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D
r Arthur Laffer recently 
toured Australia as a guest 
of the Australian Chamber 
of Commerce and Industry. 

He is a well-known economist and 
was an economics advisor to President 
Ronald Reagan.

In his speech to the IPA, Laffer 
discussed, among many other topics, 
the impact of taxes and particularly the 
relationship between income tax and 
the subsequent revenue it generates. 

It isn’t always the case that more 
taxes means more revenue. ‘It’s true’, he 
explains, ‘that when you lower the taxes 
on the bottom 95 per cent of income 
earners, you will get less revenue. It’s 
also true that increasing taxes on the 
bottom 95 per cent will generate more 
revenue’. 

Increasing taxes, however, on 
the high-income earners so they pay 
‘their fair share’—a battle-cry often 
heard when governments have run up 
massive debts—has an entirely different 
result. To explain this, Laffer recounted 
the history of income taxes in America 
and took his lessons from the past. 

At the turn of the twentieth 
century, there were no federal income 
taxes in the USA. In order to fund 
America’s participation in the First 
World War, President Woodrow 
Wilson imposed an income tax on 
high earners, raising it from 0 to 7 per 
cent. As is to be expected, tax revenues 
increased. By the end of the war, the 
federal government had raised income 
taxes on the top earners from 7 to 77 
per cent. 

The result: absolutely no 

corresponding increases in 
government tax revenues from that 
same tax bracket. Higher taxes did not 
result in higher revenues. 

Calvin Coolidge ran for President 
in 1924 promising to cut taxes.  He 
won in a landslide. Coolidge actually 
did lower taxes on high-income 
earners, reducing the rate  from 77 to 
25 per cent. And what followed was the 
boom of the 1920s. Laffer’s conclusion 
was that lowering the tax rate on the 
highest bracket to less than a third of 
what it had been before, resulted in an 
increase in tax revenues  (from that 
same bracket) as a share of GDP. 

It’s a pattern that has since 
repeated itself many times in the US. 
The Kennedy, Reagan and Clinton 
presidencies all saw reductions in the 
tax burden on high-income earners, 
and they resulted in increased tax 
revenues as a share of GDP. Kennedy’s 
tax reforms gave rise to the ‘go-go’ 
‘60s. Reagan’s ‘revolution’ kick-started 
the longest peace-time economic 
expansion of the USA, and that growth 
continued through both the Bush 
senior and Clinton presidencies. 

The key wasn’t just in cutting 
taxes on high-income earners (and 
reducing a slew of other taxes as well).  
Often the cuts were accompanied by 
reductions in government spending. 
Milton Friedman explained this best: 
government spending is taxation. 
When the government must provide 
a service, it requires funds. The more 
services a government provides, the 
more it must spend, and the larger its 
taxes will be. 

So when Treasurer Joe Hockey 
released the federal government’s 
Tax White Paper in March this year, 
many thought it would present a 
comprehensive review of the federal 
tax system that would put everything 

on the table. This was welcome. After 
all, Liberal candidates campaigned on 
the slogan ‘Our Plan: Lower Taxes’.  

Instead, what turned up on the 
table were new taxes. In particular, 
the government plans to adjust 
anti-avoidance laws to target those 
multinationals shifting their profits 
to lower-taxing jurisdictions—‘tax 
minimisation’.  But in actuality, this 
represents a change in corporate 
tax law, which will only increase the 
corporate tax burden. And then there 
was the so-called Netflix tax, imposing 
a GST on digital downloads like books, 
music, videos and so on, to counter the 
‘lost’ GST on online sales from sellers 
outside Australia. But as Mikayla 
Novak has pointed out, this is simply a 
new tax for Australian consumers.  

It is troubling that the federal 
government cannot make the case 
to lower taxes or to cut government 
spending. 

Many of the articles in this edition 
of the IPA Review explore the issues 
of tax and regulation. Darcy Allen 
and Patrick Hannaford explore the 
economic legacy of Ronald Reagan. 
There is also a short excerpt from Dr 
Laffer’s brilliant presentation, ‘Lessons 
from the Reagan Revolution: the case 
for lower taxes.’ Dr Peter Hendy, MP 
for Eden-Monaro, outlines why the 
relationship between the state and 
federal government must be at the 
heart of any discussion regarding tax 
reform. Christian Kerr argues that the 
coalition must work on creating the 
conditions that will allow for growth.

Perhaps it’s time to take a lesson 
from Dr Laffer, who outlined five key 
points to promote economic growth: 
‘a low-rate, broad-based, flat tax, 
spending restraint, sound money, free 
trade, minimal regulations, then get 
the hell out of the way!’ 

Less is more

ALINE LE GUEN
Editor of the IPA Review  
and Publications Manager at  
the Institute of Public Affairs
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prosperity
Melbourne, 31 March: Treasurer Joe Hockey 
addressed the IPA on the federal government’s plans 
for tax reform.

DR ARTHUR LAFFER — 
The Reagan Revolution 
Melbourne, 18 March:  Dr Arthur Laffer gave a 
speech to approximately 300 IPA members and guests 
making the case for lower taxation.  To sum up: ‘lower 
taxes, spending restraining, sound money, free trade, 
minimal regulations—and then get out of the way!’
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NO TO THE  
GST ATTACK
Following recent direct and 
indirect tax increases, there has 
been speculation that the Abbott 
government is considering extending 
the GST to low-value imports of 
$1,000 or less. Putting a GST on low- 
value imports is unlikely to revive 
Australian retailing in the face of 
intense online shopping competition. 
The Abbott government should rule 
out extending the GST to low-value 
imports.

INNOVATION 
STRANGLED BY 
RED TAPE
Business entry rates in Australia 
have been in steady decline for 
the previous decade to June 2014, 
signalling a decline in Australian 
dynamism and entrepreneurship. 
Rather than positioning itself as 
a nation of rules, regulations and 
road-blocks, Australia must become 
a nation of experimentation, testing, 
and exploration for entrepreneurial 
talent.

CORPORATE TAX 
AVOIDANCE
Chris Berg and Sinclair Davidson 
explain that there is no clear evidence 
of what is known as ‘base erosion’ in 
Australia’s tax base. Furthermore, the 
evidence suggests that the corporate 
tax is overwhelmingly paid by large 
firms. Large firms are more likely to 
attract the attention of the Australian 
Tax Office and are less likely to be 
able to indulge in tax minimisation. 

CLIMATE 
CHANGE: THE 
FACTS 2014 
In 21 essays from a wide-range 
of contributors, this best-selling 
book explores the science, politics 
and culture of the Climate Change 

movement. Professor Richard 
Lindzen, Andrew Bolt, Professor Ian 
Plimer, Mark Steyn and Professor 
Bob Carter all make the case for a 
return of integrity in the debate on 
Climate Change.  
Now available as an ebook from 
Amazon.com 
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FREEDOM 
WORKS

Reagan’s legacy holds important 
lessons for Australia 
write Pat Hannaford  

and Darcy Allen
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T
here are certain political 
leaders who take on 
an almost mythical 
stature. Ronald Reagan 

is one such leader. For many free 
market advocates, Reagan has 
become synonymous with the ideas 
of individual freedom, economic 
prosperity, and American revival. 
So influential is his legacy that it 
continues to act as a guiding force 
in American politics. 

Even President Obama, by no 
means conservative, paid tribute to 
Reagan’s legacy in 2008. Speaking 
to the editorial board of the Reno 
Gazette-Journal, Obama praised 
Reagan for being a transformational 
president. ‘He put us on a 
fundamentally different path,’ said 
the then presidential candidate. 
‘He tapped into what people were 
already feeling, which was, we want 
clarity, we want optimism, we want 
a return to that sense of dynamism 
and entrepreneurship that had been 
missing’. 

But what is Reagan’s legacy? 
Ronald Reagan was an unusual 
presidential candidate. A former 
Democrat, actor, and President of 
the Screen Actors’ Guild, Reagan 

won the Republican nomination 
with a radical platform of economic 
and political reform. 

In the late 1970s, the US 
economy was experiencing what 
was then the greatest economic 
crisis since the great depression. 
Inflation was in double digits 
(13.3 per cent in 1979) and 
unemployment was on the rise 
(reaching 7.9 per cent in 1980).  

In the two years before Reagan 
entered office, the price of crude 
oil more than doubled from $51 to 
$102 per barrel in real terms. The 
Carter administration was unable 
to resolve the Iranian hostage 
crisis. These factors created a 
feeling of pessimism and decline in 
America—‘a crisis of confidence’, 
Carter declared.

Reagan sought to combat this 
perception with a set of reforms to 
revive the economy and increase US 
influence in the world. His election 
platform called for a balanced 
budget within three years, tax cuts 
of 30 per cent, less government 
interference in the economy, a stable 
monetary policy, and a significant 
build-up of the US military. 

The public responded to 
Reagan’s ideas by electing him in 
a landslide. Reagan carried 44 of 
50 US states, winning 489 electoral 
college votes to Carter’s 49. From 

the moment he was elected, Reagan 
began the process of implementing 
his reforms. 

Less than a month after his 
inauguration, Reagan outlined his 
economic approach in a speech, 
stating that ‘It is our basic belief 
that only by reducing the growth 
of government can we increase the 
growth of the economy’.

Tax reform was at the centre of 
this agenda, and in his first year in 
office, Reagan signed into law the 
Economic Recovery Tax Act of 1981 
(ERTA). The ERTA slashed income 
tax rates over a period of three years, 
with the top marginal rate falling 
from 70 per cent to 50 per cent, 
and the lowest rate dropping from 
14 per cent to 11 per cent. Capital 
gains taxes were also cut from 28 to 
20 per cent. These were some of the 
measures enacted in the ERTA to 
lower America’s tax burden. 

Reagan followed the ERTA with 
further tax cuts throughout his 
presidency. The top marginal income 
tax rate was eventually cut to 28 per 
cent, and corporate taxes were cut 
from 46 per cent to 34 per cent.

 These tax reforms set the 
groundwork for the longest 
peacetime economic expansion in 
US history. Almost every economic 
measure substantially improved 
after Reagan’s reforms took effect.

Seventeen million new jobs 
were created from 1981-89, with the 
unemployment rate falling from 
7.6 per cent to 5.5 per cent over the 
same period. GDP growth reached a 
staggering 7.9 per cent following the 
passage of the ERTA, with annual 
GDP growth averaging 3.1 per 

 IN THIS PRESENT CRISIS, GOVERNMENT IS NOT THE SOLUTION TO OUR 
PROBLEMS; GOVERNMENT IS THE PROBLEM    — RONALD REAGAN

PATRICK HANNAFORD
Research Fellow at the  
Institute of Public Affairs

DARCY ALLEN
Research Fellow at the  
Institute of Public Affairs

EVERY INCOME 
GROUP, FROM 
RICHEST TO POOREST, 
BENEFITTED FROM 
REAGAN’S ECONOMIC 
REFORMS. 

>

FREEDOM 
WORKS

>
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cent over Reagan’s presidency—an 
improvement on the 2.4 per cent 
under Carter. 

Median household incomes 
went up by $4,000 in real terms—an 
increase of 11 per cent from 1981 to 
1989. By the end of Reagan’s term, 
the US economy was almost one-
third larger than when he took office. 
Even the high inflation, which had 
characterised the 1970s, was brought 
under control. 

Reagan’s policies, along with the 
support of Federal Reserve Chairman 
Paul Volcker’s tough monetary 
policy, saw inflation fall from 13.5 
per cent in 1980 to 6.2 per cent in 
Reagan’s second year, according to 
the Consumer Price Index (CPI). By 
the end of his presidency inflation 
had fallen to 4.1 per cent. 

Many of Reagan’s critics allege 
that this extraordinary economic 

revival only benefitted the wealthy. 
Coining the term ‘trickle-down 
economics’, these critics argue that 
the reforms lead to rising inequality, 
causing the rich to get richer and the 
poor to get poor. But this is simply 
not the case. 

Every income group, from 
richest to poorest, benefitted 
from Reagan’s economic reforms. 
In 1989, there were 5.9 million 
more Americans who had salaries 
exceeding $50,000 (adjusted for 
inflation) than when Reagan took 
office—an increase of 60 per cent. 

There were 2.5 million more 

Americans who had salaries 
exceeding $75,000—an 83 per cent 
increase—and, most importantly, 
there were 3.4 million fewer 
Americans earning below $10,000 
per year—a fall of 5 per cent.  That is 
3.4 million fewer Americans living 
in poverty.

Reagan’s critics also ignore the 
benefits of increased income mobility. 
86 per cent of households that were in 
the poorest income quintile in 1980 
had, by the end of the decade, moved 
up the economic ladder. 

In their 1996 paper published 
by the Cato Institute, authors 
William Niskanen and Stephen 
Moore commented that, ‘Incredibly, 
a poor household in 1980 was more 
likely to have moved all the way up 
to the richest income quintile by 
1990 (15 per cent) than to still be in 
the poorest quintile (14 per cent)’. 
Even those who remained poor 

Volume 67    I     2R FREEDOM WORKS

ALMOST EVERY 
ECONOMIC MEASURE 
SUBSTANTIALLY 
IMPROVED AFTER 
REAGAN’S REFORMS 
TOOK EFFECT.
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REAGAN CREATED 
THE CONDITIONS 
FOR A GROWTH IN 
CONFIDENCE, AND A 
REVIVAL OF AMERICAN 
INFLUENCE AROUND 
THE WORLD.

>
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benefitted, as the poorest 20 per 
cent of Americans gained 6 per cent 
income growth in real terms.

Clearly the benefits of these 
reforms were universal. By reducing 
America’s tax burden, Reagan’s 
reforms removed the impediments 
that were stifling human ingenuity. 
This provided an enormous stimulus 
to the economy, which affected all 
sections of American society. Even 
government revenues benefited from 
the stronger economic growth. 

Despite the significantly lower 
tax rates, federal revenues grew 
by 20 per cent, in real terms, from 
1981 to 1989. Revenue from the now 
much lower income taxes rose by 
16.3 per cent in real terms.

 This economic revival is at 
the heart of Reagan’s legacy. By 
implementing radical tax reform, 
Reagan created the conditions for a 
growth in confidence and a revival of 
American influence around the world. 

There are, however, a number 
of caveats to Reagan’s success. 
Despite his soaring rhetoric, Reagan 
ultimately failed to reduce the size 
and scope of government. During 

his presidency, the rate of spending 
growth was cut from 4 per cent to 2.5 
per cent per year. But by the time he 
left office, Reagan had presided over 
a 22 per cent increase in government 
spending (in real terms). 

This is the second highest 
increase in the size of government for 
any president since Lyndon Johnson’s 
Great Society—only surpassed by 
George W. Bush’s increase of 53 per 
cent (in real terms). However, both 
Carter and Ford increased spending 
at much quicker rates than Reagan, 
with increases of 17 per cent and 18 
per cent (in real terms), despite only 
serving one term each. 

Much of this growth in 
government spending was due to 

   Lining up for fuel at a service station in Maryland, US, in June 1979 during the oil crisis.



Volume 67    I     2

10       IPA Review       |       ipa.org.au

Reagan’s 44.2 per cent increase in 
military spending, in real terms. 
But even domestic spending grew 
by 5.8 per cent in real terms—
although as a percentage of the 
economy it fell from 15.3 per cent of 
GDP to 12.9 per cent. 

The military build-up may 
have been necessary at the time. 
The U.S. was facing a geopolitical 
superpower—the Soviet Union—
whose founding ideology was 
fundamentally hostile to individual 
freedom. By increasing pressure on 
the Soviet Union through increased 
military spending, Reagan arguably 
hastened the collapse of the 
communist bloc and the end of the 
cold war. 

Nevertheless, this increased 
government spending was the 
cause of what Reagan viewed as 
the ‘greatest disappointment’ of 

his presidency—the growth in 
America’s national debt. 

As a result of his failure to pay 
for spending increases, Reagan 
presided over continual budget 
deficits and a doubling of the 
national debt, with gross federal 
debt rising from $2 trillion to over 
$4 trillion in real terms (2009 
dollars). 

Even despite the growing 
economy, the national debt climbed 
from 27 per cent to 42 per cent of 
GDP. This is a fraction of the current 

U.S. federal debt, which is now over 
$17 trillion. 

But by failing to pay for his 
spending increases, Reagan placed 
the burden of his spending on future 
generations, and may have helped 
set the foundations for a potential 
debt crisis. 

Even in the area of tax reform, 
Reagan was not without fault. After 
the radical cuts at the beginning 
of his term, Reagan presided over 
several minor tax increases from 
1981 to 1987. 

This has led historian Bruce 
Bartlett to argue that the tax 
increases over the course of his 
presidency took back half of the 
tax cut of 1981. But Reagan should 
not bear all the blame for these 
tax increases. Reagan’s biggest tax 
increase was the Tax Equality and 
Fiscal Responsibility Act of 1982 
(TEFRA). This raised taxes by 1 per 

BY REDUCING 
AMERICA’S TAX 
BURDEN, REAGAN’S 
REFORMS REMOVED 
THE IMPEDIMENTS 
THAT WERE STIFLING 
HUMAN INGENUITY.

>
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   Ronald Reagan at a Reagan-Bush rally, New York city, 1984 
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cent of GDP, making it the biggest 
tax increase from 1968 until the 
passage of Obamacare. But the 
passage of TEFRA was based on an 
agreement with Congress that there 
would be $3 in spending cuts for 
every $1 of tax increases. 

These spending cuts would 
have significantly reduced Reagan’s 
budget deficits. However, whilst 
the tax increases immediately took 
effect, the spending cuts never came. 

Reagan’s attempt at compromise 
was a departure from his 
principled, pro-freedom agenda 
and it represents a significant mark 
against his legacy. 

This serves as an important 
reminder for Australian policy 
makers. Economic freedom works. 
Tax cuts work. But they must be 
accompanied by cuts to government 
spending. Australia, thankfully, 
is not faced with an ideological 
and strategic enemy like the Soviet 
Union. So there is no reason to 
avoid significant, across-the-board 
cuts in government spending. 

Reagan entered office with a bold 

and radical reform agenda to reduce 
the burden of government. He made 
significant changes that improved 
the lives of millions of Americans. 

But his legacy was not only the 
sum total of the laws he passed. By 
championing a principled agenda 
of freedom, Reagan’s influence 
continued long after he left office. 

Reagan’s presidency 
fundamentally transformed the 
Republican Party and the American 
conservative movement. Even today, 
Republican presidential candidates 
attempt to pitch themselves as the 
heirs to Reagan’s legacy. 

In the first ten 2012 Republican 
primary debates, Reagan was 
mentioned 53 times. This was 

more than all other ex-presidents 
combined, who were only 
mentioned 38 times. 

In the lead-up to the 2016 
election, Republican candidates 
Rand Paul and Ted Cruz have 
both sought to define their 
(conflicting) foreign policy agenda 
as a return to the policy of Reagan’s 
administration. 

So far, no Republican president has 
lived up to Reagan’s legacy. Indeed, 
many Republican candidates fail to 
grasp fundamental aspects of Reagan’s 
approach. But the mere fact that they 
must pay lip-service to Reagan shows 
the power of the ideas he advocated.

 If Australian politicians want to 
leave a lasting legacy, if they want to 
change Australia for the better then 
it is clear what they must do.  

They must advocate for 
principled reform. They must cut 
taxes and reduce spending. They 
must allow people the freedom 
to pursue their own happiness, 
unleashing prosperity in the 
process. Freedom works: that is the 
lesson of Reagan’s legacy. R

ECONOMIC 
FREEDOM WORKS. 
TAX CUTS WORK. 
BUT THEY MUST 
BE ACCOMPANIED 
BY CUTS TO 
GOVERNMENT 
SPENDING.
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LAFFER’S 
LESSONS
The case for  
lower taxes

O n 18 March 2015, the 
IPA was delighted to 
host Dr Arthur Laffer, a 
well-known economist 

and creator of the Laffer Curve, who 
also served as Reagan’s economic 
adviser during his presidency.  Reagan’s 
presidency, renowned for its pro-freedom, 
reformist agenda, created conditions for 
the largest peace-time expansion of the US 
economy. 

IPA guests and members were treated 
to a wonderfully entertaining speech 
from Dr Laffer.  This article is a heavily 
abridged version of his speech.  The full 
transcript and a video of the speech is 
available from the IPA website. 

I
’m going to have a little bit of fun 
with you tonight, if I may. Is that 
alright? We’ll have a little fun, 
and we’ll wander over a little 

economics. I’m going to take you 
through two battlegrounds. The first is 
‘tax the rich’. 

We put in a progressive income tax 
in the US for the first time in 1913, the 
tax rate on the rich going from 0 to 7 
per cent. Tax revenues from the top 1 
per cent of income earners went up. 
But they never went up again. Even by 
1919, when they’d raised the highest 
tax rate from 7 per cent to 77 per cent, 
tax revenues did not increase.

The war finished and Harding and 

Coolidge cut the highest tax rates from 
77 per cent to 25 per cent. Tax revenues 
from the top 1 per cent as a share of 
GDP went through the ceiling. 

In the 1930s Herbert Hoover 
signed into law the biggest tax increase 
on traded products in US history and 
the highest marginal tax rate went 
from 25 per cent to 63 per cent. He put 
in the estate tax for the first time and 
increased excise taxes. The economy 
went down—bang! 

Then FDR raised the highest 
marginal tax rate from 63 per cent to 
83 per cent. Tax revenues from the 
top 1 per cent went down as a share 
of GDP. The inheritance tax went 
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up to 90 per cent. They had a 25 per 
cent per annum retained earnings 
tax for businesses. Is it any wonder it 
was the longest, deepest depression 
in US history?

After World War II, John F. 
Kennedy cut the highest marginal 
tax rate from 91 per cent to 70 per 
cent and the corporate rate from 
52 per cent to 48 per cent. Tax 
revenues in the top 1 per cent went 
up as a share of GDP. 

Then we had the four stooges—
Johnson, Nixon, Ford, and Carter. 
Tax revenues as a share of GDP  
from the top 1 per cent went down 
during that period. And then the 

clouds cleared, the sun shone forth 
on America, and Ronald Reagan 
was elected. 

We cut the highest marginal tax 
rate from 70 per cent to 28 per cent 
and the corporate rate from 46 per 
cent to 34 per cent. I could go on. 
It wasn’t just Reagan; Clinton was 
phenomenal. He pushed NAFTA 
through Congress against his 
own party and the unions. He cut 
government spending as a share 
of GDP by 3.5 per cent-more than 
the next four peacetime presidents 
combined. Welfare reform—the idea 
that you have to look for a job before 
you get welfare? That was Clinton.

When you raise taxes on the 
bottom 95 per cent, revenues go up; 
when you lower them on the bottom 
95 per cent, revenues go down. 
Why? Rich people are different to 
other people. They’re rich! They can 
hire lawyers, accountants, deferred 
income specialists, and politicians.

Rich people have the means 
and the ways. They can change the 
location, timing, composition and 
volume of their income. Rich people 
have options that are not open to other 
people and they don’t like paying taxes 
they don’t think are fair. They really 
adjust their behaviour.

This is Warren Buffet’s story. In 
a letter to the New York Times he 
said he pays less tax as a share of his 
income than anyone in his office: ‘I 
pay $ 7 million in taxes—you may 
think that’s a lot but as a share of my 
income, that’s not very much. That  
is only 17.4 per cent of my income’. 

Now, he said his taxes were 
$7 million. So I divided that 
by 17.4 per cent and voilà! His 
adjusted gross income is about 
$40 million. In 2010, Buffet had a 
wealth increase of $10 billion. He 
gave the Bill and Melinda Gates 
Foundation $1.75 billion. So if you 
look at Buffet’s income in 2010, he 
made over $12 billion. And his tax 
payment was $7 million. His tax 

percentage wasn’t 17.4 per cent.  
He paid 0.06 per cent of his income 
in taxes. 

The next battleground is 
stimulus spending. Incentives 
matter. If you tax people who work 
and you pay people who don’t, 
you’re going to get a lot of people 
not working. If you tax rich people 
and give the money to poor people, 
you’re going to get lots of poor 
people and no rich people. 

Total stimulus spending after 
the GFC in the US was about 
$3.75 trillion; as a share of GDP, 
government spending went from 
about 30 to 39 per cent.

I’ll give you the Larry Summers 
logic. If you give someone an 
additional $600, that person will 
spend more than they otherwise 
would have if they didn’t have this 
money. That will create jobs, output, 
production and income for those 
people. According to Summers, 
spending the $600 stimulates 
the economy. As far as he went, 
he’s right. If you give a person an 
additional $600 they will spend 
more and there will be a cascading 
effect as the spending recipient—the 
transfer recipient—is stimulated.

But that’s only the first chapter. 
The second chapter starts with, ‘The 
tooth fairy no longer works at the 
US Treasury’. 

The Treasury doesn’t 
create resources. The Treasury 
redistributes resources. Government 
redistributes. For every transfer 
recipient there is a transfer payer. It’s 
a double-entry accounting system. 
The income effects always offset each 
other. They sum to zero. 
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This is economist Léon Walras’ 
idea. In his example, if the price of 
apples rise, apple growers will be 
wealthier, have higher incomes and 
spend more money. But it’s equally 
true that if the price of apples rise, 
apple consumers will be poorer, have 
lower income and spend less. The 
income effects offset each other.

If you have 100 apples in the 
economy and you give ten of those to 
people based upon some characteristic 
other than work effort, those people 
will be stimulated. But the people 
who had 100 apples now only have 
90. They will be de-stimulated. While 
the transfer recipients are stimulated, 
the transfer payers are de-stimulated. 
Those two effects offset each other 
completely. 

It’s hard to see in an economy of 
335 million people. But if it’s good 
economics it works in an economy of 
330 million people, one of 30 million, 
and one of two people. The difference 

in a two-person economy and a 330 
million-person economy is that you 
understand what’s happening in the 
first. Imagine we have two farmers: 
Farmer ‘A’ and Farmer ‘B’. Imagine 
Farmer B gets unemployment 
benefits. Who pays for them? Farmer 
A. The income effects always equal 
zero. That’s chapter two: ‘There is no 
stimulus in a stimulus package’. 

Now chapter three gets ugly. 
While the income effects equal zero, 
the substitution effects don’t. They 
aggregate. If the price of apples rise, 
it does two things for both apple 
producers and apple consumers. 

The higher price of apples 
incentivises suppliers to supply more 
and demanders to demand less. The 
substitution effects work across all 
people in the same direction. And 
the same is true with the substitution 
effects of a stimulus package. 

In 1974, I was testifying before 
Senator Nelson of Wisconsin. I was 
trying to explain the substitution effect 

and I got so frustrated I said, ‘Senator 
Nelson, if the other economists are 
correct, what’s wrong with you? Why 
only $600? Don’t you love our country? 
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Let’s get a boom! Let’s do $6,000! Let’s 
do $60,000! Let’s do $600,000! Let’s do 
a stimulus package equal to 100 per 
cent of GDP so all those who work and 
produce receive nothing and all those 
who don’t work receive everything. 
Senator, what do you think would 
happen to GDP?’ He answered with: 
‘Go to zero’. The substitution effects 
of a transfer are exactly what Milton 
Friedman said: government spending 
is taxation. And the larger your 
stimulus package, the larger  
your government spending, the larger 
your tax is. 

This is today’s political 
battleground: what are the roles of 
government? My view has always been 
do no harm. When you look at it from 
the pro-growth agenda, there are five 
key points. 

You want a low-rate, broad-
based, flat tax so you give people 
the least incentive to evade, avoid 
or not report taxable income rate. 
Warren Buffet should pay taxes. And 
he should pay the same percentage 
as everyone else across the board. It 
should be a flat rate. 

Spending restraint. Milton’s right. 
Government spending is taxation. 

Sound money. There is nothing 
that can bring an economy crashing 
quicker than unsound money. In 
the 1980s, the prime interest rate in 
the US was 21.5 per cent. We had 
double-digit inflation. Today we have 
the opposite.  Quantitative easing has 
pushed interest rates to almost zero. 

When interest rates are too high, they 
discourage people from buying homes; 
too low, they discourage people from 
lending mortgages. In both cases you 
get less homes. The right price is the 
equilibrium price in a free market. 

Free trade. There are some things 
we do better than foreigners and there 

are some things they do better than 
us. We are foolish if we don’t sell them 
products we make better than them 
in exchange for products they make 
better than us. It’s a win-win situation. 
Without China, there is no Walmart. 
And without Walmart there is no 
middle or lower-class prosperity in the 
US. Free trade is essential to economic 
prosperity. 

Lastly, minimal regulations. You 
can’t wake up in the morning and 
decide which side of the street you’re 
going to drive on. You need some 
regulations. But you mustn’t go beyond 
the specific purpose at hand and do 
a mass of collateral damage to the 
economy. 

A low-rate, broad-based, flat tax. 
Spending restraint. Sound money. 
Free trade. Minimal regulations. Then 
get the hell out of the way and let the 
market solve itself. 

It took Jimmy Carter to create 
Ronald Reagan. And in the same 
sense it took Jimmy Carter to create 
Ronald Reagan, you cannot imagine 
the great president who is going to 
follow Barack Obama.  R

   John O’ Sullivan,  Dr Arthur Laffer,  and John Roskam answering questions after Laffer’s speech to the IPA in March 2015.
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The Coalition needs to get  
back to core Liberal values,  

writes Christian Kerr. 



G
rowth is good. Growth 
works. True: ‘growth 
works’ doesn’t sound as 
catchy as the first. But it’s 

quite hard to argue against either 
position. Liberal governments, state 
and federal, are forgetting these 
basic truths.

Since the global financial crisis 
struck in 2008, capitalist liberal 
democracy has faced a crisis of 
legitimacy—a crisis exploited in full 
by its enemies.

In Australia, the global mood 
and blunders by Coalition parties 
have permitted the opponents of 
liberty to turn back the clocks. And 
that is dangerous.

Julia Gillard’s Fair Work Act  
of 2009 not only repealed the 
blunder that was WorkChoices, but 
overrode the industrial relations 
regime established by Peter Reith 
and the Australian Democrats 
eleven years before, and repealed 
even earlier reforms put in place by 
the Keating government.

An emboldened band 
of academics, unionists, 
commentators, and the usual 
activists of the left—fervently 
waving their copies of Thomas 
Piketty—are now arguing against 
reforms passed decades ago (and 
long since accepted as necessary).

It is a double crisis in which 
economics and politics have become 
even more closely linked than usual.

In an opinion piece of 7 
February 2015, The Australian’s 
Greg Sheridan summarised the 
situation. ‘All around the Western 
world’, he wrote, ‘there is a crisis of 
governance’:

It is particularly affecting centre-
right parties … All Western 
governments need to undertake 
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fiscal consolidation. This is proving 
deeply unpopular and is more 
naturally associated with centre-
right than centre-left parties.

At the same time, the standing of 
free enterprise has taken a blow. 
‘Once being pro-business was the 
same as being pro the economy,’ 
Sheridan wrote. 

Voters understood that they 
benefited, mainly via more jobs, if 
business benefited. Now business 
has no political authority and little 
ability to move public opinion. 

Sheridan concluded that this 
further hurts centre-right parties.
There is nothing to argue with in his 
assessment. 

In Australia, however, we are 
dealing with different degrees of 
scale to the rest of the Western 
world.

Yes: our economy is fragile 
and the budget needs repair. But 
our banks did not fail. We did not 
produce pantomime villains like 
‘Fred the Shred’ Goodwin of the 
Royal Bank of Scotland, let alone 
outright crooks like Bernie Madoff. 
Labor has been forced to chase 
dodgy insurance salesmen in its 
search for corporate scapegoats.

We remain far better off, ‘the 
envy of the world’, as Wayne Swan 
used to love to say—even despite 
his best efforts. The enemies of 
free enterprise and free markets, 
however, are determined not to let a 
crisis go to waste.

So determined have they been 
that The Age’s Waleed Aly has 
been able to allege the Coalition’s 

‘philosophy of pain is simply that 
it should be visited upon people 
it doesn’t like: poor people, sick 
people, young people.’

Economist John Quiggan can 
assert that ‘everything worthwhile’ 
in the reform agenda that began in 
the 1980s has been implemented.

Talk of this kind is not just 
hyperbole. It is utter nonsense. But it 
is also the product of political failure, 
of bungling by the Coalition in both 
governing and presenting its case.

The period since March 2014 
has seen disaster after disaster for 
the Coalition at both the state and 
federal levels. In South Australia, 
it failed to defeat a tired third-term 
Labor government presiding over 
a moribund economy. A premier 
in New South Wales has gone and 
a string of parliamentarians have 
become ensnared in financial crisis. 

The situation in the Northern 
Territory has made Italian politics 
look like a model of stability. 
First-term governments in Victoria 
and Queensland have suffered 
humiliating defeats.

There are excuses. South 
Australian Coalition supporters 
will say that they won a majority 
of the votes, but that they were 
the victims of unfair electoral 
boundaries.  Victorians can claim 
they had an accidental government 
voted in as a backlash against 
the hung parliament elected in 
Canberra just months before—a 
government with the slimmest of 
margins held hostage to the whims 
of a maverick backbencher. 

Queenslanders can claim 
that the election of the Newman 
government was, in part, a 
backlash against Labor, and that 
the government then spun out of 
control and then fell victim to a 
similarly irrational correction.

There’s an element of truth in all 
of this, but the fact remains: they 
were all defeats. Political failures. 

And the greatest political failure of 
them all is in Canberra.

Tony Abbott’s government of 
‘no surprises’ and ‘no excuses’ has 
instead been one of no coherence.

This has wreaked enormous 
damage on the Coalition across 
the country. It has been an 
unforgiveable blunder at a time 
when the distorting effects of social 
media, the appetite for stories, the 
shorter attention spans and the 
blatant hostility of much of the 
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media make substantive policy 
debate a near-impossibility.

Even before the budget debacle, 
the government was in confusion 
over school funding commitments.

The budget itself had something 
to offend everyone, from high-
income earners to welfare 
recipients. Voters were insufficiently 
warned about what it would 
contain, let alone told why. Despite 
its election being a near certainty, 
the Coalition failed to be frank 

with the Australian people over the 
state of the books ahead of the poll.

In the aftermath of its election, 
the Coalition failed to make the 
case for restraint. An attempt 
to wind back the most rapidly-

growing areas of expenditure 
accompanied by virtually no 
narrative infuriated voters and 
spooked the back bench to such an 
extent that the decision to award 
Prince Philip a knighthood—
idiotic, but inconsequential—
sparked a full-blown leadership 
crisis.

This put the government in 
Gillard territory, looking dishonest, 
unstable and self-obsessed.  The 
Coalition’s opponents have 
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successfully portrayed Abbott and 
his state colleagues as the victims of 
a backlash against a cruel austerity. 

The Coalition’s supporters are 
reluctant to rally for almost the 
opposite the reasons. They see the 
Coalition as insufficiency resolute, 

lacking a coherent strategy. They 
have been angered by its impost on 
high-income earners and its broken 
promise to reform 18C.

It is now believed that Abbott will 
stand or fall on the budget. There 
is a general feeling that Treasurer 
Joe Hockey should have gone, but a 

begrudging acknowledgement that 
his position and that of the prime 
minister’s are inextricably linked.

Yet it is from Hockey—and his 
department—that the beginnings 
of a coherent case have come. The 
new head of Treasury, John Fraser, 
took a very different line to his 
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most recent predecessors when he 
appeared before Senate Estimates in 
the last week of February 2015.

‘I approach fiscal stimulus, in 
whatever circumstances, with a 
great deal of care,’ he said. ‘I don’t 
like public debt.’ Fraser offered 
a firm rebuke to Keynesians and 
others who say governments should 
be taking advantage of low interest 
rates to borrow:

Public debt leaves you liable  
to the vicissitudes of the market. 
So when interest rates go up as 
they did in the late 1980s we 
suddenly had public debt interest 
taking up a massive amount of 
outlays … To my mind that’s 
money that could have been spent 
on better things.

Fraser could not have been clearer 
when he told CEDA (Committee 
for Economic Development of 
Australia) in his first major address: 

There is a real question as to 
where our future prosperity 
will come from as the growth 
dividend of past reforms fades 
and growth in demand for our 
natural resources eases, especially 
against the headwinds of a weak 
global economy and an ageing 
population.

The statement from the Treasurer 
that accompanied the Inter-
Generational Report appeared 
to offer some broader sense of 
purpose. ‘Today, Australians 
produce twice as much in goods 
and services for each hour they 
work compared with around 40 
years ago’, Joe Hockey said. ‘Average 
incomes have doubled in real terms 
over the past 40 years and this 
increased wealth has been broadly 
shared across the community.’ 

This is precisely the ground 
the Coalition needs to be steering 
towards. It must talk not just about 
the policies that foster productivity,  
innovation and produce growth, 
but how its policies also increase 

wealth and lead to a better quality 
of life with a wider range of better, 
cheaper goods. 

The ‘growth is good’ message  
is not just about self-interest. 
Instead, it has an immediate 
altruistic appeal.

Liberalising markets and freeing 
trade is transforming the world. 
If the left wants to talk about 
austerity, believers in economic 
liberty can respond by explaining 
how their policies lifted close to one 
billion people from extreme poverty 
in twenty years. They can tell how 
the Millennium Development Goal 
of halving poverty between 1990 
and 2015 was met five years early.

Boris Johnson has spoken of 
‘the intellectual failure to grasp 
that the profit motive can be good; 
that it can be necessary; that 
capitalism is not just compatible 
with satisfying the wants of the 
poorest and neediest in our country 
but essential if we are to meet 
the biggest challenges facing the 
human race.’

With typical audacity Johnson 
has proclaimed, ‘You need venture 
capital to cure cancer; you need 
people who are willing to wager 
huge stakes on the successes of  
these therapies.’

He is absolutely correct. And if 
the Coalition wants to capture and 
carry the electorate, it needs to be 
equally frank. It has made some 
tentative steps, but needs to do far 
more. 

The Coalition cannot be all 
things to all people. It needs to 
apologise for and disown some of 

the rasher, sweeping statements 
made by Tony Abbott on the eve of 
the election and then strike off in 
its own direction.

From the experience of the 
Baillieu and Napthine episode 
in Victoria it should learn what 
happens to governments that offer 
political appeasement. And it 
should learn from what happened 
to Campbell Newman about the 
fate of governments that shout 
‘Strength!’ like some demented 
dalek and offer next to nothing 
about their policy goals.

Peter Costello sometimes enjoys 
baiting his former colleagues 
a little too much in his Herald 
Sun columns. In his first effort 
for March 2015, he walked a fine 
line that is nonetheless all but 
impossible to disagree with.  

‘Our political debate is currently 
dominated by various plans to 
increase tax’, he said. 

No one seems to think it relevant 
that on their own none of these 
ideas will boost growth or create 
jobs … How do we make our 
economy more productive? … 
Higher taxes are not part of the 
answer … It’s a while since we 
heard the case for keeping taxes 
low. It rewards effort, promotes 
initiative and maximises liberty. 
They are all core Liberal values. 
It’s just a pity we don’t hear more 
about them these days.

The government is framing the 
future around productivity for 
prosperity. Growth lies at the very 
heart of that. Just as Costello is 
ready to offer a little plain speaking 
when it is needed, so should the 
government. 

The Coalition is not practising 
the politics of punishment. It does 
not stand for austerity. It wants 
more, not less. It wants to create 
the conditions to generate growth. 
Why? Because growth is good. 
Growth works. R
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AUSTRALIA  
AT THE  

CROSSROADS
The burdens of bad regulation and high taxation have led 

Australia to an economic precipice, writes Patrick Hannaford 
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A
t the onset of the 
2008 financial crisis, 
Australia’s economy 
was the envy of the 
world. Economic 

reform and fiscal responsibility had 
unleashed Australia’s potential and 
the mining boom was in full swing. 

Six and a half years later and the 
outlook couldn’t be more different. 
Continual budget deficits have 
created record levels of debt and 
government red tape is suffocating 
Australian industry. 

Despite being blessed with 
strong institutions, vast natural 
resources, and entrepreneurial 
spirit, Australia is now on a 
precipice. Without principled 
reform to reduce the size and scope 
of government, Australia’s economy 
will stagnate and our living 
standards will fall. 

THE PROBLEM  
OF RED TAPE

Chief among the problems 
strangling the Australian economy 
is the burden of excessive red tape. 

Every year the government 
imposes new laws governing our 
lives and governing the economy. 
In 2014 alone there were 135 new 
Acts passed by the Commonwealth 
Parliament. This amounted to 
4,607 new pages of legislation that 
Australian citizens and businesses 
have to comply with. 

Each individual rule and 
regulation may be introduced for 
an ostensibly good reason, but the 
cumulative effect of all this red 
tape is devastating the Australian 
economy.

The size of this regulatory 
burden has been measured by 
Deloitte Access Economics. Their 
report  
Get out of your own way:  
Unleashing productivity  
estimated that red tape is costing 
Australia $249 billion every year. 
This represents a staggering  
15.6 per cent of Australia’s  
national income. 

To put this number in 
perspective, red tape compliance 
costs us more than the $200 billion 
the mining industry is estimated to 
contribute to the economy.

The harm caused by this red 
tape has been highlighted by one 
of Australia’s leading business 
figures, Gina Rinehart, Chairman of 
Hancock Prospecting. 

Speaking at a gala event to 
celebrate the 2014 CEO Magazine 
Awards late last year, Rinehart 
explained that: 

Regulation, approvals, licences 
and compliance are taking the 
momentum out of our advantage 
even though our nation, blessed 
with natural resources, is the envy 
of many countries.

She continued: 
People are overwhelmed with 
compliance and rules everywhere. 
The great spirit of entrepreneurs, 
who’ve built the country, faces 
being crushed with paperwork.

Rinehart’s understanding of the red 
tape burden has undoubtedly been 
influenced by her own experience 
with Hancock Prospecting. 

AUSTRALIA  
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Research Fellow at the  
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According to Rinehart, 
Hancock’s Roy Hill project has 
had to go through 4,000 separate 
approvals and licences, some of 
which required thousands of pages 
of paperwork. This gigantic burden 
is now considered the norm across 
the mining industry. 

It was one thing for this 
extraordinary burden to exist at 
the height of the mining boom, but 
the days of record profitability may 
now be at an end. Prices for iron 
ore, our biggest national export, 
have more than halved in the last 
year alone—falling from US $135 
per tonne at the start of 2014 to US 
$65 per tonne today. There have 
been similar falls in prices for other 
commodities, including coal and oil.

In their latest Australian Major 
Projects Update, ANZ predicted 
that these falling commodity prices 
would result in Australia’s bulk 
commodities and LNG (liquefied 

natural gas) export earnings being 
AUD $110 billion lower between 
2014 and 2018. 

ANZ also predicted a sharp 
decline in capital expenditure in 
Australia, with investment forecast 
to fall from a high of AUD $104 
billion in 2013 to AUD $32 billion 
in 2017. 

In the LNG sector alone, new 
capital expenditure (excluding 
operational capital expenditure) was 
forecast to decline from a high of 
AUD $55 billion in 2014 to under 
AUD $5 billion in 2017.

This fall in Australia’s terms 
of trade means that excessive 
regulation now poses a grave threat 
to our most productive industry. 
Australia has been blessed with vast 
quantities of natural resources, but 
contrary to popular opinion, mining 
companies do have other options. 
Natural resources exist in other 
countries across the world. 

Australia benefits from 

comparative advantages such as 
a close proximity to Asia, strong 
institutions, and a relatively stable 
legal and political environment.

But the high cost of regulations 
is threatening to send future 
investment overseas, where costs 
are substantially lower. Many of 
our competitor nations have much 
lower taxes, and lower cost bases. 
Many also have significantly lower 
regulatory burdens. 

Even the US and Canada—
resource rich countries with 
similar legal, political, and cultural 
institutions—have significantly 
lower regulatory burdens. 

The World Economic Forum’s 
annual Global Competitiveness 
Report ranks countries based on 
a range of economic criteria. In 
the 2014-15 report, Australia was 
ranked poorly—124 out of 144 in 
terms of the burden of government 
regulation. The US and Canada were 
ranked 39 and 82 respectively. 

IT’S NOT JUST BIG 
BUSINESS

This burden of red tape is not 
just a problem for big business or 
the mining industry. Businesses 
of all sizes are suffering. A 
PricewaterhouseCoopers survey, 
released in January 2015, found 
that a staggering 95 per cent of 
Australian CEOs surveyed said 
over-regulation was a threat to  
their business. 

The Australian Chamber of 
Commerce and Industry (ACCI) 
found similar results in their 2015 
National Red Tape Survey. ACCI 
surveyed 709 businesses, three 
quarters of which were small and 
medium sized businesses with fewer 
than 49 employees. The survey 
found that 74 per cent of businesses 
believed that regulation has had a 
negative impact on their business, 

   Roy Hill’s iron ore project in the Pilbara region of Western Australia. 
      Image:  AAP Image
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and 47 per cent reported that the 
impact of regulation had prevented 
them from making changes to grow 
their business. 

Businesses also questioned 
the need for so much regulation, 
with 68 per cent of respondents 
believing that their industry is over- 
regulated, and 81 per cent reporting 
that regulations are unnecessarily 
complex. The survey also found 
that 34 per cent of businesses are 
required to provide the same or 
similar information to different 
government agencies—clear 
evidence of an unnecessary burden.  

HIGH COSTS OF 
BUSINESS & FALLING 
ENTREPRENEURSHIP 

This red tape burden is just one of 
the high costs of doing business in 
Australia.

Punishing penalty rates, the 
highest minimum wage in the 
world, and average wage earnings 
that in 2013 were 70 per cent above 
the global mean are just some of the 
added pressures faced by Australian 
businesses. These pressures have the 
predictable effect of raising costs 
for existing businesses, but they 
also discourage the creation of new 
businesses.

In research conducted by 
the IPA, Dom Talimanidis—
former Ian Mence Fellow for 
Entrepreneurship—found that there 
has been a substantial fall in the 
number of new businesses created 
over the last ten years.

In 2003-04, 17.4 per cent of 
Australian businesses had been 
started in the previous year. By 
2012-13 this figure was just 11.2 per 
cent—over 86,000 fewer businesses 
being created than a decade earlier. 

Fewer people willing to start 
businesses results in fewer jobs and 
less wealth. 

Source: Mid-year Economic and Fiscal Outlook (MYEFO) 2014-15
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Consequently, there will be 
less dynamism and innovation. 
Ultimately, it could lead to us 
missing out on truly transformative 
economic innovations. 

This is a troubling sign for the 
long-term health of the Australian 
economy.

The majority of new businesses 
are small businesses and they are 
the backbone of the economy. 
But according to the latest ACCI 
Small Business Survey (released in 
February 2015) the outlook of small 
business is pessimistic. 

The survey found that small 
businesses expected falling profits, 
employment, overtime, investment, 
and selling prices, although they 
did expect sales revenue, wages and 
other costs to rise. It also found 
that business taxes and government 
chargers were the biggest factors 
constraining small business.

THE TAX BURDEN

This finding—that taxes and 
government chargers are the 
biggest factors constraining small 
business—may surprise people 
who have been exposed to the oft- 
repeated claim that Australia is a 
low tax country. 

This claim is popular amongst 
Australia’s political class, having 
been repeated by both the 
Commonwealth Treasury and the 
Henry tax review. Unfortunately, 
it is a myth—a myth recently 
debunked in new research by the 
IPA’s Dr Mikayla Novak. 

The origin of Australia’s ‘low 
tax’ status comes from international 
comparisons calculated by the 
Organization for Economic Co-
operation and Development 
(OECD). According to the OECD, 
Australia’s tax-to-GDP ratio is 27.3 
per cent. This is well below the 

OECD average of 33.7 per cent. 
The problem with this 

comparison is that it fails to take 
into account important and unique 
aspects of Australia’s tax system. 

The OECD’s calculations include 
local, state, and federal taxes. But 
they fail to include compulsory 
superannuation payments and 
private health insurance premiums 
that Australians must pay to avoid 
the Medicare surcharge. 

These compulsory payments may 
not be taxes in the traditional sense, 
because they are not payments made 
directly to government; but they are 
payments required by law. 

Since the OECD includes the 
taxes that other countries impose 
to fund retirement savings and 
healthcare benefits, an accurate 
view of Australia’s comparative tax 
burden must include compulsory 
payments like superannuation and 
healthcare premiums. 

When these compulsory 
payments are included, Dr Novak’s 
research shows that Australia’s tax-
to-GDP ratio increases to 33.5 per 
cent—an increase of 6.2 per cent. 
This is only just below the OECD 
average of 33.7 per cent.

Clearly, Australia is not a low 
tax country. So it isn’t surprising 
that the combination of high taxes 
and excessive red tape is harming 
the economy and reducing our 
international competitiveness.

GOVERNMENT DEBT 
& DEFICITS

Despite these high taxes, successive 
Australian governments have run 
record deficits and created a debt 
burden that threatens Australia’s 
economic future. 

In 2007, Australia had zero net 
debt and a record of consistent 
budget surpluses. This sound 
economic management had 

Source: ACCI 2015 National Red Tape Survey
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put Australia in prime position 
to take advantage of economic 
opportunities that would benefit 
current and future generations. But 
this advantage has been squandered.  

According to the Mid-Year 
Economic and Fiscal Outlook of 2014 
-15 (MYEFO), Australia’s net debt 
is now $244 billion. It is projected to 
reach $315 billion in 2017-18. 

This problem was caused by an 
explosion in government spending 
that has spanned both ALP and 
Coalition governments. The scale 
of the spending increase was 
highlighted in a 2014 report by the 
International Monetary Fund (IMF). 
The IMF found that Australia had 
the fastest growth in spending of the 
top seventeen countries surveyed.

This level of spending is 
unsustainable. Australians are set to 
pay $10.8 billion in interest on the 
Commonwealth debt this financial 
year, and the burden is only set to 
increase. The latest MYEFO budget 
figures show a $40 billion deficit, 
and Treasurer Joe Hockey has 
warned that Australia may ‘never 
get back to surplus.’

LONG TERM 
EFFECTS

The long-term effects of this 
high tax, high regulation, ‘big 
government’ approach to public 
policy can be seen around the 
world. An example is the economic 
and political collapse currently 
underway in Greece. 

After decades of uncompetitive 
and unsustainable economic and 
social policies, Greece’s problems 
finally came to a head in 2009, when 
markets realised that Greece was 
not going to be able to pay back its 
record levels of debt. 

In the years since the crisis hit, 
Greek society has been stretched 
to breaking point. International 
bailouts and austerity measures have 
prompted almost constant unrest, 
and successive elections have seen 
the rise of new extremist political 
parties. Golden Dawn, a fascist 
party reminiscent of Europe’s past, 
now receives over 6 per cent of the 
national vote. 

The re-emergence of fascism has 
only been eclipsed by the rapid rise of 
the socialist left. Despite receiving less 
than 5 per cent of the vote in 2009, 
the Coalition of the Radical Left—
known colloquially by its acronym, 
SYRIZA—now holds government, 
after obtaining 149 seats in Greece’s 
300 seat parliament.

What SYRIZA does in 
government remains to be seen, but 
the prospects for economic freedom 
in Greece do not look good. 

IT’S NOT TOO LATE

Australia is, thankfully, a long way 
from a Greek-style collapse. But it  
is clear from our fiscal and 
regulatory outlook that we are 
heading in their direction. The  
good news is that countries have 
come back from worse.

The UK of the 1970s was in 
a significantly worse position 
than Australia is now, but they 
managed to turn their fortunes 
around. It wasn’t easy, but Margaret 
Thatcher was able to tackle the 
UK’s problems through strong 
leadership and a principled and 
unwavering commitment to policies 
that unshackled the economy and 
reduced government interference in 
peoples’ lives. This is the leadership 
that Australia needs. 

Australia is at a crossroads. We 
are faced with a choice. Either we 
can continue the long and slow 
progression towards collapse, or we 
can make the tough decisions that 
will enable us to reverse course. 

Either choice will have profound 
consequences for current and future 
generations. R 
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The notion of human rights grew out of the  
idea that individuals had the right to own property, 

beginning no less with the right to ‘own’  
themselves, writes Tim Wilson

PROPERTY
RIG TS  

 ARE  
HUMAN  
RIG TS



P
roperty rights are human 
rights, but in order to 
advance them, we need  
to anchor them as moral 

and just. 
Throughout the second half of 

2014, a national consultation looked 
at the human rights challenges in 
Australia, with a particular focus on 
the role of free speech and association, 
religious freedom, and property 
rights. While many people who 
attended the public forums disagreed 
with the focus of the consultations, it 
was the focus on property rights that 
drew the most criticism. 

At a forum in Brisbane in 
November 2014, a representative of 
Amnesty Australia questioned the 
inclusion of property rights as part of 
a human rights consultation at all. 

The simple answer is Article 17 of 
the Universal Declaration of Human 
Rights, which states that ‘everyone 
has the right to own property alone 
as well as in association with others 
[and] no one shall be arbitrarily 
deprived of his property’.

But in truth you can’t actually 
understand human rights unless you 
support the sanctity of property rights. 

This year is the 800th 
anniversary of the Magna Carta, 
the Great Charter which essentially 
commenced the snowballing effect 
that has led to the modern idea of 
human rights.

The Great Charter of 1215 
established the clear principle that a 
person’s property could not be seized 
by the King. The simple proposition 
provided the foundation for the 
common law inherited by Australia 
from England and the (albeit  
limited) property rights protection  
in our Constitution. 

But it was John Locke who 

cultivated property rights as part 
of the human rights discussion. In 
his Second Treatise, Locke made the 
moral case that:

Every Man has a Property in his 
own Person … [t]he Labour of his 
Body, and the Work of his Hands, 
we may say, are properly his. 

What Locke understood, and what 
has been largely lost from the human 
rights discourse, is that property 
is the moral and just reward of 
individual activity. Denying property 
is akin to denying someone the 
reward for their labours.

That argument was easier to make 
when it was about securing the rights 
for peasants to keep the food they 
had grown on the commons, the by-
product of their farming labour. 

The complexity of a modern 
market economy does not make it 
any less just, whether it is a person’s 
physical or intellectual labour. 

The economic case for property 
rights has been amply demonstrated 
throughout history. Societies that 
have been best able to meet the 
material needs and aspirations of 
its population have been built on 
property rights. 

But property rights sit against a 
critical backdrop to all rights-based 
arguments, which necessitates that 
it must also be seen to be moral, fair, 
and just—particularly in a society 
such as Australia’s. 

Moral rights have been central 
to the development of intellectual 
property—particularly copyright—
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which affords ownership and the right 
to receive reward for an individual’s 
artistic creation. 

In his 2002 essay ‘The right to 
private property’, American political 
philosopher Tibor Machan correctly 
identifies private property as ‘the 
social precondition of the possibility 
of a personally guided moral life’. 

In the absence of property rights 
individuals are essentially debilitated 
in their capacity to demonstrate 
generosity to others. All charity rests 
on private property. If people do not 
own anything, then what could they 
ever give to anyone else in need? 

But the real justification for 
property rights is that it is a human 
right. The contemporary ‘progressive’ 
script on property rights is that they 
are essentially a right to protect 
existing privilege—demonstrating 
just how adrift many people are from 
understanding the very nature and 
origin of human rights. 

Arguably property rights are 
the foundations of all human rights. 
Indeed, the very basis of natural rights 
theory is that people own their own 

bodies and should be free to exercise 
their faculties to pursue their lives, 
opportunities and enterprise unless 
they do harm to others. It is why liberals 
and conservatives oppose slavery.

In 1959, economist, historian and 
political theorist Dr Murray Rothbard 
argued that ‘property rights, far from 
being in conflict, are in fact the most 
basic of all human rights … and 
from this right stems his right to the 
material goods that he has produced’. 

It’s essentially this principle that 
justifies paid employment. People own 
their own bodies and therefore the use 
of their labour must be compensated 
for. At the extreme end of the denial 
of human rights is slavery, but more 
modestly the denial of payment for 
someone’s labour at a voluntarily 
established price is a denial of their 

human rights. Equally, preventing 
people from selling their labour at a 
voluntarily established price is also a 
denial of their human rights.

Yet despite property rights 
providing the foundations for 
human rights, the subject has always 
been controversial in their modern 
development, particularly through 
international treaties. Property rights 
were a clear battleground in the 
development of the 1948 Universal 
Declaration of Human Rights.

A 1947 analysis of drafts of the 
Declaration found ‘a majority of the 
drafts refer to the right to property, 
either in positive language or by 
prohibiting unlawful expropriation’. 
But with support from the Soviet 
Union and socialist countries, some 
countries—such as Panama—stressed 
that respect for private property should 
be limited to ‘personal property’.

The dispute between countries 
over property prompted 
compromises. At one stage Belgium 
proposed, ‘Within the limits of 
public interest, everyone is entitled 
to own property alone as well as in 
association with others.’
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One of the central objections to 
the inclusion of property rights was 
that it reinforced an individualistic 
approach to human rights. On that 
point the Australian delegation 
identified the absurdity of such an 
objection. 

The Australian representative 
argued that respecting 
property rights may ‘be termed 
individualistic … [but] in setting 
forth the rights of individuals … 
it would be difficult to avoid an 
individualistic approach’.

In the end, the West won a 
temporary victory. Article 17 
established a recognition of property 
rights, which was subsequently 
undone during the development of 
the International Covenant on Civil 
and Political Rights (ICCPR). 

In fact, property rights are among 
the few rights included in the UDHR 
that aren’t present in the ICCPR. 

Since the negotiation of the 
ICCPR, the general effort has 
been to prioritise other ‘rights’, 
particularly social and economic 
rights, at the expense of  property 
rights. Instead of reinforcing liberal 

human rights these new ‘rights’ 
have been used to argue against 
private ownership in favour of 
public acquisition to impose greater 
economic equality. In other words, 
social economic rights have been 
used to cancel out human rights. 

Property rights themselves are 
no longer seen as just—and as result 
are no longer considered part of 
the human rights discourse. But the 
absence of property rights is seen as 
an injustice. 

Property rights must be 
attainable for all, but no one has a 
specific right to an individual form 
of property beyond themselves; that 
has to be secured through effort. 

In Australia, there is a real 
opportunity to reassert the primacy 
and justice of the human right to 
property in the one area that it is 
denied: Aboriginal Australia. 

Property rights don’t just include 
ownership. They also include the 
freedom to trade property, alter its 
use, or improve its value. 

Plenty of advocates are happy 
for Aboriginal Australians to have 
their property rights but then—
through excessive regulation—
heavily restrict how they can then 
be exercised. This has prompted 
significant legal disputes.  

One such dispute was the 
notable action taken by Noel 
Pearson against the former Bligh 
government’s Wild Rivers legislation, 
which prevented Aborigines from 
developing their own lands for their 
economic benefit. The consequence 
is that the self-determination 
of Aboriginal communities is 
undermined.

Until all Australians are able 
to own property and are free to 
exercise their rights, their full 
human rights won’t be realised. R
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The concept of net neutrality betrays a fundamental 
misunderstanding of the nexus between innovation 

and truly free markets, writes Peter Gregory

NET NEUTRALITY 
IS

 SOCIALISM
TECHNO



PETER GREGORY 
Research Fellow at the Institute  
of Public Affairs

Net neutrality is a grab-
bag of cartoonish anti-
corporate populism. 
The introduction of net 

neutrality rules by the US Federal 
Communications Commission 
(FCC) in late February is a threat to 
the freedom of the internet and its 
capacity for continued innovation 
and improvement.

The key principle underpinning 
net neutrality, introduced by 
Colombia University Media Law 
Professor Timothy Wu in 2003, 
is that every byte of data on the 
internet should be treated equally. 

Clearly, the notion that 
everything on the internet is valuable 
and worthwhile is a hilarious 
proposition to anyone who has 
actually been on the internet. 

The depth of misunderstanding 
regarding the workings of markets 
and innovation currently on display 
by advocates of net neutrality is 
beyond parody.

The great fear of net neutrality 
supporters—and the focus of their 
considerable advocacy efforts—is 
that large internet service providers 
(ISPs) and cable companies will 
attempt to make a profit using their 
control of internet download speeds 
and access to websites. 

ISPs such as Verizon, AT&T, 
Comcast, Time Warner, Cox and 
Charter have the technology to 
block access to certain internet sites. 
They can also slow download speeds 
for some sites and increase speeds 
for others. 

The potential for this activity on 
the part of ISPs presents a range of 
possibilities of which net neutrality 
advocates are fearful. In the future, 
wealthy clients of ISPs—such as 

major media corporations—may 
be able to pay for priority service. 
This would mean that their websites 
would be given quicker downloading 
speeds than their competitors. 

At the extreme, companies could 
even pay ISPs to block the websites of 
their rivals altogether. 

The concern of net neutrality 
supporters is not that major media 
outlets will find a new way to slug it 
out with each other for market share, 
but that everyone else—bloggers, 
niche news sources and small 
websites generally—will be priced 
out of the market for priority service 
and consigned to a much poorer 
internet experience. 

As a result, a ‘fast lane, slow 
lane’ internet would emerge where 
internet users would eschew websites 
unable to pay for priority service in 
favour of those that are. 

According to net neutrality 
believers, this would constitute 
‘corporations controlling the 
internet’ and undermine the 
internet’s democratic and supposedly 
‘free’ principles. 

This is what the FCC ruled 
against in late February. It has 
made it illegal for broadband 
providers to block or speed up 
access for a fee, charge for priority 
service for content providers, and 
reclassified broadband access as 
a telecommunication service, 
meaning it is subject to much heavier 
regulation generally.  

The first thing to note about 
these rulings is that they are totally 

INNOVATION 
RARELY EVOLVES 
EVENLY. OFTEN NEW 
INNOVATIONS REQUIRE 
A PRIVILEGED ELITE TO 
PROVIDE A MARKET 
FOR THE EARLY 
STAGES OF THEIR 
DEVELOPMENT.  

>
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unnecessary. Even though ISPs 
have been able to do this for most 
of the time since the internet began, 
instances of it occurring have been 
incredibly rare. The American Civil 
Liberties Union, an enthusiastic 
supporter of net neutrality, lists only 
four incidents, none of which have 
occurred since 2007. 

Secondly, if this did become 
common practice, consumers would 
simply choose ISPs that allowed 
them to access the entire internet or 
at least the websites that they wished 
to see. Individual consumers would 
still decide what they access on the 
internet and how. 

And if there were websites that 
no ISP offered access to, such as 
obscure blogs, then that would create 
a market gap for entrepreneurs to 
exploit, paving the way for greater 
competition that would drive down 

prices and improve services. 
Thirdly, the concept of net 

neutrality betrays a fundamental 
misunderstanding of the nexus 
between innovation and truly free 
markets. Innovation rarely evolves 
evenly. Often new innovations 
require a privileged elite to provide 
a market for the early stages of their 
development. Over time, refinements, 
economies of scale, and additional 
complementary innovation, along with 
healthy competition in a free market, 
would eventually make those products 
for everyone else. Think air travel, cars, 
telephones, mobiles, plasma televisions, 
electricity and the internet itself. 

It is almost certain this process 
would occur if consumers were able to 
pay for improved and quicker access to 
the internet. If, in attempting to gain 
an advantage over competitors, major 
media corporations develop greater 
advancements in internet service 

provision that would eventually be 
available to ordinary consumers, 
then they should be congratulated 
for providing the initial market that 
enabled the internet to get better 
for everyone.  Their efforts should 
not earn the ire of net neutrality 
campaigners complaining that  
such processes betray the internet’s 
core principles.   

And besides, what is wrong with 
a successful company leveraging 
its success to offer a better service 
to its customers? The only reason 
it has accrued the economic power 
to do so in the first place is because 
it has provided a valuable service 
or product that has proven popular 
with consumers over the long-term.

A salient historical precedent 
exists. In 1888, Almon Brown 
Strowger suspected that a corrupt 
telephone operator was redirecting 
calls meant for his business and 
sending them to a competitor. 

To combat this, he invented the 
automatic telephone exchange which 
removed human interference in 
telephone communications. 

Only a truly free market can 
accommodate innovation in this 
manner. Government regulation 
of the internet of any sort would 
compromise the speed and depth of 
innovation at the expense of everyone. 

Republican FCC Commissioner 
Ajit Pai (the FCC passed the new 
rules 3-2, voting along party lines) 
pointed to Europe as an example. 
Europe largely treats the internet as 
a public utility, which Pai believes 
is the reason Europe has slower 
download speeds than the US. 

  One side of the protest and against implementing net neutrality regulations. Image: flickr.com ‘THE FCC’S NET 
NEUTRALITY 
REGULATORY REGIME 
IS A SOLUTION, THAT 
WON’T WORK, IN 
SEARCH OF A PROBLEM 
THAT DOESN’T EXIST’. 
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Pai concluded that the ‘FCC’s net 
neutrality regulatory regime is a 
solution that won’t work in search of 
a problem that doesn’t exist’.

Unsurprisingly, US President 
Barack Obama is an ardent 
supporter of net neutrality, claiming 
the FCC will keep the internet 
‘open and free’. Indeed, he has been 
accused by some of interfering and 
pressuring the FCC into making 
their ruling. 

If US legislators and net 
neutrality advocates really want to 
protect the rights of internet users, 
they should call for the removal of 
barriers to entry for up-and-coming 
ISPs. Net neutrality advocates argue 
that the huge cost of rolling out 
a high speed broadband internet 
cable network prevents new players 
from entering the market, which 
consequently halts the development 
of competition. 

However, governments charge 
excessive amounts for the rights to 
install underground cables and attach 

cables to publicly owned utility poles. 
Indeed, according to the US 

National Telecommunications 
Cooperative Association, these 
fees can double the cost of network 
construction. Furthermore, a  
system of kickbacks has emerged 
where ISPs—in order to have their 
installations approved—must deliver 
services to areas where they aren’t 
demanded and even deliver free 
broadband to government buildings. 

Removing these barriers would 
increase competition and allow a 
more vibrant ISP sector to serve 
smaller websites and facilitate their 
emergence without compromising 
the innovation dividend paid for by 
the big clients of big ISPs.

New technology and innovation 
always attracts moral scares. Social 
media is meant to have ramped 
up liberalism’s atomising effect, 
yet we would not have had the 
Arab Spring, Iran’s 2009 Green 
Revolution, or the Umbrella 
Revolution in Hong Kong this year 

without Twitter, Facebook, and 
YouTube. 

At the Y20 summit of July 2014, a 
group of young people gave a standing 
ovation as the summit communiqué 
was being finalised. They were 
applauding the addition of a clause 
supporting net neutrality that had 
just been voted on—with almost 
unanimous support—that would 
appear in the communiqué. 

The Y20—framed as a youth 
version of the G20—brought bright 
young people from all the G20 nations 
to Sydney. It is profoundly disturbing 
that a group of young people—who 
may well become their countries’ 
leaders—should so enthusiastically 
support government regulation of the 
internet. 

Net neutrality is simply techno-
socialism—the application of an 
economic system to an innovation 
it itself could never have created. 
Indeed, the FCC rulings betray the 
free and unbridled pioneer spirit of 
the internet itself. R
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Unions, environmental campaigners and the public health lobby  
threaten the future of trade liberalisation, writes Khalil Hegarty.

   Australian Minister for Trade and Investment Andrew Robb,  and heads of delegations for the Trans-Pacific Partnership Agreement negotiations,  
media briefing in Sydney, October 2014.  Image: AAP Image/Dan Himbrechts.
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AFRAID 
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FREE TRADE?



T
here were few bright 
spots for the Coalition 
government in 2014, but 
trade was definitely one 

of them. Where the Gillard-Rudd 
governments had made overtures 
to Asia, spouting rhetoric about the 
‘Asian Century’, Minister for Trade 
and Investment Andrew Robb turned 
it into something concrete. In a 
period of a few months, Robb secured 
trade deals with South Korea, Japan, 
and China, countries responsible for 
around 20 per cent of global GDP. 

These three deals point towards 
broader multilateral deals, namely 
the Trans Pacific Partnership (TPP) 
Agreement comprising twelve 
nations. Even more significantly, a 
Free Trade Area of the Asia Pacific 
(FTAAP) was endorsed, in principle, 
at the most recent APEC Leaders’ 
meeting in Beijing in 2014. 

The potential economic gains 
from current and future agreements 
should not be underestimated. TPP 
countries represent about 37 per cent 
of the world’s GDP. Growth is slowing 
in East Asia’s mature economies. 

Tepid global growth is the 
primary cause, but sclerotic services 
sectors (major contributors to GDP 
in advanced economies), restrictions 
on investment, and impediments to 
competition in domestic markets are 
the key drags. Australia is no exception. 

A trade agreement between the 
world’s more dynamic economies 

is the catalyst for economic reforms 
that will promote global—and 
Australian—growth. TPP and the 
other trade agreements therefore 
represent a significant opportunity 
for Australia by integrating our 
economy more closely with the world’s 
increasingly linked supply chains. 

But free trade has always had its 
opponents. TPP has inspired similar 
opposition that has been predictable 
and steadfast, coming from three 
main groups: environmental 
campaigners, organised labour, and 
the public health lobby. 

Environmental campaign groups 
are as critical of the agreements as 
they are of open markets generally. 
The reasons are simple: more trade 
equals more consumption and more 
economic growth, and groups such as 
Greenpeace have previously spoken 
of the need to ‘suppress’ economic 
growth. 

Environmentalists have 
subsequently lobbied to have greater 
provisions for environmental 
protection in trade agreements. 
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  A protest rally against the TPP free trade agreement, October 2014. Image: AAP Image/Peter Boyle
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There have previously been a 
number of efforts to use the World 
Trade Organization (WTO) as a tool 
to stymie trade on environmental 
grounds. These have been largely 
unsuccessful. Incorporating 
environmental provisions into new 
trade agreements has therefore been 
their priority.  

Trade unions—particularly in 
manufacturing—oppose more open 
trade simply because open markets 
mean more competition. Fewer 
manufacturing jobs mean lower union 
membership. This was particularly the 
case in the 1980s and 1990s. 

But the fact is that tariffs on 
manufactured goods are already low. 
Less competitive firms have already 
been weeded out; manufacturing 
today is no longer as labour-
intensive. So why the opposition 
now? The answer is two-fold: higher 
levels of foreign investment and the 
services sector. 

Most gains from new agreements 
such as TPP will be in liberalising 
investment and services. Services is 
the sector in which most Australians 
work. This includes financial, legal 

and other professional services  
such as construction, health, 
education and telecommunications, 
amongst others. 

More liberal investment rules will 
lead to a greater presence of foreign 
firms and management. This will 
create a more competitive business 
environment in which operators may 
be less swayed by union thuggery. 

Greater competition in 
Australia’s relatively small economy 
will require large incumbent firms 
to rein in costs—particularly labour 
costs that have been pushed up over 
time by cosy union-management 
arrangements. And greater 
competition is a clear consequence 
of a more liberalised investment 
landscape: the number of US 
affiliates in Australia increased 
significantly following the signing of 
the Australia-US agreement. 

Related to this new investment 
landscape is the changing nature of 
the Australian economy, which is 
now dominated by services, namely 
construction, health and education 
services. Australia’s traditional 
manufacturing base has gone. The 
construction, health and education 
services—public services—are now 
the union base. 

Think, then, of more liberalised 
investment in services where the 
traditional agreements between 
unions and construction companies 
working on infrastructure projects 
would never emerge. Is it any surprise 
then that the CFMEU went so far as to 
call for public services to be removed 
from the TPP in their entirety?

Similarly the public health lobby 
has been a long-time opponent of 
free trade agreements. Much of their 
opposition has revolved around 
intellectual property (IP) rules in 
relation to pharmaceutical patents. 

A trade agreement, they argue,  
that adequately enforces IP rules 
will prevent generic medicines from 
entering the market sooner, driving up 
the costs of medicines and depriving 
the poor of life-saving treatments.  

AUSTRALIA’S 
TRADITIONAL 
MANUFACTURING BASE 
HAS GONE … PUBLIC 
SERVICES ARE NOW 
THE UNION BASE.

>
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  A protest rally against the TPP free trade agreement, October 2014. Image: AAP Image/Peter Boyle



While this argument is presented 
as a health policy debate, their real 
argument runs more along these 
lines: private companies that invest 
private resources and expertise into 
developing new treatments should 
have their work co-opted by a 
government that should curtail their 
ability to profit.  

These opposition movements 
are nothing new. Many of the same 
arguments permeated the debate 
around the Australia-US Free Trade 
Agreement (AUSFTA) almost a 
decade ago. Critics claimed the 
landmark 2004 AUSFTA would 
decimate the Australian economy. 
Instead, bilateral investment between 
the countries tripled in the seven 
years following the agreement. 

But the new rallying cry for 
these three groups is the inclusion 
of ‘investor-state dispute settlement’ 
(ISDS) into new trade agreements. 
In a nutshell, this rule gives overseas 
investors the ability to go into 
arbitration if a government changes 
the rules contained in a trade 
agreement in such a way that the 
investment is undermined. 

Say, hypothetically, an Australian 

company invested in mining 
operations in Indonesia based on 
investment conditions, and entered 
into a new Australia-Indonesia 
trade agreement.  The Indonesian 
government then changed those rules 
further down the track, forcing the 
Australian company to divest part of 
its investment to an Indonesian state-
owned enterprise. 

Under normal circumstances this 
would be considered part of the risk 
of doing business in Indonesia, and 
that risk would be priced accordingly. 
ISDS gives the investor an appeal 
mechanism, which directs the 
investor and the host country to an 
independent international tribunal. 

Activists broadly claim ISDS 
is more sinister, and that it gives 
the companies the ‘right’ to 
sue governments if they enact 
legislation in the name of labour, the 
environment or public health. This is 
simply not the case. 

Australia has created a procedure 
in its free trade agreement (FTA) 
with South Korea which addresses 
this point. The FTA provides the 
same right in the ISDS provisions to 
regulate in the public interest which 
is specified in Article XX of the 
General Agreement on Tariffs and 
Trade (GATT), the predecessor to 
the WTO.

What these interest groups are 
proposing is that certain policy 
areas—which are unsurprisingly 
related to their own special interests—
be ‘carved out’ of ISDS or trade 
agreements altogether. This is of 
particular concern because it attempts 

to use trade policy to pursue non-
trade policy objectives. 

Trade is a two-way relationship. 
Think of Australian wines being 
hit with Australian-style plain-
packaging laws in overseas markets 
for public health reasons (Indonesia 
and Thailand have both raised 
this possibility). Or exports of 
Australian fossil fuels being rendered 
uncompetitive in overseas markets by 
a border tax on carbon. Or Australian 
property investors being undone by 
construction-site thuggery in another 
country. 

The Australian business 
community has, for the most part, 
been asleep at the wheel on trade. 
Australia has historically pushed 
for more open markets in order to 
shore up exports. This has led to 
complacency around trade. 

But there is little left to liberalise 
in goods; most of the economic gains 
have been made. Liberalisation in 
services and investment are likely 
to deliver gains for the region into 
the future, especially since services 
make up more than two-thirds of the 
Australian economy. 

By the same token, outward 
investment by Australian companies 
is likely to become more important 
to the Australian economy. Australia 
is a mature economy; the size of the 
Australian market is limited in terms 
of organic growth. Several major 
Australian companies rely on outward 
investment for growth, and this is 
particularly important for Australian 
shareholders. Growing businesses will 
be reliant upon overseas investment.

This underlines why lobbying  
from vocal minority interests on 
non-trade issues is so dangerous 
to future trade agreements. 
Bringing health, the environment 
and labour into trade policy will 
complicate remaining negotiations  
and potentially undermine them 
completely—which is no doubt the 
goal of those lobbyists. R
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CHIPPING 
AWAY AT  

FREEDOM
Every law that takes away legal rights is another crack in the shield that protects our freedom, 

writes Simon Breheny
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A
ustralians’ legal rights are 
under an ongoing assault. 
Every year new laws are 
passed that undermine 

the principles of the legal system 
which are designed to protect our 
liberty. These principles are non-
negotiable, and in Australia they 
take the form of a collection of vital 
legal rights.

These rights have developed 
over more than 800 years of English 
common law. This long process 
has given birth to the presumption 
of innocence, the right to silence, 
the right to a fair trial, the right to 
appeal, and the rule of law. These 
are the cornerstones of a just legal 
system.

Attempts to undermine legal 
rights should be viewed with ferocious 
scepticism. Laws that damage these 
rights erode the freedom they have 
been created to protect. Yet many such 
laws have found their way into the 
statute books.

In 1904, a provision in Australian 
law reversed the burden of proof 
for the first time. This unenviable 
milestone was achieved following 
the passage of subsection 9(3) of 
the Conciliation and Arbitration 
Act 1904. Subsection 9(3) effectively 
removed employers’ presumption of 
innocence by reversing the burden 
of proof in cases where they were 
accused of dismissing an employee 

for being a member of a trade union. 
Today’s Fair Work Act 2009 still 
contains a provision—section 361—
which reverses the burden of proof.

In the 110 years since 1904 there 
has been an explosion in the number of 
laws that reverse the burden of proof. 
In December 2014, the IPA released 
its report—The state of fundamental 
legal rights in Australia: an audit of 
federal law—which documents the 
current state of play. Today there are 
no fewer than 48 provisions in current 
Commonwealth legislation that place 
the burden of proving an element of the 
case on the defendant.

Other important legal rights are 
in a similar state of disrepair. Along 
with breaches of the presumption of 
innocence, our report also recorded 
breaches of the right to silence, the 
privilege against self-incrimination 
and the right to natural justice. In 
all cases, the number of provisions 
breaching legal rights is astonishingly 
high.

The 48 laws that reverse the onus 
of proof are contained in thirteen 
separate acts of the Commonwealth 
Parliament. 92 provisions in 55 acts 
restrict rights to natural justice. 
Fourteen provisions in eleven acts 

remove the right to silence, and an 
extraordinary 108 provisions in 79 
acts strip away the privilege against 
self-incrimination.

The rationale for the creation 
of these legal rights is the idea that 
liberty is too important to take 
from a person without compelling 
evidence of wrongdoing, presented 
in the course of a fair and robust 
legal process. Every law that takes 
away legal rights is another crack in 
the shield that protects our freedom.

Our research clearly shows that 
politicians of every stripe have 
removed legal rights. The argument 
in favour of removing legal rights 
often follows a familiar pattern: a 
problem is identified, it is cast as 
being particularly persistent, and a 
solution is offered which includes 
the necessary erosion of legal 
rights.

Perhaps unsurprisingly, this 
strategy has proved to be highly 
effective. The maintenance of 
legal rights is rarely efficient. It 
is expensive and it is imperfect. 
However, the justification for the 
creation and maintenance of such 
rights has always been the same—
that liberty and justice are values 
too important to cast aside in 
favour of short-term efficiency.

History also demonstrates why 
legal rights are so important. In 
seventeenth century England, the 
Court of Star Chamber became 
a symbol of oppression by the 
monarchy. 

King Charles I used the court 
to ruthlessly punish his political 
opponents and prosecute dissenters.

SIMON BREHENY
Director, Legal Rights Project 
at the Institute of  Public Affairs
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The Court of Star Chamber was 
infamous for delivering judgments 
favourable to the King.

One of the things that made the 
Court of Star Chamber so dominant 
was its power to force those accused 
of wrongdoing to testify before it. The 
accused had to take an ex officio oath, 
forcing them to answer all questions 
asked during the trial.

The use of this coercive power 
gave rise to a ‘cruel trilemma’. Guilty 
defendants had the choice of perjuring 
themselves if they falsely denied guilt, 
facing contempt of court charges if 
they refused to answer questions, or 
abdicating their natural right to self-
preservation by admitting wrongdoing 
and incriminating themselves.

Widespread acknowledgment 
that this practice was unacceptable 
led to the abolition of the Star 
Chamber in 1641. This appalling 
chapter in the history of the English 
legal system was a catalyst for the 
development of legal rights. 

The common law is rooted 
in the idea that free citizens are 
permitted to do anything so long 
as a law explicitly states that their 
conduct is unlawful. And it built 
this idea into the procedures of the 
court through an accusatorial—as 
opposed to an inquisitorial—system 
that relies on the production of 
evidence by the accusing party.

But in 2015, a number of 
administrative and regulatory bodies 
have the same coercive powers given 

to the original Star Chamber.
One such body is the Australian 

Competition and Consumer 
Commission (ACCC). The ACCC is 
one of the most powerful regulators in 
Australia. It has the power to compel 
the production of documents, even 
in cases where such information may 
be self-incriminatory, and in some 
cases it is not bound to follow the 
normal principles of natural justice. 
The ACCC is also responsible for 
regulating provisions which reverse 
the burden of proof.

The existence of such powers 
is consistent with our analysis. We 
found that the areas of economic 
and financial regulation had the 
highest numbers of legal rights’ 
breaches. The Australian Taxation 
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Office and Australian Securities and 
Investments Commission also have 
extraordinary powers which breach a 
number of legal rights.

Our research included the 
categorisation of each legal rights 
breach. The top categories with legal 
rights breaches are taxation and 
finance with 33 breaches. Trade and 
commerce come a very close second 
with 32 breaches. Environmental 
law and industrial relations law also 
featured in the top ten categories 
with fifteen breaches each. 

This demonstrates that the 
burden of these breaches is 
overwhelmingly being placed on the 
business community. A comparison 
of businesses and unions also 
revealed a stark contrast. 

On our figures, no fewer than 
43 breaching provisions apply to 
companies and their directors and 
agents, while just two apply directly 
to union officials. A further eighteen 
are applicable to both groups.

The Abbott government now 
has an opportunity to reform an 
area of policy that is crying out for 
attention. The Australian Law Reform 
Commission (ALRC) is currently 

conducting a Freedoms Inquiry, 
after being directed by the Attorney-
General George Brandis to review 
Commonwealth laws with a view of 
highlighting those laws that breach 
traditional freedoms and privileges. 
The report handed down by the ALRC 
will build on our audit to provide 
the government with a blueprint for 
reform. The next steps are simple but 
will require a newfound respect for 
our fundamental legal rights. 

The Abbott government must 
repeal existing provisions that breach 
legal rights and it must not introduce 
any further provisions that remove or 
restrict legal rights. At stake is nothing 
less than the most important ideals 
of any legal system: justice and the 
protection of liberty. R
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Federal-state relations reform shouldn’t be about raising  
tax levels, argues Peter Hendy

REFORMING TAXATION  

ISN’T  

ABOUT INCREASING TAXES



I
n the United States they say that 
the states are the ‘laboratories of 
democracy’. 

What they mean is that 
a federal system—made up of a 
separate national government 
and numerous regional (state) 
governments—provides the 
opportunity for experimentation. 
The argument follows that it is 
experimentation that optimises the 
chance of the best mix of policies— 
in taxation, health and education 
provision, environmental protection 
and business development—for any 
given region’s population. 

That was the view of Alfred 
Deakin, Edmund Barton and 
Samuel Griffiths—Australia’s 
leading Federation fathers—and it 
continues to enjoy the support of 
most Australians. They may not 
frame it in those intellectual terms, 
but the more pragmatic and widely 
held realisation is that ‘Canberra’ 
does not always know what is best.

The federal system we have 
today is far from ideal. It is, in fact, 
a sad mess. There are many areas of 
overlap and duplication which we as 
a nation have been struggling to get 
right for decades. 

You do not need to go far to hear 
from people that the health and 
education systems are in need of 
drastic reform. Premiers complain 
that they do not have enough money 
to run these systems and are forced 
to beg for more and more assistance 
from the federal government, 
resulting in more and more federal 
intervention. 

But centralisation is not always 
the answer. Indeed, the answer is 
often the opposite. The duplication 

DR PETER HENDY
MP for Eden-Monaro
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across a number of sectors is 
enormous and most Australians 
will have heard that the federal 
government amazingly employs 
1,868 education bureaucrats but 
does not own one school. There 
are many examples across the 
portfolios where because of the call 
on the federal budget, the federal 
government has inserted its sticky 
hands in state decision-making. 

The primary reason for this 
mess is that the basic architecture 
of the system is flawed. The federal 
government raises more money 
than it directly spends and the 
states are in the opposite position.

Do not be misled, however, by 
the siren song from some premiers 
and self-serving lobby groups 
that this flaw would be fixed with 
more tax revenues—preferably 
by either an increase in the GST 
rate, or an expansion of its base, or 
both. This siren song is joined by 
a cacophony from individuals and 
groups making just this case. Some 
business organisations—such as the 
Business Council of Australia and 
the Australian Industry Group—
should know better. But they have 
been caught up in the latest fashion. 
The problem for these fashionistas 
is that their arguments are 20 years 
old, and are now dated and stale.

Equally, those—mainly social 
welfare advocates—who argue that 
Australia is a low-tax country are 
categorically wrong. The IPA has 
done an enormous amount of good 
work that shows this is simply not 
the case. Taking into account social 
security mandates, the total tax 
burden as a share of GDP is 32.2 per 
cent, using the latest comparable 
figures from 2011. When taking 
account of economic size and trade, 
that compares with an OECD 
average of 30-31 per cent.

So why increase the GST rate, or 
increase its base? First let’s consider 

the economic case for the GST. 
There were two principal 

economic reasons for introducing 
the GST. First was the fact that the 
pre-existing indirect taxes—like 
the wholesale sales tax—were very 
inefficient. 

They taxed business inputs 
such that there was a cumulative 
cascading of taxes that added 
massively to business costs. This was 
particularly damaging to exporters 
and import-competing industries 
that were battling with businesses 
from overseas that were not 
suffering from the same handicap.

The GST removed that double 
taxation burden. This was the 
principal economic reform and 
it meant billions of dollars to 
Australian businesses. However, it 
is a reform that is completed. It was 
long overdue but it is now done. 
The efficiencies and productivity 
benefits have already been booked 
many years ago.

The second big economic reason 
for introducing the GST was that it 
allowed for what became known as 
a ‘tax mix switch’. Principally this 
meant a reduction of the revenue 
burden on direct income taxes to 
be replaced by indirect taxes. The 
important argument, supported 
by a large body of evidence, is that 
high marginal tax rates on personal 
income have a largely negative 
impact on economic activity, 
discouraging work and productivity 

improvements. The former Treasury 
Secretary, Martin Parkinson, was 
making similar observations in a 
speech last year.

A tax mix switch was attempted 
in the 2000 Howard-Costello tax 
changes. However, the bottom line 
is that this reform did not really 
work for the Howard government. 
At the time there were some 
substantial income tax cuts, but we 
still seemed to have a heavy reliance 
on direct rather than indirect taxes 
in Australia.

 The reason for that is bracket 
creep on the income tax schedules 
and a heavy call on corporate 
income tax. Additionally, there was 
meant to be significant replacement 
of inefficient state taxes. However, 
a large segment of that was reneged 
on by state premiers. 

The other point to make is that 
many of the same people who are 
arguing for increases in the GST to 
fund increased government services 
would immediately become the 
noisiest advocates for compensation 
through tax and welfare cuts. These 
cuts would soak up most of the new 
GST revenues, thus defeating much 
of the stated purpose for a change, 
namely to pay for other things.

Most of these advocates 
are actually arguing for bigger 
government and not a more efficient 
tax system. Business organisations 
like the Business Council of 
Australia and the Australian 
Industry Group should shake off 
their naivety and be very careful 
about supporting such calls.

Another issue is the simplistic 
call for the removal of the GST 
exemptions for fresh food, 
education, health, sewerage and 
water, and financial supplies. Some 
people are claiming that these were 
all politically expedient decisions. 

Admittedly, the fresh food 
exemption was the price of getting 
the support of the Australian 

  CONTINUED

Volume 67    I     2

46       IPA Review       |       ipa.org.au

THE PRIMARY REASON 
FOR THIS MESS IS 
THAT THE BASIC 
ARCHITECTURE 
OF THE SYSTEM IS 
FLAWED. THE FEDERAL 
GOVERNMENT RAISES 
MORE MONEY THAN IT 
DIRECTLY SPENDS AND 
THE STATES ARE IN THE 
OPPOSITE POSITION.

>

  R REFORMING TAXATION



Democrats in the Senate to pass 
the GST legislation. The other 
exemptions, however, were sound 
design features deliberately adopted.  

They were not political 
decisions as much as they were tax 
administration decisions based 
on the difficulties of taxing these 

areas, especially given the heavy 
involvement of government in 
many of these sectors and the 
cross-jurisdictional issues in our 
Federation which could cause 
significant tax churning. They 
were not design flaws of the system 
but were in fact design features 

deliberately taken for good, on-
balance reasons. 

The prime minister has launched 
a taxation debate centred on 
repairing the financial problems of 
the Australian Federation.

The government is in the process 
of producing two parallel white 
papers (government policy positions) 
on reform of the federation and 
on tax reform. In that context, the 
prime minister said in a speech at 
Tenterfield on 25 October 2014 that 
‘the Commonwealth would be ready 
to work with states on a range of 
tax reforms that could permanently 
improve the states’ tax base—
including changes to the indirect tax 
base with compensating reductions 
in income tax’. It is assumed that 
when he spoke about an indirect tax 
option he was clearly referring to 
GST. But what is also clear is that the 
prime minister talked of considering 
‘a range of tax reforms’.

This article explores a different 
option for reform that has been 
considered before but in recent 
times is too readily discarded. It is, 
however, an option that has in the 
past had substantial support in both 
economic and political terms. 

Importantly, it is an option that 
would not raise the overall  
tax burden and consequently 
it should be given serious 
consideration in the government’s 
Taxation White Paper. That option 
is an income tax sharing agreement 
between the federal and state 
governments.

The basic problem that needs to 
be addressed is clearly stated in the 
government’s September 2014 issues 
paper on Federation Reform. This 
paper notes that the states’ revenue 
base is inadequate to fund their 
spending growth responsibilities in 
areas such as health and education. 
Demand is outstripping supply.

A brief history of income tax is 
relevant. Up until 1942, the states 
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levied income taxes. Due to the 
funding demands of World War II, 
it was mutually agreed to hand the 
tax to the federal government. After 
the emergency passed, the federal 
government refused to hand it back.

In 1977, Prime Minister 
Malcolm Fraser proposed a ‘New 
Federalism’ policy and passed 
legislation to allow state income 
tax surcharges (or rebates, for that 
matter) to help states meet their 
funding needs. Unfortunately NSW 
Premier Wran waged a short-

sighted scare campaign on the issue, 
alleging this would lead to ‘double 
taxation’ and the option was never 
taken up.

Fourteen years later, Prime 
Minister Bob Hawke was inching 
towards re-introducing such a 
policy through a series of Special 
Premier’s Conferences when he 
lost the leadership ballot to Paul 
Keating in 1991. Hawke had set up a 
‘Working Party on Tax Powers’ that 
noted one option for reform was the 
introduction of a State Income Tax 
Surcharge. In response, all state and 

territory leaders at the time signed 
a communiqué on 8 November 
1991 calling for its implementation. 
They sought a 6 per cent surcharge 
in a broadly revenue-neutral 
package of reforms, whereby the 
federal government would reduce 
income tax and also payments to 
the states. In other words, it was 
recommended by experts and it 
was politically doable. New Prime 
Minister Paul Keating, however, was 
personally against the proposal and 
it died there and then.

More recently, an income tax 
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surcharge was recommended by 
the National Commission of Audit 
(NCA) in its February 2014 report.

Many so-called experts will 
complain that reordering the 
intergovernmental share of income 
tax revenue would do nothing to fix 
the relative balance between direct 
(e.g. income) taxes and indirect (e.g. 
GST) taxes—the tax mix switch 
issue referred to earlier. There is 
truth to this. 

However when you think 
about it, basically all taxes— 
including GST— are paid out of 
an individual’s earned income. So 
it is not apparent that this is an 
overwhelmingly decisive argument. 
And to make it clear, the income 
tax sharing option that should be 
debated is not designed to raise 
more total revenue, but to substitute 
federal taxes with state taxes, thus 
not increasing the reliance on 
income taxes. 

Indeed, any possible economic 
efficiency benefits from this reform 
would be lost if all that we are doing 
is locking in the deleterious effects 
of further increases in the overall 
tax burden. 

The other economic benefit 
claimed by a tax mix switch is that 
GST as a consumption tax on balance 
encourages further saving. Again, 
Australia does not at present suffer 
from a household savings problem—
with indexes at historical highs.

Helpfully, the NCA not only 
raised the topic; they actually got 
the Treasury to do the economic 
modelling that shows how the 
figures would stack up.

Last financial year, the total 
transfer of funds (tied grants) from 
the federal government to the states, 
not including $51.2 billion in GST 
receipts, was $45.1 billion. The NCA 
notes that of this total, $13.9 billion 
is for National Health Reform 
Funding, $13.2 billion is for specific 
education payments, $3.9 billion is 

for payments for skills, disability 
and housing, and $14 billion in 
payments for 144 different National 
Partnership Agreements).

As an option, the NCA proposed 
that 10 percentage points of the tax 
bracket base between incomes of 
$37,000 and $80,000 be allocated to 
the states. Currently that tax bracket 
attracts a tax rate of 32 per cent. 
So a change would mean that for 
taxpayers in that bracket they would 
actually have a 22.5 per cent federal 
income tax and a 10 per cent NSW 
(or whichever state a tax payer lives 
in) income tax.

Treasury calculated that this 
10 per cent state income tax would 
raise $25 billion. The NCA shows 
that this would allow the federal 
government to completely withdraw 
from all education funding, public 
housing projects and a large 
number of National Partnership 
Agreements.

 Indeed the NCA have also done 
the calculations to show that a once-
and-for-all solution to the otherwise 
intractable problem of distribution 
of GST revenues to states would cost 
$4.9 billion on an annual basis. 

That solution would be to 
largely scrap the existing Grants 
Commission formulas for dividing 
up the money between the states, 
and substitute per capita grants 
based on population. For example, 
today Western Australia argues that 

it only receives 4.2 per cent of GST 
total revenues which is only 10 cents 
in the dollar generated in that state.  
To fix this problem means either 
taking GST revenue off subsidised 
states like Tasmania and South 
Australia or increasing the pool, 
thus the $4.9 billion. The NCA 
argues the ‘top up’ would be found 
from savings elsewhere in the 
federal budget. They argue the 
structural reform would be worth it. 
With that extra money, all 144 of the 
National Partnership Agreements 
($14.0 billion) could also go. 

So the end result would  
address the states’ revenue problem, 
remove the federal government 
from a very large proportion of 
expenditure, and do it without 
increasing total revenues. That is  
a win-win proposition.

After the initial implementation, 
states would be allowed to vary 
their tax take. In a left-leaning 
state—where they seem to reward 
big-spending governments—one 
might see the ALP raise the tax 
from 10 to 11 per cent. In NSW—
where a fiscally responsible Baird 
government can deliver budget 
surpluses—one might see a cut 
to 9 per cent if they thought it 
was sustainable. So be it: that is 
democracy.

We should thank Chairman 
Tony Shepherd and his NCA 
team for having the foresight to 
commission this modelling.

In conclusion, the income tax 
sharing proposal should be the 
basis of a long-lasting reform of our 
Federation. It would not be a perfect 
solution but, as with other options, 
should at least be considered in the 
white paper process. Treasury has 
already done the first cut of the 
economic modelling. Let’s widen 
the debate, forget about increasing 
the GST, forget about raising the 
tax burden, and get on with selling 
federal-state reform. R
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THE INCOME TAX 
SHARING OPTION THAT 
SHOULD BE DEBATED 
IS NOT DESIGNED TO 
RAISE MORE TOTAL 
REVENUE, BUT TO 
SUBSTITUTE FEDERAL 
TAXES WITH STATE 
TAXES, THUS  
NOT INCREASING  
THE RELIANCE ON 
INCOME TAXES. 
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A
dam Smith is a deeply 
underrated thinker. 
This might seem 
like a strange thing 

to say about the author of the 
Wealth of Nations, which is often 
described as free market capitalism’s 
foundational text. Adam Smith 
Clubs around the world sell ties with 
Smith’s face printed on them.

Smith’s fame came during his 
lifetime. In How Adam Smith Can 
Change Your Life: An Unexpected 
Guide to Human Nature and 

Happiness, Russ Roberts recounts 
a story where Smith was invited 

to a dinner party in 1787. At the 
dinner was the then English Prime 
Minister William Pitt, two future 
prime ministers, and the legendary 
abolitionist William Wilberforce. 

When Smith entered, all these 
illustrious figures stood. Smith 
urged them to sit. ‘No,’ responded 
Pitt, ‘we will stand till you are first 
seated, for we are all your scholars.’

No doubt Smith was flattered. 
But we can get some hint of how he 
would have felt about the gesture from 
his other masterpiece, the Theory of 
Moral Sentiments. Smith made it clear 
that the pursuit of fame and fortune 
would not lead to satisfaction or the 
gratification of a life well-lived. 

As Roberts speculates, Smith’s 

This is an intimate little book full 
of reflections of Smith’s ideas, 

explains Chris Berg 
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How Adam Smith Can Change  
Your Life

By Russ Roberts 
Portfolio, 2014, 272 pages

ADAM  
SMITH

CAN CHANGE
YOUR LIFE



fame ‘wasn’t what he planned or 
sought. It was gravy. It came to him 
but he never sought it out. He took 
the quiet road, the one less travelled.’

Roberts is a Research Fellow at 
the Hoover Institution at Stanford 
University but is best known 
for hosting EconTalk, a popular 
economics podcast.  His latest book 
had its origins in one of his EconTalk 
interviews. Roberts was eager to learn 
about Smith’s ‘other book’. From that 
discussion came How Adam Smith Can 
Change Your Life—part self-help guide, 
part Dummies Guide to Smith’s ideas 
about happiness and virtue.

The Theory of Moral Sentiments 
is now only read by specialists, but to 
Smith it was central to his philosophy. 

Written in 1759, Smith revised 
it repeatedly during his lifetime. It 
was his first published book and 
the last work he revised before his 
death. In many ways, the Theory of 
Moral Sentiments offers the moral 
framework upon which the Wealth of 
Nations is based.

Smith’s two books have quite 
different moral outlooks. The Theory 
of Moral Sentiments is all about 
sympathy and how we relate to each 
other—family, friends, acquaintances, 
and strangers. It is about virtue and 
the good life. Smith is particularly 
vehement about the hollowness of a 
life in pursuit of money. Contrast this 
with the apparently morality-free world 
of the Wealth of Nations, where self-
interest rules and social organisation 
relies on disinterested markets.

The difference between Smith’s 
two books has been one of those great 
intellectual puzzles. It has its own 
name, ‘Das Adam Smith Problem’, 
after the nineteenth century German 
scholars who most famously articulated 
it. Roberts argues, convincingly, that 
in both books Smith is in fact writing 
about two scales of human endeavour.

 In the Wealth of Nations Smith 
is speaking about the relationships 
between strangers, separated 

sometimes by continents, and 
sustained by the division of labour 
and anonymous patterns of trade. In 
the Theory of Moral Sentiments, he 
is concerned with the relationship 
between close relations. 

Indeed, one of the arguments he 
puts forward in the Theory of Moral 
Sentiments is how our sympathy for 
others in distress varies according 
to distance and interest. As Roberts 
relates it, Smith’s ideas are useful for 
understanding why we feel the way 
we feel. We are more concerned with 
tragedies nearer to ourselves than those 
far away. A death in the family is felt 
more strongly than a high-casualty 
natural disaster on another continent.

The first step to self-awareness is 
understanding what Roberts calls the 
Iron Law of You—the natural self-
centredness that places our own self at 
the origin of all things. Realising that 
we are not the centre of everyone else’s 
world is a big step for our development 
as toddlers, but it is not a delusion we 
ever completely shed.

Hence Smith’s idea of the 
‘impartial spectator’, a hypothetical 
observer we conjure up to judge 
our actions dispassionately. It is all 
too easy to delude ourselves that 
we are correct; that we are right to 
be offended, or angry, or greedy, in 
social situations. But what would an 
impartial spectator think? 

Smith  has some interesting things 
to say about how our social lives 
moderate sympathy. In strangers we 
meet our impartial spectator. As Smith 
says, the company of strangers has 
a moderating effect on our personal 
emotions. It is easy to be angry with a 
spouse but then find ourselves calmed 
when taken away from that emotion 
by a phone call from work or a routine 
task outside the home. 

Here Smith makes some intriguing 
observations about how our sentiments 
are regulated—coordinated—in social 
settings. Roberts is careful to point out 
that Smith’s thought is in many ways 
quite similar to Friedrich Hayek’s views 
on the coordinating power of markets.

How Adam Smith Can Change 
Your Life is an intimate little book. It’s 
full of Roberts’ personal reflections 
on Smith’s ideas. Roberts structures 
the book with the conceit of talking to 
Smith over the course of an evening, 
whiskey in hand, fireplace crackling. 
But it is more like watching Roberts 
read a conceptually powerful book that 
forces him, every few paragraphs, to 
raise his head out of the pages, clarify 
his understanding, and reflect on his 
own life for a moment. 

The Theory of Moral Sentiments 
may not be any more widely read after 
the publication of How Adam Smith 
Can Change Your Life, but it should be 
more widely understood. R

    William Wilberforce, legendary abolitionist     Prime Minister of England, William Pitt
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American Sniper

Directed by Clint Eastwood 
Released January 2015, 132 minutes

A boy stumbles towards 
a group of US marines. 
Chris Kyle (played by 
Bradley Cooper) watches 
him from above. The 

boy is holding something in a cloth, 
but Kyle cannot see what it is. The 
cloth comes loose momentarily and 
Kyle sees the boy’s grenade. He calls 
to base for instruction, but they 
cannot confirm what Kyle sees. He 
must choose whether the boy lives or 
dies. The boy walks on towards the 
marines, grenade in hand. Kyle stops 
him. A shocked mother rushes to her 
son, only to pick up the grenade and 
sprint towards the marines until Kyle 
stops her as well. And so ends the 

opening scene of American Sniper.
This is film that does not flirt with 

controversy—it’s married to it. And 
it is that controversy that has vaulted 
Clint Eastwood’s American Sniper 
to a higher platform than anyone 
could have anticipated. It is now a 
cultural divide—one cannot merely 
like or dislike the film without being 
labelled part of a larger group, of 
either bloodthirsty warmongers or 
spineless hippies. 

The war of words over the film 
has been fierce. ‘Documentary’ maker 
Michael Moore called all snipers 
‘cowards’ on his Twitter account, 
which prompted former Navy Seal 
Don Mann to call Moore’s claims 
‘beyond ludicrous’ and state that ‘it 

is difficult to understand just how 
anybody could make such a comment.’ 

A list of every extreme view 
about American Sniper would be 
longer than this article, but it does 
raise the question: were all of these 
people watching the same film?

There is no one true 
interpretation of what the film 
stands for, which is why so many 
different interpretations have 
surfaced. 

Is it an anti-war film that just 
happens to graphically demonstrate, 
with the aid of an electrical drill 
and an innocent child, the dark 
inhumanity of terrorists? Or is it 
a pro-war film that just happens 
to show how going to serve one’s 
country can destroy families and 
relationships, and end up costing the 
soldier much more than they were 
expecting to lose?

Amazingly, American Sniper  

JAMES BOLT
Communications Coordinator  
at the Institute of Public Affairs

AMERICAN 
SNIPER

This is a film that doesn’t flirt with controversy—
it’s married to it, writes James Bolt.
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tells both these stories—a rarity for 
war films which have, in the past, 
tended to either make its audience 
focus on the nobility of soldiers in  
the toughest of circumstances—
Patton or Saving Private Ryan—or 
focus on the dark tragedy of conflict 
and its pointlessness—Apocalypse 
Now or Platoon. 

American Sniper is different. In 
this trial of war, you will be shown 
the prosecution and defence in 
equal measure, and your judgement 
will come from you alone. You 
may appreciate the camaraderie 
of the marines, but mourn how 
each individual’s humanity slowly 
disintegrates. You might cheer when 
the film’s villains fall to Kyle, but be 
prepared for the inextinguishable 
villains within the character of Kyle. 

The complexity and ambiguity 
of the film is mirrored within Kyle. 
Cooper and Eastwood have realised 

Kyle in a way that, once again, goes 
against the convention. Kyle is not the 
complete GI. Joe hero upon whom 
the plot is centred; he is a man with 
serious and damaging faults. 

And yet, unlike the tortured 
souls grappling for meaning in other 
war films, Kyle is sure of himself 
and sure of his cause: he will protect 
his country from terrorists and will 
protect his fellow marines, no matter 
the cost to himself. 

The quality of the film should not 
be ignored. Eastwood’s direction is 

assured and impressive. Films with 
two focuses usually end up favouring 
one or neglecting both, but American 
Sniper pays due attention to the two 
fronts it fights. Everything that needs 
to be said is said well. 

It has been eight years since 
Eastwood last directed war films, 
with his impressive Letters from Iwo 
Jima and Flags of Our Fathers. Time 
has not dulled his tools at all. With a 
complete absence of score and smart 
use of camera angles, Eastwood 
brings you firmly into the battle. 
Every door-knock, every raid, every 
decision Kyle makes is shown up 
close and so personally it is almost 
claustrophobic. 

Eastwood’s ability to realise the 
battles for Iraq allows him to subtly 
ask his audience what they would 
do in Kyle’s position. You see the 
grenade the boy is holding and you 
see him approaching the marines. 
What would you do?  

When Kyle is back home, the 
tension does not fall away but re-
imagines itself. The war is over for 
Kyle—what now? His wife wants 
him to be a father to their children. 
She wants her husband back. He 
wants to be back—but something is 
stopping him. In Iraq, Kyle was the 
father the younger marines needed, 
but he finds it difficult to be the 
father his children need now. 

Cooper’s ability to portray 
Kyle’s desire to take action during 
the war, to ‘do something’, is 
countered by Kyle not knowing 
what it is he has to do when he 
is home. Cooper’s work in these 
scenes is outstanding.

American Sniper is riddled with 
duality—war as necessary and evil, 
Kyle as heroic and torn. So, too, 
is the audience torn. There is no 
clear ‘message’ from this, instead 
each audience member is left 
questioning everything they think 
about war. The controversy it has 
created, then, is no surprise. R

FILM REVIEW  R

AMERICAN SNIPER IS 
DIFFERENT. IN THIS 
TRIAL OF WAR, YOU 
WILL BE SHOWN THE 
PROSECUTION AND 
DEFENCE IN EQUAL 
MEASURE, AND YOUR 
JUDGEMENT WILL COME 
FROM YOU ALONE.  
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Hamilton, Madison and Jefferson: it is critical to understand 
the differences between their views, and that the same 

tension still underlies American politics today,  
writes Richard Allsop. 

The  
MEN 
who shaped America



A
nyone seeking to 
understand the tensions 
about the scope and size 
of government in modern 

democratic societies needs to have an 
understanding of the titanic struggle 
between Federalists and Republicans 
in the embryonic United States.

While there were many important 
characters in these battles, including 
Presidents George Washington 
and John Adams, no individuals 
were more crucial in these seminal 
debates than the leading Federalist, 
Alexander Hamilton, and the 
Republicans, Thomas Jefferson and 
James Madison. 

Thus the recent publication of 
two separate books which, between 
them, study the careers of these 
three men is particularly welcome. 
Veteran historian of the period, John 
Ferling, has written a joint study 
of Jefferson and Hamilton, while 
Lynne Cheney, wife of former Vice 
President Cheney, has completed a 
biography of Madison.

In his preface, Ferling describes 
how the mantle of the founding 
fathers has been claimed by a variety 
of successors. The eventual evolution 
of the Republican Party of Jefferson 
and Madison into the modern 
Democratic Party is one obvious 

reason why twentieth century 
Democrat politicians like Franklin 
Delano Roosevelt and Bill Clinton 
might have tried to place themselves 
in the Jeffersonian tradition.  

On the other hand, some modern 
Republican Party Presidents, 
such as Theodore Roosevelt, have 
venerated Hamilton. All of which 
only highlights the ongoing need to 
understand the legacy of Hamilton, 
Madison and Jefferson.

Ferling does not pass judgment 
on the appropriateness of these 
linkages, but what is striking about 
the story he tells is its demonstration 
of how far removed Jefferson would 
have been from either twentieth-
century party. The fact that Jefferson 
was instinctively on the side of the 

ordinary citizen against powerful 
vested interests does not mean he 
would have been a supporter of the 
New Deal or universal health care 
as some have claimed. It is quite 
clear that Jefferson believed that the 
best way to protect ordinary people 
was to ensure that government was 
as small as possible. Hamilton, on 
the other hand, would have been 
pleasantly surprised by the strength 
of the modern state.

Jefferson and Hamilton came into 
open conflict as members of George 
Washington’s Cabinet in 1791, when 
Hamilton’s proposal—as Treasury 
Secretary—to establish a national 
bank brought the philosophical 
differences between the two men into 
practical focus. Ferling explains that 
such a conflict was inevitable, since 
‘at heart, this was a dispute about 
“their conflicting views of human 
nature.” Jefferson was an optimist; 
Hamilton was a pessimist’. Hamilton 
believed strong governments were 
required to handle the fact that 
people would always be driven by 
a selfish desire to accumulate as 
much as possible. Jefferson, on the 
other hand, believed that people 
were naturally good-natured and 
thus ‘social unrest was unlikely in 
republics with small, unobtrusive 
governments’. Jefferson saw the 
national bank as the first step 
towards increasing the power of the 
central government and returning to 
a monarchical style of government 
under a republican fig leaf. 
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Jefferson and Hamilton: The 
Rivalry That Forged A Nation

By John Ferling 
Bloomsbury Press, 2013, 436 pages

James Madison: A Life 
Reconsidered

By Lynne Cheney 
Viking, 2014, 564 pages

NO INDIVIDUALS WERE MORE CRUCIAL IN THESE SEMINAL DEBATES THAN THE 
LEADING FEDERALIST, ALEXANDER HAMILTON, AND THE REPUBLICANS, THOMAS 
JEFFERSON AND JAMES MADISON. >
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 While Hamilton’s support for 
banks and business has caused 
him to be regarded as a supporter 
of modern capitalism, Jefferson’s 
opposition to contemporary 
industrialisation has sometimes seen 
him depicted as anti-capitalist. 

Yet Ferling explains that Jefferson 
did not object to industrialisation per 
se; only to government subsidising 
its growth. More significantly, 
Jefferson was vehemently opposed 
to the accumulated prohibitions and 
duties by which Britain controlled 
international commerce. He dreamt 
of the replacement of the regulated 
system by one where each nation was 
free ‘to exchange with others mutual 
surpluses for mutual Wants’.

The irony was that, while 
Hamilton wanted the United 
States to be closer to Britain, his 
Federalists were often likely to 
push towards war as an excuse to 
grow the fiscal-military state. As 
Jefferson remarked, the Federalists 
wanted ‘armies and debts’, whereas 
he argued that the ‘sum of good 

government was restraint in 
spending’. When the new larger 
army created by the Federalists was 
actually deployed, it was as likely to 
be against domestic tax protestors as 
actual foreign enemies. 

It was Hamilton’s overreach in 
1798-99, in particular the imposition 
of the Alien and Sedition Laws to 
stifle dissent, that led to the defeat 
of the Federalists in the 1800 
Presidential election. The orderly 
transfer of power in early 1801, from 
one ideologically-based party to 
another, was in Cheney’s words ‘a 
turning point not just for the United 
States but for the world’. 

It ushered in a period of the 24 
years of rule by Republicans from 
Virginia, Jefferson being followed 
in office by his friends James 

Madison and James Monroe.
Understandably, given that 

the nature of his work is the 
comparative biography of two 
men, Ferling tends to underplay 
or even disparage Madison’s role, 
often presenting quite different 
interpretations to Cheney’s. 

For instance, shortly after Jefferson 
lost the 1796 presidential election, 
he drafted a letter to the victor John 
Adams and then showed it to Madison. 
Cheney’s view is that the draft was 
‘haughty and harsh’ and that it was 
wise of Madison to advise that it not 
be sent. In contrast, Ferling argues that 
the failure to send the letter meant that 
the prospect of a closer relationship 
between Adams and Jefferson was 
destroyed. To compound his error, at 
the start of the Adams administration, 
Madison declined to be part of a 
diplomatic mission to Paris. 

In Ferling’s view, these ‘twin 
negatives’ comprehensively altered 
the course of the next four years, 
putting Adams more under 
Hamilton’s influence and sending the 
nation towards the extremes of the 
Alien and Sedition Acts.

There have only been a modest 
number of Madison biographies and 
the definitive work is usually still 
considered to be Ralph Ketcham’s 
1971 effort, James Madison: A 
Biography. One reason that Madison 
has perhaps been a less appealing 
subject for biographers than some of 
his contemporaries is that his private 
life was less colourful than either 
Jefferson’s or Hamilton’s—he did not 
sire children with a black slave like the 
former, or get killed in a duel like the 
latter. 

Cheney tries to add interest to 
her subject’s personal behaviour by 
providing little homilies linking 
Madison’s life to universal feelings. 
For instance, when considering 
Madison as a suitor, his future wife 
Dolley realised he ‘would treat her 
with kindness and thoughtfulness’, 

    James Madison, fourth President of the United States of America

MADISON WAS ONE OF 
THE KEY FIGURES IN 
ALMOST ALL THE BIG 
DEBATES FOR THREE 
DECADES FROM THE 
1780S ONWARDS.
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something which she ‘like many a 
woman before and since, might have 
found … the most essential point’.

Cheney is conscious of the 
fact that Madison has sometimes 
been portrayed as ‘weak and shy’ 
and an attempt to explain the 
contradiction between these alleged 
characteristics and ‘the grandeur of 
his accomplishments’ was part of her 
motivation for writing the book. A 
younger contemporary, Henry Clay , 
worried that nature had cast Madison 
‘in too benevolent a mold’.

However, Cheney argues that ‘the 
genial manner Madison assumed with 
most members of Congress seems 
to have kept them on occasion from 
realizing the audacity of his decisions’. 

Madison was one of the key figures 
in almost all the big debates for three 
decades from the 1780s onwards. 
He gave particular thought to the 
delivery of religious toleration and, 
as Cheney describes, ‘upending the 
conventional wisdom of his time, he 
would argue that a large republic had 
a better chance than a small one’ of 
achieving it, because the greater range 
of competing interests would make it 
harder for any single interest to impose 
authoritarian control. 

In practical terms, it was he who 
secured passage through the Virginia 
legislature A Bill for Establishing 
Religious Freedom which Jefferson had 
authored years earlier. The bill made 
it clear that ‘all men shall be free to 
profess and by argument to maintain 
their opinions in matters of religion’. 

Madison, along with Hamilton and 
John Jay, was also one of the authors of 
the Federalist Papers, one of the most 
important tracts in political history. 

This, and other, associations with 
Hamilton in the 1780s has been one of 
the main exhibits in some historians 
charging Madison with political and 
policy inconsistency. 

Cheney provides a good 
explanation of why Madison was 
a strong nationalist in the 1780s, 
when the biggest threat to the new 
republic was that the states would 
be too strong, and a strong defender 
of states’ and citizens’ rights in the 
1790s when the full extent of the 
centralising Hamiltonian agenda  
had become clear.

After the defining event of his 
Presidency, the War of 1812, it can be 
argued that Madison shifted again. 
Madison had an instinctive dislike 
of war as it led to the other threats to 
liberty, particularly debt and taxes. 

However, in the aftermath of that 
war, he came around to the view that 
the United Sates required a stronger 
standing army to protect the nation’s 
security. He also decided that it needed 
a national bank to prevent another 
government financial default as 
occurred in 1814.  

Right to the end of his presidency 
Madison retained a respect for 
the constitution. He vetoed an 
improvements bill for roads and 
canals, arguing that, until the 
constitution was amended to allow the 
federal government to do this, it should 
not occur. By then, the Federalist Party 
had largely faded from the political 
landscape, but its ideas have proved 
much more resilient.

In 1796, in the lead-up to the first 
contested presidential election in 
United Sates history, Jefferson wrote 
that there were now two American 
political parties, ‘one which fears the 
people most, the other [fears] the 
government’. In many democracies 
over the subsequent two hundred 
years the ability to discern that 
fundamental political distinction has 
become horribly blurred. 

If people cannot appreciate  
why the Republican Party of 
Jefferson and Madison fought 
Hamilton’s Federalists so vigorously, 
then the threat of big government 
to ordinary citizens will remain 
misunderstood. R 

THE BEST WAY TO 
PROTECT ORDINARY 
PEOPLE WAS TO 
ENSURE THAT 
GOVERNMENT WAS AS 
SMALL AS POSSIBLE.

>

MAY 2015      |       IPA Review       57

    Alexander Hamilton, staunch promoter of  US Constitution and founder of the Federalists Party

BOOK REVIEW  R



           WHEN  
MONOPOLIES  
WORK

    Peter Thiel

 Zero to One rightly sings 
the praises of the profound 
innovations enhancing every 
aspect of our lives, writes Dr 
Mikayla Novak



W
hen one of the 
leading participants 
in the development 
of the digital 

economy writes a book about the 
essences of business management, 
entrepreneurship, and innovation  
in the modern world, it pays to  
sit up and take notice of what he  
is writing.

When the author happens to be 
Peter Thiel—the billionaire Paypal 
founder, investor in Facebook, 
LinkedIn, SpaceX and Airbnb, and 
philanthropist to such causes as 
sea steading (permanent dwellings 
at sea, out of reach of government 
interference)—the book promises to 
be most instructive.

Thiel’s book Zero to One: 
Notes on Startups, or How to Build 
the Future certainly does not 
disappoint on that score. 

Thiel’s central idea is that 
it takes more than the mere 
replication of existing goods and 
services available to durably extend 
the bounds of an economy. 

For all the controversy 
globalisation elicits, Thiel sees 
it as merely facilitating an act of 

replication, albeit on a massive scale:
Taking things that work 
somewhere and making them work 
everywhere ... The Chinese have 
been straightforwardly copying 
everything that has worked 
in the developed world: 19th 

century railroads, 20th century air 
conditioning, and even entire cities. 

But to truly lift economic 
performance to another level, we 
need new productive ventures 
which provide previously 
unanticipated goods and services.

Or, in Thiel’s words, it is the 
transformative, disequilibrium 
leap from ‘zero to one’ and 
the provision of new goods 
and services which makes our 
lives prosperous and enables 
f lourishing. 

           WHEN  
MONOPOLIES  
WORK

DR MIKAYLA NOVAK
Senior Fellow at the Institute  
of Public Affairs

PERHAPS THE MOST OUTSTANDING FEATURE OF  
PETER THIEL’S ZERO TO ONE IS NOT SO MUCH ITS 
CONTENT, BUT THE SHEER FACT THAT A PRIVATE  
SECTOR ENTREPRENEUR HAS TAKEN THE EFFORT  
TO WRITE ANYTHING ABOUT THE KEYS TO ECONOMIC 
SUCCESS IN THE MODERN WORLD AT ALL.

>
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Zero to One: Notes on Startups, 
or How to Build the Future

By Peter Thiel
Crown Business, 2014, 224 pages
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From conventional to cloud 
computing through to the 
hypothesised technologies to extend 
human lifespans, Thiel’s book puts 
technological developments front 
and centre as the single enabling 
thread that makes it possible for big 
economic leaps to take place.

Thiel is thus a full-throated 
supporter of monopolistic positions 
in the market, as created by 
entrepreneurial efforts that win 
the approval of consumers. This 
support for monopoly stands in 
sharp contrast to the elegant—
though unrealistic—model of 
perfect competition pervading 
our economics textbooks, 
which envisions a world of fully 
knowledgeable price-taking 
suppliers supplying the market with 
homogenous products. 

The underlying basis for Thiel’s 
support for monopoly, however, is 
the fundamental virtue of economic 
transformation. As Thiel states 
it, ‘creative monopoly means new 
products that benefit everybody 
and sustainable profits for the 
creator. Competition means no 
profits for anybody, no meaningful 
differentiation, and a struggle  
for survival’.

The key here is that markets 
must remain sufficiently open 
to new entrants, so at least 
contestability pressures ensure that 
innovators who secure monopoly 
positions— such as the initial stages 
of Rockefeller’s Standard Oil or 

Gates’ Microsoft—are kept on guard 
to keep delivering quality, affordable 
products for the buying public.

Given the need for Schumpetarian 
innovation (new products, markets, 
managerial techniques) to outrun 
government stupidity (taxes, 
regulations, wasteful spending), it 
is somewhat surprising that Zero 
to One devotes little attention as to 
how public sector intervention, more 
often than not, harms market-led 
betterment ventures.

But what Thiel does say about 
government is vitally important. 
Specifically, he refers to the 
changing nature of government 
that increasingly prioritises 
keeping up with short-time horizon 
redistributional concerns:

The government mainly just 
provides insurance; our solutions to 
big problems are Medicare, Social 
Security, and a dizzying array of 
other transfer payment programs ... 
To increase discretionary spending 
we’d need definite plans to solve 
specific problems. But according to 
the indefinite logic of entitlement 
spending, we can make things 
better just by sending out more 
checks.

The ultimate consequence of this 
strategy adopted by governments 
worldwide is a rapid increase in 
public sector indebtedness, implying 
future tax increases which would 
destroy the very private capital 
needed to ensure the unique 
innovations and robust economic 
growth that Thiel praises.

In a particularly interesting 
contribution, Zero to One describes 
the pitfalls surrounding the emergence 
of the renewable energy investment 
bubble, mainly induced by government 
subsidies and regulatory holidays.

Thiel makes the poignant 
observation that Cleantech 
companies effectively courted 
government and investors, but they 
often forgot about customers. They 

learned the hard way that the world 
is not a laboratory: selling and 
delivering a product is at least as 
important as the product itself.

Now, Peter Thiel considers that 
meeting our future energy needs 
will ultimately depend upon a 
judicious mixture of technological 
developments and of market 
adaptations, but these need to be 
strictly of small, incremental scales 
and backed by hardheaded business 
plans and cost-benefit analyses.

Perhaps the most outstanding 
feature of Peter Thiel’s Zero to One 
is not so much its content, but 
the sheer fact that a private sector 
entrepreneur has taken the effort 
to write anything about the keys to 
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CONTESTABILITY 
PRESSURES ENSURE 
THAT INNOVATORS WHO 
SECURE MONOPOLY 
POSITIONS … ARE KEPT 
ON GUARD TO KEEP 
DELIVERING QUALITY, 
AFFORDABLE PRODUCTS 
FOR THE BUYING PUBLIC.
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economic success in the modern 
world at all.

The tenets of modern socialism—
loosely characterised by a set of 
beliefs such as tax confiscation from 

creative entrepreneurs, subsidy 
privileges for renewable energy 
capitalists and public sector workers, 
regulatory shelters for unionists, 
and Nanny State interference in the 
lifestyle choices by individuals—
have innumerable defenders in the 
academic and media spheres.

Defenders of the right to exercise 
economic liberties—provided those 
liberties are exercised honestly and 
with due regard to the rule of law— 
are few and far between.

This disparity in the relative 
numbers of troops in the battle of 
ideas, as it were, is unfortunate, 
though perhaps understandable for 
the business community given the 
threat of adverse tax and regulatory 

changes if business leaders step out 
of the politically correct line.

Nonetheless, we need  
business leaders and entrepreneurs 
to stick their necks out, at least  
once in a while, to defend the  
merits of producing goods and 
services, at great cost and under 
uncertain conditions, for the 
masses, and receiving a profit as 
reward for efforts.

More than simply a business 
management self-help book, Zero 
to One is an original contribution 
which rightly sings the praises of the 
often profound and radical market-
tested innovations enhancing every 
aspect of our lives. It is deserving of 
the widest reading audience. R
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WE NEED BUSINESS 
LEADERS AND 
ENTREPRENEURS TO 
STICK THEIR NECKS 
OUT, AT LEAST ONCE 
IN A WHILE, TO DEFEND 
THE MERITS OF 
PRODUCING GOODS 
AND SERVICES … AND 
RECEIVING A PROFIT 
AS REWARD FOR 
EFFORTS.
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A metallic, five-pointed 
Tudor rose glints 
menacingly from the 
dust cover of Dan 

Jones’ The Hollow Crown, looking 
suspiciously like the emblem for 
a new instalment of George R. R. 
Martin’s A Song of Ice and Fire series. 

This book isn’t fiction, however. 
It details an important episode in 
British history: the Wars of the 
Roses. Traditionally dated 1455-
1487, these were a set of civil wars 
and dynastic conflicts in the later 
fifteenth century which resulted 
in the near extinction of the 
Plantagenet line of kings and the rise 
of the new Tudor dynasty.

The Wars of the Roses were 
part of the sequence of events that 
brought medieval England into the 
modern age. Even in Australia, the 
significance of this era of history 
should not be discounted. Besides 
inspiring writers over the ages 

(think Shakespeare’s Richard III), 
the Wars of the Roses helped shape 
the course of British history, which 
is an integral part of our heritage.

UK-based historian Dan Jones 
is emerging as a popular writer 
of medieval English history. His 
previous book—The Plantagenets: the 
Kings Who Made England (2012)—
became a bestseller in the United 
States upon its launch in 2013.  

An accomplished journalist as  
well as an astute historian, Jones 
uses his experience in journalism  

to understand what gets people 
hooked on reading about other 
people’s lives.

The Hollow Crown is a sweeping 
account of overleaping ambition, 
rivalry, battles, spectacle, and courtly 
intrigue. Told as a narrative, the 
history runs from the heyday of 
Henry V’s French conquest, to the 
blood-strewn battlefields of Towton 
and Bosworth, to the tense ascension 
of the Tudors. 

Over the centuries, writers 
from Shakespeare to Walter Scott 
have popularised the convenient 
summary promoted by historians 
of the Tudor era onwards: that these 
‘Wars of the Roses’ were fought 
between two rival dynasties—the 
house of York, represented by 
a white rose, and the house of 
Lancaster, represented by a red rose. 

Both the Yorkists and the 
Lancastrians claimed superior 
descent from the Plantagenet 
kings, but when Henry Tudor, a 
Lancastrian, took the throne and 
married Elizabeth of York, the rival 
houses were finally united and 
reconciled and peace was restored 
to the realm. Red and white rose 

WARS

CARLA SCHODDE
Former Researcher at the Institute 
of Public Affairs

ROSES
the

of the
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The Hollow Crown: the Wars 
of the Roses and the rise of the 
Tudors

By Dan Jones 
Faber & Faber, 2014, 434 pages



ROSES were combined together to form the 
Tudor rose, the new symbol of the 
Tudor dynasty.

That is the version most people 
are familiar with—romantic, 
elegant, so neatly summarised in the 
image of the red-and-white Tudor 
rose—but it isn’t the story historian 
Dan Jones has to tell. 

The Hollow Crown uncovers the 
longer history of the Wars of the 
Roses. It begins with the unexpected 
death of King Henry V in 1422—a 
strong king with a magnetic 
personality who had achieved 
outstanding victories in France. 
Upon his death, he left the crown to 
his nine-month-old son, Henry VI.

Although it was obvious that the 
infant child was much too young to 
give orders or take counsel, the English 
nobles, bound by custom to honour 
their rightful born king, carefully set 
up a temporary protectorate. 

This system had to maintain order 
and run the machinery of government 
for the decade and a half it would take 
for young Henry VI to grow up.

It was a tense wait, but Henry’s 
caretakers held the kingdom 
together. What no one was 
prepared for, however, was Henry 
VI’s personality when he came of 
age—pious and scholarly, but weak, 
vacant, always easily swayed by 
whoever spoke to him last. 

Unlike his father, he never 

matured into a spirited, wilful 
personality who could lead troops 
in battle or intervene in disputes 
between nobles. For the better part 
of his reign, Henry VI continued to 
rule as if he were still ten years old 
and the grown-ups could make all 
the decisions for him.

Henry VI’s noble subjects lost 
confidence in their king. Feuds 
between great families and personal 
rivals boiled unchecked. A popular 
revolt was violently put down with a 
battle on London Bridge. The lands in 
France were successively reconquered 
by the French, sending thousands of 
English soldiers and their destitute 
families back to England as refugees. 
As public order began to collapse, 
brigands and lawbreakers took to 
looting the countryside.

The stage was set for local 
magnates to raise armies of their 
own and back rival claimants to  
the throne.

Yet in the violence of the next 
few decades, it is not so much the 
bloodlines of York and Lancaster 
that stand out in this retelling, but 
the personalities of headstrong 
individuals. For instance, after just 
six years in power, the first Yorkist 
king, Edward IV, had to confront 
his own brother and his former 
kingmaker in pitched battle over 
control of the throne—a Yorkist 
against Yorkists. 

In the age of civil turmoil 
and royal usurpation, personal 
grievances often appear more 
pertinent to the course of events 
than dynastic loyalty.

While retelling the lives of 
the greats, the author refrains 
from injudicious favouritism. The 
character of Richard III—whom 
Shakespeare thoroughly demonised 
as a hunchbacked usurper in the play 
of the same name— tends to divide 
people. But Jones treats Richard 
III carefully, neither covering  up 
his ruthlessness nor ignoring his 
successes.

Importantly, when the historical 
record is silent or conflicted on an 
issue, Jones notes what we cannot 
know and leaves the reader to make 
up his or her mind. ‘You’ve got to 
admit what you don’t know and 
what the limits of the knowledge 
are’, Jones said in an interview with 
Diane Rehm, ‘because otherwise, 
you’ve strayed out of history and 
you’re into fiction.’

Dan Jones’ magnificent 
treatment of the Wars of the Roses 
in The Hollow Crown proves to the 
reader that the history of this era is 
a tale well worth the telling. It will 
interest anyone who wishes to know 
more about the rise of the Tudor 
monarchs, or those who would 
like to read British history in an 
engaging, popular format. R
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The Institute of Public Affairs has brought together this collection of 21 
essays by outstanding authors including Professor Richard Lindzen, 

Andrew Bolt, Professor Ian Plimer, Mark Steyn, Professor Stewart 
Franks, James Delingpole, Professor Bob Carter and many more. These 
authors have been a constant and steady voice for reason in the climate 

change debate,  and the IPA is proud to publish this important work.

To purchase your copy visit:

http://thefacts2014.ipa.org.au

AVAILABLE NOW
$AUD 24.95

‘Y
ou can’t say “the black 
kid over there”. No, 
it’s “the guy with the 
red shoes.” You can’t 

even be offensive on your way to being 
inoffensive.’ Those are the words of 
world famous American comedian 
Chris Rock on why he doesn’t perform 
at American colleges anymore.  
Apparently they aren’t the great 
marketplace of ideas they used to be. 
Who knew?

But if comedians can’t be bothered 
performing at universities these days, 
at least we can laugh at some of the 
absurd things the American campus 

thought police got up to last year, as 
reported on Reason’s excellent blog.

During a recent public 
discussion on free speech at  
Smith College—a women’s liberal 
arts school—President of the 
college Kathleen McCartney used 
the word ‘crazy’. When the college 
newspaper reproduced a transcript 
of the discussion, they wrote 
McCartney’s statement as follows: 
‘We’re all just wild and (ableist 
slur), aren’t we?’ What’s more, the 
transcript was prefaced with the 
following impressively gargantuan 
‘trigger warning’:

Racism/racial slurs, ableist slurs, 
antisemitic language, anti-
Muslim/Islamophobic language, 
anti-immigrant language, sexist/
misogynistic slurs, references to 
race-based violence, references to 
antisemitic violence.

Looks like the discussion covered all 
the big issues. 

At Broward College in Florida, 
22-year-old conservative activist 
Lauren Cooley ran into trouble with 
campus security for asking students 
walking to and from class whether 
they thought that ‘big government 
sucks’. Security told her that openly 
discussing politics was prohibited 

and that she must move to one of the 
‘free speech zones’ located around 
campus or else she would be arrested. 

Free speech zone? I thought the 
United States of America was a free 
speech zone. 

The Dean of Students at the 
University of Minnesota publicly 
apologised for students holding 
a fiesta-themed galactic bowling 
party where some attendees wore 
sombreros and ponchos. She 
gave the Latina/o and Chicana/o 
communities the sinister assurance 
that the students involved would  
be ‘educated’. 

But this is my favourite. At the 
University of California students must 
identify certain words and phrases as 
‘problematic’ before they can register 
for classes. These include, ‘bitch’, ‘pimp’, 
‘slut’ and the phrase ‘I’d hit that’.

University is a great opportunity 
for people to broaden their horizons, 
consider the weighty questions that 
have confounded the great thinkers 
of history, and have their own 
perspectives challenged. Maybe. But 
first, the University of California 
wants to make doubly sure that its 
students know that saying ‘I’d hit  
that’ isn’t really appropriate in  
polite society.  R

THE MODEL  
OF A MODERN  

MAJOR  
UNIVERSITY
Where you ‘learn’ 
‘appropriate’ speech for 
a ‘civilised’ people—or 
else! Peter Gregory

STRANGE TIMES
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