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Abstract

At the end of the Second World War memories of the depression of the 1930s were still 

strong and there were fears that unless policy measures were taken to prevent it large scale 

unemployment might reappear. A belief both in the importance of full employment and the 

ability to keep departures from it brief was manifest in the White Paper in Australia in 1945. 

Unlike both the United Kingdom and the United States, Australia had no dip in real gross 

national product when the economy changed from producing for fighting a war to producing 

for peace This uninterrupted growth in the Australian economy no doubt helped entrepreneurs

and Australians in general to accept the view that the government could and would keep brief 

any departures from full employment.  The theory underlying policy was rudimentary to say 

the least, but nevertheless policy was remarkably successful in maintaining full employment. 

The big test came in in 1951-52. In the previous year there had been a tremendous boom, 

largely due to a rise in the price of wool. Since the exchange rate was fixed to the pound 

sterling, and other major currencies under the Breton Woods arrangements, this produced an 

important increase in national income in Australia. In 1950-51 the value of wool exports rose 

by an amount roughly equal to 10% of national income.  The next year the value of wool 

exports fell by almost as much, precipitating a major slump. There are no official quarterly 

national income and expenditure accounts for this period but judging by the (lagged) changes 

in unemployment and other data with a cyclical pattern the fall in economic activity started 

around the middle of 1951 and continued until at least the end of 1952. On an annual basis 

current value gross national product deflated by the Consumer Price Index (CPI) fell by 14 

per cent in 1951/52 and was virtually unchanged in 1952/53. As is typical, the change in the 

unemployment rate lagged behind changes in deflated national income and product. Judging 

from figures for the number of persons receiving unemployment benefits the unemployment 

rate started to rise though slowly in the first half of 1952 then rose rapidly to peak at the end 

of that year and started to decline in 1953.

 The Federal Government acted promptly as soon as there was a significant rise in 

unemployment, mainly through fiscal policy but also through aggressive relaxation of 

monetary policy. Tax rates were cut in 1952-53 but the main weapon of fiscal policy was 

government expenditure. Including special grants to the states to support public works, total 

Federal Government expenditure increased by virtually one third in 1952-53. This was in 

current value terms but the rate of inflation though still high had fallen to around 10 percent. 

The stance of monetary policy changed even before that of fiscal policy. Under the 

institutional arrangements current at the time the central bank required commercial banks to 

lodge money in Special Accounts with the Commonwealth Bank (a special section of the 

Commonwealth Bank acted as the central bank until 1960). Money in these accounts was in 



effect frozen and could not be used to support lending. Over the financial year 1951-52 the 

amount in Special Accounts was more than halved. The central bank also purchased 

government securities on the open market and relaxed the directions it could give to private 

banks, under the Banking Act (1945-1953), about the general nature of their lending. Further 

relaxations in these directions were made in October 1952. 

The boom in 1950-51 was accompanied by a very high rate of inflation. When the stance of 

monetary policy started to be relaxed inflation was still over 20 percent (as measured by the 

CPI). The central bank moved very early when it would have had good reason to worry about

inflation. Yet despite easy monetary policy and explosive fiscal policy the CPI was only 3.9 

percent higher in June 1953 than its value in June 1952. It was recognised that this depended 

on an incomes policy administered by Federal and State arbitration tribunals.

The aggressive monetary and fiscal policy kept the rise in the unemployment rate small and 

remarkably brief. After peaking at the end of 1952 it fell rapidly. Entrepreneurs did reduce 

expenditure on fixed capital equipment a little but not by much. The big falls were in export 

income in1951-52 and inventory investment in 1952-53. It appears that a belief that 

departures from full employment would be brief was a self-fulfilling prophesy. 

The contrast with contrast with today’s world is great, but I do not have time to do more to 

list a few of the most important points.

1 Over the cycle as a whole a moving equilibrium was achieved with unemployment below 

1.5%.

2 Fiscal not monetary policy was the major policy weapon. 

 3 Bipartisanship: the policy approach started under Curtin and Chiefly was continued by 

Menzies.

4  Serious policy discussion was widespread in contrast to the political point scoring on both 

sides of politics today.
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