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Introduction  The 1940s Cast of Characters
The Tasmanians: 

“Giblin’s Platoon”
• Lyndhurst Giblin
• Douglas Copland 
• James Brigden
• Roland Wilson

Giblin and Copland begin 
their careers at the University 
of Tasmania but enter our 
war-time story from 
Melbourne University 
The Sydney-siders

• Leslie Melville 
• Nuggett Coombs
• Trevor Swan
• John Crawford

Coombs is from WA but 
enters our war-time story 
from a post in Sydney



The Global Challenge 

• Brexit, Trump

• Yet protectionism and isolationism 
are less strong in this country (c.f. 
Andrew Leigh’s recent book)

• What accounts for this difference?

• Of course what happened in the 
Hawke-Keating era is fundamental

• But my claim is that it is the strong 
set of macroeconomic policymaking 
institutions that Australia 
developed during the 1940s laid the 
foundations which made this 
possible. 

• This talk contains an argument that 
it is important achieve a clear 
macroeconomic framework before 
turning to microeconomic reform   



Some Previous Australian History 

• Spectacular development up until 1890 
• As a small and open economy, highly integrated into world labour 

capital and commodity markets, the country’s prosperity depended 
on a well-functioning international economic system

• Australian prosperity was based on a high degree of production specialisation 
in a narrow range of primary commodities exported to a limited spread of 
foreign markets. 

• This prosperity was dependent on foreign investment to augment domestic 
saving. 

• Growing economic activity depended on immigration to boost domestic 
labour supply. 

• Britain dominated these trade links, and labour and capital links, and 
was, in addition the hub of the prewar classical gold standard. 
• It was believed that the British Empire would protect this system

• The depression of the 1890s had long-lasting effects 
• Lessons: inability to devalue exchange rate or to reschedule debt obligations 

made the recovery much slower 

• There was then World War I and then a tepid recovery, which had 
petered out in 1927, before thee onset of the Depression 

See Ian MacLean Why Australia Prospered (Princeton, 2013)



1 A Preliminary: The “Australian Settlement” and 
Protectionism

• Economic analysis in Australia begins with analysis of protectionism 

• When the gold ran out, those seeking gold in Ballarat came to 
Melbourne in search of work. But they faced competition from cheap 
imports, produced with low-wage labour in Liverpool and Manchester, 
and so they quickly became protectionist. By contrast, New South 
Wales was a land of farming exporters and so was inclined to free 
trade. 

• The issue whether Australia would be free-trade or protectionist, left 
open at Federation, was resolved by 1906 with the passing of the 
Australian Industries Preservation Act. 

• In 1921, the Tariff Board was established to separate the setting of 
tariffs from the political process.

• The outcome was the “Australian System”, explained in the famous 
Brigden Report, set out in Keith Hancock’s Australia (1930), and 
taken up by Paul Kelly in The End of Certainty (1992)
• Protection of industry, centralised wage-fixing, high migration, and state -

paternalism. 

• Behind all this stood imperial benevolence – and the gold standard.



• The system was explained in the Brigden Report: The 
Australian Tariff: an Economic Enquiry
• The genesis of the Enquiry lay in a sudden increase in protectionist 

sentiment and action in Australia in the aftermath of the First World War. 
The average tariff rate rose from about 10 per cent in 1918 to about 20 
per cent by 1927

• Late in 1927, the Prime Minister, S. M. Bruce, commissioned an enquiry 
into the tariff – the Brigden report - whose authors were E.C. Dyason (a 
stockbroker) Giblin and C.H. Wickens (the Commonwealth Statistician), 
Lyndhurst Brigden and Douglas Copland were added. 



The Cast of Key Characters in the 1920s

Lyndhurst Giblin, portrait painted by William Dobell in 1945



Giblin at war and at work



Douglas Copland



James Brigden



2.1 The Brigden Report 

• Protection of import-competing goods enables higher prices
• This meant that workers could be paid more 

• The Harvester case, in 1907, concerning the Sunshine Harvester Works, 
ensured that workers were paid a “fair basic wage”. This idea dominated the 
workings of the arbitration system for the next 80 years. 

• The wage could be set at a higher level behind the tariff barrier.

• The model assumes diminishing returns in agriculture and 
constant returns in import-competing industries; prices of 
exports and of imports are assumed fixed on world markets

• Results:
• The effect is to increase real wages, since both prices of import competing 

goods go up by same amount, price of export goods (which are food for 
workers) does not

• The effect is to disadvantage agriculture and mining – whose selling process 
were fixed on world markets but who had to pay more for labour and for 
import-competing goods – and expand import-competing industry

• Encourages immigration
• Raises return to capital and encourages capital inflow



Implications 

• Brigden Report: 
• “We have to recognise in the tariff as a whole, … a potent 

instrument in maintaining at a given standard of living a larger 
population than would have been otherwise possible. It seems 
certain that without the tariff we could not have offered the 
same field for immigration, and would not have been able to 
maintain our growth of population. (p. 84)

• The central idea is very clear, even if the Report was not clear
• Brigden himself wrote that the tariff could be raised “too far”, 

and believed that this had happened. But the commitment to 
protection – for reasons explained above – was fundamental 

• The move away from this position took most of the last 
century.
• My argument is that a macroeconomic framework had to be put 

in place, to replace the Gold Standard,  to make this move 
possible.

• The necessary moves begin in the 1930s



2.2 Macroeconomics: a Commitment to the Gold Standard

• Australia on the gold standard up until 1930. This monetary system 
was designed to provide financial stability for the new country, and 
– of particular concern for this account – it provided the economy’s 
nominal anchor. Price stability was supposed to be imposed on the 
economy from the outside.
• The workings of a gold standard mean that when the external position of the 

country is in surplus gold flows in, and vice versa, stimulating spending and 
inflation at times when export prices are high and depressing spending when 
export prices are depressed.  This is meant to stabilise prices in such a country 

• In fact gold did not actually flow between the UK and Australia. The operation of this 
system was similar to the gold-exchange standard ruing in India which was examined 
by Keynes in Indian Currency and Finance. (Keynes, 1913). 

• At times of boom in export prices, Australian Banks would accumulate funds in 
London and expand credit in Australia, and vice versa. But the effects were similar to 
those of an actual gold standard

• In fact what this meant was that there was no domestic policy in 
place which would dampen spending in the economy at a time of 
boom and to stimulate spending at times of recession.  

……The Gold Standard – that is all there was to macroeconomic 
understanding in the 1920s…. 



2 A Second Preliminary: the beginnings of 
understanding during the Great Depression 

2.1 Background
• As already noted, Australia still had very few economists and the 

country lacked any bureaucratic infrastructure that could assist 
governments in understanding the problem and in devising 
measures to deal with it. 
• Policy focused initially on two concerns: government finance and the 

funding of a rising foreign account deficit. 
• The Labor Government, had been elected in mid 1929 on the specific 

issue of preserving the arbitration system, sought help from Britain. 
• This resulted in the visit of Sir Otto Niemeyer (Deputy Governor of 

the Bank of England ) and Sir Theodore Gregory (a monetary 
economist at the London School of Economics and a member of the 
Macmillan Committee). Their advice was orthdodox.

• The Labor Government, however, was torn apart by conflict: 
- measures proposed by mainstream Australian economists
- measures espoused by the Treasurer, E. G. Theodore, and
- extreme policies pursued by the NSW govt of J. T. Lang.

• The Result was the Premiers’ Plan



2.2 The Multiplier Framework

• The intellectual foundation  of the economists contribution 
was set out by Giblin (1930) in his inaugural lecture as Ritchie 
Professor at Melbourne , given in April 1930. 
• This grew out of “New Farms and Population” (1929). This 

examined the multiplied effects of an increase in export revenue, 
due to the extra spending which it stimulated.

• There were no leakages to savings or taxes, just to imports, with  
propensity to import of 1/3, so an increase in export revenue of 
£1,000 would create £1000 plus additional spending of  

£1,000[2/3 + (2/3)2 + (2/3)3 + ….] = £2,000; ie a total of £3,000.

• There is a detailed discussion of this by Brigden in 1929

• It may have been Brigden who encouraged Giblin to think about 
what would happen in reverse. A collapse of the terms of trade 
leading to a generalised reduction in employment 

• This work predated Kahn’s multiplier, and the General Theory 
• It was so much easier to come to this understanding compared 

with those who were trained in Marshallian microeconomics and 
the Cambridge quantity theory of money



2.3 Policy Implications: pursuit of “internal and external balance” 

• The economists aimed to prevent the multiplier implications of a fall 
in export revenue spreading throughout the economy.

• Their proposals were a compromise
• Reducing domestic prices in line with the fall in export revenue would ensure that 

farmers’ real spending did not fall. But this would require a wage reduction, 
would increase the outstanding value of debts, and would violate the promise to 
defend the Arbitration Commission

• Devaluing the exchange rate would achieve the same outcome; this involved 
leaving the Gold Standard architecture and was opposed by many. Devaluation in 
1931 supported by advice a group which included from Giblin, Copland, and 
Melville – Economic Advisor at the Commonwealth Bank (the Central Bank)
• Default on foreign debt was not contemplated.  

• It is no surprise that this advice caused controversy – the choices are 
difficult 

• The economists recommend spending cuts, not fiscal stimulus
• There is a pre-Keynesian fear of “crowding out”
• Centrally, the external constraint is crucial. 

• We can see this as a determination to pursue internal balance within 
the discipline imposed by the external constraint. 
• c.f. Copland’s Marshall lectures which he gave in Cambridge in 1934 



Leslie Melville – Economic Advisor at the Commonwealth Bank 



2.4 But more protection internationally: Imperial Preference 

• The British Empire Economic Conference (also known as 
the Ottawa Conference) was a 1932 conference of British 
colonies and the autonomous dominions held to discuss 
the Great Depression. It was held between 21 July and 20 August 
in Ottawa.

• The participants admitted the failure of the gold standard and 
abandon attempts to return to it, but without the clarity of the 
Australian response.  

• The meeting also worked to establish a zone of 
limited tariffs within the British Empire, but with high tariffs with 
the rest of the world. This was called "Imperial preference" or 
"Empire Free-Trade" on the principle of “home producers first, 
empire producers second, and foreign producers last”. 

• Australia was represented by Leslie Melville.  

• This empire-first protectionism has significant implications in 
what follows.



3 The early 40s: the FEC and How to Pay for the 
War

• As the war approached Wilson, from his position in Canberra 
as Commonwealth Statistician, advised Menzies that he 
should form a committee to consider economic policy, which 
became the Financial and Economic Committee, or FEC.

• Wilson advised Menzies that Giblin by then aged 67 – should 
be summoned to lead this committee, which initially consisted 
only of Giblin, Melville (as Chief Economist of the 
Commonwealth Bank, the Central Bank) and Wilson himself, 
who, although Commonwealth Statistician had his feet 
planted firmly in the Treasury. 

• Giblin sent about working out how to undertake war finance, 
using these two as a sounding board. Soon Brigden and 
Copland – who we have already seen - and Nuggett Coombs, 
(who is at the Commonwealth Bank working for Melville) 
joined the committee. 



The Extra Cast of Characters at the FEC: 
Roland WiIson and Nuggett Coombs

Roland Wilson- Chief Statistician 



NuggettCoombs – brought into the Treasury from the Commonwealth Bank 



• The first task faced by the FEC was How to pay for the war.
• Giblin was in very close correspondence with Keynes. Keynes's How to Pay for 

the War has become very famous, written in 1940 and giving an explanation of 
how to apply the tools of the General Theory to the problem.  

• Gilblin led exactly the same discussions with the FEC. 
• At the beginning of the war, the Treasury argued, in a conventional way, for the need 

to put up taxes to pay for the war. This was an institution dominated by a pre-
Keynesian loanable funds view of what makes for responsible policy. The FEC argued 
that tax increases would not be necessary until full employment was reached; spare 
resources would be brought into use by a multiplier process. 

• After full employment was reached – in late 1941 – the FEC’s discussions went in 
parallel with those which Keynes had been having in the UK. 

• Keynes’s ideas were had been opposed by the UK Treasury: also an 
institution dominated by a pre-Keynesian loanable funds view of what makes 
for responsible policy. That view was that, provided the government’s non-
war deficit was balanced, then private savings would be forthcoming to 
finance the war effort. Taxes simply needed to balance the budget. 

• Keynes’ alternative view quickly came to dominate – that one must instead 
compute the likely level of economy-wide aggregate demand and ensure that 
there is no inflationary gap between this and the residual of aggregate supply 
left after the devotion of resources to the war effort. 

• FEC advice parallels these UK discussions. 



4 The early 1940s: the FEC, Lend Lease & International 
Engagement

• But the problems of war finance were not just internal – there was an 
external financing need. 

• For Britain, the level of imports (both military and non-military) 
required for survival needed somehow to be paid for, and yet the 
conversion of a large proportion of Britain’s export trades to the 
production of armaments made this impossible.

• As a result Britain became dangerously dependent on the US for its 
short-run survival. Roosevelt’s generous response to Churchill came in 
the form of Lend-Lease. 

• This was announced on 17 December 1940 ‘in the homely image of 
lending a neighbour a hose to put out a fire’ (p. 100). As a result of 
Lend-Lease, Britain was able to fight the war without the kind of daily 
threat of financial crisis which had characterised the First World War.

• But the UK ran up against a sting in the tail of Roosevelt's fire hose. 
Members of Congress - and others - asked Roosevelt what he meant 
by Lend Lease. Roosevelt set the state department the task of 
determining the price which the UK would need to pay. The result was 
the famous Article VII of the Lend Lease Treaty. 



• “The terms and conditions…. shall provide against 
discrimination in the United States of America or the United 
Kingdom against the importation of any product originating in 
the other country” 
• When Keynes read this he blew a fuse. 
• He asked Dean Acheson (Under-Secretary of State) whether the 

article referred to Imperial Preference and to the sterling 
payments system. 

• Acheson said that it did, upon which Keynes “burst into a speech 
such as only he could make. The British could not ‘make such a 
commitment in good faith’; ‘it would require an imperial 
conference’: ‘it settled upon the future an iron-clad formula from 
the 19th century’; ‘it contemplated the hopeless task of returning 
to the Gold Standard’ and so on”. (Acheson, 1969, pp 19 - 30)

• This was what provoked Keynes initial work on his Clearinig 
Union, and the related work which led to the proposal for a 
WTO and the setting up of the GATT.



• There was a similar Mutual Aid Agreement signed between 
the United States and Australia 

• The quid pro quo from the US was that Australia would 
engage be committed to non-discriminatory trade, and thus 
Australia too would be committed to the unwinding of 
imperial preference. 

• The Australians were deeply challenged by the equivalent of 
Article VII in their Mutual Aid Agreement with the US. In a 
series of papers prepared for the FEC, Coombs makes clear 
that without full employment as an objective he sees the 
possibility of the International Monetary Fund imposing 
deflation on the world in the manner that the Gold Standard 
had done. In such circumstances, the liberalisation of global 
trade – i.e. the opening of domestic markets to competition 
from imports beyond the Empire - is to be feared. 



• The Australian response to their Article VII is a remarkable story. It led 
to what became known as the Positive Approach, analysed in a recent 
paper by Selwyn Cornish. The Australians were determined to ensure 
that a commitment to full employment was embodied in the articles 
of association of the International Monetary Fund, the World Bank, 
and, in due course, the international trade organisation.

• A particular difficulty that he saw was that - notwithstanding opportunities 
in Asia - Australia would remain crucially dependent on Great Britain. He 
thought that the conditions which the US was seeking to impose were 
likely to make it very difficult for the United Kingdom to avoid a serious 
post-war depression, with implications for Australia.

• Coombs was prepared to argue that Australia could accept the 
removal of Imperial preference. He was already beginning to see the 
possibility of growing markets in Asia, and the possibility that Australia 
could engage with these markets. 

• Keynes and White persuaded Coombs that the IMF would achieve 
what he wanted

• In the UK and in Australia preparation began on a full employment 
white paper; Coombs in the Department of  Postwar Reconstruction 



• John Crawford began working with Coombs in the Department 
of Postwar Reconstruction 

• Saw the Article VII discussions as the beginning of a shift in 
Australian Trade Policy 

• Crawford was to go on and and became so important in 
subsequent years came to similar point of view. 



John Crawford – became Chief Economist at the Department of 
Post War Reconstruction 



5 The late 40s and 50s: Trevor Swan and bringing the 
ideas together

5.1 Internal and External Balance (clear at last) 
• There remained the 

problem of how to manage 
the domestic econonmy

• Descriptions of policy 
incoherence, written in 
1949 and 1950:
• Large migration 

programme leading to 
huge need for 
investment, to excess 
demand and inflation

• Unwillingness of Chifley 
to appreciate the 
exchange rate and allow 
the excess demand 

• Forceful discussions with 
Roland Wilson, by now 
Secretary of the Treasury 

• No clear view yet on how to 
think about the problem



Trevor Swan –the first Professor of Economics at the ANU 



….and then the necessary algebra…

• Targets: 

• Full employment, 

• price stability, 

• external balance

• Instruments: 

• Fiscal Policy, 

• the wage level, 

• the exchange rate  or 
protection

The ideas are first brought 
together, in this typewritten 
note, in November 1952

These ideas underpin both 
Swan’s Departmental seminar 
paper given in April 1953 and 
his paper given at ANZAAS in 
1955.



The Swan diagram (1955, published 1963)

This solves for the Cost Ratio, (R/W)*, and the level of Real 
Expenditure, E*, which will give rise to both internal and external 
balance 



The wage level (Swan 1953, published in 1960)
This solves for the level of W given P* = P2 and (R/W )* from Fig 1.



Many poss. assignments of instruments to targets

• Three targets three instruments – many combinations possible, in 
fact the number is (3 x 2 x 1) = 6. 

• One possible combination is the one which Swan recommends:
• Full employment - demand management  
• Price level - wage fixing 
• External balance – protection or the exchange rate 

• Also possible: something like the gold standard (which he rejects):
• Full employment  - wage fixing
• Price level – the exchange rate (maybe fixed)
• External Balance – demand management 

• Also possible: something like the modern world discussed below:
• Full employment  - wage fixing
• Price level – demand management 
• External Balance – the exchange rate

• The sophistication of this discussion is greatly in excess of that in 
Mundell’s paper “ The Principle of Effective Market Classification”, 
published in 1962, which contributed to Mundell’s Nobel Prize



Aust. experience in the 50s , 60s, and early 70s
• Difficulties in the 1950s and 1960s

• Economists looked to more use of exchange rate change in the way 
suggested by Swan 

• Nevertheless there was a clear understanding of the structure of 
macroeconomic policymaking in an open economy 
• It was taught to me as an undergraduate at Melbourne in 1969 – but 

with a Private Eye like confusion! 

• However the policy for influencing the external position was still the 
was still - until 1960 – quantitative restrictions and after that tariffs. 

• A failed attempt to remove protection in the Vernon Report (1964)
• The work by Max Corden on Effective Protection and the work of the 

Industries Commission – what later became the Productivity 
Commission – on ensuring a greater degree of ‘consistency’ in 
protection across the economy.  

• Despite protection, growth was very rapid, with full employment 
maintained and the economy living within its external constraint.

• Then the Bretton Woods system collapsed in 1971



5.2 Understanding Migration and the Growth Process as part of 
the Policy Problem 

• Trevor Swan’s model of economic growth later became very famous - Robert 
Solow won the Nobel Prize for a similar model 

• This emerged from the earlier discussions with Wilson referred to above

• Those discussions saw the macroeconomic policy problem of the late 1940s 
and early 1950s as being how to respond to the needs for infrastructure and 
other capital of a very large increase of migration. 

• Created excess demand and inflation 

• But the increase in labour created the potentiality for a very rapid increase in 
supply, as did labour saving technical progress.

• The Swan growth model produced the algebra for this. 

• It showed how to avoid capital accumulation falling behind the growth of the 
effective labour force– after allowing for any possible inflow of foreign capital 
domestic savings needed to be high enough to prevent this happening/

• Swan turned to the question of migration and growth in his ANZAAS 
Presidential lecture in Dunedin in 1957, taking the discussion back to that 
which had concerned those writing the Brigden Report

• He obtained an understanding of how growth could be so high  

• But still protectionism remained in place 



7 The Final Precondition for liberalisation: floating    
the exchange rate and inflation targeting

• The collapse of Bretton Woods system affected countries in 
many different ways
• Europe never really realised that it had happened & invented 

EMU 
• In the US and UK: 

• Monetary Policy First monetarism, then inflation targeting 
• “2 for 1” outcome – monetary policy – in combination with 

Phillips curve - manages both inflation and activity are controlled
• Fiscal policy relegated to the task of ensuring fiscal solvency 
• Flexible exchange rates deal ensure external balance in the longer 

term; this is no longer treated as policy problem. 
• Fiscal policy relegated to the longer term task of ensuring fiscal 

solvency 

• The Australian policy system adapted in its own particular way
• (i) In 1983, a move to a floating exchange rate regime, and very large 

currency depreciation. This was coupled with the “Accord” which held 
down real wages – in exchange for other policy initiatives 

• (ii)  A gradual move towards inflation targeting in the early 
1990s



• Compare the outcome with one of the possible systems which 
Swan described:
• Full employment  - wage fixing
• Price level – demand management 
• External Balance – the exchange rate

• We can see that the core macro policy system presented by 
Swan (with his three targets and three instruments) has been 
adapted and built upon

• This policy system is located within a growth framework 
described in his growth model



9 The Move to Liberalisation in the 1980s
• In the 1980s and 1990s, Prime Ministers Hawke and Paul 

Keating finally overturned two key aspects of Australian 
political economy: protectionism and centralised wage fixing.

• The currency was able to devalue to stimulate exports and 
import-competing industries to replace those which had 
previously existed, protected by the tariff 

• Growing real wages made possible by the capital 
accumulation, as described in the Solow growth model

• There was no longer a sense that protection was necessary to 
increase real wages or to encourage the capital accumulation 
required for the growth process

• This liberalisation laid the foundation for the mineral boom at 
the end of the century. 



The Flexibility and Durability of the Australian 
Settlement

My story
By the time that the Hawke-Keating era arrived, the Australian settlement 
had been adapted in two important ways
• Competent macroeconomic management had been added to the 

weapons of state paternalism, ever since its beginnings in the 1940s
• Those beginnings had given Australia a new sense of how to play a role 

on the world stage
The Australian settlement was both more flexible, and more resiliant, than 
one might have imagined



10 Conclusion: the consequences of openness 
and  adaptability

• These changes which I have described have given rise to a macroeconomic 
policymaking system in Australia that has steered the country through the 
last four decades in a remarkably effective manner. 

• During this period the Australian economy experienced four major shocks: 
• the fall in terms of trade in the mid-1980s, 
• the Asian financial crisis in 1997–98, 
• the global financial crisis 
• and the commodity price collapse in 2014–15. 

• The outcomes in each case have been remarkably successful.
• Movements in the nominal exchange rate played a major role in defending 

the country against the effects of each these shocks; 
• the exchange rate has devalued in the way required to sustain growth. 

• But these movements formed part of a coherent macroeconomic policy 
system: 
• not cause threats to either the control of inflation or the sustainability of the 

fiscal position. 
• Have not threatened the openness which the removal of protection has made 

possible

• The policy reforms that have made this possible go back to the 1930s and 
were put in place in the 1940s and 1950s. 



• The end! 


