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The Cent re ' s  ser ies  of Occasional  Papers  is designed t o  bring 
t o  t h e  a t t en t ion  of a wider audience,  addresses and essays  
which i t  is f e l t  may shed some  l ight  on impor t an t  economic  
and social  issues. 

This Occasional  Paper publishes t h e  edi ted  t ranscr ip t  
of an  informal a f te rnoon Seminar sponsored by t h e  C e n t r e  f o r  
Independent Studies and fea tur ing  a s  guest  speaker Professor 
Milton Friedman who visited Austral ia  during April 1981. 
The CIS was indeed fo r tuna t e  t h a t  Professor Fr iedman was 
able  t o  par t ic ipa te  in one of i t s  funct ions  f o r  he  is a man of 
in terna t ional  reputat ion,  not only a s  an  economist ,  but  a s  a 
t i re less  suppor ter  of t h e  many a spec t s  of t h e  f r e e  society. 

The Seminar also heard comment s  on Professor 
Friedman's  address by Professor Michael Por ter ,  Professor 
Fred Gruen and Dr Don S tammer  and a number of quest ions 
f rom those  in t h e  audience. The Seminar was chaired by 
Professor Ray Ball, Chai rman of t h e  Cent re ' s  Research  
Commi t t ee .  

The abil i ty of Milton Friedman t o  convey a c learer  
understanding of many present-day economic  issues t o  
audiences  of a wide range  of understanding, is perhaps second 
t o  none. On this  occasion Professor Friedman addressed 
himself t o  t h r ee  in ter re la ted  issues, namely taxation,  
inflat ion and t h e  role of government  and drew a t t en t ion  t o  
how t h e  changing pa t t e rn  of ideas  throughout t h e  world 
a f f e c t e d  these  issues. 

The proper role of government  has  been one idea  which 
has always occupied t h e  minds of poli t ical  philosophers. 
Various shades of opinion have put  th is  role somewhere  along 
a spec t rum f rom to ta l i ta r ian ism t o  anarchy.  However, if t h e  
maintenance  of a soc ie ty  of f r e e  people is t h e  predominant  
desire then  t h e r e  a r e  very  f e w  options. A number of thinkers 
including John Locke and Adam Smith, de termined t h a t  for  a 
people t o  prosper in f reedom,  the i r  governments  must  b e  
l imi ted  t o  a smal l  number of spec i f ic  funct ions  t h a t  i t  seemed 
only governments  could best  undertake,  and leave  t h e  res t  t o  
individuals. They ar r ived  a t  this position not only through 
philosophical insight, but  by a keen observance of severa l  
thousand years  of human history. The consequences of t h e  
ideas of Smith and o thers  w e r e  t h a t  many nations reversed 
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the i r  mercanti l is t  economic philosophies, adopted policies of 
f r e e  t r ade  and l imited government,  and embarked upon a 
never before seen period of prosperity fo r  all levels of 
society. 

Today i t  would appear t h a t  we have forgot ten  many of 
those  lessons a s  we  e n t e r  upon an  e r a  of ever-burgeoning 
s t a t e  power. It may also be  t h a t  today's interventionist- style 
government is more  pervasive than before. Increasingly, 
governments a r e  taking over ac t iv i t ies  which were  considered 
solely t h e  domain of individuals. At  t h e  s a m e  t ime  they have 
removed f rom individuals t h e  responsibilities for  t h e  conse- 
quences of many of the i r  actions. Along wi th  this  growth in 
government functions has c o m e  high taxation and high 
inflation. And why? If t h e  government takes  over m o r e  
functions, then these  must  be  paid for. Taxation increases 
until resistance is m e t  and then without t h e  necessary 
revenue, governments must  resor t  t o  inflation t o  pay for  the i r  
schemes  - inflat ion being a hidden form of taxation.  

The processes t h a t  led t o  the  changes in economic 
philosophy and government policy both in Adam Smith's t i m e  
(towards the  f r e e  market )  and in r ecen t  history (away f rom 
t h e  f r e e  market) ,  a r e  crucial  t o  an  understanding of t h e  role 
of government today for ,  according t o  Friedman, we a r e  wit- 
nessing another  change of direction and again, i t  is a turn  
away f rom collectivism, away f rom central ised control  and 
towards a g rea t e r  role fo r  individuals and t h e  market .  He 
surveys the  changes in public opinion and how this re la tes  t o  
perceptions of what  governments should do. People have f e l t  
t h a t  they  a r e  not  ge t t ing  their  money's worth for t h e  t axes  
they pay. The persistence of inflat ion has led t o  
dissatisfaction f rom t h e  ci t izenry and governments now see 
t h a t  inflation must  b e  beaten  - i t  is becoming politically 
profi table for  t hem t o  do so. Experiences of t he  fa i lure  of 
government a r e  a major f a c t o r  leading once  again t o  a re- 
evaluation of government's role. 

The Cen t re  fo r  Independent Studies is  pleased t o  have  
sponsored the  Seminar and t o  publish this  edited t ranscr ip t  of 
t h e  proceedings, fo r  i t  f ee l s  t h a t  a significant contribution 
has been made t o  t h e  debate  on economic and social  issues in 
Australia. Nevertheless, t h e  conclusions presented in th is  
publication by the  various part icipants a r e  theirs  alone and 
cannot  b e  considered t o  b e  those  of t h e  Centre ,  i t s  Directors, 
Trustees,  Advisers or officers.  

Greg Lindsay 
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I'm very glad t o  b e  with you. I think i t  is a sign of t h e  hea l th  
of t h e  kind of ideas  t h a t  t h e  C e n t r e  f o r  Independent Studies is  
promoting t h a t  t h e r e  should b e  so many of you here. The 
only o ther  explanation I c an  find is t h a t  t hey  have under- 
priced it.  

Indeed, one of t h e  things t h a t  I find is most  impressing 
a s  I have been following f r e e  m a r k e t  ideas  over  a long t i m e  is 
t h e  ex t en t  t o  which t h e r e  is a world wide transmission of 
ideas. Countries have been very  successful  in inhibiting t h e  
f l ow of goods and services.  Protect ionism is r i fe  and in not  
very many places is i t  m o r e  so than  Australia. But no count ry  
has  been able  t o  succeed in keeping ou t  ideas. The resul t  is  
tha t ,  whereas i t  is somet imes  diff icult  t o  ta lk  about a world 
business cyc l e  or a world t rend  (because t h a t  will be  d i f ferent  
f rom country t o  count ry  a s  t hey  follow the i r  own national  
policies), t h e r e  is no diff iculty whatsoever in talking about  a 
world c l ima te  of opinion and a world t rend  of ideas. That  
c l ima te  of opinion changes  f rom t i m e  t o  t i m e  - very  infre-  
quently, very slowly and taking a long period of t i m e  t o  
develop, t o  emerge  and t o  b e  reversed.  

Major tides of opinion 

As I look a t  t h e  a r e a s  we a r e  in teres ted  in. t h e  a r e a s  of t h e  
role of government  and of economic ar rangements ,  I think w e  
have had two major t ides  of opinion in t h e  past  two  cen-  
turies.  One was s e t  in motion, if you want  a convenient  
da te ,  in 1776 with t h e  publication of Adam Smith's Wealth of 
Nations. That  was a t ide of opinion going agains t  t h e  
mercant i l i s t  governments  of t h e  t ime,  t h e  cent ra l ly  con- 
trolled wel fare  s t a t e s  of t h e  18th  century.  It was a t i de  of 
opinion in favour of a g rea t e r  degree  of f r e e  markets ,  of 
laissez-faire, of competi t ion.  Adam Smith himself, when he  
wrote  his book, thought t h a t  i t  was vain t o  hope t h a t  you 
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could ever  succeed in achieving f r e e  trade.  He used a f i ne  
expression t h a t  i t  was 'as absurd t o  expec t  t h a t  an  Oceana  o r  
Utopia should ever  b e  established1. And y e t  70 years  l a t e r  in 
1846 you did achieve  comple t e  f r e e  t r a d e  in G r e a t  Britain and 
t h e  t i de  of opinion ( t h a t  dominant  s en t imen t  fo r  t h e  res t  of 
t h e  19th  Century) was in t h e  direct ion t h a t  Adam Smith had 
s ta r ted .  That  t i de  of opinion was world wide. It was  
manifes ted  not  only in G r e a t  Britain. It was manifes ted  on 
the  cont inent  of Europe; i t  was manifes ted  in t h e  United 
Sta tes ;  i t  was  manifes ted  even a s  f a r  away a s  Japan where, 
a f t e r  t h e  Meiji res tora t ion  in 1867, Japan developed along 
essential ly f r e e  market ,  f r e e  enterpr i se  lines. 

Toward t h e  end of t h e  19th  century ,  t h e r e  began t o  b e  
a change  in t h e  t i de  of opinion. A.V. Dicey, t h e  g r e a t  British 
cons t i tu t ional  lawyer,  s e t  t h e  turn in opinion a s  occurring 
some t i m e  around t h e  1880s or  1890s, when he  c la imed t h a t  
British public opinion turned away f rom belief in laissez- faire 
and individual f r eedom and toward a belief in a g rea t e r  ro le  
for  government  and collectivism. He  describes i t  a s  a n  
emerging  t i de  of collectivism. As in t h e  ca se  of Adam 
Smith's t ime,  i t  took a long t i m e  before t h e  change  in t h e  t i de  
of opinion c a m e  t o  a f f e c t i n  any very signif icant  way ac tua l  
policy and behaviour. In G r e a t  Britain i t  was r e f l ec t ed  in t h e  
pre-World War I movement  towards t h e  wel fare  s t a t e ,  in t h e  
introduction of various social  insurance measures  and t h e  
like. It was not  fully re f lec ted  in t h e  United S t a t e s  in policy 
until a f t e r  t h e  New Deal  got  s t a r t ed  in 1933. But again i t  
was world wide. It was ref lec ted  in India and t h e  kind of 
government  they  adopted  a f t e r  i t  gained i t s  independence in 
1948. It 'was  ref lec ted  no less in t h e  success of t h e  
communis t  revolution in Russia, and a f t e r  World War I1 in t h e  
success  of t h e  communis t  revolution in China. All of t h e s e  
were ref lec t ions  of t h a t  s ame  t ide  of opinion, of a loss of 
confidence in marke t s  and individualism and an  increase  in 
conf idence  in collect ivism and central isat ion.  

In my view a new t ide  of opinion has been turning eve r  
since short ly a f t e r  World War I1 and i t  is a reverse  t ide,  a t i de  
away f rom cent ra l i sed  control  and collect ivism, a t i de  
towards  a g rea t e r  role for  individuals and fo r  f r e e  markets .  
Again i t  i s w o r l d  wide. The f i r s t  mani fes ta t ion  of an  ac tua l  
policy curiously enough c a m e  in t h e  Fa r  East .  It c a m e  in 
Hong Kong, in Singapore and Taiwan - in t h a t  Asian c r e scen t  
of count r ies  which experienced a d ra s t i c  change  a f t e r  World 
War I1 and which have been t h e  g rea t  succkss s tor ies  of 
economic  improvement  in t h e  well-being of the i r  people. 
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The fasc ina t ing  thing about  t h e m  is t h a t  al l  of t h e m  
depar ted  f r o m  t h e  ear l ie r  pa t te rn .  They depar ted  f rom t h e  
pa t t e rn  t h a t  was s e t  by India and by many o ther  count r ies  in 
their  adoption of cen t r a l  planning, and instead they  rel ied 
primarily on the  m a r k e t  and were, a s  I say, g r e a t  successes. 
But t h a t  s a m e  t i de  of opinion has been a f f ec t ing  policy in t h e  
whole of t he  res t  of t h e  world. We have  d rama t i c  examples  
of i t  r ight  now. What is happening in Poland could not have  
happened f i f t y  yea r s  ago. The a t t e m p t s  by a count ry  l ike  
Hungary t o  in t roduce  marke t  mechanisms provide another  
example.  

My wife and I spent  a number of weeks in September  in 
China and t h e r e  again, in t h e  a t t e m p t  t o  in t roduce  m a r k e t  
mechanisms,  you can  s e e  a reac t ion  agains t  highly cent ra l i sed  
control .  I s t r e s s  ' a t t empt '  because  I have no g r e a t  
conf idence  in how f a r  t h a t  will b e  ca r r i ed  or  how successful  it 
will be, but i t  is a d rama t i c  example  of t h e  power of ideas  
and t h e  ex t en t  t o  which they  do spread the i r  influence and 
cannot  be  contained.  That  s a m e  t i de  was demonst ra ted  in 
G r e a t  Britain in t h e  elect ion of Margare t  Thatcher;  in 
Sweden in t h e  d e f e a t  of a Social Democra t i c  government  t h a t  
had been in of f ice  for  for ty  years;  most  recent ly  in t h e  
United S t a t e s  in t h e  elect ion of Ronald Reagan a s  Pres ident  
and in t he  change  in t he  cha rac t e r  of t h e  U.S. Congress, 
part icularly t h e  Senate.  

I have the  impression t h a t  t h e  s a m e  t ide  has  not been 
comple te ly  absen t  f r o m  Austral ia  and  indeed i t  is r e f l ec t ed  in 
t h e  number of people who a r e  here  today and in t h e  success  
of t h e  C e n t r e  f o r  Independent Studies. It is fasc ina t ing  t o  
m e  how small  organisat ions l ike t h e  CIS, independent of 
off icial  sponsorship and governmenta l  bodies, have been a b l e  
t o  e x e r t  a t remendous  influence. In Grea t  Britain t h e  
Ins t i tu te  of Economic Affairs  in London - Ralph Harris '  and  
Ar thur  Seldonls ins t i tu te  - has  had a f a r  g rea t e r  influence on 
a t t i t udes  and ideas within Britain in t h e  pas t  twenty  years,  in 
my opinion, than  any of t he  much b e t t e r  known or much more  
prest igious inst i tut ions of learning. In Canada t h e  Fraser  
Inst i tute in Vancouver has  been playing t h e  s a m e  kind of role 
and i t  has been  having an  extraordinari ly g r e a t  influence. I 
hope your C e n t r e  he re  will have  t h e  s a m e  kind of influence. 

But t h e  t i t l e  of this session is Taxation, Inflation and 
the Role of Government and you may b e  wondering what  I've 
been  saying has t o  do with t ha t .  I think i t  is closely r e l a t ed  
t o  our subjec t  because  i t  is very  easy  t o  see t h a t  t h e  t r ends  
t h a t  I have been talking about  have been  manifes ted  funda- 
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mental ly in those  areas.  They have been fundamenta l ly  
about  t h e  role of government  and t h a t  has been ref lec ted  in 
turn in t h e  ex t en t  of taxa t ion  and t h e  emergence  of inflation. 

The role of government 

The whole quest ion has  been: What is t h e  appropr ia te  role of 
government?  Is it ,  a s  Adam Smith urged, t o  cons t ruc t  a 
sys t em of na tura l  l iber ty  in which people a r e  f r e e  t o  pursue 
the i r  own ends, in which t h e  invisible hand will lead people 
who seek  t o  pursue only the i r  own in teres ts  t o  promote  t h e  
social  i n t e r e s t ?  Or is t h e  appropr ia te  role of government,  a s  
t h e  Fabian social is ts  and t h e  o ther  collect ivists  would te l l  
you, t o  s e rve  a s  a benevolent  pa ren t  t o  make su re  t h a t  i t s  
wards  a c t  in a way which is in the i r  own bes t  i n t e r e s t ?  Is i t  
t o  have a very visible hand of government  which prevents  t h e  
invisible hand f rom carrying o u t  i t s  functions and which 
guides people in t h e  course  of t he i r  lives? 

The d i f ference  be tween these  approaches is not  real ly 
one of objectives. I don't mean t o  say t h a t  t h e  people who 
t end  t o  pursue these  may not  have  d i f f e r en t  objectives. Nor 
do I mean t o  say t h a t  t h e  one  sys tem or another  m a y  not  give 
power or may not  au tomat ica l ly  render power unto people 
with d i f f e r en t  objectives. The in te l lec tua ls  who have largely 
developed and fos tered  these  ideas have had essential ly t h e  
s a m e  object ives,  but  t hey  have envisaged d i f ferent  techniques 
by which those  objec t ives  could b e  car r ied  out. The reac t ion  
t h a t  has occurred  f rom t i m e  t o  t ime,  t h e  change in t i de  of 
opinion and i t s  impac t  on policy, ha s  not  in my opinion c o m e  
primari ly f rom t h e  success of in te l lec tua ls  of one kind or  
another  in persuading t h e  people. It has  c o m e  f rom t h e  
peoples'  a c tua l  exper ience  with t h e  results  of t h e  policies 
t h a t  were  adopted.  

If you go  back t o  t h e  19th  century ,  t h e  laissez- faire 
policies were  very successful  f rom t h e  point of view of those  
who set t h e m  up. Britain had an enormous  growth in income, 
prosperi ty and influence in t h e  l a t t e r  half of t h e  19th cen tu ry  
when it was following a laissez- faire policy. Japan emerged 
a s  a modern nation a t  t h e  end of t h e  19th  century  when i t  was  
following essential ly t h e  s a m e  policy. And so on down t h e  
line. 

But at t h e  s a m e  t i m e  t h a t  very success rendered some  
f e a t u r e s  of t h e  landscape more  visible and brought m o r e  
a t t en t ion  both t o  the i r  evils  and t o  t h e  possibility of doing 
something about  them.  And t h a t  in turn, in t h e  na tura l  



Mil ton Friedman 

human reac t ion  in which people always t a k e  good things f o r  
granted  and always regard t h e m  a s  the i r  due, led t hem t o  
regard any bad f e a t u r e s  of t h e  landscape a s  being a result  of 
malevolent ,  evil  people who seek  t o  harm the i r  fel low man. 
A natura l  reac t ion  consequently was the  development of t h e  
idea  t h a t  w e  ought t o  use t h e  ins t ruments  of t h e  S t a t e  and of 
Government  t o  improve the  l o t  of t h e  ordinary man and t o  
promote  welfare.  

Experience has  again  been producing a turn away f rom 
tha t .  Governments  have  grown and grown. They have  
expanded the i r  role and, l o  and behold, they  seem not  t o  have 
achieved the i r  objectives. The well-meaning object ives of a 
pa terna l i s t ic  government  t h a t  will t a k e  f rom some t o  benef i t  
others,  has turned  out  t o  produce very disappointing results  
and for  very  understandable reasons. And those results  have  
been most  mani fes ted  in exact ly  t h e  i t ems  t h a t  a r e  t h e  topics 
of th is  talk.  

In t h e  a r e a  of taxation,  t a x  burdens have grown. The 
f r ac t ion  of people's resources t h a t  has been taken over by 
the i r  governments  has become  increasingly l a rge  and people 
world wide have f e l t  t h a t  they  have not  been ge t t i ng  the i r  
money's worth fo r  t he  t axes  they  a r e  paying. People in al l  
count r ies  have f e l t  driven t o  t a k e  whatever  measures  t hey  
c a n  t o  avoid those  t a x e s  - t o  engage  in what is cal led 
'underground ac t iv i ty '  - t o  t ry  t o  achieve the i r  income in ways  
t h a t  so f a r  a s  possible e scape  tax.  And of course they  have  
been driven t o  p ro t e s t  aga ins t  t h e  s ize  of taxation.  The  
public reac t ion  against  t a x e s  has  been one of t he  f ac to r s  t h a t  
in turn  has  given r ise t o  inflation. As government  spending 
has  risen, governments  everywhere  have tr ied t o  ra ise  
resources t o  spend, without  imposing explici t  t axes  on the i r  
consti tuents .  And one way in which they  have been able t o  
do so has been by f inancing the i r  spending through crea t ion  of 
money. That  in turn  has  given r i se  t o  inflation. 

Now most  people in t h e  world real ly like inflation, a t  
l e a s t  when i t  affect ;  t h e  prices of t he  things they  sell, b u t  
they  begin t o  objec t  t o  i t  when i t  a f f e c t s  notably t h e  pr ices  
of t he  things they  buy. Sooner or l a t e r  i t  does have t h a t  
unfor tunate  e f f e c t  and the re fo re  sooner or  l a t e r  you do  g e t  a 
public pro tes t  aga ins t  t h e  emergence  of inflation. 

It's fasc ina t ing  t o  note  t h a t  t h e  English cons t i tu t ional  
lawyer I spoke  of earl ier ,  A.V. Dicey, wri t ing in 1913 in t h e  
p re face  t o  his book Law and Public Opinion In the Nineteenth 
Century, said t h a t  if t h e r e  ever  comes  a check t o  a social is t  
government  i t  will be  because  of t h e  reac t ions  of people t o  



Taxation,  Inflation and t h e  Role  of Government 

high taxation.  I think t h a t  is one of t h e  most  brilliant and 
presc ient  s t a t e m e n t s  you can  possibly imagine - he  was  50 
years  ahead of his t ime.  I think t h a t  has been what  we have  
been  observing and a l l  over t h e  world therefore ,  t h e r e  has  
been a reac t ion  in an  a t t e m p t  t o  narrow t h e  role of govern- 
ment,  reduce  inflat ion and l imit  t h e  scope  of taxation.  
Whether t h a t  move will succeed or  not is an  open question. 
It is a very d i f f icu l t  thing; everybody is i n t e r e s t ed  in 
reducing taxation,  provided t h e  part icular  benef i t s  he  thinks 
he g e t s  f rom government  a r e  not  reduced. 

Le t  m e  go  on by saying a f ew  more  specif ic  things 
about  t he se  t h r e e  topics: taxation,  inflation and t h e  role of 
government.  

Taxation 

I think t h e r e  is a g r e a t  misconception about  what  taxa t ion  
is. The t rue  t ax  on any people is what  government  spends, 
plus t he  addit ional  c o s t  government  imposes on t h e  people in 
t h e  course  of ge t t i ng  t h e  funds t o  spend. Le t  m e  e l abo ra t e  
on t h a t  in  a moment.  

We read  a l o t  in  t h e  papers about  governments  having 
def ic i t s  and about  t h e  problems of raising enough t axes  t o  pay  
fo r  spending. Now tha t ' s  nonsense. Governments  never  
have def ic i t s  in any meaningful  economic sense. I don't know 
t h e  f igures  well enough he re  for  Australia, bu t  if t h e  United 
S t a t e s  government  in t h e  cu r r en t  f iscal  year  spends $650 
billion and t akes  in (in what  a r e  cal led taxes)  $600 billion, 
who do you suppose pays t h e  o ther  $50 billion? Is t h e r e  s o m e  
Santa  Claus somewhere  who pays t h a t  $50 billion? I don' t  
think even Saudi Arabia is willing t o  c o m e  and give us t h a t  
much foreign aid. The $50 billion is paid for  by t h e  
American people and it is paid fo r  in t h e  fo rm of taxes. But 
t h e  t axes  a r e  hidden. In so f a r  a s  t h e  $50 billion is f inanced 
by print ing money, people a r e  paying for  i t  in t h e  fo rm of t h e  
hidden t a x  of inflation. In so f a r  a s  i t  is f inanced by 
supposedly borrowing f rom t h e  public, t h a t  is essential ly a 
c la im on fu tu re  wealth and so then  i t  represents  a hidden t a x  
on t h e  weal th  of t h e  country. In an  impor t an t  sense  govern-  
m e n t  budgets  a r e  a lways  balanced and t h e  rea l  t a x  burden on 
t h e  public is t o  be  measured  by what  governments  spend. 

Moreover tha t ' s  an  underes t imate  of t he  t a x  burden on 
t h e  people because, over and above what  governments  spend 
exclusively, t he re  a r e  cos t s  imposed on t h e  public in 
connection with t h e  collect ion of those  taxes. Those c o s t s  
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ought t o  be  included in es t imat ing  t h e  burden of t axes  on t h e  
people. If somebody, because  it 's a way of evading tax,  
invests  his funds in a way t h a t  is less remunera t ive  than  o ther  
inves tments  open t o  him, t a x  considerat ions aside, then  he  is  
doing the  equivalent  of paying taxes.  That's a t a x  burden. 
Not t o  mention t h e  more  tr ivial  but  equally burdensome 
problem tha t ,  a s  you spend t i m e  t o  fill  ou t  your t a x  re turns  
you a r e  an  unpaid c l e rk  f o r  t h e  government.  Government  
spending ought t o  include t h e  cos t  of your t i m e  filling ou t  t h e  
tax  re turn  and t h a t  ought t o  be  included in bo th  spending and 
taxation.  I once  made an  e s t ima te  in connection with a 
Newsweek column I wrote  t h a t  t h e  t i m e  people spend in t h e  
United S t a t e s  in filling out  income t axes  would provide 
enough resources t o  build 50,000 houses a year.  ~ n d  tha t ' s  
an  honest-to-God cost .  Those a r e  50,000 houses t h a t  t h e  
American people a r e  doing without, because  people ins tead  
a r e  spending the i r  t i m e  trying t o  invent  appropr ia te  f igures t o  
reduce  the i r  t ax  burden. 

In addition t o  which, in a count ry  l ike  t h e  United 
S t a t e s  and I a m  su re  in your country, some  of our ab les t  
people a r e  devoting the i r  t a l en t s  t o  t h e  s t r i c t l y  unproductive 
ac t iv i t ies  of finding ways in which people can  avoid taxes.  
The producers of t a x  she l te rs  a r e  ab le  people. They a r e  
pursuing the i r  i n t e r e s t s  and t h e  i n t e r e s t s  of the i r  cl ients ,  bu t  
f rom a social  point of view tha t ' s  a comple t e  and u t t e r  was te  
and i t  ought t o  be  included in t h e  t a x  burden which is borne  
by t h e  public a t  large. 

Now over and above t h a t  you ought also t o  include in 
t h e  t o t a l  burden of taxation,  t h e  cos t  of regulat ions t h a t  a r e  
imposed on t h e  public a t  large. In t h e  United S t a t e s  Murray 
Weidenbaum, t h e  current  cha i rman of t h e  Council of Eco- 
nomic  Advisers, who was head of t h e  C e n t r e  fo r  t h e  Study of 
American Business a t  Washington University in  St. Louis;has 
made very detai led e s t i m a t e s  of t h e  cos t  of complying wi th  
governmenta l  regulation, of filling ou t  t hose  4,336 forms,  of 
doing things in a d i f ferent  way than  you would want t o  
because  t h e r e  is some  regulation requiring you to, and s o  
on. His e s t ima te  says t h a t  t h e  t o t a l  cos t - some years  back 
was well over  $100 billion a year. Well t h a t  means  t h a t  t h e  
Federa l  budget  instead of being $650 billion was  real ly $750 
billion so f a r  a s  t h a t  i t em was concerned.  

In both t he  United S t a t e s  and in Austral ia  a t  t h e  
moment,  recorded government  spending - what  government  
spends a t  t h e  Federal, S t a t e  and loca l  levels  - is somewhere  
around 38% of t h e  national  income. If you could include th is  
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indi rec t  government  spending ( the burden on taxpayers  of t h e  
c o s t  of collect ing t h e  taxes, t h e  inefficiencies and distort ions 
and t h e  like) i t  would be  much higher t han  tha t .  Now f rom 
t h e  point  of view of people who believe in self government  
t h e r e  is nothing wrong with t ha t ,  provided t h a t  people believe 
they  a r e  ge t t ing  the i r  money's worth. But suppose you went  
around t o  t he  people of this  count ry  and said: 'You know, 
40% of your income is being spent  f o r  you by government.  
You a r e  working f rom January  1s t  t o  roughly t h e  end of May 
t o  pay t h e  cos t  of government  and t h e  res t  of t h e  t ime  you 
a r e  working fo r  yourself. Are you ge t t i ng  your money's 
worth?' What do you suppose t h e  answer  would be?  Well 
t h e r e  a r e  a f ew  government  civil s e rvan t s  who would probably 
say 'yes', but  I doubt very much if t h e r e  would b e  many o ther  
people who would say  !yes1, and I know for  t h e  United S t a t e s  
t h e r e  a r e  very f ew  people who would say  'yes'. It  is th is  
reac t ion  t o  t he  fee l ing  t h a t  people a r e  not  ge t t ing  the i r  
money's worth which has been a t  t h e  bo t tom of t h e  t ax  revol t  
t h a t  has  swept  t he  United S t a t e s  and t h a t  has been a l a rge  
p a r t  of t h e  political a tmosphe re  of t h e  pas t  f e w  years. 

It is in t h e  self in teres t ,  of course,  of those of us  who 
g e t  involved in government  t o  make  t h e  collect ion of t axes  
and t h e  bearing of th is  burden a s  painless a s  possible. One of 
t h e  most  e f f ic ient  devices which is used f o r  th is  purpose is t o  
t a x  in forms which a r e  invisible. Those of us who would l ike  
t o  have the  public a w a r e  of what  is going on ought t o  be  in 
favour  of having t a x e s  a s  visible a s  possible. The most  
invisible taxes  we have in various countries,  in my count ry  
and in yours, a r e  those  such a s  company taxes.  One thing we 
know is t h a t  a company can ' t  pay any taxes. Only people can  
pay taxes.  What a company can  do  is co l l ec t  taxes.  What 
happens is t h a t  a company col lec ts  t axes  from i t s  stock- 
holders, f rom i t s  workers and f rom i t s  cus tomers  and turns  
over t h e  proceeds t o  t h e  government,  but  i t  does so in such a 
way t h a t  t h e  workers and t h e  stockholders and t h e  cus tomers  
hardly know t h a t  they  have paid taxes.  

That's equally t r u e  in t h e  United Sta tes ,  not  only with 
co rpo ra t e  taxes  but  with many of t h e  o ther  invisible t axes  w e  
have. In our various count r ies  we have  developed sys tems 
f o r  co l lec t ing  personal  d i r ec t  income t axes  a t  source, so t hey  
a r e  t aken  o u t  of your pay cheque  before  you ge t  it .  I have t o  
confess  t h a t  I a m  guilty of having played a p a r t  in t h e  United 
Sta.tes in designing our  sys tem when I was  working a s  an  
economis t  a t  t h e  Treasury Depa r tmen t  during t h e  early p a r t  
of t he  War and I may say my wife has  never forgiven me. 
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Tha t  is another  device  which has  made  t h e  burden of t axes  
less visible. Personally I believe, t h a t  in so f a r  a s  you a r e  
going to  have taxes,  t hey  should b e  a s  visible a s  possible. In 
my opinion, a p a r t  f rom a f ew  minor except ions  (for example, 
f e e s  in t h e  form of t axes  which a r e  real ly designed t o  pay fo r  
services - gasoline t axes  designed t o  pay f o r  roadways being 
one  c a s e  t h a t  comes  t o  mind) t h e  l ea s t  bad form of taxa t ion  
is a s t ra ight  f l a t  r a t e  t ax  on a l l  spending above a minimum 
charged on everybody and col lec ted  in such a way t h a t  people 
know they a r e  paying it. The second l ea s t  bad t a x  is a 
s imilar  f l a t  r a t e  t a x  on all i ncome  above  a minimum. Those 
seem t o  m e  t o  b e  t h e  mos t  visible and l ea s t  bad taxes.  

Inflation 

As I said, what  is t r u e  about  taxa t ion  has been t r u e  of 
inflation. It too, in my opinion, r e f l ec t s  a response t o  t h e  
growth  of government  and t o  t h e  expansion of t h e  role of 
government.  Inflation is a monetary  phenomenon which is  
produced by a more  rapid increase  in t h e  quant i ty  of money 
than  output. Under modern c i r cums tances  ( this  was not  t rue  
many years  ago) i t  is everywhere  produced by government.  

Your government  a t  t h e  momen t  has a t a r g e t  of 
inflat ion for  t h e  nex t  year of abou t  9%. Now I doubt  very 
much t h a t  any of you have heard a major leader of your 
government  g e t  up and proclaim t h a t  t h e  government 's  t a r g e t  
f o r  inflat ion next  year  is 9%. Maybe I'm wrong and y e t  when 
t h e  government  announces t h a t  i t s  t a r g e t  for  monetary  
growth  is 9-11%, tha t ' s  equivalent  t o  saying i t s  t a r g e t  fo r  
inflat ion is somewhere  around 9%. 

Inflation has been  resorted t o  again in considerable 
measure  a s  a way of making less visible t h e  level  of taxa t ion  
t o  which t h e  public is subjected,  because  t h a t  again tends t o  
b e  in t h e  form of a hidden tax.  Here again t h e r e  is a 
widespread a t t e m p t  around many count r ies  in t h e  world t o  
reduce  the  leve l  of inflat ion and a lmost  al l  of t h e m  have 
c o m e  t o  recognise t h a t  t h a t  involves reducing t h e  r a t e  of 
monetary  growth. But objec t ives  a r e  one thing and achieve-  
men t s  a r e  another.  The record is not  y e t  in a s  t o  whether  
any  of t he  governments  will b e  able  t o  achieve their  
objectives. That's a slight exaggerat ion:  t h e r e  a r e  some  
records  in, for  Japan has  done very well over t h e  past  e ight  
years. 

There is not  very much more  t o  say about  inflation 
excep t  t o  say t h a t  i t  has in f a c t  been accompanied over 
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r ecen t  years  by slow growth  and we have  had t h e  phenomenon 
of stagflat ion - inflat ion accompanied  by slow growth  - and 
t h a t  higher and higher inflation has  gone hand in hand in 
country a f t e r  count ry  with higher and higher r a t e s  of 
unemployment. This is something  which many people a t  one 
t i m e  thought was a paradox, but  i t  is not a paradox. The 
f a c t  is, in  my opinion, t h a t  both  inflat ion and slow growth  
have been t h e  common consequence of t h e  expansion of 
government.  In i t s  growth  and expansion, government  has  on 
t h e  one hand promoted  inflat ion and on t h e  o ther  hand has  
promoted inefficiency and rigidity, and in t h e  process of 
promoting t h a t  inefficiency and rigidity t h e r e  has been  a 
tendency towards  slower growth. 

Current tide of opinion 

I think we a r e  at t h e  momen t  living in a very  exci t ing  t ime,  
because  i t  is only, a s  I said at t h e  very outset ,  about  once  
eve ry  100 years  t h a t  you c o m e  t o  t h e  s t age  where  t he re  is a 
rea l  possibility of a decided change  in t h e  direct ion of 
governmenta l  economic  and social  policies. We are,  I 
believe, at one of those  turning points now. It is  by no means  
ce r t a in  t h a t  i t  will b e  a successful  turning point. The conse- 
quences if i t  is not, I f e a r  - t h e  consequences of continuing on 
t h e  pa th  of bigger and bigger government or more  and more  
taxa t ion  or more  and more  in tervent ion  - will be  t h a t  t h e r e  
does ul t imately c o m e  a point beyond which a count ry  will 
degene ra t e  in to  a comple te ly  collect ivist  s ta te .  There  a r e  
very  f e w  examples  in history of collect ivist  s t a t e s  t h a t  have 
peacefully conver ted  t o  democra t i c  f r e e  soc ie t ies  and a s  a 
consequence I think a g rea t  dea l  is riding on whether we can  
achieve  th is  kind of a transition. I t  is riding on whether we 
can  reverse  t h e  course, on whether we can  move toward  a 
lower level  of government,  a lower level  of spending, and a 
lower leve l  of taxa t ion  and intervention.  

Current public opinion in United States 

I a m  a t  present  reasonably opt imis t ic  t h a t  we in t h e  United 
S t a t e s  have a f a i r  chance  of success in t h a t  direction. We 
have a public opinion a t  t h e  momen t  which is very  favourable  
t o  a move t o  lower government spending, taxa t ion  and 
intervention.  We have  a Pres ident  who is de termined t o  
achieve  such a change  and who has proclaimed a policy which 
would be  e f f ec t ive  t o  it. The  member s  of Congress and our 
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e l ec t ed  officials  have  been l is tening t o  t h e  voice of t h e  
people and have been discovering t h a t  it may  be  politically 
prof i tab le  fo r  a change  t o  move in t h a t  direction. But al l  
t h a t  having been  said, i t  is s t i l l  very much of an  open 
question, because  history suggests  t h a t  i t  is much eas ier  t o  
avoid going in t h e  wrong direct ion in t h e  f i r s t  place, t han  i t  is 
t o  reverse  course  once  you have  gone t h a t  way. You tend t o  
build up al l  sor t s  of vested in t e r e s t s  and all so r t s  of 
res t r ic t ions  t o  movement.  

Prospects for Australia 

Austral ia  has been very  fo r tuna t e  over a long period of t i m e  
in t h a t  i t  has no t  fa l len  prey t o  t hose  excesses. I a m  a lways  
fasc ina ted  by an  example  t h a t  goes back a long t ime  and with 
which I will close. Back in t h e  1920s and 1930s, s tudents  of 
economic  development  and economic  history used t o  compare  
Austral ia  and Argentina. Now I know t h a t  Argentina being in 
South Amer ica  is not  in t he  f ron t  of your consciousness in 
Australia, but i t  is a very  in teres t ing  comparison. The  t w o  
count r ies  used t o  be  compared  because they  had a g r e a t  deal  
in common. They were  both count r ies  of a lmost  en t i re ly  
European se t t l emen t .  As you know, many of t h e  South 
American count r ies  have very  la rge  admixtures  of na t ive  
indians, bu t  Argentina was a lmost  entirely s e t t l ed  by 
Europeans a s  was Australia. Both were  count r ies  with r a the r  
spec tacular  na tura l  resources  of a s imilar  kind, much land, 
g r e a t  oppor tuni t ies  fo r  agr icul ture  and part icularly fo r  an imal  
husbandry, fo r  beef and for  sheep. Both were  count r ies  t h a t  
had been progressing ra ther  well and ra ther  rapidly. And 
when people would ta lk  about  which of t h e  newer count r ies  
had t h e  g r e a t e s t  chance  to  e m e r g e  and become product ive  
and aff luent ,  they would tend  t o  lump Austral ia  and 
Argentina together.  

If you look a t  t h e  history of t h e  two count r ies  s ince  
then, the i r  courses  have diverged very much. What produced 
t h a t  divergence? There  was nothing t h a t  happened t o  t h e  
na tura l  resources of Argentina. There  was  nothing t h a t  
happened t o  t h e  quali ty of i t s  people. What did happen was  a 
political change: t h e  emergence  of Mr Peron and t h e  
Peronist  movement  of a collect ivist  social is t  society;  a 
rigidified soc ie ty  which stopped t h a t  Argentinian growth and 
development largely in i t s  t r a c k s  a f t e r  t h e  ar t i f ic ia l  s t imulus  
of war t ime boom had disappeared, and which led t o  a rea l  
ca tas t rophe ,  a n  exper ience  f rom which i t  is only now t ry ing  
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very  hard and no t  very successfully t o  recoup. Austral ia  was 
very f o r t u n a t e  in th is  respect  in t h a t  i t  managed t o  avoid t h a t  
kind of development.  You re ta ined  your democra t ic ,  largely 
market- capi ta l i s t  system, though i t  was filled wi th  al l  so r t s  
of pro tec t ion  and all so r t s  of r igidi t ies  and y e t  wi th  enough 
flexibil i ty and fluidity so t h a t  you were  able  t o  continue on a n  
upward path. But if Austral ia  were  t o  go t h e  way of 
Argentina in i t s  political sys tem i t  would go t h e  way of 
Argentina in i t s  economic  system. That  only i l lus t ra tes  how 
much is a t  s t ake  in your capaci ty  t o  cont ro l  your destinies, t o  
turn  things around and to  s t a r t  put t ing  a g rea t e r  deg ree  of 
f r eedom in to  your polity. 



C ntary 
Michael Porter 

It is a very  g rea t  privi lege t o  follow Milton Friedman. F i rs t  
of a l l  I should like t o  deny t h e  rumour t h a t  my mother ' s  
maiden name  is Dix and t h a t  her f i r s t  name  is Dorothy; 
because  I cer ta in ly  ag ree  with mos t  of what  Milton Friedman 
has  said here  and on o ther  occasions. I view my ro le  here  a s  
agent provocateur. 

I would like t o  ta lk  briefly abou t  two  marke t s  which 
a r e  thoroughly distorted in Austral ia;  marke t s  which do not  
immediately c o m e  t o  mind, but  which a r e  very much behind 
t h e  cu r r en t  inflat ionary problems and which a r e  genera t ing  
considerable social  was t e  in our society. 

These a r e  t he  marke t  for  knowledge and t h e  marke t  
f o r  sickness. Both a r e  heavily regula ted  and growing rapidly 
and both account  fo r  sharply increasing percentages  of 
government  expenditure.  The distort ions in t h e  t e r t i a ry  
educat ion  component of t he  knowledge marke t  make  even t h e  
tex t i les  industry look good. Y e t  t o  d a t e  mos t  c r i t ic i sm of 
economic  policy in Austral ia  has  been in relat ion t o  manu- 
fac tu r ing  industr ies such a s  texti les ,  leaving education largely 
alone. 

Professor Friedman mentioned t h a t  while i t  is easy f o r  
governments  t o  r e s t r i c t  t h e  flow of commodit ies,  i t  is less  
easy  t o  r e s t r i c t  t he  flow of ideas. Regre t tab ly  we 
Austral ians have c o m e  up wi th  numerous res t r ic t ions  in t h e  
m a r k e t  fo r  knowledge. In pr imary  and secondary schools, w e  
have a degree  of competi t ion,  wi th  p r iva t e  schools ac t ing  a s  a 
s a f e t y  valve (but  if you choose t o  go t o  a private school you 
have  t o  pay twice,  both t axes  and fees ,  with some offse t  v ia  
per  cap i t a  grants  t o  private schools). There is a sys tem of 
largely tenured  t eache r s  in t h e  s t a t e  system, with very  
l imited capaci ty  of s tudents  t o  move be tween schools and a 
bureaucra t ic  incapacity t o  sack  incompe ten t  teachers.  Right  
now of course, with declining s tuden t  numbers, i t  is 
politically diff icult  t o  reform t h e  school sys tem,  given t h e  
government  induced over-supply of teachers .  Instead of 
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experimenting with schemes  such a s  vouchers and private 
supplementat ion schemes,  which might  c r e a t e  g rea t e r  choice  
in  schools, t he  cu r r en t  preoccupation of governments of 
differing poli t ical  persuasions is t o  pour m o r e  money in to  t h e  
sys t em ra ther  than  risk a restructuring.  I would very much 
like t o  draw Milton Friedman ou t  on t h e  subjec t  of education,  
schools and vouchers. 

Coming t o  t e r t i a ry  educat ion  t h e  ro t  real ly s e t s  in. 
Whereas s tudents  can  op t  out  of t h e  s t a t e  school sys tem in to  
a private school t h e r e  a r e  no such options in t h e  t e r t i a ry  
s ec to r  unless s tudents  a r e  inclined t o  s tay  home and read or  
g o  overseas. It is not  diff icult  t o  document  t h e  ex t en t  t o  
which s tudents  a r e  misdi rec ted  by t h e  rules of our t e r t i a ry  
system. We a r e  told by our g r e a t  mineral  companies,  f o r  
example,  t h a t  they  a r e  seriously sho r t  of skilled labour and 
y e t  s tudents  a r e  pouring in to  universi t ies  in ever  increasing 
numbers. We have a si tuat ion within t e r t i a ry  education 
which might  b e  ca l led  ' the b a t t l e  f o r  t h e  mediocre  mind', 
because  every  t e r t i a ry  inst i tut ion expec t s  t h a t  i t  c an  increase  
i t s  income by a t t r a c t i n g  s tudents  away f rom o the r  
institutions. This b a t t l e  is rarely fought  out  on educational  
c r i te r ia ,  given t h a t  t h e  universi t ies  bel ieve they have a 
monopoly of those  wi th  exceptionally high ability, and  
consequently a t t e m p t s  t o  expand budgets o f t en  lead t o  a 
lowering of standards. Such social  inefficiency should hardly 
surprise Buchanan and Devletoglou who once  asked, 'What 
would you expec t  of a n  industry t h a t  gave  i t s  product  away  
and of fered  t h e  workers lif e- t ime tenure? '  

The o ther  rapidly growing a r e a  of S t a t e  and Federa l  
government  expenditures occurs in t h e  marke t  fo r  sickness. 
I use  t h e  word sickness r a the r  than  hea l th  given t h a t  doctors '  
incomes  increase  with t h e  ex t en t  of our sickness r a the r  than  
our health. The cu r r en t  health mess  could b e  reduced by a 
compe t i t i ve  marke t  f o r  'sickness services '  in which doctors  
adopted an  essential ly 'Chinese' f o rmula  - t h a t  is a f ixed f e e  
per annum f o r  preventa t ive  and o ther  hea l th  c a r e  with t h e  
bulk of marginal  cos t s  of medica l  c a r e  borne by t h e  doctor. 
In this  s i tuat ion both pa t ien ts  and doctors  would have a 
ves ted  in t e r e s t  in e f f i c i en t  al location of health resources. In 
cont ras t ,  in our cu r r en t  s i tuat ion the  government- induced 
insurance ar rangements  encourage  persons t o  make addit ional  
use of medical  and hospital  c a r e  a t  vir tual ly no marginal  cost ,  
and doctors  a r e  encouraged t o  prescr ibe  and ope ra t e  with t h e  
highest frequency the i r  consciences allow. Jus t  as t h e  
mismatch  in t h e  educat ion  m a r k e t  is t o  be  expected  given t h e  
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incent ive  s t ruc ture ,  so  too should we e x p e c t  t h e  ext ra-  
ordinary growth  r a t e s  in medical  and hea l th  expenditures 
given the  na ture  of our medica l  incent ive  'system'. 

Professor Fr iedman briefly endorsed a f l a t  t a x  and I 
would l ike  t o  add t h a t  a s  f a r  a s  I know, t h e r e  is no serious 
evidence f o r  t h e  proposition t h a t  introduction of a f l a t  t a x  
would lower t o t a l  t a x  receipts .  Indeed t h e  evidence points 
t h e  o ther  way, but  i t  is very  diff icult  t o  disentangle. It 
would appear  t h a t  a f t e r  s tandardising f o r  t h e  growth  of wage 
sa lar ies  and supplements  in Australia, t ax  rece ip ts  paid by 
PAYE taxpayers  appear  t o  b e  negatively associated with 
marginal  t a x  rates.  Unfortunately,  t h e r e  a r e  some problems 
of in terpre ta t ion  here  because  this  apparent  decline of t h e  
t a x  t ake  a lso  co r r e l a t e s  with t h e  growth  of t h e  number of 
working women. One of t h e  reasons fo r  t h e  decline in t a x  
t a k e  is t h a t  a wife who chooses t o  work t en  or twenty  hours 
may ge t  t h e  l o t  t a x  f r e e ,  whereas  her husband may f a c e  a 
penal  r a t e  of taxa t ion  should he  choose t o  work overt ime.  
For this reason and o the r s  re la ted  t o  t h e  disincentive e f f e c t  
of high marginal  r a t e s  of taxation,  Austral ian evidence may  
well turn o u t  t o  conf i rm Laffer 's  wishbone. 

Monetary issues didn't loom l a rge  in Professor 
Friedman's  discussion, so I would l ike t o  ask a f e w  
questions. It would seem t o  m e  t h a t  in Australia, persons in 
positions of power in t h e  Reserve  Bank and t h e  Treasury have 
been  persuaded by t h e  ideas  of Milton Friedman, and th is  is a 
s i tua t ion  which has  been noted in o the r  countries.  The rea l  
question, however, r e l a t e s  t o  t h e  poli t ical  viability of policies 
such  a s  those  advocated  by Friedman. We come,  then, t o  t he  
quest ion of whether i t  is  possible in a democracy  t o  impose 
t h e  so r t  of monetary  discipline which can  both c u r e  inflation 
and lay t h e  basis f o r  f r eedom and prosperity. 

The bulk of t he  evidence in Austral ia  regarding t h e  
linkage be tween money, output  and prices, is very  much along 
t h e  lines t h a t  Professor Friedman has argued f o r  many 
years.  We find a very  s t rong and sustained connection 
be tween money and pr ices  with an e las t ic i ty  of abou t  one. 
We also f ind t h a t  a monetary  crunch can  very  rapidly reduce  
output ,  maybe  within six months. We also f ind t h a t  
monetary  expansion can  have  a weak posit ive e f f e c t  on 
ou tpu t  in t h e  short-run, b u t  i t  then  t ends  t o  wash out ,over  t h e  
nex t  year or so. Like most  other count r ies  we fa i l  t o  have 
much evidence on t h e  relat ionship be tween monetary  
restr ict ion,  part icularly sustained monetary  restr ict ion,  and a 
reduction in the  r a t e  of inflation, f o r  t h e  s imple  reason t h a t  
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most  political processes have made i t  impossible t o  sustain 
sharp  reductions in monetary  growth. 

This then  leads  m e  t o  t h e  basic question of what  s o r t  
of count r ies  f ind i t  possible t o  adopt  Friedman- type 
policies? Is t h e r e  not  ev idence  t h a t  such policies a r e  eas ier  
t o  adopt in count r ies  with less respect  f o r  democra t i c  
processes? 

One f ina l  question; in a n  ideal  world - and maybe we 
can  move t o  th is  promised land with t h e  re lease  and  
implementa t ion  of t h e  Campbell  Commi t t ee ' s  repor t  - wha t  
regulations and cons t ra in ts  ought t o  b e  re ta ined?  Should w e  
have a Federa l  Deposit Insurance Corporat ion;  should t h e r e  
b e  prudential  cont ro ls?  What is t h e  so r t  of minimal 
s t ruc tu re  Professor Friedman would recommend. In nine- 
t een th  century  Australia, our f inancial  s ec to r  was heavily 
specialised in wool, gold and o ther  minerals, and this  
dependence c r e a t e d  pressure f o r  heavy controls ,  given t h e  
volat i l i ty of t he  primary sector .  But given our more  
diversified economy and g r e a t e r  in terna t ional  integrat ion,  
and  given the  capac i ty  of our cen t r a l  bank to  cons t ra in  
monetary  growth, f e a r s  regarding f inancial  instabil i ty would 
now seem t o  have a weaker foundation. What minimal 
f inancial  s t ruc tu re  is appropr ia te  fo r  Austral ia? 



C ntary 
Fred Grwn 

I f e e l  a bi t  l ike  a Christ ian among t h e  l iber ta r ian  lions. 
Although I'm not a Christian, I do f e e l  somewhat  isolated 
among these  l iber ta r ian  lions. Also a s  a fo rmer  pupil of 
Milton Friedman's, I have a very healthy r e spec t  of his abil i ty 
a s  a debater .  I thought  t h e  most  sensible thing was not t o  
tackle  him head on, on economics, but  perhaps t o  s t a r t  on t h e  
cogna te  discipline of economic history where  he might  b e  
more  vulnerable. Although a f t e r  I wro te  t h a t  I real ised he  
was t h e  author of A Monetary History of the United States 
and real ly I'm not  qui te  sure  I'm going t o  g e t  very  f a r  t h a t  
way e i ther .  

L e t  m e  f i r s t  of al l  challenge t h e  view of t h e  golden 
economic age  before  World War I, when government  kep t  t o  
essent ia l s  and economically t h e  wes tern  world was, if not  
prosperous, a t  l e a s t  dynamic and becoming more  prosperous 
all t h e  time. Now if one compares  productivi ty growth  r a t e s  
per  man  hour in t h e  wes tern  world, t h e r e  is l i t t l e  doubt t h a t  
t h e  most  dynamic period in western economic  per formance  
was not  t h e  19th  century  but  t h e  20 years  f r o m  1950 t o  
1970. There a r e  no doubt many reasons why we have had this  
very good perf ormance  f rom 1950 t o  1970. I would imagine  
fo r  ins tance  t h a t  t r a d e  liberalisation in Europe has  been one 
,of t h e  major fac tors ,  but  I think we have t o  real ise t h a t  th is  
period coincided with a very  rapid growth  of government.  It 
has a l so  been argued t h a t  t h e  lack of social  tension a t  t h a t  
t i m e  was par t ly  t he  resul t  of t h e  growth of world wide social  
secur i ty  provision. I want  t o  quo te  what  Angus Maddison 
said on t h a t  subjec t  relat ively recently.* He  examined why 
t h e  per formance  of t h e  west  declined in t h e  1970s and he  
compares  this  with t he  50s and t h e  60s. He  says  t h e  c l ima te  

* 'Western Economic Performance  in t h e  1970s' in Banca 
Nationale del Lavoro, September  1980. pp. 258-259. 
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of wage bargaining in t he  50s and 60s was  ra ther  mild. By 
pre-war s tandards  t h e r e  was  a very  low level  of social  
tension. Several  reasons cont r ibuted  t o  this: t h e  
unprecedented increases  in rea l  income, t h e  e f f e c t  of east- 
wes t  tension in consolidating western soc ie t ies  internally, t h e  
communi ty  feel ings promoted  by wide social  secur i ty  
provisions and income transfers .  The c l ima te  can  bes t  b e  
recalled by ci t ing some  of t h e  social  c r i t i c s  of t h a t  epoch 
whose judgements now seem so inappropriate.  In books 
published a t  t h a t  t ime,  Crossland, Galbrai th,  Bell and Myrdal, 
al l  proclaimed the  unimpor tance  of distr ibutive issues, t h e  
increasing in terna l  harmony of wes tern  societies, a r ise of 
l eg i t ima te  mer i toc ra t i c  e l i tes  etc. The wel fare  s t a t e  was  in 
i t s  hey-day. There  was no New Left ,  no neo-Marxist 
renaissance. Hayek was quiescent  on cu r r en t  issues and 
Harold Macmillan said 'we never had i t  so good' and what's 
more  he  was believed. 

Now everyone believes t h a t  government  has  become  
too  big. For ins tance  John Kenneth  Galbrai th said t w o  
m o n t h s  ago* t h a t  expenditure on social  wel fare  has  been 
undertaken without  carefu l  judgement of need or  cost ,  t h a t  
t h e  quali ty of public administrat ion has  been seriously 
def ic ient  and t h a t  macroeconomic  management  no longer 
works. If John Kenneth Galbra i th  and Milton Friedman 
agree,  f a r  b e  i t  f rom m e  t o  argue  wi th  both of them. 
  ow ever, t h e r e  is real ly no evidence t h a t  t h e  growth  of big 
government  has led t o  all t h e  evils Professor Friedman says  i t  
ha s  led to. To t h e  bes t  of my knowledge the re  is no ser ious  
historical, e conomet r i c  or s ta t i s t ica l  s tudy showing t h a t  big 
government  has  led t o  inflation, t h a t  big government has  led 
t o  poor economic per formance ,  and when I say  t h a t  I'm 
thinking of t he  t y p e  of study t h a t  Friedman and Schwar tz  
produced on t h e  monetary  history of t h e  United States.  The  
reason for  t h e r e  being no such study is not  t h a t  i t  hasn't been 
tried. Alan Peacock f o r  ins tance  a t t e m p t e d  t h a t  so r t  of a 
s tudy and had t o  give up. 

So what  do we have t o  rely on when we denounce big 
government?  We have t o  rely on casual  empiricism fo r  
showing the economic i l l- effects  of big government.  Now 
t h e  basic trouble wi th  casual  empiricism is t h a t  t h e  t w o  
opposing sides can  rely on d i f ferent  bi ts  of casual  evidence.  
For every businessman who regards  England a s  an  example  
par excel lence  of how big government  has  ruined t h e  country,  

* New Y ork Review of Books, 22 January  1981, p. 33. 
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t h e r e  is a do-gooder who will point o u t  t h a t  Germany and 
Sweden have  wel fare  sys tems which cos t  proport ionately 
more  than Britain's and do more  good in t e r m s  of al leviat ing 
poverty and suffering.  So I would argue  t h a t  we can ' t  really 
g e t  very f a r  t h a t  way e i ther ,  because  we all pick t h e  bi ts  of 
casual  evidence which su i t  our par t icu lar  wishes. So m y  f i r s t  
major question t o  Professor Friedman is: Ju s t  what  evidence 
does he  rely on when he warns us  t h a t  government  has  grown 
so big i t  is threa tening  our living standards,  our economic  
well being and our f u t u r e  economic  dynamism? 

Secondly, suppose t h a t  we reduce  the  leve l  of 
government.  I might  add tha t ,  con t r a ry  t o  popular myths, 
t h a t  means  a t  leas t  a s  much t h a t  we need t o  reduce  t h e  level  
of S t a t e  governments  in Australia, s ince t h e s e  have grown 
much f a s t e r  over t h e  l a s t  t h r e e  decades  than  t h e  f ede ra l  
government,  but  tha t ' s  not a beef I have wi th  our honoured 
guest .  Suppose we reduce  both t h e  leve l  of government  
expendi ture  and t h e  amoun t  of government  regulation. What 
gua ran tee  have we or even what  likelihood is t h e r e  t h a t  
pr iva te  economic agen t s  will c o m p e t e  vigorously and become  
sufficiently f lexible t o  t a k e  advan tage  of t he  changing 
economic opportunit ies offering? I would argue  t h a t  a l l  t h e  
Austral ian evidence suggests  t h a t  t he re  would be  in-club 
se t t l emen t s  of economic  d isagreements  be tween rivals, 
ra ther  than  all-out economic and price competi t ion.  It is 
diff icult  t o  think of any economic ac t iv i ty  in Austral ia  t h a t  is 
not  subjec t  t o  regulation, e i ther  by government  or  by 
industry. If government  g e t s  ou t  of t h e  regulat ing business, 
pr iva te  self regulat ion t akes  over. 

Professor Friedman, you say  on page  t w o  of your book 
Tax Limitat ion,  Inflat ion and t h e  Role  of Government,"  
tha t :  

one meaning t h a t  is o f t en  a t t ached  t o  f r e e  enterpr i se  is 
t h e  meaning t h a t  en terpr i ses  shall  be  f r e e  t o  do w h a t  
they  want. That  is not t h e  meaning t h a t  has  
historically been a t t ached  t o  f r e e  enterprise.  What w e  
real ly mean by f r e e  enterpr i se  is t he  f reedom of 
individuals t o  s e t  up enterprises.  

By t h a t  s tandard  t h e r e  is prac t ica l ly  no f r e e  enterpr i se  in this 
country.  Even when t h e r e  is no government  regulat ion or  
even when t h e r e  was no government  regulation, you couldn't 
become  a stockbroker in th is  count ry  be fo re  t h e r e  was  
government  regulation and you couldn't undercut  exist ing 

* Published by t h e  Fisher Ins t i tu te  in Dallas, Texas. 
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stockbrokers. You couldn't s t a r t  a newspaper a s  someone 
tr ied in Melbourne because you couldn't g e t  your newspapers 
distributed. We used to  have a Trade Pract ices  Act under 
which business agreements in restraint  of competit ion had t o  
b e  registered. Before the  repeal of tha t  particular Act in 
1974, 14,403 examinable business agreements  were registered 
under t h e  Act. I would argue t h a t  in small economies such a s  
Australia, economic rivalries are  generally se t t led  in-club. 
Full-blown economic and especially price competit ion is rare  
outside certain areas such a s  food and clothing. In other 
words, I believe tha t  especially in small democratic countries, 
private in teres t  groups will t ake  over regulatory functions 
and prevent economic change which is inimical t o  them and 
thus rob us of the  economic dynamism of earl ier  years. Or 
t o  put  i t  another way I think there  is merit  in Mancur Olsen's 
thesis of the  gradual senescence of western democrat ic  
countries because private pressure groups a re  acquiring a 
veto power preventing change. ' 

I think i t  is significant tha t  the  countries in this par t  
of t h e  world which mee t  with greates t  approval f rom 
Professor Friedman a re  Taiwan, Hong Kong and Singapore. 
These a re  all  countries which are  governed without the  so r t  
of competition for votes from rival political part ies which 
normally characterise democratic societies and which enables 
private interests to  exercise their  veto  power. 
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As t h e  only person at the  tab le  who is not  a professor of 
economics, I proposed t o  ta lk  today about t h e  economics  of 
education.  But Michael Por ter  has handled t h a t  topic  very 
well. A simple observation is t h a t  t h e  f inancial  system, 
which has  already been f r eed  up t o  a ce r t a in  extent ,  is 
cur rent ly  being reviewed by t h e  Campbell  C o m m i t t e e  and t h e  
expecta t ion  is t h a t  i t  will b e  f r eed  up even fur ther .  Many of 
us  look forward  t o  a similar c o m m i t t e e  of inquiry in to  t h e  
bar r ie rs  t o  compet i t ion  and eff iciency in t h e  education 
system. 

I would l ike t o  make  one o ther  small  observation 
be fo re  I ask t h r e e  questions. The smal l  observation is t h a t  in 
t h e  f i r s t  half of his ta lk  Professor Friedman did not  mention 
t h e  word 'money'. I wondered how I would hang my question, 
carefully prepared las t  night, if his ta lk  didn't mention money 
a t  all. But f o r  those  who keep such  stat is t ics ,  t h e  word 
'money' was mentioned f ive  t imes  in t he  second pa r t  of 
Professor Friedman's talk. 

Professor Friedman is well known for  his observation 
t h a t  substantial  inflat ion is always and everywhere  a 
monetary  phenomenon. My quest ion t o  him is: Why has  
money got  so badly ou t  of cont ro l?  I suspect  some  of t h e  
reasons l ie  wi th  governments  seeking t o  solve in t h e  wrong 
way t h e  problem of unemployment. I suspect  t h a t  pa r t  of 
t h e  reason is governments  meet ing  pressures on them for  an  
expansion of t h e  government  s ec to r  while not  increasing t h e  
leve l  of taxation.  Professor Friedman has wr i t ten  
extensively about  t he se  two  influences. But t h e r e  is, I think, 
a fu r the r  explanation a s  t o  why money has got  ou t  of 
control: t h e  monetary  author i t ies  have been accommodat ing  
and validat ing t h e  inflat ionary wage se t t l emen t s  reached by 
t r ade  unions and employers.  If t h a t  f a c t o r  is impor tant ,  
much of t h e  d isagreement  among economists  on the  cause  of 
inflat ion is misplaced. If we can  ag ree  t h a t  rapid growth  in 
t h e  money supply r e f l ec t s  t h e  authori t ies '  val idat ing t h e  
act ions of monopolies, much of t h e  conf l ic t  among 
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economis ts  may be p u t  aside t o  allow more  e f f o r t  t o  b e  spent  
on considering cu re s  f o r  inflation. 

My second question re la tes  t o  t h e  wel fare  cos t s  of 
inflation. In 1973 a s  a research  economist  in t h e  Reserve  
Bank, I was  asked t o  write  a paper on t h e  wel fare  cos ts  of 
inflation. I went t o  t h e  Bank's library and borrowed a l a rge  
number of a r t i c l e s  car ry ing  t h a t  t i t le ;  many of t h e  a r t i c l e s  
were  f rom t h e  University of Chicago, Most of t h e  a r t i c l e s  
were  concerned with a thing cal led t h e  'welfare tr iangle '  
which, when I go t  t o  understand it,  was t h a t  inflat ion 
m a t t e r e d  because in teres t  is not  paid on money; t he re fo re  
t h e r e  is a distort ion t o  portfolios a t  a t i m e  of inflation. Well 
s ince 1973 t h e r e  has been a horrible increase  in prices: in 
Austral ia  t h e  pr ice  leve l  has doubled s ince  1974 and obviously 
we have l ea rn t  t h e  hard way on the  wel fare  cos t s  of 
inflation. Indeed, in  t h e  light of th is  experience,  t h e  ear l ie r  
analyses now seem l ike  considering t h e  problem of wear and 
t e a r  on t h e  f iddle while Rome burned. The  impor t an t  cos t s  
of inflat ion a r e  uncer ta in ty  and t h e  shortening of business and 
household horizons and t h e  enormous distort ion done t o  
re la t ive  price signals. At a t i m e  of rapid growth  in prices, 
people just can ' t  s e e  or respond t o  movements  in r e l a t i ve  
prices. I ask Professor Friedman, have I been too  harsh on 
how economis ts  a f e w  years  a g o  assessed t h e  wel fare  cos t s  of 
inflat ion? As pa r t  of tha t ,  does he think t h a t  our kind of 
economy can  l ive with another  decade  or so  of inflat ion? 

Finally, we o f t en  see  r e f e rence  in t h e  press t o  t h e  
development,  part icularly in t h e  U.S., of t h e  branch of (or 
development  in) economics  cal led 'supply side' economics. 
Emphasis on t h e  supply side sounds very fami l ia r  t o  a n  
Austral ian economist. Around 1974 we had a s izeable  jolt t o  
real  wages in th is  count ry  and a s  a result,  a t  l e a s t  in my view, 
unemployment rose sharply. We didn't ca l l  this  supply side 
economics, but  of course t h a t  is a t i t l e  under which th is  
unhappy exper ience  of rising unemployment could b e  con- 
sidered. But 'supply side' economics is also given a m o r e  
spec i f ic  meaning. As I understand much of supply side 
economics  now, i t  runs in t e r m s  of t h e  following: If t h e  
government  cu t s  t a x e s  in advance  of a c u t  in government  
spending, t h e  boost  t o  ini t iat ives and t h e  boost  t o  economic  
ac t iv i ty  will b e  such t h a t  output  will expand, employment  will 
expand, and t h e  government  may  well end up with a smal ler  
def ic i t  than  a t  t h e  outse t .  I wonder if th is  l ine of a rgumen t  
is not  ge t t ing  very c lose  t o  t h e  suggestion t h a t  t h e r e  is, a f t e r  
all, such a thing a s  a f r e e  lunch? 

2 2 
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Unfortunately,  I'm to ld  I only have two  hours. 
I a m  shaken a bi t  by t h e  discovery t h a t  John Kenneth  

Galbra i th  is agree ing  with m e  and I r a the r  doubt tha t ' s  t rue .  
As a m a t t e r  of f a c t  I ra ther  think t h a t  Ken has  been making a 
ca ree r  of going around and giving ta lks  explaining how wring 
I am and how I a m  responsible f o r  150% inflat ion in Israel 
because I spen t  a w e e k ~ t h e r e  in 1977. Or  about  how I a m  
responsible f o r  t h e  serious problems of Thatcher 's  government  
because  I once had dinner with Mrs Thatcher.  

But a t  any r a t e  Professor Gruen has  raised some  very  
r ea l  and signif icant  problems. Empirical evidence is hard t o  
read and i t  is not one  way. He is cer ta in ly  qu i t e  r ight  t h a t  
t h e  period t o  1950 t o  1970 was a period of very rapid and 
dynamic growth  and he  is r ight  in asking f o r  an  explanation of 
t h a t  and of how I reconci le  t h a t  with t h e  growth  in t h e  s i ze  of 
t h e  government  in t h a t  period. My own view of t h a t  is very  
s t r a igh t  forward.  I think in t he  f i r s t  p lace  t h a t  t h e  rapid 
growth  of government  in t h a t  ca se  was largely a consequence 
ra ther  than a cause  of t h e  rapid growth  of t he  economy. 
What happened in many of t he se  count r ies  during t h a t  period 
was t h a t  you were having a rapid growth in national  income, 
output  and employment  and you were  theref  o re  able  t o  a f fo rd  
t o  waste more  of your subs tance  on governmental  ac t i v i t i e s  
than  otherwise vou would have been ab l e  to. As t h a t  
dynamic expansion c a m e  t o  a slow down - for  some  reasons 
which were  in terna l  and some  which were  externa l  and I'll 
c o m e  back t o  those  - t h e  luxury was no longer so easily 
a f fordable  and t h e  problems raised by t h e  expansion of 
government  spending had been coming home t o  roost  in every  
one of t h e  count r ies  in question. Sweden is in very deep  
t rouble  r ight  now. Germany has  experienced difficulties. 
There is not one of t h e  count r ies  t h a t  you have spoken of t h a t  
has  escaped those  diff icult ies .  

Now why was t h e r e  such rapid growth in 1950-1970? 
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For one thing w e  have had something  which we have observed 
over and over again and t h a t  Alfred Marshall in f a c t  re fer red  
t o  a t  one point many, many years  ago  in some  of his 
test imony.  This was a phenomenon t h a t  a soc ie ty  which 
suf fered  a very g r e a t  ca tas t rophe  was  able  t o  rebound f r o m  
t h a t  and improve  i t s  l o t  much m o r e  rapidly than  you might  
have  expected.  He  was refer r ing  t o  t he  ex t en t  t o  which 
count r ies  recovered immedia te ly  a f t e r  war, and t h a t  t h e  
damage  was done t o  physical things, leaving i n t a c t  t h e  
knowledge, t h e  understanding and so  on. You have observed 
over a n d  over again  t h a t  a n y  count ry  which has  gone through 
a g r e a t  ca t a s t rophe  and ge t s  a period of s tabil i ty of whatever  
kind, exper iences  for  a w h i l e  -a very  rapid r a t e  of growth. 
That  was t r u e  in China a f t e r  t h e  communis ts  took over f o r  
t hey  were  able  t o  e l iminate  t h e  high inflat ion t h a t  had been 
raging and have  a fa i r ly  s tab le  inflat ionary course. It has 
been happening again in China a f t e r  t h e  Cul tura l  Revolution 
ended in 1976. I don't believe t h a t  t h a t  means  vou can  look 
forward  t o  a long continued period of rapid growth in 
China. But I think in considerable pa r t  t h a t  what  we w e r e  
observing immedia te ly  a f t e r  t h e  War was a rebound f rom t h e  
enormous ca t a s t rophe  of World War 11. 

I think a secondary favourable f a c t o r  was t h a t  
monetary  collapses were  avoided. There was no monetary  
d isas ter  in t he  20 years  f rom 1950-70 t h a t  was comparable  t o  
t h e  monetary  d isas ter  of t h e  G r e a t  Depression, so t h a t  you 
had relat ively s tab le  monetary  conditions under which you 
were  able  t o  bring t o  frui t ion many of t h e  technological  and  
sc ient i f ic  developments of t he  prior 40 or 50 years. 
Obviously t i m e  is l imited and I'm only trying t o  suggest  t h a t  
th is  is an  in terpre t ion  of t h a t  e ra .  

But I go back t o  my belief t h a t  in ce r t a in  respects  t h e  
a g e  before 1914 was a golden age. In my country,  t h e  United 
States,  i t  was a n  age  in which millions and millions of people 
f rom all over t h e  world - poor people, my parents  and t h e  
parents  of many of my fel low c i t izens  - were  able  t o  move 
f rom conditions of e x t r e m e  poverty and c o m e  in to  t h e  United 
S t a t e s  freely.  There  were  no immigrat ion restr ict ions.  
Anybody could come  in. They were  able  t o  build a much 
b e t t e r  l i fe  f o r  themselves  and f o r  the i r  fami l ies  without  any  
wel fare  agencies,  without  any depa r tmen t s  of social  securi ty,  
without  any minimum wages, without  any of t h e  o ther  
appara tus  which we now think is so essential.  It was a period 
in which, despi te  t h e  pressures raised by t h e  enormous inflow 
of immigrants ,  you were  able  t o  ge t  very rapidly rising living 
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standards.  Now it 's not  a very d i f ferent  s to ry  I suspect  f rom 
what  you could tel l  f o r  Austral ia  at around t h e  s a m e  period. 
The period 1846-1914 in G r e a t  Britain was one of g r e a t  
progress and rapid growth.  I think those  were  golden ages. 
I'm prepared t o  a t t r i bu t e  t h a t  golden a g e  t o  t h e  ef f icacy  of a 
f r e e  enterpr i se  sys tem and of m a r k e t  a r rangements .  

Professor Gruen raised t h e  quest ion of my c i t ing  Hong 
Kong, Taiwan and Singapore and t h a t  t he se  a r e  count r ies  
where people do not  have  t h e  e f f ec t ive  vote. That  is r ight  in 
t h e  case  of Hong Kong and less so in t h e  c a s e  of Singapore or  
Taiwan. You do have something  of a benevolent  dictatorship 
in Singapore, but  you a lso  have something of an opera t ive  
democracy.  You do have less than comple te ly  f r e e  
government  in Taiwan, but  s t i l l  you do have a considerable 
e l emen t  of democracy  a s  well. Associated with t h a t  was t h e  
quest ion t h a t  Michael Por ter  raised a s  t o  whether any  
count r ies  had been able  t o  succeed in holding down t h e  r a t e  
of monetary  growth  and whether  t h e r e  were  poli t ical  
obs tac les  t o  doing so. Well, in t he  f i r s t  p lace  the  ca ses  we 
were  c i t ing  ear l ie r  of t h e  United S t a t e s  and G r e a t  Britain in 
t h e  19th  Century,  were  ca ses  of count r ies  which progressed 
very rapidly under f r e e  enterpr i se  sys tems and under 
c i rcumstances  where people did have t h e  vote  and where you 
had democracies.  Moreover I a m  enormously impressed by 
th is  issue - people have always said t h a t  if you give people 
t h e  vote, t h e  have-nots will vo t e  t o  t a k e  away t h e  goods f r o m  
t h e  haves, bu t  I think t h a t  is fundamental ly wrong a s  shown 
by evidence. The drive and t h e  pressure f rom t h e s e  
governmenta l  regulat ions have not  c o m e  f rom t h a t  source.  
They have c o m e  f rom t h e  ideas of intel lectuals .  

In the  United S t a t e s  we have  a highly graduated  
income tax, not  because  t h e  populace a t  la rge  wants  i t  o r  
d i rec t ly  has expressed a desire for  i t .  On t h e  cont rary  we 
have had over t h e  course  of t h e  pas t  e ight  or ten  yea r s  a 
whole ser ies  of re ferenda  in individual s t a t e s  on the  quest ion 
of whether t h e  s t a t e  income t axes  should be  made  m o r e  
graduated.  In every  single c a s e  t he  public-at-large has  voted 
i t  down. They voted down t h e  graduated  income t a x  in 
Connecticut .  They voted down the  increased graduation in 
Massachusetts, in t h e  s t a t e  of Washington and in severa l  
o ther  cases. Similarly I don' t  really believe i t  is c o r r e c t  t o  
say we had social secur i ty  in t h e  United S t a t e s  because t h e r e  
was a g rea t  public demand for  it .  On t h e  contrary,  t h e  
people who were  i n t e r e s t ed  in i t  had t o  engage in a s a l e s  
campaign which Madison Avenue would have been proud of in 
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o r d e r  t o  g e t  t h e  people  t o  swal low soc ia l  secur i ty .  They  had  
t o  p r e s e n t  mis lead ing  adver t i s ing ,  t e l l ing  t h e  publ ic  it w a s  a n  
i n s u r a n c e  program,  a n d  so  on. So I d o  not  rea l ly  be l ieve  t h a t  
it is a f a c t  of e x p e r i e n c e  t h a t  d e m o c r a c i e s  a r e  i n c a p a b l e  of 
e x e r c i s i n g  th i s  kind of self r e s t r a i n t .  I th ink  i t  is a n  a t t e m p t  
t o  b l a m e  s o m e b o d y  e l s e  f o r  o u r  own sins. 

J a p a n  is t h e  b e s t  e x a m p l e  I know of a major  c o u n t r y  
t h a t  has  e x e r c i s e d  e f f e c t i v e  m o n e t a r y  discipl ine a n d  h a s  
s t u c k  t o  i t  long  enough  t o  b r ing  down inf lat ion.  J a p a n  in 
1973  had a n  in f la t ion  r a t e  of 25%. I t  s h i f t e d  m o n e t a r y  pol icy 
and  reduced  t h e  r a t e  of m o n e t a r y  g r o w t h  f r o m  25% t o  
s o m e t h i n g  l ike  1 0  o r  12% a year .  It  k e p t  it t h e r e  f o r  t h e  n e x t  
f i v e  vears .  The  r a t e  of in f la t ion  c a m e  down t o  under  5%. I 
t h i n i  t h a t  is a very  good and  success fu l  example .  

The  m o s t  d r a m a t i c  e x a m ~ l e  on a n o t h e r  l eve l  w a s  t h e  
case of Chi le  in  t h e  l a s t  5 y e a r s  w h e r e  you s t a r t e d  w i t h  a n  
in f la t ion  r a t e  of 700% a year ,  and  w h e r e  you did h a v e  a v e r y  
d e l i b e r a t e  policy of reduc ing  g o v e r n m e n t  spending  a n d  t h e  
r a t e  of m o n e t a r y  growth.  A f t e r  t w o  or  t h r e e  y e a r s  t h e  
in f la t ion  r a t e  c a m e  w a y  down and  it h a s  con t inued  t o  c o m e  
down. I t  is now in t h e  r a n g e  of s o m e w h e r e  l i k e  20-25% a 
year ,  which f o r  South  A m e r i c a n  s t a n d a r d s  is very  good. On 
t h e  o t h e r  s ide  of t h a t  p ic tu re ,  a f t e r  a n  ini t ia l  per iod  of 
read jus tment ,  Chi le  h a s  been  having a very  rapidly i n c r e a s i n g  
e c o n o m i c  g r o w t h  r a t e .  However ,  t h a t  doesn ' t  r ea l ly  m e e t  
your po in t  b e c a u s e  i t  is a n o t h e r  o n e  of t h e s e  c o u n t r i e s  which  
is  no t  a d e m o c r a c y  and  w h e r e  you h a v e  no t  had t o  c o u n t  t h e  
votes .  T h a t  is  a se r ious  d e f e c t  of t h a t  p a r t i c u l a r  example .  
I t  shows t h e  e c o n o m i c  pr inciples  involved b u t  i t  doesn ' t  m e e t  
Professor  Gruen 's  po l i t i ca l  a r g u m e n t ,  though  of c o u r s e  J a p a n  
does. 

L e t  m e  jump t o  a n o t h e r  c o u p l e  of i t ems .  On t h e  
e d u c a t i o n  s ide  I d o  w a n t  t o  s a y  ( a f t e r  a l l  I'm a g u e s t  in  your  
c o u n t r y  s o  l e t  m e  b e  g e n e r o u s  t o  you) t h a t  you a r e  b e t t e r  off 
in  t h i s  c a s e  t h a n  w e  a r e  at t h e  e l e m e n t a r y  and  s e c o n d a r y  
level.  Not  a t  t h e  t e r t i a r y  level .  But  as I unders tand  i t  you 
d o  have  a p a r t i a l  voucher  s y s t e m  now in which t h e  C o m m o n-  
w e a l t h  g o v e r n m e n t  g ives  per  c a p i t a  g r a n t s  t o  schools  in  t h e  
p r i v a t e  s e c t o r ,  a c c o r d i n g  t o  t h e  number  of t h e i r  s tudents .  So 
I a m  going back h o m e  t o  t a k e  Aus t ra l ia  a s  a n  e x a m p l e  of t h e  
point  t h a t  i t  is  f e a s i b l e  t o  h a v e  a voucher  scheme.  

I m a y  t e l l  you t h a t  a n o t h e r  r e s p e c t  In whlch you a r e  
m o r e  a d v a n c e d  t h a n  w e  a r e  (and l e s s  regu la tory)  is  in your  
f inanc ia l  inst i tut ions.  You don' t  have  anyth ing  l ike  t h e  
s e v e r e  r e s t r i c t i o n s  on i n t e r e s t  r a t e s  which your banks  c a n  pay  
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on savings deposits a s  we do. You do have res t r ic t ions  on t h e  
lending r a t e s  and you do  have them on demand deposits, but  
not  on savings deposits. 

But in t h e  education sys tem - I haven't ta lked  about  
t h a t  because  I have wr i t ten  about  t h a t  extensively f o r  
anybody t o  read - I s trongly support  t he  views of Michael 
Po r t e r  t h a t  i t  is a disgrace and a scandal. Pa ren t s  ought t o  
b e  f r e e  t o  choose where the i r  children go t o  school. There 
ought t o  be  more  compet i t ion  in schools, but  t h e  biggest 
scandal  of all is in t e r t i a ry  education.  Professor Por ter  was 
stressing t h a t  scandal  f rom t h e  point of view of poor 
education,  bu t  I would l ike  t o  s t ress  it f rom t h e  point of view 
of one of t h e  most  scandalous redistr ibutive f inancial  
s chemes  in existence.  I do not  know of any o ther  
government  program which so  c lear ly  t axes  low income 
people t o  benefi t  high income people. You impose t axes  on 
people who do not go t o  colleges and universities in order t o  
provide f r e e  benefi ts  t o  those  who do go t o  col lege  and 
universities, and t h e  f i r s t  c lass  of people on t h e  ave rage  a r e  
very  much less well off than  t h e  second class of people. As I 
say I have wr i t ten  about  t h a t  extensively and I'm not  really 
going in to  i t  now only t o  ag ree  with Professor Po r t e r  and t h a t  
it is t h e  s ame  in both our countries.  

In r e spec t  t o  some  of Don Stammer ' s  questions, I d o  
not ag ree  t h a t  money has gone  out  of cont ro l  because  t h e  
author i t ies  have accommodated  t h e  inflat ionary se t t l emen t s  
be tween employers and unions. I think one can  establish a 
t heo re t i ca l  c a s e  where t ha t  could be  a f a c t  bu t  a s  I have 
examined t h e  empir ica l  ev idence  I do  not bel ieve i t  conforms 
t o  it. I don't bel ieve i t  t o  be  a valid in terpre ta t ion  of 
inflation, so I resist  t h e  olive branch you of fer .  

On the  welfare cos t  of inflation you a r e  entirely 
justified in your cri t icism. I think those ear l ie r  art icles,  of 
which I au thored  a t  l e a s t  one, were seriously def ic ient  in 
res t r ic t ing  themselves  primari ly t o  t h e  wel fare  e f f e c t s  of 
an t ic ipa ted  inflation and not allowing a s  fully a s  we might  for  
t h e  o ther  costs .  I think t h a t  de fec t  has been rec t i f ied  in 
much t h a t  I and o thers  have wr i t ten  since, and  I think the re  is 
a much wider recognition of t h e  problems t h a t  you were  
raising than the re  was a t  t h e  t ime.  Maybe if you read t h e  
l i t e r a tu re  now you wouldn't be  qui te  a s  disappointed. 

On supply side economics,  I ag ree  with Don Stammer  
t h a t  t h e  only thing new about  supply side economics  is t h e  
name. It is simply good economics  if i t ' s  properly done. I 
wro te  an  a r t i c l e  in Newsweek a f ew  years  ago  on t h e  Kemp- 
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Roth  t a x  bill which I en t i t l ed  'Kemp-Roth F r e e  Lunch' and  in 
which I said t h a t  while I was in favour  of t h e  t a x  bill, because  
I'm in favour  of cu t t i ng  t a x  a t  any t i m e  f o r  any excuse, I 
could not accep t  t h e  a rgumen t s  t h a t  were  given in suppor t  of 
i t .  I did not bel ieve you could justify t h e  view t h a t  an  
across- the-board c u t  in t axes  without  a c u t  in spending would 
have  the  e f f e c t s  described. I think t h e r e  a r e  many speci f ic  
c u t s  in t axes  which would increase  revenue. Michael P o r t e r  
r e f e r r ed  t o  some  of t hose  when he  refer red  t o  t he  graduated  
r a t e s  on t h e  income t a x  but  I think t h a t  is a very d i f f e r en t  
thing. They increase  revenue  not  so much because they  
induce people t o  work harder and be  more  enterprising, but  
because  they  simply sh i f t  e f fo r t  f r o m  c rea t ing  t a x  she l te rs  t o  
engaging in productive act ivi ty.  

I apologise fo r  tak ing  more  t i m e  than  I should have in 
answering these  questions, but  you should really b lame t h e  
panel  because  they  raised some  very good questions. 
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Ray Pelham Thorman: Does Professor Fr iedman s e e  t h e  self 
equil ibrat ing na ture  of t h e  marke t  economy depending on t h e  
exis tence  of pe r f ec t  or near  pe r f ec t  compet i t ion?  If so does 
he  s ee  t he  marke t  economy remaining compet i t ive  without  
t h e  need f o r  legislat ive sanctions against  non-competitive 
behaviour by businesses? Would he s e e  t h e  Australian Trade 
P rac t i ce s  Act  or t h e  equivalent  U.S. an t i- t rus t  legislation a s  
l eg i t ima te  interventions by government  in t h e  market  place, 
bearing in mind of course,  his f avour i t e  scholar  Adam Smith's 
well quoted aphorism abou t  t h e  propensity of businessmen t o  
conspire together.  

Milton Friedman: Number one, I do  not regard t h e  self 
equil ibrat ing na ture  of a n  economy a s  depending on pe r f ec t  or 
near  pe r f ec t  competi t ion.  We have t o  distinguish be tween 
t h e  theore t ica l  cons t ruc ts  and what  we observe, and I 
wouldn't know pe r f ec t  compet i t ion  if I found i t ,  but I do  know 
how to  write  abou t  i t .  More seriously I think the  
equil ibrat ing na tu re  is present  with business a s  i t  is. 

Number two, I a m  strongly in favour  of a s  compet i t ive  
a m a r k e t  sys tem a s  possible. I have long concluded t h a t  t h e  
mos t  e f f ec t ive  single measure  any government  can  t a k e  t o  
p romote  such compet i t ion  is not  t o  have a stronger an t i- t rus t  
division or a s t ronger  t r ade  p rac t i ce s  a c t  but t o  have 
comple t e  f r e e  trade.  In this  country,  fo r  example, t h e  
removal  of tar iff  pro tec t ion  would do  much more  t o  promote  
compet i t ion  than  would a n  anti- trust  ac t .  

In t h e  United S t a t e s  you have t o  distinguish two 
components  of t h e  anti- trust  laws. The original Sherman 
Act,  which made ag reemen t s  in res t ra in t  on t r ade  
unenforceable in t h e  courts ,  was I think a very desirable 
measure  in promoting competi t ion.  Almost al l  of t h e  l a t e r  
addit ions t o  t h e  anti- trust  laws  have in f a c t  been pro- 
monopoly laws. There have been laws t o  p ro t ec t  one sec to r  
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of t h e  industry or ano the r  and I think those  a r e  ill-advised. 

Peter Brun: You commented  on t h e  fa i lure  of governments t o  
cont ro l  the i r  money supplies. To what  e x t e n t  is th is  because  
they  have not really equipped themselves  with t h e  power t o  
do  so ra ther  than  t h e  fa i lure  of will? 

Friedman: That  is a very good question, and t h e  problem with 
answering i t  is what  t h e  word 'they' means.  Le t  m e  i l lus t ra te  
very specifically. In t h e  United Sta tes ,  pa r t  of our fa i lure  
has  been because t h e  Federa l  Reserve  sys tem has been 
unwilling t o  a l t e r  i t s  opera t ing  procedures in such a way a s  t o  
be able  t o  cont ro l  t h e  money supply effect ively.  That  has  
not been because  i t  doesn't have  t h e  power t o  do so - i t  does  
have t h e  power t o  do  so and the re fo re  if you say 'they1, being 
Congress not willing t o  give t hem t h e  power then  t h e  answer  
is 'no'. If you say 'they1, being the  Federa l  Reserve,  t h e  
answer t o  your quest ion is 'yes1. But I think if t h e  public a t  
l a rge  had the  will, if t h e  government  had t h e  will, they  would 
over- rule t h e  bureaucra t ic  unwillingness of such organisat ions 
a s  t h e  Federa l  Reserve  sys tem t o  change  i t s  procedures in 
such a way a s  t o  enable  i t  t o  cont ro l  t h e  money supply. 

Brun: In o ther  words t h e  governments  a r e  lacking t h e  will. 

Friedman: Governments  don't have any will. Only people 
have  will. The public a t  large,  t h e  voters ,  have said t o  t h e  
governments  they  don' t  want  them t o  cont ro l  inflation and s o  
t h e  governments  haven't control led inflation. I bel ieve in 
democracy  and I bel ieve t h a t  t h e  people rule in a democracy,  
a l i t t l e  slowly, a l i t t l e  errat ical ly,  bu t  sooner or  l a t e r  they  do 
SO. 

Now a s  an empir ic i s t  I would be  inclined t o  say t h a t  in 
modern western countries,  inflat ion has t o  reach something in 
t h e  neighbourhood of 20-30% before  i t  reaches  a level  a t  
which t h e  cos t s  you were  referr ing t o  a r e  sufficiently g r e a t  
t o  establish a will. The only exception t o  t h a t  is in those 
count r ies  which have experienced a rea l  hyper-inflation and 
t h e r e  t h e  will ex is t s  f r o m  t h e  beginning. Germany has done 
well, not because  i t  has b e t t e r  ins t ruments  of monetary  
cont ro l  than o ther  countries,  but  because  i t  went through a 
hyper- inflation a f t e r  World War I and a f t e r  World War I1 and 
the re fo re  i t  is politically unprofi table t o  produce inflation. 
In Japan they  had t o  g e t  up t o  25% before  they  had t h e  
poli t ical  will t o  do it. G r e a t  Britain had t o  g e t  up t o  20-25% 
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before  i t  did. Maybe I'rn duly opt imis t ic  in supposing t h a t  
I t h e  United S t a t e s  will have t h e  will be fo re  i t  g e t s  up t o  20 o r  

25%. 
But I think it 's a mis take  t o  talk in t e r m s  of 

government th is  and government  t ha t .  There  is  n o  
government  - t h e r e  a r e  only people in government  who a r e  
opera t ing  an  ins t rument  in which t h e  u l t ima te  author i ty  is  
exercised by the  public a t  large. I think it 's a tendency t o  
sh i f t  t h e  b lame when instead of saying, 'we a r e  t o  blame', w e  
say 'it's t h a t  awful  government  tha t ' s  t o  blame.' 

Frank Ash: Concerning your views on t h e  golden economic  
age,  pre 1914, I'm in teres ted  in t h e  diff iculty of cross- 
cu l tura l  comparisons, because  t h e r e  was a comple te ly  
d i f ferent  cu l tu re  then ,  How can  we be  su re  t h a t  t h e  laissez- 
f a i r e  ideas t h a t  worked then  will work now when we have a 
very  much g rea t e r  rea l  wealth. 

Friedman: I don't believe vou will find levels  of rea l  weal th  
a r e  impor tant  in t h a t  regard (and a f t e r  al l  tha t ' s  an  empirical  
question). We have  a good deal  of empir ica l  evidence on  i t  
because  t he  count r ies  which have engaged in laissez- faire 
policies have had very d i f ferent  levels  of real weal th  a t  
d i f ferent  t imes.  The real  wealth of t h e  U.S. in 1860 was 
very d i f ferent  f rom what  i t  was  in 1900. Britain in 1846 was  
d i f ferent  f rom Britain in 1900. I think t h e  question you 
asked is one which is researchable.  I'rn not  saying I've done 
t h e  research  in full - I a m  now giving you some  casual  
reactions t o  t h e  kind of evidence t h a t  I think is available, bu t  
i t  s eems  t o  m e  t h a t  we have count r ies  a t  very d i f ferent  levels  
of economic well-being, of economic  wealth,  and what  w e  
have observed is t h a t  regardless of those  levels  t h e  count r ies  
t h a t  have embarked on cent ra l i sed  cont ro l  have not done very  
well and t h e  count r ies  t h a t  have embarked on a marke t  
sys tem have in t h e  main done be t te r .  A country l ike India 
was cer ta in ly  no be t t e r  off on t h e  ave rage  than  a country l ike 
Hong Kong o r  Singapore a t  t h e  end of World War 11, or t han  
Japan was in 1867. And ye t  India did very very badly with 
cent ra l i sed  cont ro l  and a collect ivist  wel fare  s t a t e  approach 
while Japan in 1867 and Hong Kong in t h e  1950s did very well 
with t h e  f r e e  m a r k e t  approach. 

Ash: I ag ree  with you completely,  bu t  t h e  point I was ge t t i ng  
a t  was t h a t  all those  count r ies  you mentioned s t a r t e d  off 
f rom a much lower wealth, e i ther  measured per cap i t a  or  
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measured on a gross physical scale, they  had much less  t o  ~ work with than  we have now. 

Friedman: You a r e  asking an  impossible question, because  if 
I'm right  t h e  only way to  ge t  t o  our s ca l e  is by having t h a t  
f r e e  m a r k e t  sys tem t o  begin with and if you don't have i t  t hen  
you have  a low level  of wealth. Take  t h e  modern world and 
look a t  count r ies  like t h e  United S t a t e s  and Japan in t h e  
period a f t e r  World War 11 (Japan had a lower wealth bu t  Japan 
has done very well). These a r e  mixed systems,  they  aren ' t  a s  
c lean  cases  a s  t h e  19th century  ca ses  but  y e t  they  a r e  
predominantly f r e e  m a r k e t  countries. .  So now a r e  you asking, 
is t h e r e  some  high income count ry  which has been able  t o  
achieve  dynamism in growth by some  other  means?  Or  is 
your proposition t h e  Spenglerian proposition t h a t  we have  an  
inevitable cyc l e  of r ise and decline and what  we a r e  f ac ing  
now is t h e  decline of t he  west. We may be, bu t  I'm not  c l ea r  
which is your proposition. 

Ash: My proposition was just t o  g e t  your ideas on why 
m a r k e t s  will work when we a r e  now a t  a high leve l  of 
growth. Can  you give us some reason why, if we keep  th is  
f r e e  marke t  idea, we can  go  st i l l  higher when we have  only 
just seen  t h e  f r e e  m a r k e t  idea  working on t h e  lower weal th  
levels? 

Friedman: We haven' t  only seen  them working on t h e  lower 
ones. If you look a t  any one of t he se  high income count r ies  
and ask what  s ec to r s  of t h e  economy have been  most  dynamic 
and have been most  productive, they  have been t h e  f r e e  
m a r k e t  sectors.  

Sidney Gilchrist: My question t o  Professor Friedman 
concerns  taxa t ion  which is an incentive.  F i rs t  may I 
congra tu la te  and suppor t  him in his condemnation of cur rency 
debasement  and ta r i f f s ,  al though I would l ike t o  have heard 
him a b i t  s t ronger  in condemning income tax,  sa les  t axes  and 
similar  t axes  which a r e  de t e r r en t  f ines on economic 
transactions.  I t  is economic t ransac t ions  upon which our 
prosperi ty depends. So my question is why not  use taxa t ion  
which is incentive.  Should not  t h e  main ac t ion  of a wise 
government  (or perhaps I should say now a wise people) which 
is seeking t o  achieve  prosperi ty f o r  al l  in a f r e e  enterpr i se  
system, b e  t o  steadily reduce  income t a x  and sa les  t a x  and 
similar t axes  on t ransac t ions  and ins tead  to  gradually 
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increase  s i t e  value taxa t ion?  Has not  s i t e  value taxa t ion  
been shown t o  be  ent i re ly  prac t ica l?  Is i t  no t  an  incent ive  t o  
t h e  reasonably full and ef f ic ient  use of al l  s i t e s  and resources  
and is i t  no t  an incentive t o  economic  ac t iv i ty?  Is i t  not a 
t a x  which does not  fal l  on t ransac t ion  nor on inves tment  
improvement  capi ta l?  

Friedman: My fel low countryman Henry George  was a g rea t  
man. He wrote  a major book. There is much t ru th  in it, bu t  
i t  is possible t o  ca r ry  good ideas t oo  far .  I a m  in favour of a 
g rea t e r  use of proper ty  tax, land value taxation,  bu t  I bel ieve 
t h a t  people like yourself grossly ove r s t a t e  e i t he r  t h e  
possibilities or  t h e  mer i t s  thereof because  of not  distinguish- 
ing be tween t h e  t heo re t i ca l  a t t r i bu t e s  which would de t e rmine  
t h e  land which is re levant  t o  such considerat ion and the  
ac tua l  a t t r i bu t e s  which such land and other things have. 

For example,  t he  cruc ia l  f e a t u r e  of land value taxa t ion  
is t h a t  you have a resource which is per fec t ly  inelast ic  in 
supply and whose use will not  b e  de termined by t h e  income 
which people g e t  f rom using it. Now some  land qualif ies f o r  
t h a t  but  a g r e a t  dea l  of land does  not  qualify in those  t e rms  
and a g rea t  deal of what  is not  land does qualify. I r a the r  
suspec t  Frank Sinatra 1s  peculiar voice is just a s  inelast ic  in 
supply and in t h e  kind of use t h a t  will be  made  of i t ,  a s  is any 
p iece  of land in Austral ia  and the re fo re  t h e r e  would be  a s  
l i t t le  e f f e c t  on incent ive  of taxing away t h e  s i t e  value of 
Sinatra1s cur ious  voice, a s  t h e r e  would be tax ing  away t h e  s i t e  
value of a p iece  of land. Now I'm only i l lustrat ing th is  t o  
show t h e  direct ion in which I would a t t e m p t  t o  give you a full 
answer and t o  say, you and I can  go a long way in t h e  
desirabil i ty of el iminating many kinds of t axes  and giving an 
impor tant  role t o  s i t e  value. But t h e  s a m e  logic will lead  us 
t o  use o ther  kinds of taxa t ion  a s  well and will lead us t o  
refrain f r o m  carrying s i t e  value taxa t ion  t o  i t s  ful l  
conceivable possible ex tent .  

I hope  you will pardon t h e  dogmat ic  cha rac t e r  of my 
s t a t emen t ,  but  i t  is based on t h e  f a c t  t h a t  I've heard this  
a rgument  so very many t imes  t h a t  I have  developed a 
dogmat ic  answer t o  it. I must  say  t h a t  I admire  t h e  Henry 
Georgites.  They and I a r e  together  on a lmost  everything 
excep t  how f a r  we want  t o  ca r ry  t h e  good argument .  

Alan Searle: I have  a very brief question. The voucher 
sys t em seems  an excel len t  idea in relat ion t o  schooling. Is 
t h e r e  any invest igat ion in to  t h e  possibility of using th is  
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sys tem in t h e  f ield of hospital c a r e ?  If not, what  do you 
think of t h e  idea?  

Friedrnan: I think t h e r e  has been a good deal  of investigation, 
a good deal  of ta lk  in t h e  United S t a t e s  about  using t h e  
voucher in t h e  a r e a  of hospital care .  As opposed t o  
a l t e rna t ive  methods  of subsidising medical  c a r e  I think i t  
makes  a g r e a t  deal  of sense,  but  on t h e  whole I think t h e  
problems of medical  sickness regulat ion and hospital c a r e  
t h a t  Michael Po r t e r  was  talking about  go much f a r t h e r  t han  
could be  cured  simply by a voucher scheme. I think t h e  
problems t h e r e  go  much deeper  and f a r t h e r  afield and I think 
t h e r e  you do need a very  d i f ferent  kind of solution. 

Mr Plowman: I'd l ike t o  ask Professor Po r t e r  is not t h e  way 
t o  achieve  minimum levels  of government  t o  introduce 
wherever possible (and I s t ress  wherever possible) a user pays 
policy? 

Michael Porter: My ,answer  may be  in teres t ing  but  Professor 
Friedman's might  be valuable. 

Friedrnan: I won't cha rge  any e x t r a  f o r  it .  

Porter: He's t h e  s ca rce  resource, b u t  my answer is 'yes' w e  
should have many more  examples  of user pay principles and 
while I think t h e r e  has been an  a t t e m p t  t o  move in t h a t  
direct ion,  i t  s eems  very  diff icult  t o  g e t  politicians t o  ac t .  

Tony Dirnrnitt: Professor Friedman, you speak wi th  
excel lence  on defending f r e e  enterprise,  y e t  when i t  comes  t o  
t h e  government  monopoly on t h e  cont ro l  of t h e  money supply 
you seem t o  use this a s  a spec i f ic  example  where  i t  might  not  
work. Have you considered some  fo rm of compet i t ion  
amongst  suppliers of money or if not, a t  l e a s t  allowing 
individuals and business f i rms  t o  a c c e p t  d i f ferent  fo rms  of 
exchange  instead of money? 

Friedrnan: I'm ent i re ly  in favour  of f r e e  compet i t ion  so f a r  a s  
individuals and business f i rms  a r e  concerned.  I do  not  
bel ieve a government  ought t o  t ry  t o  enforce  any kind of 
monopoly on money. So t h e r e  is no problem the re  a t  all. 
The p lace  where  we might  c o m e  t o  some  disagreement  is on 
t h e  conclusion which we might  r each  about  t h e  consequences 
of even a very vigorous a t t e m p t  t o  promote  compet i t ion  in 
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t h e  provision of money. I bel ieve t h a t  unless government  
money is very badly mismanaged it will a lmost  surely end up 
being accep ted  because  of t h e  g r e a t  ex t e rna l  advantage  of 
having a single money. But maybe  I'm wrong, and I don't 
want  t o  asser t  t h a t  i t  is necessarily t r u e  and I have  cer ta in ly  
a lways  believed and do  believe people should be  f r e e  t o  use  
any kind of thing they  want  t o  in the i r  t ransactions.  
Cer ta in ly  they  ought t o  be  f r e e  t o  use foreign currencies.  
They ought t o  be  f r e e  t o  use American Express Travellers  
Cheques or any o ther  kind of t rave l le rs  cheques. As a 
m a t t e r  of f a c t  t h e  American Express Cheque is t h e  only fo rm 
of money in t h e  United S t a t e s  t h a t  can  be  issued without  any 
lega l  reserve  requi rements  or any o ther  lega l  regulation. 
And i t  has been  a very successful  fo rm of pr iva te  en terpr i se  
money. So I don't really think t h e r e  is any d i f ference  
be tween us on th is  issue a t  all. 

P. P. McGuimess: If I may Mr Chairman,  I'd l ike t o  ask 
Professor Friedman a very  simple question. When discussing 
education he s eems  t o  be saying t h a t  t h e  poor should no t  
subsidise t he  education of t h e  rich. Why not, is he  a 
social is t?  

Friedman: I don't think t h e  r ich should subsidise t h e  
educat ion  of t h e  poor e i ther .  I think t h a t  people should be in 
a position where  they  a r e  able  t o  g e t  t h e  education they  a r e  
willing t o  pay fo r  and I'm all in favour of (as  you know f rom 
my writings) a r rangements  which would enable people who 
cannot  pay fo r  i t  currently,  t o  ge t  t h e  resources t o  g e t  an  
education and schooling, provided t h a t  t hey  will c o m m i t  
themselves  t o  paying i t  back l a t e r  or  undertaking obligations 
l a t e r  of an  equi ty  kind a s  a result  of the i r  having go t  t h e  
assistance.  

My main point is a very  d i f ferent  one and it 's really 
not  t o  make  a debating point. But i t  a lways  seems  t o  m e  
r a the r  hypocri t ical  of very many people who profess t o  b e  
egal i ta r ians  t o  a rgue  a s  they  do f o r  t h e  kind of sys tem of 
f inancing higher education t h a t  we do. Many of my 
in te l lec tua l  confreres  in t h e  United S t a t e s  and many of yours 
he re  will profess t o  b e  egalitarians. If they a r e  serious in 
the i r  ega l i ta r ian  professions they  ought t o  be  in t h e  fo re f ron t  
of ending t h e  kind of s i tuat ion we have in university 
education. Now I'm not  su re  whether  t h a t  is responsive t o  
your quest ion or  not  - perhaps not?  
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McGuinness: I'm simply asking why you think anybody should 
b e  egal i ta r ian?  

Friedman: I'm not  asking t h a t  anybody should b e  
egali tar ian.  

McGuimess: That's implici t  in a lmost  al l  your arguments.  
You a r e  arguing for  equali ty of t r ea tmen t ,  you a r e  arguing 
f o r  equali ty of opportunity, your a r e  arguing fo r  equali ty of 
contribution.  

Friedman: I a m  arguing for  equali ty of opportunity,  I a m  not  
arguing fo r  equali ty of results. And I'rn not  asking anybody 
e l s e  t o  be  an  egali tar ian.  Egali tarianism has d i f f e r en t  
meanings. I personally have  a s  my basic value human 
f r eedom and t h e  impor t an t  component  of t h a t  is t h a t  
individuals should be  f r e e  t o  develop and exerc ise  and t a k e  
advan tage  of t h e  quali t ies  they  have in acco rdance  with t he i r  
own values and t h a t  nobody has  a r ight  t o  f o r c e  anybody t o  do 
anything else. I think when some  people t a k e  money away 
f r o m  other  people t o  help still  third pa r t i e s  - i t  is not  
humanity and it is not  compassion and i t  is not  egali-  
tarianism. It's a naked exerc ise  of force .  

McGuinness: So in f a c t  you a r e  a kind of socialist,  o r  perhaps 
a Christian. 

Friedman: I a m  nei ther  one. I c a n  assure you t h a t  I was  born 
of Jewish pa ren tage  and t h a t  I have  never converted,  bu t  I 
guess t h a t  does make  m e  a Christ ian along wi th  Jesus Christ.  

Alan Dawson: How impor tant  Professor Friedman is a 
widespread public understanding of basic economic  concepts  
t o  t h e  maintenance  of t h e  marke t  economy and what  might  
b e  done to  improve t h e  level  of economic  understanding? I 
suppose t h a t  implici t  in my quest ion is t h e  assumption t h a t  
economis ts  can  ag ree  on some  basic concepts.  

Friedman: Well, I'm not  sure I'rn ab le  t o  answer  your quest ion 
on tha t .  I do  not  bel ieve a widespread understanding of basic 
economic  principles or analysis is really necessary f o r  
appropr ia te  economic  policy. At any r a t e  we have had good 
economic  policies in various count r ies  of t h e  world a t  t imes  
when the re  has been very l i t t l e  such understanding on t h e  
pa r t  of t h e  g r e a t  public. I think what  is much m o r e  
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impor t an t  is t h a t  t h e  public have a set of values which is 
conducive t o  permi t t ing  a l a rge  deg ree  of f reedom and 
individual opportunity and a minimum of a t t e m p t s  a t  t h e  use 
of force.  I a m  very much s t ruck  by t h e  historical  
observation t h a t  t he se  s eem t o  b e  very  r a r e  and t h a t  i t  s eems  
t o  b e  very hard t o  develop. Such values have exis ted  only 
over  a small  pa r t  of t he  su r f ace  of t h e  ear th .  Many 
count r ies  have t r ied  t o  adopt  such governments,  f o r  example  
many South American count r ies  adopted  t h e  American 
Consti tut ion word f o r  word, but  i t  hasn't had t h e  s a m e  e f f e c t  
in  those  countries,  and only a very f e w  count r ies  s eem t o  
have t h e  kind of cu l tu re  t h a t  is conducive t o  a f r e e  society. 
So I real ly don't know how t o  answer t h e  second half of your 
question. 

Greg Story: My question is fo r  Professor Friedman on t h e  
f l a t  r a t e  of tax. The opponents of a f l a t  r a t e  of t a x  in 
Austral ia  have told us  t h a t  t h e  loss t o  government  revenue 
would be  in a massive range, f rom some  $4 t o  $7 billion per 
year.  The advocates  of t h e  f l a t  r a t e  have never successfully 
r e fu t ed  those  figures. That  loss t o  revenue  would fu r the r  b e  
compounded if w e  adopted  your a l t e rna t ives  of taxing 
spending or lowering t h e  f l a t  r a t e  t o  16 or  17%. Could 
Professor Friedman t ack le  t h e  poli t ical  quest ion of t h e  
r e s t r a in t  on lowering government  spending and tel l  us  how t o  
implement  a f l a t  r a t e  of tax. 

Friedman: In talking abou t  t h e  technica l  problem of a f l a t  
r a t e  of tax,  I think one ought t o  hold cons t an t  t h e  revenue 
t h a t  t h e  t a x  is designed t o  raise. Pe rmi t  m e  to  discuss th is  
in  t he  American con tex t  (I have  a l i t t l e  diff iculty because  I 
don't know numerical  pa rame te r s  of t h e  Austral ian 
si tuat ion).  In t h e  United S t a t e s  we have a graduated  
personal  income t a x  which has r a t e s  running f r o m  14% t o  
70%. We have a much more  complex  s t ruc tu re  than  yours - 
with many more  brackets .  It is possible t o  ca l cu l a t e  
a r i thmet ica l ly  what  f l a t  r a t e  would b e  necessary t o  raise 
identical ly t h e  s a m e  revenue if you l e f t  t he  exempt ions  
exac t ly  where they  a r e  ( the  ze ro  t a x  amount  where i t  is) and 
if you simply kep t  t h e  law t h e  s a m e  excep t  t h a t  you 
e l iminated  various of t he  kinds of deductions t h a t  a r e  
designated a s  loop-holes, so t h a t  you taxed on t h e  gross 
r a the r  than the  net .  It tu rns  ou t  t h a t  t h e  a r i t hme t i ca l  
answer is t h a t  a t a x  r a t e  of something  like 18% would yield 
t h e  s a m e  revenue a s  our present  sys tem of t a x  r a t e s  running 
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f rom 14% up to  a r a t e  of 70%. 
Now tha t ' s  a r i thmet ic .  I think i t  would b e  a f a r  b e t t e r  

t a x  system. Very f e w  people would pay m o r e  and a lmos t  
everybody would pay less. Moreover in t he  United S t a t e s  I 
have made  t h e  e s t i m a t e  t h a t  a much simpler  t ax  reform, 
would a lmost  cer ta in ly  yield more  revenue  than  t h e  present  
sys tem does, namely keeping t h e  t a x  l aw  exact ly  a s  i t  is wi th  
al l  t h e  loop-holes and everyth ing  e lse  t h e  same,  e x c e p t  t h a t  
you t a k e  every t a x  r a t e  above 25% and reduce it t o  25% s o  
t h a t  t he  maximum t a x  r a t e  is 25% and in t h e  American 
con tex t  t h a t  sys t em comes  closer  t o  approximating a f l a t  
system. It would e l iminate  a l a rge  par t  of t h e  wedge 
be tween t h e  cos t  of t h e  t ax  sys tems t o  t h e  taxpayer  and t h e  
r ece ip t s  which t h e  government ge t s  f r o m  the  taxpayer.  Now 
in t h e  Austral ian c o n t e x t  I simply don't know enough abou t  
your numerical  values t o  tel l  you what  f l a t  r a t e  would b e  
necessary,  but  i t  is c l ea r  t h a t  t h e r e  exis t s  a n  a r i t hme t i ca l  
f l a t  r a t e  which would yield t he  s a m e  revenue  a s  t he  present  
t a x  depending on t h e  pa rame te r s  t h a t  you f eed  in to  it.  I 
su spec t  t h a t  e i ther  Don S tammer  or Mike Po r t e r  can  answer 
th is  b e t t e r  than  I can  a s  t o  what  those  numbers and 
pa rame te r s  are.  

Michael Porter: In 1975 t h e  Pr ior i t ies  Review Staff with t h e  
ass is tance  of t h e  Tax Commissioner used t h e  Bureau of 
S ta t i s t ics  d a t a  co l lec ted  fo r  t h e  Inquiry on Pover ty  t o  
ca l cu l a t e  what  f l a t  t a x  r a t e  was required t o  pay fo r  t h e  
exist ing wel fare  s t ruc ture ,  (e.g. t o  pay everybody basical ly 
t h e  pension r a t e  and o ther  benefi ts ,  including r ecen t  Whitlam 
schemes). It was assumed t h a t  workers would, s ince many of 
t h e  Whitlam schemes  were  just taking shape, cont inue  t o  
work t h e  s a m e  hours. Given these  assumptions t h e  f l a t  
(marginal) t a x  r a t e  c a m e  ou t  a t  43%. 

There  a r e  a number of reasons fo r  querying t h e  
applicabil i ty of t h a t  f igure,  bu t  when t h e  sum was  done it was 
ra ther  higher than  expec t ed  ( this  was done of course  when t h e  
Whitlam government  was  in full f l ight  - or  thought i t  was in 
ful l  flight). That  year,  health, education and wel fare  
expenditures were  growing a t  t h e  r a t e  of 50% per annum. 

Friedman: If t h a t  number were  43%, I think you would ag ree  
immedia te ly  t h a t  a lower number would clearly give you t h e  
s a m e  revenue, because  t h a t  is a n  a r i t hme t i c  number and i t  
doesn't t a k e  into accoun t  t h e  e x t e n t  t o  which expensive t a x  
she l te rs  would b e  e l iminated  leading t o  more  taxable  income 



Questions 

reported.  
In t h e  United States,  so  f a r  a s  t h e  spending pa r t  of i t  is  

concerned,  t h a t  raises t h e  required t ax  r a t e  very  l i t t le ,  
because  spending amounts  t o  something  l ike  90-93% of t o t a l  
income and the re fo re  on a spending t a x  you would have t o  
have  a 21-22% r a t e  instead of an  18% ra te .  

Porter: I l e f t  ou t  one major point. The calculat ion I 
r e f e r r ed  t o  was a negative income t a x  calculat ion and t h e  
cons tant  marginal  r a t e  which c a m e  out  of t h a t  ca lcula t ion  
was  43. The ave rage  r a t e  paid by some  people was going t o  
b e  f a r  less. 43% was not  an  ave rage  rate.  

Morton Bagley: I a m  a surveyor and a m  glad t h a t  our t a p e s  
and chains don't a l t e r  the i r  length  l ike  t h e  value of money 
does. What I wanted  t o  ask was, is t h e r e  a l imi t  t h a t  occurs  
a f t e r  which f u r t h e r  taxa t ion  brings in less revenue r a the r  
t han  more?  Have we reached i t  o r  where  is i t ?  

Friedman: Of course  t he re  is a l imit .  We all know t h a t  
100% t a x  would bring in ze ro  revenue so t h e r e  must  be  a 
limit. This is t h e  f amous  Laffer  cu rve  - z e r o  t a x  brings in 
z e r o  revenue and 100% t a x  brings in ze ro  revenue. So t h e r e  
mus t  be  a turning point in between.  

F i rs t  of all I don't bel ieve t h a t  t h e  question can  b e  
answered in t h a t  way because  I bel ieve t h a t  t h e  cruc ia l  
considerat ion of where t h e  turning point is depends on t h e  
s t ruc tu re  and cha rac t e r  of taxes.  I think t h e r e  a r e  many  
many d i f ferent  turning points for  many many d i f ferent  
taxes.  With respect  t o  if you could really have a s i t e  value 
tax,  a t r u e  honest-to-God Henry George  s i t e  value tax,  t h e r e  
would be  no turning point. But you can' t  d o  i t  because  you 
can  not define t h e  original and indestructible value of t h e  soil 
(in David Ricardo's  language). With respect  t o  personal 
income t axes  I have  no doubt t h a t  in t h e  United S t a t e s  w e  a r e  
way pas t  t h e  turning point in respect  t o  t h e  upper rates.  But 
t h a t  doesn't mean we have passed t h e  turning point wi th  
respect  t o  t h e  lower rates.  You s e e  what  I a m  trying t o  
say: I don't think your question admi t s  of a very  s imple  
answer in t h a t  case .  

In another  context ,  one of your fel low countrymen, 
Colin Clark,  e s t ima ted  many many years  a g o  t h a t  25% was  
t h e  highest f r ac t ion  of a nation's income t h a t  could be  t aken  
in taxes  without  genera t ing  a process t h a t  would produce 
inflation. That  was hooted down a t  t he  t i m e  bu t  history 
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suggests  t h a t  i t  wasn't such a bad conjecture.  I t  m igh t  have 
been t h a t  25% was  a l i t t le  low, but  you don't have t o  go  much 
higher before  there 's  a good dea l  of empir ica l  support  for  his 
proposition. 

Bob McGregar: I a m  to ta l ly  in favour of f r e e  compet i t ion  a t  
eve ry  leve l  and l ike  you I bel ieve t a r i f f s  play a major role in 
pro tec t ing  or insulating ce r t a in  s ec to r s  of business f rom both  
in terna l  and ex t e rna l  compet i t ion  t o  t he  de t r imen t  of most  
Australians. However, I bel ieve exchange  controls ,  
pe r f ec t ed  by the  Nazis and embraced by t h e  Austral ian 
government  in t h e  ear ly  40s a s  a temporary  measure,  s t i l l  
r e s t r i c t  personal  f r eedom in Austral ia  today,  a s  they  r e s t r i c t  
individuals doing what  they  want  t o  d o  with the i r  money. I 
ask the  question: Is t he re  any a rgumen t  in favour of 
exchange  cont ro ls  and, if not, should they  be  abolished in 
Austral ia  immedia te ly  a s  Margare t  Thatcher  did? 

Friedman: I think t h e r e  is no argument  whatsoever.  I have  
never  been able  t o  find an argument  fo r  exchange  cont ro ls  
t h a t  would hold water .  I ag ree  with you, they  should b e  
abolished immediately.  I bel ieve it is t r u e  fo r  Australia, I 
bel ieve i t  was t r u e  in t h e  United S t a t e s  and  I was delighted 
when we abolished them. We did have  a measure  of 
exchange  cont ro l  in t h e  United S t a t e s  some  yea r s  back and I 
f e l t  one of t he  best  things Margare t  Thatcher  did when she  
c a m e  i n t o  o f f i ce  was t o  abolish exchange  controls. 

Chris Anderson: My question concerns t h e  incentive people 
have  t o  change  the  sys tem and specif ical ly how t o  reduce  
res is tance  by bureaucra t ic  and o ther  ves ted  in t e r e s t s  t o  
change.  For instance,  I bel ieve t h a t  in Austral ia  a civil 
servant  is paid more  a s  t h e  number of people who work f o r  
him increases,  whereas  t o  reduce  government  spending t h e  
reverse  needs t o  be true.  My quest ion is: Is Professor 
Friedman a w a r e  of any ideas  which address  this  problem? 

Friedman: It has been suggested t h a t  t h e  eas ies t  way t o  b e  
su re  of ge t t ing  rid of inflation would be  t o  index all 
legislat ive and bureaucra t ic  sa lar ies  inversely t o  inflation. I 
a m  sure  t h a t  would work very promptly and very eff iciently,  
but  I a m  a lso  su re  t h a t  this  is a wholly idealistic, utopian 
dream.  I think you have raised a very impor tant  question. 
The only d i rec t ion  in which I c an  see  t o  move is through some  
process of t rying t o  inst i tut ionalise an  overal l  l imi t  on t o t a l  
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government  spending, ra ther  t han  changes  in t h e  bureaucra t ic  
rules. One  possibility would b e  t o  e l iminate  t h e  civil serv ice  
sys t em and have a comple te  spoils system.* I think t h a t  has  
much t o  b e  said f o r  i t ,  bu t  I don't think again i t  is within t h e  
rea lm of poli t ical  or prac t ica l  feasibility. The only 
proposition in t h e  United S t a t e s  a t  any r a t e  which I think 
might  b e  within t h e  realm of politicial feasibi l i ty is a 
movement  t h a t  I among o thers  have been trying t o  push, f o r  
ge t t i ng  an  amendment  t o  t h e  Federa l  Consti tut ion which 
would l imi t  spending by requiring in t h e  ordinary case,  t h a t  
government  spending could not  go  up by a g rea t e r  pe rcen tage  
than  income  went  up and in order f o r  t h a t  t o  be  exceeded,  
you had t o  have t h e  two- thirds vote  of each  house of 
Congress plus a f ew  other  measures.  That 's  about  t h e  only 
device  I real ly have been able  t o  think of. I think t h e  
quest ion you've raised is one which deserves a good deal  m o r e  
a t t en t ion  and i t  would b e  very n ice  if we could g e t  s o m e  good 
inventions along th is  line. 

Richard Giles: Professor Friedman, in view of your seeming 
hesi tat ions about  s i t e  value taxation,  do  you not think t h a t  
what  people will pay fo r  access  t o  a s i t e  cons t i tu tes  a way of 
establishing this s i t e  value taxa t ion?  

Friedman: Well t h a t  depends on what  you mean by paying 
acces s  t o  a s i t e  and by what  you mean by s i t e  value 
taxation.  Jus t  a s  you a r e  not  in favour of taxing t h e  value of 
buildings, much land is also c r ea t ed  and produced. 
Northwestern University in Evanston, a nor thern  p a r t  of m y  
fo rmer  c i t y  of Chicago, is buil t  en t i re ly  on land which was  
reclaimed f rom t h e  ocean  a t  a cost. Now I cannot  s e e  any 
just if icat ion for  s i t e  value taxa t ion  of t h a t  land once i t ' s  been 
produced. The s a m e  thing goes with a g r e a t  deal  of t h e  
addit ional  value of t h e  land. So when you ask what  acces s  
they  will pay for ,  a r e  you going t o  say  what  they  will pay f o r  
i t  in i t s  original form when i t ' s  newly discovered? If so then  
you have no more  s i t e  value taxa t ion  - government  sel ls  t h e  
land off and i t  has  t h a t  money. 

Ciles: Aren't we talking about  s i t e s  and not  simply land and 
t h e  indestructible powers of t h e  land? Aren't we talking 

* Editor's note: In t h e  United States,  a spoils sys tem means  
t h e  p rac t i ce  of t h e  distribution of public of f ices  etc. 
among  t h e  suppor ters  of t h e  successfu l  poli t ical  party.  
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a b o u t  s i t e s  and the re fo re  talking about  t h e  presence  of t h e  
communi ty  around t h a t  s i t e?  

Friedman: Where did t h e  communi ty  c o m e  f r o m ?  There  was 
no community,  t h e r e  were  no Northwestern buildings ou t  in 
t h a t  lake. In t h e  ear ly  days, you could have  of fered  up f o r  
bids t h e  r ight  t o  fill  in t h a t  lake. The s i t e  value of t h a t  
would have brought zero.  

Giles: In which c a s e  t h e  rent  fo r  t h a t  part icular  s i t e  would b e  
nothing. 

Friedman: Well would you allow t h a t  t o  be  de termined once  
and for  al l?  If you do then  you would never have anything 
l ike t h e  r ight  amoun t  of money because  you would have had 
t o  sell off all t h e  land. We did t h a t  in t h e  United Sta tes .  
We did exac t ly  tha t .  What happened was  t h a t  mos t  of t h e  
land in t h e  United S t a t e s  was sold off t o  t h e  public and i t  was 
sold off a t  a price t h a t  was  not  too  f a r  away  f rom t h e  m a r k e t  
pr ice  t h a t  people were  willing t o  pay fo r  t h e  privilege of 
developing t h a t  site. For example,  t a k e  al l  of Iowa, Kansas  - 
all of t h e  r ich f a r m  land - i t  was al l  sold off by public sale. 
You had s i t e  value taxa t ion  in t h a t  sense. There is nothing 
more  le f t .  

Giles: I didn't intend i t  t o  be  sold, bu t  i t  b e  bid for  and leased  
f o r  a shor ter  period. 

Friedman: It doesn't ma t t e r .  For every  indefini te  l ea se  
t h e r e  is a present  capi ta l  value and i t  is equivalent  t o  selling 
it. There  is no d i f ference  be tween a sa le  and a lease. 

Giles: I didn't say indefini te  lease,  I said a shor t  lease.  

Friedman: Well then if you make  a very sho r t  l e a se  nobody 
will develop it.  If you make  i t  f o r  a very long l ea se  then  t h e  
present  value is going t o  be  t h e  same. It really doesn' t  
ma t t e r .  You know, economics  is economics, and t h e  
discounted value of an  income s t r eam has a ce r t a in  cap i t a l  
value. 

Giles: Do you say then, t h e r e  is an opt imal  period of lease?  

Friedman: I say t h e  appropr ia te  way t o  handle public land is 
t o  sell i t  off a t  auction.  Let  m e  give you a d i f ferent  
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example.  The r ight  t o  have a television s ta t ion  is a very  
valuable right. In my count ry  and in your count ry  t h a t  r ight  
is given away supposedly f o r  nothing. I s ay  supposedly f o r  
nothing because  I bel ieve t h e r e  a r e  expensive e f fo r t s  m a d e  t o  
g e t  t he  r ight  assigned t o  one. Well now, what  is t h e  r ight  
way t o  d is t r ibute  t h a t  publicly owned property? The  r ight  
way t o  distr ibute,  i t  in my view, is t o  auct ion  i t  off. And 
t h a t  is t h e  economic  equivalent  of what  you a r e  cal l ing s i t e  
value taxation.  

I Giles: I a c c e p t  your answer,  thank you. 

Dick Tanner: A t  t h e  risk of being accused  of making a 
personal s t a t e m e n t  f rom t h e  floor, I should l ike  t o  give 
Professor Fr iedman some  figures in t h e  Australian con tex t  on 
t h e  taxa t ion  f igures  which a previous questioner, Mr Story, 
has raised. What we have a t  t h e  momen t  is a threshold in 
Austral ia  of $4,041 and t h e  e f f e c t  of this  is t o  c r e a t e  a n  
enormous income base  on which no  t ax  is collected.  The  
reason for  t h a t  is i t  supposedly looks a f t e r  t h e  lower income 
earner.  In f a c t  i t  doesn't do anything of t h e  sort .  It  
provides a basis fo r  income spli t t ing a s  mentioned by 
Professor Por ter .  The f igures on t h e  f l a t  r a t e  of t a x  if w e  
were  t o  move in t h a t  direction, a r e  t h a t  w e  could ra ise  t h e  
s a m e  amoun t  of revenue in Austral ia  with a f l a t  r a t e  of t a x  
of some  20.9% which would thereby raise $12.2 billion ou t  of 
an income base  of $58 billion (from t h e  l a t e s t  available f igure  
provided in t h e  l a s t  budget  papers). But t h e  e f f e c t  of t h e  
raising threshold over t h e  las t  f ive  yea r s  can  b e  s een  if we go  
back f ive  years  t o  t h e  f igures  then. You could have  raised 
t h e  s a m e  amoun t  of revenue a s  assessed f ive  years  a g o  when 
t h e  threshold was  only $1,041, with a f l a t  r a t e  of t a x  of 
17.5%. I think th is  gives t h e  basis f o r  Mr Story's c o m m e n t s  
t h a t  t he  amount  of revenue  lost, if we move t o  a f l a t  r a t e  of 
tax  situation, is nothing l ike t h a t  which has been mooted  by 
our politicians. In f a c t ,  t h e r e  is a l eak  f rom Treasury which I 
think should go down a s  t h e  leak  of t h e  decade, t h a t  if in f a c t  
we could move t o  a f l a t  r a t e  of t a x  t he re  would be  a n  e x t r a  
$5 billion wor th  of revenue derived f rom taxing t h e  addit ional  
income t h a t  would b e  disclosed. 

Friedman: In your e s t i m a t e  a r e  you assuming t h a t  t h a t  base  
$4,041 is subjec t  t o  t h e  f l a t  r a t e  of t ax?  

Tanner: Yes 
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Friedman: Well then  i t  s eems  t o  m e  you real ly have t o  
s epa ra t e  two a spec t s  of this. I t  may b e  desirable or  
undesirable t o  change  t h e  method of taxa t ion  t o  have  e i ther  a 
lower threshold or t o  have a sys tem on a per cap i t a  basis so 
t h a t  income spl i t t ing  doesn't l ead  t o  t h e  results  you a r e  
speaking of. That  may be  desirable or  undesirable, bu t  t h a t  
is a s e p a r a t e  issue f rom t h e  issue of given whatever  t a x  base  
you have, t h e  t axes  imposed on i t  should b e  levied a t  a f l a t  
r a t e  or  a graduated  ra te .  In t h e  ca lcula t ions  I was  giving I 
was throughout not changing t h e  ze ro  t a x  amount. I was  not  
changing (for t h e  United Sta tes)  t h e  t a x  deductible amount.  






