Allen & Unwin, Sydney.

30 See: Graham Maddox 1978, ‘The Australian Labor Party’, in Graeme Starr, Keith Richmond & Graham Maddox (eds),
Political Parties in Australia, Heinemann Educational Australia, Richmond, p. 167; Nairn, Civilising Capitalism, p. 6; James
Jupp 1982, Party Politics: Australia 1966-1981, George Allen & Unwin, North Sydney, pp. 138-9; Bongiorno, The People’s
Party, p. 5; Dyrenfurth, Heroes and Villains, p. 67.



at least broadly influenced by a Marxist understanding of class exploitation. Their argument has been
that notwithstanding the efforts made by the Curtin, Chifley and Whitlam Governments to regulate the
economy and expand social welfare programs, the Labor Party has never been interested in
transforming the nation’s capitalist economic system into a socialist economy wherein investment
capital would not be predominantly organised and controlled by private business investors.
Alternatively, the ALP has in their view acted to ensure the efficient management of the capitalist
system in the apparent shared interests of labour and capital.’’ As one of the adherents of this
argument explained:
Of course, a handful of members of a few Labor governments have professed anti-capitalist
convictions, but these governments have never wished to pose a challenge to the capitalist system. The
basic ideological consensus between political office-holders [whether of the ALP or non-Labor parties]
has not precluded genuine differences between them — on issues such as the degree of state intervention
in economic and social life — but these differences have never been allowed to bring into question the

validity of the capitalist system.’”

Carol Johnson has provided the most detailed example of this type of socialist critique, much of which
was contained within her study, The Labor Legacy (1989). Johnson coined the term ‘social harmony’
ideology to describe the ALP’s ideological adherence to the perspective that the classes of labour and
capital share the same interest in a prosperous capitalist economy, ‘in which private enterprise plays
the central economic role and in which state economic activity is largely constrained and shaped by
the role of the private sector’.” Johnson’s study compared the ideological approach of successive
federal Labor governments. She acknowledged that those led by Curtin, Chifley and Whitlam
implemented many reforms which were designed to humanise capitalism by regulating market forces
or expanding social welfare and other public services. Alternatively, Johnson identified that the
Hawke Government deregulated many previously established market regulations and reduced many
social welfare and other public expenditures. However, Johnson concluded that the ambition to
achieve a prosperous capitalist economy was common to each period of Labor government.** Johnson
consequently described these Labor governments as social democratic ‘in the modern, less radical
sense of the term’, and not as constitutive of an earlier European social democratic tradition which
sought cumulative reforms designed to create a socialist society.”> As Johnson summarised: ‘The
reforms implemented by Labor governments are not designed to move incrementally towards a new,

socialist, form of society. They are merely designed to improve capitalism’.*® Johnson’s subsequent

3! See: John Playford 1972, ‘Who Rules Australia?’, in Playford & Kirsner (eds), Australian Capitalism, pp. 123-33; Kelvin
Rowley 1972, ‘The Political of Australia Since the War’, in Playford & Kirsner (eds), Australian Capitalism, pp. 302-5;
McQueen, ‘Glory Without Power’, pp. 359-76; Bramble & Kuhn, Labor’s Conflict, pp. 6-24.

32 playford, “Who Rules Australia?”, p. 124.

33 Carol Johnson 1989, The Labor Legacy: Curtin, Chifley, Whitlam, Hawke, Allen & Unwin, Sydney, p. 1.

3 See: ibid., pp. 14-27, 51-75, 95-108; Carol Johnson 1986, ‘Social Harmony and Australian Labor: The Role of Private
Industry in the Curtin and Chifley Governments’ Plans for Australian Economic Development’, Australian Journal of
Politics and History, Vol. 32, Issue 1, April, pp. 39-51; Carol Johnson 1990, ‘Labor Governments Then and Now’, Current
Affairs Bulletin, October, pp. 4-13.

3> Johnson, The Labor Legacy, p. 1.

3 Ibid., p. 108.
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ideological analysis of the most recent federal Labor governments has included the Rudd and Gillard

Governments (2007-2013) within this broad ideological continuum.”’

The Labor Legacy documented many examples of how successive federal Labor governments have
underestimated the difficulties encountered in attempting to achieve greater social equity while
ensuring a favourable business investment climate, as well as those encountered in attempting to
convince both wage earners and business investors that their policies would best ensure the type of
economic stability, industrial development, and social equity from which both classes would benefit.
Johnson argued that the Curtin, Chifley and Whitlam Governments’ attempts at restructuring
Australian capitalism through reforms designed to enhance the system’s efficiency, all encountered
widespread business opposition, while these governments’ efforts at ensuring a healthy investor
climate also led to policies of wages restraint and limited their development of egalitarian welfare
policies. Johnson concluded that these governments’ economic and social welfare policies ultimately
pleased neither business nor labour.*® In this context, Johnson also conceived of the limitations which
applied to social democratic reforming governments more generally. She argued that they necessarily
‘find themselves having to promote the development of a healthy private sector or risk severe
disjunctions in the economy which can harm their working class supporters’.”’ Indeed, this is an
important point which has been emphasised by many arguing that the ALP has never constituted a
socialist party. According to this argument, under a capitalist system, business interests control the
direction and level of investment, the type of job creation, and ultimately the measure of economic
prosperity for which governments are held responsible. Under a capitalist economic framework,
business investors hold all the trump cards and their interests must be accommodated, or at least not
significantly threatened, or else governments risk a potential capital strike or similarly adverse

. 40
€conomic consequences.

Importantly for the ideological and policy analysis of this thesis, in acknowledging that the Hawke
Government shifted further to the right in its advocacy for policies of wages restraint and public sector
expenditure cuts than had its federal Labor government predecessors, Johnson argued that these

policies were primarily the result of the apparent breakdown in confidence which occurred around

37 See: Carol Johnson 2011, “Gillard, Rudd and Labor Tradition’, Australian Journal of Politics and History, Vol. 57, No. 4,
December, pp. 562-79. Johnson made this assessment notwithstanding her observations of the important differences which
existed between: Prime Minister (2007-2010, 2013), Kevin Rudd’s willingness to explicitly identify examples of market
failure, critique neoliberal ideology, and implement Keynesian interventionist policies in response to the Global Financial
Crisis; and Prime Minister (2010-2013), Julia Gillard’s much greater use of market-oriented policies - including within public
service provision - designed to empower social mobility, social inclusion, and individual responsibility.

38 Johnson, The Labor Legacy, pp. 1-2, 8-9, 25-50, 54-5, 58-60, 63-91.

¥ Ibid., pp. 6-7.

It should be noted that Johnson did not conclude that socialist reform of the nation’s capitalist economic system was
impossible, if pursued through the nation’s parliamentary democratic institutions. Rather, Johnson argued that the ALP was
ideologically opposed to replacing private control of profits and investment, and that for a genuinely socialist program to be
made feasible, a broad-based democratic mobilisation beyond the parliamentary system and into the realm of the workplace
would be required. See: Carol Johnson 1991, ‘A Reply to Maddox and Battin’, Australian Journal of Political Science, Vol.
26, No. 3, pp. 546-7.

0 See: Playford, ‘Who Rules Australia?’, pp. 148-51; Rowley, ‘The Political of Australia Since the War’, pp. 304-5.
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Keynesian macroeconomic theory. This breakdown in confidence was identified to have particularly
centred on the theory’s perceived inability to cope with the simultaneous occurrence of both high rates
of unemployment and inflation (stagflation), and the evident process of deindustrialisation. ‘Keynesian
economics’, Johnson explained, had been crucial because it ‘had offered an economic rationale for
Labor’s traditional commitments to social welfare and the expansion of the public sector’. ‘Once
Keynesian economics was rejected’, a process which Johnson acknowledges had begun in the latter
months of the Whitlam Government, ‘the conservative tendencies in Labor’s consensus politics came
to the fore’. As Johnson concluded, ‘The real break with Labor tradition would have come if the
government had responded to the crisis in a left-wing direction, for example by arguing for substantial
controls over private investment’.*' According to this argument, Keynesian economics provided the
Labor governments led by Curtin, Chifley and Whitlam, with a convenient interventionist policy tool
kit designed to uphold the Party’s social democratic ideology. Once Keynesian economics had been
discarded, however, it was not surprising that more conservative, market-oriented policies were
adopted, which although non-interventionist, were not considered by Johnson to be in conflict with the

Party’s social democratic ideology.

Those who have challenged the allied contentions that the ALP has never been predominantly
influenced by socialist ideology, and that the ALP has consequently maintained ideological continuity,
have not argued, however, that the ALP has consistently pursued a program for the swift overthrow of
the capitalist system.” Their argument has alternatively centred on their disagreement regarding the
definition of socialism, and their contention that the ALP has pursued incremental reforms which
could have over time cumulatively undermined the nation’s economic system ‘beyond recognition as

“capitalist””.*

According to Graham Maddox, Marxist socialism, as understood as a form of economic organisation
whereby the means of production, distribution and exchange are placed under collective ownership,
should not be understood as the only form of socialism. Maddox alternatively argued that socialism,
properly defined, prioritises more than just the value of collectivism, but also the democratic values of
the French Revolution: liberty, equality, and fraternity.** Maddox explained that socialists have been
critical of the capitalist system’s privileging of economic liberty above the other democratic values,

and he recounted how the ALP had been traditionally critical of unregulated markets, wherein the

! Johnson, The Labor Legacy, pp. 95-6.

See further: pp. 98-108; Johnson, ‘Labor Governments Then and Now’, pp. 9-10.

42 See: Maddox, ‘The Australian Labor Party’, pp. 221-5, 232-3; Graham Maddox 1989, The Hawke Government and Labor
Tradition, Penguin Books, Ringwood, pp. 180-1.

4 Graham Maddox & Tim Battin 1991, ‘Australian Labor and the Socialist Tradition’, Australian Journal of Political
Science, Vol. 26, No. 2, July, pp. 182, 184.

* Maddox, The Hawke Government and Labor Tradition, pp. 155-6, 187-92.

It is important to acknowledge that the democratic values of the French Revolution did not include — amongst others —
women, who ‘enjoyed civil rights but not political rights’, and did not attain the right to vote until 1944. See: Jack R. Censer
& Lynn Hunt 2001, Liberty, Equality, Fraternity: Exploring the French Revolution, Pennsylvania State University Press,
University Park, p. 55.
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liberty offered to working people might only amount to the ‘freedom to starve’. He emphasised in this
context that the market interventions the Party advocated appropriately concentrated on rectifying this
imbalance by alternatively facilitating the freedom of working people from economic insecurity.*
While Maddox acknowledged that many other ideologies have influenced the ALP, he argued that
socialist ideology provided the Party with its most influential and dynamic catalyst for progressive
policy action:
There may have been a Labor Party without socialism, but it would have been a very different Labor
Party — certainly not the one that brought the two-party dynamic to Australian politics and laid the
foundation of a social democracy. Throughout the first half of the century socialism informed and
inspired the Labor leadership and ... Labor reformism right down to 1974 was underpinned by a

feasible interpretation of democratic socialism.*

According to Maddox and Battin the Labor governments led by Curtin, Chifley and Whitlam, upheld a
socialist commitment to public enterprise, financial regulation, and various social reforms. Maddox
believed that these reforms were predicated against the excessive individualism identified with
unregulated market capitalism and promoted the values of a more co-operative, egalitarian
community.*” Alternatively, both Maddox and Battin agree that the direction of policy changed under
the Hawke Government. Socialist policies were discarded in favour of a form of ‘consensus’ politics
in which the market-oriented policies of their Liberal/National coalition opponents were championed
and implemented. For instance, Maddox argued that notwithstanding some valuable reforms, such as
the introduction of the Medicare public health system, and from 1987 the extension of support
payments to Australia’s poorest families; the Hawke Government broadly eschewed the Party’s former
partisan commitment to fight for the interests of the community’s most economically vulnerable.
Maddox identified significant public sector expenditure cuts (including in the areas of health,
education, and social welfare), cuts in the levels of real wages, financial market deregulation, and
privatisation of government-run enterprises, as evidence of the Hawke Government’s eschewal of
socialism. Maddox attributed the motivation for these policy initiatives to the Hawke Government’s
desire to please conservative opinion, and particularly that of the business community and financial
markets.*® In making this judgment, Maddox acknowledged that the Hawke Government confronted
severe economic challenges created by the significant reduction in the nation’s terms-of-trade.*
However, Maddox was critical that these economic considerations overshadowed all others, i.e. the

social, cultural, intellectual, spiritual and physical dimensions of public policy, so that under the

3 Ibid., pp. 172-86.

 Ibid., p. 163.

See also: Battin, ‘Keynesianism, Socialism and Labourism, and the Role of Ideas in Labor Ideology’, p. 41.

4" Maddox, The Hawke Government and Labor Tradition, pp. 141-8, 156, 158-60; Maddox, ‘The Australian Labor Party’, pp.
261-3, 269-72; Maddox & Battin, ‘Australian Labor and the Socialist Tradition’, pp. 185-6; Tim Battin 1994, ‘Keynesianism,
Socialism, and Labourism, and the Role of Ideas in Labor Ideology’, Labour History, Issue 66, May, p. 39.

8 See: Maddox, The Hawke Government and Labor Tradition, pp. 2-3, 7, 9-11, 17-24, 32-8, 44-52, 55, 60-1, 64-6, 83-4, 89-
137, 197-200.

> This term refers to the ratio between the prices a nation receives for its exported goods and services and the prices paid for
its imported goods and services. See: John Black 2002, Oxford Dictionary of Economics, 2™ edn, Oxford University Press,
Oxford, p. 464.
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Hawke Government economic prosperity became the only end which policies were designed to
achieve, rather than having been conceived as the means by which other ends, concerned with equality

and community wellbeing, might also be achieved.*

For Maddox and Battin the motivations which underpin policy decisions provide important clues for
whether policies are designed to undermine or reinforce the capitalist value of competition. According
to this tool of assessment, the Chifley Government’s ultimately unsuccessful attempt at bank
nationalisation can be identified as having been designed to garner financial resources in the public
interest and under public control (see chapter five). Alternatively, the Hawke Government’s decision
to deregulate financial markets through the floating of the nation’s currency exchange rate, the
removal of international exchange controls, and the introduction of foreign banks into the Australian
domestic market (see chapter seven), are identified as having empowered private (including
speculative) financial interests, which were not established to uphold the public interest. According to
this analysis, the governments led by Chifley and Hawke were identified as having travelled in
‘opposite directions’.”" The former was perceived to have used government economic interventions to
achieve socialist reforms, the latter to have empowered the capitalist system and to have betrayed the

ALP’s socialist tradition.

Importantly for the ideological and policy analysis of this thesis, Battin argued that Keynesian theory
complimented the objectives of socialism. He argued that the interventionist policies made feasible by
Keynesian theory contributed to the achievement of socialist objectives, and particularly the
empowerment of social and economic democracy and the reduction of economic inequality.’” Battin
used the term ‘Keynesian social democracy’ to describe this combination of Keynesian economics and
socialist ideology, and defined its presence according to the following policy commitments:

a) an unequivocal commitment to full employment;

b) an acceptance that public sector expenditures are not inherently undesirable and contrary to

the vitality of a prosperous private sector;
c) the use of fiscal policy to manage the aggregate demand of the economy;
d) a commitment to the social wage; and

e) arequirement for some collective control of investment.”

Battin argued that the Hawke and Keating Governments did not maintain any of these policy

commitments. The Hawke Government did not use fiscal policy to manage aggregate demand, but

50 See: Maddox, The Hawke Government and Labor Tradition, pp. 62-3, 192-3.

5! Maddox & Battin, ‘Australian Labor and the Socialist Tradition’, pp. 185-7, 189-90; Battin, ‘Keynesianism, Socialism, and
Labourism, and the Role of Ideas in Labor Ideology’, pp. 35-8.

52 Tim Battin 1993, ‘A Break from the Past: The Labor Party and the Political Economy of Keynesian Social Democracy’,
Australian Journal of Political Science, Vol. 28, No. 2, pp. 231-2.

53 Ibid., pp. 232-3.
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alternatively and knowingly allowed demand at various times to fall below that required to achieve
full employment; the Hawke Government embraced the mantra of the monetarist ‘crowding out’
theory (see chapter two), which argued that public sector expenditures are inherently inefficient and
wasteful; the Hawke Government’s commitment to social wage increases contained within the original
Accord agreement with the Australian Council of Trade Unions (ACTU) was reneged on; and these
governments failed to garner collective control over investment funds.** In this context, Battin argued
that the discarding of Keynesian macroeconomic theory by the Hawke and Keating Governments
provides evidence for the concomitant eschewal of socialist ideology and the betrayal of Labor’s

ideological tradition.

As we have seen, Johnson perceived that the declining influence of Keynesian theory did not represent
a fundamental break with the Labor Party’s social harmony ideology, but rather a policy shift to a
more right-wing version of this ideology. Johnson believed that it was not surprising that once
Keynesianism had been rejected, the ALP embraced more conservative policies in response to
economic crises. These policies, she argued, had always formed part of the Party’s social harmony
ideology, i.e. wages restraint and restraint of public sector expenditures. Indeed, Johnson pointed to
the precedent of the severe public sector restraint introduced by the Scullin Labor Government (1929-
1932), amidst the economic hardships of the Great Depression (see chapter four). Johnson drew the
conclusion that this level of public sector austerity had been implemented ‘before Keynesian
economics gained widespread adherence for strategies against recession which happily aligned
humanitarian provision, government and private sector’. Consequently there was no surprise for
Johnson that a subsequent Labor government would implement similar public sector restraint in the
face of similar (though less severe) economic crises.” In this account, the policy changes associated
with the eschewal of Keynesian economics were considered significant, but also in keeping with the

Labor Party’s social harmony ideological priority of ensuring a prosperous capitalist economy.

The influence of Keynesian macroeconomics has been identified, therefore, as a useful analytical
guide in the assessment of ALP ideology. The theory’s influence has been identified as either evidence
of the Party’s adherence to socialist ideology, or merely evidence of the use of a convenient economic
policy tool kit, which appeared for a time to offer economic policies in the interests of both labour and
capital. The theory’s eschewal has alternatively been identified as either evidence of the betrayal of the
Party’s socialist ideological tradition, or merely the discarding of a set of economic policies thought to
have been discredited because of Keynesian theory’s apparent inability to offer feasible solutions to
adverse macroeconomic conditions. The importance of macroeconomic theory and policy to the
assessment of ALP ideological continuity has therefore been established, and it is this avenue of

ideological enquiry which this thesis extends. The following sections on this thesis’ methodology,

5* See: Ibid., pp. 235-7.
55 Johnson, ‘Labor Governments Then and Now’, p. 10.
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chapter outline and argument, explain how this line of ideological enquiry is prosecuted throughout

this thesis.

Methodology

As was outlined earlier, the singular focus of the ideological analysis of this thesis is confined to the
implications of macroeconomic policy-making. The reasons why this is considered a fruitful line of
ALP ideological enquiry have been explained with regard to the existing academic literature. Some
important points about the traditional confines of macroeconomic theory, as compared with the
broader concerns of microeconomic theory, need to be established. At its simplest macroeconomics
has traditionally been concerned with those economic variables which describe the aggregate of
economic activity in an economy. These variables include: total employment and production,
consumption levels, investment levels, the rate of inflation, and wage outcomes. As economist John
Black has explained, macroeconomics:

also asks what causes booms and slumps in the short run, and what determines the long-term growth

rate of the economy. ... Macroeconomics considers how these matters can and should be influenced by

government through monetary and fiscal policies. It is contrasted with microeconomics, which is

concerned with micro questions, such as the incentives operating on individuals and firms in the

economy, the organization of production, and the distribution of incomes.*®
As chapters two and three detail, because the major theoretical and policy differences between market
liberal economists and John Maynard Keynes (1883-1946) have centred around the causes of the
capitalist economic system’s business cycle (see chapter two), the policy analysis of this thesis is
confined to those policies which have been traditionally identified as having affected macroeconomic
stability and prosperity. As chapters two and three establish, these policy areas include: fiscal and
monetary policies; various financial regulations; and wages policies. The focus upon these
macroeconomic policy levers justifies this thesis’ ideological analysis of federal Labor governments,
as it is at this level of government, within Australia’s federal distribution of powers, that the policy

decisions which affect macroeconomic variables are predominantly made.

As has been outlined, chapters two and three of this thesis canvass the major philosophical, theoretical
and policy differences between market liberal economists and John Maynard Keynes. The reasons for
the selection of these two strands of macroeconomics, and of each economic theorist chosen, requires
explanation. In the period since the English economist John Maynard Keynes began publishing his
highly influential macroeconomic and popular works in the early-1920s, both Keynesian and market
liberal theories have competed for orthodox prominence regarding both their diagnoses of the causes
of the capitalist system’s business cycle, and their ameliorative policy solutions. This theoretical and

policy prominence, which has existed throughout much of the developed world and in Australia since

%8 Black, Oxford Dictionary of Economics, 2™ edn, p. 282.
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this period, is established throughout this thesis, and provides justification for the selection and

analysis of these macroeconomic theories.

This thesis takes as its understanding of Keynesian economics the theoretical principles and policies
advocated by John Maynard Keynes. Although this may appear a non-controversial methodological
selection, the fact that this thesis does not focus on analysing the post-Keynesian economic tradition,
requires substantiation. Although Battin’s work (referred to above) expressed a clear understanding of
Keynes’ major contributions to macroeconomic theory, Battin’s understanding of broader Keynesian
perspectives explicitly surpassed what Keynes himself actually advocated.”” Battin extended what he
identified as the more radical implications of Keynes’ critique of the market liberal faith in market
equilibrium (see chapter three), to include within Keynesianism his understanding of a social
democratic commitment to the welfare state and significant institutional reforms designed to facilitate
public sector control of investment for the maintenance of full employment.”® In so doing, Battin
included within his definition of Keynesian social democracy the theories and policies of some of
Keynes’ more radical followers, whom he identified as post-Keynesians, and in particular the theories
and policies of Keynes’ one-time colleague, Michal Kalecki (1899-1970).° Battin’s research has
added significantly to our understanding of the relationship between Labor policy and post-Keynesian
perspectives. However, this thesis takes a different approach. Battin’s definition of Keynesianism is
not replicated within this thesis, because its analysis seeks to alternatively contribute new insights
through the comparison of successive federal Labor governments’ policies with a traditional

understanding of Keynesian economics.

On the market liberal side, three economists from the Austrian and Chicago schools of economic
thought have been selected as the subjects for analysis. These economists are: the Austrian school’s
Ludwig von Mises (1881-1973) and Friedrich von Hayek (1899-1992), and the Chicago school’s
Milton Friedman (1912-2006). Their selections are justified according to both their prominent
influence on macroeconomic theory and policy in the period since the 1930s, and because their work
has provided the essential principles which have underpinned the market liberal critique against
Keynesian interventionist policies. These points are substantiated within chapter two, and throughout

this thesis’ analysis of federal Labor governments’ macroeconomic policy-making.

Important points need to be established at this juncture regarding the definitional conception of
ideology, and social democratic ideology in particular. At the conceptual level, Iain MacKenzie has
defined ideology to include ‘an account of social and political reality ... by providing a description of

society, an intellectual map, which enables us to position ourselves in the social landscape’, as well as

57 For instance, Battin acknowledged that Keynes® policy advocacy sought to alleviate macroeconomic instability, not to
acquire government control of resource distribution. See: Battin, Abandoning Keynes, pp. 63-4.

58 Ibid., pp. 9, 24-9, 153-4.

% Ibid., pp. 8, 15-6, 22, 66-70, 126, 178-9, 200, 238.
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embodying ‘a set of political ideals aimed at detailing the best possible form of social organisation’.”
For MacKenzie, ideology provides its adherents with a perspective on how to interpret the world, as
well as a vision of an improved society from which policies can be designed to either enact beneficial
reforms, or prevent destructive change. MacKenzie also explained that ideology provides the
conceptual framework from which to understand ‘contrasting interpretations of essentially contested
concepts, where an essentially contested concept is one which does not, and could not, have an agreed
meaning [original emphasis]’.®! In other words, many of the subjective assessments people make of
the world can only be usefully understood according to the ideological values which underpin them.

They cannot be objectively justified or defended.

In the Australian context, Bruce O’Meagher has defined political party ideology as constituting ends
and means, whereby:
Political ends comprise shared values and ideals, critiques of the existing social, political and economic
order, and visions of what should replace that order; political means, on the other hand, comprise
theories about political action and political and social change (or preservation) and programmes of
action directed towards such change or preservation.®
Here O’Meagher’s definition offers a useful description of how various characteristics of an ideology
can be understood as constituting either ideological ends or means; a distinction which is of crucial
importance to this thesis’ epistemological understanding of ideology and its analysis. However, while
O’Meagher’s dichotomy offers analytical clarity, this thesis does not accept that the policy means used
to achieve ideological ends or objectives define the ideology of a political party. In this sense, this
thesis proposes that it is the ideological ends which define a party’s ideology, such as the social
democratic/labourist objective (referred to above), and not the means employed, i.e. Keynesian or
market liberal macroeconomic theories. This understanding that social democratic ideology is open to
policy change, despite being defined by a constant ambition to improve the living standards of
working people and their dependents, has resonance with many scholars who have analysed the

changing nature of social democratic ideology in the European context in recent decades.®

Returning to O’Meagher’s useful insight, this thesis accepts his conclusion that: ‘All political parties,

whether or not they are conscious of or prepared to admit the fact, are thus imbued with ideology’.**

% Tain MacKenzie 2003, ‘The Idea of Ideology’, in Robert Eccleshall, Alan Finlayson, Vincent Geoghegan, Michael Kenny,
Moya Lloyd, Iain MacKenzie & Rick Wilford (eds), Political Ideologies: An Introduction, 3™ edn, Routledge: Taylor &
Francis Group, New York, p. 2.

S Ibid., p. 7.

2 B.D. O’'Meagher 1983, ‘Introduction: Labor ideology and socialism’, in Bruce O’Meagher (ed.), The Socialist Objective:
Labor and Socialism, Hale & Iremonger, Sydney, p. 3.

83 See for instance: Andrew Gamble & Tony Wright 1999, ‘Introduction: The New Social Democracy’, in Andrew Gamble &
Tony Wright (eds), The New Social Democracy, The Political Quarterly in association with the Fabian Society, Blackwell
Publishers, Oxford, pp. 2-4. See also: pp. 1-9. Gamble and Wright argued (p. 2) that social democratic ideology maintains a
constant advocacy ‘for reforms of economic and social institutions which counter injustice and reduce inequality’. This
closely resembles this thesis’ understanding that social democratic ideology is defined by a constant ambition to improve the
living standards of working people and their dependents.

8 0’Meagher, ‘Introduction: Labor ideology and socialism’, p. 3.
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This understanding of ideology raises some important issues concerning its empirical observation and
analysis. Most particularly, the study of ideology has been identified as inherently biased, and
therefore incapable of totally rational or value-free observance.®” Despite these limitations, however,
Andrew Vincent has argued that although: We examine ideology as fellow sufferers, not as neutral
observers’, and there is ‘no way of excluding our own presuppositions’, so as to ‘compare or validate’
our own conceptions of ideologies ‘with some definite external thing’, ‘we can [however| compare
worlds. ... We can both belong and also, to a degree, distance ourselves in the very fact of theorizing
self-consciously’.* This thesis adopts this epistemological approach to the examination of ideology. In
this context, this thesis does not accept the later Marxist conception of ideology as ‘false
consciousness’ - used to obfuscate capitalism’s inherent inequalities and injustice. Rather, it is
assumed in this thesis that ideology can be identified and include ideas for which a scholar

undertaking the analysis might agree, and ideas with which they disagree.®’

Attention now turns to what constitutes empirical evidence of ideology in the Australian political party
context. Here the approach of Andrew Vincent is once more instructive. Vincent has suggested ‘that
ideology can be found in phrase mongering as well as in the most abstract philosophical or scientific
thought’, with ‘immensely sophisticated theorizing’ expressing ‘the same basic ideas ... [as found] in
the crudest form of sloganizing and propaganda’. As such, Vincent reasoned, ‘we should not, in
consequence ... always expect to approach ideologies as coherent constructs’. Rather, as a result of
what Martin Seliger has conceptualised as the distinction between the ‘fundamental and operative
level of ideology [original emphasis]’, one should expect that the ‘principles, beliefs and prescriptions’
of the fundamental ideology would often be tempered when actively applied, due to such

contingencies as technical implementation considerations.®®

Vincent was, however, also cognisant that the pragmatic contingencies of which Seliger referred are
often themselves perceived through an ideological lens. ‘[T]he perception of contingencies still relates
to ideological views. ... All perceptions of the necessity of contingencies are conceptually mediated’.*
This acknowledgement has been replicated by other scholars in the field of party political analysis.
Carol Johnson, has for instance acknowledged that ‘conceptions of pragmatism can themselves be
ideologically shaped’.” With specific reference to the study of ALP ideology, Johnson noted that:

... one should not overstate the degree to which politician’s statements are purely shaped by expediency.

Not only do many politicians have deeply held beliefs but considerations of expediency generally occur

within the boundaries of ideological frameworks which determine, influence or restrict competing

6 See: Lindy Edwards 2013, The Passion of Politics: The Role of Ideology and Political Theory in Australia, Allen &
Unwin, Sydney, pp. 3-4.

% Andrew Vincent 1992, Modern Political Ideologies, Blackwell, Oxford, p. 20.

87 Carol Johnson 2000, Governing Change: Keating to Howard, University of Queensland Press, St. Lucia, p. 13.

88 Vincent, Modern Political Ideologies, p. 17.
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options. Politician’s conceptions of “expediency” and “pragmatism” are themselves intensely

ideological.”!

The analysis of this thesis seeks to ascertain the influence of competing macroeconomic theories on
federal Labor governments. These theories are underpinned by divergent philosophical principles, and
offer competing diagnoses for the occurrence of adverse macroeconomic circumstances, and offer
competing ameliorative policy solutions. While the appeal of either of these theories may be attributed
to the empirical verification of their theoretical analyses or policy effectiveness, policy-makers may
also be attracted to these theories’ ideological presuppositions. The analysis of this thesis is therefore
appropriately underpinned by an understanding of how the ideological beliefs of key policy-makers
and their advisers can shape and constrain federal Labor governments’ understandings of viable policy

options.

Accordingly, much of the macroeconomic policy analysis of this thesis is informed not only by an
analysis of official ALP policy documents, speeches, and various other forms of policy defence, but
also autobiographical and biographical material which provide valuable insights into the ideological
and policy backgrounds of key federal Labor government cabinet ministers, and where relevant, senior
public servants. For those governments whose cabinet papers have been made accessible to the public,
analysis of these is also included where they provide insight into the theoretical and ideological
underpinnings of policy decisions. The valuable insights of secondary academic and popular studies

are also included to supplement the primary materials analysed.

This approach has been followed, because it is proposed that to understand the underlying ideological
motivations which underpinned the macroeconomic policy decisions of successive federal Labor
governments, the ideological predispositions of key policy-makers must be understood and
established. This analytical approach does not discount the influence that various other factors have
had upon macroeconomic policy-making. For instance, in keeping with other studies which have also
assessed the influence of economic theories on Australian policy-making,” the policy analysis within
this thesis acknowledges the influence of such factors as: bureaucratic structures and advice, advice
emanating from international inter-governmental institutions, and exogenous economic circumstances.
However, the respective influences of these factors are not ranked in order of importance for each
period of federal Labor government. The purpose of this thesis’ ideological analysis is rather to assess
the vacillating influence of Keynesian and market liberal macroeconomic theories upon the policy-

making of federal Labor governments, and to assess what these vacillating influences reveal about the

™! Johnson, The Labor Legacy, p. 3.

72 See for instance: Battin, Abandoning Keynes; Greg Whitwell 1986, The Treasury Line, Allen & Unwin, Sydney; Alex
Millmow 2010, The Power of Economic Ideas: The Origins of Keynesian Macroeconomic Management in Interwar Australia
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development of ALP ideology. The following section outlines how the central argument of this thesis

is substantiated in each chapter.

Chapter Outline and Argument Summary
As has been outlined throughout this chapter, chapters two and three establish the philosophical,
theoretical and policy components of both market liberal and Keynesian macroeconomic theories.
Chapter two establishes the libertarian philosophical influence which underpinned the economic
theorising and policy advocacy of Mises, Hayek and Friedman. This ideological background is
established in order to affirm the individualist ontology from which these economists developed their
macroeconomic theorising, which argued that the capitalist economy’s business cycle is not an
inherent function of a laissez-faire economy, but rather the result of various government economic
interventions. Consequently, and with few exceptions, chapter two establishes that these market liberal

economists favoured the avoidance of all interventionist macroeconomic policies.

Chapter three establishes that contrary to the assessment of these market liberal economists, John
Maynard Keynes argued that a /aissez-faire capitalist economy is inherently prone towards cyclical
bouts of instability, which require various regulatory measures and other forms of government
economic intervention to rectify. This theoretical analysis was underpinned by his liberal ideological
vision for a ‘middle way’ form of regulated capitalism. Keynes argued that periodic bouts of deficient
demand caused recessionary economic conditions, which could be avoided or ameliorated through the
timely implementation of counter-cyclical fiscal stimulation, and in particular the deployment of
public works. Keynes also championed the implementation of several measures of financial market
regulation to militate against the occurrence of speculative investment, including his proposal for the
‘socialisation of investment’, and his Keynesian colleagues favoured the regulation of wage rates to
prevent wages under the conditions of full employment from stifling investment or creating
inflationary pressure. Chapter three establishes that beyond these measures, Keynes did not challenge
the theoretical assumptions or policy advocacy of market liberal economists. Consequently, it is these
macroeconomic policies which form the basis of the subsequent policy analysis of successive federal

Labor governments.

Chapter four provides the background context of the ALP’s foundational, populist opposition to the
‘money power’ and establishes the similarities between the Party’s consequent ambition to regulate
the banking industry and Keynes’ advocacy for the ‘socialisation of investment’. Chapter four also
establishes how the development of Keynes’ macroeconomic theorising influenced the Scullin
Government to advocate a proto-Keynesian program of demand stimulation, designed to protect its
working constituents from the ravages of the Great Depression, but which was thwarted by the

combined opposition of the Australian and London banking industries, the Australian economics
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profession, and the conservative-dominated Senate. The remainder of this chapter establishes two key
points of relevance to the subsequent analysis of federal Labor governments. It establishes the
significant influence Keynesian macroeconomics subsequently had upon younger Australian
economists, many of whom would assume senior and influential positions within the Commonwealth
public service; and it canvasses the insights of one of these economists, E.R. Walker, who presciently
documented the criteria which should govern the successful deployment of Keynesian stimulatory
public works, and which provides this thesis with a useful measure of the success or otherwise of the

stimulatory public works programs subsequently deployed by federal Labor governments.

Chapter five establishes the Curtin Government’s consolidation of plans for the implementation of
Keynesian macroeconomic management, which formed part of this government’s wider plans for the
post-war reconstruction of the economy following the Second World War. It establishes that the
acceptance of Keynesian macroeconomic management amongst important sections of the
Commonwealth public service and economics profession had transformed since the period of the
Scullin Government, and that this greatly assisted in lending legitimacy to the planning of Keynesian
policies. However, notwithstanding this widespread institutional support, chapter five also canvasses
several implementation problems, either experienced or anticipated during the Chifley Government’s
period in office, with regard to Keynesian policies. Specifically, the attempts made to restrain
inflationary pressures through financial regulation, and fiscal and wages restraint, proved politically
unpopular. Efforts aimed at ensuring an international commitment to principles of Keynesian
macroeconomic management proved unsuccessful, and the deployment of public works, as
recommended in the Curtin Government’s seminal White Paper, Full Employment in Australia (1945),

were anticipated to encounter significant and perhaps intractable implementation problems.

Chapter six establishes that by the time the Whitlam Government was elected to office in December
1972, the nation had experienced a long post-war economic boom, the strength and longevity of which
had convinced Whitlam that the macroeconomic debate had been resolved in favour of Keynesianism.
Furthermore, Whitlam believed that Keynesian macroeconomic management could be appropriately
administered through the advice of public sector experts, removed from the political fray. However,
the experience of macroeconomic crises under his government’s stewardship placed the competing
diagnoses and policy solutions of market liberal and Keynesian macroeconomic theories firmly back

on the government’s agenda.

The argument prosecuted in chapter six is that for most of the period of the Whitlam Government
there did not exist decisive political leadership with regard to the formulation of macroeconomic
policy. Instead, the fiscal implementation of the government’s social reform program largely dictated

fiscal policy priorities for the majority of the Whitlam Government’s period in office. This policy
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influence operated outside of the advocacy of either Keynesian or market liberal theories. However,
chapter six does acknowledge that during the fiscal year 1974-75, the Whitlam Government did
implement a program for the deployment of stimulatory public works under the Regional Employment
Development Scheme (REDS). It is identified that this scheme adhered to many of the criteria
established by both Keynes and E.R. Walker, with regard to the successful deployment of stimulatory
public works. This observation notwithstanding, however, chapter six also argues that not enough
expenditure was committed to the REDS and other stimulus measures to effectively arrest the evident
increase in unemployment. Moreover, chapter six concludes by establishing the Whitlam
Government’s final and decisive adoption of a market liberal diagnosis of the adverse stagflationary
conditions Australia was at that time experiencing. This diagnosis involved the acceptance that its own
excessive expenditures, and the wider economy’s excessive wage rates, were responsible for the

prevailing conditions of both very high levels of inflation and the rising rate of unemployment.

Chapter seven canvasses the Hawke Government’s shift from the implementation of an identifiably
Keynesian-influenced policy platform, to the implementation of a market liberal macroeconomic
agenda which sought to stimulate private sector investment through the redistribution of resources
away from the public sector and wage earners and towards the private sector, through fiscal and wages
restraints. This chapter establishes that during the Hawke Government’s first term in office (1983-
1984), its macroeconomic policies were broadly underpinned by the Keynesian-influenced Statement
of Accord, agreed between the federal ALP and the ACTU prior to the 1983 federal election. This
macroeconomic policy platform advocated a Keynesian counter-cyclical fiscal policy, supported by a
centralised policy of cooperative wages restraint. Chapter seven establishes, however, that this
platform was subverted from the Hawke Government’s first year in office by the implementation of
market liberal policies. From the latter-part of 1983, the Hawke Government implemented various
policies of financial deregulation, including: the floating of the nation’s currency exchange rate; the
abolition of exchange controls; the abolition of several banking regulations; and the introduction of
foreign banking competition. From the end of its first term, the Hawke Government also adhered to
the market liberal advocacy for fiscal restraint, and when confronted with severe current account
deficit problems from the mid-1980s, the government responded with a concerted agenda of fiscal,
monetary, and wages policy restraints, designed to reduce domestic consumption demand for imported

goods, and redistribute resources to productive private sector investors.

However, and in accordance with the core argument of this thesis, chapter seven and chapter eight also
argue that the Hawke and Keating Governments — like their federal Labor government predecessors -
implemented those macroeconomic policies which they believed best facilitated the ALP’s social
democratic objective of attempting to improve the living standards of workers and their dependents. In
this context, Keynesian policies were eschewed because they were considered by key cabinet ministers

to have been both ineffective and redundant. Chapter seven explains that from the mid-1980s the
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Hawke Government believed that it was only through the greater empowerment of competitive
financial markets and a restrained public sector and wages system, that macroeconomic prosperity
could be restored, because these measures promoted a more efficient distribution of resources,
facilitated greater levels of investment and employment, and thereby established the foundations for

better standards of living.

Chapter eight argues that the Hawke Government’s implementation of the market liberal policies of
fiscal and monetary restraints, and financial market deregulation, facilitated and then significantly
contributed to the depth of the severe recession experienced during the early-1990s. Moreover, chapter
eight also argues that the Hawke and Keating Governments’ largely non-interventionist market liberal
policy responses to this recession revealed the problems which can be encountered when timely and
effective Keynesian stimulatory policies are not taken to avoid or alleviate growth in unemployment.
Without this type of Keynesian response, market forces proved slow to produce an employment
recovery. In this context, it is also argued that the Keating Government’s implementation of its modest
stimulatory program, One Nation (1992), proved ineffective. The One Nation program’s expenditures
were too modest, poorly targeted, and ill-timed to deliver an effective stimulus to the economy. Their
composition did not adhere to either the fiscal stimulatory principles enunciated by Keynes (outlined
in chapter three), or the criteria devised for the successful deployment of stimulatory public works
established by E.R. Walker in the 1930s (see chapter four). This chapter thereby concludes that in
spite of the recessionary economic circumstances encountered, the Keating Government, like the
Hawke Government before it, did not seriously consider that the private sector required significant

fiscal stimulatory intervention.

In providing an overall assessment of the Hawke and Keating Governments’ record of macroeconomic
management, chapter eight acknowledges that both the Hawke and Keating Governments made
significant efforts to shield society’s most disadvantaged from the inequitable consequences of market
distribution. However, in spite of these efforts, the overall assessment of the Hawke and Keating
Governments’ broadly non-interventionist macroeconomic policies concludes that these governments
failed to facilitate and maintain the prosperous conditions of low inflationary full employment, from
which the ALP’s traditional working constituents directly benefit. Any discernible improvement in
broad macroeconomic variables which were evident by the late-1980s — and particularly the
discernible improvement in the unemployment rate — was subverted by the deep and long-lasting
recession of the early-1990s; one of the chief legacies of which was a stubbornly high level of
unemployment, not significantly reduced for the remainder of the Keating Government’s period in

office.
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Chapter eight concludes that the macroeconomic experience of the Hawke and Keating Governments
reveals the risks social democratic governments confront when they place too great a trust in the
resource distribution of the private sector to determine the pace of economic activity, the level of
investment and employment, and ultimately the living standards of workers, their dependents and
society’s most disadvantaged. It is argued that in spite of the Hawke and Keating Governments’ belief
that they were implementing those macroeconomic policies which most feasibly upheld the long-term
material interests of the ALP’s working constituents, a large amount of evidence exists to suggest that
these governments’ faith in market liberal policies to deliver full employment prosperity was

misplaced.

Chapter nine establishes that prior to the 2007 federal election, both Prime Minister, Kevin Rudd
(2007-2010, 2013), and Treasurer, Wayne Swan (2007-2013), objected to the philosophy and policy
advocacy of market liberalism, and instead advocated for various government interventions to
facilitate macroeconomic prosperity, and uphold the ALP’s social democratic objective. In accordance
with this ideological predisposition, chapter nine argues that Rudd and Swan did not believe that the
next major round of economic reform should include an extension of the pro-market reforms
implemented by their Commonwealth Government predecessors, but should rather centre around
targeted public sector investments in those areas which they believed drove future productivity
growth: economic infrastructure, and human capital. Chapter nine therefore establishes that under
Rudd’s leadership the federal ALP advocated and then implemented increased public sector
investments in economic infrastructure, most notably through the establishment of the National
Broadband Network (NBN), and in human capital through increased expenditures on research and
education funding, and the alleviation of skills shortages through targeted investments in vocational

training.

Chapter ten then argues that Rudd and Swan’s long-standing ideological belief in the legitimate role
governments have in intervening to facilitate improved economic outcomes, was evident in the Rudd
Government’s subsequent Keynesian response to the Global Financial Crisis (GFC). Chapter ten
acknowledges that the Rudd Government’s Keynesian policy responses to the GFC were both
informed and supported by the Commonwealth Treasury, as well as key international
intergovernmental institutions, including the OECD and IMF. Indeed, the policy advice the Rudd
Government received from Treasury is particularly notable, because it reversed the strident market
liberal advice the Hawke and Keating Governments had received during the early-1990s recession.
Rather than expressing an aversion to Keynesian fiscal intervention, senior Treasury officials shared
the Rudd Government’s desire to avoid a repeat of the burgeoning numbers of long-term unemployed,
as well as the permanent skill atrophy, and business failures, prevalent during this period. In
acknowledging these sources of institutional support, however, chapter ten also argues that the Rudd

Government, and in particular Prime Minister Rudd and Treasurer Swan, were already ideologically
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amenable to Keynesian policy solutions to the crisis, as evidenced by their long-standing advocacy for
government intervention to solve economic problems (canvassed in chapter nine). Confronted with the
largest international economic downturn since the Great Depression, the Rudd Government’s evident
concern for the plight of workers and their dependent families, and the acceptance amongst its most
senior cabinet ministers that Keynesian policy interventions can provide an effective stimulus to
aggregate demand, meant that the Rudd Government was ideologically predisposed to protect jobs

through Keynesian methods.

Chapter ten also emphasises how closely many of the Rudd Government’s stimulatory public works
programs complied with the general principles outlined by Keynes (see chapter three), and the criteria
devised by E.R. Walker in the 1930s (see chapter four). Moreover, chapter ten acknowledges that the
design of the Rudd Government’s fiscal stimulatory interventions were identified by the IMF, the
OECD, and many prominent economists, including the 2001 Nobel Prize-winning economist, Joseph
Stiglitz, as having been largely responsible for Australia’s success in avoiding both a technical
recession and a significant increase in the nation’s unemployment rate. This appraisal forms the
conclusion of this chapter’s overall assessment of the Rudd Government’s Keynesian response to the
GFC. Observation of the key macroeconomic variables has confirmed that the Australian economy
successfully negotiated its way through the crisis, and based upon Treasury’s estimations, it is argued
that the Rudd Government’s various fiscal interventions can take much of the credit. Based upon this
analysis, chapter nine concludes that the Rudd Government’s Keynesian response to the GFC offers a
valuable case study in how successful Keynesian policies can be, if implemented in a timely manner,

in maintaining high levels of employment amidst serious macroeconomic crises.

Chapter ten acknowledges that the Building the Education Revolution (BER) schools public works
program bolstered employment in the regionally-dispersed construction industry, and thereby
significantly contributed to the retention of important workforce skills, as well as the maintenance of
apprenticeship training. It is also acknowledged, however, that program reviews of both the Home
Insulation Program (HIP) and BER program identified serious shortcomings with regard to the HIP’s
inadequate safety regulation design and compliance, and some instances within the BER program of
excessive costs, and failure to meet value-for-money outcomes. Interestingly, however, an important
finding established by separate investigations into both of these programs found that if those state and
Commonwealth government agencies, given responsibility for the planning and implementation of
these programs, had greater access to technical expertise relevant to the management of public works,
then the HIP and BER program would likely have avoided or lessened the severity of these
shortcomings. Chapter ten therefore concludes that a key recommendation of the BER Implementation
Taskforce’s Final Report should be given serious consideration by Commonwealth, state, and territory

governments: that the public sector should recruit a greater number of technically qualified graduate



26

engineers, in order to restore the public works capacities of Australian governments, and thereby equip

them to better manage the deployment of stimulatory public works programs in the future.

The conclusion is also reached, however, that lower quality public works projects may still have to be
tolerated when deployed for stimulatory purposes. On this point, it is notable that the assessments of
senior public servants under the Rudd Government reflected the earlier concerns expressed by the
Chifley Government and their advisers in the late-1940s, with regard to the difficulties involved in
effectively planning lists of public works projects for stimulatory use. Their conclusions were
essentially the same: the planning of shovel-ready, high quality public works, cannot likely be planned

in advance, or delayed for stimulatory deployment.

Nevertheless, chapter ten firmly concludes that the Rudd Government’s successful handling of the
GFC provides a valuable case study for the ongoing usefulness of Keynesian macroeconomics for
federal Labor governments. Whereas the Hawke and Keating Governments’ market liberal policies
precipitated and then prolonged a damaging recession in the early-1990s, one of the chief legacies of
which was a stubbornly high rate of unemployment which remained above 8 percent for the remainder
of the Keating Government’s period in office, the Rudd Government’s Keynesian response to the GFC
avoided both a damaging recession and a high rate of unemployment. It is from this position that this
chapter concludes that Keynesian policies provide federal Labor governments with the
macroeconomic demand management policies needed to facilitate the conditions of low inflationary,
full employment prosperity, from which the ALP can attempt to fulfil its social democratic objective

of improving the living standards of its working constituency and their dependents.

This chapter structure and content establishes the following conclusions. Although the author is not
influenced by a Marxist socialist ideology, this thesis supports the argument of ALP ideological
continuity originally identified by the Party’s socialist critics. It is argued that federal Labor
governments have consistently adhered to a social democratic ideology. The analysis of federal Labor
governments’ macroeconomic policies suggests that although these governments have been
periodically influenced by two competing and incompatible macroeconomic theories, all federal Labor
governments have sought to uphold the Party’s ideological objective of improving the living standards
of the Party’s traditional core constituency: working people and their dependents. They all
implemented those fiscal, monetary, wages, and financial regulatory policies they believed would best
facilitate sustainable low inflationary employment growth, from which to underpin improved living
standards for the ALP’s working constituency, while also upholding key measures of a social safety
net. In this context this thesis argues that while the economic policy means adopted by successive
federal Labor governments have differed, the Party’s broad ideological objective has remained

unaltered.
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In addition to the argument for ideological continuity, this thesis also argues that successive federal
Labor governments have learnt from their predecessors’ policy-making experiences. For instance,
chapter five establishes that the Curtin and Chifley Governments’ adoption of Keynesian policies had
been heavily influenced by their experiences — and those of their public service policy advisers — of
the human suffering and economic waste associated with the Great Depression, and the policy
ineffectiveness of the Premiers’ Plan, which had been reluctantly implemented by their Scullin
Government during this period (see chapter four). It is also established in chapters seven and eight,
that although the Hawke and Keating Governments alternatively concluded that market liberal
macroeconomic policies provided a more feasible method of increasing private sector investment and
employment, this conclusion similarly drew upon the policy-making experiences of their Whitlam
Government predecessors (see chapter six). It is argued that part of the reason the Hawke and Keating
Governments upheld policies of fiscal and wages restraints throughout most of their period in office,
was because of their desire to avoid the crowding out of private sector investment which they believed
had occurred under the Whitlam Government. Finally, as chapter ten establishes, the Rudd
Government and their Treasury advisers were also heavily influenced by the experience of the human
suffering, loss of workforce skills, and the waste of idle capital and labour resources, which had

accompanied the significant rise in unemployment which occurred during the early-1990s recession.

This thesis also argues, however, that some key lessons from the policy-making experiences of earlier
federal Labor governments were subsequently forgotten. Most notably, the Hawke and Keating
Governments discarded or were not aware of the pertinent criticisms Keynes had made of unfettered
market forces, which had previously influenced the policy-making of the Curtin and Chifley
Governments. For instance, Keynes’ scepticism of financial markets’ inherent tendency to engage in
speculative, inefficient activity, had underpinned his advocacy for several measures of financial
market regulation, including the ‘socialisation of investment’ (see chapter three). These insights were
reflected in the Curtin Government’s 1945 banking reforms, which had been designed to facilitate a
high and stable rate of investment through direct regulatory controls (see chapter five).
Notwithstanding Keynes’ theoretical insights, however, the Hawke and Keating Governments eagerly
embraced the deregulation of financial markets, believing that the removal of financial regulatory
impediments, including the introduction of foreign banking competition, would facilitate a more
efficient distribution of finance capital to enterprising firms and businesses, and thereby assist in
creating greater employment opportunities for the ALP’s working constituents. Therefore, and in
combination with these governments’ policies of fiscal and wages restraints, and other policies
designed to facilitate greater market distribution (see chapter eight), the Hawke and Keating
Governments disregarded one of Keynes’ central conclusions: that unfettered markets tend towards a
state of employment equilibrium below that of full employment. In other words, according to Keynes,
financial markets had to be significantly regulated in order to ensure the efficient distribution of

finance capital, and a high level of employment.
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Moreover, as chapter eight establishes, the speculative financial activity associated with the late-1980s
investment boom was not only facilitated by the Hawke and Keating Governments’ financial
deregulatory reforms, but it also required the intervention of a severe corrective monetary policy,
which precipitated the early-1990s recession. This recession revealed that if Keynesian stimulatory
action is not taken to avoid or alleviate a contraction in demand, market forces can be very slow in
producing a recovery in investment and employment levels. In this context, while the Hawke and
Keating Governments rejected the insights and policy advocacy of Keynesian macroeconomics, its
own policy-making experience revealed the risks social democratic governments confront when they
place too great a trust in the resource distribution of the private sector to determine the pace of
economic activity, the level of investment and employment, and ultimately the living standards of

workers, and their dependents.

Accordingly, this thesis concludes that although market liberal non-interventionist policies are not
inconsistent with the Party’s social democratic ideology, they have proven less reliable in maintaining
macroeconomic stability, with consequent adverse effects on the living standards of the ALP’s
working constituents, and particularly during times of recession and recovery. Moreover, this thesis
also concludes that the Rudd Government’s successful handling of the GFC provides a valuable case
study for the ongoing usefulness of Keynesian macroeconomics for federal Labor governments. This
thesis therefore argues that the ALP would be well advised to advocate and plan for the long-term
implementation of Keynesian macroeconomic management. However, this course of action would also

entail some significant policy and political challenges.

For instance, the difficulties involved in implementing and administering a policy of cooperative
wages restraint, capable of restraining inflationary wage pressures under the conditions of full
employment, remains a key challenge. Chapter five establishes that although the Chifley Government
proved successful in restraining inflationary wage pressures during its period in office, it did not
succeed in obtaining broad workforce support for this policy. Conversely, chapter six establishes that
under the Whitlam Government significant and inflationary nominal and real wage increases were
allowed to proliferate, largely because the government proved unsuccessful in convincing wage
earners that the provision of increased social wage benefits, associated with the implementation of its
social reform program, meant they no longer required large wage increases to improve their living
standards. Chapters seven and eight establish that the Hawke and Keating Governments did manage to
constrain inflationary wage pressures, and that this was achieved through a cooperative, centralised
system of wages restraint, negotiated with the trade union movement under the Accord process.
However, rather than having merely restrained inflationary wage pressures, chapter eight reveals that
the Accord process actually reduced average real wages for an uninterrupted six year period, at
significant cost to the living standards of the ALP’s working constituents. Chapter nine also reveals

that prior to the GFC, the Rudd Government had not implemented a credible policy to ameliorate
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inflationary wage pressures in the context of an economy confronting capacity constraints. This thesis
concludes, therefore, that the challenge of establishing an effective cooperative policy of wages
restraint, particularly in the context of declining trade union membership, presents an ongoing

challenge for future federal Labor governments.

As noted above, the Rudd Government’s timely and effective deployment of stimulatory public works
projects revealed the ongoing relevance of the basic principles outlined by Keynes, and the criteria for
the effective deployment of stimulatory public works programs established by E.R. Walker in the
1930s. However, in order to restore the public works capacities of Australian governments, so that
they might better manage the deployment of stimulatory public works programs in the future, the
federal ALP should seriously consider advocating for the greater public sector recruitment of
technically qualified graduate engineers at the Commonwealth, state and territory levels, as

recommended by the BER Implementation Taskforce.

In this light, because lower quality public works projects may still have to be tolerated when deployed
for stimulatory purposes, future federal Labor governments will likely confront similar criticisms of
profligacy, waste and economic mismanagement, as confronted the Rudd Government. However, the
analysis in this thesis provides evidence which supports the long-standing policy logic of the
Keynesian position. The analysis of this thesis has suggested that future federal Labor governments
can make the case that fiscal stimulatory interventions are needed to ensure the maintenance of
macroeconomic stability and full employment, from which the ALP’s working constituency directly
benefits. Moreover, it can also be argued that it is from a position of stable economic growth that
public finances are most prudently managed. In short, this thesis argues that there are strong grounds
on which federal Labor governments can defend Keynesian policies, given their capacity to protect
Australian workers’ job security in times of crisis, and facilitate sustainable economic growth over the

longer-term.
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CHAPTER TWO
AVOIDING BUSINESS CYCLES THROUGH FREE MARKETS:
MARKET LIBERAL MACROECONOMIC THEORY

In accordance with the focus of this thesis, this chapter establishes the philosophical, theoretical and
policy components of market liberal macroeconomic theory. Chapter three establishes these
components for Keynesian macroeconomic theory. In so doing, these chapters emphasise the essential
theoretical conflict which exists between them: their differing perceptions of the inherent stability (or
instability) of an unfettered /laissez-faire capitalist economy. These chapters establish that this essential
theoretical conflict has manifested itself in important policy disagreements over the appropriate role
for government interventions, designed to avoid or ameliorate the capitalist system’s business cycle.'
These policy disagreements are confined to the areas of fiscal and monetary policies, financial
regulation, and wages policies. Consequently, this chapter, and the wider policy analysis in this thesis,

is not concerned with the following policy debates:

wealth and income distribution;

e sectoral business regulation and industry assistance;

e trade regulation; or

o the level or composition of state-owned businesses (except in so far as state ownership has

been administered to assist with aggregate investment and employment levels).

The market liberal positions on some of these issues are briefly canvassed in the opening sections of
this chapter. However, this is done only to provide a theoretical platform from which to explain the
market liberal opposition to interventionist policies designed to avoid or ameliorate the capitalist

system’s business cycle.

In order to establish a synopsis of the key philosophical, theoretical, and policy components of market
liberalism, this chapter briefly canvasses the work of three prominent twentieth century market liberal
economists: the Austrian school’s” Ludwig von Mises and Friedrich von Hayek, and the Chicago
school’s® Milton Friedman. These three economists have been selected because of their prominent
influence on macroeconomic theory and policy in the period since the 1930s, and because their work
has provided the essential principles which have underpinned the market liberal critique against
Keynesian interventionist policies, designed to avoid or ameliorate the capitalist system’s business

cycle. Fundamentally, this chapter emphasises that Mises, Hayek and Friedman opposed Keynesian

" A useful and influential definition for the capitalist economy’s ‘business cycle’ was formulated in 1946 by Wesley C.
Mitchell and Arthur F. Burns: ‘Business cycles are a type of fluctuation found in the aggregate economic activity of nations
that organize their work mainly in business enterprises: a cycle consists of expansions occurring at about the same time in
many economic activities, followed by similarly general recessions, contractions, and revivals which merge into the
expansion phase of the next cycle; this sequence of changes is recurrent but not periodic’. Quoted in Geoffrey H. Moore
1982, ‘Business Cycles’, in Douglas Greenwald (ed.), Encyclopedia of Economics, McGraw-Hill, New York, p. 96.

2 For an introduction to the Austrian school of economics, which emphasises the school’s epistemology as its distinguishing
feature, see: Fritz Machlup 1982, ‘Austrian economics’, in Greenwald (ed.), Encyclopedia of Economics, pp. 38-43.

3 For an introduction to the free market principles which unite members of the Chicago school, see: Colin D. Campbell 1982,
‘Chicago school’, in Greenwald (ed.), Encyclopedia of Economics, pp. 137-41.
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interventionist policies because they argued that their implementation would exacerbate the adverse
unemployment and inflation maladies they were designed to avoid or ameliorate, and because
government economic interventions were themselves responsible for creating the maladjustments
which created the business cycle in the first place. Put simply, government intervention was
considered the culprit for the creation of excessive inflation and unemployment, and not the solution to
their occurrence. Left unfettered, they argued that the market would alternatively deliver stable
investment conditions, the most efficient use of resources, full employment, and by implication the
widest prosperity. Applying this logic to the ALP’s ideological objective, these market liberal
economists believed that free markets would deliver improvements in the living standards of workers

and their dependents.

As was established in the opening chapter, the analysis of this thesis is cognisant that ideological
beliefs often shape and constrain policy-makers’ understandings of viable policy options. It is
similarly accepted within this thesis that the philosophical and ideological beliefs of economists
informed their theoretical economic analyses and policy advocacy. Appropriately, this chapter begins
its analysis by briefly outlining the key principles of the libertarian philosophy which underpinned the

theoretical economic work of Mises, Hayek and Friedman.

The Influence of Libertarian Philosophy
The libertarian philosophical influence upon these economists is manifest. A cursory inspection
reveals that throughout the twentieth century they performed key roles as leading libertarian public
advocates.” In this context, it is useful to consider the political philosopher Norman Barry’s synthesis
that libertarians share an individualist ontology: ‘It is from the concept of man as an autonomous
individual, whose actions are the product of choice and purpose, that the philosophy of a free society
is constructed’.” Given this individualist ontology, it is logical that libertarians adhere to a form of

laissez-faire capitalism because it is ‘consistent with a morality of freedom’.’

Whilst an individualist ontology is shared by all libertarians, Norman Barry emphasised that there
exists a broad cleavage between those libertarians who have predicated their adherence predominantly
upon rights-based contentions,” and those who have predominantly justified their libertarian adherence

upon the superior material prosperity which they argue laissez-faire capitalism delivers. Barry

* For instance, all three were instrumental in the establishment of many leading libertarian journals and forums, the most
prominent of which was the Mont Pelerin Society, founded in 1947. See: David Harvey 2005, A Brief History of
Neoliberalism, Oxford University Press, Oxford, pp. 19-20.

These economists also performed key roles in the production of the New Individualist Review, and in the running of the
leading US libertarian forum, the Philadelphia Society. See: Milton Friedman & Rose D. Friedman 1998, Two Lucky People:
Memoirs, University of Chicago Press, Chicago, pp. 333, 335-7, 339-40, 627.

5 Norman P. Barry 1986, On Classical Liberalism and Libertarianism, Macmillan, Hampshire, p. 4.

8 Ibid., pp. 7-8.

7 Barry provides penetrative analyses into the philosophical underpinnings of the natural rights libertarian strands of: Ayn
Rand’s moral absolutist egoism (ibid., pp. 108-31), Robert Nozick’s deontological libertarianism (ibid., pp. 104-6, 132-60),
and anarcho-capitalism (ibid., pp. 161-91).
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included the three market liberal economists analysed within this chapter as amongst the latter group.
In this context, Barry concluded that the philosophical foundation which has underpinned these
economists’ work can be summarised by two key assertions: that a) individual liberty,® and b) material
prosperity, essentially constitute the desired ends for which humanity should strive. For these
economists, these ends required no explicit metaphysical establishment or defence, but instead
provided clear, unproblematic objectives which subverted political and moral disagreements, and

transferred debate into mere technical economic arguments.’

Theory and Policy Applied to Distribution
In seeking to explain how this philosophical foundation was applied to the theoretical work produced
by Mises, Hayek and Friedman, this chapter does not seek to gloss over the important epistemological
differences which existed between the Austrian school economists and Milton Friedman. It is worth
mentioning, for example, that Friedman’s adherence to the Chicago school’s ‘positive economics’,
which broadly mirrored the techniques of empirical observation used in the natural sciences,
underpinned his belief in the existence of predictive regularities in economic behavior.'” In opposition
to this conception, the Austrian school economists refuted the notion that individual behavior could be
anticipated, and instead emphasised that it was the unpredictability of the actions of individual
entrepreneurs, who used their unique knowledge and skills to obtain monetary profits, which
underpinned the capitalist economy’s dynamism,'' and also underpinned their opposition to any form

of centralised economic planning."

Notwithstanding such important theoretical differences, however, it is more relevant for the purposes
of this thesis to highlight the non-interventionist consensus which existed amongst them. An analysis
of their shared theorising and policy advocacy follows. It begins with an account of their adherence to
the general equilibrium theory’s notion that unfettered markets tend towards the most efficient use of

resources.

¥ In the tradition of classical economists, Adam Smith (1723-1790) and David Hume (1711-1776), liberty is defined here in
its negative sense: as applicable to the rights of individuals to equality before the law, and the ownership of their own person,
labour, and property, without arbitrary interference from other individuals, groups, or the state. See: ibid., pp. 32-3; Norman
P. Barry 1979, Hayek’s Social and Economic Philosophy, Macmillan, London, pp. 57-61.

° Barry, On Classical Liberalism and Libertarianism, pp. 13, 45-8; Barry, Hayek’s Social and Economic Philosophy, p. 55.

1 See: Milton Friedman 1979, ‘The Methodology of Positive Economics’, in Frank Hahn & Martin Hollis (eds), Philosophy
and Economic Theory, Oxford University Press, Oxford, pp. 19-21, 25-7, 29-31, 34-5; Barry, On Classical Liberalism and
Libertarianism, pp. 50, 69; Ludwig von Mises 1952 [1974], Planning For Freedom and twelve other essays and addresses,
3" edn (memorial), Libertarian Press, South Holland, Illinois, pp. 108-9, 119; F. A. Hayek 1960, The Constitution of Liberty,
University of Chicago Press, Chicago, pp. 22-4, 26, 28-35; F.A. Hayek 1967, Studies in Philosophy, Politics and Economics,
University of Chicago Press, Chicago, pp. 161-4; F. A. Hayek 1978, New Studies in Philosophy, Politics, Economics and the
History of Ideas, Routledge & Kegan Paul, London, pp. 24-5, 28-9; Barry, Hayek’s Social and Economic Philosophy, pp. 6,
8, 10, 20-1.

i Ludwig von Mises 1949, Human Action: A Treatise on Economics, William Hodge & Co., London, pp. 245-7;

ZFA. Hayek 1940, ‘Socialist Calculation: The Competitive “Solution™’, Economica, Vol. 7, No. 26, May; F.A. Hayek 1945,
‘The Use of Knowledge in Society’, American Economic Review, Vol. 35, No. 4, September; Ludwig von Mises 1935,
‘Economic Calculation in the Socialist Commonwealth’, in F.A. von Hayek (ed.), Collectivist Economic Planning, George
Routledge & Sons, London, pp. 87-130.
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The Equilibrating Market

The general equilibrium theory was initially developed by the French economist, Léon Walras (1834-
1910), and took root most fervently within the Swiss, Lausanne school of economics. Its purpose was
to produce ‘a more exacting mathematical expression of Adam Smith’s assertion that the pursuit of
individual self-interest produces an optimal social outcome’." In so doing, the theory sought to
establish the basic principle that unfettered markets tend towards a stable position of equilibrium, in
which all resources (including labour) are fully employed. This was believed to occur because under
unfettered market conditions the price mechanism would efficiently adjust the monetary value of
goods and services to the prevailing conditions of supply and demand." Under such equilibrium
conditions, the prices of goods and services would also reflect their costs, and resources (including
labour) would be distributed and used in a manner which ensured that consumer demand was satisfied
in the most efficient and profitable way.'> However, despite this summation reflecting the outcome
which would be anticipated under perfectly unfettered markets and not those actually experienced in
the real world,' the Austrian economists and Friedman agreed that close approximations to unfettered

markets would nevertheless usefully tend towards the position of perfect equilibrium. "’

Welfare Expenditure and Taxation

The combination of these economists’ libertarian philosophical objectives and their technical
adherence to the general equilibrium theory underpinned their disapproval of extensive government
tax and welfare expenditure programs. But while this doctrinaire rejection of redistributionist
measures has never been adopted by any federal Labor government, it is important to briefly canvass
these economists’ positions in order to establish the foundations for their opposition to Keynesian

interventionist policies, designed to avoid or ameliorate business cycles.

It was Hayek’s commitment to the core principles of libertarianism which underpinned his conception
of justice. He argued that justice involved the preservation of a liberal order, in which all individuals
were left free to pursue their own ends within a society in which the rules of market exchange and
property rights were upheld equitably before the law. He dismissed the concept of ‘social’ and

‘distributive’ justice as nonsense.'® Hayek argued that this core liberal principle of equality before the
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Melbourne, p. 7.
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Policy, Free Press, Glencoe, Illinois, pp. 214-35, 238-45.

' Whitwell, The Treasury Line, pp. 28-31.

' Léon Walras 1874 [1926], Elements of Pure Economics or The Theory of Social Wealth, edition definitive, William Jaffé
translation 1954, George Allen & Unwin, London, p. 224; Whitwell, The Treasury Line, p. 29.

' Walras, Elements of Pure Economics, pp. 224-5.
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Friedman 1962, Capitalism and Freedom, University of Chicago Press, Chicago, p. 120; Milton Friedman 1981, Taxation,
inflation and the role of government, Centre for Independent Studies, Occasional Papers No. 4, p. 29.

'® Hayek, Studies in Philosophy, Politics and Economics, pp. 166-8, 170-5.
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law was not upheld in the functioning of a progressive taxation system, commonly implemented to
finance extensive redistributive welfare measures. Hayek perceived that the unjust imposition of
higher tax rates upon higher income earners constituted an arbitrary and coercive redistribution of
wealth, which was motivated by the vice of envy.'’ Friedman similarly expressed his abhorrence at the
coercive redistribution of property involved in the imposition of extensive tax and welfare policies.”
As an alternative, Hayek concluded that individuals should instead simply bear the material
consequences of their own market performance; despite Hayek’s open acknowledgment that such
market outcomes do not necessarily reflect an individual’s effort, application or diligence, or equate to

. . ., 21
widespread conceptions of moral merit.

This conclusion was supported by these economists’ belief in the efficiency of markets. Hayek and
Mises reasoned that the material consequences of market distribution should be upheld because if
these disparities were ameliorated by various redistributive welfare programs, then the important
market incentive structure, which the price mechanism provides, would be damagingly diluted.
According to this reasoning, redistributive welfare made individuals complacent, while unfettered
markets spurred productive effort. In this context, Hayek and Mises also emphasised that the price
mechanism serves as a useful tool in the dispersion of specific knowledge pertaining to consumer
demands, which provides economic agents with the relevant information to make rational decisions as
to what to produce or supply, in what quantities, and at what quality, in their quest for profits or
profitable employment. The price mechanism was believed to efficiently distribute material rewards
amongst market participants: investors, entrepreneurs, and wage earners; and to do so according to the
sovereignty of the consumer, amongst whom the ‘common man’ was by far the most numerous.” On
this point, Mises reasoned that because entrepreneurs had displayed a proven track record of using
scarce capital resources to satisfy the most urgent consumer demands, they deserved the material
rewards for which consumers were willing to pay. For Mises this arrangement constituted ‘an
economic democracy in the strictest sense of the word’,” so that any confiscation of profits through
taxation would unjustly and damagingly ‘loosen the grip the consumers hold over the course of

production’.**
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Planning For Freedom, pp. 15-7, 49, 72-3, 151; Ludwig von Mises 1978, On the Manipulation of Money and Credit, Percy
L. Greaves Jr (ed.), Free Market Books, New York, pp. 176-80.

2 Mises, Planning For Freedom, pp. 111, 117, 120-1; Mises, On the Manipulation of Money and Credit, pp. 177-8.

# Mises, Planning For Freedom, pp. 121, 123. See also: pp. 132-6.



36

Alternative methods utilised by governments to increase the welfare of disadvantaged groups, such as
maximum price controls on goods and services considered to be essential necessities, were also
opposed by Mises and Hayek. They argued that rather than dealing with the central cause of high
prices, explained by the scarcity of resources, price controls would likely reduce the production of the
regulated goods and services, because they reduced the profit incentive needed for their production.
Further, they argued that this reduced production would in turn encourage further controls on other
goods and services, until socialism, with all its inefficiencies of resource use and neglect of consumer
demands, was approximated. Under such a system, Mises argued that the market’s sovereignty of the
consumer would be removed, and only state coercion would be left to determine which goods and

services should be produced, in what quantity, and at what quality.”

The extent of welfare measures which these economists were prepared to countenance was therefore
limited to the maintenance of charitable subsistence for society’s most indigent. Friedman and Hayek
expressed support for redistributive welfare only for the genuinely poor, disabled or unfortunate
victims of unforeseeable disasters, and largely justified this modest level of social support on the
protection that it would provide society from the desperate acts of destitute individuals. In addition,
Hayek emphasised that such governmental support should not be demanded as a right or entitlement,
but should rather be perceived as charity from wealthier members of society to their disadvantaged
peers; albeit compulsorily financed through a modest amount of taxation.”® In order to finance such a
modest safety net, Hayek and Friedman advocated a (slightly qualified) flat universal rate of income

27
tax.

Market Determination of Wages

In accordance with these economists’ advocacy for broadly unfettered market distribution, they
opposed third party intervention in the determination of wage rates. All three agreed that market
determined wage rates ensure the most efficient use of labour resources, and thereby facilitate
employment, at the highest sustainable real wage rates.*® They conceived that the cost of labour should
be flexibly priced so that wage earners are given the appropriate incentives to respond to the changing
dynamics of consumer supply and demand. Therefore, and as already alluded to, Hayek argued that

wages should not equate to the needs of a wage earner, nor constitute a reward for effort, nor even a
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reward for a subjectively defined notion of achievement, but instead simply be determined by the

market in accordance with the wage earner’s ability to meet the demands of consumers.*

In considering the conditions necessary for profitable employment, Mises summarised that ‘an
employer cannot pay more to an employee than the equivalent of the value [of] the latter’s work’.*’
Put simply, businesses can only employ individuals if their employment is profitable, and Mises
surmised that if workers reduced their wage demands, the profitability of an enterprise would
consequently increase, and more workers could be employed.®' In this context, these market liberal
economists assented to the view that unemployed individuals, who are not in the process of securing

alternative employment, could appropriately be considered voluntarily unemployed.*

On this point, these market liberal economists lamented a widespread unwillingness on the part of
trade unions, industrial tribunals, and government regulations, to accept market determined wage rates.
These economists argued that such interferences caused the unnecessary hardships of widespread
unemployment, inflation, and ultimately reduced real wages. Friedman, for instance, argued that
universal unionisation does not lead to widespread increases in wage outcomes because unionisation
cannot escape the market realities of supply and demand. According to Friedman, trade union
interference only redistributes wages towards their members by limiting entry into their workplaces
through either excessive wage rates or licensing arrangements. This has the effect of increasing the
supply of labour seeking employment in other industries, which in turn reduces their bargaining power
and ultimately their wage rates.” In this manner, trade unions were identified as making ‘the incomes
of the working class more unequal by reducing the opportunities available to the most disadvantaged

workers’, as well as interfering with the market’s efficient distribution of labour.**

Hayek echoed these sentiments,” and added that excessive trade union wage demands constituted a
major investment deterrent.’® Hayek believed that the removal of the provisions which allowed for
trade union monopoly over labour force representation, and the removal of various legal protections
which supported trade union coercion, would usefully serve to remove most of the bargaining power
which trade unions exerted over employers, and thereby stifle their ability to achieve wage outcomes

in excess of those determined by a free market.”” On this point, Hayek declared that:
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the unions have relied on a most effective tool, namely, the myth that it is due to their efforts that the
standard of living of the working class has risen as fast as it has done and that only through their
continued efforts will wages continue to increase as fast as possible.
In this vein, Hayek concluded that it is ‘impossible ... to be a true friend of labour and to have the
reputation of being one’.”” He reasoned that a market system for wages could not be restored by ‘[a]
political party in which trade unions have a major constitutional role’;** an observation with particular

relevance to the ALP.

Mises also argued that sustainable real wage increases are predominantly underpinned by the
productivity growth produced by technologically advanced investments.*' This meant that any wage
increases not underpinned by such investments, but alternatively and unsustainably underwritten by
government minimum wage regulations, wage arbitration, or trade union wage demands, would either
lead to the lowering of some industrial wages at the expense of others (as Friedman argued), or if
widespread, to mass unemployment.* Moreover, Mises and Hayek also argued that Keynesian fiscal
and monetary interventions designed to stimulate demand (see chapter three), and thereby shield trade
unions from the job destroying effects of their excessive wage proposals, would alternatively but
damagingly cause an inflationary wage-price spiral.”® Proposals put forward by some Keynesian
advocates and several federal Labor governments to suppress these inflationary pressures through the
imposition of maximum price and incomes controls, were also opposed by these economists. This
opposition reflected the objections to price controls raised by Mises (mentioned above), as well as the
concern that the determination of wage rates within a coercive conciliation and arbitration machinery

would distort the labour market and thereby reduce efficiency, output, and employment.**

The following sections establish how these market liberal economists’ objections to government
economic intervention, and their belief in market equilibrium, informed their theoretical analysis and

policy attitudes to the capitalist economy’s business cycle.

8 Ibid., p. 273.

% Hayek, Studies in Philosophy, Politics and Economics, p. 294.

" Hayek, 1980s Unemployment and the Unions, p. 57.

4 Mises, Planning For Freedom, pp. 6, 11-2, 16, 27-8, 32, 124-5, 134-6, 151-2, 160; Mises, On the Manipulation of Money
and Credit, pp. 196-7.

2 Mises, Planning For Freedom, pp. 10-1, 152-3; Mises, On the Manipulation of Money and Credit, pp. 186-7.

See also: Hayek, The Constitution of Liberty, pp. 270-4; Hayek, A Tiger by the Tail, pp. 111, 117; Hayek, 1980s
Unemployment and the Unions, pp. 57-8.

4 Hayek, The Constitution of Liberty, pp. 268, 274-5, 278, 280-1, 302, 504-5; Hayek, Studies in Philosophy, Politics and
Economics, pp. 281-2; Hayek, 4 Tiger by the Tail, p. 64; Hayek, New Studies in Philosophy, Politics, Economics and the
History of Ideas, pp. 195, 204; Hayek, 1980s Unemployment and the Unions, pp. 19, 57; Friedrich A. Hayek 1983, ‘Can We
Still Avoid Inflation?’, in The Austrian Theory of the Trade Cycle and Other Essays, Ludwig von Mises Institute, Auburn
University, Alabama, pp. 42-3; Mises, On the Manipulation of Money and Credit, pp. 187-8; Mises, Planning For Freedom,
pp. 156-8.

* Hayek, The Constitution of Liberty, pp. 282-3; Friedman & Friedman, Free to Choose, p. 279.



39

Theory and Policy Applied to the Business Cycle

Say’s Law

These market liberal economists’ opposition to Keynesian policy interventions were underpinned by
the key postulates of Say’s Law, a theory popularised by the French economist, Jean-Baptiste Say
(1767-1832), within his influential, 4 Treatise on Political Economy. The theory argued that the
supply of valuable goods and services will naturally create its own consumer demand. Put simply, if
individuals produce or provide what consumers want at competitive prices, then their products or
services will be purchased. Say reasoned that because under unfettered market conditions productive
resources naturally find their way to supplying profitable goods and services, the profits from their
sale would then be used to purchase other profitable goods and services and so on. Importantly, Say
reasoned that this ongoing process of consumption would occur because the value of money is
perishable, and therefore not a stable store of wealth. According to this reasoning, individuals are
consequently enticed to purchase new products or services, rather than be stuck with depreciating

monetary assets.

In this logical line of causation, the point which Say wanted most fervently to emphasise was that
periods of low consumer demand and economic stagnation were not the result of a paucity of
consumer purchasing power, caused by an inadequate supply of money, but were rather the result of a
paucity of the supply of valuable goods and services. To Say, money performed only the function of
an intermediary of exchange, and maintained no tangible intrinsic value. The problem in times of
economic stagnation, he reasoned, lay on the supply-side. He was thereby critical of any attempt to
ameliorate periods of economic stagnation through government policies targeted at increasing the
quantity of money available to consumers: ‘it is the aim of good government to stimulate production,

. 45
of bad government to encourage consumption’.

Mises accepted the key postulates of Say’s Law. He argued that instances in which entrepreneurs
perceived a widespread dearth of purchasing power were misguided, and that circumstances of adverse
consumer sentiment were better explained by their ham fisted attempts at meeting consumer
demands.* In this context, Mises explicitly accepted Say’s contention that money merely constituted a
tool of exchange, and ridiculed those who proposed the creation of increased credit as a solution to
economic stagnation. He argued that this type of policy action merely bolstered the ‘means of
payment’, without rectifying the underlying cause of economic stagnation: the scarcity of valuable
goods and services. Mises was also stinging in his rebuke of those, like Keynes, who blamed bankers

and usurers for restricting credit to productive industries, while misusing their ‘credit monopoly’ to

4 Jean-Baptiste Say 1880 [2001], 4 Treatise on Political Economy; or the Production, Distribution, and Consumption of
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produce unearned profits.*” Mises concluded that only ‘monetary cranks’, and not economists, would

argue with the simple logical truths of Say’s Law.*

The Austrian Theory of the Business Cycle

The extension of economic thought beyond Say’s Law led to the establishment of the Austrian theory
of the business cycle, which argued that ‘the recurrence of depressions of trade is caused by the
repeated attempts to “stimulate” business through credit expansion’.* More specifically, the Austrian
theory argued that financial crises develop because monetary authorities, in their desire to assist
productive industry, and reduce the cost of borrowing for government expenditures, increase the
volume of fiduciary credit,® which has the effect of reducing the ‘market’ rate of interest, upon which
loans are made. In this manner, instead of the market rate of interest reflecting the ‘natural’ rate of
interest (a theoretical rate determined by the supply and demand for accumulated savings), the market
rate is artificially lowered through an increase in the volume of credit.’' In accordance with these
economists’ adherence to the quantity theory of money,” they argued that this increase in fiduciary
credit was inherently inflationary. Mises and Hayek were empathetic towards the plight of those
victims adversely affected by this inflationary process. But most importantly, these economists
emphasised that the relative change in incomes which resulted from an artificially lowered market rate
of interest, would also be reflected in changes in the pattern of industrial resource allocation, and in

particular the malinvestments which they argued cause capitalist business cycles.”

Writing amidst the Great Depression, Mises surmised that inflationary increases in fiduciary credit
manifest themselves first in the prices of producers’ goods, before being subsequently reflected in the
prices of consumers’ goods.5 * This chain of events would predominate, he theorised, because investors
would be misled into believing that the increased provision of credit reflected the existence of a larger
store of capital resources for profitable investment than in reality existed. Under these circumstances,
more elaborate, time consuming, and expensive producer processes would be initiated, causing the
malinvestment of scarce capital resources.” As Mises reasoned, ‘the economy is not wealthy enough’

for such investments; ‘[t]he resources they need for completion are not available’, and ‘[t]he resources
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they need must first be withdrawn from other enterprises [original emphasis]’.*® According to this
theory, resource use cannot be increased, just inefficiently redistributed against market direction.
Mises concluded that the necessitous requirement for savings to underpin sustainable investment
cannot be supplanted by the simple creation of fiduciary credit.”” The Austrian theory was adamant,
‘What limits the size of production is the scarcity of the factors of production’, not the scarcity of
credit. The manipulation of other variables, such as prices, wages and interest rates, used to subvert
this reality would prove futile, and would damagingly mis-communicate this underlying truth.” As
Mises summarised:

As a result, the upswing lacks a solid base. It is not real prosperity. It is illusory prosperity. It did not

develop from an increase in economic wealth. Rather, it arose because the credit expansion created the

illusion of such an increase [original emphasis].”’

According to Mises, the realisation that scarce productive resources have not, in fact, increased to
support new investments generally only arises after a prolonged period in which the monetary
authorities maintain the market rate of interest substantially below the natural rate.”” As Mises
summarised:
So long as this situation [of credit creation] prevails, the upswing continues. Inventories of goods are
readily sold. Prices and profits rise. Business enterprises are overwhelmed with orders because
everyone anticipates further price increases and workers find employment at increasing wage rates.

However, this situation cannot last forever! ®'
Mises noted that eventually either interest rates would rise to compensate lenders for their anticipated
real loss of capital, or, where interest rates are held down through regulation, monetary saving and
lending would be reduced.”” In this context, the Austrian theory argued that increasing inflation can
only proceed so long as market participants believe it will one day cease. ‘Once people are persuaded
that the inflation will not stop, they turn from the use of this money. They flee then to “real values”,
foreign money, the precious metals, and barter [original emphasis]’.” But while individuals were not
anticipated to tolerate an increasing general inflation, Hayek argued that stimulatory full employment
policies relied upon businesses believing that the demand and relative prices for their products were
increasing. However, Hayek believed that it is not possible to sustainably convince the public of this
deception. Accordingly, he reasoned that the situation, in which an increasing level of inflation

combines with the public’s realisation that demand is not sustainably increasing, provides an
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explanation for the conditions of stagflation: the simultaneous incidence of increasing inflation and

unemployment (see chapter six).**

According to the Austrian theory, the moment that inflationary fiduciary credit is curtailed, those
investments which relied upon market rates of interest below that of the natural rate become unviable.
“They find that “money” is scarce’.”> Moreover, both Mises and Hayek maintained that the longer the
inflationary creation of credit is allowed to persist, the greater will have been the malinvestment of
resources, the greater will be the eventual losses realised, and the more painful the adjustment process
needed to restore a market distribution of investment.”® Indeed, Hayek compared the ill-judged
practice of fiduciary credit expansion with that of illicit drug-taking, where the difficulty of kicking

the habit increases the longer the practice is continued.®’

In order to restore market capital distribution and prosperity, Mises recommended that sound monetary
principles, underpinned by the gold exchange standard, should be restored.®® This would involve a
system of credit dispersal which, under all circumstances including war, would require that all
additional credit be entirely supported by gold or foreign exchange reserves, so that there existed no
opportunity for any financial institution (even a central bank) to create fiduciary credit. All credit
under this system would represent real accumulated wealth. This was envisaged to ensure that the
market rate of interest would equate with the natural rate at all times, and would thereby accurately
communicate to market participants the real quantity of resources put aside through savings for capital

investment.®

Accordingly, Mises opposed Keynesian fiscal stimulation.” He believed that the distribution of capital
and resources should be left to readjust to market distribution, regardless of the short-term pain of
insolvency which might become the plight of some financial institutions and businesses which had
been unsustainably supported by a market rate of interest that had been misguidedly set below the

natural rate. He reasoned that: ‘If the crisis were ruthlessly permitted to run its course, bringing about
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the destruction of enterprises which were unable to meet their obligations, then all entrepreneurs — not
only banks but also other businessmen — would exhibit more caution in granting and using credit in the
future’.”' Mises concluded:
There is only one way out of the crisis: Forego every attempt to prevent the impact of market prices on
production. Give up the pursuit of policies which seek to establish interest rates, wage rates and

commodity prices different from those the market indicates.”

In support of such sentiment, Hayek emphatically concluded that ‘Inflation must be stopped dead
[original emphasis]’.”” He believed that a short, sharp correction of the previous malinvestments,
which he anticipated may produce an unemployment rate of approximately 20 percent for six months,
would be tolerated in a democracy provided there was ‘hope of recovery in the near future’. He
considered, however, that a more gradual adjustment, involving an unemployment rate of

approximately 10 percent for two or three years, would not be tolerated.”

As the following chapters establish, no federal Labor government has maintained as strident a non-
interventionist policy as that advocated by the Austrian school economists. However, chapters seven
and eight establish that the Hawke Government did display a reluctance to assist macroeconomic
growth when the Australian economy was adversely affected by the terms-of-trade and current
account deficit crises of the 1980s, and the recession of the early-1990s. During this time Labor
government sentiment came close to reflecting Mises’ argument that banks are not at fault when they
finally restrict credit, and thereby begin the necessary recessionary phase,” but were rather at fault
when they previously and unsustainably introduced an excess of credit into speculative investments
(see chapter eight). As Mises concluded: ‘the return to monetary stability does not generate a crisis. It
only brings to light the malinvestments and other mistakes that were made under the hallucination of

the illusory prosperity created by the easy money [original emphasis]”.”®

This did not mean, however, as is commonly misconstrued, that Austrian school economists believed
that governments should engineer a period of deflation in order to correct previous periods of inflation.
Nothing, they argued, could return economies to the pattern of investment which occurred prior to the
period of inflationary malinvestment. Indeed, the Austrian theory argued that periods of deflation in
their own way also create investor uncertainty and malinvestments. The Austrian solution lay in

allowing unfettered market forces to determine the quantity of money and the direction of
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investment.” In this context, Hayek vehemently refuted the allegation that economists were
advocating increased unemployment to alleviate inflation. Rather, he argued:
Unemployment has been made inevitable by past inflation; [and] it has merely been postponed by
accelerating inflation. ... An inflationary boom must collapse sooner or later with the consequence of

large unemployment [original emphasis].”®

Friedman’s ‘Natural Rate’ of Unemployment

Contrary to the Austrian theory, Milton Friedman argued that the depth of the twentieth century’s
largest cyclical economic trough, the Great Depression, was attributable to the United States’ (US)
Federal Reserve system’s failure to adequately intervene by increasing US bank reserves. Such
intervention, Friedman argued, would have ensured banking liquidity and significantly ameliorated the
pernicious one-third decline which occurred in the US money stock in the period 1929-1933.
Friedman argued that this reduction in the US money stock grossly exacerbated the cyclical economic
decline which followed the October 1929 Wall Street crash. He claimed that it contributed greatly to
US money incomes shrinking by over one-half, and prices by more than one-third. Counter to the
Austrian theory of the business cycle, therefore, Friedman believed that it was an absence of
government monetary intervention which exacerbated the Great Depression’s contraction of business
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and consumer confidence, and economic trade.

Notwithstanding this alternative diagnosis, however, Friedman supported the Austrian school’s key
solution to avoiding capitalist business cycles: the facilitation of free markets. Within his landmark
address to the American Economic Association, on 29 December 1967, Friedman promoted his
concept of the ‘natural rate of unemployment’ (or NAIRU - the Non-Accelerating Inflation Rate of
Unemployment).” Friedman proposed that attempts to lower the unemployment rate below this
‘natural’ rate would prove futile. Put simply, he argued that it was impossible to create more
employment than the market conditions of supply and demand could tolerate. Friedman emphasised
that this ‘natural rate’ of unemployment was affected by ‘third party’ interference, such as those labour

. . . . . 81
market impediments canvassed above, which Keynesian stimulatory measures could not subvert.
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Friedman, like Hayek, also emphasised the illusory influence that inflation performs in the short-term
investment process. As a monetarist, Friedman was a famous advocate of a form of the quantity theory
of money which argued that inflation resulted from the growth in the money supply outpacing the
growth in real economic activity.* Friedman argued, therefore, that Keynesian fiscal and monetary
stimulation could only ever invigorate an economy over the short-term while economic actors were
fooled into thinking that they could obtain higher relative prices or wages for the goods and services
they produced. Friedman argued that when it became apparent that such relative price increases were
illusory, production would be reduced, but at an increased rate of inflation, which would in turn serve
to exacerbate rather than reduce the level of unemployment.® Moreover, Friedman, like Hayek,
argued that even if individual economic actors could be fooled into thinking that demand for their
products was increasing, it would require ‘an ever-accelerating inflation [original emphasis]’ rate to
maintain this perception, and this would have the consequence that in the long-run even significant
doses of inflation would only achieve negligible short-term reductions in unemployment.* Put simply,
Friedman argued that public sector led monetary or fiscal stimulus could only reduce the level of
unemployment ‘below the "natural" rate ... by inflation’, and only temporarily until the relevant

economic actors realise that their profits and wages have not increased in real terms.*

Indeed, this was one of the key criticisms used against Keynesian stimulatory policies. They were
targeted at invigorating demand over the short-term, whilst neglecting the long-term consequences of
ever-increasing inflation and reduced business confidence, investment, and ultimately employment.®’
Friedman proposed that the only sustainable method for reducing unemployment was to reduce its

‘natural rate’ by removing impediments to market efficiency, such as excessive wage rates.*

Monetary Policy Solutions

As was consistent with his explanation of inflation’s cause, Friedman proposed that the growth in the
quantity of money should be restricted to the growth evident in real economic activity.” Friedman
proffered that strict adherence to clearly announced targets of disciplined monetary growth would

reduce inflationary expectations and consequently inflationary outcomes.” Of relevance to the
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monetary policy restraint implemented by the Hawke Government in the late-1980s, Friedman also
warned monetary authorities not to engage in reactive restrictions in money growth. Friedman
emphasised that one of the lessons of monetary history had been that restrictive monetary policies had
often been implemented too late and had been too severe, because monetary authorities had not

allowed for the lag in monetary policy’s effectiveness.”'

The divergences in economic epistemology referred to earlier between the Austrian school economists
and Milton Friedman did, however, underpin differing policies for monetary management. In keeping
with his aversion to the application of empirical methodology, Mises did not believe that any accurate
measurement or index of an aggregate price level could be attained. ‘The idea that changes in the
purchasing power of money may be measured is scientifically untenable’, he claimed.” More
importantly, Mises feared that any efforts aimed at maintaining a stable price level would involve
government interference, which might be used to manipulate ‘the purchasing power of money so that
certain politically powerful groups would be favoured’.” Mises also ruminated that it would only be
possible to maintain a stable monetary value if all exchange relationships remained constant, which he
argued is not possible under the conditions of free market exchange between autonomous

individuals.**

Similarly, Hayek did not share Friedman’s faith that reliable statistical measures of monetary growth
could be made and provided to monetary authorities, sufficient to empower them to accurately
constrain all the variations of money growth.”” Hayek argued that Friedman’s proposal placed too
much emphasis on the importance of maintaining suitable macroeconomic variables such as inflation,
unemployment and growth, and did not show sufficient concern for the damaging changes in relative
prices which inflationary credit creation produces.” Nevertheless, Hayek believed that the constraints

that Friedman’s proposals placed upon credit creation would prove valuable if implemented.”’

In this vein, Hayek lamented the removal of the barriers to excessive monetary growth which
previously existed: the international gold exchange standard; balanced budgets; and the obligation for
deficit countries to contract their currency circulation.”® As a response, he advocated that monetary
policy should not adhere to specific actions, but to goals, and he reasoned that price stability should

trump the policy commitment to full employment, because consistent with the Austrian theory of the
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business cycle, Hayek believed that ‘a high and stable level of employment’ could only ever be

achieved once inflation is restored to a negligible level.”

Hayek also asserted that such an
unambiguous anti-inflationary monetary policy would be best implemented through an independent
monetary authority, ‘fully protected against political pressure and free to decide on the means to be
employed’.'” As subsequent chapters demonstrate, this advocacy for an independent monetary
authority, armed with the policy goal of fighting inflation first, was evident in the policies of the

Hawke and Keating Governments.

Financial Deregulation

These market liberal economists did not believe that restricting the supply of money was sufficient,
however, to avoid business cycles. These economists also advocated the removal of government
control over other financial variables. For instance, and reflected in the policy reforms of the Hawke
Government, Friedman proposed that nations’ exchange rates should be removed from the regulation
of monetary authorities and floated on the free market. He believed that floating exchange rates would
beneficially transmit competitive market forces internationally by promptly adjusting exchange rates
to the ever-changing dynamics of world trade in products and capital. In this manner, Friedman
believed that floating exchange rates would balance national accounts and avoid foreign exchange
crises.'”" Friedman had faith in the efficiency and stability of financial markets. He was confident that
any observable exchange rate instability would constitute ‘a symptom of instability in the underlying
economic structure’, which could not be eliminated through the implementation of an ‘administrative
freezing of exchange rates’. Such regulation, he argued, would cure ‘none of the underlying
difficulties and only make adjustments’ to the real underlying causes of financial instability ‘more

painful’.'®

Mises also opposed exchange controls on the free international movement of capital,'” but disagreed
with Friedman that nations’ balance of payments difficulties could be removed through the floating of
their exchange rates. Mises believed that rather than floating exchange rates being determined by the
position of a nation’s balance of payments, they were simply ‘determined by the relative purchasing
power’ of each nation’s currency. Mises reasoned that were this not the case there would exist simple
opportunities for foreign exchange speculation.'® Mises alternatively reasoned that the gold exchange
standard would ensure that a nations’ balance of payments position automatically self equilibrated,

because under this system businesses are forced to raise their own international finance through either

% Ibid., pp. 192-3, 203; Hayek, The Constitution of Liberty, p. 337.

1% Hayek, The Constitution of Liberty, p. 334; Hayek, A Tiger by the Tail, pp. 64-5; Hayek, New Studies in Philosophy,
Politics, Economics and the History of Ideas, p. 207.

101 Friedman & Friedman, Free to Choose, pp. 47-8; Friedman, Capitalism and Freedom, pp. 67, 71-2; Milton Friedman
1968, Dollars and Deficits: Inflation, Monetary Policy and the Balance of Payments, Prentice-Hall, Englewood Cliffs, New
Jersey, pp. 229-30.

192 Briedman, Capitalism and Freedom, p. 69.

1% Mises, The Theory of Money and Credit, p. 434.

1% Mises, On the Manipulation of Money and Credit, pp. 30-1.



48

trade or borrowings, and not rely upon the creation of fiduciary credit.'®

Mises was also highly critical
of the Keynesian agenda of attempting to impose international financial cooperation and regulation
(see chapter three). Consistent with the Austrian theory of the business cycle, he argued that where
international cooperation existed to deliver low interest rates, the extent of capital malinvestment

would be prolonged, and the depth of the unavoidable crisis exacerbated.'®

Hayek was similarly critical of the inflationary incentive structure which he argued had been
established for international financial markets under the Bretton Woods system, which placed
readjustment pressure upon creditor rather than debtor nations.'”’” He also opposed the imposition of
any regulatory barriers to the free international movement of capital, and restrictions on the
establishment of foreign financial institutions.'®™ Moreover, in line with Mises’ advocacy for the gold
exchange standard, Hayek also proposed that if his advocacy for the removal of the nation state’s legal
monopoly over the production and distribution of currency was not implemented,'®” then he would
favour an international system of fixed exchange rates, rather than a system of floating exchange rates.
He argued that the pernicious consequences of an expansion of fiduciary credit are more readily
apparent under a fixed exchange rate system, because the inevitable outflow of foreign currency or
gold reserves would require prompt remedial action. Hayek concluded that the gold standard’s, or a
fixed exchange rate’s, strict compulsion were essential if governments and monetary authorities were
to resist the popular demands for increased credit and stimulatory public expenditures.'® He also
objected to the simultaneous international reduction of all domestic prices which results from a
depreciation of the national exchange rate. Hayek emphasised that this occurrence distorts the market

. . . . .. . . 111
incentives which would otherwise flow to cost-competitive industries.

Fiscal Policy Solutions

As canvassed above, these market liberal economists were critical of the use of fiduciary credit to
provide governments with easy-access to inflationary finance. Hayek lamented that Keynesian
economic theory provides politicians with a misguided justification for pursuing their baser, populist
instincts by encouraging them to neglect fiscal responsibility in the forlorn hope of stimulating
increased demand and employment.''* In this context, he concluded that government deficits had been

the “chief cause’ of inflation.'”® Friedman similarly emphasised that increased public sector borrowing,
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most often used to increase governments’ fiscal expenditures, either adversely increased interest rates
or were inflationary (if financed through the monetary authority’s creation of fiduciary credit).''* This
conclusion underpinned one of the most popular adages of market liberal economics: that increased
public sector spending (whether financed through borrowing or taxation) does no more than ‘crowd
out’ ‘a nearly equivalent amount of private expenditure’.'"” In keeping with the Austrian theory of the
business cycle, Mises and Hayek agreed with this proposition.''® As chapter seven establishes, the
crowding out theory of public expenditure had a significant influence upon the Hawke Government’s

fiscal policy.

Because Hayek believed that fiscal stimulation created and exacerbated the business cycle, he believed
that there were no circumstances in which government budgets should be used to support economic
activity. Accordingly, he proposed that government budgets should be annually balanced, just as he
claimed businesses and households had to balance their budgets over similar timeframes.'"” Friedman
also proposed that government budgets should be balanced annually, regardless of the economic
climate (but with the limited exception of national security emergencies), in order to maintain fiscal
policy credibility.'"® Like Hayek, Friedman justified this position upon the contention that fiscal policy
was incapable of sustainably stimulating economic activity,'"” and he proposed that in the United
States the level of expenditures should be institutionally controlled through a Federal Constitutional
amendment limiting their growth to the growth in aggregate income.'” For all three economists,
therefore, the virtues of balanced budgets and small government were to be routinely adhered to and

enforced.

Conclusion
This chapter has canvassed the philosophical, theoretical, and policy components of market liberal
macroeconomic theory, based upon the work of three market liberal economists: Ludwig von Mises,
Friedrich von Hayek, and Milton Friedman. It has established that these economists’ libertarian
philosophical objectives - that individual liberty and material prosperity are self evidently the ends to
which humanity should strive — informed their theoretical economic analysis, the conclusion of which
argued that unfettered markets provide the most efficient means to achieve these philosophical ends.
Accordingly, this chapter also established that these economists were opposed to Keynesian

interventionist policies because they were believed to be inefficient and the cause of capitalist business
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cycles, the avoidance of which was best ensured through the facilitation of largely unfettered markets.
As Mises concluded, ‘There is no other means to attain full employment, rising real wage rates and a

high standard of living for the common man than private initiative and free enterprise’.'*"

As has been alluded to in this chapter, while federal Labor governments have never implemented as
strident a commitment to unfettered market forces as these market liberal economists advocated,
federal Labor governments have periodically introduced market liberal policies in order to achieve
macroeconomic prosperity and improved living standards for their working constituents. Most
particularly, it is canvassed in chapters 6-8 that when federal Labor governments have been confronted
with the adverse conditions of stagflation, the Whitlam and Hawke Governments of the 1970s and
1980s implemented elements of the fiscal and monetary restraints and financial deregulation policies
advocated by these market liberal economists. Chapter four also establishes that the Scullin
Government had earlier, but reluctantly, acquiesced in the implementation of measures of market
liberal fiscal austerity, once their advocacy for a proto-Keynesian stimulatory program of credit

creation and public works had been thwarted.

The following chapter establishes the philosophical, theoretical and policy components of Keynesian
macroeconomic theory. Whilst Keynes did not oppose all of the philosophical suppositions and
economic arguments canvassed above, he did famously object to the notion that an unfettered /aissez-
faire capitalist system was essentially stable and efficient. Keynes perceived that it was a responsible
government’s role to intervene through various fiscal, monetary and financial regulatory policies in
order to ensure the system’s efficiency and equity, and to protect the legitimacy of the capitalist
system’s distributive virtues from the totalitarian alternatives which were sweeping through
continental Europe at the time he was publishing his major works. As subsequent chapters also
establish, Keynes’ work was to prove significantly influential upon successive federal Labor
governments, and their public service advisers. Indeed, as chapter four documents, even before the
publication of his most influential work, The General Theory of Employment, Interest, and Money
(1936), the Scullin Labor Government had already attempted to stimulate demand and employment

according to the policy advice Keynes had advocated in his earlier writings.
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CHAPTER THREE
SAVING CAPITALISM FROM ITSELF:
THE MACROECONOMICS OF JOHN MAYNARD KEYNES

This chapter establishes the philosophical, theoretical and policy components of Keynesian
macroeconomic theory, as based upon the work of John Maynard Keynes. This is done because as
later chapters establish, Keynesian macroeconomic theory has had a significant influence upon
successive federal Labor governments, and has supported their attempts to achieve and maintain
macroeconomic stability and prosperity, and thereby also facilitate their attempts to uphold the Labor
Party’s social democratic objective of attempting to improve the living standards of the Party’s
working constituents and their dependents. Keynes’ economic theorising and policy advocacy was
essentially informed by both his liberal philosophy and the critique he developed during the 1920s and
1930s against market liberal theory’s support for laissez-faire capitalism." Keynes’ critique was
predicated on his observations of the evident disjuncture which existed between market liberal
theory’s core assumptions and the manner in which contemporary capitalist economies actually
operated. It was from Keynes’ observations that he developed his own theory of the dynamic forces
which underpinned capitalist economic activity, which in turn informed his advocacy for targeted
government interventions, designed to improve the system’s efficiency. This chapter begins with an

analysis of Keynes’ liberal philosophical vision for a ‘middle way’ form of capitalism.

‘Middle Way’ Capitalism
As the label suggests, Keynes’ vision for a ‘middle way’ form of capitalism envisaged a greater role
for government economic intervention than was advocated within market liberal theory, but much less
than the intrusive level which was being introduced in the 1920s and 1930s under the authoritarian
communist and fascist regimes of continental Europe. Accordingly, Keynes’ vision was both reformist
and conservative. The reformist elements derived, surprisingly, from his elitism. He was of the strong
opinion that those ‘right-thinking’, well educated, privileged, and above all public spirited individuals
who occupied society’s upper echelons had a responsibility to direct the important affairs of the day in
the public interest. Keynes’ biographer, Robert Skidelsky, has commented that this sentiment betrayed
Keynes’ naive trust that the rational truth would motivate such public figures, and that rational,
scientific knowledge could be developed, above the realm of political contestation, to deliver the most
benevolent form of capitalist organisation.” Similarly, it also betrayed Keynes’ faith in the capacity of
the state to intervene in a rational manner, and in the public interest. However, countervailing such

faith, Keynes had also been persuaded in his intellectually formative years by the conservative British
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political philosopher, Edmund Burke (1729-1797). Keynes favoured Burke’s privileging of political
stability, and upheld Burke’s notion of ‘moral risk’: that rational reform should only occur if its
advantages could reasonably be expected to substantially outweigh the greater certainty of the status
quo or a more minor reform.’ Operating from this premise, Keynes sought to buttress the existing
social structure, rather than overthrow it. This philosophical outlook was reinforced by Keynes’
fundamental objection to the incursions upon basic individual liberties, which were experienced under

the authoritarian ideologies of fascism and communism.*

Keynes’ ‘middle way’ capitalist vision was also formulated in conjunction with his critique of the
laissez-faire system. Keynes feared that the failure of laissez-faire capitalism to deliver
unquestionably superior material living standards, when compared to the ideological alternatives of
fascism and communism, had the potential to undermine the moral legitimacy of the entire capitalist
system in the opinion of the increasingly enfranchised working class.” Moreover, Keynes perceived
the growing democratic power of the working class to have been of great importance in undermining
some of the key assumptions of /aissez-faire capitalism’s supporting market liberal theory. For Keynes
observed that by the 1920s, the economic flexibility which had been so vital to the success of the
British laissez-faire system in the nineteenth century had since dissipated. Most evidently, Keynes
identified that the increased power of British trade unions had reduced the industrial flexibility
necessary for trade-exposed industries to efficiently adjust their wage rates to the vacillations in their
competitive positions. In short, Keynes had recognised that the increased power of the working class
had undermined the market liberal assumption of genuinely free markets.® Furthermore, Keynes
assessed that such power was simply indicative of the changes which had been facilitated not just
through the extension of the electoral franchise to the working class, and the increased power of trade
unions, but also through developments in the welfare state, the consequences of which were
exacerbated by the 1925 re-establishment in Britain of the gold standard exchange rate system.” He
perceived these social forces as insurmountable bulwarks to the assumptions of market liberal theory.
He also later prophesied that the failure of market liberal policies to correct the deflationary,

investment and employment carnage of the Great Depression would further endanger the entire
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capitalist system.® Keynes surmised that a new theory had to be formulated, capable of explaining how
capitalist economies actually worked. In short, Keynes sought to use his expertise to save the capitalist
system by eschewing market liberal theory, and developing a revised theoretical and policy

framework.’

Keynes’ critique of market liberal theory did not simply rely upon his observations of the inaccuracy
of its key assumptions, however. Keynes also maintained a long-standing visceral abhorrence towards
the key incentives and motivations which underpinned individual action within the laissez-faire
system. For whilst he appreciated that capitalism offered the most efficient and prosperous form of
economic organisation,'” ethically he abhorred the ‘love of money’ which underpinned its dynamic
profit motive, and he dreamed of the day when it would no longer be needed to drive economic
progress. According to Keynes, when this point of development had been realised, what he had
defined as the ‘Economic Problem’ — ‘the problem of want and poverty and the economic struggle
between classes and nations’ — would have been satisfactorily resolved through technological
advancement and improvements in economic policy. Moreover, at this point, Keynes’ utopian vision
would also have been realised, in which the populations of these advanced developed nations would
find themselves free to focus upon their ‘real problems — the problems of life and of human relations,
of creation and behaviour and religion’.!" For when this utopian vision had been achieved:
We shall be able to rid ourselves of many of the pseudo-moral principles which have hag-ridden us for
two hundred years, by which we have exalted some of the most distasteful of human qualities into the
position of highest virtues. We shall be able to afford to dare to assess the money-motive at its true
value. The love of money as a possession ... will be recognised for what it is, a somewhat disgusting
morbidity, one of those semi-criminal, semi-pathological propensities which one hands over with a
shudder to the specialists in mental disease.'
Thereafter, Keynes argued that ‘[a]ll kinds of social customs and economic practices, affecting the
distribution of wealth and of economic rewards and penalties’, such as avarice, usury, and financial
greed, would be identified and labelled as the vices and misdemeanours that they are. They would no
longer be appreciated as being ‘tremendously useful in promoting the accumulation of capital’.
However, he regretted that in the meantime:
we must pretend to ourselves ... that fair is foul and foul is fair; for foul is useful and fair is not. Avarice
and usury and precaution must be our gods for a little longer still. For only they can lead us out of the

tunnel of economic necessity into daylight."
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Keynes was thereby convinced that capitalist economic organisation offered the best practicable
method of solving the ‘Economic Problem’, but his observations of the failures of market liberal
policies convinced him that a compromised economic solution, which combined the concerns of
rational economic judgement and social equity into one coherent line of thought would provide the
most appropriate basis for an alternative and superior version of capitalism. He summarised: ‘Our
problem is to work out a social organisation which shall be as efficient as possible without offending
our notions of a satisfactory way of life’.'"* Thereafter three criteria underpinned Keynes’ policy
advocacy: efficiency, equity, and individual liberty. The alternative - a blind adherence to either
laissez-faire capitalism, or state socialism - would destructively neglect at least one of these ideals."
Interestingly, this appraisal affected Keynes’ decision to affiliate with the British centrist Liberal

Party, rather than the social democratic Labour Party.

Liberal Party Affiliation

Within a published article in which Keynes dealt with the relative merits of the British Labour and
Liberal parties, he concluded that: ‘The republic of my imagination lies on the extreme left of celestial
space’. He assessed that he was ‘less conservative in [his] inclinations than the average Labour voter’,
and claimed to have ruminated over ‘greater social changes’ than had Labour Party luminary, Sidney
Webb (1859-1947).' However, despite such protestations, Keynes did not seek an affiliation with the
Labour Party. He assessed that Labour was steeped in destructive class war rhetoric, which he
considered not only unenlightened, but contrary to his identification with the educated bourgeoisie.
Most tellingly, he anticipated that the most laudable intellectual members of the Labour Party would
only ever occupy a position of perpetual submission to the extreme members of the Party’s left wing.
Keynes believed that this element of the Labour Party included communists convinced of the merits of
social and institutional revolution, who were perversely motivated by the ‘passions of malignity,
jealousy, [and] hatred of those who have wealth and power’,'” as well as those more skilful,
industrious, or thrifty than the average.'® Consequently, Keynes suspected that in their ‘ignorant blind
striving after justice Labour may destroy what is at least as important and is a necessary condition of
any social progress at all — namely, efficiency’, a value which Keynes revealingly conceded often

involved at least ‘some measure of social injustice’."

Keynes identified that the Liberal Party’s intellectual tradition had alternatively been much more
conducive to a combination of the principles of efficiency and equity.”® His appraisal was summarised

within the following passage: ‘The political problem of mankind is to combine three things: economic
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15 John Maynard Keynes 1927 [1981], ‘Liberalism and Industry’, Address at the National Liberal Club, London, 5 January, in
CW, Vol. 19, Part 2, p. 639.

16 John Maynard Keynes 1926 [1972], ‘Liberalism and Labour’, Nation and Athenaeum, 20 February, in CW, Vol. 9, p. 309.
" Keynes, Essays in Persuasion, pp. 324, 327-8.

'8 See: Skidelsky, Keynes: A Very Short Introduction, p. 52.

' Keynes, ‘Liberalism and Industry’, p. 639.

2 1bid., pp. 639-40.



55

efficiency, social justice, and individual liberty’. Social justice, he determined, was ‘the best
possession of the great party of the proletariat’, but economic efficiency and individual liberty would
be best delivered through the Liberal Party.”' This conclusion reinforced his protestations that the
solution to the ‘Economic Problem’ relied upon economic efficiency and social equity, and these
values consequently underpinned his economic theorising, the culmination of which was his ‘General

Theory’.

The General Theory
Keynes’ technical critique essentially targeted market liberal theory’s blind adherence to the
assumptions of the general equilibrium theory (canvassed in chapter two). Keynes argued that
resources were only ever fully employed in special cases, and that these special cases did not reflect
the devastating experience of the Great Depression, amidst which he ruminated.”> Furthermore,
Keynes contended that a state of employment equilibrium could exist at a level below that of full
employment.” Indeed, Keynes asserted that the laissez-faire capitalist system was inherently
susceptible to this form of market failure, and emphasised that this predicament resulted in the
prevalence of involuntary unemployment, an occurrence not recognised within market liberal theory
(see chapter two).”* In this manner, Keynes argued against the market liberal contention that
unemployment could be considered voluntary because ‘an open or tacit agreement amongst workers
not to work for less’ priced them out of employment.”® For Keynes the Great Depression provided
overwhelming empirical evidence that this market liberal assertion was fanciful. He reasoned that the
mass swelling in the ranks of the unemployed during this period could not possibly have resulted from
an abrupt increase in the prevalence of excessive wage claims, or reduced labour productivity. Indeed,
Keynes reasoned that ‘[I]Jabour is not more truculent in the depression than in the boom — far from it’;
they are more conciliatory.”® Keynes, therefore, formulated his own theory of involuntary
unemployment to reflect its widespread occurrence. This theory reasoned that involuntary
unemployment exists in those circumstances in which the unemployed are willing to take up
employment under the prevailing wage rate, but had not been given the opportunity because of

insufficient demand for their labour.?’

Theoretically this concept was underpinned by Keynes’ critique of Say’s Law (see chapter two),
which he summarised as the contention that ‘supply creates its own demand’.*® Keynes was critical of

the assertion that there is no possibility that a deficiency of demand could render any member of the
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labour force involuntarily unemployed. Consequently, within his General Theory, Keynes attempted
to dismantle Say’s Law by refuting the commonly assumed extension of its logic, the market liberal
dictum that ‘every act of increased saving by an individual necessarily brings into existence a
corresponding act of increased investment’.”’ In this conception savings create and become
synonymous with investment. Keynes argued that this statement ‘fallaciously’ assumed ‘that there is a
nexus which unites decisions to abstain from present consumption with decisions to provide for future
consumption’.”” As an alternative, Keynes argued that increased savings out of a given income would
not only reduce present aggregate consumption and therefore economic activity, but would also cause
entrepreneurs to doubt the buoyancy of future consumption, so that they would consequently reduce
their current level of investment.’' In this manner, increased savings out of a given income were
thought more likely to reduce the level of investment, rather than increase it. Similarly, Keynes did not
accept the market liberal contention that increased savings necessarily reduced the natural rate of
interest, which in turn was believed to increase the incentive to invest.*> Alternatively, he claimed that
the market liberal conception that the natural rate of interest adjusted flexibly to the vacillations in the
supply and demand for loan capital, relied upon ‘a strict interpretation of the quantity theory of

3

money’,” a theory whose assertions, including its inflation explanation (see chapter two), Keynes

came to refute.**

A consequence of Keynes’ repudiation of Say’s Law was the denial of thrift as an economic virtue.
Thrift was no longer identified by Keynes as a factor which increased investable savings and lowered
interest rates, but as an economic variable which alternatively served to reduce demand, investment
and employment.” In this context, Keynes argued that it was buoyant demand which would generate
sufficient incomes for aggregate savings to increase, rather than increased thriftiness which would
provide industry with the finances it needed to invest.’® In other words, because savings were
considered to constitute a mere byproduct of prosperity, Keynes concluded that thrift does not create
wealth, demand and the prosperous economy it creates does. As Keynes pithily remarked:

It is enterprise which builds and improves the world’s possessions. ... If enterprise is afoot, wealth

accumulates whatever may be happening to thrift; and if enterprise is asleep, wealth decays whatever

thrift may be doing. ... For the engine which drives enterprise is not thrift, but profit.’’

Keynes consequently replaced Say’s Law with his own adage: ‘expenditure creates its own income”.”®
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In explaining the conditions required for such prosperity-inducing demand, Keynes succinctly
concluded that:
for enterprise to be active, two conditions must be fulfilled. There must be an expectation of profit; and
it must be possible for enterprises to obtain command of sufficient resources to put their projects into
execution.”
This simple appraisal was technically described within his General Theory as being constituted of the
balance between: entrepreneurial estimations of the likely profitability of an investment (defined as the
marginal efficiency of capital), and the cost of financing this capital investment (calculated according
to the prevailing rate of interest). In simple terms, investments were thought to rely upon the
reasonable expectation that a capital outlay would be profitable, given estimations of future market
demand, and adjusted for the estimated costs of the initial capital investment, its maintenance and
replacement costs, the costs of its operation (including wages), as well as the cost of its loan

repayrnents.40

Keynes lamented that when, on mass, entrepreneurial estimations of the balance between these
variables was not sufficiently attractive to entice investment, a destructive tendency ensued whereby
potential investors unproductively hoarded their capital in savings. Indeed, Keynes observed that
under a laissez-faire system investors were inherently prone towards this type of mass speculative
behaviour,”' because there was no policy oversight established to ameliorate the existence of mass
investor uncertainty - a form of macroeconomic uncertainty which Keynes differentiated from the type
of localised, measurable risks that entrepreneurs were adept at evaluating. It was this unregulated
proliferation of macroeconomic uncertainty, which Keynes identified as the catalyst for the volatility
in business confidence, which he argued reoccurred within /laissez-faire systems and created the

periodic bouts of booms and recessions of the capitalist business cycle.*?

Importantly, moreover, unlike the Austrian school economists, who viewed cyclical bouts of recession
as useful conduits to the necessary creative destruction of the economy’s malinvestments, Keynes
observed that in recessionary circumstances the widespread reduction of aggregate demand threatened
the viability of all businesses, regardless of their intrinsic competitiveness and viability.”® He also
appreciated that recessionary circumstances destructively reduced aggregate wages, the workforce’s
strength and morale, profits, government revenue, and contributed to a substantial decline in the

aggregate wealth of a nation.**
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These observations served to underpin Keynes’ conclusion that idle resources (including labour)
constituted waste, so that their use was justified even in public projects whose expected low returns
meant that they would not have garnered commercial interest within the private sector.”” Keynes
illustrated this point amidst his criticism of the British Conservative Baldwin Government’s (1924-
1929) intransigence in opposing stimulatory public works:

When we have unemployed men and unemployed plant ..., it is utterly imbecile to say that we cannot

afford these things. For it is with the unemployed men and the unemployed plant, and with nothing else,

that these things are done [original emphasis].*®
Keynes lamented that the dominant market liberal view of this period held that ‘We have to remain
poor because it does not “pay” to be rich. We have to live in hovels, not because we cannot build
palaces, but because we cannot “afford” them’.*’ Keynes alternatively believed that it was through an
improvement in economic knowledge and policy that austerity could be discarded, and abundance

48
embraced.

Interventionist Policy Proposals
Keynes’ theoretical emphasis upon the inefficiencies and inequities inherent within /laissez-faire
capitalism’s unproductive business cycle culminated in his advocacy for interventionist economic
policies to alleviate its recurrence. These policies constituted various forms of government
intervention aimed at the sustainable maintenance of a level of aggregate demand sufficient to

maintain full employment.*

Monetary Policy

When Keynes penned his, 4 Treatise on Money (1930), he had observed that the long-term rate of
interest (the rate commonly attached to loans) had been receptive to changes in the prevailing short-
term rate of interest, the level determined by monetary authorities.”® He therefore concluded that ‘it is
to our best advantage to reduce the rate of interest to that point relatively to the schedule of the
marginal efficiency of capital at which there is full employment’.>' In advocating lower interest rates
Keynes was unconcerned regarding the possibility of monetary laxity. He believed that low interest
rates would only be ‘harmful and liable to cause an inflation if ... [they were] so low as to stimulate a

flow of new projects more than enough to absorb our available resources’.” If and when such

instances of inflation were encountered, moreover, Keynes did not support measures to alleviate
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investment through increased interest rates. Contrary to conventional wisdom, Keynes objected to the
use of monetary policy as a ‘swing’ or counter-cyclical instrument because this role would undermine
market expectations of low long-term interest rates, which he believed were necessary for their
fulfillment. In a word of caution which now appears prophetic to the Labor governments of the 1970s
and 1980s, Keynes was adamant that it was ‘a fatal mistake’ to curtail excess demand with high
interest rates, because in response to inflation or a speculative bubble, ‘a higher rate of interest will be
useless except in so far as it affects adversely the whole structure of confidence and credit’. A slump,
he reasoned, would be the inevitable outcome.> Keynes was similarly sensitive to the destruction of
domestic investment and employment that high interest rates would cause when they were
implemented to reduce a nation’s current account deficit,”* a policy which would be damagingly
implemented during the 1980s under the Hawke Labor Government, and which Keynes had observed
in Britain under the gold standard exchange rate system.> In Keynes’ theorising, high interest rates
destroyed confidence and prosperity; low interest rates accommodated enterprise and encouraged

prosperity.

By the time of the publication of The General Theory, however, Keynes had lamented that long-term
interest rates had shown themselves to not be as malleable to monetary authorities’ policy adjustments
as he had previously thought. Rather, they were significantly constrained by financial markets’
psychological assessments of what constituted ‘a fairly safe level [original emphasis]’.’® More
worryingly still, Keynes estimated that this psychological assessment of the appropriate, or
‘conventional’ range of interest rates, ‘may fluctuate for decades about a level which is chronically too
high for full employment’.”’ In any case, Keynes observed that reductions in business confidence
could be so severe during recessions that reductions in long-term interest rates, if used exclusively,
would prove inadequate to ameliorate large deficiencies of demand.’® In these circumstances, he
believed that severe reductions in business confidence required a more significant stimulus, delivered

through direct state intervention to promote and subsidise new investment’.”

Fiscal Policy

From the early-1920s Keynes developed his advocacy for stimulatory government investments to
ameliorate bouts of deficient demand.”’ This advocacy was directly opposed to the market liberal

contention (upheld at this time within the British Treasury) that public expenditure is not capable of
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stimulating demand, investment, and employment, at least not without ruinous inflation.’" In his
typically arresting, controversial style, Keynes disputed this contention through his answer to the
prescient question surrounding US President, F.D. Roosevelt’s (1933-1945) stimulatory New Deal,
‘Can America Spend its Way into Recovery?’ Keynes retorted: ‘Why, obviously! ... No one of
common sense could doubt it, unless his mind had first been muddled by a “sound” financier or an
“orthodox” economist’. He went on to substantiate this position with a partial recitation of the General
Theory that he was developing: ‘we produce in response to spending. It is impossible to suppose that
we can stimulate production and employment by refraining from spending [original emphasis]’.
Keynes’ position was simple: entrepreneurs required the reasonable expectation of profit to invest, and
this expectation of profit would only exist amidst the circumstances of buoyant demand.
Consequently, if the private sector, when left to its own devices, did not produce sufficient demand,
then Keynes thought it only appropriate that the government, ‘the collective representative of all the
individuals in the nation’, should intervene ‘to fill the gap’, and thereby convince the business sector

that consumer demand was once again sufficient to support profitable investment.*

The Multiplier Effect

Underlying this logic was Keynes’ conception of the multiplier effect, which he believed accompanied

public sector stimulatory expenditures. This concept proposed that the stimulatory benefit of increased

budgetary expenditures were not confined to their initial effects. Keynes explained the concept

graphically within a 1929 British general election speech:
Employment is infectious health. Employment and prosperity multiply themselves and spread from
house to house. If men are employed on roads or on housebuilding [sic] or on modernising the railways
or on any of the Liberal schemes, they will earn full wages again. They will have money to spend.
They will buy once more the boots and clothing which they and their families have gone so long
without. In this way they will bring employment to others also; who in their turn will have wages to
spend and in their turn will employ others.”

Observing the situation in Britain in 1933, Keynes estimated that the multiplier effect would work so

that each additional pound of increased public expenditure would result in an increased aggregate

demand of two pounds.* Similar estimations made for the US in 1934 had their multiplier at three or

four additional persons employed beyond those recruited for public sector projects.®

Based upon the multiplier effect, Keynes proposed that under the conditions of insufficient demand

‘the effects of government expenditure are precisely the same as the effects of individuals’ [or private
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sector] expenditure’.®® What was meant by this statement was that just as private sector investment

increased aggregate demand in buoyant economic circumstances, in circumstances of economic
recession, increased public sector expenditures worked to increase aggregate demand and business
confidence. Keynes thereby disputed the market liberal contention that public expenditures, under all
circumstances, crowded out an equal amount of private sector expenditure. Keynes was of the firm
view that the public sector’s use of idle resources would alternatively reduce the wastage of
unemployed labour and materials, and also stimulate private sector investment.”’ In this context,
Keynes anticipated and refuted Milton Friedman’s ‘crowding out’ theory of public expenditure (see
chapter two).”® Furthermore, Keynes observed that rather than the British Government’s public sector
liabilities having crowded out private sector investment through the influence the government’s debt
had upon interest rates, Keynes argued that because Britain’s bonds were sold on international
markets, where the value of her debt was of a trifling quantum, it would likely have had a negligible
influence upon the rates of interest that international financial markets charged.” As subsequent
chapters reveal, this logic was overlooked by successive federal Labor governments between the

1970s and 1990s.

Financial Considerations

Notwithstanding Keynes’ confidence in the veracity of his economic logic, he appreciated that his
advocacy for periodic fiscal stimulation had the real potential, if implemented, of initially stoking
financial market fears of government default.”” But Keynes was confident that another benefit of his
fiscal stimulatory intervention would contribute to its financial attraction: the benefit upon the
budget’s bottom line from reductions in budgetary welfare entitlements and increased taxation
revenues.” In 1933 Keynes estimated that these occurrences would remit fully 53 percent of any
British Government stimulatory expenditures.”” Indeed, Keynes was adamant that efforts made to
balance the budget in times of economic contraction were futile given the severe reductions in taxation
revenues. He argued that it was ‘a complete mistake to believe that there is a dilemma between
schemes for increasing employment and schemes for balancing the budget’. ‘There is no possibility of
balancing the budget except by increasing the national income’. A task best achieved through fiscal
stimulation.” For Keynes, depression was the real cause of budget deficits,”* and he was highly critical

of the British Treasury for not acknowledging such fiscal truths.”
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Moreover, Keynes stressed that the fiscal costs involved in financing his public expenditures were far
outweighed by the alleviation of waste which would otherwise occur through the idleness of resources,
including labour. Keynes estimated that within Britain over the period 1921 to 1929 some
£500,000,000 was paid in cash unemployment benefits - an amount he estimated could have
alternatively been used to build one million houses, or a third of the nation’s roads - and that over the
same period the wastage of unemployed labour and resources had reduced the wealth of the nation by
£2,000,000,000 - an amount which could have built all the railways in Britain twice over.”® In this
light, Keynes argued that the likely marginal increase in government debt required for stimulatory
expenditures, such as the £100,000,000 proposed by the Liberal Party leader, Lloyd George, at the
1929 general election campaign, constituted a ‘small matter compared with the importance of restoring

normal conditions of prosperity”.”’

Timeliness

With regard to the implementation of stimulatory public sector expenditures, Keynes emphasised the
importance of timeliness. He stressed that under recessionary conditions, reductions in business
confidence, once ‘set in motion’, would ‘prove almost impossible to check’ until the recession had
dissipated.”® Keynes therefore advocated the timely implementation of stimulatory fiscal policies.
However, he perceived the manipulation of consumption through budgetary expenditures as
inadequate for such stimulatory purposes.” For instance, he did not support variations in tax
obligations, as he reasoned that unless tax reductions were considered permanent by their recipients,
they would fail to stimulate investment.” In this context Keynes argued that the ‘ordinary’ budget
should be properly maintained in permanent surplus,® and that an alternative capital budget should be
established to finance and co-ordinate the construction of public works under all public bodies, boards,

authorities and institutions.®

In this manner, it was envisaged that public sector investment would offset recessionary reductions in
demand. To facilitate this process Keynes advocated for the appointment of a board, advised by public
and private infrastructure authorities, utilities, their architects and engineers, as well as financial
bureaucrats. This board would be given the responsibility to maintain advanced plans and ordered

priorities for stimulatory public works, which were capable of returning economic or social dividends,
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and which could be implemented at short notice - no longer than a few months. He envisaged that
‘something like two-thirds or three-quarters of total investment’ should properly be sustained under
the auspices of such public or semi-public authorities so as to constitute a flexible counter-weight for
those circumstances in which the level of private sector investment was anticipated to significantly
change.** Moreover, in the interests of imparting as large a multiplier effect as possible, Keynes
preferred the construction of geographically dispersed public works, such as houses and roads,* and in
the circumstances of widespread international recession, he advocated for the intervention of

internationally coordinated fiscal stimulation.®

In making these proposals, Keynes dismissed the criticisms that valuable public works could not
possibly be expedited for stimulatory purposes because of the intractable time periods needed for their
design, planning and construction.®’” In a line which would be repeated periodically by future Labor
governments, for Keynes the overwhelming priority was ‘to get the money spent’.*® He stressed this
point in correspondence with US President, F.D. Roosevelt, where he emphasised that even in those
circumstances in which it is difficult to avoid waste, inefficiency, and corruption in the
implementation of public works, these considerations should be properly outweighed by the
alternative risk of recession, high unemployment and general misery, so that if necessary more timely,
if less useful, projects should be supported.”” Indeed, Keynes wittily remarked in this context that if
the staid minds of the British Treasury could not adhere to anything more productive, even the burying
of banknotes in disused coalmines, excavated by ‘private enterprise on well-tried principles of laissez-

faire ... would be better than nothing’.”

Inflationary Concerns

Keynes did not merely envisage fiscal policy intervening in recessionary conditions, however. Like
market liberal economists, Keynes was cognisant of the damage excessive inflation could cause. As
early as 1919 he had cited Lenin’s quip ‘that the best way to destroy the Capitalist System was to
debauch the currency’.”’ He was adamant that because excessive inflation entailed an arbitrary

redistribution of wealth, it undermined the vital sense of security, confidence, and equity that a stable
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community required, and also modified society’s inclinations to save and invest, and its system of
contract.”” Indeed, Hayek has since repeatedly documented that Keynes was not as sanguine on the
issue of inflation as many of his disciples. Hayek claimed that when asked, just weeks before Keynes’
death in April 1946, whether Keynes was alarmed by the wanton attitude of his followers towards
inflation, Keynes replied that if his ‘theories should ever become harmful’ that Hayek could ‘be

assured that he would quickly bring about a change in public opinion’.”

Keynes was adamant, however, that inflation would only constitute a significant problem under the
circumstances in which demand approached that required for the realisation of full employment.
Under these circumstances Keynes reasoned that an ever increasing component of public expenditure
would be dissipated into increased prices (or the expropriation of private sector demand) rather than
ameliorative stimulatory activity.”* However, Keynes did not expect this inflationary occurrence to
present a widespread public policy problem until the unemployment rate had fallen to the level of
approximately 6-7 percent.”® Keynes also acknowledg