











excused for believing that they were merely passing on replies prepared for them by the
Treasury, without any attempt at critical evaluation. Nobody likes to believe that the parl-
iamentary representative has accepted the tame role of intermediary - a highly paid P.R.
servant - between electors and the bureaucracy.

There is now evidence, however, that such an unsavoury situation does in fact exist. On
March 17th, 1976, the Treasury circulated all Government Members and Senators with a
three-page document providing stock answers to all inquiries on the Petersen Plan. The
third page provided a sample letter, including alternative paragraphs which could be used,
for politicians to use in their replies. ’

The full text of the Treasury reply, with the sample letter, is as follows:

TREASURER
Parliament House,
Canberra. 2600.

Government Members and Senators

CORRESPONDENCE ON CONSUMER SUBSIDIES (THE PETERSEN PLAN)

I am aware that many Members and Senators have received letters from their constituents
asking the Government to give consideration to a scheme of consumer subsidies as part of
its anti-inflationary strategy.

There is a long history, spanning several decades, of proposals of this nature. The scope of
most proposals has been restricted to food-stuffs or selected food lines. Supporters of the
(discredited) theories of Major Douglas and the so-called Social Credit Movement seem
particularly attracted to consumer subsidics, often arguing that such subsidies should be
financed by the issuc of “debt and interest free’ central bank credit.

A limited system of consumer subsidies was in force in Australia during the second World

War as part of the comprehensive system of war-time prices controls. They were dismantled
soon after the war. I more recent times subsidies on certain food lines have been introduced
by the Governments of the United Kingdom and New Zealand. In this regard it is worth point-
ing out that the United Kingdom Government has announced the phased reduction of sub-
sidies as large expenditures achieved a relatively small abatement of food price rises.

The argument is sometimes advanced that such subsidies are desirable on social grounds. How-
ever, there are gencrally more efficient, and effective,means available to lift the real purchas-
ing power of consumers, or particular groups of consumers, including welfare payments and
policy measures which operate directly on the “causes” of inflation.

It is further argued, especially in more recent versions of the case, that such subsidies may
provide a brake to inflationary expectations; but, especially in the present environment, an
intensification of inflationary pressures is the more likely outcome. Such subsidies would
have to be financed cither by increased GGovernment spending or, if Social Credit prescrip-
tions are adopted, by Reserve Bank lending to the public. Unless offset by higher taxes or in-
creased bond sales to the public, both courses would accelerate the growth of domestic liquid-
ity and the money supply; increased Government spending of itself would have a further
direct, adverse impact on expectations.
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In the light of the foregoing comments I have attached a brief form of words which reflects
the Government’s views and which could serve as a useful basis for responses to letters on this
general question.

‘ Yours sincerely,
17th March, 1976. PHILLIP LYNyCH

Attached to the letter above was the following:

POSSIBLE DRAFT RESPONSE TO LETTERS SEEKING THE ADAPTION OF
CONSUMER SUBSIDIES AS AN ANTI-INFLATION WEAPON.

“I have serious reservations about the effectiveness of a system of consumer subsidies. First,
and most important, unless offset by higher taxation or increased sales of Australian Govern-
ment bonds to the public, increased Government spending to finance consumer subsidies will
accelerate the growth of domestic liquidity and the volume of money. The present stance of
monetary policy requires some restraint on the expected growth of domestic liquidity and the
volume of money. The present stance of monetary policy requires some restraint on the ex-
pected growth of the money supply in order to dampen inflationary expectations and prevent
too rapid a future upsurge in domestic demand rekindling a further prices spiral. Seen in this
light consumer subsidies will almost certainly intensify inflationary pressures in present circum-
stances.

Consumer subsidies would also distort the allocation of resources by artificially reducing some
prices relative to others. There would be a tendency for demand for subsidized commodities to
exceed supply, which in extreme cases may necessitate rationing. An expensive bureaucracy
would be required to monitor a comprehensive system of price controls in order to ensure that
subsidies were in fact being passed on to consumers. Moreover, as shown above, the measure
would not contain inflation in the present environment and ever larger subsidies would become
necessary, which could further fuel inflation. Clearly the more effective means to reduce the
cost of living is to check and reduce inflation itself.”

Alternatively second sentence of paragraph 1 to read:

“First, and most important, use of Reserve Bank credit to the private sector to finance con-
sumer subsidies will accelerate the growth of domestic liquidity and the volume of money.”

(End of circular)

COMMENT:  The Treasury’s circular is so superficial as to be deceitful. It is a monumental
example of misleading by ommission. It would be instructive to know which public servant in
the Treasury prepared the text to which Mr. Lynch put his signature.

More importantly, how many parliamentarians will be bold enough to protest at the inaccuracy
of the reply with which they have been provided?

The following comments may give a true perspective to the Treasury circular:
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Credit” reads: “Because of this power, too the Commonwealth Bank (1 e. before the establish-
ment of the Reserve Bank - author) can increase the cash reserves of the Trading Banks: “ " ex-
ample, it can buy securities and other property, it ¢an lend to Governments or to others uu a
variety of ways, and it can even make money availal  to the Governments and to others free of
any charge...” (emphasis added)

As this last clause has led to a good deal of controversy as to its exact meaning, Mr. Justice Napier,
Chairman of the Commission. was asked to interpret it, and his reply, received through the Secret-
ary of the Commission (Mr. Harris) was as follows: “This statement means that the Commonwealth
Bank can make money available to Governments or to others on such terms as it chooses, even by
way of a loan without interest, or even without requiring either interest or repayment of principle.”

The New Zealand Reserve Bank is currently making finance available for some rural marketing
schemes at 1% interest, as an example of what can be done.

The Treasury is responsible for a completely false picture on the whole question of credit creation,
generating prejudice rather than objective discussion, and playing on the limited understanding of
unqualified politicians. The following questions deserve a fair answer from the Treasury:
(1) Why would it be more inflationary to reduce the volume of money being created (15%
annually is far too high), and introduce any new money required into the economy without
debt and interest? It is, after all, the debt and interest which has to be met out of future tax-
ation increases, this in turn becoming an overhead which can only be met from increased
prices.
(2) Why should not all capital works in Government - Semi, Local, State and Federal - be fin-
anced by Reserve Bank loans at a rate of interest no greater than cost-of-issue, repayable over
the life of the item, rather than from taxation and rate revenue - thus allowing scope for big
tax reductions?
(3) Why is the Treasury so totally resistant to using the new money already being created to
reducing prices instead of raising them?
(4) If the Treasury has now taken upon itself to answer letters to parliamentarians through
circulars of this nature, should not the public servant responsible for the views therein be pre-
pared to accept personal responsibility by attaching his name to the circular?

OTHER OVERSEAS EXAMPLES.

INDONESIA: “Overseas Trading”, the official journal of the Commonwealth Department of
Overseas Trade, (19/9/75) contained the following comment in a feature article on the Indon-
esian economy:

“Indonesia kept the inflation rate in check by providing price subsidies for rice, sugar, wheat
flour, cotton, newsprint and fertilisers. After a high monthly inflation rate of 10 per cent in

Page 7.






letters, made some revealing comiments On tNis scandaal, aavocaunyg 111 UlE PIUCEss UIdL UIcIc
was some case for the subsidisation of meat sales to some groups of Australian consumers. Mr.
Anthony’s letters were in replies to private inquiries on the whole issue of the Soviet meat
deal. It seems that he would not endorse his private views in public.

Writing on February 25th, 1975, Mr. Anthony said:

“Thank you for your letter of February 19 about the sale of 40,000 tonnes of Australian
beef to Russia.
My Party is very concerned at the prospect of the Australian Government’s subsidising this
sale. I believe that the Government may offer to bear some of the cost of stevedoring and
freight. What disturbs me is whether a similar deal was offered to our traditional trading
partners, especially the United Kingdom. Furthermore, as you say, there are many groups
within Australia such as pensioners and even the general public who would benefit immense-
Iy from some sort of Government subsidised sale of meat.
The return to the meat producer under the Russian sale is less than 10 cents per pound and
although the foreign exchange earned on this sale is of value to the economy, I do not think
that the return to the producer is sufficient to justify such sales without first attempting to
give the people of Australia the benefits of meat at a similar price.

Yours sincerely,

J.D. ANTHONY.

Writing on March 4th, 1975, Mr. Anthony said:

“Thank you for your letter of 26 February.

As regards your comments on increasing domestic consumption of beef, I think that the sub-
sidisation of meat sales to pensioners and other needy groups would be a practical form of
assistance on the part of the Government which would also be of considerable help to the
Australian beef producer. However, the difficulty of such a scheme is that when meat prices
rise again it would either have to be discontinued, or maintained at considerable expense.
The best means of subsidising food prices is by some form of stabilisation or assistance
scheme to producers. In the present circumstances, however, I do think that there is some
scope for Government subsidisation of domestic consumption especially in view of the like-
lihood that the Government will be subsidising the sale of beef to the Russians.

Yours sincerely,
J.D. ANTHONY.

“When the Institute of Economic Democracy first publicised the fact that the Beef sale to
the Soviet Union had been subsidised, strenuous efforts were made by various bodies, in-
cluding some Primary producer organisations, to deny this fact, and attacks were made on
both the Institute, and its parent body, the Australi=n League of Rights, for suggesting that
this was so. The Institute asked the reasonable que: n - why it was not possible to sub-
sidise Australian consumers sooner than the Communists?
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recess, Cabinet approved the subsidy after heavy opposition trom the ‘Ireasury. 1he subsidy
was granted to the Board because an earlier export subsidy for meat of 1.6 cents a pound was
suspended from Mareh [st this year.

The Primary Industry Minister Mr. Sinclair, pressured Cabinet into granting the $1.2 million
handout following abolition of the earlier subsidy. As a result of the secret handout, Austra-
lian beef is cheaper in Moscow than Australia. “But you must remember that this allows us to
get rid of a great deal of Australian beef,” a Government Department spokesman said today.
“Beef exported to Russia is surplus to the home market, otherwise it would be left unsold.”
In Sydney, the Federal Secretary of the Australian Meat Industry Employees’ Union, Mr.Fred
Hall, said the Government subsidy was “very sensible.”

“Although many exporters here lost on the deal instigated by the Labor Government, it was a
good public relations exercise,” he said. “We had enormous excess of beef at the time and
virtually no market.”

It can only be said that if selling meat to a Communist country at a price which causes a loss
to the producer, and then subsidising that sale into the bargain, can be described as a “good
public relations exercise”, then we’re even further down the slippery slope than we thought.
Why couldn’t we sell the meat to Australians instead?

ADMINISTRATION

The Treasury argument that price subsidisation would require increased public service enrol-
ment is, again, not born out by the facts.

In 1943, when subsidisation was applied to a whole range of items, total Commonwealth em-
ployment was 227,067 people. Employment fell in 1944 to 211,672 and in 1945 to 192,015.
It finally dropped to 149,723 in 1946. In 1947, when the price subsidy scheme was dismantled,
the public service started to expand again.

With the abolition of Sales Tax, as suggested in the Petersen Plan, a considerable number of
public servants would be released to administer the new scheme. The growth in the size of the
Taxation Department has been frightening. In 1961, the Commonwealth Taxation Department
employed 7858 people. By 1971 this had grown by about 40% to 10,733 and to 11,149 the
following year. This does not take into account the Department of Custom and Excise, employ-
ing a further 5,000 people.

PRICE CONTROL

To argue that a price subsidisation scheme would not work without price control is an evasion of
the issue. The Liberal-Country Party in 1949 was adamant that it would. Some of the bountics
already in existence are working reasonably well without controls.

Apart trom that, therc are already a number of food items where uniform or agreed prices exist -
sugar, wheat and bread, butter and milk. Why could the scheme not be tried in these areas first,
to see what effect is had on the C.P.1.? Only Treasury pig-headedness stands in the way.

THE TREASURY STRUCTURE

The Australian (March 13th, 1976), in a feature article entitled ““A Taxpayers’ Guide to the
Treasury”, included the following significant comments:
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