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Section I

The 'Macro' Issues

1 Introduction
The aim of this book is simple: it sets out to provide a policy manual
for government in Western Australia. It is, in this respect, much like
Mandate to Govern, published in 1987 by the Australian Institute for
Public Policy, and Project Victoria, published jointly last year by the
IPA and the Tasman Institute.
The book falls naturally into two parts. In the first, we look at the
two overriding areas of concern: the processes of government, and
then government economic activity in its three main aspects—debt,
taxation, and expenditure. In the second part, we look more closely at
individual policy areas, some in considerable detail. This second part
is not exhaustive; space and resources have imposed limits. But
where possible, we have alluded to other starting points for policy
analysis (as, for instance, in describing approaches to the reform of
public trading enterprises). And some of the gaps will be filled by
subsequent IPA studies. It is worth saying, too, that we have not
adopted a 'razor-gang' approach in any policy area. While we believe
that, in general, governments in Western Australia have undertaken
too many activities and have performed with less than ideal
efficiency, Western Australia is not facing the sort of fiscal crises all
too evident in Victoria, and can afford (though not for too long) the
luxury of approaching reform from the basis of fundamental policy
analysis without the huge pressure to retrench faced by Victorians.
Like Mandate to Govern and Project Victoria, this is essentially a
practical document, offering workable solutions to what have often
become unworkable situations. But given the very wide range of
government functions, even in a relatively small polity like Western
Australia's, it will not be practicable to argue every case from alpha
to omega. In this explanatory chapter, therefore, we will set out the
minimum principles on which our judgements and recommendations
in the following sections will be based. (As far as possible, never-
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theless, each chapter that follows stands on its own and can be read
in isolation as a policy response to each set of conditions described.)
We can approach the basic principles in two ways—although
they can lead to much the same end.
In the first approach, we can look at the problem as it faces the
new government on the first Monday after their victory in the 1993
election: the election is over, where do they go from there?
The ministers might usefully think of their new government in
exactly the same way as a new board of directors which has just
successfully completed a takeover of an unsuccessful company. The
board sits down with its new management, and, inevitably, some of
the old senior management who have survived, and takes a long look
at what the company has to do to prosper—and to satisfy the shareholders. They have to decide what activities the new company has
done well in, and can continue to do well in; how those can be done
better; what the 'core activities' will be; what activities to get out of;
what bits of the company to close down; what bits can be sold off;
what bits simply to terminate. This is really starting from scratch—in
government terms, we might call it 'zero-based programming'.
Zero-based programming is, in fact, exactly what every government should undertake early in its life—a theoretical ideal, like zerobased budgeting in the annual budget cycle. The problem is that no
government ever really does it. (To a certain extent, the idea is catching on: a number of new State governments have started their term
with an 'audit' study of government functions—a course we recommend and which is now being followed here.) The reasons for not
starting from scratch in this way are not hard to find. Government is,
by its very nature in practice, incremental. New functions, new ways
of doing things, are simply added to the old; new programmes are
added to the old (social security and labour market programmes are
classic examples). Because politicians come and go, while the bureaucracy lasts for ever, there is an imbalance of information and skills.
No new government ever knows exactly what is done, or who does
what; and bureaucrats have a natural interest in preserving their
near-monopoly on the supply of information.
All too often, by the time even the most determined ministers
have mastered their portfolio content and perfected their management skills, the next election is upon them. This is, as it happens, not
an immutable fact of life. Despite variations in the trend from one
government to another, there is a gradual trend to better information.
Even the programme statements contained in recent Western Aus2
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tralian budget papers are a considerable improvement on past
practice. They do make possible a basic review of at least broad functions in the starting-from-scratch method we have been talking about.
How would this new government, our new board of directors, go
about its task? It could start by applying a simple set of tests to each
function or activity of government progressively uncovered. This
could be expressed in a series of logical questions, which might look
like this.
• Is this an activity that needs undertaking at all? Is it, in some
general but real way, 'in the public interest'?
• If it is, is it something in which government has a necessary and
legitimate interest?
• If so, is it something that government should provide, or should
government merely oversee its provision—by funding other providers or consumers, by enforcing standards, or by compulsion?
• If it is an area for government provision, then which is the most
appropriate level of government to provide? And what is the
most efficient way of providing?
Even a set of quite simple tests like this will, if asked rigorously, yield
answers which are, by traditional Australian standards, quite surprising. For hundreds of years, for instance, the provision of services in
justice—from arrest to imprisonment—has been assumed to be a
matter entirely for government. Quite suddenly, that assumption has
broken down: we have, on the one hand, an embryonic and growing
system of 'alternative dispute resolution' which is in effect a system
of privatised justice, and, on the other, a move to privatised gaols,
already a reality in Queensland and New South Wales.
This is, then a useful way of approaching the question of the role
of government. But it is, at best, of limited use. It depends too much
on assumptions which are all too easily exempt from question. Too
often, in fact, it will break down at precisely the wrong point: at the
third question. Too often the assumption will be that if a service is
deemed to be in the public interest then it must be provided by government. Education, housing and health are perhaps the most obvious examples of this: since it is widely accepted that citizens should
have an entitlement to certain basic levels of education, shelter and
health care, most policy-makers then, sometimes knowingly but
usually not, go on to operate on the further assumption that
government must itself directly provide the service in question. At
best we finish up with the patchy and half-hearted version of economic rationalism, driven by budgetary difficulties, which has charac3
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tensed much Australian government over the last decade; at worst,
government characterised by incrementalism and defence of the
status quo. Something more rigorous is needed.
Our second approach to the problem of defining the scope and
limits of government, then, is to look more closely at the very rationale of government itself, and at the values which underlie it. This
can, of course, proceed by assertion. It is easy to say that one believes
in liberty or equality or a free market or social justice or divine providence. The preferences of the present document are indeed for
liberty, democracy, a free market, the rule of law, and limited government. Insofar as those, like any other similar preferences, depend on
no more than enthusiasm and the lessons of history, they also lack
rigour. (The reader who thinks that the simple statement of preferences is enough, however, may now skip to the next chapter.) Something more defensible can be offered. It, too, will involve some
assumptions, though not as many.
Perhaps the simplest and least contentious assumptions arise if
we consider government as a means of public or collective choice.
The best rationale for a limited government is that to the extent
that collective choice, or decision-making, is limited, individual
choice or decision-making is increased.
This is almost self-evident, and applies to all areas of government;
it assumes little more than that individual choice is in itself valuable,
and that collective choice will rarely if ever be unanimous. The consequences can perhaps be most immediately seen in the area of fiscal
decision-making. Collective choices which involve collective expenditure necessarily involve the taxation of individuals. That has a number of implications: the collective choice will be unlikely to reflect the
choices of all individuals within the given area of decision; but also
the collective choice within one given area will diminish the resources available to the individual to make choices within the same and
other areas.
All individuals, to different degrees, tolerate some violation of the
realm of their individual choice by the force of collective choice.
Although there are very good arguments for limiting strictly the
extent of that violation, what is of equal concern to us here is what
arises when we pursue, in a reasonable or commonsense fashion, the
consequences of collective choice in operation. It may be useful to
bear in mind that we are talking in generalities, not proposing iron
laws of political or human behaviour.

4

Introduction

In the making of any given decision, some choices will be very
wrong, some very right, and a lot will not be of much consequence,
right or wrong, at all. A major problem with collective choice is that
the costs of wrong decisions fall on all individuals, including those
whose individual choices in the given matter might have been different. Individuals, on the other hand, for the most part bear the costs
of their own individual wrong decisions. Because of that, individuals
can, further, learn from both wrong and right decisions; whereas
those who make collective decisions—governments—for the most
part do not. Individuals, importantly, operate within and with the
market, responding to market signals in all their infinite complexity.
The market in this sense is not only the sum of all the information
about economic activity, but the most efficient way we have of transmitting that information.
To complicate matters, the cost to each individual of a wrong
collective decision is often so low as to be insignificant compared
with the cost of rectifying the decision or preventing a recurrence.
The same consideration of cost applies in other more important areas.
While individuals see quite clearly the cost of deciding as individuals
to purchase any given good or service, the cost to the individual of
any individual share of a collectively provided good or service is far
from clear. It may be literally incalculable, not least for want of adequate information, particularly about the nature of the inevitable
cost/benefit trade-off. Or the cost may be so apparently slight that
the incentive to refuse the benefit, to seek change or to prevent its
provision is again extremely small.
The dispersal of cost also operates so as to influence the setting of
the public policy agenda—the decisions on which items actually
come forward for collective choice. Representative government
works in such a way as to ensure that preference will often go to
items which are the concern (for economic or non-economic reasons)
of small groups of individuals for whom the cost of organisation is
outweighed by the expected benefits. The broad issues, of interest to
much larger numbers of individuals, will tend, on the other hand, to
be the concern of no one.
In choosing their representatives—that is, in the election process—individuals are given a choice between two or three huge
bundles of policies. The policies will be a mix of those which appeal
to broad sections of voters and those designed to attract small interest
groups. The costs may or may not be identified and separated. Given
the problem of information here, the rational voter will vote accord5
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ing to identifiable interest. No voter, rational or not, has the ability to
unbundle the policies; and it will be in the interests of both politicians
and bureaucrats to prevent unbundling.
The problem of information offers another relevant distinction. In
making decisions, individuals will never have access to perfect information, but the information available is likely most of the time to
correspond reasonably well to the scale of the decision. Collective
choices, government decisions, on the other hand, being significantly
greater in scope, will tend to be made on the basis of necessarily
inadequate information, and stand a significantly higher chance of
being wrong. And since neither bureaucrats nor politicians ever
possess full price information, collective decision-making by political
processes is likely at best to be inefficient.
Further, in transactions between individuals, it is in their mutual
interest to work within a framework of rules, formal and informal;
rules which specify or imply important features such as enforceability and predictability. This, importantly, improves the ability of
individuals to make decisions about quite distant futures. Governments, on the other hand, come to prefer an absence of rules (or an
unmanageable accumulation of conflicting rules, which amounts to
the same thing) so as to increase their apparent effectiveness. While
not binding themselves, they tend to wish to bind individuals by
compulsion. This affects not only the ability of individuals to make
individual decisions in which government is a factor, but necessarily
affects the operation of rules between individuals in other matters.
Finally it must be noted that the self-interest of individuals,
operating under any reasonable set of mutually-agreed rules, is constrained simply by scale in terms of its possible harmful effects on
other individuals. Self-interest expressed through collective choice,
on the other hand, is virtually unconstrained in its capacity for harm.
Conversely, the most visible beneficial effect of the operation of
individual self-interest under these conditions is the creation of
wealth; while the self-interest of the collective is satisfied in other
ways, ways which, except in certain limited circumstances (such as
the creation of beneficial rules), do not create or increase collective or
individual wealth. In particular, the self-interest of politicians and
bureaucrats will tend toward goals such as re-election, power and
tenure. These are usually achieved through exploiting the deficiencies of the collective political process.
'Harmful effects' can be taken to include other less obvious
matters. The ability of one individual in pursuit of self-interest, for
6
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instance, to do harm by denying choice to other individuals in pursuit of their self-interest is necessarily limited even when mutuallyagreed rules are relatively weak. The collective ability to deny choice,
to restrict areas of choice, particularly by the establishment of monopolies of all kinds, is more or less unlimited—as is the capacity for
consequent harm.
None of this implies any substantive difference in nature between
humans acting as individuals and humans acting as part of the collective (whether merely as voters or as members of the collective's
decision-making apparatus—that is, politicians or bureaucrats). The
problem is precisely that individuals behave in much the same manner, for much the same reasons, in both roles.
This minimal explanation is useful in a number of ways. It
justifies, rather than merely asserts, the values mentioned above as
underlying the approaches to government which follow. It also
makes clear the connexion between those values; it shows, for
instance, that there is no necessary distinction between 'economic
freedoms' and others. Perhaps more usefully, in the present context,
it can be used to show why there is an inbuilt tendency in government to expand indefinitely (especially through the provision of
goods and services), why this is harmful, and why there is little
incentive and little ability on the part of individuals to prevent that
expansion.
The preferred values given above—liberty, democracy, the free
market, the rule of law, and limited government—can now be
expressed as simple guides to recommended change.
We will, in short, recommend changes which:
• increase the extent and number of areas of individual choice, in
both private and economic life;
• reduce government activity in areas best undertaken by the private sector;
• restrict government monopoly power to natural monopolies, and
allow natural monopolies to be defined by competition;
• remove private sector monopolies established by government;
• limit the scope for government to make large-scale mistakes;
• increase the quantity and quality of information about government activities available to voters;
• establish as clearly as possible for individuals the precise relationship between the cost and benefit of government-provided goods
and services;
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• limit the ability of government to disguise or defer the cost of provision through financing by debt rather than by taxation;
• increase the resources, and the areas of individual choice, remaining to individuals, to improve their ability to provide for themselves and to pursue their own goals;
• clarify and improve the rules which define government's own
internal workings, both in the parliament and in the public service; and
• establish means of allowing individuals to make collective
choices without going through the self-interested processes of
politics;
Taken together this list would represent a radical reordering of government activity if put into practice within a short time, say, for
instance, one term of government. That clearly is not a practical
possibility. It should represent, therefore, not only the embodiment in
policy of our preferred values but also a list of strongly defining
goals, which specify, at least, the direction of any given change when
the best possible implementation of the goal is not in the short term
achievable. Others, in or out of government, may have different
values and goals. But a government which cannot articulate its values
and clearly express its goals—a government, therefore, without
direction—will quickly come to grief. No good government—it needs
to be said—is likely to discover these things by consulting opinion
polls or by taking the advice of its bureaucracy.

2 Reforming the Political Process
Introduction: The Context of Reform

While it would be fairly generally agreed that the last decade has
revealed very serious shortcomings in the processes of government in
this State, there is more than a little disagreement about the precise
starting-point of the various programmes of reform which have been
proposed, either formally or informally. It is worth our while, therefore, to start with a short analysis—which we hope is reasonably
impartial—of the prevailing political temper; not least because such
programmes (no matter how ambitious their scope) not initially
rooted in some current common political ground will not have much
chance of succeeding.
The activities of the Western Australian Royal Commission Into
Commercial Activities of Government should have brought the processes of government into the light as never before. The Royal Commission itself, outside the formal process of hearing and sifting
evidence, actively sought public comment on changes to aspects of
administrative or decision-making procedures which might be
desirable in the public interest.
The Royal Commission brought down two reports late last year:
the first giving its findings on the specific issues of corruption,
illegality or impropriety on the matters referred to it; the second on
those desirable changes to the processes of government or administration. The first report is, in terms of specifics, beyond the scope of
this book The second is of direct relevance. (Indeed, an earlier draft
of this chapter was submitted to the Royal Commission in response
to its call for public comment.) While some of the second part of the
Royal Commission's Report was sensible and useful, it was nevertheless a disappointing document. The reasons for this judgement
will emerge in this chapter; but it is noted here simply by way of
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explaining that we believe that the report still leaves ample room for
fully-fledged alternatives.
It is, in fact, far from clear how far the events of WA Inc, and the
activities of the Royal Commission, have actually succeeded in provoking any very wide or deep debate about the relationship between
what has happened and the institutional context in which it happened. There is not a great deal of evidence either way. We might,
however, consider the following points.
• Despite the recent best efforts of some of the media, most notably
The West Australian newspaper, there has been very little continuing discussion and debate on State constitutional issues. None of
these issues emerged as significant at the State election.
• The current constitutional debate at the national level, centred
largely on issues of constitutional monarchy and republicanism,
has no State content at all.
• Opinion polls, both those published and those undertaken by
political parties, appear still not to show any deep concern about
the adequacy of political institutions in the context of WA Inc,
focusing rather on the wrong-doing of individual political actors,
and on the remoteness of government from the concerns of ordinary citizens.
• There is apparent, so far at least, no marked swing away from the
major parties to new political movements explicitly offering new
constitutional alternatives. Public and private polls do show very
considerable disillusionment with both major parties. And there
does appear to be more support for independents and minor parties; but this can be fairly plausibly explained by other reasons,
not least the continuing internal problems of one of the major
parties. Voters seem for the most part to be resigned to a choice of
the lesser of two evils.
None of these factors is unambiguously reliable; but taken
together they offer support for the argument that the public as a
whole does not see our present problems as being rooted in our
forms and processes of government. (And to that extent, it must be
said that the Royal Commission's basic approach was more than
justified.)
This, if true, need not deter us from advocating constitutional
change. Nor need it surprise us. Australians on the whole do not tend
to think naturally in constitutional terms—except on those rare occasions when they are asked to vote on alterations to the Commonwealth Constitution. In the State context, it is even less surprising,
10
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since very few citizens would be aware that the State had a constitution. That is understandable in that there is no single document
equivalent to the Commonwealth Constitution. We have a Constitution Act, which offers a threadbare outline of responsible government, a number of subsequent relevant Acts, by proxy the Australian
Constitution, the Australia Acts, the Standing Orders of the two
chambers, and a number of less formal conventions and practices. It
is difficult to think of these as 'a constitution', although in practice
they are, and this tends to make debate difficult.
It is well worth trying to come to grips with these issues, particularly the issue of public perceptions. Clearly there are problems
with the processes of government in Western Australia. But for any
such set of problems there is a wide range of possible solutions,
ranging from a bit of constitutional good housekeeping to revolution
and the guillotine. Solutions to the present problems have not only to
deal with political realities, and with the classic dilemmas identified
by liberal democratic theorists, but with intangibles such as legitimacy. Legitimacy is worth some fairly serious thought. It is not at all
clear that the present political system has suffered a crisis of legitimacy, that it has forfeited its claim to be considered legitimate. It is
arguable that its legitimacy rests at least partly on historical continuity, and it is equally possible that too radical a political reform
will itself fail to command legitimacy. These are intangibles; but they
must carry some weight.
The events of WA Inc taken together comprise a shocking episode
of political fraud perpetrated against the State, by means of the systematic abuse of the institutions of government. That has a cost
which is measurable in political terms—even if only incompletely for
the present—and a cost not easily assessed in terms of the damage
done to the standing of the political process.
But that is far from being the only consideration bearing on our
examination of government. Indeed, to a considerable extent, the
strong focus on WA Inc has served to divert attention from what may
well be in the longer run a greater problem: the systematic wasting of
the State's fiscal resources and standing. The full extent of this is
measured in Chapter 3. It is also important to note that comparatively
little of this fiscal activity actually arose from the activities usually
associated with WA Inc; that it was incurred at a time of rapidly
growing tax revenues and tax base; and that it was incurred for the
most part for recurrent rather than capital spending.
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This is a problem not addressed by those few commentators and
critics who have tried to tackle the problems of WA Inc. At the very
least it must reinforce our concerns for accountability and transparency. But it must also lead us to further concerns not usually
addressed: the need for strong fiscal rules, the need for better bureaucratic design, and the need for independent public advice—as well as
the more detailed recommendations in the following chapters.
Our preference for a basically Westminster-style government is
reinforced by our belief that fiscal responsibility is probably more
easily achieved under this sort of government than under one in
which executive and legislature are separated.
We need also to give some weight to the consideration that our
present constitution is not in itself the only or even the major source
of corruption and bad government; that, in the present context, the
events of WA Inc were not the inevitable products of our institutional
arrangements. Those arrangements, after all, served us apparently
well, or at least unexceptionably, for quite some time; and could quite
easily do so again. There is no doubt, in fact, that, given a better-thanaverage transfusion of honesty, leadership, intelligence and dedication to the public interest, the system could be made to work
extremely well, without a single change. That is, in all realism, too
much to hope for; and constitutional arrangements based on optimism are likely to come to grief all too quickly.
From a slightly different perspective, however, the human
element in politics is of concern to us. One of the questions we do
need to ask in looking at WA Inc is how far the various affairs at
issue were allowed to start and to continue simply because more than
a few members of Parliament were not very good at their job, were
sometimes not, indeed, very bright or even energetic. Perhaps we
need to pay as much attention'to improving the quality of members
as to improving the institutions. Relevant here, too, is the consideration of what we do about the perceptions of remoteness we
mentioned earlier, the feeling of alienation from the institutions of
government.
Within the context of the present book, there is the additional
consideration that we have a preference for the kind of government
identified in the preceding chapter: that is, one which maximises
liberty, democracy, a free market, the rule of law, and limited
government.
Putting together responses to this range of considerations requires a certain amount of patience and forbearance. Taking all things
12
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into account, the most rational approach would be one involving two
stages. First, we need to strengthen existing institutions in such a way
as to tackle the immediate problems identified by the various events
which go to make up WA Inc, and by identified fiscal mismanagement. We need, second, to suggest ways of building on to those institutions to address what are in the end deeper problems.
Parliament and the Executive
To be clear about what changes are then necessary, it is important to
be clear about the nature of the defects in the system exposed in the
last decade. In the present context, two things most concern us,
things that form a common thread through the whole range of misdeeds: first, the almost total domination of the executive over the
whole of the rest of the system, and, second, the ability of the executive to maintain secrecy and to mislead, almost indefinitely, over
matters of compelling public interest. In the language of Westminster, we are talking about the almost complete failure of accountability,
and in both senses: the failure of the executive to hold itself
accountable to the Parliament, and the failure of the Parliament to
bring the executive to account. This, in turn, has serious democratic
consequences, in that the possibility of genuine accountability of
Parliament to the electorate is almost negligible.
Accountability can be improved by a few relatively simple reforms. It will remain, however, an abstract virtue unless reforms of
whatever kind are based on the firm understanding that accountability in turn can only be based on information. The prior need is,
therefore, transparency in government. So while structural reform is
necessary, it must go hand in hand with procedural reform.
We start by observing (as few seem so far to have done) that the
phenomenon of transparency and the process of accountability can
and should begin in the executive itself.
The structure of Western Australia's government—looking first at
the cabinet—is eccentric and ramshackle. In the last year of the last
government, there were effectively 50-odd departments, shared
around among 16 ministers. The Premier, for instance, had, in addition to her Premier's post, the portfolios of Treasury, Public Sector
Management, The Family, Aboriginal Affairs, and Multicultural and
Ethnic Affairs. There is very little reason or positive benefit in this
kind of arrangement, while the drawbacks are obvious: confusion of
purpose, and expense. It is a sensible first step, therefore, to reduce
13
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the number of departments to match the number of ministers, and at
the same time to reduce the number of ministers. The precise allocation of ministries is properly, however, a political decision depending
on political circumstances. One major change, however, needs to be
addressed here.
It has been traditional in Western Australia—as, historically
speaking, for most of the time in most of the States—for the Premier
to be Treasurer. There have been some slight variations on this theme
in recent years, with the introduction of ministers for finance or budget management, for instance; but this has not much affected the
basic principle. As a first step toward better government we recommend that the offices of Premier and Treasurer be completely
severed. This would leave the Premier to concentrate more on overall
policy direction and leadership, a somewhat neglected task in the last
decade. Rather more significantly, it would set up a strong alternative
focus of power and advice within cabinet and the government in
general. Much of the worthwhile reform undertaken by the Hawke
government between 1984 and 1989 came from the diffusion in
advice and interest in Cabinet between Prime Minister, Treasurer and
Minister for Finance. Some of that creative conflict can be duplicated
at State level. Second-guessing and simple bloody-mindedness can,
of course, be destructive; but that is to be weighed against the
demonstrable need to break down the Premier's traditional dominance over policy and finance.
This recommendation has a number of further implications,
aimed largely at redefining Treasury's role, and at restoring its
strength and independence. (These will be examined in Chapter 5.) In
the present context (and to shift for the moment from the structural to
the procedural), one recommendation needs to be made here: every
Cabinet submission must be sent to Treasury before it reaches Cabinet; when it does get there, it must have a Treasury assessment
attached. (It may be that the Premier's department may also wish to
participate in the assessment process, particularly in those cases
where the original submission comes from Treasury itself. But this is
a less pressing requirement, and need not concern us as greatly.)
From this recommendation, another follows: no decision on any
Cabinet submission should be made until at least two weeks after its
first being submitted. This is necessary to avoid the all-too-common
situation wherein busy ministers receive lengthy and complex (or
short and deceptive) submissions from their colleagues the night
before or even the morning on which Cabinet meets, with no reason14
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able chance of proper and sober consideration. Cabinet should, of
course, retain the ability to suspend its own rules to deal with genuine emergencies; but Ministers should make sure that they are genuine emergencies, of the flood, fire and famine variety.
The Department of the Premier should retain the responsibility
for servicing the Cabinet. It should also publish in its annual report
figures on the flow of submissions, so that it can be seen whether or
not the rules are being followed.
These few changes are important in that individual members of
Cabinet will be less able to wash their hands of collective Cabinet
decisions; being better informed, they will be less able to escape the
onus of participating seriously in Cabinet discussion and decisionmaking.
There is little need here to lay down any very particular rules for
the administration of Cabinet. The Premier should, for obvious reasons of good government, try to reassert sound principles of collective
Cabinet responsibility, and our suggestions will make that easier.
(Much of the administrative detail could profitably be lifted from
New South Wales.) A further helpful suggestion would be to insist
that Cabinet set aside regular meetings—one a month should be
adequate—to discuss policy and policy directions only.
The customary fate of Cabinet submissions after Cabinet approval is to go back to the originating department, where, in close
consultation with parliamentary draftsmen, legislation is prepared.
This is occasionally a lengthy process, sometimes abortive: there may
be second thoughts, or a proposal may be difficult to translate into
statute. In most cases, however, a Bill will eventually make its way to
the Parliament.
The Bill will be debated, briefly or at length. It has to be said that
debates in the Assembly and Council are too often, for various reasons, unsatisfactory. The Bill in question may perhaps be part of the
end-of-session logjam, in which an accumulation of legislation—
sometimes up to 20 or 30 Bills—is pushed through, sometimes with
the aid of the 'guillotine', in the last two or three weeks of the session.
(This is sometimes simply bad management on government's part,
sometimes a deliberate ploy to ensure that contentious legislation is
not scrutinised.) Members too often debate only the general subject,
airing their homegrown opinions for the sake of an impressivelooking Hansard extract to send to their electorate mailing list. The
committee stage, when the Bill is considered and (sometimes)

15

Reform and Recovery

amended clause by clause, is too often sketchy and unfocused. This is
hardly a recipe for good government.
Members badly need more time and information.
They can, to a limited extent, satisfy the first requirement themselves. Standing Orders can quite simply be amended to the effect
that no Bill should be debated until it has lain on the table of the
House for 14 days (days, not sitting days) after its first introduction.
Ministers would then have to improve their own and their departments' time management; the government's manager of business in
each House would also have to improve his or her performance. (A
useful and natural evolution would then be a formal management
committee for each chamber.) It may be thought by those well
acquainted with the ways of Parliament that Standing Orders would
be too often suspended to avoid this requirement; if that cynicism is
well-grounded, it may well be that the further requirement of a twothirds majority for suspension be added.
Information is more expensively acquired. We suggest here two
or three means; unlike most of the recommendations in this book
they do involve some increase, not major, in outlays.
(1) Members of Parliament in general, and some in particular, need
more staff. (For comparison: Federal Members and Senators have
a minimum of three staff, with the ability to split positions; there
is a considerable further establishment of staff for Ministers and
senior members of the Opposition, but this is substantially augmented from both departmental and private sources.)
The needs of Opposition members are somewhat greater than
those of government members, since they lack their degree of
access to Ministers' offices and departments. The Leader of the
Opposition needs at least three extra staff at senior level. The
Opposition Leader in the Council also needs more staff, although
for somewhat different tasks. Other less senior Opposition members also need more staff. But, given that more than a few do not
even now make good use of their available resources, we
recommend the allocation of extra staff to Opposition Members in
the ratio of two positions to each three Members. In this way
Members will have to prove that they can use staff well--or lose
them to their more eager colleagues. Independent Members who,
in theory at least, have no access to Party resources and therefore
need most help, should have one similar extra staff position each.
Government backbenchers should have additional staff allocated
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on the basis of no more than one extra staff position for every two
Members.
These numbers are independent of allocations resting with the
Parliament itself—as, for instance, to chairmen of committees.
These new staff positions for ordinary Members should be adequately salaried, say, at the level of departmental research officers. To encourage quality and mobility, Members' staff should
be excluded from permanency of tenure and the government
employees' superannuation scheme: their superannuation should
be fully-funded and portable, as is the case with Federal Parliamentary staff. (It would be pleasing if some of the establishment
costs were met by a substantial reduction in the number of press
secretaries, media consultants and PR advisers. There is, of
course, a fine line between ensuring an adequate flow of information to the public and the systematic dissemination of propaganda; in the last decade it has been vigorously transgressed.)
(2) The facilities offered by the Library of the State Parliament should
be upgraded, though not massively. One of the reasons that
Federal Members sometimes manage to sound wiser than their
State colleagues is that they can call on the considerable resources
of the Commonwealth Parliamentary Library to augment their
wisdom. Improvement at the State level need not be very costly.
A positive step—which would also force Members to become
moderately computer literate—would be for the State Parliament
to buy access to the Commonwealth Parliament's statistical data
base, including, if possible, a suitable version of the current
economic model. It might also buy access to MICAH—a very
comprehensive media- and journal-accessing programme—from
the same source. These two initiatives, with three or four additional staff, and taken together with the other two recommendations, may well suffice.
(3) We recommend, strongly, the establishment of an Independent
Policy Secretariat, separate from the Public Service, and funded
out of Parliament's own appropriation. This need have no more
than eight or nine staff, biased toward economists (or, more
broadly, policy analysts) with perhaps one lawyer. The task of the
IPS would be to provide an independent assessment, primarily
economic, of each measure introduced into Parliament, before
debate takes place. A particular task will be a comprehensive
analysis of each year's Budget. The IPS might be assisted in all
this if Treasury provided an economic impact statement, to be
17
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appended to each Bill. Time and increasing skill permitting, it
might also provide independent comment on departmental and
other annual reports. Appointment should be made on a
bipartisan basis, after consultation with Treasury. There is no
reason why the IPS should not, like the Commonwealth government's Economic Planning Advisory Council (EPAC) be permitted to commission research from external consultants. All the
IPS's advice must be public.
The last sentence of the last paragraph is extremely important. Many
people affected by legislation—particularly, but not only, businesspeople—know nothing of a legislative measure until it actually
affects them. They often, even if they do know of a Bill's existence,
have no means of effectively expressing reasoned concern or opposition, or even making informed comment. Our suggestion will, therefore, make it easier not only for Members but also for those outside
the Parliamentary process—not least the media—to see through the
jargon of statute law and the sometimes equally obscuring language
of Ministers' second reading speeches. Plain English drafting might
help: the results of the Commonwealth government's progress in this
area can now be seen to a limited extent in the rewritten Social
Security Act.

This small measure of enlightenment is not, however, the only
improvement we shall suggest to public access to the process—see
our recommendations below concerning citizen-initiated referendums.
Given time, with the leisure to examine legislation properly, and
information, with the increased ability to assess the intent and effect
of legislation, the potential for Parliament to do its job better is
enhanced. The Parliament can do its job better still with a few more
improvements, mostly minor, improvements which should be on any
standard agenda for parliamentary reform, and indeed have been for
some years.
Question Time should be lengthened from its present half hour to
a full hour. Within that time, limits should be placed on Ministers'
answers: two or three minutes is more than enough, with extension
subject to leave of the House. Genuine supplementary questions, that
is, follow-up questions from the same side of the House, should be
permitted. More use should be made of Questions on Notice,
particularly for those matters on which large quantities of factual or
statistical information are sought.
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Private Members' time,

that is, the time not devoted to the Government's business, should be increased to at least one day a week.
This would improve the chances of getting Private Members' Bills
into an advanced stage of debate, and would enable more genuine
airing of grievances.
Over the last few years, the ability of both Houses to form and
operate Committees has been exploited with varying degrees of
success. The Public Accounts Committee of the Legislative Assembly
has done some useful work recently and should be given every possible encouragement, including such secretariat support as it reasonably may need. It has to be said, however, that Lower Houses in
general, being, for quite legitimate reasons, more overtly partisan and
gladiatorial, are not usually very successful at running a great number of Committees.
In the Legislative Council, special-purpose committees have been
particularly prominent and have served, perhaps more than any
particular short-term political purpose, to reassert an encouraging
degree of parliamentary sovereignty. The Council's main task now
must be to ensure that a good system of Standing Committees
becomes more firmly established. In this, it might look more closely
at some of the Senate Committees: the Senate appropriations procedure, and the Regulations and Ordinances Committee, in particular,
are well worth closer emulation. 'Regs and Ordinances' serves the
indispensable purpose of examining much of the huge body of law
outside Acts proper; they prevent, to a useful degree, both too much
and too much bad regulation. Again, attention must be given to
adequate skilled secretariat support. The Council cannot, of course,
duplicate all the various committee functions of the Senate: its
smaller membership precludes that. But those functions mentioned
should be high on its list of committee priorities.1
In Chapter 5 we will be recommending the publication in April or
May each year of the Forward Estimates for the following fiscal year,
in the form used by the government's own expenditure review
1 The Royal Commission implicitly recommends that as the Legislative Council
becomes a single-purpose 'House of Review' it should lose the power to block
supply—see paragraph 5.3.12 of Part II of its Report. The suggestion leaves all
sorts of questions unanswered—what becomes of Council ministers? Who
handles legislation? What conceptions of 'responsible government' are implied? and so on. It encounters one objection which most observers of Western
Australian and Queensland government over the past decade should find a
fatal one: a Council without power over supply would be gutted and powerless, and would quite quickly be reduced to a cipher.
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process. It would be helpful to the achieving of transparency if at
least one parliamentary committee were to discuss the Estimates
publicly and to invite public budget submissions. The public should
be able to see the shape of the budget, to understand the constraints,
to make reasonable suggestions, and to have the kind of access
usually available only to bureaucrats and peak organisations.
Parliament should sit more, or at least as long as is necessary to
allow the unhurried and proper consideration of a well-managed
legislative programme. We suggest that the Parliament sit as long as
the Government and Opposition agree—a suggestion already current
at the Federal level. Translated to the State level, however, it encounters a constitutional difficulty. Under the State's Constitution Act, s.3,
the power of fixing '...the place and time for holding the first and
every other session of the Legislative Council and Legislative Assembly', of proroguing both Assembly and Council, and of dissolving the
Assembly, rests with the Governor. Furthermore, by virtue of the
Australia Act 1986, s.7(5), 'The advice to Her Majesty in relation to the
exercise of the powers and functions in respect of a State shall be
tendered by the Premier of the State'.
All this effectively puts the power to call and to terminate sittings
of the Parliament at the pleasure of the Premier. Nor is this merely a
theoretical reserve power: it was used by the last government, and in
disgraceful circumstances—when the Premier prorogued the Parliament in January 1991 to halt the activities of two Council Committees.

There is some doubt as to whether the power to prorogue should
exist at all these days. As Odgers remarks, 'In its early use, prorogation was a device employed by English monarchs to rid themselves
of troublesome Parliaments and unwelcome legislation. A lost head
or two changed all that....'2 This effective transfer of sovereign power
from monarch to premier is a historical step backwards which should
be seen as an affront to both Parliament and people.
We recommend, in the first place, that the practice be discontinued, by repealing the relevant words of the State Constitution Act.
As a second step, all remaining discretion in the calling of Parliament
after an election should be removed by stipulating a 'latest possible'
commencement date either in the same Act or in the Electoral Act.
Third, the Parliament should not be dissolved prior to a similarly
2

J.R. Odgers, Australian Senate Practice, fifth edition, Canberra, AGPS, 1976, page
621.
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stipulated date before an election except by resolution of both
Houses. Fourth, the Council's and Assembly's committees should be
given the explicit capacity to sit in recess as each House wills.
A necessary consequence of the foregoing is that Parliament be in
control of its own finances. An executive committee—Speaker, President, and the two Clerks—should be formed to run the Joint House
Department, and to decide on an annual budget (which should cover
parliamentary officers, members and their staff, committee secretariats, the library, and the IPS).
This recommendation raises two further points, one of practice,
one of principle. First, it is only sensible to acknowledge that parliamentarians do not, on the whole, have a reputation for parsimony in
respect of their own remuneration and perquisites. We recommend,
therefore, that the executive committee suggested here should also
include the head of Treasury. If that is not sufficient to induce a sense
of fiscal responsibility, it may also be advisable to have Parliament's
accounts audited by Treasury. Second, the point of principle. It seems
to us that there should be a distinction drawn between those parts of
the public service which are properly considered 'departments of
state', and therefore properly answerable to ministers of state, and
those which properly answer to the Parliament. On these grounds, it
seems desirable to transfer the office of the Auditor-General to the
parliamentary establishment, and in all respects—appointment and
funding in particular. Similar arrangements should apply to the
office of the Ombudsman (now notionally a part of the parliamentary
establishment, but, therefore, under the Premier's Department), the
parliamentary counsel and draughtsmen, and other similar offices.3
Most agendas for parliamentary reform make reference to
increasing the independence and respect accorded the Presiding Officers.

Rightly so: an impartial and authoritative presiding officer is essential to the functioning of every legislature.
The usual suggestion is that we follow the Westminster example,
whereby the sitting Speaker of the Commons is not opposed in his or
her constituency at a general election, and returned unopposed to the
speakership after each election. This is in theory a good idea; it suffers from the difficulty that no one ever wants the Speaker of the day
to be the first to benefit from such a change. (Westminster practice, in
fact, falls short of the theory.) Considering the standard of some of
3

The Royal Commission, in adopting this notion, has also included the Electoral
Commissioner, which is sensible—see its Recommendation 31 (a) in Part II.
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Speakers of the House of Representatives in recent years, for
instance, the reluctance is understandable. It suffers, too, from the
objection that if the Speaker is unopposed at each election, his constituents may be thought to be disenfranchised. The theory is still worth
consideration, however, and bears repeating here: to the extent that it
puts another curb on the unthinking domination of Parliament by the
executive, the point is an important one, and worth some exploration.
A simpler option may be to specify that the election of Speaker
requires a two-thirds majority. This could ensure that the successful
candidate had at least the minimum of respect from both sides of the
House; and the requisite horse-trading between major parties would
tend to eliminate those whose main qualification for the office was
factional favour or the ability to call in debts. A further simple option
would be to elevate the office of Deputy Speaker somewhat, and to
institute regular alternation between Speaker and Deputy, ensuring
what would effectively be a rotating speakership. Assuming that the
Deputy Speaker regularly comes from the non-majority party, this
may have the potential to work well.
There may be other points that could be added to those already
mentioned, but the intention that emerges from them should by now
be fairly clear. If our recommendations were adopted, the Parliament
would be able to hold the executive to account for its actions. Less
formally, the executive would have to manage its relations with Parliament somewhat better, and adjust to both a more powerful Parliament and to a more informed Parliament.
Reason would suggest another quite worthwhile benefit: in time,
as Members of Parliament acquired power and independence (and
skill in using them), the standards both of parliamentary behaviour
and of parliamentarians as professionals will improve. Commentators—and indeed the general public—often deplore parliamentary
standards. They need to realise that the standard of entrants into
parliamentary life will be raised only if Parliament is a strong and
useful institution in which all members have a useful role.
The foregoing programme of reform would truly strengthen the
Parliament, and make possible a very considerable degree of
accountability. So far, then, it fits in with orthodox theories of Westminster-style government which have as their central tenet the absolute sovereignty of Parliament.
Events in Western Australia and in the rest of the Commonwealth, however, raise the question as to whether it is any longer
enough simply to fortify Parliament and to give it better mechanisms
the
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for accountability; whether, indeed, a more completely sovereign
Parliament is a realistic and sufficient answer to the problems revealed. After all, while the Commonwealth Senate (one of the most
autonomous chambers in any 'Westminster' system) has steadily
improved the quality of Federal legislation, it has not markedly
diminished the potential sovereignty of the Federal executive. And
we too often forget that the Western Australian governments between 1983 and 1993 did not control the Legislative Council.
We do well, in fact, to contemplate what might have happened in
this State had governments from 1983 to 1993 indeed controlled both
Houses; and equally we should contemplate the life expectancy of
true parliamentary sovereignty should any future government, both
strong and unprincipled, control both Houses.
In the same way it is necessary for us to contemplate what happens when (as often) government and opposition agree on measures
conducive to bad government.
Such considerations lead us into advocating the need to look
beyond merely strengthening the Parliament. We have, simply to
avoid too much abstract argument, avoided discussion about where
true sovereignty now in fact lies, and, too, where it should lie. Without directly addressing that question, we will advocate what
amounts to a preventive diffusion of sovereignty, which at the same
time leads forward to our second stage of institutional—or constitutional—reform.
The People

The people of Western Australia have not, on the whole, been well
governed over the last decade. The end result, in tangible terms, is
that they are being obliged to pay for a series of quite preventable
mistakes which were none of their doing. That is bad enough. In
some ways, the intangible results are somewhat worse. There is now,
as far as any amount of anecdotal evidence will show, an unparalleled degree of cynicism and antipathy toward politicians and politics.
Cynicism toward politicians is not to be greatly regretted; indeed
we could, on the whole, have done with rather more of it at various
times in the 1970s and 1980s. Provincial charisma has been, after all, a
poor substitute for the public interest.
Cynicism toward politics, toward the political process itself, on
the other hand, is more regrettable. It strikes a blow at the heart of the
legitimacy that in the end makes government possible. This will not
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be fatal if it is indeed (as we have proposed above) directed at the
business of politics, rather than at institutions.
A party which was seriously committed to the reforms we have
so far suggested might well restore some of the faith lost in the processes of government. Political enthusiasm, despite repeated disillusionment, is strangely resilient. We will in this section, however, put
forward further reforms which should have the effect of restoring
both faith and life in politics.
The first recommendation is an obvious one: we propose the abolition of compulsory voting. Compulsion in voting is an unnecessary
infringement of freedom: and failing to register a vote can be as real
an expression of political opinion as any other. In the present climate,
in particular, compulsion merely increases cynicism and hostility. It
can be argued, too, that compulsory voting enables the parties to
concentrate their resources on fairly small numbers of voters in a
small number of seats. To the extent that this results in policies
designed with narrow and selfish interests in mind, it probably
works against the wider public interest. If politicians have to work to
get all voters interested enough to consider voting, policies should be
broader-based. It can also be argued that compulsory voting, simply .
because it muffles popular feelings about politics and politicians,
obscures, in an unhelpful way, future developments in democratic
politics—developments, which, for instance, might involve the
demise of the traditional groupings of the major parties.
(This is in itself a quite simple reform. It would, however, follow,
that serious consideration be given to the consequences in terms of
maintaining the integrity of the electoral roll. This is not an insuperable difficulty in those countries which already have voluntary
voting; at most, the difficulties would boil down to the necessity of
adjusting the election timetable to allow last-minute enrolments.)
Next—and this should hardly need saying—it is essential that the
franchise for both Houses be as nearly as possible based on an equal
weight of individual votes. No amount of special pleading can
counter this. It is perhaps necessary to point out that the Legislative
Council throughout the 1980s, consciously or not, denied itself the
independence and legitimacy conspicuously available to the Commonwealth Senate.4 The casualty was good government.
4 The Senate franchise is not, of course, equal, in that each State, large or small,
has the same number of Senators. Its perceived legitimacy of franchise rests
roughly equally on its Constitutional mandate and the fairness of the electoral
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A third relatively simple reform is the introduction of effective
legislation for Freedom of Information. FOI adds considerably to the
transparency which we have already spoken of as being the
necessary prerequisite for true accountability. In practice, it is frequently used to best effect by politicians themselves and by investigative journalists; that in no way lessens its value to the people.
Western Australia's FOI legislation completed its passage through
the State's Parliament late last year. It remains grossly inadequate,
and is still in need of very substantial amendment. The exemptions
exclude 'so much of the State government's operations from scrutiny
that the improvements to accountability are probably negligible.5
Our fourth reform is a major one, involving potential change of
some magnitude, over time, to the way politics operates in this State.
We propose the adoption of a fully-fledged system of citizen-initiated
referendums. The concept has been argued at length in the Australian context by Professor Geoffrey Walker in his book, The People's
Law6; we need not, therefore, go over the history of the system
elsewhere, or, indeed, the administrative arrangements, in any great
detail. Briefly, then, we advocate that the entire range of citizen
initiatives be available to the people of Western Australia, namely:
• the legislative veto (that is, the power effectively to repeal any Act
of the Parliament, whether ordinary or delegated legislation);
• the legislative initiative (that is, the power to make new law
without parliamentary intervention); and
• the executive recall (that is, the power to remove any elected or
appointed official, whether in the Parliament, the Public Service
or the judiciary).
The system works so well in other democracies that the detailed
design can be appropriated as necessary. We do recommend, however:
• a regular referendum day, not less than once a year, with a preference for a date late in December to allow fiscal consequences to be
process, which tends to give remarkable accuracy of proportion. The Council
shares neither of these attributes.
5 The Royal Commission addresses the matter of FOI at some length in Chapter
2 of Part II of its Report. The points made there are well made, but do not go far
enough. Their further thoughts on the conflict between FOI and statutory secrecy, on the other hand, are much to the point, and should be included in any
agenda for reform.
'Whistleblower' legislation is probably worth having, but it is by no means as
significant as some of its proponents suggest.
6
G. de Q. Walker, Initiative and Referendum: The People's Law, Sydney, Centre for
Independent Studies, 1987.
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considered in the following budget, and the option of holding
referendums concurrently with general elections;
• a relatively small number of signatories for the initiating petition,
say, 3 per cent of registered voters;
• the simplest possible techniques to verify the genuineness of the
petitions (with particular consideration to be given to sampling);
• certification by the parliamentary draftsmen that the wording is
acceptable technically; or access to draftsmen to ensure the best
possible wording;
• the option being available to the government of proposing alternative wording (with preferential voting on options as necessary);
• ratification by a simple majority of those voting, except where the
effect is to alter the State's constitution, where a two-thirds majority should be required.
The mechanisms necessary to establish CIR are relatively simple
to establish in legislative terms; but it will almost certainly require, in
addition to the enabling legislation, amendments to the State's Constitution Act, not least to establish beyond doubt the power of the people to legislate. The process itself should receive explicit recognition
in the same Act, and should be double-entrenched. (That is, not only
should the procedure be entrenched, but the entrenchment section
itself should be entrenched.)?
The arguments for and against CIR have been put forward by a
number of writers, not least Professor Walker, whose work has
already been referred to above. Against the background of the concerns of the present work, it may be worth singling out some of the
probable benefits for particular emphasis.
• We would certainly expect greater accountability, and not only of
the executive to the Parliament, as has been our concern so far,
but of the Parliament and executive to the people. After all, there
is little point in setting up Parliament as a watchdog over the
executive if Parliament itself is not subject to the same sort of
discipline. The old adage of 'quis custodiet' applies with some
force. An unbridled Parliament is no better than an unbridled
executive. Without, again, entering into protracted speculation
about the ultimate locus of power or sovereignty, we plump for
diffused power.

7

See R.D. Lumb, The Constitutions of the Australian States, Brisbane, University of
Queensland Press, 1972, page 104.

26

Reforming the Political Process

• CIR now represents the only available way (short of much more
radical constitutional arrangements than have so far been proposed anywhere in the world) of seeing that the law does actually
represent the common interest. It is all too clear now that, on the
whole, the political agenda is set by the influence of narrow interest groups (both overt and covert) on parties bidding for success.
The majority interest, for reasons now well known, is neglected.
• Because of the way CIR works, because of the need to form large
majorities around single broad issues, the ability of narrow vested-interest groups to damage economic processes and outcomes
is limited. In time the economic benefits of CIR may indeed be
considerable.8
• As with a number of other proposed reforms, CIR should act to
restore faith in the political system. Participation, with the consequent need to weigh issues singly, will improve popular political
skills.
• Importantly, CIR does have the effect of unbundling the whole
policy process, and in two ways. It separates politics from personalities, indeed, from the whole collective trivia of elections. It
separates one policy from the whole bundle on which a government is elected. It would be possible, for instance, to elect a new
government, thought on the whole to have good policies, even if
one policy were unpopular—as it might be, the introduction of a
goods and services tax.
• CIR should lessen the alienation felt by some voters who live in
blue-ribbon seats not of their own political persuasion. The committed Labor voter resident in Peppermint Grove can hardly feel
that his vote is worth casting. Comparatively, every vote cast
under CIR is equal and equally important.
• Whether or not four-year parliamentary terms are desirable is not
a question we need to go into here; it can, however, be argued
that CIR is a useful check on both the excesses and the fatigue
which may well be inherent in the longer terms.
• CIR de-emphasises the role of parties, particularly as being the
only effective access to genuine participation,in the political process. This will be an effective challenge to the party organisations
to widen their base, to clean up their image, and to improve their
performance.
8 See the paper by Franz Lehner, 'Pressure Politics and Economic Growth:
Olson's Theory and the Swiss Experience', in Dennis Mueller (ed.), The Political
Economy of Growth, Yale, 1983, pages 203-214.
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• CIR need not be resorted to, measure by measure, for its beneficial effects to be felt. Its very existence has a minatory effect on
public officials, who will be wary of actions and measures liable
to be reversed.
CIR has been much criticised, though rarely on any very convincing grounds. It is, for obvious reasons, not very popular 'among
practising politicians, who, on the whole, believe that the people may
exercise their collective wisdom only once every three or four years,
at election time. (The irony of this, unsurprisingly, escapes most
politicians.) Fears of popular radicalism, perhaps popular bigotry,
may play a more-or-less legitimate role in this opposition; although
that is a little strange in a polity like Australia's, given the levelheaded conservatism evident in the history of our constitutional
referendums.
One objection, virtually never raised, but entirely valid, is that
CIR does have the potential to enhance the tyranny of the majority.
Given that the doctrine of the separation of powers is more or less
dead in Australia, and that the tyranny of the executive is (as a
consequence) alive and well, this concern may be thought perhaps
oversolicitous. Good liberal democrats should nevertheless take it
seriously.
Bearing in mind the dangers inherent in simple majoritarian
democracy, our belief is that the natural corollary of CM is an
entrenched code of freedoms, or bill of rights.
This is a matter which has been at times of considerable interest at
the Federal level, although comparatively neglected at the level of
State jurisdictions. 9 The notion is fairly simply dealt with at the State
level: all that is needed is a relatively brief list of basic rights (including only time-tested, 'negative' rights), entrenched, and justiciable.
The flaw in the Federal legislation—a large and intrusive administrative bureaucracy—need not be repeated.
This move would have implications well beyond the original consideration of CIR. We regard it as a first, important step toward
giving Western Australia a real constitution.
The second, logical step would be to add the basic elements of a
fiscal constitution; setting down clearly two or three fundamental
rules on such basic matters as limits on taxing and spending, and the
relationship between taxes and expenditure in the budget context.
9 See, however, the article by Mark Allan Gray, 'A Victorian bill of rights:
judicial review and other issues', The Australian Quarterly, Autumn 1991, pages
74-90.
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The reasoning behind this, and the necessary steps toward it, are set
out in later chapters.
We do not go into the first of these last two points in any great
detail, for one quite practical reason: there is a limit to the amount of
change that can reasonably be proposed and digested at any one
time. It is nevertheless a matter of central importance. Western Australia does, of course, have a constitution, in the sense that we
pointed out at the beginning of this chapter. That is no longer
enough. It is not sufficient any more to define only the institutions of
government and their rules of proceeding. What is necessary—and
this has to be one of the most important lessons we learn from WA
Inc—is a better set of rules, which defines the limits of government,
both in size and in function. One of the greatest of parliamentary
theorists, A.V. Dicey wrote in 1885 his Introduction to the Study of the
Law of the Constitution. He envisaged a sovereign parliament working
within the rule of law. Subsequent theory and practice have elevated
the first at the expense of the second. The only way for parliamentary
democracy to flourish, to work well, and to maintain its legitimacy, is
now to reestablish parliament within the rule of law.
Parties and the Business of Politics

Much of the more sensational evidence brought before the Royal
Commission has concerned the relationship between political finances and political favours. The Commission's full report makes it clear
that one of the most unpleasant features of the last decade in Western
Australian politics has been the extraction of large sums of money
from businessmen in return, explicitly or implicitly, for commercial
advantage. Whether any of this amounts to criminal bribery is not for
us to determine, of course; that it did amount to large-scale corruption of the political process is now widely accepted.
It is clear that while unusual circumstances may have been operating in some of the relevant cases that have come to the Commission's attention—not least an apparently remarkable degree of simple
greed—one of the principal contributing factors to this corruption
was the pressure now experienced by parties to fund increasingly
expensive election campaigns and to maintain essential parts of the
campaign armoury between elections.
Campaigning now much resembles the arms race of the 'Cold
War': the weapons get , more sophisticated and expensive, with a
fairly high degree of obsolescence, and the cost of falling behind is
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So pamphlets and brochures get glossier and more colourful,
the advice from marketing and advertising experts becomes more
indispensable and costly, and new techniques—like direct mailing—
become obligatory. Direct mailing is particularly expensive, since it
requires the acquisition and maintenance of a comprehensive and
refined database between elections. And as elections become increasingly close-fought, the advantage increasingly lies with the better
database.
Various solutions have been proposed to the various problems
raised by this arms race over recent years. It is safe to say that few of
those officially proposed are without a conspicuous degree of selfinterest.
One cure now apparently institutionalised at Federal level is
public funding. This is unsatisfactory from most points of view. It
was introduced and operates without any conspicuous public support, and without any satisfactory philosophical basis in political
theory. It clearly disadvantages small and new parties, who cannot
count the funding in their contingency budgets, as do the major
established parties. And it simply provides those major parties with a
funding base on which to build ever bigger fundraising efforts. It is
difficult to see how public funding could be made to achieve its
object without unacceptably draconian limits on campaign expenditure itself. Other measures of campaign restraint, most particularly
the ban on electronic advertising, have been introduced at the Federal
level: they were introduced in a spirit of naked cynicism, and involved unacceptable restraints on important liberties. The ban was, of
course, overturned by the High Court, in an important judgment
bearing directly on freedom of speech.
The overall solution to these problems is far from easy to find. On
the one hand, there is undoubtedly strong opinion in favour of universal public disclosure both of political donations and of politicians'
own financial interests. On the other, it has to be recognised (though
this is in fact seldom publicly argued) that an individual's financial
support for a political organisation is, more often than not, an expression of political opinion which should remain private, as private as is
the secret ballot.
This last is a point worth some serious deliberation, the more so
since it has to a large extent been overlooked in recent debate at both
State and Federal level. There are visible practical consequences: people can, even in Australia, be persecuted for their political beliefs.
There can be no doubt, for instance, that one of the episodes within
fatal.
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the Royal Commission's terms of reference arose simply out of a
desire to disadvantage one businessman clearly identified as a
prominent supporter of the then Opposition.
One practical factor to be taken into the balance here is the
difficulty of writing disclosure laws without loopholes. The Federal
legislation applying between 1984 and 1991 is worth examining in
this respect. The distinction between campaign funds and party
maintenance funds was a loophole through which one could drive a
truck, or at least a Porsche. Campaigns officials were not required to
account separately for individual donations at 'fundraising events',
enabling quite large sums to be dispersed and concealed as takings
from cocktail parties, quiz-nights or sausage-sizzles. Donations in
kind (which might include stationery, computer access, postage or
printing) are extremely difficult to track down. As with the Federal
income tax legislation, greater strictness led merely to more sophisticated evasion. Moreover, the decisions so far made in courts following prosecution may seem to indicate that ignorance in good faith is
an easy defence.
That together with our concern at the infringement of a basic freedom leads us, not without a few misgivings, to recommend against
the current trend toward disclosure of political donations. The State
legislation is now in place, and to that extent our concerns are irrelevant. At the very least, however, when the matter comes up again—
as it is sure to—there should be room for a dissenting view.
Our preferred alternative to disclosure is to offer solutions to the
separate manifestations of corruption.
We start by making the obvious but neglected point that the more
government is involved in (rather than simply with) business, the
more corruption is possible. It has simply been too easy to avoid
accountability by pleading commercial confidentiality, or by removing entities involved in or with business from even the rudimentary
scrutiny of the usual budget process. This leads to the conclusion that
for this reason (and others addressed elsewhere) government should
as a matter of principle be as little involved in business as possible.
(And following from this it is important that, as the Royal Commission has noted, 'All public sector bodies, programmes and activities
involving any use of public resources, be the subject of audit by the
Auditor-General'—Part II, Recommendation 9.)
Further, the evidence before the Royal Commission leads to a
more particular and practical observation. It is clear that in most, if
not all, of the commercial activities under investigation, an extra31

Reform and Recovery

ordinary degree of executive discretion was employed to avoid
recourse to accepted standards of public tendering, whether for
purchase or for sale of property, goods and services (including, in the
latter case, advisory and consultancy services). Much happened at
the State level which could not, for instance, at the Commonwealth.
We therefore recommend a thorough overhaul of the laws and procedures covering the process of tender, with statutory provision for
parliamentary scrutiny and adequate public access through Freedom
of Information.
There are, of course, many kinds of corruption. We have seen, for
instance, executive interference in the accepted process of legal prosecution. This requires serious consideration, certainly; but it can be
observed here that the possibility of executive recall through citizeninitiated referendum would be a strong precautionary discipline on
politicians in such instances.
There is already some interest in other State legislatures in the
development and promotion of codes of conduct for politicians. This
is something worth working on, even if it does provoke reflections of
a gloomy kind about the way it symbolises the decay of personal
codes of ethics. It is doubtful, however, that statutory or quasistatutory codes will do much good. They will tend to be pitched at a
fairly low level, to lack teeth, and to become dead letters. A better
idea is the promotion of voluntary codes, developed by politicians
themselves; codes which would encourage politicians to compete
among themselves for better definition, and better observance, of
self-regulating political ethics. A matching development of voluntary
codes governing party business, promoted by the state presidents of
the parties, would help the process—and may help the parties to
recover some of their credibility.
We have already spoken of the corruption arising out of direct
involvement with business. What is usually less apparent—and
obscured by the very notoriety surrounding some of the more spectacular malfeasances—is the virtually unlimited potential for corruption that exists by reason of the power available to all governments to
affect all stages in the life of a business. Zoning and planning
permission, release of Crown lands, licensing of industrial activities,
access to naturally-occurring resources, environmental approval,
subsidy by grant or loan or tax preference, deals on union coverage,
agreements on occupational health and safety issues, licensing and
surveillance of polluting activities, preferential access to water or gas
or electricity, royalty arrangements outside the normal tax regime,
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implicit taxation in the use of transport networks, subsidy or implicit
taxation in the provision of infrastructure, licensing of occupations
and professions—the list could be extended indefinitely. No businessman and, indeed, no citizen of working age, is uncaught by some
aspect of this net of power.
Some of those concerned will tolerate the regime, and do their
best to operate under it as honestly as they can—even to the point of
going down under the weight. Others will, inevitably, turn some of
their entrepreneurial abilities to evasion or avoidance, or to the negotiation of deals, overt or covert, with government itself. However
legal and public these may be, they are all, in the end, corrupting;
corrupting, most particularly, to the rule of law.
Aside from all economic considerations (even if they could be
separated)—the existence of this power is one of the best reasons for
a comprehensive programme of deregulation, and the withdrawal of
government from many areas best left to the operation of a free
market.

Afterword
It is only right to end this chapter on a note of realism.
Parliamentary reform has a chequered and not very inspiring
history in Australia. The Senate committee system, largely put in
place 20 years ago, is an encouragement to advocates of reform. But
against that we might for instance count the calculated failure of an
embryonic committee system in the House of Representatives ten
years later. Again, on the positive side, we should acknowledge
recent reform in New South Wales, and, too, some of the changes
over the last year or so in our Legislative Council.
Looking at those and other similar examples, we might well draw
the conclusion that it is, these days, too much to expect that parliamentary reform will arise out of purely virtuous intentions. That
need not worry us greatly. It is to be expected that even in politics
self-interest will sometimes produce beneficial public effects. Hence
our comments earlier on the probability that reform may well be an
attractive policy for governments and oppositions to pursue. It does
seem to us that parliamentary reform should be a major plank in the
platform of any party sensible enough to see that good government is
good politics. Indeed, without that self-interested impetus, the prospects for adequate reform seem fairly poor. There is, to be fair, a
number of individuals already in Parliament who have a genuine
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interest in the matter; but they have neither the numbers nor the
weight of influence to achieve much.
In the same vein of realism it is worth saying that reform will not
achieve much without a change in attitude. Both ministers and members must be made to understand that they are the servants, of the
people, and that the common good always comes before partisan and
private interest. Changes in attitude cannot be achieved by waving a
magician's wand. The press have significant potential power in this.
But perhaps this is where CIR would be most effective: it gives
politicians the explicit choice between serving well and not, between
being trusted and not.lo

10 Perhaps one further general remark on the Royal Commission's Part II is in
order. Some commentators have already suggested that the Commission's
determination to adhere religiously to its terms of reference resulted in a series
of unnecessarily timid recommendations. That is true, and the recommendations are characterised as well by an unwillingness to go beyond currently
fashionable academic political theory. Perhaps the most significant failing,
however, is the deferral of some matters for the consideration of a Commission
on Government. To do that was immediately to lose an already failing impetus
to reform. One opportunity, one very big opportunity, has now been lost.
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Introduction
The extent of State debt and of the budget deficit have, after decades
of deliberate attempts to obscure their significance, become a focal
point of public concern and public policy. The public is now aware
that the 1980s has left a legacy in the form of a large State debt; and
they know it will haunt them and their children for years. They also
recognise that the debt problem must be dealt with fairly, effectively
and in an accountable manner; and they want to know that it will
never be allowed to happen again.
State governments can no longer think of themselves as fiscal
islands. Their fiscal performance does count—locally and nationally—as the sorry saga of Victoria in the 1980s and the early 1990s has
shown. More people than ever before are watching their State government carefully, and they are increasingly well-informed. Even the
media, after a long period of lack of interest and inadequate expertise, are now more competent and engaged in State fiscal matters on
an on-going basis. Competition among the States, which has always
been a significant, though often disregarded, feature of the Australian
federal system, is clearly increasing. Workers and jobs, investors and
capital, will increasingly vote with their feet; the fiscal performance
of State governments will have a major bearing on that voting pattern.
Commonwealth policies will continue to have a major impact on
the States' fiscal position. There is a chance that the nature and extent
of Commonwealth control over State finances will lessen in the 1990s,
but any such move is likely to be predicated not only on the States'
getting their finances in good order but also on their showing a
commitment to keeping them in good order. Reforms to State-
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Commonwealth relations may involve the States' assuming more
responsibility for the nation's, as well as their own, fiscal position.
Of course, policies on debt and deficits cannot be determined in
isolation from those on taxation and spending. Borrowing is, ultimately, deferred taxation; and in the final analysis the key concern
must be the extent to which government expenditure is justifiable.
For clarity and brevity, taxation policy is separately considered in
Chapter 4, and spending in Chapter 5.
The first step in developing a debt management strategy must be
to ascertain and explain the condition of the State's finances—to
know where we want to go, we need to know where we are, and how
and why we got here.
The second step is to formulate a coherent debt management
strategy which sets out the principles and a set of targets for the State
debt and deficit and other liabilities, to be achieved over the term of
the government, using as a benchmark the debt management strategy
released by the WA government in mid-1992.
The third step is to put into place reforms to the existing political,
administrative and constitutional systems which will lock in the
strategy.
Communicate the Full Picture
The first step in designing a debt management strategy, and other
aspects of fiscal policy, is to assess the state of the State's finances; a
task which is as difficult as it is important. The past is important, as it
tells us how we got to where we are now: in particular, what policies
were actually put in place, what their consequences were, and how
much of a legacy or handicap we must now bear because of those
policies. It is also obviously important for the government, the Parliament and the voters to have some idea of the direction in which
the State's finances is likely to be heading under current policy
settings.
Gaps in Information

This first step must be a tentative one, as the information publicly
available on the State's finances is deficient in a number of important
areas. Although the quality and quantity of published information
on, and analysis of, the State's finances have improved in recent years
(and will necessarily keep improving), key bits of information are
still missing—including forward estimates of spending, revenue and
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debt; and data on the changes in assets and liabilities and depreciation over time. Existing policy settings, moreover, are not clear; there
is a paucity of objective analysis of the State's performance; and the
data on the State's finances are highly fragmented. In fact, the
information available on Western Australia's finances lags behind
that available on all other State and Territory governments.
Commission of Audit
The new government should, as a matter of priority, commission an
independent audit of the State's finances. This should be undertaken
not in the expectation of finding wrong-doing or in the expectation of
uncovering additional liabilities, but rather to obtain a thorough,
objective assessment of the State's fiscal position and future policy
options. The audit will be of use to the Executive, but its main target
audience should be the Parliament and the public. These are the
groups which are currently most in the dark. An ancillary benefit of
the Commission will be to lay the foundations for more thorough
reporting and analysis of the State's financial position on an annual
basis in the State's budget documents. The Commission of Audit
should be considered as one of a number of actions designed to
improve the accountability of government.
Enough, however, is now known of State's fiscal performance
and position to provide the foundations of a debt strategy.
Legacy of the 1980s: Handicap of the 1990s

Rapid Growth in State Debt
During the 1980s, Western Australian governments, like many
private organisations and some other (but not all) State governments,
dramatically increased the State's level of indebtedness.11
As of 30 June 1992, the gross indebtedness of the Western Australian public sector was $11.3 billion or $6850 per head of population
(see Table 3.1). In contrast, public sector debt stood at $3.2 billion in
11 There are numerous ways of measuring State debt. It can be measured before
(gross) or after (net) deducting financial assets; it can be valued at face or
present value; and the different measures can result in significantly different
estimates. There is little consistency between the various published measurements of State debt across Australia, though the States have agreed to publish
estimates of debt on a standard basis (present value) beginning in 1994. Since
the WA government has only published data on gross debt at face value prior
to 1989, this measurement will be used throughout this study. Estimates on
present value basis of gross and net debt are published, but only after 1989.
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1982. The State's public sector also held, at the end of 1992, financial
assets valued at $3.2 billion, which, when deducted from gross debt,
results in a level of net indebtedness of $8.1 billion. Since these financial assets are fully utilised in the operation of the government and
could only be freed-up by the closure of government, gross debt is
the most appropriate measure of State debt.12
Table 3.1: WA Public Sector Debt
($ billion, as of 30 June)

Gross Debt
Net Debt

1991 a

1992a

1993b

10.1

11.3

11.6

7.6

8.1

8.4

Notes: (a) Source: WA Treasury (1992) Analytical Information in Support of the
Treasurer's Annual Statement: 1991-92
(b) Source: Estimated by IPA using data supplied in 1992-93 WA Budget

of the State's public
sector expanded rapidly by all measures (Table 3.2): in dollars of the
day it grew by 257 per cent; in real per capita terms it grew by 56 per
cent; it grew as a share of the State economy—from 22.7 per cent of
Gross State Product (GSP) to 29.2 per cent of GSP; and, given that
debt had actually shrunk in real per capita terms during the preceding decade (1971-1981), it grew in relation to recent experience.14
Between 1982 and 199213 , the indebtedness

12 This is shown by the need for the WA government to borrow $529 million in
1992 to enhance the liquidity of its cash balances in order to meet the liquidity
ratio guidelines set by the credit rating agencies. WA Treasury (1992a), Analy-

tical Information In Support of the Treasurers Annual Statement: 1991-92; Novem-

ber, page 46.

13 In this and subsequent chapters, reference to a year implies reference to a fiscal
year; for example, '1982' refers to fiscal year 1981-82.
14 State debt was higher during the 1960s and earlier decades than in the 1980s.
However, the WA economy and the State's finances have changed to such an
extent that the debt levels in the years prior to the 1970s are now no longer
relevant. For example, prior to the 1970s, borrowings were undertaken by the
Commonwealth on behalf of the States with significant Commonwealth control
over the level of borrowings. Moreover the cost of debt was much lower
during, and in fact at times even negative in real terms prior to, the 1970s. In
the 1960s WA went through a phase of rapid expansion, with the development
of the iron ore industry and wheat belt requiring a much higher level of
physical infrastructure; during the 1960s over 47 per cent of total State expenditure was used for capital purposes compared with just 17 per cent during the
1980s.
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Table 3.2: Growth in WA Public Sector Debt 1982 to 1992
Terms:
Nominal
Real per Capita
As Share of GSP

257%
52%
6.5% points
(from 22.7 to 29.2)

Sources: WA Treasury, Analytical Information in Support of the Treasurers Annual
Statements 1988-89, 1989-90, 1990-91 and 1992-92; Debt defined as net
loan liabilities measured on current value basis for total public sector.
Population: ABS Cat No. 3101.0.
GSP: 1982-91 from ABS Cat. No. 5220.0, 1992 estimated by IPA and
assumes 4.0 per cent real growth in GSP.
Deflator: Non-farm GDP deflator: 1982-1991 from ABS Cat No. 5204.0;
1992 from 1992-93 Commonwealth Budget Paper No. 1.

State Debt Still Growing

Public sector debt did decline during the late 1980s, if measured as a
share of GSP. This decline was, however, temporary, and reflected
the rapid and unsustainable growth in GSP, not a reduction in borrowings. In fact, between 1986 and 1992, State debt per head grew by
51 per cent—hardly a sign of borrowing restraint. Moreover, as the
State's economic growth declined in 1990, debt began again to grow
as a proportion of GSP; and in 1992 it reached its highest level since
the early 1970s.
Although there are no official projections of State debt for 1993,
the available data on public sector estimates of financial transactions
indicate that it will again grow in 1993, albeit at a lesser pace. As
shown in Table 3.1, gross State debt is likely to expand by 3 per cent,
or to around $11.6 billion, by the end of 1993; and net State debt is
likely to expand by around 4 per cent—rates much lower than
recorded in recent years.15
15 The State public sector is, under the National Accounting framework (the
accounting framework that will be used throughout Reform and Recovery) divided into public trading enterprises, or PTEs, and general government enterprises. (For a discussion of the National Account format, see WA Treasury
(1992b), 1992-93 WA Budget: Economic and Financial Overview, Appendix 2,
pages 43-47; and for a discussion of its application to State debt, see WA
Treasury (1992a), op. cit., Appendix, pages 59-67.) State owned financial trading enterprises (FTEs), such as the R&I Bank and the SGIC, are not included as
part of the public sector, though they do transact with the public sector via the
payment of dividends and the receipt and repayment of advances. PTEs are by
definition those agencies of government which mainly sell goods into a market
with the intention of recovering all or a significant proportion of their operating costs. (See ABS, Cat. No. 21217.0, Classifications Manual for Government
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Public Trading Enterprises Account For Most Debt
State debt is predominantly in the Public Trading Enterprises (or
PTE) subsector, and particularly in the larger utilities. In 1992, the
PTE subsector accounted for $6.7 billion, or 60 per cent of State debt.
The State Energy Commission of Western Australia (SECWA)
accounted for the largest proportion (34 per cent), with most of this
accumulated since 1981. The Water Authority (3 per cent), Homeswest (6 per cent) and Westrail (3.5 per cent) are the next largest contributors to total State debt.16
Figure 3.1: WA State Debt (a) by Subsector, 1980 to 1992
(real per capita (b))
Public Trading Enterprises

General Government

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992
Year
Notes: (a) Net loan liabilides indude liabilities arising from WA Government Holdings.

(b) Deflated by non-farm GDP deflator with 1991 base year.
Sources: 'Report on State Debt', Report No. 25, Public Accounts and Expenditure Review

Committee, Legislative Assembly of Western Australia, December 1992.
WA Treasury, 'Analytical Information in Support of the Treasurer's Annual
Statements', November 1992.

Finance Statistics: Australia 1984, page 5.) This means that they face a degree of

commercial pressure in terms of their financing decisions and have the capacity to service debt via user charges. In contrast, the general government subsector consists of those agencies of government which in the main operate
outside the normal market mechanism, provide goods free of charge, and
whose debt is financed by tax revenue. There is, therefore, a prima-facie case
for assessing the financing decision of these subsectors differently. However,
the differences between the subsectors—in the past and today—are to some
extent more apparent than real.
16 WA Treasury (1992c), The Treasurer's Annual Statements 1991-92, November,
pages 122-123. WA Treasury (1992d), Submission to The Public Accounts and
Expenditure Review Committee State Debt Inquiry, June.
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Although the PTE subsector still accounts for the largest share of
debt, its share has been declining (see Figure 3.1). Measured in real
per capita terms, PTE subsector debt reached a historic peak in 198617
with the completion of the Dampier–Perth gas pipeline and its associated infrastructure, and has decreased steadily ever since. In 1992,
PTE subsector debt declined both in absolute terms and as a share of
total State debt; and this trend will continue in 1993.
PTEs Are Still Tools Of The Government

The fact that the bulk of the State's debt is held by PTEs does not
necessarily mean that the debt has been used to fund investments in
commercially viable, self-funding capital projects. PTEs are, to varying degrees, instruments of the general government subsector. With
only a few exceptions, they are required to pursue a range of noncommercial, and essentially redistributive objectives 18, including promoting regional development, providing financial assistance to the
disadvantaged, giving preference to local suppliers, subsidising 'special' industries and projects, 'stimulating economic growth', and
protecting or creating employment. 19 The pursuit of these non-commercial objectives significantly affects the operating results of the
PTEs and therefore their level of borrowing. CSOs are in large part
the reason for the PTE subsector's unbroken history of losses. And,
although since 1985 the Western Australian PTE subsector has shown
a marked improvement in its operating performance, with its net
operating losses declining each year in nominal terms, it is continuing
to experience losses and is expected to do so again in 1993.20
Although the data are very limited, anecdotal evidence indicates
that a considerable number of investments by the PTE subsector have
not been commercially viable, and in some cases were never designed
to be. Examples abound, including the $250 million spent by Westrail
on the suburban rail network, the $427 million borrowed by Homeswest over the last decade for low-cost housing, $36 million spent by
17 'Report on State Debt', Report No. 25, Public Accounts and Expenditure
Review Committee, Legislative Assembly of Western Australia, December
1992.
18 The Industry Commission defines community service obligations (CSOs) as
arising when a government requires a public enterprise to carry out activities
relating to outputs or inputs which it would not elect to do on a strictly commercial basis, or which it would only do commercially at higher prices.
19 See WA Treasury (1992b), op. cit., Table 5, page 60 for a list of major CSOs
currently identified by various PTEs.
20 See ABS Cat. No. 5501.0.
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Transperth on the Perth city bus station, and the $37 million spent by
the Fremantle Port Authority on the dredging of its inner harbour
and the development of a boat harbour.21
The level of PTE debt is thus affected by its non-commercial functions and obligations. For example, SECWA is required to provide
subsidies to rural electricity consumers: this reduces SECWA's net
earnings, and so increases its dependence on debt-funding of capital
works. In turn, that subsidy will, by inducing higher demand for
electricity in higher-cost areas, increase SECWA's need for capital
outlays and borrowing.
The PTE subsector receives some compensation from the budget
for its non-commercial functions. In 1992, around $332 million was
paid to PTEs in the form of subsidies, grants and advances from the
general government subsector. However, these payments do not represent total cost to the PTE subsector arising from the non-commercial functions.
PTEs also possess, in varying degrees and forms, the power to
tax, and thus, like general government, in part they directly exploit
taxpayers. For example, SECWA operates as an integrated energy
monopolist with extensive powers over the pricing, transmission and
use of gas and electricity. Our governments have exploited and continue to exploit SECWA's monopoly powers to levy, albeit selectively, higher-than-commercial charges, which enable it to fund an
extensive range of non-commercial investments and other activities.
Thus SECWA's charges are in part a tax, and are commonly perceived by politicians and consumers as such. The Water Authority not
only imposes de facto taxes by way of higher-than-commercial water
charges, but, by levying its sewerage charges on the basis of land
values, also directly imposes a tax—a land tax—similar to that levied
by the general government subsector. Homeswest not only is exempt
from a range of taxes—an implicit subsidy not recognised in the data
referred to above—but has the power to acquire land, buildings and
other property at a highly subsidised rate. There are numerous other
examples of the use of taxing powers, both explicit and implicit, by
PTEs to fund non-commercial activity. Further, the use of tax or
monopoly powers by the PTEs has been directly exploited to fund
general government subsector activity via the payment of higher-

21 WA Treasury (1992e), 1992-93 WA General Loan and Capital Works Fund, Estimates of Expenditure.
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than-normal dividends. Indeed, in some states (but not in WA), PTEs
have become the source of very large tax revenues.
The PTE subsector has, however, become more commercially
orientated over the last decade. If the corporatisation policies currently in place22 are widely implemented, the extent of commercialisation will increase. There are, moreover, large differences as
between the various PTEs, in terms of their access to and use of taxlike instruments, and their commercial orientation. Nonetheless, the
liabilities from past non-commercial decisions remain, and some
PTEs, such as Homeswest, will continue to be inherently redistributive and non-commercial. Thus the distinction between PTE and
general government debt is, in part, illusory.
General Government Debt Growing Rapidly

Although the general government subsector currently accounts for a
minor share of State debt, its level of indebtedness has nevertheless
grown rapidly both in absolute terms and as a share of State debt (see
Figure 3.1). As of June 30 1992, general government agencies accounted for $4.6 billion or 40 per cent of total State debt. This represents a
150 per cent increase in real per capita terms over the 1982-92 period
and a doubling of the share of debt. General government debt is
estimated to increase further again in 1993, with almost all anticipated public sector borrowing in 1993 being designated for the
general government subsector.
Financial Institutions Losses A Large Cause Of Debt
Debt owed by the general government subsector is not thoroughly

broken down on an agency-by-agency basis. Nonetheless, between
1982 and 1992, a substantial proportion of this debt was actually
incurred to bail out State financial institutions. Between 1988 and
1992 at least $675 million was borrowed by the general government
subsector to provide capital to State financial institutions forced to
write off assets lost through WA Inc and other failed business loans.
This included $420 million to the R&I Bank, $80 million to SGIO, and
$175 million to Western Australian Government Holdings Ltd
(WAGH). These debts represent about 15 per cent of all general
government debt. The R&I Bank and the SGIO are reportedly
required to service the moneys borrowed on their behalf by the gene22 See WA Treasury (1992b), op. cit., pages 49-66, for discussion of reform initiatives currently under way in WA.
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ral government subsector by way of higher dividends. Even if they
do so successfully, however, this will only be achieved at the cost of
dividends or asset values that would otherwise have been available
to taxpayers. The borrowing thus represents an unproductive use of
State borrowings, that is, capital being expended for no return.
It can also be argued that the $161 million paid from the budget
to meet the losses of the Teachers Credit Society and the Swan
Building Society was, in effect, indirectly financed through additional
government borrowing, for at the time these expenditures were
incurred, the general government subsector was running a large
budget deficit.
Large Losses Remain In Financial Enterprises
The official estimates of State debt referred to above do not include
all the losses of State financial institutions23 Specifically, they do not
included the losses incurred by the Government Employees Superannuation Board (GESB), and the State Government Insurance Corporation (SGIC). These State-owned financial institutions experienced
significant losses during the last 5 years as a result of WA Inc and
other investment decisions. Although the full extent of these losses is
not yet known, they will certainly be large, and represent a significant reduction in the financial assets previously available to
taxpayers. Between 1988 and 1992, the SGIC wrote down assets or
realised losses to the extent of approximately $520 million as a result
of politically-motivated investment decisions. During the same period and for the same reasons, the GESB wrote down assets of $234
million. These losses represent a decline in the State's asset base, and
indirectly contribute to the State's indebtedness through the elimination of revenue from asset sales and dividends.
Importantly, the losses of the SGIC and the GESB are being funded, in part, by taxpayers through special relationships and dealings
with the State government. The SGIC, which had a negative net
worth of $354 million as of 30 June 1992, has only been able to avoid
an explicit injection of funds from the State government by exploiting
its exclusive right to provide third party insurance and to provide
insurance to various State government agencies—in other words, by
utilising its power to impose taxes on select insurance transactions.
The SGIC also has preferential rental arrangements with the State
23 These institutions are not treated as part of the budget sector for statistical purposes and thus their losses only affect State debt when met by State borrowing.
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government for some of its central business district properties. The
GESB not only has similar preferential rent arrangements, but all of
its investments are underwritten in full by the State government and
all cash deficiencies are met directly by the State Treasury.
Debt Has Been Used For Consumption Purposes

Successive State governments have consistently argued that, at least
for the general government subsector, borrowings have been used
solely for capital purposes. Indeed, this principle underpins the
structure and classification of its accounts, with all borrowings, and
loan repayments and most, but not all, receipts of a capital nature
and all expenditure of a capital nature by the public sector (except for
a number of PTEs), being required, by the Financial Administration and
to be credited to the General Loan and Capital Works Fund
(GL&CWF).24

Audit Act,

Table 3.3: Use of borrowing 1978-1991
($ BlIllon,1984/85 (Dollars)

General Government
Borrowing a
Net lnvestmentb
Net Mining Royaltiesc
Borrowing less net
investment
% of Total Borrowing
Borrowing minus net
investment plus royalties
% of total borrowing
Sources:

2.7

Total Public Sector
6.2

1.1

4.1

1.4

1.4

1.6

2.1

59%
0.2

34%

7%

11%

0.7

(a) ABS Cat. No. 5501.0; borrowing estimated as deficit less advances paid over the
1978-91 period.
(b) ABS Cat. No. 5220.0; net investment calculated as gross fixed capital
investment less consumption of capital (depredation) over the 1978-91 period.
(c) WA Budget Papers; net mining royalties calculated as mining and petroleum
royalties less expenditure for administration (outlays of Department of Mines and
Energy) deflated by the 10-year Treasury Bond rate to reflect the growth in the in situ
value of the resources.

This is at odds, however, with the available data—limited as they
are—which indicate that a large proportion of the debt accumulated
by Western Australia's public sector (both PTE and the general government subsectors), over the last fifteen years has been used for
funding capital consumption rather than new capital investment. As
24 WA Treasury (1992e), op. cit., page 2.
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shown in Table 3.3, the Australian Bureau of Statistics (ABS) estimates that the the State's public sector increased its net stock of fixed
assets—gross fixed capital less depreciation or capital consumption
in 1985 dollars—by $4.1 billion over the 1977-91 period. During this
period, the public sector is estimated to have increased its net debt by
a much larger amount—around $6.2 billion in 1985 dollars—which
indicates that about $2.1 billion or 34 per cent of total net debt accumulated over the period was used to fund spending for capital
consumption purposes. These data also show that the use of borrowings for consumption purposes has not been restricted to Labor governments. During the six years prior to 1982, the coalition governments of the day also borrowed, albeit at a lower rate, for current
purposes—about 30 per cent of total borrowings.
The level of borrowing used for consumption purposes has been
extremely high in the general government subsector. During the
1978-1991 period, general government accumulated, in 1985 dollars,
new net debt of $2.7 billion, of which $1.6 billion or 59 per cent was
used to fund current spending.
The use of debt for consumption purposes is continuing, and
makes up a significant portion of the deficit. Data provided by State
Treasury with the assistance of the ABS 25 show that, at least for the
general government subsector, a large proportion of the net debt
incurred in 1992 was used for consumption purposes. During 1992,
about 68 per cent of debt incurred was used for consumption purposes, if depreciation is measured on a current cost basis; and about
30 per cent of the increase in net debt was used for consumption
purposes, if depreciation is measured on a historical cost basis. The
use of debt by the PTE subsector is more problematic; depending
entirely on how depreciation is measured. An examination of the
1993 GL&CWF shows that a significant proportion of expenditures is
clearly not in the nature of additions to the capital stock, but rather
replacement of capital which in the past was funded through the
Consolidated Revenue Fund.
The discrepancy between the constant official rhetoric and the
actual results shown in Table 3.3 arises from four main causes.
First, the government defines the repair and maintenance of existing assets as a capital outlay. As a result, it has borrowed to fund the
depreciation or consumption of capital which, being a recurring item
of expenditure, is more appropriately defined—as indeed it is by the
25 Ibid., pages 29-32.
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ABS in the State Accounts, (Cat. No. 5220.0)—as current expenditure.
Second, it has used long-term borrowings to fund short-lived assets
such as computers. Third, it has borrowed to bail out FTEs and to
offer financial assistance to private firms. Fourth, it includes as
capital some items of expenditure which are unambiguously
recurrent in nature—such as office rental, superannuation and
redundancy payments, and consultants' fees.
Capital Revenue Used For Current Outlays

Western Australian governments have consistently used revenue
from the sale of physical assets such as land ($62 million in 1992) and
motor vehicles (about $20 million in 1992), and from the sale or use of
financial assets such as cash balances (around $160 million in 1989) to
fund current expenditure. Under the National Accounts framework,
these revenue sources are treated correctly; the sales of physical
assets are treated as an offset to capital expenditure—effectively as
negative outlays—and consumption of financial assets is treated as a
funding transaction and part of the deficit. The use of capital revenue
for recurrent purposes is another reason why the State has been able
to give the appearance of using debt only for 'capital' purposes (see
Table 3.3).
Governments have also used income from mineral royalties,
which should be treated as capital revenue, to fund recurrent outlays.
The Western Australian government obtains a large share—larger
than any other State—of its own-sourced revenue from mineral
royalties: $2 billion in real terms over the 1982-93 period and $398
million in 1992. In fact, in 1992, mineral royalties were the largest
State source of revenue after payroll tax. Royalties are not a tax, but a
payment for the use of a capital asset. Since these assets—mineral
and petroleum deposits—are non-renewable, royalties represent payments for the right to consume a public asset. In this sense, royalties
are tantamount to asset sales, and similar to the sale of land, buildings and business ventures. As such, they should be treated as capital
revenue and as constituting a reduction in the stock of public assets.
It must be said, however, that under both the National Accounting
framework and the State public accounts format, royalties are treated
as current revenue, and the reduction in public assets denoted by
royalties are not reflected in estimates of capital expenditure or
changes in capital stock. Nevertheless, if royalty receipts are considered as consumption of public capital and deducted from capital
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stock, then the net capital stock of the public sector would in real
terms have increased by only $700 million over the 1978-91 period
(see Table 3.3), and around 89 per cent of borrowings would be
deemed to have been used for consumption purposes. The impact on
the general government subsector is much more dramatic, largely
because all royalty income is used by this subsector. Income from
mineral royalties exceeded net investment in the general government
subsector: the implication being that over 93 per cent of the debt
incurred over the 1978-91 period was in the final analysis used for
consumption purposes. A portion of Western Australia's aboveaverage royalty receipts is siphoned away from this State to the other
States via the Commonwealth grants process. 26 Nonetheless the core
of the argument remains, that royalties are large and are a capital
revenue and have in effect been used for consumption rather than to
increase the State's capital stock
Other Financial Liabilities

Debt or loan liabilities are not the only type of financial liabilities
borne by the public sector. Others include employee-related entitlements (such as leave entitlement, unfunded superannuation, workers' compensation), and accounts payable, foreign exchange contracts
and other accrued interest payments relating to debt-raising (see
Table 3.4).27
The financial liabilities of the public sector (excluding guarantees,
indemnities and sureties) are listed in Table 3.4. In 1992, the State
public sector had total financial liabilities of $17.8 billion, representing 46 per cent of GSP. State debt constituted the bulk (61 per cent) of
total liabilities. Employee entitlements, however, were also large, at
$5 billion or 28 per cent, of which unfunded superannuation liabilities represented $4.4 billion. There are no published data on
employment and other non-loan liabilities prior to 1991; it is, thus,
not possible to estimate the growth in such liabilities over the last
decade.
It is significant that, unlike the composition of State debt, the
general government subsector has the largest share of the State's total
financial liabilities; and total liabilities have exhibited very strong
growth in recent years. In 1992, the general government subsector
26 A portion of WA's above-average level of royalties will be offset by a reduction
in Commonwealth Grants.
27 WA Treasury (1992a), op. cit., pages 7-26.
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had financial liabilities of $9.6 billion (which represented 54 per cent
of the State's total), a massive 23 per cent increase on the previous
year. The PTE subsector, on the other hand, actually reduced its
financial liabilities in 1992. The reason for the higher concentration of
total liabilities in the general government subsector is that most (76
per cent) of employee entitlements are in the general government
subsector.
Table 3.4: WA Public Sector Financial Liabilities and Assets
($ million)
Public Trading
Enterprises
Year

General
Government

State Public
Sector

1991

1992

1991

1992

1991

1992

Borrowings

6879

6779

3031

4153

9856

10905

Employee related
entitlementsa

1233

1182

3545

3808

4778

4990

Otherb

757

872

1194

1614

1469

1896

Total Liabilities

8869

8833

7770

9575

16103

17791

Financial Assetsc

1862

1848

2486

3496

3812

4727

Net Financial
Liabilities

7007

6985

5284

6079

12291

13064

Source:
Notes:

WA Treasury (1992), Analytical Information in Support of the Treasurer's Annual
Statements, 1891-92.
(a) These Include: leave entitlements; superannuation; workers' compensation.
(b) This includes: overdrawn bank and operating accounts; accounts payable; finance
leases; other liabilities and accruals; moneys held in trust.
(c) These Include: cash, bank and operating balances; accounts receivable; other
debts, accruals and prepayments; investments; loans and advances.

The Western Australian public sector does, of course, have financial assets, which in 1992 stood at $4.7 billion. The lion's share (74 per
cent) of these assets are in the general government subsector. Since
these financial assets are fully employed in the day-to-day operations
of government and their liquidation would require the cessation of
all government functions, it makes little sense to offset these against
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liabilities. Notwithstanding that, net financial liabilities
(total financial liabilities less financial assets) of the public. sector
stood at $13.0 billion in 1992, with a large portion (47 per cent) in the
general government subsector. It is also relevant that the level of net
financial liabilities in the general government subsector grew by 18
per cent in 1992.
The public sector also has substantial contingent liabilities, arising
from guarantees, indemnities and sureties, and standing at $705
million in 1992. These liabilities have shown a high level of volatility
over the last decade because of WA Inc deals. Even excluding those
deals, however, contingent liabilities have grown sharply in recent
years: by 26 per cent in 1990-92. Moreover, these estimates do not
included the large liabilities that could arise from the legal action,
commenced by Bond Corporation Holdings Limited and others
against the State for an aggregate of approximately $550 million, for
alleged breaches of contract in relation to the failed petrochemical
plant in Kwinana.28 Nor do they include the underwriting of bondholders by the State Housing Commission for the Keystart Housing
Scheme.
These liabilities are of policy significance: they can be used, as
they have during the 1980s, as substitutes for debt. Since these liabilities are subject to little analysis or scrutiny, and are often shielded
from Parliamentary and public scrutiny through the specious excuse
of 'commercial confidentiality', their use significantly undermines the
accountability of State finances and specifically the State debt.
Perhaps more crucially, recent policy initiatives will lead to further
expansion of these contingent liabilities: specifically, the policy to
encourage private 'equity' funding of public infrastructure. 29 One of
the potential effects of this policy is to shift the source of funds for
public infrastructure from debt to equity.

financial

Debt-Servicing Cost

The rapid growth in State indebtedness, coupled with the higher cost
of funds, resulted in a massive increase in the State's interest bill over
the 1980s (Figure 3.2). In 1992, the State's net interest bill—interest
paid less interest received—was $937 million, which in real terms

28 WA Treasury (1992c), op. cit., pages 123-145.
29 WA Government (1992a), Investing In Infrastructure: Guidelines for Private Sector
Participation in Public Infrastructure, May.
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represented a 148 per cent30 increase over 1982. The State's net interest bill increased from 8.8 per cent of total revenue in 1982 to 14.6
per cent in 1992, or 5.8 percentage points, which in 1992 dollars was
equivalent to $380 million or the amount spent on welfare services.
Figure 3.2: WA Public Sector Net interest(a) and Debt Service Ratio(b)
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(b) Net Interest as a share of total revenue
Source: ABS Cat. No. 5501.0

The growth in gross interest payments by general government over
the 1980s was nothing short of alarming. After 1986, interest payments more than doubled in real terms largely as a result of Canberra's tight monetary policy; it outpaced the growth in all other
types of expenditure and was the major force behind the steady
growth in total outlays over the 1986-91 period. The decade of the
1980s was very costly in terms of borrowing. The average rate of interest paid by the public sector was only 6 per cent in 1980; by 1982 it
30 In 1990, the WA government refinanced a large portion of its long-term debt in
order to achieve a reduction in its cost of funds. The decision incurred transaction costs of $190 million which were brought to book in full in 1991. The
transaction led to the very high interest payments in 1991 and the lower level
of interest payments recorded in subsequent years. Thus, to this extent, the
decline in interest payments indicated in Figure 3.2 after 1991 is illusory.
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had jumped to 9.9 per cent, and increased thereafter until peaking in
1989 at 12.5 per cent. The cost of funds to the States has decreased
since 1989; hence the decline in Western Australia's public sector
interest bill in recent years (Figure 3.2). While rates similar to those
prevailing in 1989 and 1990 are unlikely to return in the foreseeable
future, interest rates now seem to have bottomed. It is unlikely, therefore, that the debt burden on the taxpayer will be eased as a result of
lower interest rates per se.
Superannuation Costs Are High And Growing

Data on superannuation payments are limited, but what are available
indicate rapid growth. In 1992, gross superannuation payments from
the Consolidated Revenue Fund (CRF) totalled $285 million, representing a 160 per cent real increase over 1988 and a 27 per cent
increase over 1991. The increase in superannuation payments in 1992
is in part due to the special redundancy programme of that year, and
thus the growth in payments should, without a change in policy,
slow over the term of the new government.
Public Sector Remains In Deficit

The State public sector is in deficit and, on present policies, seems
likely to remain so (see Figure 3.3). The public sector was in deficit
throughout the 1982-92 period, with deficit spending growing, albeit
irregularly. The public sector deficit for 1992 reached $405 million.
The outlook for 1993 is for a public sector deficit of $453 million—an
11 per cent increase on the previous year.
Though the deficit can be funded, as it must be, from a number of
sources, including cash balances, and proceeds from the liquidation
of financial assets, in the main the funding will come from new borrowings, including advances from the Commonwealth.
Budget Deficit Is Structural

Contrary to the rhetoric of successive State governments, the Western
Australian general government subsector—the National Accounts analogue of the budget sector—was not in balance in any year during the last
10 years and incurred a deficit of $464 million in 1992. Moreover, in
1993 the general government subsector is again expected to have a
deficit of $346 million.
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Figure 3.3: Total Public Sector Deficit, WA, 1977-78 to 1992-93
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The absence of forward estimates of expenditure and revenue
prevents an assessment of the State's financial outlook beyond 1993.
Nevertheless, the available evidence indicates that, under the policy
settings in place at the time of writing, the Western Australian general government subsector will remain in deficit through the term of
the new government. This conclusion is supported by both major
credit rating agencies. As stated in its 1992 Credit Report, 'Moody's
expects Western Australia to continue to incur heavy borrowing
requirements well into the 1990s'.31
The State's deficit is structural rather than cyclical in nature. That
is, the general government subsector is expected to remain in deficit
even after deducting abnormal items, such as capital for financial
institutions (the R&I Bank and the SGIO) and the counter-cyclical
capital spending undertaken in 1993, and despite the cuts to the public sector workforce and other spending restraints instituted by the
government in 1991 and 1992. Although Western Australia may continue to experience faster than average economic growth among the
States, forecasts of much stronger growth than in recent years 32 are
unlikely to be realised given the constraints on Australia's economic
growth imposed by external debt and other factors.
Deficit Driven By Politics Not Economics

widely accepted rationale for borrowing by the public sector is that
it allows governments to act as a stabilising force in the economy.
There are numerous variations on this argument, but essentially they
all boil down to the notion that the public sector should run deficits
A

during periods of recession in the economy and reduce its deficit (or,
in fact, run surpluses) during periods of high growth (such as that
experienced between 1986 and 1989).
Even if this approach were accepted as appropriate for a State
government33 , there is a question as to whether the fiscal policy of
this State's public sector has in fact been implemented in a way that
was counter-cyclical. Certainly, our governments have regularly justified large deficits by the need to stimulate the economy. aIndeed, the
31 Moody's, Moody's Sovereign Credit Report—Australian States, New York, February 1992.
32 WA Treasury forecast economic growth of 4 per cent in real terms during
1992-93; see WA Treasury (1992b), op. cit., page 23.
33 Stabilisation is primarily a Commonwealth government responsibility and,
given the 'leakages' from additional State spending to other States and overseas, State governments have only a limited capacity to influence economic
activity in their State through such Keynesian policies.
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increased deficit planned for 1993 is justified primarily on just this
'need'. But the pattern of deficit spending by the total public sector
and general government subsector does not in practice show any discernible relationship with various indicators of aggregate demand,
such as growth of GSP, household income, or unemployment.
If anything, the cumulative fiscal policies of successive State governments over the last decade appear to have acted more as a destabilising force. The public sector did run large deficits during periods of
low growth, such as 1982-83 and 1990-93; but it ran even higher deficits during the boom times. During those times, as in the late 1980s,
when the State and national economies were very clearly overheated,
the Western Australian public sector not only ran large deficits, but
stepped up the rate of growth of public expenditure by offsetting
reductions in Commonwealth grants with large increases in tax receipts, the use of cash balances and asset sales. The Western Australian public sector thus pursued a highly 'stimulatory' fiscal policy
during a period when national economic policy was seeking restraint.
And then, during the recession which followed the boom, the State
public sector pursued a relatively contractionary fiscal policy, with
large tax increases-in 1990, and restraint on expenditure growth
through to 1993, entailing cuts to the public sector workforce. The
government did maintain large deficits during this recession, but
these were driven in large part by the losses in FTEs already mentioned, and an expenditure overhang from the boom times.
On any dispassionate reading, the evidence indicates that Western Australian governments did pursue a 'stabilisation' policy: it was,
however, directed less at the business cycle than at the political cycle.
As shown in Figures 3.3 and 3.4, the deficits of the total public sector
and the general government subsector display a discernible pattern,
of large increases in pre-election years-1983, 1986, 1989, and 1993—
and even though the size of the deficit was reduced in non-election
years, these reductions did not offset the large increases committed in
election and immediate post-election years. As a result, there is a distinct 'ratchet' growth pattern in deficit spending over the 1980s.
Capital Spending As A Whole Is Not Lumpy
Contrary to the frequent claims of governments, there is little evidence that borrowing is required to finance general government capital spending because of its 'lumpy' or uneven nature. Although
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particular agencies capital spending can be very uneven,
across the general government sector as a whole the peaks and
troughs tend to offset each other, so that the path of total capital
spending is quite even on an annual basis. In fact, as we might
expect, the level of capital spending appears to be more sensitive to
other policy factors, such as the stage of the political cycle, expenditure restraint, and economic growth, than to the size of individual
projects.
within

Comparisons Between States

To put the matter into perspective, the Western Australian public sector, largely because of the inherent strength of the State's private sector, is in a sound financial position. It is not confronting a crisis of
Victorian proportions; and it is in a far better fiscal position than the
other, 'southern' states. Nevertheless the State's finances have deteriorated significantly in recent years.
In other words:
• There has been excessive borrowing, primarily to avoid the politically-hard decision of raising taxes to finance election promises.
• This has imposed an excessive burden on the State which, at the
margin, has probably had adverse effects on economic activity.
• Notwithstanding this, the investment opportunities available to
the private sector in WA have been sufficient to allow the State to
grow faster than average and avoid Victoria's problems. In a
sense, there have been two States in WA—one in the private
sector; the other in the public sector.
How Does Western Australia Stand Relative To Other States?

In terms of accumulated liabilities, the Western Australian public sector is in the middle rank of the Australian States (see Tables 3.5, 3.6
and 3.7). In terms of key credit indicators, its public sector ranks
below New South Wales and Queensland, and (in 1991) on a par with
South Australia and above Victoria and Tasmania. Public sector net
debt in Western Australia was estimated by S&P Australian Ratings34
to have been $5315 per capita in 1991, which was 77 per cent

34 The States do not publish estimates of State debt on a common basis. The data
referred to in Table 3.5 are estimates provided by S&P Australian Ratings,
Monthly Ratings Bulletin, April 1992, and differ from the estimates published by
individual States.
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Table 3.5: Key Credit Indicators, Australian States, June 1991

Net DebtPer capita $

NSW

Vic

Old

WA

SA

Tas

Six states

3,624

7,792

2,990

5,315

6,381

7,582

4,772

40.2

21.6

% of GSP

15.9

28.9

15.4

22.6

27.3

% of Budgetary
Revenue

71.7

141.4

50.4

93.1

99.2

138.5

90.9

5.7

11.8

9.6

13.4

11.0

7.7

24.2

104.0

13.7

18.7

0.0

10.6

11.5

12.0

11.6

Net Interest Payments% of Operating
18.2
8.9
Revenue
Contingent Liabilities as % of GSPState Financial
5.5
14.0
Enterprises
Unfunded govt
18.6
11.4
liabilities

Source: S&P Australian Ratings, Monthly Ratings Bulletin, April 1992

Table 3.6: Operating Budget Indicators, General Government Sector, 1990-1
NSW
218
$m
Operating balance*
37
per capita
% of op.
expencfiture•1.1

Vic

Old

WA

SA

Tas

Six
states

-806
-183

957
326

74
45

-76
-52

17
37

384
23

-5.9

11.7

1.3

-1.5

0.9

0.7

Own-purpose op.
expenditure'

% ch

10.6

5.7

8.9

6.8

7.7

5.0

8.2

Own-source op.
revenue*

% ch

6.5

-0.1

6.6

2.1

10.1

9.4

4.7

1.2

0.4

3.7

1.2

0.7

1.1

1.1

Net interest coverage X

Source: S&P Australian Ratings, Monthly Ratings Bulletin, April 1992
'Note: excludes extraordinary transactions

Table 3.7: Financial Indicators, PTE Sector, 1990-1

Cost recovery ratio
Net interest coverage
Internal financing ratio
Debt payback period

%
X
%
yrs

37
1.1
10.6

Vic
-806
-183
-5.9
5.7

Dividends/operating
revenue

% ch

6.5

-0.1

NSW
218

Old
957
326
11.7
8.9

WA

SA

74

45
1.3
6.8

-76
-52
-1.5
7.7

Tas
17
37
0.9
5.0

6.6

2.1

10.1

9.4

Source: S&P Australian Ratings, Monthly Ratings Bulletin, April 1992
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384
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0.7
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higher than Queensland and 47 per cent higher than New South
Wales. Its public sector interest bill, measured as a share of current
revenue, was also much higher than either Queensland or New South
Wales; in fact double Queensland's. Although its net debt and debtservicing costs were substantially larger than those of New South
Wales and Queensland, they were much smaller than Victoria's and
Tasmania's. For example, in 1991, public sector net debt in Western
Australia was 28 per cent less per person than in Victoria and a massive 43 per cent less than in Tasmania. Indeed, the Tasmanian public
sector had amassed a net debt equivalent to 40 per cent of that State's
GSP by 1991—almost double the level of Western Australia. While in
1991 Western Australia's financial position was on a par with that of
South Australia, in subsequent years the level of debt and debt-servicing of the latter's public sector has soared due to the losses of its
State Bank.
In terms of the liabilities of State financial enterprises—which are
not treated as part of public sector debt—Western Australia rates
very poorly. Indeed, its FTEs had liabilities equivalent to 24 per cent
of its GSP; a level only exceeded by South Australia whose FTEs had
amassed liabilities equivalent to 104 per cent of that State's GSP. Victoria would also have had a horrendous level of liabilities in its FTEs
if its State Bank had not been sold. Queensland, again, had, by a large
margin, the lowest level of liabilities in its FTEs.
The issue is not just where the State is now, but also where it is
going. As of 1991, WA was heading in the wrong direction, and
quickly. Moody's clearly identified this in early 1992: '...except for
South Australia, and its jump in debt resulting from that State's obligations to its State Bank, absolute growth of both Western Australia's
gross and net debt over the last five years to 1991-92 has been the
highest of all six States.'35
Fiscal Stance Has Tightened Since 1991

The State government, to its credit, has tightened fiscal policy over
the last few years. Over the three years 1991 to 1993, Western Australia is estimated to achieve the lowest growth in final consumption
spending (7.9 per cent) of any State except Tasmania (2.2 per cent),
and a rate substantially below the all-State average (11.3 per cent).
The losses of State financial enterprises also appear to have ceased,
though these agencies remain, as a group, overloaded with liabilities.
35 Moody's, op. cit., pages 27-28.
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These changes have arrested the degeneration of the State's financial
position vis-d-vis the other States, but have not changed its ranking.
Nor have they been enough to stop the growth in liabilities, let alone
start eating into the debt accumulated in the 1980s. Queensland, New
South Wales and Tasmania all achieved lower public sector deficits,
on a per capita basis, than Western Australia during 1992, and are
expected to do so in 1993.
Reduction In Credit Rating

In early 1992, Moody's Investor Services downgraded the ratings of
Western Australian government long-term domestic debt from Aaa
to Aa1 (see Table 3.8).36 The other major rating agency, S&P Australian Ratings, made a similar decision in October 1991. As a result this
State's credit rating fell below that of Queensland and New South
Wales, which both retained a Triple A rating—the highest rating
available. South Australia and Tasmania are currently one notch
below WA at Aa2. Victoria is the distant laggard, with a credit rating
of Al.
Table 3.8: Credit Ratings, October 1992
New South Wales

Aaa

Queensland
Western Australia

Aaa
Aal

South Australia

Aa2

Tasmania
Victoria

Aa2
Al

Commonwealth

Aa2

Source: Moody's Investor Service.

The reduction of Western Australia's credit rating resulted from
the deterioration in the State's financial position. More specifically,
the decisions by the rating agencies to reduce the credit rating were
based on the following points:
• 'the State's rising debt burden over the last few years and our
projections of future borrowing requirements';

36 Note that the two major agencies use different codes, so that Moody's Aaa is
the same as S&P Australian Ratings' AAA. To avoid confusion we will refer to
the top rating as 'Triple A'.
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o 'the deterioration in the State's budgetary position, largely
resulting from the slow-down in economic activity'; and
o 'the additional financial burden imposed on the State's finances
as a result of capital obligations to the State's financial institutions'.37
The main significance of the credit ratings is that they are used by
financial markets and investors as an objective means of assessing
risk and therefore of determining the cost of borrowing. At a rough
estimate, the recent downgrading of the government's credit rating
added about 0.3 percentage points to the annual cost of new domestic
borrowings. 38 Thus the high level of public sector borrowing during
the 1980s has resulted in an increase in the State's already high cost of
borrowing.
The State's large debt burden and the consequent credit downgrading, in concert with the WA Inc deals, undoubtedly undermined
business and consumer confidence. As well as providing financial
markets with an independent source of information, credit ratings
exert an influence on business and consumer confidence. Indeed a
strong credit rating not only reflects a State's capacity to repay debt,
but also an acceptance by the government of the need for sound fiscal
management. During the recent economic downturn those Australian
States with superior credit ratings fared better in terms of business
and consumer confidence than the States with lower credit ratings.39
Western Australia Is Not A 'Rustbelti State
While the excesses of the 1980s did erode the State's financial position, nevertheless both the State economy, and, because of the economy, the State's public sector, emerged in a relatively strong financial position. Western Australia, along with Queensland, is expected
to lead the nation in the growth stakes over the term of the government. The State public sector remains highly rated; its credit
rating of Aal is just one notch below the highest possible (Aaa). That
high rating does not, of course, stem from the quality of its fiscal
performance over the 1980s, but rather from its rapidly-developing,
resource-rich economic base.
It is important for policy purposes to recognise that the State's
economy and therefore its public sector are in far better fiscal shape
37 Ibid., page 26.
38 NSW Government, 1992-93 NSW Budget, Budget Paper No. 2,
pages 9-50.
39
Loc. cit.
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than those of Victoria, South Australia and Tasmania. Australia's
southern States have long-term structural problems that threaten to
produce low economic and employment growth right through to the
mid-1990s (see Table 3.9), and suffer as well the burden of very high
levels of debt-and, in the case of Victoria, an alarmingly large
deficit.40 Although the Western Australian public sector does have a
high level of debt and a sizeable structural deficit, these are lower
than those of the southern States. More importantly, the Western
Australian economy is fundamentally strong, has excellent growth
prospects, and stands to benefit enormously, more than any other
State except perhaps Queensland, from microeconomic reforms-not
least, reforms to tariff protection, the labour market and all modes of
transport.41
Table 3.9: Economic Growth Forecasts 1992/3-1996/97
(mean of sample survey)

GDP
Standard Dev.
Employment
Standard Dev.
Note:

NSW

VIC

GILD

WA

SA

TAS

AUST

3.2

2.5

3.9

3.7

2.2

2.2

3.1

[0.1]

[0.2]

[0.1]

[0.3]

[0.2]

[0.1]

[0.1]

2.1

1.6

2.8

2.1

1.3

1.3

2.1

[0.1]

[0.1]

[0.1]

[0.3]

[0.2]

[0.1]

[0.1]

Standard deviation is a measure of the variation of forecasts. WA has the highest standard
deviation Indicating that the respondents' forecasts vary more than other States.

Source: *Survey of Business and Economic Performance and Prospects for Australian States',

Business Econometrics and Forecasting Group, UNSW, July 1992.

The fiscal performances of the southern or 'rustbelt' States of Victoria, South Australia and Tasmania, are of relevance to Western Australia: not as a benchmark, but as a warning and an opportunity. The
warning is that high debt and large deficits, particularly in combination with interventionist industrial policy, can do serious damage to
an economy. The opportunity is that people and business will be less
interested in remaining or investing in the southern States, thereby
providing Western Australia with the opportunity to attract and
retain economic activity.
40 Access Economics, Economic Monitor, Canberra, May 1992.
41 Cf. Ken Willett, Clipping the Wings of Eagles, IPA, Perth, Policy Paper No. 22.
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Western Australia's Economic Growth Is Not Assured
Although the State has, by Australian standards, excellent growth
prospects, its future is by no means assured. A recent survey of leading forecasters indicates that most expect Western Australia to experience the second fastest rate of economic and employment growth
over the term of the government—second only to Queensland (Table
3.9). There was, however, a large level of divergence (as indicated by
a higher standard deviation) among the forecasters about Western
Australia's growth prospects—more than for any other State. Indeed,
Western Australia received both the highest (6.1 per cent) and the
lowest (1.0 per cent) forecasts of economic growth among the States.
The reason for the divergence of opinion arises, in part, from the narrow structure of the WA economy, but also from the State's fiscal
performance, in particular the WA Inc losses discussed earlier. But
whatever the reason, it does indicate that the State's future prospects
are far from assured. It will be particularly important that the State
government provide an economic environment conducive to
increased private investment.
Queensland Is The Benchmark
The most salient feature of the Australian State sector is the excellent
performance and prospects of the Queensland economy. Over the
three years to 1991-92—a period of deep recession—Queensland outperformed all States according to most indicators, and it is expected
to continue to do so over the term of the government (Table 3.9). As
shown by the small standard deviation in the forecasts—less than for
any other State—there is also less doubt among forecasters about
Queensland's growth prospects.
Coincident with its record of high economic growth was the unique—by the standards of Australian states—fiscal stance of successive Queensland governments. Over the 1980s, when most other State
governments (including Western Australia) pursued a very expansive fiscal policy, with large deficits and higher taxes and charges,
Queensland's governments did the opposite. Successive Queensland
governments implemented fiscal measures 43 which included:
0 restricting borrowing to commercial purposes;
42 Queensland Treasury (1992a), Queensland Economic Review, June Quarter, page
34.
43 Queensland Government (1992a), Queensland Budget, 1992-93, Budget Paper
No.4, pages 3-5.
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no borrowing for general government purposes (in other words
achieving a 'balanced budget');
• fully funding all future liabilities, including superannuation, workers' compensation, and motor vehicle third party insurance liabilities;
• minimising State taxes and charges;
• ensuring that the PTE sector earn an operating profit, and funding most capital investment from retained earnings; and
• ensuring that FTEs implement a conservative, low-risk investment strategy.
The effect of these policies, which the current Queensland government is committed to continuing for most of the term of the Western
Australian government, is shown in Tables 3.5-3.8. The Queensland
public sector has, by a substantial margin, the lowest level of debt
and debt-servicing cost of all the States. Queensland is the only State
whose PTE subsector actually continues to earn an operating profit;
and it has funded over 90 per cent of its capital outlays in that
subsector through retained earnings rather than borrowings. Queensland also has the lowest taxes of any State, and lower charges than
most other States. For example, in aggregate, Queensland imposes
taxes at 31 per cent below the all-State average." Moreover, it is the
only State, apart from New South Wales, which increased public
investment in new fixed assets in real terms over the 1988-1993
period.45
The prudent fiscal stance of successive Queensland governments
bore fruit during the recent economic downturn. During the 1990-92
period, Western Australia and all States other than Queensland were,
in response to the recession, forced to cut capital works, lay off public
servants, and pay out more in interest. During the same period, the
Queensland government was able to increase capital spending by 38
per cent, to employ over 4000 more public servants, cut interest payments by $100 million, and at the same time achieve a balanced
budget, retire debt and fully fund all liabilities, without increasing
taxes. The contrast could not be more clear or instructive.
More than that, Queensland's fiscal performance is of particular
relevance to Western Australia: Queensland is the State with which
Western Australia most obviously competes for investment, people,
•

Report on General Revenue Grant Relativities for the States, the Northern
Territory and the Australian Capital Territory: 1992 Update, Commonwealth

44 CGC,

Grants Commission, Canberra, AGPS, 1992.
45 ABS Cat. No. 5501.0.
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and jobs. It is the State with the most similar economic growth potential and the most similar economic structure. It confronts a similar
pattern of and level of demand for public services and has a similar
tax- and revenue-raising capacity to Western Australia's. As such,
Queensland's public sector sets the most appropriate benchmark
against which Western Australia's fiscal policy can and should be set
and assessed.
Table 3.10: Fiscal Indicators: Comparative Performance
Western Australia Relative to Queensland*
(Per Capita)
General Government

Tax (1990/91)a

27%

Interest Paid (1991/92)b

82%

Interest Received (1990/91)b

-29%

Deficit (1992)b

$489

Debt (1992)b

$1726

Public Trading Enterprises

Electricity Charges (1991)c

58%

Sewage (1991)d

113%

Water (1991)d

-29%

Interest Paid (1992)b

107%

Profit (Loss) (1992)b

($312)
90%

Debt (1992)b
Wore:

Calculated as per capita level In WA relative to the per capita level in Queensland,
and presented In percentage terms If possible, otherwise in dollars.

Sources: (a) Commonwealth Grants Commission (1992).

(b) ABS Cat. No. 5501.0.
(c) ESAA (1992) Electricity Supply Industry Performance Indicators 1987/88-1990/91.
(d) NT government (1992), Comparative Analysis of Selected Taxes and Charges in
the Northern Territory and the States, August.

The government, as shown by Table 3.10, will inherit a fiscal position which is notably inferior to that of Queensland. In terms of the
budget or general government sector, Western Australia imposes
taxes which, adjusted for differences in ability to pay or size of tax
base, are in per capita terms 27 per cent higher than in Queensland,
and it pays out 27 per cent more per person in interest costs. Because
cash balances were run down during the 1980s, the Western Australian public sector also earns significantly less in interest receipts than
Queensland's. The Queensland budget or general government sub65
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sector is in surplus and has no net debt—in fact, it has an excess of
financial assets over financial liabilities. As a result, its new borrowings are roughly $489 per person less than, and its per capita net
debt is $1726 per person below, that of Western Australia. The PTE
subsector in Western Australia is also in a worse financial position.
Electricity charges in this State are on average 58 per cent higher than
in Queensland. Charges on sewerage are on average 113 per cent
above the level in Queensland; and while Western Australia does
impose on average significantly lower charges for water, for an arid
State that can hardly be categorised as an appropriate policy. Queensland's PTE subsector achieved a higher operating profit ($312 per
capita), pays 107 per cent less interest and has 90 per cent less net
debt on a per capita basis than does its Western Australian counterpart.
Existing Debt Management Plan Is Inadequate

Although there is no general agreement among economists on what
the size of public sector debt or government deficit should be—not an
unusual state of affairs—there is little disagreement that the level of
debt accumulated by the WA public sector during the 1980s was
excessive, and that the structural deficit to be inherited by the government is too high, particularly given the large portions used to
fund consumption. The question, then, is how much should the
deficit and State debt be reduced?
In mid-1992, the Western Australian government announced a
debt management plan designed to reduce the public sector deficit
and debt. The central objective of the plan is to reduce State debt to a
level consistent with achieving, or rather retrieving, a 'Triple-A'
credit rating. This is to be achieved by restricting the growth of the
public sector deficit to one percentage point less than the growth in
GSP until the public sector debt falls to below 18 per cent of GSPthe level generally believed to be consistent with a Triple A credit
rating. The plan also stated that the repayment of general government debt would be accelerated, so that such debt would be paid off
over 25 years. The plan also included a commitment to reduce expenditures and taxation as a proportion of GSP, and a commitment to
monitor and report annually on these targets, as part of the budget
process.
46 WA Government (1992b), Managing Public Sector Debt, August.
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Although this debt management plan is an improvement on the
past, and unambiguously a move in the right direction, it falls short
of being an adequate strategy for the next government. Specifically, it
fails to distinguish between borrowing for commercial and non-commercial activities; it fails to distinguish between borrowing for capital
and current purposes; it fails to consider adequately the need to make
up for the profligacy of the past; it fails to confront squarely the competition from Queensland and other States; it fails to consider all the
relevant aspects—ability, desirability, appropriateness—of countercyclical spending; and it fails to address the systemic tendency
toward excessive borrowing by governments.
Need To Separate Commercial From Non-Commercial Functions

Those functions of government that are clearly nominated as operating on a commercial basis should, in respect of debt policy, be treated
differently from those functions that operate through non-commercial means. The existing debt management plan fails to make this
distinction.
The funding decisions of the commercial activities of government
have, at least potentially, an inbuilt discipline—the market place.
They are, therefore, less prone to excessive borrowing or spending.
Furthermore, because they are funded through user charges, there is
a direct link between the beneficiary and the funder of these goods
and services. They also tend to provide physical infrastructure which
yields a direct and quantifiable financial return to users.
The general government subsector is fundamentally different. An
important objective of the general government subsector is redistribution: that is, to provide services to people who 'need' them, financed by people who can 'afford' to pay. There is thus no discipline
other than that imposed by the political process. General government
services generally do not yield a financial return to the community in
order to meet their establishment and maintenance costs. And there
is no visible link between those who pay for and those who benefit
from the services.
It could be argued that there should be no borrowing limits imposed on the commercial operations of government, but rather that
the funding decisions should be left up to the market place. The
problem is that PTEs are not entirely structured or operated on commercial grounds. Their borrowing and spending policies are very significantly influenced by various non-commercial objectives. As long
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the distinction between the PTE and the general government subsectors remains blurred, the funding policies of the PTE subsector
should be subjected to limits imposed by the government. The imposition of a borrowing limit could have adverse effects on commercial
activities: capital works might be inappropriately postponed, or user
charges forced up in order to fund 'lumpy' capital works. The solution, however, lies not with refraining from or eliminating global borrowing limits but with changing the structure, functions and objectives of government agencies. The real task is to isolate the commercial functions from the non-commercial through, initially, an accelerated and more rigorous process of corporatisation, and, ultimately,
through privatisation, and to have all non-commercial activities
undertaken by PTEs to be funded by the general government sector.
The general government subsector should be the primary focus of
the government's debt strategy and the subsectors—the PTE and
general government—should be subjected to separate, explicit targets
for debt and deficits. The current debt management plan does neither.
as

Need To Stop Borrowing For Consumption

For reasons of efficiency and equity as well as straightforward financial management, public sector agencies, in both the PTE and general
government subsectors, should be allowed to borrow only to fund
additions to net capital stock and not to fund consumption.
The use of borrowing by the public sector to fund consumption
will inevitably result in excessive costs, with too much of the State's
scarce resources being taken away from productive uses in the private sector for unproductive purposes. Borrowing for unproductive
purposes also undermines the ability of government to manage its
finances. Since interest payments are a non-discretionary item of
expenditure, their growth necessarily diminishes the policy options
available to governments and exposes government to a higher level
of risk from economic factors, such as higher interest rates, and from
political factors, such as the domination by the Commonwealth.
The most serious and binding criticism of the use of borrowing
for consumption purposes is that it is grossly inequitable. As the current debt management plan correctly indicates, the main justification
in theory for the use of debt to finance public expenditure is that it
allows the cost of long-lived assets to be spread over time; that is, it
achieves equity over generations. Public works do often have long
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lives and can involve large and lumpy expenditure. If such assets
were financed totally from current revenue, then current consumers
would be forced to bear the full cost. That could, as a result of budget
constraints, lead to the under-supply of valuable assets; whilst future
consumers would benefit from the use of the assets but would not be
required to pay their fair share. That intergenerational equity argument, however, has a binding corollary, seldom made clear by governments. It is this: that it is not equitable to borrow, unless the
borrowings are used to create a new long-lived capital asset and one
that earns its keep. That means that it is not equitable to borrow for
recurrent or consumption purposes (including the consumption of
capital in the form of repair and maintenance expenditure). Future
generations receive little benefit from the consumption of their predecessors. They will, moreover, be required to meet the cost of their
own consumption as well as that of preceding generations. This is
quite clearly inequitable.
As discussed above, the available evidence indicates that the
general government subsector and perhaps the PTE subsector are
currently borrowing heavily for non-productive or consumption purposes. Depending on the accounting treatment, the data show that at
least 30 per cent and perhaps as much as 87 per cent of the new net
borrowing by general government is currently being used for consumption purposes. The data on the PTE subsector are less definitive,
but do indicate the continued use of new borrowings for nonproductive purposes.
The obvious conclusion is that the deficit of the general
government subsector should be reduced at the very least by a
third—$120 million—in 1993. The deficit of the PTE subsector also
needs to be reduced. By way of contrast, the existing debt management plan envisages steady real growth in borrowing over the term
of the government, which, on the basis of all accepted criteria, is
excessive.
Need To Compensate For The Legacy Of The 1980s

One reason for adopting a balanced budget target is the need to make
up for the excesses of the 1980s. As discussed above, over the last 15
years and particularly during the last six years, the State's public
sector has accumulated a large stock of unproductive debt: around 34
per cent in total public sector debt and around 60 per cent in the
general government subsector. When unfunded superannuation,
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unrealised losses in State-owned financial enterprises, and the depletion of the State's mineral and energy assets are considered, there has
been a significant erosion of the State's net asset base. Thus the current generation will be passing on to the next generation a greatly
depleted legacy. This directly conflicts with principles of intergenerational equity, at least as applied to general government assets.
Since there is no direct connexion between individual users and
individual funders of general government assets, these assets and
any associated debt must be assessed on a whole-of-society or collective basis. Intergenerational equity will be achieved for such assets if,
in a given period, the beneficiaries—the whole of society—pay an
amount which covers the full cost of the services they receive including maintenance and replacement of assets. In that way, one period's
taxpayers will bequeath to subsequent taxpayers no less an
inheritance of net assets (capital and financial assets less liabilities)
than the one they received. The central point is that the whole burden
of general government debt must be tied to the benefits which the
whole of society will gain in the future from improvements to the
current capital stock; the asset, the debt and the benefits are all
indivisible.
Given the indivisible nature of general government assets, the
level and uses of past borrowings are relevant to determining the
appropriateness of new borrowings. Specifically, there is no equity in
making future taxpayers fund the construction of schools or day-care
centres if they—the future taxpayers—are also saddled with debt for
which they receive no benefits. If the level of debt is already excessive
relative to the asset bases—as it is now—it is inappropriate to make
future generations pay for new schools even though they may benefit
from them.
To make up for the profligacy of the past, the general government
subsector will need to maintain a balanced budget. If capital spending is maintained at current levels, a balanced budget would be
required for between 15 to 30 years to compensate for the legacy of
the 1980s. In other words, equity requires a balanced budget in the
general government subsector for the foreseeable future.
The excesses of the past are less relevant to the commercial activities of government. If investment is financed on correct commercial
grounds, then each debt-funded addition to the capital stock will
automatically be justified by the revenue expected from customers.
As such, the stock of debt held by these agencies, whether productive
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or unproductive, does not theoretically alter the justification for using
debt funding at the margin.
The stock of debt is, however, important for the PTE sector. Some
PTEs, such as SECWA, Fremantle Port Authority, and Westrail, have
accumulated a large stock of unproductive or under-performing debt
which has to be serviced and which is undermining their efficiency
and flexibility. A large proportion of this debt has been generated for
redistributive purposes and funded via tax-like instruments. This
should be viewed as part of the general government sector and thus
as adding further support to the need for a balanced budget.
Public Sector Must Cut Its Use of Domestic Savings

Australia's economic conditions demand that the public sector
reduce its consumption of private savings by achieving a budget
surplus. Australia has a large current account deficit arising from an
excess of domestic expenditure over domestic income. This deficit is
being financed by borrowing the savings of foreigners, who must be
repaid with interest. As a result the foreign debt has grown past $160
billion, and debt-servicing costs have grown to 42 per cent of net
exports. Part of the solution to the debt and current account problem
lies in achieving a sustainable increase in domestic savings. The most
effective and only direct means open to governments to achieve an
increased level of savings is for it to stop borrowing; that is, for the
public sector to stop consuming private savings.
Since all major parties at the Federal level have, in recognition of
the nation's fiscal plight, made explicit commitments to return the
budget sector to a surplus, the Commonwealth government will,
throughout the term of the new State government, put continuous
pressure on the States to cut expenditure and restrain borrowings.
Indeed, as the experience of the latter half of the 1980s shows, unless
the States take a lead in the process of fiscal reform, the Commonwealth will not only force restraint on the States via the various
instruments at its disposal, but it will also force them to bear the bulk
of the restraint and the debt. Moreover, unless the States prove themselves willing and able to respond to the need to reduce public sector
borrowings, the Commonwealth is unlikely to support any changes
in State—Federal fiscal arrangements which might give the States
more autonomy.
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Need To Meet The Competition: Queensland
The processes of structural change and microeconomic reform will
present Western Australia with huge challenges and opportunities in
the 1990s. Western Australia's main competitor is and will continue
to be Queensland. Although the level of taxes and charges is only one
of the many means by which the State can compete, they are important and they are within the control of the government. One way in
which the new government can meet the challenges and opportunities provided by reform processes is to achieve the level of fiscal
performance and the cost structure of its main competitor—Queensland—and the most obvious way to do this is to adopt Queensland's
unique and successful fiscal stance—the core of which is a balanced
budget. In other words, the government should follow the lead of the
private sector in its drive to become internationally competitive and
set as its benchmark the best example of current 'best practice' in
fiscal performance—Queensland.
Balanced Budget Is Consistent With Stabilisation
If one assumes that State governments can and will manage their
finances so as to stabilise the State's economy, then the budget deficit,
and even borrowing for consumption purposes, can be rationalised.
Most of those who would argue the orthodox case for the stabilisation function would go on to argue that a rigid balanced-budget rule
would make governments either increase taxes or cut spending in
periods of low growth, and cut taxes or increase spending during
periods of high growth. This would lead to large fluctuations in tax
rates over time. That in turn would prove very difficult, if not impossible, to manage politically. It would accentuate the business
cycle; would increase the level of sovereign risk; and would, over
time, distort the relative allocation of work and leisure. Taxes should
remain stable over time, therefore, even if this results periodically in
deficits and surpluses.
The key point is that the stabilisation objective is consistent with
the pursuit of a balanced budget target. The Western Australian
general government subsector has a structural deficit: its deficit is not
caused by cyclical or temporary factors. Balancing the budget by
either increasing taxes or by cutting expenditure will result in permanent changes and as such it is consistent with the stabilisation
objective. The conflict between a balanced budget target and the
stabilisation objective arises more in terms of the timing of the
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adjustment process and how rigidly the balanced budget target is
enforced once it is reached.
The ability of, and need for, State governments to stabilise their
local economies is, as argued earlier, very limited and greatly exaggerated. The evidence indicates that the State governments, including
successive Western Australian governments, have in recent years,
with one conspicuous exception, pursued a pro-cyclical fiscal stance
and in so doing acted as destabilising forces in the economy. The one
exception has been Queensland. Queensland governments, unlike
their counterparts in other States, kept tax rates constant over the
1980s, saved the windfall receipts that flowed from the asset boom of
the 1980s, and used the earnings from the accumulated financial
assets to make up the shortfall in tax revenue during the recent recession. Thus Queensland was the only State to pursue a stabilisation
policy, and a key reason for its being able to do so was its pursuit of a
structural balanced budget.
Need To Check The Bias Of Politics

The inescapable conclusion we gather from the fiscal behaviour of the
Western Australian public sector over the last decade or more is that
the traditional conception of government as acting benevolently in
the 'public interest' to achieve equity, to stabilise the economy, and to
promote efficiency, is not applicable to State governments. On the
contrary the evidence suggests a strong systemic tendency for excessive growth of State debt, when assessed against any of these objectives.
There are many possible explanations or theories 47 of this behaviour—behaviour that is by no means unique to Western Australia—
but two appear to be most relevant to the issue of State debt: fiscal
illusion and the political cycle.
There is strong evidence that individual voters seldom make the
connexion that borrowing today leads to higher taxes tomorrow.
First, the indirect nature of the State tax and revenue systems leads
voters to believe that they do not pay State taxes—someone else does,
most notably business. If voters do not think that they pay taxes
today, they are going to be less concerned about taxes tomorrow.
Second, voters are very poorly informed about the level, use and cost
of State debt—the format and inadequacies of the State's accounts,
47 See E.S. Savas, Privatising The Public Sector: How To Shrink Government, Chatham House, New Jersey, 1982, pages 10-26.
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and the complicated nature of the issues involved see to that. Third,
government deficits allow some voters and interest groups to freeload on future generations.
The failure of people to make the connexion between debt and
taxes allows vote-maximising governments to gain popularity by
giving current consumers and some voters what appears to them to
be a free lunch: spending without any immediate or obvious increase
in taxes or charges.
The excessive accumulation of debt is also caused by the short
time-horizons of political parties. Political parties are primarily interested in getting elected and, once in government, in staying in
power. They characteristically have a very short and tightly-focused
time horizon—the next election. Their primary focus within that horizon is on maximising votes in marginal seats. They also have a strong
incentive to push the responsibility for funding current expenditure
as much as possible into the future: many future taxpayers are not
current voters, and the future government is likely to be made up
either of a different party or at least of different members. Voters
tend to accommodate the short-sightedness of politicians within their
own myopic behaviour. Electoral outcomes are heavily influenced by
the apparent economic performance of and benefits provided by governments on election day. Both the past and the future are discounted
heavily.48 The myopia of the political process combined with the
vote-maximising imperatives of government give rise to the electoral
cycle in which governments manipulate expenditure for maximum
impact at election time and in marginal seats, with large increases in
deficit funding. The electoral cycle has been a very obvious and major
reason for the ratchet-like growth of debt in Western Australia over
the last decade or more.
The existence of these forces—fiscal illusion and the political
cycle—does not mean that State debt will grow inexorably; there are
limits. The Commonwealth, through the Loan Council and the provision of grants, will eventually impose its will when things get out of
hand. (The extent to which the Commonwealth government ignored
the Victorian fiscal debacle is not, however, an encouraging experience.) Credit rating agencies are increasingly active and will eventually react to State fiscal policy by changing a State's credit rating and
therefore the cost of its capital. Taxpayers may flee, as they are
48 A.D. Hibbs, The American Political Economy: Macroeconomic and Electoral Politics,
Harvard University Press, Boston, 1987, page 714.
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currently doing in Victoria, or revolt, as they did in California in the
1980s. And political ideology and personalities do matter. Although
these limits are many and varied, they are inadequate, often too
imprecise and not very durable. They tend to come into effect when
things have got too far out of hand—after the horse has already bolted—involving resort to extreme, costly and often one-off solutions.
A substantial part of the longer-term solution lies in improving
the accountability of State spending (see Chapter 5) and in improving
the transparency of and the State's responsibility for State revenue
collections (see Chapter 4). These reforms are by themselves not
enough, and will prove ineffective unless supplemented with limits
on borrowing.
The solution lies with imposing limits on borrowing—a balanced
budget target. This directly addresses the structural excesses of the
political system, as well as being easily understood, credible, and
having the potential to command wide public support.
Debt Strategy For The New Government
The new State government should implement a debt management
plan, whose primary targets are to:
• achieve by the end of the term-1997—a 'Triple A' rating, which
involves reducing the net debt of the State public sector from 21.1
per cent of GSP in 1992 to around 17.0 per cent of GSP in 1997.
This is much more stringent than the existing debt management
plan which, assuming it is enforced each year and the economy
grows at a rate of 4.0 per cent per year in real terms, will take
around 13 years to reach the same target;.
• achieve by the end of the term-1997—a structurally balanced
budget, or zero deficit, in the general government subsector. This
means eliminating a structural deficit of between $250 and $300
million over a four-year period;
• phase out, by 1995, all borrowing in the general government subsector for consumption purposes: that is, new borrowing must be
equal to or less than the increase in capital investment minus the
cost of depreciation;
• restrict, from 1994, all new borrowings by the PTE subsector to
the funding of long-lived assets that yield a commercial rate of
return and are fully serviced by user charges;
• set aside, from 1994, sufficient funds to meet all accruing liabilities above the 1992 level ($4.4 billion);
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on no additional contingent liabilities in the form of sureties,
guarantees and indemnities;
• use the proceeds from asset sales and privatisation to decrease the
stock of debt and not to fund consumption;
• channel all capital revenue, including mineral royalties, into capital outlays; and
• make explicit grants to PTEs for community service obligations.

•

take

Implementation: Need for Institutional Support
The debt management strategy can only be achieved in a limited
number of ways: by raising more revenue, by cutting expenditure, or
by a combination of the two. These are considered separately in later
chapters. The priority must, however, be to reduce spending. It is
also appropriate to raise additional revenue, in the form of asset sales
and privatisation, and to impose for a fixed term a tax or surcharge
earmarked for redeeming WA Inc losses (see Chapter 4).
It is not possible or appropriate at this time to provide the detail,
or indeed much more than the overall direction, of the necessary process of adjustment. There is insufficient information and there are
numerous options that will need be considered. The options should
be explored by the Commission of Audit. Notwithstanding the findings of the Commission, some flexibility will be required over the
term of government. The task at this point is to set the debt targets
and to commit the government to achieving them over its term.
Necessary Supports To ir dancing the a udget
The main impediment to the debt management strategy will be the
political system itself. Under the existing system, the politicians making up the government will have the usual strong incentives to avoid
anti-deficit actions. Deficit reduction will be strongly resisted by an
army of vested interests. And the politicians of the opposition parties
will accentuate the pain—real or imagined—without mentioning the
gain. Even those voters who strongly oppose deficit spending will
prefer that someone else's programmes get cut, or that someone
else's taxes get raised. Many, though not all, sections of the bureaucracy will see it as an attack on the empire. In addition to the obvious
considerations, many members of the government will see it as bad
politics to hand over a nest egg to future governments. Thus even
when political leaders have the best of intentions and have a mandate
to reduce the deficit, achieving and maintaining it may be difficult.
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The first and most important ingredient toward implementing the
debt strategy is political will and leadership. Unless these are provided over the term of government, the debt strategy could turn into a
farce. Thus it must have the full and binding endorsement of the government. And there must be some mechanisms, such as a Cabinet
decision and a very clear, mandated public manifesto, which fully
enunciate the strategy and ensure that someone in authority, preferably the Treasurer, has the power to make it work
In addition to having a meaningful set of goals and the authority
to back these up, there must also be the technical and institutional
systems in place to produce the results. The budget must be properly
defined with all loop-holes closed off. There must be a detailed set of
forward estimates backed up by detailed financial controls to ensure
that targets are actually adhered to at the manager level. Those responsible for the strategy must be answerable to Parliament for the
success or otherwise of meeting the targets. This would be greatly
facilitated by an annual progress report by the Auditor-General.
Financial incentives should also be provided to public service managers not just in relation to the performance of their own department
but to the achievement of the strategy as a whole.
Ultimately the solution lies in putting into place constraints on
the decision-making powers of government. Such reforms are necessarily external because any internal reform will itself be inherently
unstable and therefore less effective.
Two options appear to be most suitable: a requirement to balance
the budget or a requirement that all borrowing by the general government sector be approved for specific purposes and by a referendum. The two options can be combined with a balanced budget being
required unless authorised for specific purposes via a referendum.
There are other variations that can be considered, and the restraint
can be imposed via statutory or constitutional means, though the latter would be preferable. Although external restraint on the powers of
government may appear to be radical to Australians, it is the norm at
the State level in the USA. Forty-nine of the fifty State governments in
USA have balanced budget requirements; in most (42 states) the
requirement is imposed constitutionally. And unlike the poor track
record of similar requirements at the national level in the USA, the
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balanced budget requirements at the State level have proved to be
quite successful in restraining growth in debt and to be popular.49
There is a wide range of issues that need exploration, such as
whether the requirement applies over a single year or a period of
years; how the budget is defined; and how the role and impact of the
Commonwealth on State revenue and spending can be treated. The
various options and issues need a thorough assessment, and should
be carried out as a high priority by the next government.

49 See Fiscal Discipline in the Federal System: National Reform and the Experience of the
States, Report A-107, Advisory Commission on Intergovernmental Relations,
Washington, July 1987.
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Introduction
The first thing to be said about State taxes is that there is no magic
pudding. There are no easy solutions, and the voters must know it.
The new government must deal with its fiscal inheritance, that is, the
large burden of debt described in the preceding chapter. To cope
effectively with this inheritance, the government has only two options: raising taxes or cutting spending. Either will involve some
political pain, but it is unavoidable. The decision will be made all the
more difficult by the structural bias, already noted, against taxpayers
and in favour of more government spending; and its consequences
will be all the more important because of the large costs imposed on
the economy by the inefficiency of the tax system.
The supporters of government spending are numerous, wellorganised and well-connected, and have the illusory nature of the tax
system and the hand-out mentality of the political system working in
their favour. Taxpayers are less well organised, and often are not
even aware that they pay certain taxes. On the other hand, State taxes
and charges come at a very high cost. Taxes per se act as a significant
disincentive to firms and individuals to invest, to save, to employ
people and even to remain in the State. Interstate competition,
particularly from Queensland—a very low-tax State—will to some
degree bring the cost of taxation into focus. Unfortunately, the cost of
taxation is often invisible, or at least hard to verify; yet the benefits of
government spending are obvious and often exaggerated. The result
is high taxes, too few jobs, and too much spending.
The task facing the government will be to manage, fairly and
effectively, its unfortunate legacy, and at least to begin the task of
reforming the tax system. To achieve these tasks, the government will
have to break completely from the ways and means of the past.
The first issue that needs to addressed—because past governments have proclaimed it so vigorously to be the case—is whether
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the State suffers from a chronic and structural revenue deficiency.
Then, if there is no structural deficiency, is there still a need for more
revenue, or is there scope for tax cuts? If taxes are to be increased,
under what conditions and from what sources?
The new government must also face the issue of the reform of tax
design. The State tax system is a mess, and acts as a hindrance to
improving the accountability of government. Tax reform is, however,
a political minefield, and has a history of being used to disguise
increases in tax effort. It also has a history of abject failure, in the
sense of yielding a system less equitable, less efficient, more complicated and less transparent than should reasonably be the case.

State Revenue: No Chronic Shortage
Throughout the 1980s, Western Australian governments continuously claimed that the State public sector was systematically starved
of revenue—mainly by the Commonwealth. Indeed, one of the principal justifications advanced for the various ill-fated WA Inc ventures
was that they would overcome the 'excessive' restraint imposed on
the State's funding by the Commonwealth's limiting the growth in
grants and hindering access to a 'growth' tax.
Contrary to this view—one still officially promoted, and, in some
quarters, looked on as received wisdom—Western Australian governments in fact enjoyed a substantial increase in revenue over the
last decade. Although the State public sector has since 1986 experienced a period of comparative restraint, neither the large accumulation of debt nor the structural deficit resulted from a 'shortage' of
revenue. More specifically, the State public sector is not facing a
chronic deficiency in revenue. Indeed, the new government will
inherit a superior revenue position relative both to other States and to
this State's own recent experience.
During the 1980s, Western Australia, like most other States,
experienced an unprecedented increase in State tax revenue. One of
the most costly legacies of the 1980s was the squandering of these
huge windfall gains, reaped during the asset boom, from stamp
duties and land tax. These temporary gains were not only spent; they
were, to a large degree, used to fund an increase in on-going
expenditures. Moreover, when the boom collapsed and the related
tax receipts declined, the government not only failed to cut back
adequately on spending, but instead resorted to higher borrowings
and taxes.
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Figure 4.1: WA Budget Sector Revenue, 1973-1993
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Revenue Growth Has Been Substantial
During the early years of the last decade (1982-86), Western Australia
and other State governments experienced significant increases in
revenue (Figure 4.1). In the four years between 1982 and 1986, the
revenue available to the State general government subsector grew by
75 per cent in nominal terms or by 11 per cent after adjusting for
population growth and inflation (Figure 4.1). The public sector as a
whole experienced an even faster revenue growth.
After 1986 and through to 1992, the growth in revenue available
to the general government subsector slowed, and in real per capita
terms declined by 0.5 per cent. This resulted from cuts in Commonwealth grants (which were reduced by 14.2 per cent in real per capita
terms between 1986 and 1992) and, more recently and to a lesser
extent, a recession and a policy of no increases in State taxes.
Despite the comparative restraint of recent years, the State public
sector and general government subsector still ended the 1982-92
period with substantially more revenue at their disposal in real per
capita terms: 20 per cent more in the case of the total public sector,
and 11 per cent more in the general government subsector. Revenue
in both the total public sector and in the general government subsector is expected to grow again in 1993, albeit modestly, and as a
result is expected to approach, and in the case of the general
government subsector exceed, the record level reached during the
revenue boom of 1988.
Large Increase In State Taxes
Western Australian governments, along with most other State
governments, experienced a massive increase in State tax receipts
over the last decade. State tax receipts in Western Australia increased
by 60 per cent in real per capita terms, and by over 30 per cent as a
share of Gross State Product (GSP) (from 3.7 per cent to 5.1 per cent),
between 1982 and 1992. There was a marked and steady increase in
tax receipts starting from 1983 (Figure 4.2). The greatest increases in
tax receipts, however, took place after 1986. The main reason for the
increase in receipts between 1983 and 1986 was greater taxing
effort—both higher tax rates and new taxes. The post-1986 increase
arose from a combination of huge windfall gains flowing from the
asset boom and higher tax rates. As shown in Figure 4.3, between
1986 and 1989, stamp duty receipts more than doubled in real terms.
Land tax receipts also increased, though later and more slowly,
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Figure 4.2: Growth In Total State Taxes (WA) and Commonwealth Taxes
(1984/85 prices; 1972/73 = 100)
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Figure 4.3: Growth In Selected State Taxes (WA), (per capita),
(1984/85 prices; 1972/73 0100)
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and payroll tax also increased markedly. Stamp duty receipts fell
back dramatically with the collapse in asset prices in 1990, but to a
level still substantially above their pre-1986 level (Figure 4.3). Moreover, the increases in other types of taxes, particularly land tax, payroll tax and franchise fees, allowed the huge gains in tax receipts
made during the asset boom to be sustained (Figure 4.2).
The growth in State tax receipts in Western Australia stands in
sharp contrast to Commonwealth taxes. Until 1982, the tax receipts of
the State and Commonwealth governments grew at about the same
rate in real terms (Figure 4.2). After 1983, there was a sharp divergence: Commonwealth taxes continued to grow at about the same rate
as in previous years, while State tax revenue shifted into near-exponential growth. Between 1983 and 1992, State tax receipts in Western
Australia almost doubled in real terms, whilst Commonwealth taxes
grew by a relatively modest 30 per cent.
Squandering Of The Tax Windfall

Just as all the State governments received this huge tax windfall during the 1980s, all States but one consumed rather than saved this rare
gift. It was the asset boom of the 1980s which gave rise to the massive
increase in asset-based tax revenue such as stamp duty and land tax
(see Figures 4.2 and 4.3). Despite the seductive euphoria then prevailing, it would have taken only a modest degree of wisdom or foresight
to realise that this increase was to be of a temporary nature. The rational policy response should therefore have been to save the windfall
by using it (or most of it) to cut the deficit. In Western Australia, a
large portion of the windfall was instead used to provide the initial
funding for the large increase in recurrent outlays associated with the
1989 State election (recurrent outlays grew by $775 million or 24 per
cent over 1989 and 1990). 50 So when the asset bubble burst, the Western Australian government had no savings to fill the revenue gap,
and was forced to increase borrowings, to raise taxes and (to a lesser
extent) to restrain the growth of spending.
WA Public Sector Is Relatively Well-Off

Relative to other States, the Western Australian government is very
well endowed with revenue. Throughout the last decade, the State's
public sector, even after subtracting moneys passed on Co Local gov50 ABS, Cat. No. 5501.0, 1992.
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ernment, received more revenue per head of population than any
other State government except Tasmania. In 1992, the Western Australian public sector received about 6 per cent more revenue than the
all-State average: that translates roughly into a bonus of nearly $400
million per annum. 51 The State's general government subsector received more revenue than any other State, again except Tasmania, and
about 3 per cent above the all-State average.
The main reason for Western Australia's relatively good revenue
position is that it does well—in terms of revenue—out of the existing
grants system; it receives a higher level of mineral royalties; and its
Public Trading Enterprises (PTEs) impose higher charges. Because
the Western Australian public sector is estimated by the Grants
Commission to have significant expenditure disabilities (that is, both
higher costs and a revenue-raising capacity slightly below par), it
receives more general purpose grants per person than the more
populous States. In 1992-93, Western Australia is expected to receive
$1639 million in general purpose grants, which, on a per capita basis,
is 19 per cent above the all-State and -Territory average, and nearly
50 per cent above the level of New South Wales. 52 Western Australia
does slightly better than Queensland, and slightly worse than South
Australia and Tasmania. Specific purpose grants, which have been
growing steadily as a proportion of total State revenue as well as of
overall grant receipts, are allocated on a variety of bases and are often
dominated by political considerations and special circumstances.
Nevertheless, Western Australia has in recent years received a share
of total specific purpose grants in proportion to its population.
The main reason for the increase in public sector revenue expected in 1993 is the sharp increase in specific purpose grants flowing
from the stimulatory fiscal policies of the Commonwealth. Although
general purpose grants are to increase in line with the rate of inflation
in 1993, specific purpose grants are to increase by 10.1 per cent. 53 This
is likely to be a temporary phenomenon, as the Commonwealth will
not continue with its expansionary policies beyond 1993; and is, in
fact, more likely to cut back steadily on grants, particularly general
purpose grants, once the Federal election is out of the way and as the
economy recovers.

51 Calculated using data taken from ABS Cat. Nos 5501.0 and 3101.0.
52 ABS, Cat. No. 5501.0, 1992.
53 WA Treasury, 'Budget 1992-93: Economic and Financial Overview', August
1992, page 70.
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As discussed in the previous chapter, the Western Australian
government receives a substantial amount of revenue from mineral
royalties—over twice the level of other States. Royalty income has,
moreover, grown significantly (84 per cent in real per capita terms)
over the 1982-92 period, and is expected to continue to grow at a
rapid rate over the term of the next govemment.54
The State's public sector also receives a comparatively high level
of income in the PTE sector. In 1992, Western Australia's PTEs produced a net operating surplus of $466 per capita, which was around
20 per cent above the all-State average and on a par with Queensland's. 55 The question is, to what extent does the higher operating
revenue come from higher charges and to what extent is it the
product of lower costs and greater productivity?
Although it is not possible comprehensively to compare PTE
-charges across the States, the limited available data indicate that
Western Australia does impose relatively higher charges. The State
Energy Commission of Western Australia (SECWA) and the Water
Authority of Western Australia (WAWA), which account for around
75 per cent of total PTE sector revenue, do impose relatively high
charges. The average price of electricity charged by SECWA was, in
1991, 43 per cent above the national average 56, and in 1991, WAWA
was estimated to have imposed, on a representative customer, the
highest sewerage charge of any State and the second highest urban
water charge, after Queensland, of any State. 57 It is also true that
some PTEs, such as Transperth (the urban transport authority),
impose a relatively low level of charges.
Relative To Most States, WA Is Not A High-Tax State

Western Australia is not a 'high-tax' State when judged relative to the
national or all-State average. That this is the case, however, is because
most States dramatically increased taxes over the last decade, and
because Western Australia started the decade as a markedly `low-tax'
State. Thus, over the last decade, State taxes in Western Australia
have increased both in absolute terms and relative to other States, but
still remain below the level of most other States.

54 ABS, Cat. No. 5501.0, 1993.
55 Calculated using data taken from ABS Cat. Nos 5501.0 and 3101.0.
56
'Electricity Supply Industry: Performance Indicators 1987/88-1990/91', Electricity Supply Association of Australia Limited, 1992.
57 NT Government, 'Comparison of Selected Taxes and Charges', August 1992.
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Figure 4.4: Western Australian State Taxes,
Relative to the All-State Average and to Queensland
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Year
Source: Commonwealth Grants Commission
Note: Data are corrected for differences in tax capacity (ability to pay), thus the data

measure taxing effort.

In 1991-92, the Western Australian government collected $1200
per capita in taxes, fees and fines (hereafter referred to as taxes).58
This is about 9 per cent below the all-State average. It is, however, inaccurate to assess tax policy simply by comparing per capita tax
receipts. Tax receipts vary across States for two basic reasons: differences in tax capacity or the size of tax base, and differences in tax
effort or the amount taken in taxes as proportion of the potential tax
base. It is the latter—tax effort—which is of greatest relevance to the
assessment of tax policy.
The Commonwealth Grants Commission provides data on tax
effort for each State.59 The Commission's data show that tax effort in
58 Calculated using data taken from ABS Cat. Nos 5501.0 and 3101.0.
59 'Report on General Revenue Relativities: 1992 Update', Commonwealth Grants
Commission, March 1992.
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WA during 1991 was on a par with the all-State average. In the two
years since 1991, however, the Western Australian government has
not increased tax rates or introduced any new taxes; whereas all the
other States, except Queensland, have increased taxes—some substantially. Western Australia's tax effort relative to the all-State average has, therefore, declined, and Western Australia must be considered a low-tax State in comparison to the national average.
Even though Western Australia is not currently a high-taxing
State, it has increased its level of taxing effort relative to the other
States markedly over the last decade. As shown in Figure 4.4, the
Western Australian government increased its taxing effort relative to
all other States between 1982 and 1991 by over 17 percentage points.
Even though tax effort in Western Australia has declined in relative
terms since 1991, it undoubtedly remains above its 1983 level.
Relative To Queensland, WA Is A High-Tax State
In comparison with Queensland—the State with which Western Australia must chiefly compete—Western Australia is a very high-tax
State. In 1990-91, Western Australia imposed a level of tax effort 37
per cent above that of Queensland. 6° Since Queensland has, like
Western Australia, not increased taxes, the relative position of the
two States has changed little since 1991.
As shown in Figure 4.4, the State's taxing effort has grown very
rapidly relative to Queensland's. In 1982, the State government
imposed a level of tax effort only 7 per cent above the Queensland
level. The differential had blown out to 48 per cent by 1986, before
declining to its current level. This means that over the 1980s State
taxes in Western Australia increased by 30 per cent in per capita
terms relative to Queensland. The relative increase in Western Australia's taxing effort is even more dramatic given the short period of
time involved (the increase took place primarily between 1983 and
1986), and the fact that Queensland achieved a balanced budget
throughout the period whilst Western Australia more than doubled
general government debt.
Despite Riches, No Scope to Cut Taxes
Despite the State public sector's relative abundance of revenue,
and the very large increase in taxes that took place over the last
60

Ibid.

88

State Revenue and Taxation

decade, there is little scope for the new government to reduce taxes
and other revenue. Indeed, if one could be assured that any tax
increase would be temporary, and that its proceeds would be
devoted exclusively to reducing State debt, a strong argument could
be sustained for increasing taxes.
The first priority of the government should be to reduce debt and
to balance the budget by the end of its first term. This will require a
substantial fiscal adjustment, and can only be achieved by raising
more revenue, by cutting spending, or by a mixture of both. The
experience of the last few years shows how difficult it is to achieve
large, real, sustained spending cuts. The proposals in other chapters
of Reform and Recovery, if put in place and pursued vigorously, will
achieve significant savings over time, but there is a high level of risk
that the requisite spending cuts will not be achieved. There is also a
very high probability that additional spending priorities will be
created over the term of the government.
It is extremely likely that the Commonwealth, during this time,
will again cut grants to the States and thereby diminish the State's
ability to reduce taxes. All major parties at the Commonwealth level
are committed to achieving a Commonwealth budget surplus over
the next four years; while the nation's large foreign debt, its low level
of domestic savings, and the need to expand private investment are
likely to guarantee that this commitment will be carried out. At the
very least, this set of circumstances will translate into little if any
growth in grants to the States, and is more likely to result in sizeable
real cuts, particularly if the States do not voluntarily reduce their
borrowing.
There is, moreover, no reason to expect any sizeable growth in
the State's own-sourced income, other than mineral royalties, over
the next four years. The States do not currently impose (with the
possible exception of payroll tax) any major tax that we could think
of as a 'growth tax'. State taxes tend to grow at or below the rate of
the economy, and do not provide scope for 'bracket creep'. This is, in
fact, a healthy situation: the lack of such a tax limits taxation by
stealth.
Any Tax Increase Should Be Quarantined
Given the priority accorded to reducing debt and debt-servicing
costs, and given the political uncertainties associated both with
achieving the requisite reduction in spending and with maintaining
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existing levels of revenue, an increase in tax or other State-sourced
revenue should be considered. The problem here is that, on past evidence, such an addition to revenue may have no effect on the deficit or
the level of State debt, but simply be used to expand spending.
The political and bureaucratic propensities codified by C. Northcote Parkinson nearly forty years ago in his Second. Law are still
current: whatever the revenue may be, pressing needs will always be
advanced to spend it; with the inevitable consequence that government expenditure characteristically will rise to meet income.61
The fiscal behaviour of successive Western Australian governments tends to support Parkinson's prognosis. During the 1983-89
period, State governments dramatically increased State taxes, with
tax receipts outstripping inflation plus population growth by nearly
50 per cent. Tax receipts also increased sharply as a share of GSP, and
as a share of total government revenue. This massive increase in tax
receipts had no discernible impact, however, on the level of borrowing or spending. During the same six-year period, State debt grew by
82 per cent or by nearly $4000 million, whilst spending grew by over
12 per cent in real per capita terms. 62 Admittedly this was a period
distinguished by an even greater than usual absence of fiscal responsibility.
Parkinson's Second Law and recent history suggest that unless
some explicit caveats or limits are placed on the level and use of
taxes, any increase in tax receipts is likely to be used primarily to
fund more spending, and not for the more pressing need of reducing
the deficit and debt.
More specifically, tax increases should only be undertaken if the
proceeds are specifically earmarked for reducing a clearly identified
stock of debt; for example, the $150 million debt accruing to the State
government from the underwriting of Western Australian Government Holdings Ltd (WAGH). When additional revenue is drawn into
consolidated revenue, it loses its identity and invariably is spent on
the unlimited 'needs' facing governments. Any tax increase should
also be for limited duration; for example, for a three-year period,
with a 'sunset clause' to that effect attached. Otherwise the tax
increase will become part of the customary revenue base.
Any tax increase should also be imposed directly on individuals
and not on businesses. As discussed below, the proportion of State
61 C.N. Parkinson, The Law: Or Still In Pursuit, Schwartz Publishing Group, East
Melbourne, 1980.
62 See Chapters 3 and 5 respectively of this volume.
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taxes imposed on businesses is already too large; resulting in an
excessive loss of jobs and investment, and a tax system that offends
against both fairness and accountability.
There are a number of possible tax- or revenue-raising measures
worthy of consideration, including:
• a community debt charge, as recently introduced in Victoria,
which in Western Australia could appropriately be labelled a
'WA Inc Tax'; and which should take the form of a fixed-sum,
annual tax of $150 on the owners of residential properties;
• privatisation and asset sales—there remains significant scope for
increasing the level of asset sales, and for the sale of public sector
businesses as going concerns; in fact, privatisation has yet to
begin;
• user charges—there remains substantial scope to increase charges
for use of some government services, particularly in the areas of
public transport and water, and in most general government
agencies; although care needs to be taken to ensure that the funds
raised from these sources do not simply lead to more spending;
• auctioning of mineral deposits—the State can, as do many overseas countries, allocate mineral rights by auction; this not only
has the potential to improve the efficiency of the allocation process, but also to raise more revenue.
Tax System: To Reform or Not to Reform?

The case for reform of the State tax system is strong. The existing system acts as a major impediment to economic growth; it is costly to
administer; it is unfair; and it diminishes the accountability of
government. On the other hand the case for retaining the existing system, warts and all, is also strong. Tax reform, to be effective, necessarily requires a very considerable degree of political will and skill. It
is, inevitably, politically costly, and will consume a large portion of
the government's 'political capital'. It may thus put at risk higherpriority reforms. It will also run into numerous and significant constitutional, legal, and administrative impediments. All these factors,
taken together, mean that tax reform often has a propensity to fail
seriously.
The question is whether or—more accurately, given the unavoidable need for some minor changes—to what degree, should we
attempt to reform the existing tax system?
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The Case for Tax Reform
Fiscal illusion and the 'free lunch' syndrome
Perhaps the most awkward feature of the existing State tax system is
that few citizens are aware that they actually fund the State
government. Most citizens, to the extent that they think about it at all,
believe that 'someone else' pays, particularly large and wealthy
businesses. This illusion inevitably means that a large proportion of
voters share the belief that State government spending is a 'free
lunch'. Accordingly the demand for government services is more or
less infinite, and spending grows inexorably.
But the truth is that everyone pays—the poor, the wealthy, the
employed, the unemployed, the young and the old—because in the
end the entire tax burden is borne by individuals in their capacity as
owners of firms, as employees, or as consumers of products. It is true
that businesses bear the initial or statutory burden of most State
taxes. Indeed, approximately 75 per cent of all State tax receipts are
paid initially by businesses. In the end, however, these institutions
invariably pass the burden onto individuals, usually in higher prices
or through lower wages; if they did not do so, they simply would not
survive.
The 'them-not-us' view is further reinforced by the States'
dependence on Commonwealth grants. Under the existing arrangements, the State government receives about 50 per cent of its total
revenue from the Commonwealth in the form of grants. Even though
Western Australian taxpayers provide the lion's share of the funds
paid back in grants to the State government, they are unlikely to
know it, let alone to hold the State accountable for the use of these
funds. These taxes are paid to the Commonwealth government and
not to the State government, and taxpayers hold the Commonwealth
rather than State governments accountable. The Commonwealth government does attach strings to the use of grants; but Commonwealth
scrutiny and control is a very poor substitute for direct accountability, and it makes the already weak link between State revenueraising and spending very tenuous indeed. State governments have
long recognised this fact and have indeed characteristically preferred
the Commonwealth as paymaster to their own voters. As the longserving Queensland Premier Sir Joh Bjelke-Petersen once said, from a
State perspective 'the only good tax is a Commonwealth tax'.
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The other main sources of non-tax revenue, including royalties,
the sale of land, levies on statutory authorities, and interest earnings,
are also derived in an indirect manner.
Successive State governments have further weakened the already
frail link between spending and taxing by pursuing that approach to
tax reform best described by Louis XIV's minister, Colbert, as 'so
plucking the goose as to derive the greatest amount of feathers with
the least amount of hissing'. The States have judiciously provided
exemptions to taxpayers with significant political sway, while at the
same time increasing the rate of tax for those remaining in the tax net.
The prime example of this is payroll tax, the most lucrative tax
currently imposed by State governments.
When the State first received the power to levy payroll tax in
1971, it was imposed at a flat rate of 2.5 per cent on almost all private
sector businesses. Over the ensuing twenty years, the tax has been
steadily 'reformed' by exempting more and more firms; so that by
1993 just under 10 per cent of firms remain in the tax net. At the same
time, a sliding rate scale was introduced to allow variations in the tax
burden, and the top marginal rate of the tax in Western Australia was
increased to 10.2 per cent. The total tax take has steadily increased,
but the burden has been concentrated on a smaller, less politically
articulate set of firms and activities.
The reaction to other State taxes from firms and individuals has
also been muted, despite (or perhaps because of) the imposition of a
large number of rather small taxes, such as FID, stamp duty on
cheques, stamp duty on insurance, and the bookmaker's tax. These
taxes in aggregate collect a substantial amount of revenue, but since
individual taxpayers pay out only relatively small sums on any one
of them, the cost of lobbying makes opposition an expensive effort
for individuals.
Of course, businesses are under no illusion about the impact of
taxes. They do resist tax increases and lobby strenuously for tax
exemptions, sometimes effectively. Other lobby groups are also
active in ensuring that their constituents achieve, or, more often
maintain, tax exempt status. The existence and power of these antitax groups does much to make taxation rather more visible than debt;
that, in turn, tends to make governments reluctant to raise taxes and
prone to resort to borrowing—hence the need, already discussed, to
give first priority to restricting borrowing.
Nevertheless, as we have said, most voters and interest groups
believe, because of the amorphous nature of the tax system, that State
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government services are 'free goods'. The 'free lunch' syndrome
engendered by the tax system will make it very difficult not only to
achieve the identified debt targets, but also to achieve an appropriate
level and mix of government spending. Indeed this is a major reason
why Parkinson's Second Law applies so accurately to State government expenditures.
Existing Tax System is Unfair
There are three principles of equity or fairness applicable to the
assessment of a tax system, and the existing State tax system rates
poorly under each.
The best-known principle is the one economists call 'vertical
equity', which is concerned with how a tax system treats persons of
differing ability to pay. On this principle, a tax system is said to be
equitable (or progressive) if the ratio of the tax levied to the individual's income increases with the latter. Conversely, a tax is said to
be inequitable (or regressive) if the tax burden falls disproportionately on the less well-off. As shown in Table 4.1, all existing State
taxes, with the possible exception of land tax and gambling taxes,
and the State tax system as a whole, are regressive, and, therefore,
according to the vertical equity principle, are inequitable. It must be
recognised, however, that the regressivity of the State tax system is
offset to a large degree by the progressive nature of the Commonwealth personal income tax system from which comes the bulk of
grant revenue to the State.
The vertical equity principle has been extensively and incorrectly
applied in the design of the State's tax system. State governments, in
a purported attempt to improve the 'equity' of the tax system, have
increasingly exempted individuals and small businesses from the tax
net, particularly from land and payroll taxes, and at the same time
increased tax rates applicable to 'large' firms.
The problem is that vertical equity as a principle is applicable
only to individuals, and not to corporate entities. Income levels
relating to businesses, as for instance turnover, profit or payroll, bear
no necessary relationship to the income of individuals. Share dividends remitted by large firms may form part of the income of pensioners or of millionaires. A small business may represent the sole
and meagre livelihood of its owner or the minor investment of a
wealthy person. Moreover, most of the taxes collected from busi-
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Table 4.1: Effective Incidence of State Taxes
NSW study

Victorian study

Proportional

Mildly regressive

Mildly regressive

Regressive

Regressive

Regressive

Mildly regressive

Regressive

Regressive

Regressive

Uncertain

Progressive

Land tax

Mildly regressive

Mildly regressive

All taxes

Regressive

Regressive

Payroll tax
Franchise fees
Motor taxes
Contracts and conveyances
Other stamp duties
Gambling taxes

Source: NSW Tax Task Force, Tax Reform and NSW Economic Development : Review Of

the State Tax System', Government Printer, Sydney, 1988, p.86 and Committee Of
Inquiry Into State Government Revenue Raising, 'Report of the Committee Into
Revenue Raising in Victoria', Government Printer, Melbourne, 1983, pages 184-186.

nesses are in fact passed on: to customers, in the form of higher
prices; and to employees, in the form of lower real wages or less
employment. Whether the final impact of the business tax is in fact
progressive or regressive bears no relationship to the size of a business payroll, its use of land, or the size of its transactions. Take an
example: when we think about it, it hardly seems equitable to impose
payroll tax on Coles–Myer—in fact one of the largest payers of payroll tax in Australia—which is largely owned by pension funds, sells
predominantly 'essential' goods such as food and clothing, and
employs a high proportion of unskilled and young people, but at the
same time to exempt an up-market jewellery store in Claremont
which is owned by, and sells to, the rich and famous, and pays its
few employees accordingly.
The second principle of equity, called horizontal equity, measures
the way a tax system treats people with similar levels of income.
Under this principle, a tax is said to be equitable if its burden falls
equally on all individuals having the same ability to pay.
Although there is little empirical evidence, it is nevertheless quite
apparent that the State tax system is inequitable, and that government 'reforms' have increased the inequity. State taxes are characteristically imposed on a limited range of items and individuals. For
some taxes—such as franchise fees, stamp duties, gambling taxes and
motor vehicle fees—the narrow base is inherent in the tax. For other
taxes—such as payroll and land tax—the tax base has been narrowed
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result of government policy. The narrow and arbitrary incidence
of the State tax system necessarily means that individuals having the
same ability to pay will be faced with greatly differing tax burdens.
The third concept of equity is usually known as 'the benefit principle': it argues that an equitable tax system is one in which those
who benefit from public services contribute directly to their funding.
Very clearly and explicitly, the existing State tax system is inequitable
when judged by this principle. Although, as we have explained,
everyone shares to some degree the burden of State taxes, these taxes
are largely indirect and are, for the most part, not imposed in relation
to benefits received. There are a few minor exceptions, such as the
earmarking of petrol and tobacco franchise fees, and departmental
user fees.
State Tax System Is Inefficient
All taxes have adverse impacts on economic behaviour; more than
most people realise, and certainly more than most politicians are
willing to admit. The level of taxation is thus of paramount importance. It is not, however, the only factor. The quality of taxation, in
terms of the types and structure of taxes imposed, also has a large
bearing on the costs of a tax system.
Seen in this light, the State tax system scores very poorly, both
because of high tax rates and because of the type of taxes imposed.
The State imposes a large number of narrowly-based taxes, which
impose different tax burdens on different outputs and on different
inputs, and thereby distort both production and consumption decisions. The cost of the tax system is made higher by the numerous
exemptions and variable tax rates; and higher still by the imposition
of the greater part of the tax burden on businesses. Although businesses do eventually pass the burden of taxation onto individuals,
the process of shifting the taxes itself has, in the case of State taxes,
very high costs, particularly in loss of private investment, of exports,
and of employment. In an effort to increase tax revenue and to fund
the expanding level of tax exemptions, State governments have
steadily increased the tax rates on those left within the tax net, and
have significantly added to the dead-weight cost of the tax system.
In theory, payroll and land taxes are potentially the most broadlybased and efficient of existing State taxes. But these taxes in practice
fall far short of their potential.
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In theory, again, payroll tax can have very similar equity and efficiency effects to a broad-based goods and services tax. 63 The reality,
however, probably falls short of the theory. The State payroll tax system has been significantly narrowed by the provision of exemptions.
Payroll tax in Australia is levied solely on businesses; whereas many
overseas countries impose it, at least in part, on employees. As a
result, the existing payroll tax distorts business decisions more than
do similar taxes overseas and more than most broad-based goods
and services taxes. Other important characteristics of the Australian
economy, such as a rigid labour market and dependence on imported
capital goods, which diminish the degree to which payroll tax payments are shifted to the capital and labour markets, imply that the
burden of a payroll tax will also be distributed in a less equitable and
less efficient manner than that of a goods and services tax. The burden of payroll tax in Australia is also aggravated by the large number
of payroll-based taxes or levies, including the training levy, the
superannuation levy, and workers' compensation (for the last of
which the aggregate tax rate in Western Australia—a State with a low
overall rate—is over 16 per cent).
The existing land tax system suffers from problems similar to
those afflicting payroll tax, such as numerous exemptions (including
all personal residences), disproportionate imposition on businesses
(with the attendant distortion of business decisions), a high rate of
tax, variable tax rates, and the superposition of numerous other taxes
sharing the same tax base of land values—including local government rates and sewerage rates.
High Compliance Cost

The total administrative and compliance costs of the State tax system
are too high. Although the system does not impose an inordinately
large administrative burden on government, it does impose a large
burden on businesses.
Since most State taxes are levied on businesses, most of the costs
associated with administering the system are borne by business and
not government. The administrative burden of the system is made
heavier by the high degree of discretion available to the tax office in
determining the tax base (particularly for stamp duties), and the high
degree of uncertainty arising from the frequent changes to tax law
63 See John Freebairn, 'Should A Consumption Tax Replace Payroll Taxes?',
Review, Vol. 44, No. 4, 1991.
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and regulations. (It should be noted that the administrative costs of
State taxes are no higher than those of the Commonwealth regime,
and that the States have generally made a greater effort to minimise
the administrative burden on business than has the Commonwealth.)
The Case Against Tax Reform
Political Costs Are High

The political cost of any effective reform of the State tax system will,
as was pointed out earlier, be high. There is no simple 'magic pudding' (let alone Pareto-optimal!) solution to tax reform, although
there are sizeable gains to be achieved in terms of higher efficiency.
Any effective and worthwhile reform will leave a good many people
worse-off. The essential political difficulties in the State system are
that it is too narrowly based, it is imposed upon business, and its
rates are too high. Any tax reform worth having must tackle these
problems, leaving no alternative but to remove exemptions and impose more taxation directly onto individuals. The losers will cry foul:
and most individuals, who now believe themselves to be largely
immune, will consider themselves to be losers; while the many supporters of big and growing government will strive to preserve the
illusion of the free lunch. Even though there will be many winners—
in fact the whole of society should benefit significantly, particularly
those looking for work—the resistance of narrowly-focused interest
groups, who possess inordinate influence under the existing political
system, will be strong.
Co-operation of the Commonwealth and Other Governments is
Necessary

Even though a State government can make a number of significant
tax reforms by itself, it needs the cooperation of other governments,
particularly the Commonwealth, to achieve the best outcome. The
Commonwealth directly controls 50 per cent of State revenue; it also
has the fiscal and legislative (or constitutional) powers to prevent
States from imposing certain taxes, such as income tax, and it has the
sole constitutional power to levy certain types of taxes, such as excise
or a goods and services tax. The Commonwealth also imposes a
range of taxes or imposts that directly overlap or otherwise have an
impact on State taxes, such as the superannuation levy has on payroll
tax. The cooperation of other State governments will also be needed
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to achieve the best results in many types of reforms. Although there
has been some success in cooperative reform of State–Federal fiscal
relations in recent years, such reforms have in practice proven difficult to achieve and even more arduous to sustain.
There have been some signs that cooperative tax reform may be
possible during the term of the new government, but nothing is
guaranteed or even predictable. Much depends on the composition of
the new Commonwealth government.
Tax Reform Has A History Of Perverse Outcomes

Reforms in recent decades have with a few notable exceptions made
State taxation worse. The usual approach to reform of the State tax
system, described above, has been to narrow the tax base and increase the rate: in fact the precise opposite of what is required. As
with debt, it is difficult to believe that the traditional criteria of
efficiency, equity and simplicity have had any significant bearing on
the tax reform process. The process appears rather to have been
driven by the desire to get more revenue with as little awareness and
pain as possible on the part of the voters—that is, in conformance
with Colbert's dictum, quoted above. Given this history, tax reform
should only be pursued if the forces that brought about the perverse
outcomes of previous 'reforms' can be overcome.
Tax Reform Can Prejudice Other Essential Reforms

Tax reform can put at risk other reforms. Unless pursued with appropriate care, for instance, it could, at the State level, derail the debt
management strategy we proposed earlier. Tax reform has the potential to consume a significant portion of the government's political
capital, and a large amount of its energy and will, and thereby
jeopardise public support for other essential reforms—to industrial
relations, to the processes of government, and to debt management.
Tax Reform Can Increase Sovereign Risk

The tax system is a major part of the business environment, and
changes to it can be a potent source of uncertainty. The present tax
system works, after a fashion, and raises the necessary revenue. An
economy adjusts to a tax regime, even as poor a tax regime as that
applied by the States. Changes, even if they introduce a 'better' system, disturb this equilibrium and create uncertainty about the ultimate impact of the new tax regime. An old tax, as the saying goes, is
a good tax.
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Recommendations: Minimal Reform or Radical Reform
The choice should be restricted either to minimal change or to radical
reform. The intermediate route, the usual route—piecemeal reform,
driven by short-term political interests—should be avoided. It has
been taken about as far as it can go; quite simply, there is little more
tinkering that can be done to the present ramshackle system without
causing more political and economic pain for little gain.
The time appears right for radical reform. Indeed, the next term
of government could well be a period noted for reform of the whole
Australian tax system and State–Federal fiscal relations. Radical
reform is in the wind at the Federal level. The Federal opposition is,
at the time of writing, proposing massive taxation reform—including
the introduction of a VAT (or GST), the removal of State payroll tax
with compensation to the States, and a large raft of other tax changes
which would have direct ramifications for State taxes. Although the
Labor Party at the Commonwealth level is not currently committed
to any similar degree of major reform, or to changing the allocation of
taxing powers between State and Commonwealth governments, it
may well change its mind, as it has in the recent past—forced perhaps by fiscal circumstance. Most States have also, to differing
degrees, accepted the need for reform. The public, and particularly
the business community, seems to have accepted the idea, if not the
precise nature, of reform.
Even though the present tax system needs reforming and reform
appears to be possible, it will come at too high a cost unless it is well
managed, is comprehensive and, so far as possible, depoliticised.
What is needed is a tax reform package, developed outside the political marketplace, which can then take its chances in the marketplace
as a package. This process would also allow the necessary research to
be undertaken and the options to be considered as far as possible
outside the political process.
Depoliticising Tax Reform

The design of a new tax system should be a technical exercise more
than a political one, although political considerations can never be
entirely ignored if reforms are to have a chance of being enacted. The
aim has to be to maximise the general benefit as clearly as possible,
whilst minimising the damage to any particular group. Sectional vested interests should as far as possible be ignored. All Western Aus-
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tralians now and in the future share an interest in a better tax and
revenue system.
The government should set up a committee to design a reformed
tax system, which includes improvements to State–Federal fiscal
relations. The committee should be given a year in which to report,
and should work in private.
The report should be published and the government should make
it clear from the outset (that is, at the time the Committee is appointed) that the reforms are to be considered as a package—take it or
leave it, all or nothing. The idea is to minimise the opportunity for
vested interests to lobby for special favours, thereby reducing the
inevitable strain on the government of resisting them.
The majority of the committee's members should be economists
and tax specialists, although some political expertise might be useful.
The five or six representatives should be appointed for their personal
qualities only, and not as representatives of interest groups. The committee should work in private because it is virtually impossible for
public hearings to be conducted without there being some indications of the committee's thinking and thus some inadvertent help to
vested interests planning their opposition. The government should
set up the committee and then leave it alone, thus minimising the
political capital it invests in the process.
The terms of reference should leave wide discretion. Nevertheless, the tax reform committee must be asked to consider, among
other things:
• efficiency, simplicity, perceived fairness and transparency in the
tax system;
• the need to shift the initial burden of taxation away from businesses and more directly to individuals;
• the vertical fiscal imbalance between State and Commonwealth
spending and revenue-raising powers, with a view to reducing
Commonwealth taxation and making the States raise more of
their own revenue;
• the alternative optimum reform agendas with and without the
cooperation of the Commonwealth.
If the committee's proposals are widely accepted (and no proposal
can possibly gain universal acceptance), the reforms should be implemented. If not, the government should give up the idea of tax reform
and continue a policy of minimal change.
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Reforms to Other Revenue Sources
Policies affecting non-tax revenue also need to be examined—
specifically royalties, other sources of capital revenue, PTE charges
and dividend payments, and user charges.
Royalties: Adopt the Mineral Revenue Inquiry's Recommendations
In the 1980s, the State government commissioned the most thorough
assessment of royalties yet undertaken in Australia." The central
recommendation of the inquiry was that 'the State replace the existing royalty arrangements in so far as possible with a system that
relates royalties more directly to net resource value (profit)'. The
report went on to recommend a two-part royalty: an ad valorem
royalty of 5 per cent (on mines with revenue of at least $100,000 per
year); and a profit-based royalty of 20 per cent on large mines (with
revenue in excess of $1 million per year), with the former being
deductible in full from the latter. The report also recommended that
the exemption of gold from royalties be removed. To date, these and
the other recommendations of the report have not been acted upon,
at least in an explicit manner.
It is our view that the recommendations of the report should be
adopted in full, including the imposition of a royalty on gold.
Capital Revenue: Earmark For Funding of Capital Outlays
As discussed in the previous chapter, a large proportion of the
revenue collected by the State from capital sources, that is, from the
sale of capital assets, has been used to fund recurrent expenditure.
This has contributed to the illusion that borrowing has been used
exclusively to fund increases in capital stock, and has contributed to
the excessive accumulation of debt. These problems would be greatly
diminished by the earmarking of all capital revenues—including
mineral royalties—for the funding of capital outlays. The earmarking
of capital revenues would also counteract the very real incentive that
exists, particularly in the context of a debt-reduction programme, to
achieve a reduction in borrowing by disproportionately cutting back
on capital outlays. We recommend therefore that all capital revenue,
including mineral royalties, be earmarked either to fund capital outlays or to reduce debt, and not to be used to fund recurrent outlays.
64 Paul G. Bradley, 'Report of the Mineral Revenue Inquiry in regard to the Study
into Mineral (Including Petroleum) Revenues in Western Australia', WA
Department of Mines, 2 Vols, August 1986.
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PTE Charges and Dividends

The revenue policies of the Public Trading Enterprise (PTE) subsector
need an overhaul. The PTEs employ too many tax-like instruments;
charges are in some cases too high, and in others too low; charges,
too, often bear little or no relation to costs; and in most cases are subject to excessive political gamesmanship. The dividend policy of the
PTEs is also in need of an overhaul: dividends are required of only a
limited number of agencies; the dividends that are levied bear no
relationship to the agencies' rate of return on equity or even their
ability to pay; and dividends are increasingly (though less in Western
Australia than in other States) being seen as revenue-collecting devices, rather than as tools to improve the efficiency and cost-competitiveness of the agency.
The logical starting-point for the reform of PTE pricing and dividend policy is now New South Wales. The government there has
been the leader among the States in developing systems to monitor,
control and manage PTEs. It was the first State to develop and implement a policy of corporatisation, and has taken the process further
and in more detail than any other State. Western Australia would
benefit greatly from a through examination of the New South Wales
approach. Two New South Wales reforms are of particular relevance:
the pricing tribuna1 65 , and a comprehensive financial distribution
policy.66
The New South Wales government has established a pricing
tribunal which is responsible for regulating the prices of all PTEs
which may have a monopoly market position. The objectives of the
tribunal are to depoliticise the process of price-setting in the PTEs,
and to achieve a balance among the interested parties: the shareholders (namely, the State government), the PTE managements, and
the PTEs' customers. More specifically, the tribunal acts to determine
the maximum price for monopoly services supplied by the agencies
(there is no reason to restrict the tribunal to PTEs) and to report on
the pricing policies of those agencies.
A State Pricing Tribunal of this kind would be a very effective
mechanism with which to control the tax-like powers of Western
Australia's PTEs and to ensure that PTEs do not become revenuecollecting agents for the general government subsector. Although the
65 NSW Treasury, Public Authority Pricing in New South Wales', NSW Treasury
Research Paper, January 1992.
66 NSW Government, 'A Financial Distribution Policy For NSW Government
Trading Enterprises', August 1992.

103

Reform and Recovery

pricing policies of all agencies are in need of review, the highest
priority area here is public transport, followed closely by water and
sewerage, and electricity.
Although all States have introduced policies with similar intent,
the New South Wales government's policy governing the transfer of
moneys from PTEs to the general government subsector—financial
distributions—is easily the most advanced of any State's, and provides an excellent starting-point for further reform of these transactions in Western Australia.
The New South Wales policy requires all PTEs to operate in
accordance with targets for rates of return, on both equity and assets,
agreed between Minister and PTE. They are required, further, to distribute a specified minimum proportion of pre-tax profit, calculated
after full allowance is made for community service obligations
(which are themselves required to be established on a contractual
basis). The target for distribution of earnings is a minimum of 50 per
cent of pre-tax profit, with distribution comprising a dividend and, in
some cases, an additional taxation-equivalent payment. New South
Wales also imposes a credit rating-based fee on the outstanding debt
of PTEs guaranteed by the government and requires PTEs to meet the
interest cost on their outstanding debt.
The pricing tribunal and the financial distribution policy should
ensure that the PTEs pay a fair return to shareholders, whilst limiting
their use as surrogate tax-collectors for the general government subsector. Moreover, the New South Wales model is consistent with the
Queensland practice—which is the practice we advocate—of using
realised productivity gains to reduce charges and to fund capital
investment, thereby minimising borrowing rather than maximising
dividend payments. This could be easily achieved within the New
South Wales framework simply by allowing each PTE to retain a
larger specified portion of its profits.
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5 Budget Sector Spending
Introduction
The success of the government will depend crucially on its ability to
improve the appropriateness, efficiency and effectiveness of government services. Most of the goals that the government should
pursue—including reducing State debt, limiting or reducing taxes,
reducing the regulatory burden on businesses, cutting back the
nanny state, empowering people rather than institutions—hinge on
finding ways in which government spending can be reduced without
reducing the quality of services available to the community. Even in
the best of times this is an extremely difficult task, with no easy or
painless solutions. The easy options have already been taken up:
departments have been merged and remerged so often that staff are
demoralised; administrative staff have been reduced in number; and
public servants are already travelling in economy class. As the recession recedes, and given the last couple of years of restraint, the government should expect new and old demands for spending to burgeon. But as the following sections show, there exist both the need
and scope for additional spending restraint, and the ways and means
available to achieve this restraint in an efficient, effective and equitable manner.
Level and Trends in Spending
Spending: Growth With a Degree of Restraint

Contrary to the claims of successive Western Australian governments
and lobby groups, the Western Australian public sector has not been
starved of funds or experienced a reduction in spending over the
1982-92 period. In 1992, spending by the total public sector and the
general government subsector consumed the same proportions of the
State's Gross Product (GSP) as in 1982 (Table 5.1). Since most other
States over this period (even the fiscally delinquent State of Victoria),
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experienced a reduction in public sector spending as a share of GSP,
the Western Australian public sector has, relative to other States, and
to the private sector, not been subject to any restraint over the period
as a whole. In fact, adjusted for inflation and population growth,
spending by the State government has actually increased strongly
over the 1982-92 period, with outlays of the total public sector and
the general government subsector growing in real per capita terms by
16 per cent and 17 per cent respectively between 1982 and 1992:
Table 5.1. Western Australian Government: Total Outlays
Sector:

Total Public

General Government

1982

1992

1982

1992

As % of GSP

19.0

19.1

16.4

16.3

Real Per Capita ($)

2526

2940

2147

2511

Source: ABS Cat Nos 5501.0, 3106.0 and 5220.0.

As in other States, the increase in spending did slow during the
latter half of the 1982-92 period. This was, however, only after very
rapid growth during the first half of the period. As shown in Figure
5.1, real per capita spending in the general government sector grew
very sharply between 1982 and 1984, and reached a historic high
level in 1987. Between 1987 and 1993 (est.), spending in this sector
showed no overall increase (although there has been a steady growth
in real per capita terms since 1990).
Spending Beyond Our Means

While it could be argued that there has been a measure of spending
restraint in recent years, over the decade as a whole it is clear that
Western Australian governments simply allowed their spending to
expand as revenues grew; that is, no serious attempt was made to
look at the alternative of tax reductions—on the contrary, taxes were
increased. Moreover, in the latter part of the period the slowing in
revenue growth was not accompanied by an equivalent slowing in
expenditure growth, resulting in increased resort to debt financing.
That spending expanded excessively through short-sighted financial
management and pre-election pork-barrelling. As Figure 5.1 shows,
between 1982 and 1988, the Western Australian general government
subsector experienced a large increase in revenue. This, as discussed
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Figure 5.1: General Government Outlays and Revenue,
Western Australia, 1982-1993
(Real per Capita)
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Source: ABS Cat. Nos 5601.0, 3106.0

in Chapter 4, resulted primarily from a sharp increase in tax revenue
flowing from both the asset boom and higher tax rates and, until
1986, substantial increases in Commonwealth grants. Rather than use
these windfall revenues to reduce the deficit or to save in other ways
for the inevitable day when revenue would be curtailed, the government not only spent the lot on recurrent outlays, but increased its
level of deficit spending. When, in 1988, the revenue windfall began
to fall away, the government found itself with a much higher
spending base than at the start of the 1980s and a declining revenue
base, leading to higher deficits. The State's financial problem was
made worse during the late 1980s by the need to bail out financial
enterprises. It is evident, therefore, that there has not been sufficient
restraint in spending since 1988 to adjust to the changed circumstances, and as a result deficit spending and debt have grown
markedly. The fiscal problem was further exacerbated by the preelection budget of 1989, which, despite falling revenue, increased
spending in the general government sector by 16.5 per cent and committed the subsequent government to large additional spending
increases. The large budget deficits in 1986 and 1987 were also driven
by election-related spending. It must be stated, however, that during
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years of the Lawrence government, spending overall was more
restrained than in any other State except Tasmania. Moreover, except
for the large growth in capital spending associated with pre-election,
pump-priming policies of both the Commonwealth and State governments, spending growth is, as shown in Table 5.2 expected to be
restrained in 1993.
Table 5.2: Average Annual Growth In General Government Outlays, WA
(Real per Capita)
1992-1993

1982-1992

1987-1992

Current

1.3

0.8

0

Final Consumption

1.0

0.4

0

Interest

2.7

4.4

-8

Capital

0.8

-3.4

7

New Fixed Capital

0.2

-5.0

16

Total

1.2

0.0

1

Expenditure

Source: ABS Cat. Nos 5501.0, 3106.0

Recurrent Outlays Dominate Spending Growth

Over the period 1982-92, recurrent outlays exhibited a significant rate
of growth, averaging 1.3 per cent per year in real per capita terms, or
18 per cent over the 10-year period (see Table 5.2). The rate of growth
in recurrent outlays did slow somewhat after 1987, but growth continued nevertheless, expanding by 0.8 per cent per year in real per
capita terms between 1987 and 1992. This growth was driven by two
types of outlays: final consumption expenditure and interest payments. (Grants to non-profit organisations, which represented less
than 10 per cent of recurrent spending, also grew rapidly.) Final
consumption expenditure, which is the single largest type of expenditure (65 per cent of general government outlays) grew, on average,
by 1.0 per cent per year in real per capita terms over the 1982-92
period and continued to grow at a slower pace after 1987. This
category is primarily made up of labour costs (about 60 per cent); the
key to restraining its growth, therefore, is the containment of public
servant numbers. Interest payments, as a result of the rapid accumulation of debt and, until the most recent period, high real interest
rates, grew more rapidly than any other type or functional' area of
expenditure. The interest bill grew, on average, in real per capita
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terms, by 2.7 per cent per year in the general government sector; as a
result, interest payments in 1992 consumed over 15 per cent of total
outlays, and represented the second-largest functional area of spending after education.
Recurrent spending was not projected to grow in real per capita
terms in the 1993 Budget. This was to be achieved by tight control
over expenditure, a reduction in public servant numbers flowing
from the special redundancy scheme introduced in 1992, a real
reduction in public service wages, and sharply lower real interest
rates. Although this forecast outcome may not be achieved, and
implementation of the spending promises made during the 1993
election campaign would certainly put them in doubt, it does show
the potential for restraint.
Capital Spending Has Been Restrained
In contrast with previous decades, and relative to recurrent spending,
capital outlays were restrained during the 1982-92 period. Capital
spending by the general government subsector did grow by 10 per
cent over the 1982-92 period in real per capita terms, but all growth
took place prior to 1987. Capital spending was actually cut in real per
capita terms by 26 per cent between 1987 and 1992 as part of the
government's response to the slowing in revenues. Data on total
capital expenditure derived under the National Accounting framework must, however, be used with caution. In that framework, asset
sales are treated as negative capital outlays; and given the increasing
volume of asset sales over the 1980s, this method would give us an
unreliable picture of new investment. Again under the National
Account system, funds advanced to financial trading enterprises—
such as the large volume of funds used to bail out the SGIO and the
R&I Bank between 1990 and 1992—are treated as capital outlays. A
better picture of the level of new investment can thus be derived
from data on new fixed capital investment; though these data have
their own limitations, one of which is that they do not include
expenditure on land. As shown in Table 5.2, data on new fixed capita
expenditure indicate that in real per capita terms investment was
virtually stagnant between 1982 and 1992, and declined sharply
(averaging 5 per cent per year) between 1987 and 1992.
Table 5.2 shows not only that capital spending has borne a disproportionate share of the fiscal restraint imposed on spending since
1987, but provides further support to the argument that borrowing
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during the 1987-92 period was used to fund increased recurrent
rather than capital spending. During this period, debt in the general
government sector more than doubled, whilst capital spending (even
after excluding the cost of the bail-out of financial enterprises and
other WA Inc losses) was cut by 29 per cent, and recurrent spending
continued to grow, though at a slower pace.
The restraint imposed on capital spending during the latter half
of the 1980s does not necessarily indicate, however, either an inadequate level of investment in public infrastructure or the existence of a
pent-up need for such investment now. Capital expenditure tends to
be 'lumpy', and during the late 1970s and early 1980s, the State
government undertook a number of large capital works projects,
such as the Dampier-to-Perth pipeline, the Muja power station,
extensions to various teaching hospitals, and road construction, all of
which resulted in excess capacity. In subsequent years, as these
projects were completed, capital outlays appropriately declined. The
State government, in response to fiscal stress, also began to use its
physical assets more efficiently and rationally and in so doing was
able to reduce total capital spending. The limited evidence that is
available—and it is very limited—indicates significant scope for
further improvement in the efficiency of existing infrastructure67,
which—in combination with privatisation—should allow capital
spending to continue to be restrained. Moreover, the large increase in
capital works scheduled to begin in 1993 will go a long way toward
meeting any areas of inadequate investment. New fixed capital
expenditure is estimated to grow by 30 per cent for the total public
sector and by 16 per cent in the general government subsector in
1993, and this large level of capital works is expected to continue
through 1994, as many of the capital initiatives are long-term projects.
Inter-State Comparisons of Spending

Although always controversial and greatly disliked by governments,
public servants and interest groups, inter-State comparisons of
spending are an important—indeed vital—tool in the assessment of
public sector spending. The proponents of government programmes
will almost invariably argue that their needs and programmes are
67 For example, using high school facilities at night for vocational training, and
greater emphasis on developing multi-functional facilities, for instance, combining libraries and community centres with schools and day care centres.
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unique and cannot be compared with those of any other jurisdiction;
except of course if the other jurisdiction spends more—hence the
popularity of Victoria as a benchmark during the 1980s. Although
any such comparison must be done thoroughly and rigorously, the
Australian States are sufficiently similar in the types of programmes
provided, needs to be serviced, institutional arrangements and funding, that inter-State comparison can usefully be made.
Commonwealth Grants Commission ,
Data generated by the Commonwealth Grants Commission (CGC)
provide an excellent starting point for comparing spending and
revenue-raising of the States and Territories. In the process of recommending the distribution of Federal financial assistance grants
among the States, the CGC undertakes a thorough and comprehensive assessment of recurrent spending of all States and Territories.
This is conducted in a manner independent of State rivalries and with
access to all data—financial and non-financial. The CGC's assessment
is therefore unique and authoritative. The CGC assessment covers
only recurrent spending, but it goes to great lengths to ensure that a
common set of services is compared across the States.
The central output of the CGC is the estimation of standardised
expenditure levels for each State and for each category of recurrent
spending. The standardised expenditure is estimated as the amount
per head that is required to be spent by a State if it is to provide a
level of service equal to the average of all States. The estimates of
standardised expenditures are arrived at by adjusting actual per head
spending for factors which are unrelated to policy or efficiency, such
as distribution of population and economies of scale, and which
make the cost of providing a given service in a State higher or lower
than the average of all States or which increase the demand for government expenditure (for example, the relative size of the Aboriginal
population). By comparing the actual level of spending on a per
capita basis with the standardised level of spending, a prima-facie
indication is obtained of whether a State is operating a service above
or below the average level. However, a State that is spending more
per head than its standardised amount is not necessarily providing a
better-than-average quality service: the above-standard expenditure
may simply reflect inefficiency in service delivery. In the CGC's
terminology this ratio of actual to standardised spending is called the
level of service provision. (A similar approach is undertaken for the

111

Reform and Recovery

various categories of State revenue and these data were used in
Chapter 4 to compare the taxing policies of the State governments.)
A State's level of service provision ratio will be different from
unity (1.0) if it pursues policies which are different from the average
policy setting of all States. If a State's service provision ratio is greater
than unity, it indicates that it has made a policy decision, whether
explicitly or implicitly, to provide either a higher quality of service or
a less efficient level of service. Although the CGC data do not allow
differences in efficiency to be separated from differences, if any, in
quality of service, a ratio above unity provides a basis for questioning
the level of expenditure and for examining other data relevant to
making a judgement as to the cause of the difference.
Relationship To National Average

The CGC data on service provision ratios (Figure 5.2) indicate a
number of points of relevance to the spending policies of the new
government.
Figure 5.2: Commonwealth Grants Commission Service Provision Ratio(a)
1.2

Western Australia

q Queensland

q Victoria

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Fiscal Year
Source: Commonwealth Grants Commission, Report on Tax Sharing Reladvides, Vol. II, 1985;
Report on General Revenue Grants Relativities, Vol. II, 1988; Report on General Revenue
Grants Relativides, Vol. II, 1989, 1990, 1991 and 1992—Update.
Note: (a) Service provision ratio is measured as the ratio of actual to standardised recurrent budget
expenditures per capita; with standardised expenditure measured as the amount required by a
State to provide a standard level of services adjusted for the State's special needs and disabilities.
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First, they support the conclusion discussed earlier, and drawn
from other sources, that the recurrent spending in our general government sector over the last decade was (relative to other States and
after taking into consideration Western Australia's special needs) not
inordinately restrained. Specifically, the CGC data show that in terms
of total recurrent expenditure, expenditure by successive Western
Australian governments was at or close to the average for the States
during the 1980s. Since 1989, the service provision ratio has declined,
so that by 1991 (the latest year for which CGC data are available)
recurrent spending in Western Australia was just slightly less than
the all-State average and at the same level as it began the period in
1982.
Second, the CGC data highlight both the effect of the 1989 preelection budget and the fact that the restraint shown in 1990 and 1991
did little more than cut spending back to the pre-1989 level.
Third, the CGC data confirm that the Lawrence government pursued a policy of restraining—relative to most other States—the
growth of spending. Given the relatively slow growth in recurrent
spending undertaken or committed to by the government since 1991,
the new government will inherit a level of spending close to the
average for the States.
Fourth, the CGC data show that spending levels in Western
Australia are much lower than those in Victoria and therefore the
new Western Australian government will not—even if the debt
management targets recommended by Reform and Recovery are
adopted—need to reduce spending at anywhere near the same pace
or to the same extent as has the Kennett government in Victoria.
The CGC data do indicate, however, that in many areas Western
Australia has a very high level of expenditure relative to the all-State
standard. Accordingly, in those areas of expenditure there exists
scope for reducing recurrent expenditure without necessarily reducing the quality of service. Indeed, as shown in Table 5.3 (on the following two pages), the Western Australian government itmderspenr
(in the sense that its service provision ratio was below unity), in only
two main categories of spending: education (8 per cent or $102 million) and business undertakings (48 per cent or $134 million).
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Table 5.3: Comparison of Budget Sector Outlays(a)-1990-91
Western Australian Relative to All-State average and to Queensland
All-State(b)
$Million
Per Cent
EDUCATION
Pre-school
Government Primary
Non-Government Primary
Government Secondary
Non-Government Secondary
Technical & Further
Transport of Children

Queensland (c)
$Million
Per Cent

29
-13
14
-11
-3
-1
-15
-8

9
-64
11
-47
-3
-1
-7

28
-5
24
43
3
47
-7

9
-21
18
117
3
50
-3

-102

16

173

CULTURAL & RECREATION
Public Libraries
Reference Libraries
Museums
Art Galleries
Other Cultural
Recreation
Wildlife

43
14
25
40
11
42
6

3
1
2
1
2
7
1

40
46
76
73
-12
151
6

3
2
4
2
-2
15
1

Total Cultural & Recreation

22

17

35

24

8
5
55
42
9

99
1
5
11

57
77
29
65

464
6
3
15

116

57

489

12
-13
14

74
-36
10

44
-28
4

Total Welfare

13
-20
49
7

13

11

20

LAW, ORDER & PUBLIC SAFETY
Police
Business Regulation
Other Admin. of Justice
Corrective Services
Emergency Services
Fire Protection
Other Public Safety
Total Law, Order & Public Safety

-11
-8
10
52
-7
37
-72
5

-24
0
9
34
0
4
-2

4
102
27
69
-47
51
-91

8
2
20
40
-3
5

20

18

64

0
-7

0
-3

67
12

11
4

72
383
22

2
0
3

122
1350
2

3
0
0

Total Education

HEALTH SERVICES
General Medical
Family & Children's Health
Children's Dental
Public Health
Total Health

WELFARE SERVICES
Child Welfare
Aged/ Infirm Relief
Emergency Welfare Relief

ABORIGINAL COMMUNITY SERVICES

LEGISLATURE
ADMINISTRATIVE SERVICES
Auditor-General
Government Printer
Mapping & Surveying

•

continued...
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All-State(b)
Per Cent
$Million
Premier & Treasurer
Public Service Board
Public Works
Taxation Collections
Valuer-General

Queensland (c)
Per Cent
$Million

59
36
-9
-16
92

17
3
-2
-3
3

63
223
-16

18
8

-22

-4

25

-28

24

-2

20

20

COMMUNITY SERVICES
Admin. of Crown Lands
Consumer Protection
Ethnic Affairs
Local Govt/Town Planning
Vermin & Noxious Weeds

0
-3
-37
114
162

0
0
-1
16
10

Total Community Services

15
201 •
35
311
399

1
3
0
23
14

69

26

184

41

-44
25
99
-169
216

-3
3
12
1
4

Total Regulatory Services

-1
10
8
1
4

51

17

-21
233
51
-344
149
74

SERVICES TO INDUSTRY
Agriculture
Fisheries
Industrial Development
Mining & Energy
Overseas Representation
Soil Conservation
Tourism

-15
-31
77
0
-20
17
7

Total Services to Industry

4

Total Administrative Services

REGULATORY SERVICES
Admin. of Industry Training
Environment & Conservation
Labour & Industry
Registry of Births
Transport

SUBSIDIES TO PTEs
Metro Transit
Non-Metro Transit: passengers
Non-Metro Transit: freight
Coastal Shipping
Country Water & Sewage
Irrigation & Drainage
Total Subsidies to PTEs
TOTAL OF TOTALS

-11
-4

20
0
-1

-4

21

3
-5
74
173
-35
57
85
43

2
0
19
24
-1
4
10

-11
-37
-29

-15
-18
15
13

56

-23
-34
-208
475
-31
-69

-35
-15
-73
11
-9
-12

-28
-90

-48

-48

-134

-29

-60

-1

-30

31

993

-8

Source: Commonwealth Grants Commission, Report On General Revenue Grant
Relativities for the States, N.T. and the A.C. T., 1992 Update.

a Includes only recurrent budget sector outlays.
b. Calculated as the difference between Western Australia's actual level of
expenditure per head and its standardised level per head as calculated by CGC
and based on the all-State average.
c. Calculated as the difference in actual per capita expenditures between Western
Australia and Queensland
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In contrast, the government had an above-standard level of spending
per head in all other main categories of expenditure, including:
• culture and recreation (22 per cent or $17 million);
• health (9 per cent or $116 million);
• welfare (7 per cent or $13 million);
• law and order (5 per cent or $20 million);
• administrative services (25 per cent or $24 million);
• community services (69 per cent or $26 million);
• regulation (51 per cent or $17 million); and
• services to industries (4 per cent or $7 million).
On this basis, there is prima-fade evidence that Western Australia
could reduce spending by $240 million without necessarily reducing
the quality of services.
Although the level of spending was more variable across subcategories of spending, in general Western Australia overspent in
most (in 34 out of 61 categories) and massively in some (over 20 per
cent above its standardised level in 24 categories).
After 1991, the government pursued a restrained fiscal stance
relative to most other States; its service provision ratio has probably,
therefore, declined. In the absence of policy changes, this advantage
will, however, be significantly eroded and probably even eliminated
over the period of the new government by policy recently put in
place, including policies on pre-school education and transport subsidies. In 1992, the government committed itself to schooling for fiveyear olds at a cost of about $100 million per year. As one of the main
reasons for Western Australia's relatively low level of spending on
education has been its policy of not providing schooling for five-year
olds, its introduction will substantially diminish Western Australia's
relative cost advantage in educational services. And, since the electrified urban rail system came on stream in 1992, subsidies to urban
transport have escalated dramatically: increasing by $58 million, or
36 per cent, over 1992 and 1993. These subsidies are set to grow even
more dramatically over the term of the present government with the
completion of the northern rail link. So the underspending in education and business undertakings subsidies will be substantially diminished over the next few years.
As indicated, the CGC data provide a strong prima-fade case for
questioning the level of spending in a number of areas. This is particularly true of the 24 sub-categories in which spending in Western
Australia was 20 per cent or more above the level of other States,
including:
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•
•
•
•
•
•
•
•
•

recreation (42 per cent or $7 million);
government printer (383 per cent or $0.4 million);
Premier and Treasury (59 per cent or $17 million);
Public Service Board (36 per cent or $3 million);
Valuer General (92 per cent or $3 million);
local government/town planning (114 per cent or $16 million);
labour and industry (99 per cent or $12 million);
industrial development (77 per cent or $20 million); and
coastal shipping (475 per cent or $11 million).

Queensland As the Benchmark
Using the CGC benchmark means that comparisons are based on the
policies of all States, which results in the double counting of policies
(with Western Australia being compared in part with itself), and,
more importantly, it includes unambiguously profligate States such
as Victoria. As such, the benchmark is hardly an indicator of 'international best practice' toward which a government should aspire.
The most appropriate benchmark for Western Australia, as discussed
at length in the previous two chapters of Reform and Recovery, is
Queensland. Queensland has a similar economic structure to Western
Australia, and similar potential for economic growth; its demands for
public services are similar to those of Western Australia; and its fiscal
position and policies are those toward which Western Australia
should aspire.
As shown in Figure 5.2., Western Australia has a considerably
higher level of spending than Queensland. Throughout the 1980s and
into the 1990s, Queensland pursued a policy of relative restraint, with
its service provision ratio declining steadily from 0.85 in 1982 to 0.77
in 1991—a decline of 8 percentage points. In contrast, Western Australia started and ended this period with approximately the same
service provision level (0.99), so spending in Western Australia grew
significantly relative to Queensland. This result is even more notable
in that Queensland started the period with a substantially lower level
of spending per capita than Western Australia.
The differences in spending between Queensland and Western
Australia across the various expenditure categories are shown in
Table 5.3, which compares actual spending per capita in Western
Australia as estimated by the CGC relative to the corresponding level
in Queensland. In 1991, Western Australia spent 31 per cent more—
equivalent to $993 million—than Queensland on recurrent govern-

117

Reform and Recovery

ment services. Western Australia's comparatively high level of
spending was pervasive and, in many areas, truly massive. One of
the most startling differences is in the category of general medical
services, which is composed primarily of spending on public hospitals, where Western Australia spent 57 per cent or $464 million—a
sum greater than the expected general government deficit in 1993—
more than Queensland. There are numerous sub-categories where
Western Australia's comparative level of expenditure was extremely
high, including:
• recreation (151 per cent or $15 million);
• child welfare (74 per cent or $44 million);
• corrective services (69 per cent or 40 million);
• fire protection (51 per cent or $5 million);
• Auditor General (122 per cent or $3 million);
• Premier and Treasurer (63 per cent or $18 million);
• Public Service Board (223 per cent or$8 million);
• consumer protection (201 per cent or $3 million);
• local government and town planning (311 per cent or $23
million);
• environment and conservation (233 per cent or $10 million);
• transport (149 per cent or $4 million);
• industrial development (74 per cent or $19 million);
• mining and energy (173 per cent or $24 million); and
• tourism (85 per cent or $10 million).
Even though the spending policies of Western Australia and
Queensland have almost certainly converged since 1991, there
undoubtedly remains a large discrepancy in the level of recurrent
spending of the two States.
Although the picture revealed by Table 5.3 and Figure 5.2 does
not allow definitive conclusions to be reached, the difference in level
of spending between Western Australia and Queensland provides a
key benchmark for the incoming government against which to assess
existing spending policies. First, Queensland's spending policy
shows that 'small government' is politically possible. Second, given
the thousands of people voting with their feet by migrating to
Queensland every year (for example, in 1992 Queensland was the
only mainland State to experience a net increase in population from
interstate migration), and given the high level of economic growth in
Queensland, the quality of essential services is clearly not unacceptable and does not deter the immigration of people and capital.
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Indeed, analysis conducted by the IPA on behalf of EPAC concerning
the factors contributing to Queensland's lower per capita spending,
suggested that the level and quality of essential services in Queensland are not significantly below those of other States. 68 Third,
Queensland's policy of low spending in conjunction with its policies
of low taxes and balanced budget, do not appear to have had a deleterious impact on the economy or job growth; rather the opposite.
Indeed Queensland is an excellent example of how small government
and spending restraint produces what people most expect of (and
were most clearly promised by) the new Western Australian government—economic growth based on keeping the cost of government
low. Fourth, Queensland's spending policies provide an appropriate
and invaluable benchmark for assessing the appropriateness, effectiveness, and efficiency of recurrent spending in Western Australia.
Fifth, and importantly, Queensland's spending policies show that the
debt management targets outlined in Chapter 3—particularly achieving a balanced budget and the attendant restraint on recurrent spending—can be achieved over time in Western Australia without an
adverse impact on the economy.
Western Australia Has a Relatively High Level of Capital Spending

Unfortunately the CGC does not include capital expenditure in its
assessment of States' spending and there is no known alternative
source of data that isolates the policy differences in capital spending
across the States. Moreover, because of the lumpiness and long life of
many public sector capital projects, and the increasing use of alternative and off-budget funding arrangements for public infrastructure, even greater care must be exercised with capital than with recurrent spending when making inter-State comparisons of expenditure.
Moreover, account should be taken of the existing stock of capital as
well as annual expenditure on new capital.
During the 1982-92 decade, the Western Australian government
spent in the general government sector more per capita, and allocated
a greater proportion of its total outlays to capital, than most other
States; indeed greater than all other States except Queensland. Thus,
although capital spending increased by less than recurrent spending
in Western Australia during the 1980s, it was even more restrained in
most other States.
68 IPA, 'Efficiency of States Spending', in Background Papers on the Public Sector,
Office of EPAC, Canberra, AGPS, December 1990, pages 1-68.
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Reinventing Government
The most difficult but urgent task confronting the new government is
to improve the accountability—defined broadly to include transparency, appropriateness, efficiency and effectiveness—of the services
provided by government. The Royal Commission has shown the
need to improve the processes of government, particularly the need
to make the executive accountable to Parliament (see Chapter 2).
There is also a need to reduce the level of borrowing and other
financial liabilities (Chapter 3). There is a need to limit the burden of
taxation, particularly on businesses, and to make the way we pay for
services fairer, more efficient and transparent (Chapter 4). The new
government needs to reform a large range of the State's major institutions, functions, and roles (see Chapters 6-11). And, as discussed in
this chapter, there is evidence indicating scope for reducing government programmes and activities, without necessarily causing a reduction in the quality of essential government services. These
reforms constitute a significant challenge for any government; but
they are essential to the efficient functioning of the Western Australian economy.
The Western Australian government is not alone, nor will it need
to start from scratch. The task facing Western Australia is not unique
to us or to Australia. It is common to most countries around the
world.69 The government will, therefore, have many companions and
potential collaborators on the path of reform; many examples and
lessons to draw from; and many benchmarks for comparative
assessment. Importantly, the necessary reforms to government are
currently under way in other States, or committed to by governments
in Australia.m In fact, many of the necessary reform processes have at
least been discussed (if not begun) in Western Australia.
The reform process can be divided into the following four basic
components. First, the government must develop a basic philosophy
of and approach to government. Second, it must identify a set of aggregate financial and performance targets. Third, it must reform the
way government is managed. Fourth, it must make changes to the
institutions of government.
69 See D. Osborne and T. Gaebler, Reinventing Government: How the Entrepreneurial
Spirit is Transforming the Public Sector, Reading, Massachusetts, AddisonWesley, 1992.
70 See D. Nicholls, Managing State Finance: The New South Wales Experience,
Sydney, NSW Treasury, July 1991, Chapter 2.
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Philosophy and Approach To Government"

Essential to the reform process is a philosophy of government which
enables us to address questions such as:
• What is government best at, and what is better left to the private
sector?
• What are the characteristics of services that should be provided
by the public sector?
• Where should government be involved and how can it perform
better?
• Which public sector enterprises should be converted to private
enterprise?
• Where can we gain advantage from contracting out or franchising
the services currently produced by government?
• How should we constrain any potential abuses of monopoly.
power?
Only by addressing these questions, and obtaining answers can a
government develop an agenda for reform. We note, in passing, that
the search for more efficient means of delivering services to the community is never complete, as interest groups will always be pressing
for help at public expense. The fact that the benefits of government
largesse are narrowly focused, and the costs thinly spread over
current and future generations, means that the cause of reform
requires 'eternal vigilance'.
The Reform and Recovery Philosophy
Government should provide a stable framework

The policy and reform programme set out in Reform and Recovery is
based on the premiss that the primary function of government
should be that of defining and enforcing the laws, rules and regulations governing our society, under a 'transparent' parliamentary system. Government should set the framework within which men and
women, individually and in groups, can go about their respective
business and leisure activities, spurred on by incentives to do well,
and with full accountability under the legal system. The dynamic
processes of change and development which characterise a free
society are more likely to be beneficial if stability is provided by
governmental rules, including the common law, which are stable and
71 This and the next section are taken largely from D. Moore and M. Porter (eds),
[Project Victoria), Victoria: An Agenda for Change, Melbourne, Tasman Institute
and the IPA, April 1991, Chapter 2.
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which evolve in a predictable fashion. But government should not
actually be in the business of owning or managing businesses unless
the market failure arguments are powerful and there is clear evidence
that government can do better. Equally, government should have
only a limited role as an operator or provider of services as distinct
from being a hinder of these services.
Government should help unfortunate people

Where disadvantage arises, through misfortune, bad luck, illness or
disaster, government has both a role to play and the means to make
sure that outcomes are fair and equitable. Financing, but not necessarily delivering, government services—such as welfare, education,
health, and even police—is a proper activity of government. Reform
and Recovery suggests that the energies of private sector entities be
used in delivering welfare services fairly and efficiently (see Chapter
8)72
Governments should not try to pick winners

The experience of the 1980s shows that government is typically a bad
manager of businesses, a poor investor, and perhaps worse, a bad
banker, insurer and manager of superannuation funds. Government
may also have harmful effects on employment, where it set the 'pace'
by imposing or agreeing to terms and conditions of employment and
termination which make it hard for many businesses which would
employ labour to set up, let alone thrive.
The paradox to explain to many workers is that the effect of
overly 'generous' conditions of employment in government, and the
flow-on to the private sector, worsens rather than enhances employment opportunities. As an example, attempts to impose artificially
high wages and conditions cause employers to choose the high
skilled and advantaged, and to stop the less fortunate, and non-conforming, potential workers getting a toe in the door. Wage floors can
thus end up creating injustice for the disadvantaged—in Western
Australia under the banner of a 'Social Justice' strategy—and adding
to the welfare budget.
Given these areas of government failure, there should be little
surprise in our recommending that government vacate the fields of
finance, insurance and superannuation, and many other activities in
which private sector provision is demonstrably superior.
72 The IPA also intends to publish a longer and separate work dealing with community welfare and related matters in Western Australia, later in 1993.
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It follows that Reform and Recovery seeks a structure in which
business, workers and other community organisations take their own
risks, and trade in risks (via equity markets), in an environment
which is both competitive and accountable. As part of this process,
corporate law and common law must be actively enforced, not least
to ensure that confidence is retained in limited liability companies
and other devices for risk sharing and the pooling of savings.
Governments should encourage competition, not monopoly

Government need not, and generally should not, own or take over
monopolies, nor should government sanction anti-competitive business or union behaviour. Rather, government should create a procompetitive environment and ensure that any natural monopoly
power is not abused. Worker organisations, like their business
counterparts, will deliver benefits of greater value to their members if
the spur of competition is present, and it is a logical role for government to keep competitive pressures alive, not least in the labour
market. Where possible, government bodies such as the industrial
commissions, and monopolies contrived by government, should be
subject to competition, with workers and employers being free to
sign their own contracts and employ their own mutually agreed arbitrators. In some cases the government agencies should simply be abolished if it turns out they provide services which are either unnecessary or could better be provided federally or by the private sector.
Fund individuals, not institutions

All too often the operation by government of trading enterprises and
other government institutions such as State banks, State insurance
offices, schools and universities, hospitals, electricity, transport, gas
and water utilities is treated as an end in itself. The role of government should rather be to ensure that such services are provided in an
efficient and equitable manner, not necessarily by government itself.
Ultimately, it is individuals as customers and taxpayers who should
pass judgement on the performance of service providers. Those organisations which are deemed poor performers relative to alternatives
should be under commercial pressures to reform or close down.
State involvement—whether regulatory or financial, or both—
should be with the objective of enabling individuals to choose the
best way in which they wish to organise their lives. Individuals
should be able to choose between services on an equal footing, with
especially-deserving or disadvantaged individuals gaining support
through government-funded programmes.
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Fundamental to this process is that it is individuals not governments which should directly fund service providers, and so
determine their success or failure in a competitive environment. (As
one wit has observed, it is often no more efficient to assist individuals
through government institutions than it is to feed sparrows through
horses!) Where it is necessary for government to be involved, it
should generally charge so that total costs are recovered, and
government institutions that do really need to be retained should be
in a corporate form to make them more accountable, competitive and
efficient in the delivery of services. In such circumstances, we need
competition on the proverbial level playing field, with public sector
operators facing the same taxes, charges and regulations as their
private sector counterparts. Where individuals in need are unable to
meet the cost of competitive service provision, government should
assist them, but not place the whole industry or service under State
control in order to contrive cross-subsidies.
Our Approach in Summary
In summary, governments should set stable rules, assist needy
people, avoid commercial involvements, discourage private or public
sector monopolies, be funders rather than operators of services, but
fund individuals rather than institutions. Governments must start
with what is and will inevitably be influenced by prevailing public
opinion.
Putting Theory into Practice

While there is clearly scope for greatly narrowing the role of government in Western Australia, Reform and Recovery does not advocate
an immediate major reduction in government provision of basic
services or a 'sell-off' of all public assets. Where assets are clearly not
natural monopolies, then placing such assets in a form ready for sale
is an immediate priority. In those cases the object will be to secure a
market price in terms of the values of the day.
For natural-monopoly assets a case-by-case approach is needed,
based on careful and rational analysis of the issues involved. We note
also that, while the case for broad-based privatisation is strong, there
are a number of ways in which certain activities currently performed
by the Western Australian government could be exposed to private
sector incentives, through the following classes of reform.
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Corporatisation and capitation

This general approach aims to reproduce private sector incentives,
legal obligations and controls, while retaining public sector ownership. Initiatives here could range from moving away from funding
public services directly to a capitation basis (for example, funding
schools on the basis of the number of students who enrol), through to
full corporatisation, involving clarifying objectives, increasing managerial authority, instituting effective rewards and sanctions based on
bottom-line performance. The shift to explicit commercial goals is
intended to achieve production and consumption efficiencies which
are lost when non-commercial goals apply or overlap.
There have been major cost reductions achieved in recent years in
corporatised entities in the UK and New Zealand. For example, British Airways, prior to privatisation, transformed its balance sheet
from a negative net worth to a value amongst the world's best, based
on greatly enhanced profitability. In Western Australia, Westrail and
WAWA have achieved greater efficiency with revamped managements and more commercial goals, though the process of reform still
has a way to go in all agencies. The Industry Commission has undertaken, or plans to undertake, inquiries into electricity, water, rail,
ports, housing, and urban development. Their reports provide a very
good framework for further reform of the relevant State authorities.
All this said, political ownership and operation expose a service
to lobby group pressures and political owners will always be
tempted to intervene, so diverting the organisation from pursuit of
commercial to political goals. They will also find capital hard to provide. Incentives for superior economic performance are hard to
fashion, or to distinguish from rewards for political performance. A
private company is subject to the disciplines of takeover, loss and
bankruptcy which cannot be replicated in the public sector.
Promoting competition
Reform and Recovery argues

that competition is the key to ensuring
that the services wanted by people and business in Western Australia
are provided effectively and at least cost. The most appropriate way
of opening up State businesses may vary from case to case.
Exit Government

some fields where there are already a number of private competitors—such as insurance, banking, printing—government should
simply vacate the field.
In
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Contracting out

In areas where public services and enterprises are producing 'inhouse' goods and services for internal use, competition could be
introduced by use of contracting out. Obvious examples include
maintenance and cleaning, which are ancillary to the core functions.
But the potential extends beyond that.
Unbundling

In areas where natural monopoly or externality considerations come
into play, it is more difficult to ensure exposure to competition, but it
is by no means precluded. Natural monopoly generally only applies
to a part of a public enterprise's operations (for example, to electricity
transmission but not generation). Providing competition may therefore require unbundling of separable activities and imposition of
common carrier requirements on the natural monopoly component.
Even in respect of natural monopoly elements, competition can be
introduced by franchising out for specified periods the operation of
public infrastructure (for example, bus and welfare services, or—as in
France—water and waste water services).
Privatisation

The ultimate means of introducing private sector incentives would be
to transfer ownership of assets to private hands. As outlined earlier,
the profit motive and disciplines associated with the markets for
shares, capital and managers provide strong incentives to eliminate
waste and inefficiency. Again, however, privatisation is only a means
to an end—the delivery of what users want. Where markets are not
naturally contestable, the benefits from privatisation may be conditional upon the prior existence of appropriate regulations to prevent
monopoly abuses. In each case the government would form a Privatisation Committee, serviced by a specialist unit in the government to
make sure that the efficiency and other gains from privatisation
would be obtained, and with external commercial expertise being
used in the flotation process. New Zealand and the UK provide good
examples of how the process can be done effectively and of how
some of the pitfalls can be avoided.
Where existing government enterprises have a natural monopoly,
for example, train lines, unique port docking facilities, electricity,
water and pipeline grids and so forth, any move to privatisation will
clearly involve the implementation of some structure to prevent the
abuse of monopoly power. There are also franchising techniques, as
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discussed below, which offer competition for the provision of monopoly services.
Regulation of private monopolies

The process of converting natural monopolies to private monopolies,
subject to regulatory constraint, is more complicated. In each case
there will be a need for careful attention to the processes needed to
protect community interests while the efficiency gains are delivered.
Given the potential for using monopoly power to raise prices, chisel
quality, or restrict supply, there needs to be an independent monitor
(through a State Pricing Tribunal, as recommended in Chapter 4).
While any regulation will bring a new set of costs, and efficiency
losses, these need to be set against the potentially vast savings from
reduced spending on white elephants or assets unable to deliver a
return commensurate with private sector assets because of political
'capture'. So long as these government trading enterprises are not
privatised, they will tend to be asked to satisfy political, rather than
their customers', needs.
Franchising

Franchising offers the prospect of selling public sector monopoly
facilities such as gas pipelines, power grids, and networks of water
pipes into common carrier companies. These could be owned by the
State but operate under the company code, with the public grid company calling every so often for tenders for the provision of services
on the grid. Thus we might see competitive transmission services
using Western Australian gas pipelines, private sector service companies in the water and sewage treatment areas and privately-owned
power stations and distribution companies transacting with the
common carrier grid.
Conclusion—back to basics

There is a strong case for critically re-examining the rationales for
government involvement in the wide range of activities currently
undertaken by the Western Australian government with a view to a
vastly reduced role for government in actually running services and
an increased private sector role in the operation, even the financing,
of basic services. This strategy would allow government to focus on
providing a stable framework of rules and regulations which allow
individuals the opportunity to prosper, while helping those in
genuine need.
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Setting the Fiscal Goals of Government

As with business, governments should enunciate clear, credible, and
measurable financial goals.73 There is a need to provide the public,
Parliament and businesses with a medium-term financial plan for
government activities. This is an essential part of public sector
accountability that has been conspicuously missing in Western Australia and most other States. In fact, clearly defined and believable
macro targets, which show realistic commitments to controlling the
level of public spending, taxing and borrowing, will of themselves
provide a significant stimulus to private sector investment and
growth. Second, there is a need to provide a discipline and framework for politicians and public sector managers. Unless there is a
limit to the overall size of spending and taxing, there is little hope of
getting public sector decision-makers to focus on improving the
efficiency of government programmes or to avoid or to cull dud programmes. It is also more than slightly absurd to ask managers to take
a longer term perspective without indicating the objectives and
resources which will be required to manage in the longer term. Third,
fiscal targets provide a very important set of performance indicators,
which are of particular relevance to election commitments. As shown
in numerous places in this book, one of the main causes of the growth
in debt and spending in Western Australia has been the extensive
pork-barrelling before and during elections. It is vital, therefore, that
limits be placed on the ability of politicians to promise new spending
without simultaneously acknowledging the cost. It is also important
that governments be judged by their performance in meeting commitments made during and after elections.
Ideally, the goals should encompass expenditure, revenue and
borrowings, with limits on borrowing being most important. Experience has shown that efforts to control expenditure in isolation tend
to break down after a period. The key to controlling expenditure is to
limit the capacity of governments to raise additional funds by increasing the levels of borrowing and taxation. Experience also shows
that expenditure controls are best set in terms of expenditure per
capita and set separately for recurrent and capital outlays; whilst
revenue and borrowing targets are best set in terms of share of GSP.

73 This section draws heavily from J. Craig, 'Macro Controls on Public Spending'
in Michael James (ed.), Restraining Leviathan: Small Government in Practice,
Sydney, Centre for Independent Studies, 1987, pages 235-258.
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Detailed targets for borrowing are set out in Chapter 3, which
centre on achieving a balanced budget by the end of this term of government (1997). In the absence of forward estimates of revenue and
expenditure it is not possible to set out with sufficient rigour targets
for revenue and expenditure that are consistent with the goal of a
balanced budget. It is important that such targets be set, at least in the
context of the next (1993) State budget, and based upon the recommendations of the Commission for Audit.
Financial Management and Accountability

Since the late 1970s there has been a continuing series of major
reforms to the way the public sector in Australia is managed, particularly to the way public sector finances are managed. Moreover, the
process of reform intensified greatly during the early 1990s and the
pace will intensify further over the remainder of the decade.
Although the Victorian, New South Wales and the Commonwealth
governments have tended to lead the reform process in Australia, all
State governments, including ours, have, at different rates and to
varying degrees, adopted the reforms 74
The reform process has been extensive, covering all aspects of
financial management, and has the potential to affect fundamentally
the role, behaviour, and responsibility of all major players, including
the Parliament, the executive, and public servants. The reforms to a
large extent evolved from developments in the USA designed to
improve the accountability, performance, flexibility and value for
money of government services. Th As such they have been an aspect of
the general microeconomic reform agenda.
In summary, the reforms have attempted to:
• move control of managerial detail away from central agencies,
such as Treasury, to line or operating agencies, such as the
Department of Education;
• broaden accountability, through parliamentary public accounts
and estimates committees and through performance agreements
between ministers and senior public servants;
• involve a wider range of ministers in the budget decision-making
process, through such institutions as the expenditure review
committees;
74 J. Halligan and J. Power,
Press, 1992.
75
Nicholls, op. cit., page 16.

Political Management in the 1990s,
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increase the managerial and policy role of senior public servants,
through such mechanisms as the senior executive service and
performance agreements;
• extend the concept of planning to all aspects of management
through corporate plans and programme budgeting;
• give more freedom to managers, by (for example) giving greater
discretion to move funds between programmes and types of
expenditures;
• increase the responsibility for performance, at all levels of the
public sector, through the introduction of management or functional reviews and the introduction of programme evaluation
systems and efficiency audits;
• improve the quality and quantity of financial information provided to Parliaments and the public, for example by publishing
budgets in common National Accounts format;
• achieve greater consideration of all costs (for example) by imposing charges for intra-government services and imposing user
charges;
• broaden the horizon of decision-makers through introducing forward estimates, and accrual accounting;
• put public trading enterprises on a more commercial footing
through a programme of corporatisation; and
• (although not explicitly stated) extend the influence of party
political policy into the administrative machinery of government.
Have these reforms produced the goods? While we cannot be
sure of the answer, there are reasonable grounds for suggesting that
they have not addressed the core of the problem but have, rather,
tended to entrench the existing role of government. We do know that
these reforms have gone badly astray in some places. In Canada, for
example, during the 1970s, there was considerable devolution of
authority and decision-making, designed to improve value for
money, which backfired badly. 76 An Auditor General's report, in 1976
found that the Canadian government had lost control of total outlays.
This report led to a Royal Commission and the reimposition of very
thorough and detailed financial controls. Again, for most of the
1980s, the Victorian government led the reform process in Australia,
but it also had the worst fiscal record of any State. As one recent

•

76 M. Keating, 'An Overview of Budget Control' in B. Galligan, J.R. Nethercote
and C. Walsh (eds), Decision Making in Australian Government: The Cabinet and
Budget Processes, Canberra, Centre for Research on Federal Financial Relations
and RAIPA, 1990, pages 63-66.
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study noted, the Victorian government during the 1980s was
'...remarkable for its bold programme of reform and for the
magnitude of its economic and political disasters'; and at the end of
the decade the '...government had lost control of the system it had
established'. n Although during the 1980s the Western Australian
government was not at the forefront of the reform process, it did
introduce some reforms; and some of these reforms contributed to
WA Inc and the attendant financial losses. The Queensland experience also casts doubt on the efficacy of such reforms. Until the election of the Goss government in 1989, Queensland had adopted few of
the reforms, but in financial terms they out-performed all other State
governments by the proverbial country mile. More positively, the
New South Wales government, which clearly set the agenda for
reform during the late 1980s and early 1990s, has produced significant improvements in the financial performance of its trading enterprises and to a lesser extent in its budget sector, and improved the
accountability of government generally. The Commonwealth government also improved its financial performance during the latter part of
the 1980s; an improvement which is credited to the reforms introduced during the 1980s by many participants in the process.
It is the view of Reform and Recovery that the Western Australian
government should pursue the reform agenda with vigour but
should not regard it as the main game, which we see as the need for a
major change in the role of government. The accountability process
has gained too much momentum to be stopped or reversed. This
process can be improved and, with strong political leadership and a
compatible philosophy of government, the community will benefit.
One version of the programme of reforms to public sector
management in Western Australia has been put forward in Managing
for Balance: A Public Sector Management Strategy" and in Managing The
Business of Government: A Strategic Approach." We consider the
approach outlined in these documents to be, in general, in the right
direction and to provide a useful starting point. However, the programme outlined in these documents has a number of weaknesses,
some of which are discussed in the following sections.

77 Halligan and Power, op. cit.
78 Government of Western Australia, Managing for Balance: A Public Sector
Management Strategy, Perth, August 1992.
79 WA Treasury, Managing The Business of Government: A Strategic Approach, Perth,
November 1992.
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Strengthen strategic control and focus

One of the main lessons learned from the failures in Canada and
Victoria is that devolution of authority and responsibility for the
implementation of policy must be undertaken in parallel with tighter
strategic controls. That is, devolution of controls at the 'micro' level
can only work in a context of coherent and tight controls at the
'macro' level. Failure to enhance strategic controls over such things as
the fundamental policy stance and priorities of government allows
vested interests to capture programmes, with attendant losses in
efficiency and effectiveness; this capture process is made easier and
more thorough by the devolution of micro control.
There are many aspects to enhancing strategic controls. Some of
the more crucial changes are:
• Implementation of target, or 'top-down', budgeting. Cabinet
should set targets for the growth in total outlays consistent with
the objective of balancing the budget and, in due course, reducing
the burden of taxation. In consultation with Treasury, it should
also set expenditure targets for each department consistent with
the overall targets. The line agencies should then be required to
submit a budget that fits within their given target setting out
options for achieving the target. The major feature of top-down
budgeting is that Cabinet determines the parameters within
which the line departments have to operate.
• Imposition of tight cash limits on monthly operations. Departments and managers should be made to operate under very tight
cash limits, and be made to suffer penalties (individually and as a
department) if they fail to do so.
• Using forward estimates as an integral part of the budget process.
A programme of rolling three-year forward estimates (current
year plus the next three forward years) for capital and recurrent
expenditure for each budget agency and the total budget sector,
as well as for the estimates of revenue and funding requirements
for the budget sector, should be developed and maintained by a
central agency. These estimates should be developed on an
unchanged policy basis so that they represent a reasonable estimate of the future cost of existing policies. Forward estimates
should be integrated with the budget process. Specifically, forward estimates should be produced and published at least three
months prior to the release of the budget, so that the public,
interest groups and Parliament are better informed about the
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State's fiscal outlook (see Chapter 2). Programme statements
should be presented in the context of three-year forward estimates and there should be a reconciliation between the forward
estimates and revised estimates to show more clearly the impact
of policy decisions. It would also be useful to prepare forward
estimates of recurrent outlays on a per capita basis to facilitate
interstate comparisons of expenditures. Further, bills tabled in
Parliament should be accompanied by financial statements showing the impact of the proposed legislation on forward estimates.
• Strengthening of strategic institutions. One of the main functions
of central agencies and their ministers should be to act as 'watch
dogs' for the general interest and against dominance by special
interests. This role becomes even more vital when implementation and spending decisions are devolved to line departments. It
will be important, therefore, that a high priority be given to
strengthening the central agencies and their ministers. This can be
done without any increase in the level of funding. As shown
above, the central agencies, particularly the Public Service Board
and Treasury, already have, relative to other States, a high level
of funding. The central or strategic functions of government can
best be strengthened by increasing their numbers and ensuring a
high quality of staff. Specifically, we recommend separating the
departments of Treasury and Finance and having separate Cabinet positions of Treasurer, Finance and Premier. This would increase the number and collective influence of the 'watch dogs' in
Cabinet and its various subcommittees, and in the bureaucracy.
Improving external accountability.

One of the main concerns with the reform process is that it has the
potential to reduce the accountability of government activities to
Parliament and the public. A central, implicit theme of the reform
process is to replace Parliamentary control over line items with
greater information over programme performance. In other words,
the objective is to shift the focus of Parliament from inputs to outputs.
There has been a number of specific reforms in recent years, and a
number of others are proposed in Managing for Balance and the report
(Part II) of the Royal Commission, which should go a long way
toward improving accountability to both Parliament and the public,
and to facilitate the shift in focus from inputs to outputs. There are,
however, a number of additional changes that should be considered:
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The adoption of a national accounting framework. All States have
agreed to present their budget information on a basis consistent
with a national and international accounts framework developed
by the ABS—known as the government finance statistics (GFS)
format. This will overcome a major impediment to the accountability of State finances, which is the lack of comparability
between States. The Western Australian government has, since
1990, presented a summary of the State's finances in the GFS format in a supplementary budget document, and, in line with the
agreement, will continue to enhance significantly the amount of
information published in the GFS format. Although this is an
improvement, it does not go far enough. The main accounts and
financial reports of the government continue to be presented in a
unique, fragmented and confusing format. Indeed, the State's
accounts format ranks very poorly against almost all criteria of
good budget practice and rates poorly against the practices
employed in all other States and Territories. This is most clearly
shown by the ability of successive Western Australian governments to claim a 'balanced budget' whilst in fact incurring very
large levels of borrowing. The solution is to convert the State's
public accounts and all its financial reports, as well as departmental ledgers and the reporting system in the central agencies—
in fact the whole government accounting system—to GFS format.
There will be difficulties in accommodating the conflicting purposes of the accounts, but these problems can be overcome as
they have been in other States and the Commonwealth. The
Queensland government, which recently converted to the GFS
format, provides a useful model.
The
adoption of accrual accounting. State accounts are, with the
•
exception of the trading enterprises, maintained on a cash basis in
which expenses are not counted until money is actually paid. This
allows government to build up future obligations, such as a
repair bill, without any impact on the accounts. One solution lies
in the adoption of accrual accounting, in which any future obligation (for example, a debt, a commitment to pay a pension, a need
to undertake repair and maintenance) is counted as an expense
for all budget sector agencies, and putting in place a capital
management programme. The New South Wales and Victorian
governments are committed to introducing accrual accounting in
the budget sector over the next four years. New Zealand has
already adopted accrual accounting for its budget sector. The pro-

•
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cess should not be rushed as there is a large range of issues that
needs to be addressed, and many of the accounting principles
developed for use in the private sector have limited relevance in
the public sector. Nonetheless, a reasonable goal would be to
have accrual accounting adopted throughout the budget sector by
the end of this term of government. In parallel with the introduction of accrual accounting, there should be a review of the
maintenance needs in the budget sector and a plan put into place
to ensure that an adequate standard of maintenance services is
met.
O The publication of forward estimates. Forward estimates are a
necessary input to assessment of the State's fiscal position and to
the understanding of the performance of government programmes. Western Australia is currently the only State not to publish
forward estimates of any description, and although there are
plans to do so in the future, these plans fall short of the recommendation outlined above.
• The publication of a comprehensive financial management report.
The Western Australian government has steadily improved the
information provided on its financial objectives, and programmes, but there remains a need for more strategic data in a comprehensive form and in a single document. The document should
include such information as: debt and other financial liabilities;
departmental performance indicators; forward estimates, public
sector employment; a statement and analysis of the State's assets
and liabilities; and a detailed comparison of budget expenditure
with other States using Grants Commission data.
o The inclusion of a balance sheet in the budget papers. The
Western Australian government has progressively developed and
published a balance sheet detailing the assets and liabilities of the
public sector. This is a very positive reform and the development
work will continue. It would, however, be helpful to publish the
balance sheet in the budget papers, and in the longer term integrate it with the forward estimates, so as to show the impact of
policy decisions on the State's assets and liabilities in the future.
• Improving the Parliamentary committee system. One of the major
weaknesses of the received reforms is that they do not adequately
provide for the external assessment of policy, particularly by
Parliament. It is fundamental to our democratic system that
governments and public servants have a direct responsibility to
account publicly for the effectiveness of their programmes and
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policies so that outsiders can make judgements about their appropriateness. The need for external scrutiny is greatly enhanced
under the received reforms, which devolve considerable discretion over spending to line agency public servants. There has been
a substantial increase in the powers of the Auditor-General in
Western Australia and additional reforms are recommended in
the report of the Royal Commission—which should be adopted in
full by the new government. These do not, however, go far
enough. The Auditor-General is not explicitly empowered to
assess and report on the appropriateness of a policy or programme; rather his powers are restricted to assessing the effectiveness, efficiency and equity of programmes. In reality it is
often impossible to assess effectiveness, efficiency and equity
without straying into questions of appropriateness, but AuditorsGeneral have traditionally and rightly steered a careful path well
away from questioning policy. The most important way to improve external scrutiny of government policy is to increase the
research capacity of Parliament, and to reorganise and expand the
committee system in Parliament. An obvious model is the Commonwealth Parliament, with its more effective committee system
and excellent parliamentary library (see Chapter 2).
• Establishing a Commission of Review of State programmes.
Although Parliament should be the main assessor of government
programmes, both it and the government need help. The Parliament does not currently have the ability or, perhaps, the inclination to scrutinise adequately all government programmes. It will
take a number of years to establish an adequate committee system, and there will need to be major changes to the culture of
Parliament and skills of Parliamentarians. Given the huge growth
in the number, scope and cost of government activities and the
virtual absence of external scrutiny of government programmes
over the last ten years, there is a large backlog of work to be done.
Importantly, there is an overriding need to improve the efficiency
and lower the cost of government.
The government should give serious consideration to establishing a Commission of Review, based on the Commonwealth's
Industry Commission, to review government programmes as
well as other important policy issues such as privatisation, deregulation, and the efficiency and transparency of the State taxation
system. The Commission should conduct its operations in full
public view, with public release of the terms of reference, public
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hearings and public release of draft and final reports. Although
the terms of each reference should be drawn up by the government, the Commission should be given sufficient scope within its
charter to raise issues it or Parliament considers relevant. The
Commission should be set up under its own act of Parliament to
establish its arm's-length standing vis-d-vis the government.
Clarification of Objectives and Authority
If public service managers are to manage for results, they must know
what their objectives and responsibilities are, and they must have
discretion over key resources. The process of clarifying objectives and
functions has improved, particularly in the trading enterprises, but
there is a long way to go. Some additional reforms are presented in
Managing for Balance, but these still do not go far enough and fail to
address certain key issues, such as:
O Making Community Service Obligations more transparent. The
community service obligations (CSOs) of trading enterprises have
increasingly been identified and valued; but the process remains
incomplete and there is a need to put in place a common methodology across the State public service. In the long term, CSOs
should be funded directly from the budget. This should be done
either through existing taxes or through levying a new tax,
perhaps even a tax on the activities associated with the CSOs.
• Specifying performance agreements and contracts. Under current
arrangements, departments are given too much control over the
specification of their own performance measures and targets,
with too little concrete direction from government. This can be
rectified: the Treasurer on behalf of Cabinet should negotiate
annual performance contracts with the Minister of each line
agency; while in turn the Ministers negotiate annual performance
contracts with the Chief Executive Office (CEO) of each of their
departments. The performance contracts should be published in
the annual report of each agency, along with a report on performance outcomes prepared by the Treasurer. Although the
Minister, and CEO, should have significant input to the selection
of performance measures and targets, these should ultimately be
determined by Cabinet with input from central agencies.
• Giving managers greater control over staff. Characteristically,
over 60 per cent of an agency's total expenditure is composed of
salaries. Yet managers have very limited control over staffing
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levels, virtually no input into wage levels and working conditions, and limited choice of staff. If the public sector is actually to
manage for results, it must become more flexible and demanddriven in all aspects, including its human resources policies.
Specifically, heads of all agencies should be given full authority,
within designated cash limits, to determine the number, classification and deployment of staff employed within their agencies.
Aside from employees within ministerial offices and the agency
heads, ministers should have little say in employment conditions.
Further, public servants should be offered terms and conditions
of employment which are broadly comparable to the private
sector. There should be a move away from government-wide
awards toward greater enterprise- or departmental-based wage
conditions. So, for example, staffing and wage decisions should
increasingly be determined by the managers of individual
schools, hospitals, or trading enterprises, rather than the Public
Service Board and unions. One consequence is that permanency
of tenure should be phased out throughout the public service and
gradually replaced by limited-term contracts.
• Monitoring of staff. While managers must be given greater
control over staffing decisions, they should also be required to
provide a great deal more pertinent data on staffing. It will take a
number of years to change the management focus from inputs,
particularly from staffing levels, to outputs. In the meantime it
would be foolish for the government to relinquish all controls
over staffing. Even if or when the focus of managers and ministers does shift more towards output performance, government
and Parliament will still need to monitor staffing levels closely.
Governments are fundamentally non-commercial providers of
human services; staffing costs will always, therefore, make up a
large proportion of total costs. There will always be pressure on
politicians and managers to expand or to hire staff for their own
sake rather than for their contribution to the services provided.
All agencies should therefore be required to publish regular forecasts of staff numbers, including estimates of attrition, retrenchments and redundancy targets. The reports should clearly
identify the sources of funding for staff expenditures and all
associated liabilities including superannuation and provisions for
retrenchment and redundancy packages. A summary of these
reports should be published in the budget papers.
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•

•

Providing better management incentives. One of the main reasons
for the endemic inefficiency of government is that inefficiency
usually coincides with the interest of ministers, bureaucrats and
their supporters. There are few direct incentives for managers
and ministers to pursue efficiency and effectiveness in government services, and many powerful incentives to expand government spending. It is therefore vital that explicit incentives be built
into performance contracts to induce all decision-makers to meet
budgetary targets as well as service-delivery priorities. One such
incentive is to allow agencies that spend less than their budget
limit to keep the savings, and to fine agencies which spend over
their budgeted limits. Performance-based pay for senior managers should also be considered.
Publishing more informative Annual Reports. The main source of
detailed information on the programmes, funding, and performance of government agencies is their annual reports. Although
there has been a general improvement in annual reports over the
last decade, there remains huge scope for further improvement.
Many budget sector departments—and even some trading enterprises, such as Homeswest—still produce annual reports that are
designed more as advertisements than as an informative assessment of activities. Indeed the brief two-page statement of activities in the budget papers is often more informative than a fiftypage annual report. Annual reports also offer a mechanism by
which agencies can disseminate statistical information and discuss strategic issues. Few agencies currently use their annual
reports adequately for these purposes. One way to achieve better
annual reports is for the Treasurer and/or the Chairperson of the
Public Accounts and Expenditure Review of the Legislative
Assembly to specify clearly the types of information and analysis
that are to be included in annual reports, and for the CEO and
Minister to be called before the Public Accounts Committee to
answer questions about the annual report.
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Section II

'Micro' Policy Issues

6 Education: Western Australia's
Schools
Introduction
Of all the activities undertaken by the State government, aside from
the provision of physical infrastructure, education is the most important. The proper education of the individual is the fundamental on
which is built a good deal of the individual's and society's prosperity,
and social stability. It is not, perhaps, going too far to say that, of all
its functions, education is the one that government does least well.
This is not something which has been allowed to pass without
debate. It has not, however, been a very productive debate.
Although many issues of concern to the community, to educators
and to parents have been raised—not least by the IPA itself—the
single issue that has come to dominate the debate has been that of
educational standards. That might be thought appropriate; after all,
that is the issue which should most concern us, and in other countries, most notably the USA, it has generated a great deal of constructive discussion, sometimes leading to useful reform.
The comparison with the USA, however, enables us to put our
finger on the crucial flaw: in America there is a vast quantity of
statistically sound and accessible research on standards; in Australia,
there is, comparatively, almost none. One can say, on the basis of
available Australian evidence, that a certain study revealed certain
facts about educational standards at the national level in one particular year, or that other surveys have yielded limited information on
certain standards in certain States. One simply cannot, however, say
that, measured by given comparable standardised tests and across a
broad spectrum of ages and skills, educational standards in Australia
or in any Australian State are better or worse than ten or twenty
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years ago, better or worse in one State than another, better or worse
in Australia than in Japan or Germany or the USA.8°
In some ways this situation is even worse, even less transparent,
than it looks: because of a very heavy emphasis on internal assessment, accompanied by extensive use of scaling techniques, the conclusions which might otherwise be drawn from comparing one year's
exit examinations with another's cannot be taken as statistically reliable. That eliminates one potentially useful alternative source of
information.
There are at last signs that this situation is no longer a minority
concern. Earlier last year, the Director-General of Education in New
South Wales went on record as saying, '...computer banks of
education systems across this country are crammed with data ... the
great bulk of the data is, however, about inputs. We have very little
information on educational results.... [The Australian education
system] has traditionally exhibited a reluctance to develop indicators
of student performance, to administer large-scale data-gathering
programs and to report the findings publicly.' 81 The last point is very
apt: for while educators in some systems do in fact have some useful
information on standards, it is rarely available in useful form to the
public.
In Western Australia, also, the matter became the subject of
public debate early last year when the Minister pushed for the wider
implementation of her Ministry's benchmark testing programme. She
was strongly criticised by teacher and principal unions and by
educational academics; at the time of writing, the unions' opposition
seems to have prevailed.
To some indeterminable extent, the avoidance of standards
testing (and objective external examination in general) is the result of
shifts in educational 'philosophy' over two decades or more. The promotion of 'concepts' over 'mechanical skills', the rise of self-esteem
and self-fulfilment as dominant educational goals, the steady deprecation of competition as an acceptable school ethos—all these and
other factors are concerned. Perhaps more important has been the
virtual supremacy of the vested interest of teacher unions and
educational bureaucracies in setting and deciding the educational
80 The reader in search of detailed information should consult in the first place G.
Partington, What Do Our Children Know?, AIPP, 1988, and the National Report on
Schooling 1989, Australian Educational Council, Canberra, 1991, particularly
pages 16-18.
81 Sydney Morning Herald, 2 March 1992.
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policy agenda. Teacher unions across Australia have indeed, as the
public record shows, been the most vociferous opponents of standards testing. This is, of course, precisely what one would expect from
the providers of a near-monopoly service.
Given that the providers conscientiously proscribe the collection
of relevant data, the standards debate has had to be conducted
largely on the basis of anecdotal evidence, with all the hazards that
implies. The weight of anecdotal evidence, nevertheless, does suggest
that over a fairly long period-say twenty-five years-standards in
basic skills have fallen, with perhaps a slight rise over the last two or
three years. That evidence is strongest from employers and from
concerned university teachers. It sometimes surfaces in the press, but
only rarely. Few university academics, for instance, seem concerned
to draw to the public's attention the fact that remedial reading and
writing courses are now almost routine at first-year undergraduate
level. Many employers know that they now require year-12 recruits
in order to hope for something like the same standards they once had
from year-10 recruits.
The minimum (and perhaps overly generous) position is that
there is precious little evidence that standards have risen: a proposition that the providers themselves cannot put forward for want of the
same data. And given the resources poured into Australian education
over the last thirty years, that is in itself a shocking circumstance.
Anecdotal evidence is not, however, the whole picture. Australian schools are not, fortunately, a perfect monopoly. Competition
exists in the form of the non-government school sector. The growth of
that sector is instructive in the extreme:
Table 6.1: Non-Government Pupils as Percentage of Enrolment
Year

1970

1975

1980

1985

1991

Australia
Total
Secondary

21.9
24.8

21.3
24.1

22.3
26.4

25.8
28.8

27.9
31.8

Victoria
Total
Secondary

24.6
26.1

24.4
27.1

26.3
29.9

30.5
32.7

32.4
35.3

Western Australia
Total
Secondary

19.3
24.3

18.2
22.8

18.4
24.2

21.8
26.0

24.5
30.2

Source: ABS Cat. No. 4221.0, Schools Australia, various years.
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The figures show very clearly that over the years there has been a
considerable growth in the number of parents willing to incur the
double expense of sending their children to non-government schools;
paying once through taxes and then again through fees. They show
further that at the secondary level, where education is seen by parents as being a more serious matter, the trend is more' pronounced.
The Victorian figures are of additional interest in showing the trend
in a State where, to an extent not evident in Western Australia, the
debate over standards has been more profound and longlasting.
Parents, of course, send their children to the non-government
sector for many reasons. Religious preference may be strong; social
status may be a factor; and standards can be measured more widely
than by skills attainment alone—they may include discipline, the
school ethos, special education needs, sporting achievement, and all
sorts of intangibles. It cannot, however, be denied that the duration
and extent of the trend to the private sector argues the existence of a
large body of parents concerned about standards and willing to pay
by voting with their children's feet. That they do so almost entirely
on the basis of anecdotal evidence is striking in itself, further reinforcing the argument for widespread consumer dissatisfaction.
That is a strong argument. But even that is not entirely beyond
challenge; and even that is to some extent beside the point. The point
has surely to be that the debate on standards helps obscure the basic
requirement against which we measure the provision of education:
that on a permanent basis it will deliver the best possible education at
a given cost to every child who is part of it. The debate has to shift to
the future.
Whatever its performance in the past, Western Australia's government education system is not well-equipped to deliver what can
reasonably be expected of it. In making that judgement, no particular
inference is to be drawn about individuals within the system. Anyone having any familiarity with Western Australian schools will
know that they contain many skilled and committed teachers. The
problem is institutional. To some extent it can be summed up in the
difference between the Education Circular, full of elaborate bureau
cratic rules and regulations, and the Education News, which so often
contains many heartening stories of individual initiative.
The problem is, in fact, closely connected with the near monopoly
status of government education. The interests of consumers—those
75 per cent of parents and children to whom the alternative is not
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available-are for the most part subservient to the interests of the
providers.
The analogy with economic monopoly is not complete. In particular, there are consumer pressures, although they come at second
hand, filtered through the political process. For political reasons, the
system (having at its apex the minister) has to be seen to respond. It
does this, however, in a fundamentally (and fascinatingly) evasive
manner. The response is couched almost entirely in terms of inputs
rather than outputs.
This is most obvious in the case of the fiscal resources allocated to
education. For much of the last twenty years, whenever ministers
have wanted to be seen to be concerned about education they have
simply increased education's share of the budget. The assumption
promoted is quite simply that if we have spent more on education it
must improve. It is only recently that this trend has been levelled off.
The use to which those resources are put is further evidence of
what we might call the 'input mentality'.
One popular index of alleged improvement in the quality of
education has been the reduction in class sizes (see Table 6.2). This
has a good deal of plausibility, and is quite difficult to criticise
publicly. There may indeed be circumstances in which decreasing
class size does have a bearing on the educational outcome: teaching a
class of 20 delinquent or intellectually-handicapped children may
well be easier and more productive than teaching a class of 30 such.
In ordinary circumstances, however, it is far from clear that the
benefits of smaller classes are more than marginal at best.
Table 6.2: Pupil Teacher Ratios (x:1)
Year
Australia
Government
Non-government
Total
Victoria
Government
Non-government
Total
Western Australia
Government
Non-government
Total

1971

1976

1981

1986

1991

23.1
26.6
23.8

17.9
21.0
18.5

16.4
18.5
16.8

14.9
16.4
15.3

15.2
16.0
15.4

22.8
26.7
23.6

16.6
20.9
17.5

14.7
17.8
15.4

13.4
15.7
14.1

13.5
15.6
14.1

25.2
25.9
25.3

19.3
19.9
19.4

17.7
17.8
17.7

16.3
16.4
16.4

15.9
15.7
15.9

Source: ABS Cat. No. 4221.0, Schools Australia, various years.
Note that this ratio is not a measure of actual class sizes
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One more recently fashionable index has been that of student
retention rates: the dramatic improvement in retention rates over the
last 5 years has been widely proclaimed as a measure of unalloyed
success. This, again, has an inherent plausibility; somewhat more
justified, perhaps. It still needs to be examined carefully: is it merely,
in the presence of Austudy, an alternative to unemployment benefit?
Do unwilling students merely lower the quality of education for the
willing? Are certification procedures diluted to make allowances for
the preponderantly non-academic stream now retained? Is the
incremental value of one or two years' education worth the cost of
every student? Are schools interfering with the fact that individuals
learn with different degrees of success at different times of their
lives—that some individuals may do well to leave school at, say,
fifteen, and start their education again at, say, twenty-five?
Another obvious focus of input has been professional certification. Obviously the taxpayer has every reason to expect that teachers
hired by the ministry can demonstrate some formal measure of competence. But the emphasis on certification is not without problems.
Increasingly teachers have degrees whose major component is
educational theory rather than competence in particular subjects.
This reflects an entirely unproven assumption that teachers can be
taught how to teach. In fact the system overlooks the existence of
(and therefore wastes) a large body of people with useful skills,
which they may well be able to impart to others, who are excluded
from the system for want of a formal teaching qualification. To make
matters worse, the promotional and managerial structure of the
school system is very heavily weighted toward the acquisition of
formal qualifications. This is doubly unfortunate as, whatever the
relationship which might exist between educational qualifications
and educational performance, there is no relationship whatsoever
demonstrable between managerial ability and qualifications in education. Further, it seems perverse to take the theoretically most able
teachers out of the classroom and put them into management.
Connected closely with this last factor is the emphasis on change
for its own sake (or change for the sake of being seen to be doing
something). This is particularly obvious in revisions to curriculum
design, in implementation of new fashions in learning theory, and in
the remodelling of formal management structures. Typical examples
are the introduction of the unit model of curriculum, and the
recasting of the old Department into the new Ministry: the benefits of
both have been far from clear. There may well have been benefits; but
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will have been largely incidental to the process of responding to
the pressures for change without actually changing the fundamentally bureaucratic, monopolistic nature of the system.
It would not do to be too pessimistic about the possibility of
beneficial change in the system. There are one or two encouraging
signs around that future change will be in more constructive directions. The reforms in New South Wales over the last five years,
though initially controversial, are beginning to tell; and with the
demise of the Schools Commission, accompanied by the rise of the
'clever country' rhetoric, there are tentative indications of a more
commonsense approach (including a new emphasis on outcomes) at
the national level. In Western Australia we think there is considerable
room for improvement; much of this must be directed toward overcoming the monopoly-type characteristics already identified. At the
same time, it needs to be recognised that those same monopoly characteristics impose limits to the degree and manageability of
change—a point to which we will return later.
Standards and Certification
Very high on any reform agenda must be a renewed shift of attention
to outcomes, to measured standards.
It needs to be observed at the outset that testing for standards and
achievement must not become an end in itself. What our system
needs is, broadly speaking, accountability. Voters and taxpayers in a
democracy have an undeniable entitlement to know that governments are spending their money wisely. That applies to education as
much as to health or any other function of government. In more
particular ways, accountability is equally important. Parents are
entitled to know how well their children are performing, and how
well schools are serving their children. Employers need to know that
the certification they accept as a qualification for employment is
valid. Students, importantly, need the assurance that their certificate
represents a genuine reward for their years of work.
We recommend the institution of State-wide standards testing,
therefore, at years three, seven and ten. The results should be published in the form of State aggregates and school aggregates.
Information about individual students should be given to parents.
Arguments that parents cannot be trusted with this sort of information should be treated with the contempt that such self-interested
paternalism deserves. Deciding on the form and content of the testing
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is, in the end, a matter for professionals. The Ministry's benchmark
testing programme is widely agreed to be of high quality. It is, on the
other hand, fairly complex and expensive to do properly. Our opinion, therefore, is that a simpler, cheaper and sufficiently reliable
series of tests be sought elsewhere, either from a State such as NSW
which already uses such tests, or from the ACER, which has a useful
repertoire of its own. Certainly some effort should be made to anticipate national uniform testing, an issue now tentatively making its
way on to the political agenda. And it is important that the notion of
reliability includes a clear rejection of tests which are entirely normor criterion-referenced.
There are, of course, many arguments advanced by education
professionals against such programmes. One common one is that
testing skews teaching and curriculum in favour of the matter being
tested. If what is being tested, on the other hand, is proper competence in the things that count, that is all to the good. The acceptance
of well-designed tests as a routine part of school life will, in fact,
serve to concentrate more teaching on the important subjects and less
on the 'soft options'.
Certification is in some ways a less easy concept to put into good
practice. There is—recalling our arguments about monopoly providers—a strong case for believing that it should not be the responsibility of the Ministry at all. Following those arguments, a system
could quite easily be developed whereby entrants into tertiary
education were examined by their chosen institution, while those
going into other careers could seek certification under an examination offered by, for instance, the Chamber of Commerce and Industry. In both cases, the certifying body could give due weight to
internal school assessment results; while in the latter case, the private
assessing body could offer examinations suitable for the various ages
at which students might leave school. There is no reason why other
organisations—the Western Australian Farmers' Federation, the State
public service, any of the retailers' or small business associations, for
instance—should not go their own way; although in practice one
would expect one single test of employability to come to dominate
the field. There is no reason either, it should be said, why any
organisation should not charge a cost-recovering fee for the service.
It is difficult to think of any fatal objections in principle to such a
proposal. It is true that the present system makes it relatively easy for
students to transfer their certification from one State to another; but
in our opinion the proposed certificates would have greater credi150
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bility with interstate universities and employers than the present one.
The truly fatal objection is political: without a strong minister, the
proposal would certainly be stifled by the educational establishment.
That being the case, we can only recommend that the Ministry's certification procedures be recast as far as possible to mimic the more
desirable outcome. That is, the TEE and the Achievement Certificates
be remodelled with considerably greater emphasis on enabling students to meet the reasonable requirements of the end-users. This will
inevitably, and rightly, involve decreasing the relative weighting of
internal assessment procedures, and the establishment of objective
benchmarks.
Whichever the outcome—and we repeat our strong preference for
private certification—it is, again, very important for the better working of the whole system that the results be as public as possible. This
is a matter which we will take up again in our recommendations on
education structures.
A subsidiary aspect of the assessment and certification issue is
that of student advancement.
Throughout Western Australia's schools, from years 1 to 12, students may advance almost automatically from one year to the next,
completion of four terms being the basic test for advancement.
Schools and teachers may, of course, advise repeating, particularly at
higher levels; but they find it difficult to enforce that advice on the
unwilling.
This is a process which warrants the most careful reconsideration.
It is a very significant cause of difficulty in schools in one particular
area: the transition from primary to secondary schooling, from year 7
to year 8. There are essential differences between primary and
secondary schooling which make it very important that students not
proceed from one to the other unless they have the basic competencies well mastered. The difficulty has been acknowledged in
recent years, though not in a very public way, by the Ministry's
obliging teachers to incorporate literacy considerations in the content
and method of secondary subjects. This approach imposes impossible
burdens on teachers. It is professionally degrading—and probably
impossible—to have to improve basic competencies, except at the
very margin, while teaching, say, accounting or physics. Conversely,
the teaching of the individual subjects is itself severely hampered. It
is far from unknown for teachers of a year 8 subject to discover, in
pursuing their concern for a difficult student, that the student in
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question left primary school with a measured reading age of, say,
seven.
While the process of largely automatic advancement needs
general consideration, then, we recommend as a matter of urgency
that it be stopped at the year 7/8 point. No child should advance into
secondary schooling without appropriate levels of literacy and numeracy. This can be expected to cause some planning difficulties at the
primary level; these are unfortunate consequences, but should only
last for a year or two while primary schools learn to detect and
correct the problems at the appropriate level.

Curriculum
Following the emphasis on outcomes backwards into the system
naturally raises important questions of educational content. This is an
area—like virtually all others in this chapter—fraught with often
factitious controversy. Perhaps the easiest and most convincing way
of cutting though the controversy is quite simply to do what we have
said—to follow the emphasis on outcomes backwards and structure
curriculum accordingly.
Education should in a liberal democracy have one obvious and
overriding outcome: to help each individual as far as possible in the
pursuit of what we might call, for want of a better word, happiness.
('Help' implies an often forgotten limitation, but an important one, in
that educational institutions in this matter of necessity act together
with the individual's own capacities, and with other institutions,
most notably the family. One of our most notable mistakes in recent
years is to assume that schools are dispensers of panaceas.) This is in
itself an endlessly debatable aim, but commonsense leads us to two
more or less divisible goals: first, that the individual should emerge
from school able to earn a living (including the ability to study
further to earn a living)—thus looking after the material' side of
happiness—and, second and no less importantly, that the individual
should know quite a lot about civil society and something of the
complex web of rights and responsibilities binding society and
individual. The second point has an important historical dimension
and will not be achieved without exposure to our intellectual heritage
in letters and sciences.
Education in these personal, social and cultural values is enormously important, not least because it has gone badly awry over the
last 15 or 20 years. It should be a major focus for the attention of any
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government. We will not deal with it here, for reasons of complexity
and length. Here it is worth making two or three important points
briefly. Students need to know something useful about the liberal
democracy in which they live, and about the economic order which
sustains it. That necessarily involves learning something about the
liberal, western, Christian traditions which have brought us to this
point. They need to know that government is not a machine which
provides, at no cost, rights and entitlements; they need to know
about their responsibilities to society and to other individuals. This
will require some major changes in the 'social studies' currently
taught in most schools, whose agenda is set by a new class substantially hostile not only to the traditions of western liberalism but also
to the broad social coherences which bind the community as a whole.
As far as employability is concerned, the curriculum will be
largely generated by the assessment of outcomes. (It should be noted
here that a multiplicity of private assessment procedures will not
unnecessarily complicate matters, as there will be very wide agreement as to desirable skills.) The aim is not to produce students who
can, without further training, go straight into boilermaking or computer programming or cabinetmaking or nursing or (for that matter)
ancient history or geology. The overall aim is rather to produce
students who can undertake further learning, vocational or academic,
on the job or in the classroom, with the best possible chance of
success. (It is important to note that there is no contradiction between
employability and education in civic values; rather, the reverse: many
of the same qualities are required for both.)
Some of the major reports on vocational learning in Australia
have to some extent given a misleading impression of what most
employers need and, too, what most potential employees need. The
basic requirement is not a particular vocational skill, but the skill of
learning. Most employees are not, after all, going to spend their lives
in one narrow craft, as their parents or grandparents might have
done. They will be part of an economy whose most necessary attributes will be change and flexibility.
The implication of this is clear: what is most important, at even
the least skilled level, is the ability to absorb and use information.
This is why strongly developed literacy and numeracy skills are so
important, and why those skills need to be reasserted as the core of
any curriculum.
Having said that, enough is implied about the nature of the
change to curriculum envisaged. (It might be worth noting 4 however,
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that schools should not be too hypnotised by the prospect of a future
dominated by technology. Some slight technological skills are worth
acquiring early. Basic keyboarding skills are valuable; familiarity
with computing logic is intellectually useful; some skill in wordprocessing will do no harm. But it is instructive to remember that all
those visionary reports on the white-hot technological future are
written by middle-aged consultants who taught themselves computing and wordprocessing in a few stumbling months. And while it is
not entirely true that Japanese students, for instance, are forbidden to
use calculators for mathematics, it is nevertheless true that excessive
reliance on technology during learning is not always helpful to the
formation of deeply-held conceptual skills.)
We thus envisage a well-designed core curriculum along the lines
adopted by a number of recent studies.82
There are one or two minor matters which need policy decisions
in the curriculum area.
The first relates to curriculum structure. It needs to be said that
the 'unit curriculum' structure does not seem to have worked well.
There is no publicly-available assessment of its usefulness; but teachers on the whole seem to believe it to have been a failure. The principal problem seems to be that students lose sight of the continuously
incremental nature of any learning. Barring any good arguments to
the contrary, it should be heavily revised or, preferably, scrapped.
The second concerns the way in which school curricula are
loaded up with extraneous material. Australia, perhaps more than
most democracies, is much given to the major-government-report
syndrome. Hardly a week goes by without the appearance of some
bureaucratic or parliamentary report on some major social or economic problem. Such reports almost inevitably involve pious and
well-meant recommendations that education is a vital part of solving
any given problem. Schools tend increasingly to be loaded up with
all sorts of issues, and teachers to be expected to cope. This is an
unsatisfactory state of affairs. All good democrats share the nineteenth-century optimism for the healing powers of education in
improving society's lot. Somewhere along the line, however, we have
got it wrong. What counts is the ability conferred by a good general
education to think clearly, to inform oneself, to weigh issues, to put
aside uninformed prejudice. That is not at all the same as being
taught specific attitudes on specific social or economic issues. The

82 See now

Educating Australians,

IPA, Melbourne, 1992, especially Chapter 2.
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problem is compounded when those attitudes are increasingly those
of 'political correctness', reflecting minority and often undemocratic
attitudes on such issues as 'social justice' and the environment. This
is not only an imposition on teachers: it is an extremely unflattering
reflection on their professionalism, in that it requires them to act as
propagandists for a narrow range of political messages prescribed by
someone else.
Teacher Recruitment
The community as a whole, and parents in particular, should be
entitled to know that their schools are staffed by the best possible
teachers: competent in their area, intellectually able, professional,
committed and psychologically right for the job. We have no way of
knowing whether or not this is the case. There are reasons, however,
for believing that it is not.
The high turnover in teachers of all ages, for instance, is
worrying; although, without research, it is not possible to isolate
those who leave the Ministry because they are unsuited for teaching,
from those who leave precisely because they are good teachers
driven to leave by professional frustration.
One particularly disheartening, and less ambiguous, sign isthe
standard of new entrants to teaching. We should be able to expect
that our teachers are not significantly less able than, for instance, our
lawyers or architects or engineers. That clearly is not so: the education faculties' intake is, in fact, consistently at the bottom end of the
overall university intake range. That is, of course, only a cut-off point,
and some students will be substantially above it. The fact remains,
however, that prospective teachers being inducted into universities in
Western Australia are on the whole at the lowest end of the range of
entrants into tertiary education.
This is a situation open to immediate remedy, at least in theory.
There is nothing to stop the Ministry directly (by hiring policy) or
indirectly (through the State government's legislative power) specifying a higher cut-off point. That might be resisted on the grounds
that education faculties might be quite suddenly without an economic number of students; but that is a problem only to those who
believe that administrative convenience is a higher priority than
educational standards. It might also be resisted on the grounds that
the supply of teachers will drop. Practically speaking that is not
much of a problem in the present environment: outside mathematics
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and physics, teachers are in oversupply. It might also induce the
Ministry to think a little harder about how to retain good teachers.
But it would at best be a partial and short-term solution; more satisfying solutions need to be sought.
Teacher recruitment is, in fact, a haphazard and wasteful process.
There is, on the whole, less rigour in the process than, say, in selecting for an officer—even a private—in the army, let alone in becoming
a junior business executive or an equivalent-ranking public servant.
Think of a basic standard recruitment. The employer establishes the
need for a new employee, lays down job specifications, advertises,
screens written applications, conducts initial interviews, short-lists,
conducts final interviews, and—only then—appoints. This is not
mindless routine: it is a way (which can be elaborated considerably)
of ensuring as far as possible that the successful applicant will be the
best offering, that the match between job and employee is as close as
possible, and that the firm's resources are wasted as little as possible.
Well done, it has a high success rate. It is odd, therefore, that virtually
none of this happens in the recruitment of public sector teachers (and
it is odder still, surely, that no-one thinks it odd).
This situation must be changed: the waste and mismatching
should not be tolerated.
In the present regime, where the Ministry effectively has complete control over recruitment, a filter needs to be imposed at the
transition point between the university and the Ministry's ranks, to
impose some rudimentary standards of competence and aptitude. A
further improvement would be the imposition of a finer filter at the
transition from Ministry to school. That involves some changes to
school autonomy that will be discussed below.
It must be said, however, that in addition to standard recruiting
methods, better assessment procedures are available. In the US there
have been extremely promising returns from the use of the Haberman techniques of screening teacher intake, which apparently offer
high rates of predictability for teacher success.83 It is important that
these be evaluated in an Australian context by properly-conducted
pilot programmes.
This raises in turn the question of what sort of intake we should
be looking at in order to get the best teachers into the profession.

83

in particular, IPA Current Issues, Educating the Educators, IPA Education
Policy Unit, 1991, pages 2-8.
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There are in fact many individuals outside the standard stream
who would make good teachers; secondary teachers in particular.
There are many science or commerce or arts graduates who would
willingly change vocation if there were a relatively cheap means of
entry into teaching. This pool of potential teachers has several advantages over the conventional intake: not least of these are maturity,
and familiarity with a profession and culture other than teaching.
(The last factor is by no means unimportant.) Again, US experience
with 'interning' as a means of training shows the way; and again we
need to test this as soon as practicable."
This once again raises questions as to the sorts of degrees
undertaken by the conventional stream of teacher graduates. Increasingly, teachers start their professional life with degrees in education;
with degrees at least half of whose content is educational theory and
psychology. This is of doubtful value. At secondary level in particular what matters most is depth of competence in a chosen subject
area. To the extent that university faculties of education offer
anything of academic rigour, it is of most value to those who wish to
teach education in universities. Its value to ordinary teachers is at
best unproven. We would, on the whole, be better off with the past
system of degree-plus-teaching diploma, if not with the interning
model, indeed.
Teacher Performance
Taking on good teachers is, of course, only one half of the problem:
keeping them is the other. Although this has been a problem for some
years now, it is only in the last year that the Ministry has taken substantive steps to tackle it. Two administrative decisions taken late in
1991 will be useful.
The first was to acknowledge length of service as an acceptable
alternative to full certification. A teacher with a three-year degree and
15 years' experience, for instance, will now fall into the same category, for purposes of pay and promotion, as one with a four-year
degree. That is useful in itself; it is perhaps more significant as an
acknowledgement (much overdue) that the acquisition of degrees is
not in itself the only, or even the most useful, measure of a teacher's
ability. In terms of the arguments already put here, it certainly will

84 See, again, Educating Australians, op. cit., pages 23-24.
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open up the way to more imaginative and productive approaches to
the retention and reward of good teachers.
The second was the introduction (on a small scale) of categories
of 'key teachers' and 'advanced skills teachers', recognised by salary
increments; again, a worthwhile development, although, again, more
for the initiatives that it makes possible than for its own sake. For the
first time, committed teachers have an alternative to the promotion
ladder in terms of reward and recognition.
The way in which these two measures were implemented is in
some ways more interesting than the measures themselves. It is
worth observing, to begin, that the Ministry's hand was to a considerable extent forced by developments in other States and at the national
level. More significant is the fact that the announcement in the
Education Circular took the form of an agreement between the Union
and the Ministry. The parallel with private enterprise is instructive:
even in a heavily unionised industry, where observance of awards
might be a governing principle, these matters would largely be a
matter of managerial initiative. The Ministry should surely have been
able to take the initiative itself. Or should it? In a better system the
initiative would rest at the school level. That suggestion is reinforced
when one reads, in subsequent issues of the Circular, the details of the
application and implementation procedures, which are immensely
bureaucratic.
We need to find better ways of rewarding competence and commitment. There have, of course, been numerous programmes overseas involving such concepts as merit pay and, more crudely, payment by results. Their success is difficult to assess. On the whole they
seem to work best with that relatively small group of secondary
teachers who concentrate on areas of academic excellence. They suffer, too, from the defect of administrative complexity: indeed the
bureaucratic obstacles are probably insuperable. Better solutions lie
in devolving this sort of responsibility to the school level. There is
already in existence a form of teacher assessment in schools. It can be
relatively easily refined. Principals could then be given marginal supplements to encourage the retention by reward of their better
teachers.
In looking at better management of careers for teachers it will also
be necessary to look at the archaic distinctions still perpetuated in the
Ministry. The distinction, for instance, between permanent and temporary teachers is quite irrelevant to merit. It should be abolished.
Instead, all teachers need to be hired on a medium-term (say, five
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year) contract basis. Problems such as the staffing of country schools
or 'difficult' schools can then be dealt with by appropriate contract
design. Again, however, this is not necessarily, or at least entirely, a
matter for the Ministry: as much as possible of the contractual
arrangements should be devolved to the level of school and principal. The Ministry need have no more than the role of a central expediting agency.
In the context of this section, the recommendations of our chapter
on Industrial Relations are, of course, crucial.
Administration and Devolution
In the preceding paragraphs we have identified some of the problems
associated with rewarding and promoting teachers. Those problems
become acute when we look at the top end of the promotion scale.
From the point of view of teachers, there is a ladder of promotion
from trainee teacher, to probationer, to permanent teacher, to teacher
in charge of a small subject department within a school, to deputy
principal, to principal. But there is a mirror image of that ladder,
from the point of view of administration (or 'command structure),
starting with the chief executive and working down to the school
level. When we superimpose one structure on the other, we begin to
understand the problem better. It focuses on the level of principal.
We can put it this way: is a school principal meant to be a good
teacher or a good administrator?
Those even slightly familiar with our schools will realise that the
answer is fairly simple: in running schools—schools which may have
say 1500 pupils, 110 teaching staff, administrative and services staff,
and a budget to match—we need capacities which are more managerial than educational. Some teachers have those capacities, either by
intuition or by acquisition, formal or informal. Others do not. As
before, it is relatively easy, in terms of managerial recruitment techniques, to identify the right individuals. It is important that the appointment of principals be rationalised, therefore, along appropriate
managerial lines. It goes without saying that an important part of the
managerial specifications will be a good understanding of education,
of teaching, and of the educational mission. And it is as likely as not
that the pool of senior teachers will include enough managerial talent
to fill the positions. What is important is to break down the system of
promotion by joining the queue.

159

Reform and Recovery

This is of particular importance if the process of devolution is to
continue. Devolution has been fashionable in State education systems
for some time now. In Western Australia it has been put into practice
in various ways, with doubtful success. Most principals and senior
teachers view the results as being largely the transfer of administrative costs to schools without commensurate financial freedom.
This is, given the bureaucratic rationale (discussed in greater detail
below), largely to be expected. It may well be, in fact, that within the
prevailing bureaucratic ethos in the Ministry we have reached the
limits of devolutionary change.
A more exhaustive examination of the system may contradict
this; at least, a new administration may be able to push the process
further. It would certainly be valuable to experiment in this direction
in some of the ways already indicated: leaving recruitment and promotion, for instance, to the school, giving schools block grants within
which they could genuinely determine spending priorities, giving
schools the ability to go outside the system for the provision of services, and so on.
A necessary part of such a move toward genuine devolution,
toward greater independence, would be the total and permanent
abolition of school zoning. (New South Wales is showing the way
here.) It is in the end more or less unrealistic to expect principals to
manage better, teachers to teach better, and schools to work better, if
they cannot show their improvement by genuinely succeeding. One
important measure of success—largely denied by the present arrangements—would be to attract pupils. Zoning, formal or informal,
stops that.
Schools: An Alternative Future
At this point it is worth stopping to reconsider what has so far been
proposed. To summarise, we have recommended
• focusing education policy on outputs rather than inputs;
• introducing routine standards testing at years 3, 7 and 10;
• redesigning certification to match the needs of consumers as far
as possible;
• halting automatic student advancement, particularly from primary to secondary schooling;
• adopting a sensible core curriculum;
• raising standards of entry to teacher training;
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better recruitment procedures and alternative methods of training;
• school-based rewards for teacher competence;
• employment by contract negotiated at school level;
• greater emphasis on management skills for principals; and
• significant devolution of management to schools.
(It may also be worth pointing out what we have not recommended: that is, any of the customary range of solutions which involve
further emphasis and expenditure on the usual range of inputs.)
That is a comprehensive agenda for reform. In the context of education practice in comparable nations it is not, item by item, radical. It
is certainly broader than most agendas, and, if seriously implemented, would stand a reasonable chance of raising our educational
practices to somewhere near international best standards. It would be
of immediate benefit to students, families and (not least) teachers; the
longer-term benefits to the economy and to society would be considerable.
It suffers, however, from two disadvantages. First, it is fragmented, even though all the fragments would tend to form a coherent
whole. Second, it relies for its implementation on the existing bureaucracy. Bureaucrats are intelligent professional people, who maximise
their own utility just as much as the rest of us. They also—particularly in areas like health, education and welfare—tend to have their
own agendas. It is very difficult to effect reforms which diminish
bureaucratic control over the delivery of services. It is very difficult
to persuade bureaucrats that their own values are not absolute.
Perhaps most importantly, in the real circumstances of the Western
Australian Ministry, we may have reached the limit of the schools
system to absorb large quantities of policy changes administered in a
bureaucratic fashion. The amount of unwillingness and cynicism now
prevailing at school level is not to be underestimated. Moreover, the
nature of the reforms we have suggested is antipathetic to the
bureaucratic ethos. After all, if X has always to answer to Y, one step
up, and Y to Z, another step up, X will naturally be unwilling to take
responsibility for some quasi-autonomous decision which can be
overruled by Y, who may be nervous, in turn, about Z's reaction.
Similarly, Z will be unwilling to delegate significant power or autonomy to Y, and Y in turn to X.
It may be that what we are looking for is a single large reform
which would of itself bring into play all the separate small reforms
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we have advocated. It seems likely that just such a major reform is
available.
We could construct such a reformed system by thinking back in
terms of the monopoly model early in this chapter. What we would
attempt to do would be to construct an alternative which was driven
not by supply but by demand. After all, what we have proposed so
far is, when we stop to think about it, a model put together of elements designed to achieve the sorts of desirable outcomes that a
demand-based model would automatically generate. It is a case of
trying to mimic the workings of a market. There is in fact such a
model to hand, although the inspiration for its design is largely
empirical. We refer to the reform suggested in the landmark study by
John Chubb and Terry Moe in their book, Politics, Markets and America's Schools, published by The Brookings Institution in Washington
three years ago. (It may be relevant to observe that the Brookings
Institution would be regarded in America as being to the left of centre in political terms, or at least more sympathetic to the sensible
Democratic end of the political spectrum.)
Chubb and Moe had a luxury afforded no writer on Australian
educational policy: very large quantities of very good data, across
time, on the performance of American students, teachers and schools.
They searched the data to attempt to isolate the determining factors
in student achievement; not in itself a startlingly new exercise.
Many of their findings are predictable. Student aptitude and family background are already well-known factors. The problem for
policymakers, of course, is that knowing this is much the same as
knowing nothing, since realistically aptitude and background are
beyond our influence.
Similarly, Chubb and Moe looked for significant factors in the
relationship between schools and achievement. Their findings are
much what one would expect from research, particularly over the last
decade or so, in the area of 'effective schools'. '[E]ffective schools
have the kind of organizational characteristics that the mainstream
literature would lead one to expect: strong leadership, clear and
ambitious goals, strong academic programs, teacher professionalism,
shared influence, and staff harmony, among other things....'85
This is not only 'mainstream'; it is also what common sense
would propose.

85 Chubb and Moe,

Politics, Markets and America's Schools,
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Many of the individual items in the effective schools checklist are
already promoted on one or more of the various reform agendas
currently promoted in the US—even, to a much more limited extent,
in Australia. Chubb and Moe, while allowing for improvements at
the margin, insist, however, that the operation of the conventional
policy implementation mechanisms will not deliver satisfying and
durable improvements. In terms of our own scepticism about the
bureaucratic nature of schools management, this is an argument easy
to accept. The strength of the Chubb and Moe argument is that they
offer a convincing analysis of the institutional problems, and then
back it up with their findings from the data. It enables them to assert
with more than usual conviction that '...the most important prerequisite for the emergence of effective school characteristics is school
autonomy, especially from external bureaucratic influence.'86
Two cautionary observations are in order at this point. The first is
that the preceding paragraphs are a very brief summary of a long
book, a book dense with statistical detail and with reasoned argument. The second is that the arguments are not entirely applicable to
Australian conditions: in some ways American education is (perhaps
surprisingly) more bureaucratic than Australian, at least insofar as
local government there plays a role in education not paralleled in
Australia; and local politics, particularly at the district board level,
adds a degree of institutional complexity not usually present in
Australia. On balance, these factors only modify the applicability of
the authors' conclusions: the gross similarities between the two systems are such that their findings remain valid for our circumstances.
The same fairly moderate qualifications apply to the policy solutions put forward by Moe and Chubb. They recommend, in brief, a
system whereby all public schools acquire real autonomy through the
funding arrangements; a system under which funding is attached to
the student, and schools compete through diverse excellence for students. The details are applicable only to the American context, but
the principles can be directly applied to Australia.
Rather than repeat the Brookings Institution's recommended system here, and then modify it for local circumstances, we offer a short
description of the elements which would have to be considered in
applying a similar proposal to the circumstances of Western Australia.
Four basic elements are necessary:
86 Ibid., page 23.
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complete freedom of movement between schools;
a mechanism for attaching school funding to the student;
a self-managing and autonomous school structure; and
provision of information on which students and parents can
make decisions.
The first, free movement, involves few if any difficulties. There may
perhaps be a need to be more careful in keeping track of student
registration, to ensure that in a system with greater mobility too
many students do not slip between the cracks.
Student-based funding is simple enough in principle, but involves
both policy and administrative complexities. In principle, each school
accepting a student for enrolment would advise the central funding
office of the enrolment and receive the appropriate per-student funding. In practice, the difficulties arise from the interaction between
budget constraints, the existence of the private sector, and the
involvement of the Federal government in the funding of education.
As we know, 25 per cent of Western Australia's students are in
non-government schools. Such schools receive funding from government, but (a) that funding comes overwhelmingly from the Federal
government, and (b) total government funding, State and Federal, for
non-government school students amounts to rather less than the total
government funding for government school students. Not only that,
but the most significant area of non-government education, the
Catholic sector, has total per-student costs significantly lower than
the costs of the government sector.
A government committed to our autonomous schools system
therefore has a number of hurdles to negotiate. Can the Federal Government be persuaded to allocate all its grants to the State's schools,
government and non-government, in one block grant? Does the State
government wish to increase its expenditure on education, or reduce
it, or keep it roughly level? Within any given budget limit, does it
wish to increase or reduce or keep level its per-student expenditure?
Within these sorts of decision areas many outcomes are possible.
The best case is that the government will have full access to the total
of all government expenditures on education in the State, and the
consequent freedom to design a fully autonomous and competitive
schools system encompassing all students and schools. The worst
case is that in which the government has discretion only within its
current area of operations, and makes the decision (essentially a
political one) that it will maintain current levels of expenditure.
•
•
•
•
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It is perhaps important to understand that even the worst case
can be made to work well. That would require, at least temporarily,
the quarantining of the private school sector—existing schools and
present students—in order to get the new system up and running.
Allowing for that constraint (one which is obviously unsustainable in
the longer run) the method of implementation is much the same in
both cases.
The government would in practice put together a global education budget. That would include not only current recurrent expenditures on schools, but also a substantial portion of expenditures on
schools support services within the Ministry, and all other expenditures identifiable in the provision of services to schools from elsewhere in the Budget—not least, for instance, cleaning and maintenance provided by the Building Management Authority.
That global sum would then be matched against expected
enrolments in the government sector, broken down into primary and
secondary. On that basis the government would then arrive at the
approximate value of funding available for each student. We can call
this the DEFT—Direct Education Funding Transfer—and it would be
in two levels, to allow for the substantial difference in costs between
primary and secondary schooling. The value of the DEFT should be
less than the simple result of dividing dollars available by likely
enrolment numbers. The likely bottom limit is set by the per-student
cost of the Catholic sector. Within the margin, the government has
the opportunity to express political and policy preferences as it
pleases. That is, it will be able to weight the DEFT for whatever
factors that might be considered important. We would propose, for
instance, adding a transport component to the DEFT to maximise the
possibilities for student mobility. Other obvious areas for loading
would make allowance for socioeconomic disadvantage, Aboriginality, distance, academic excellence, and so on.
This is both a simple and a flexible concept. The last remaining
factor which will complicate it is the issue of capital funding for new
schools. We would recommend that decisions on this be deferred
until the relationship of the private sector to the government sector is
clarified.
Our _third element is the creation of autonomous schools. This presents no major difficulties, as there are already suitable models in the
private sector, and the State and Federal governments already have
criteria for assessing the eligibility of private sector schools for public
assistance.
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It is important that the rules established allow for as wide a variety of schools as possible, to encourage the greatest degree of innovation and competition. The standard private sector model involves a
school council or board. We should allow for other possibilities: a
teacher co-op, for instance, or joint school-business ventures; there
are many possibilities. It needs little government intervention: one
would expect that the government's active role would be in providing standard legal formats to establish the school trust, deciding on
responsibility for various liabilities such as insurance and worker's
compensation, and the requirements for eligibility for payment
through the DEFT system.
The eligibility requirements should be minimal, specifying reasonable standards for teacher competence and school accommodation. They should not inhibit schools from developing market niches.
In the secondary sector, in particular, it should be open to schools to
choose other options than the standard senior high school model:
they should be able to compete by offering the 'senior college' option,
or vocational options (including school-business partnerships); some
should be able to offer the option of single-sex education.
It should be noted that the notion of autonomy includes the
possibility of both partial and total failure. Unsuccessful schools must
be allowed to suffer the consequences of failure; and there must be no
residual government support to prop up the losers.
Finally, it is important that each school be considered as a
separate employer for the purposes of industrial relations legislation:
hiring, firing, salaries and conditions must rest at the school level.
Our last point, access to consumer information, is vital to the success
of the proposal. In a fully functioning autonomous system this would
take care of itself, as schools advertised, issued annual reports and
prospectuses,, and generally competed for customers. A transitional
mechanism may, however, be necessary. We could envisage the
setting-up of, say, regional information offices which would convey
to students and parents information about school standards and options. This would depend on how much information was already
publicly available, as envisaged in the section on standards and certification above.
The results of implementing a schools system along these lines
are clear. The first essential point is that we have divorced the State's
acknowledged responsibility to ensure the provision of education
from the act of providing. The second point is that the bureaucratic
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barriers to excellence are dismantled. A true (if initially limited) market for educational services would be established.
The advantages reasonably to be expected are many. Three in
particular might be mentioned here.
The first is the achievement of far greater professionalism and
professional satisfaction for teachers. Their life would become more
difficult in some ways but easier in others, in roughly the degree that
one can distinguish a difficult challenge from a hateful chore.
The second is that the unhelpful and often unpleasant distinction
between private and government schools would gradually break
down.
The third is that competition would not only provoke variety but
also, more helpfully, experiment. We should, realise that educational
methods are not eternally fixed. Autonomous schools would be free
to experiment and to explore new methods. If new models—the
currently fashionable KOln-Holweide methods, for instance—offer
promise they can be tried out without the heavyhanded compromise
(and risk of costly failure) characteristic of bureaucratic innovation.
It may be useful to address some of the fears and uncertainties
that such a system might arouse.
In particular, it should be pointed out that the notion of competition does not imply that academic excellence will be the only mark
of a good school. Quite the reverse. Schools know perfectly well the
distribution of ability across the spectrum of the school population.
An excessive concentration on the academically able will be selfcorrecting.
There may be fears that such a system might give further undue
advantage to children from families with a strong and articulate
interest in their children's education. We think that unlikely. Such
parents will always have something of an advantage; but that will be
lessened in a system where all schools have an incentive to perform,
and where for the first time all parents have to make at least one basic
decision about where to send their children. To a certain extent,
indeed, apathetic parents will become free riders on the others. Any
fears that disadvantaged minorities—Aboriginal children, for
instance—may suffer should be calmed by looking at the US experience, where the most successful autonomous schools are in fact in
Harlem.
We believe that the DEFT proposal could be implemented
relatively swiftly—within as little as one calendar year. The funding
mechanism is very simple, administratively speaking, and easily
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achievable within the Ministry's present data base. Only the initial
establishment of testing, and publishing, school standards needs
some time—and political will.
The autonomous schools proposal is very much our preferred
option for educational reform. We recognise that it involves considerable change—and for that reason have included the earlier point-bypoint recommendations for reform. We believe, however, that a
government which understood the more radical proposal, and which
could explain its benefits to students, teachers and families, should be
able to carry it off. It is important to bear in mind our earlier comment about the limits of change under the present regime: it may
well be that the radical system is the last path available to us to get
the education that our children deserve.

Endnote
It may be worth pointing out here that three areas of current
educational debate have been omitted from this chapter. Universities
have been omitted in the realistic belief that the important decisions
in this area will continue to be made at the Federal level. Western
Australia does, like the other States, have considerable potential but
unused statutory power over universities; we think it extremely
unlikely that this will be used in the foreseeable future. The future of
TAFE, another very important area is omitted simply because the
sector is in a state of considerable policy flux at the moment. At the
time of writing it seems likely that policy dominance in this area will
continue to fall under the Federal aegis. (TAFE also presents an acute
problem in terms of policy analysis in that its worth is almost entirely
unknown.) There are a few sources of good and disinterested advice
on the subject, most notably the Dusseldorp Skills Forum in Sydney;
the Forum has promoted what seem to be good models for the future
of vocational education and training. Lastly, we have said nothing
about the current debate in this State about pre-primary education. It is
not a matter of crucial importance; the most sensible position seems
to be that the resources now being promised could be better spent
elsewhere. In terms of the DEFT principle, it simply needs to be
noted that it is important to specify the number of years of education
to which each child is entitled. We envisage twelve; if pre-primary is
eventually deemed to be of fundamental value, then thirteen will be
necessary.
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Introduction: The Problems in Context
For nearly twenty years now, health has been the most difficult public policy problem facing Australian governments, both State and
Federal. Demand is apparently boundless; vested interests proliferate; problems of inefficiency and unaccountability afflict supply;
irrational considerations of ideology make rational policy discussion
almost unattainable.
The problem, moreover, will get worse. While it is comforting to
know that many treatments, surgical or otherwise, get shorter and
safer, the necessary technology tends to get more expensive. And
health care, like income security, involves generational considerations: expenditure on each citizen grows dramatically as the citizen
gets older, a considerable problem as our population ages.
Looking at overseas experiences gives little cause for encouragement. No comparable country has a long-established total health system which comes anywhere near perfection, or which offers a readymade model for transplanting to Australia. And looking at other
countries offers us, in fact, a hypothesis that would make any selfrespecting treasury official despair: expenditure on health tends to
increase as nations and their citizens get wealthier—health spending
becomes a 'positional good', like spending on leisure or any other
'quality of life' good.
None of this should discourage us from defining and pursuing
the basic policy task, which is, in essence, to deliver in the most
efficient manner possible the combination of quality and quantity of
service decided on by some properly accountable means within the
funds decided on by the political process.
Even by that broad essential definition, Australian health policy is
not to be judged a notable success.
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Expenditure, both as a proportion of the Commonwealth Budget
and as a percentage of national product has steadily increased over
the last twenty years: from 10.5 per cent of the Budget in 1972 to 13.4
per cent in 1992, and from 5.9 per cent of GDP in 1972 to 7.7 per cent
in 1992. Evidence of apparent unmet demand is everywhere in the
form of patient queues. There is at the same time considerable spare
capacity in many public and private hospitals. Accountability is poor:
good and current information on both costs and quality is not easily
accessible to the general public or to professional enquirers. From
what is available, however, it is clear that efficiency and quality vary
greatly across the country.
The Federal government's policy responses to continuing
difficulties include price control, and controlling the number of providers. The private hospital sector is implicitly discouraged from
major new initiatives, although it may be permitted a peripheral,
even 'last resort', role. The potential role of private health insurance
in relieving pressures has so far been explicitly rejected. Public debate
about the problems has been acrimonious; over the last year the
Federal government has countered State requests for more money for
the public hospital system with arguments that efficiency improvements within State hospitals would release hundreds of
millions of dollars.
This last matter brings us to the starting point of our own study
of health services in Western Australia. The State government—any
State government—operates within the constraints—ideological and
financial—imposed by the Federal government. The price of accepting Commonwealth funding for the State hospital system is free
treatment for Medicare patients in public hospitals. Since the 1992
Federal Budget, the strings attached to the Medicare funding have
become tighter, and now, for instance, include a requirement that the
States pass legislation which entrenches the principles of Medicare.
At the time of writing, the outcome of the protracted post-Budget
negotiations was still far from clear; it seemed likely that a shift in the
overall political balance among the State governments might force a
result more rational than was the case in August.
These constraints severely limit the ability of the State government to find better ways of running a more efficient and accountable
hospital system. Fully-fledged privatisation, for instance, would seem
to be ruled out. A very courageous government might try going it
alone on public hospitals, and indeed one health economist has
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suggested a method of doing just that.87 It is something that should
be considered by a new State government; in this chapter we will
concentrate on approaches more clearly within the limits of political
possibility.
A complicating factor is that, with a change in government
possible at the next Federal election, there may be a fundamental
change in overriding health policy; at least to the extent that a new
Federal Minister for Health might be willing to contemplate new
arrangements within individual States. We believe that our suggested
approaches will fit in with any likely policy changes in Canberra, and
that the principal model suggested will deliver a better hospital system under any likely Federal regime. A first recommendation, however, should be made here: the new State government should seek,
together with its counterparts in other States, a more rational funding
arrangement with the Commonwealth.
The focus of this chapter is very much on hospitals. The
maintenance of the public hospital system is, of course, only one of
the Department's functions. It also provides the normal policy, monitoring and administrative functions; community health facilities;
nursing homes; psychiatric facilities; alcohol and drug services;
school dental services; and a good deal of public health propaganda.
Some of these will be the subject of comment at a later stage. But
since hospitals account for over 85 per cent of the State's health budget, it is sensible to focus on them.
Health, indeed, is the second biggest item in the State Budget. At
$1271 million, it represented 16.5 per cent per cent of outlays in the
most recent State Budget. This in itself makes it an obvious candidate
for scrutiny. Experience and theory suggests other more compelling
reasons. Most of the State's hospital care is provided at no immediate
cost to the consumer by organisations with near-monopoly status
controlled, directly or indirectly, by bureaucrats and providers. We
would reasonably expect the system to display certain characteristics
common to such arrangements, including:
• indiscriminate overprovision;
• severe problems with resource allocation;
• lack of control over costs;
• poor product information for consumers;
• defective quality control;
87 See J. Logan, Public Hospital Funding: An Exercise in Political Monopolisation', Health & Welfare Policy Programs, Working Papers Series No. 2,
Centre for Independent Studies, Sydney, December 1988.
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lack of accountability;
openness to pressures from politics and vested interest;
bureaucratic expansionism; and
credentialism.
All of these appear to be present, although they may not have
been officially diagnosed as such.
Many can be identified as implicit in the numerous publications
of the National Health Strategy Unit over the last two years. The Federal Minister has certainly established to his satisfaction the existence
of unspecified 'inefficiencies' in the State systems. The last State government itself commissioned, in January 1991, the Metropolitan
Health Services Review, whose terms of reference explicitly asked for
better efficiency and effectiveness, including considerations of accountability, resource allocation, and management. Anecdotal evidence, of course, abounds.
The difficulty for the outsider—a very considerable difficulty—
lies in trying to locate the inefficiencies, given the very poor quality
of the available data. (Since the publication of the Royal Commission's two reports, accountability has been brought to the fore in
political debate. This might be a good place to suggest that one useful
subsidiary definition of accountability is the publication of enough
data to enable the construction of satisfactory policy alternatives.)
An initial, broad, judgement can be made on the basis of the
comparative material published annually by the Commonwealth
Grants Commission. The following table compares the State's actual
expenditure, per capita and in constant dollars, on general medical
services with the all-State average, adjusted for Western Australia's
peculiar social and geographic circumstances.
•
•
•
•

Table 7.1: Commonwealth Grants Commission: W.A. (1984-5 prices)
1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

Standardised

314

317

319

424

433

451

472

471

471

478

Actual

379

374

389

472

477

487

488

503

505

519

% over-

21%

18%

22%

11%

10%

8%

3%

7%

7%

8%

spend
Source: CGC data

Note: Years refer to fiscal years (e.g., '198Z refers to 1981/82)
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The table shows that, using the reasonable index established by
the Grants Commission, Western Australia has for some time now
been spending somewhat more on its public health system than it
need. The next table is perhaps even more useful: it shows the same
comparison, actual against standardised, for Queensland.
Table 7.2: Commonwealth Grants Commission: OLD (1984-5 prices)
1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

Standardised

306

308

310

406

414

432

459

458

458

465

Actual

282

284

290

320

325

325

334

333

328

330

% under-

8%

8%

7%

27%

27%

33%

37%

37%

39%

41%

spend
Source: CGC data

Note: Years refer to fiscal years (e.g., '1982' refers to 1981/82)

The data for the two States can be brought together and expressed
graphically:
Figure 7.1: Percentage Overspending per Capita
CGC: WA and Queensland
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A few other figures relating to the public hospital sector in Western
Australia and Queensland will reinforce the comparison. In 1989-90,
the cost per occupied bed day in Queensland was $429, the cost per
separation $2449; the same costs in Western Australia were $515 and
$3026 respectively.
There is no reason to believe that Queensland's public health services are in any way worse either than those of most States or those
of Western Australia. (One fairly coarse measure of adequacy can be
found in State-by-State levels of private health insurance: Queensland has the lowest level of private insurance in Australia. 88) If
Queensland can maintain this unexceptionable level of service by
spending less than its standardised figure and less—far less—than
Western Australia, then it is virtually impossible to escape the conclusion that Western Australia overspends and spends in a way
which, prima facie, appears to be very inefficient. The first table also
shows that per capita spending on public health (not hospitals as
such) has been rising steadily.
(A note of caution does need to be sounded here. While interstate
comparisons are useful in many respects, not least in uncovering
areas of gross discrepancy, they are not to be taken as policy prescriptions per se. The limitation here is not simply one of comparing
very different institutional structures, with their own history and
rationale; but rather that whatever usefulness cost comparisons may
have is severely limited by the absence of quality comparisons.)
In the case of most States, a detailed analysis of the sources of
inefficiency would not be easily possible; lack of data would prevent
it. That would be the case, too, in Western Australia, if it were not for
the existence of the Metropolitan Health Services Review (hereafter,
MHSR).89 The recommendations of the Review are for the most part
ineffectual (reflecting political constraints); the statistical appendix,
however, contains a good deal of raw data which can be made to
show where some of the acute problems lie.
Three explanations are usually brought forward to explain cost
pressures on our public health systems:
0 excessive demand;
88 Queensland does have a different history of public health provision from Western Australia. But here, as elsewhere, the discrepancy between the two levels of
expenditure suggests that quality is less important a determinant than
efficiency. See the comments on CGC data in Chapter 5.
89 Metropolitan Health Services Review, Final Report to the Government of Western Australia by Deloitte Ross Tohmatsu, Perth, December 1991.
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• increases in capital costs; and
• increases in equipment and drug costs.
It is worth looking at each of these in turn.
In the absence of a freely-operating market, demand is somewhat
difficult to measure; indeed with an apparent price of zero, demand
is perhaps meaningless. More or less reasonable substitute measures
have to be found elsewhere. We can look at the throughput of hospitals, as found in the number of patients discharged—'separations'.
We can look at the intensity of treatment, at the pressure a patient
places on hospital resources—bed days. On the basis of the MHSR
data we can say that between 1986-87 and 1990-91, separations in
teaching hospitals rose by 17.3 per cent, or 3.5 per cent per year, and
bed days in teaching and non-teaching hospitals rose by only 1.5 per
cent. Neither figure reveals any strong indication of excessive
demand. It might be further noted that over the same period admissions increased by 14.7 per cent, or 2.9 per cent per year, another
indicator of weak demand.
The argument for capital costs as a contributing factor is even
weaker. Data from State Budgets show that real capital costs per bed
day have fallen by 64 per cent between 1986-87 and 1990-91.
The two other components of costs mentioned—equipment and
drugs—did increase. In teaching hospitals, equipment costs per bed
day rose by 44.4 per cent over the period studied, and accounted for
17.8 per cent of the total rise in real costs per bed day. Equipment
costs in non-teaching hospitals rose by 64.8 per cent by the same bed
day measure, accounting for 8.3 per cent of the total rise in real costs.
(The difference between the respective contributions to total cost
increases reflects the fact that teaching hospitals are more costly to
equip and operate). The real costs of drug supplies in teaching hospitals rose by 29.3 per cent by the same measure over the period,
accounting for 11.4 per cent of the total cost , increase. These factors
therefore contributed noticeably to cost increases, but are far from
being major factors.
The principal factor is one which is not much mentioned in the
public debate: labour costs, particularly of nurses, doctors and administrators. The omission is surprising, since health is essentially a
service industry, heavily dependent on labour costs.
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Table 7.3: Real cost per bedday ($): WA Teaching Hospitals
1986/87
110
62
37
322

1987/88
113
63
39
324

1988/89
112
62
38
319

1989/90
116
72
39
338

1990/91
120
76
41
349

%
increase
8.8%
22.9%
9.9%
8.6%

Equip
Drugs
Total operating

18
17
79

18
18
80

17
20
83

21
21
85

26
23
89

44.4%
29.2%
12.7%

17.7%
11.3%
22.2%

Grand Total

444

447

444

470

489

10.1%

100%

Nursing
Medical
Admin
Total

% of total
increase
21.5%
31.6%
8.2%
61.6%

Source: Metropolitan Health Services Review (MHSR)

Once again we can make a revealing (if limited) comparison
between Western Australia and Queensland:
Table 7.4: Average Salaries 1989-90 Total Public: OLD v WA

Nursing

OLD
$28,466

WA
$34,052

% Difference
19.6%

Medical

$71,192

$75,167

5.5%

Admin

$22,566

$25,503

13.1%

Hotel

$21,792

$22,438

2.9%

Med Supp

$28,342

$35,292

24.5%

Total

$29,423

$33,067

12.4%

Source: Australian Institute of Health (AIH), Hospital Utilisation and Costs study,

1989-90, preliminary data

The MHSR data show that between 1986-87 and 1990-91, the
nursing salary component in teaching hospitals, in terms of real cost
per bed day, rose by 8.8 per cent, and accounted for 21.6 per cent of
the total cost increase in teaching hospitals. It should be noted that
over the same period nursing numbers fell; so the rise is entirely due
to salary increases. It should be noted that this was largely imposed
by circumstances outside the State government's control: in particular
the Commonwealth's support for a new national nurse wage
structure. In the same terms, doctors' real wages in teaching hospitals
rose by 23 per cent, accounting for 31.6 per cent of the total cost
increase. In terms again of real wage per bed day in teaching hospitals, administrative salaries rose by 10 per cent; numbers increased by
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13.5 per cent. We might also note that labour costs accounted for 62
per cent of the total rise in real cost per bed day in teaching hospitals,
and for 72 per cent in non-teaching hospitals.
Wage costs are only a part of any full picture: in the end, of
course, productivity is the most important part. As far as the data
allow us to judge, there have been some minor improvements in productivity-particularly of nurses-but such benefits as have occurred
have been captured by the hospital personnel rather than the taxpayer. In trying to understand productivity issues it may be useful to
look at the changes in staffing over recent years:
Table 7.5: Staffing Levels per Occupied Bed: Teaching Hospitals

Nursing

1986/87

1987/88

1988/89

1989/90

1990/91

% Increase

1.94

1.88

1.82

1.83

1.86

-4.0%

Admin

0.74

0.78

0.79

0.81

0.82

11.3%

Hotel

0.97

0.94

0.93

0.95

0.91

-5.4%

Med Supp

0.69

0.70

0.70

0.71

0.73

5.4%

Maintnce

0.24

0.23

0.22

0.22

0.22

-9.7%

Medical

0.43

0.44

0.45

0.52

0.55

28.5%

5.0

4.98

4.92

5.03

5.09

1.8%

Total
Source: MHSR

And the comparison with Queensland would seem to show that
Western Australia has lower productivity in the areas of administration, domestic and medical officers:
Table 7.6: Staffing levels per Occupied bed 1989-90, OLD v WA
(Total Public)
WA

OLD
Nursing

1.97

1.70

Admin

0.35

0.60

Hotel

0.56

1.05

Med Supp

0.76

0.47

Medical

0.22

0.28

Other

0.14

0.20

Total

4.00

4.30

Source: AIH preliminary data (HUGS)
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Looking at staffing, behind these statistics, reveals a number of
problems which have been allowed to develop without any serious
regard for the financial implications. One significant problem is the
switch from hospital-based to tertiary education-based training for
nurses. This has been the immediate cause of a particular cost factor,
in that relatively poorly paid trainee nurses are no longer available
for a wide range of routine hospital duties. The benefits of the' switch
are not clear; there are reasons for believing that the professional
skills of new nurses are not as good under the new system as under
the old, and the disappearance of the trainee class has left nurses
without anyone to whom those routine duties can be delegated.
Another significant problem for Western Australia is the number
of teaching hospitals. It is not simply that we have five teaching
hospitals, which seems rather a lot to service one faculty of medicine.
Expenditure on teaching hospitals in Western Australia is a higher
proportion of total hospital expenditure than in any other State. At
about 60 per cent of the total, it is very considerably higher than in
Queensland, for instance, at about 45 per cent; and with about 40 per
cent of total public beds in teaching hospitals, it is very considerably
higher than Queensland's 25 per cent.
A further obvious area for examination is the staffing mix of
hospitals. In 1989-90, across both teaching and non-teaching hospitals, nurses accounted for 40 per cent of staff, doctors for 7 per cent,
administrators for 15 per cent, domestic staff for 24 per cent, medical
support for 11 per cent and other staff for 3 per cent. Once again, it is
interesting to compare this situation with Queensland's: nurses
accounted for 49 per cent, doctors for 5.5 per cent, administrators for
8.9 per cent, domestic staff for 14.1 per cent, medical support for 18.9
per cent and other staff for 3.6 per cent:
Table 7.7: Staffing Mix 1989-90 (Total Public)
OLD

WA

Nursing

49%

40%

Medical
Admin

5%
9%

15%

Hotel

14%

24%

Med Supp

19%

11%

4%

3%

Other

7%

Source: AIN preliminary data (HUGS)
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There would seem to be a good initial case for believing, first,
that our hospitals are administratively top-heavy, and, second, that
too large a proportion of hospital staffs are engaged in non-health
care areas that might be handled better in other ways.
The comparison with the statistical profile of Queensland reveals
another useful observation: Western Australia has, proportionately,
more large hospitals and fewer middle-sized hospitals. This is in itself a source of cost and management problems. As the National
Health Strategy has pointed out, '...large hospitals exhibit decreasing
returns to scale. All other things being equal, 300-500 bed hospitals
are considered the most cost efficient with diseconomies of scale
occurring over 500 beds ... Studies of large hospitals in the U.S. and
Australia ... have proposed the establishment of self-contained units
of 100-150 beds as a means of counteracting diseconomies of scale.'"
In two important areas, this short overview is deficient.
It has not been possible to say anything very useful about the
quality of care. This is simply because we have found no recent independent data which would enable us to make any sensible comparisons. We will, therefore, take quality as given, and independent of
State expenditure patterns. In a very broad sense, this is justifiable:
international comparisons between developed countries show a very
weak connexion between overall health expenditures and obvious
indicators such as life expectancy. And rationally we would expect
that: while the returns on the provision of the fundamentals of public
health, such as clean water, good sewerage, and immunisation are
high, returns diminish rapidly at the other end of the health spectrum, in the provision of very expensive, technologically intensive
individual treatment.
Nor has it been possible to make any systematic criticism of work
practices in our public hospitals, and for much the same reasons.
While there is now a wealth of evidence on work practices on, for
instance, our waterfront, all the recent published studies of public
hospitals shy away from explicit discussion of the relationship
between the industrial relations context and efficiency. In the course
of this study, however, ample anecdotal evidence has emerged to
make it perfectly clear that counterproductive work practices (including demarcation) are sufficiently rigid to induce severe constraints on
90 National Health Strategy, Issues Paper No 2, Hospital Services in Australia,
Access and Financing, Canberra, September 1991, page 43. It should perhaps be
noted here that the particular figures cited are not beyond dispute, and that the
argument may need to be adapted to local circumstances.
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efficiency.

Evidence now emerging in Victoria since the change of
government offers further corroboration.
Some First Steps to Reform

Given the constraints mentioned earlier, comprehensive reform of
Western Australia's public hospital system is not possible without a
fundamental policy change at the Federal level. Such a change need
not be radical: anything which allowed the States freedom of experiment in maximising efficiency, without compromising the Federal
government's proper need for accountability, would help. Even with
that freedom, the very nature of health care provision is such that
perfect solutions are unattainable; so here we are looking at third- or
fourth-best solutions. That need not worry us greatly: the size of the
sector is such that even marginal improvements in efficiency will be
more than welcome.
(The Queensland comparison is instructive here. Using the Commonwealth Grants Commission data, it is possible to show that if
Western Australia's public health spending—defined as 'general
medical expenditure'—were managed in precisely the same way as
Queensland's, we would save, in real terms, roughly $215 million per
year. This is not, as we have said before, a simple prescription for
reform.)
The brief preceding sketch, however, provokes some immediate
commonsense recommendations for reform. We offer six simple proposals to begin.
• It is important that government let the managers manage, within
specified and publicly accountable guidelines. This means appointing managers who understand the financial constraints of
hospitals, rather than doctors (and, increasingly, nurses) who
gravitate into management. It means more businesslike boards. It
means increasing the distance between management and bureaucracy. It means, also, better information on inputs and outputs: an
annual report along business lines is a great discipline.
• In terms of costs and efficiency, the most important single area of
management is industrial relations. Perhaps the highest of all
reform priorities is the immediate introduction of enterprisebased bargaining into public hospitals. This will not, in a sense,
be easy: patients are not conveniently ill between 9 and 5, and
hospitals are not factories. Better industrial agreements will involve greater flexibility than is common in enterprise-based
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•

•

•

•

bargaining, and that flexibility will come at a cost, some of which
will be the cost of cashing out complex and inefficient penalties
and special conditions. Any reasonable settlement will be worth
the cost. It is important that the 'enterprise' be the smallest possible unit: at the very least, the hospital itself; in very large hospitals such smaller and separable management units as can be naturally created. Different negotiated packages between hospitals
will encourage competition for resources, and that competition
will create further efficiencies. It is, of course, essential that negotiations proceed without interference from third parties, most
especially the government.
Hospitals and their management should attempt to manage only
health care. All other functions—including, for example, data
management, catering, maintenance, gardening, cleaning and
transport—should be contracted out by competitive tender.
The Department should investigate the possibility of buying beds
from the private hospital sector where appropriate and where
possible within the Medicare guidelines. The experience of New
South Wales in this area will repay examination (not least in
designing contracts, which should perhaps specify DRG-determined services rather than 'beds').91
The number of teaching hospitals should be reduced. If the
specialty obstetrics and paediatrics hospitals are to be retained as
such, then it may be difficult to reduce the overall number to less
than four; three would be preferable. The all-State average of
teaching to non-teaching beds should be a useful guide in effecting the reduction, and should be achievable within a term of government. It will be important in this that the government have a
very clear idea of the precise mixture of costs involved in running
teaching hospitals: existing data are inadequate, but it seems
more than likely that there is some cross-subsidy between the
teaching and medical functions which is at the moment far from
determinable.
The arguments about diseconomies of scale should be thoroughly
absorbed into future planning. Current policy should examine
whether some of the existing giants can be broken up; whether,
for instance, Shenton Park can be split off from Royal Perth. An
important part of the arguments about scale relates to continuing
developments in day-care surgical procedures for ambulatory

91 DRG: Diagnostic Related Groups
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patients. It is likely that major new hospital investment' can be
deferred for some time by concentrating on smaller day-care
centres. Planning should also aim to bring Western Australia's
bed/population ratio closer to the national average. As of 198990, this State's bed/population ratio was 5.18 beds per 1000 population, and the Australian average 4.9 beds per 1000. 92 Current
policy plans for 4.3 beds per 1000 by the year 2001. As other
States are adopting similar plans for reducing their own ratios,
the 2001 goal will still leave Western Australia above the then
national average. A stricter goal and a shorter timetable are
necessary. Western Australia has the luxury (not available to, say,
Victoria) that a more sensible ratio can be achieved without
massive bed closures.
Effective Reform: a Structural Approach

These recommendations are all well within the bounds of political
possibility; their counterparts can be found in various public sector
activities across Australia. If implemented they would bring Western
Australia's public hospital costs to more acceptable levels, and lay a
more rational foundation for the inevitable future growth in the
system. The last few words are important: whatever reforms are put
in place have to cope not only with present problems but with the
facts that Western Australia is a growing State, that the demand for
health care will rise, and that another bout of major capital investment will be due some time in the next decade.
They do not, however, directly address the central policy problem
identified earlier: the fact that the inefficiencies are inherent in the
structure of the system. They arise, almost inevitably, from the fact
that the purchaser of the service and the provider of the service are
effectively identical.
In the world of commerce, such services would be bought by
negotiation between supplier and buyer, at a mutually acceptable
price which encompassed quality and quantity. The public health
system admits of no point at which such an arm's-length transaction
can take place: there is a continuum from the Minister through the
bureaucracy to the hospitals. Bureaucratic negotiation takes the place
of market transaction. This introduces all sorts of non-market difficulties, especially political and interest-group pressure. It is doubtful
92 Ibid., pages 40-41.
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that anyone in the process knows the real price of any relevant service, and, indeed, the system operates to suppress such considerations. At best, negotiations on an annual basis will be conducted on
the simple basis of last year's allocation plus a bit extra for inflation
or expansion. At worst, the process may be intensely political.
The problem then can be stated in this form: how do we maintain
a hospital system funded by the taxpayer, which satisfies the Medicare constraint, in which provider and purchaser operate at arm's
length?
We offer two models, which the new government can refine. The
essence of both is that they provide a break in the continuum
between Minister and hospital: the government is clearly identified
and established as purchaser, the hospital as provider.
The first step in both models is to establish the hospitals as independent, publicly-owned entities. This is simply done by legislative
means. The legislation should specify that
• each hospital has a clear charter to carry out its operations in an
efficient, commercial manner;
• each hospital has a fully commercial board, whose members are
predominantly non-medical and can be replaced if they do not
perform;
• while answering to the board, the management of each hospital
would be fully autonomous, especially in relation to assets, staffing, work practices, contracting-out, investment decisions, and
commercial relations with other suppliers;
• board and management alike in each hospital be independent of
political influence, further specifying that ministerial intervention
of whatever kind be by public correspondence, so that ministerial
intervention, and disagreements between hospital managers and
the Minister, be tabled in Parliament and reported in annual reports;
• non-commercial undertakings requested by the government
(which may include difficult medical resource allocation areas
such as emergency and outpatient services, or more broad 'community obligation' areas) be funded by transparent subsidy from
the Budget; and that
• hospitals operate in a truly neutral competitive environment,
most particularly with regard to payment of all relevant taxes and
charges, to servicing of deemed debt, and to payment of dividends.
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This new corporate structure for providers is common to both
models; the differences lie in the method of purchasing.
One way of handling purchasing—call it Model A—is to direct
admissions away from hospitals. The government would set up an
allocation bureau as an offshoot of the Department. Such a bureau
would maintain a constantly-revised list of prices for beds and procedures, probably based on DRGs. The admitting physician would ask
for an allocation through the bureau, and the bureau would provide
the physician with the range of going prices. In the case of fully
public patients (that is, those without private insurance for whom
Medicare picks up the whole bill), the physician would have no
choice but to send the patient to the cheapest provider. Other patients
would have the choice of selecting the price and quality desired, and
paying the difference.
This case-by-case allocation method could be refined to a level of
some sophistication. It has the advantage of making prices very much
more transparent to physician and patient than at present. Consumer
information is essential for effective competition. (It is doubtful, however, that it can be achieved in any significant way under the Medicare arrangements. Ideally, consumers of health should share at least
part of the cost of service if the information is to be sought and used
appropriately.) Continuous pressures on efficiency are also an advantage. The obvious disadvantages are the constraints it would place on
rational forward planning, and the possibility of bureaucratic inefficiencies, though both could be largely overcome through appropriate
design.
The alternative purchasing method—call it Model B—is closer to
already-established systems of tendering for provision of services to
government. Quite simply, the Department, or some more independent bureau, would seek offers from the hospitals for the provision of so many beds over the coming year. The tender would specify
not only the number of beds, but the kinds of services attached to the
beds, again by DRG or some similar classification. Importantly, the
contract or tender specifications would include quality standards,
both medical and non-medical, and, to the extent possible, duration.
And where the treatment of Medicare patients is not the prime
concern, it should be possible to include private hospitals in the
tender process.
Again, the basic principle, here stated very simply, can be refined
in execution. In the process of refinement, the government should
look closely at the new New Zealand system, basically identical in
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principle, now effectively in operation, and already yielding very
good results. There seem to be no obvious disadvantages attaching to
this model, which has a considerable virtue in that it can operate well
under either the present Commonwealth policy regime or under any
more rational regime that changes of government may bring.
There remain questions of relatively minor importance that cannot easily be answered here for various good reasons. Model B, our
preferred model, is, for instance, clearly suitable to operation in the
metropolitan area. Does it apply elsewhere? The answer to that is not
easy to give. Certainly even the smallest country hospital would
benefit from the principle of autonomous management; and we think
it likely that the tender system would uncover potential efficiencies
(for example, through specialisation within regions) not achievable
under the present system.
Again, the question would need to be posed separately for other
major functions, such as psychiatric care; but, again, we believe that
there are no reasons in principle why the model should not apply.
Even outside the complete hospitals system there is no reason why
the separation of purchaser and provider should not be widely extended. It is easy, for instance, to see how it could be applied to other
major programmes such as the Continuing Care Programme. In the
case of drug and alcohol programmes, the applicability is again clear,
and offers a good method of financing care through non-profit
(volunteer, community and religious) organisations.
We have not in this chapter covered all the many functions
currently carried out by the Department of Health. The focus has
been very clearly on reforming the major public hospitals, which
account for the lion's share of expenditure and have obvious first
priority in reform. The government should, however, consider all
aspects of the Department's programmes. Particular attention should
be given to health promotion and education programmes. There is, in
the first place, a need to ensure that the effectiveness of the programmes is measured by some impartial observer. Second, those programmes which involve offence to commonly-accepted standards of
morals should be debated, in and out of the Parliament.
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8 State Welfare Policy and the
Juvenile Crime Debate
Introduction
In recent years politics and public debate in Western Australia have
been dominated by two topics: the various forms of political impropriety commonly known as 'WA Inc', and juvenile crime. It is an
interesting conjunction. Both raise questions of personal and public
morality; both require us to think hard about the structure and
design of our social institutions. In the case of WA Inc the questions
of personal and public morality have now been asked and answered—with general public approval—by the Royal Commission,
though the institutional issues still require much further thought, of
the kind pursued in this book.
There has been no 'Royal Commission' or anything like it into the
juvenile crime question. A variety of parliamentary committees has
considered aspects of the issue, but these have been superficial in
both purpose and performance. Of course, the subject is not one
which a Royal Commission could hope to deal with, since the issue is
not one of the performance or abrogation of public duties. Nevertheless, public concern about the issue is in part a concern to see that we
make clear the requirements of citizenship in our society and that we
foster a culture and morality in which 'marginalised' young people
both belong to and contribute positively to our shared social world.
The first step by the Lawrence government in dealing with the problem, the 1992 Serious Repeat Offenders legislation, was a 'law and
order' response, one which had widespread political and public support (protests from some in the welfare world notwithstanding). Noone feels comfortable about leaving the matter there, but once we
move beyond that narrow focus the issues soon get lost in a fog of
well-meaning woolly-mindedness.
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The argument to be presented in this chapter will be based upon
a longer analysis currently in progress. In places it will be necessary
to jump to conclusions which that analysis has not yet established.
The justification for this is that in practical policy matters it is impossible to do nothing; to attempt to do nothing is to permit things to go
on as they have been going on, which may well be worse than leaping to conclusions. Where such leaps are taken they will be signalled
as such.
The topic under consideration has been introduced under the
heading of 'state welfare policy and the juvenile crime debate'. Both
terms require discussion. The scope and limitations of state welfare
will be considered in due course. 'Juvenile crime' is a matter of public
importance partly in itself, but mainly because the phenomenon is a
symptom of larger social changes and problems. This chapter is
mainly about those larger matters. 'Juvenile crime' is the starting.
point only; it is a justifiable starting point because crime data supply
us with some important relatively hard evidence about the larger
matters.
The Crime Evidence
As the accompanying charts show (see Figures 8.1-8.4), the common
belief that Western Australia is experiencing a crime upsurge is
correct. The evidence can be summarised as follows:
• In the last decade crime of most kinds has been increasing
rapidly, according to police reports. Before 1984 the rate of rise
was low. Since 1984 police reports of most types of crime have at
least doubled; some have trebled; sexual assault reports have
increased eight-fold. In 1991-92 alone, reports of sexual assault
doubled. (By way of comparison, the state's population increased
by only about 25 per cent in the last decade.)
• The real crime rate is of course not directly measurable. Reported
crime is a good index of the real crime rate, so probably real crime
has increased at much the rate that these figures suggest.
Conviction rates are not a good index; for property offences,
convictions by police have fallen well behind the reported crime
rates. However, serious personal crimes are being convicted at a
rate close to the reported crime rate, and vehicles reported as
stolen are recovered at a rate close to the rate of reports; both of
these facts indicate that reported crime corresponds to real crime.
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Figure 8.1: Crimes Reported to Police-Serious Assault
(Year ended 30 June)
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Source: ABS Cat. No. 4103.5, Compendium ol Demographic and Social Statistics, Western
Australia, 1991, pages 90 and 91; WA Police Department, Annual Report, 1992, pages 26-28.

Figure 8.2: Crimes Reported to Police—Rape (Sexual Assault)
(Year ended 30 June)
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Source: As for Figure 8.1.
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Figure 8.3: Crimes Reported to Police—Motor Vehicle Theft
(Year ended 30 June)
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Source: As for Figure 8.1.
• Note:Data for vehicles recovered not available for 1990, 1991 and 1992.

Figure 8.4: Crimes Reported to Police—Break and Entering
(Year ended 30 June)
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Victim surveys tend to suggest that real crime levels are higher
than reported crime levels (perhaps twice as high), but, even so,
we can take the changes in the rate of reported crime as reflecting
changes in the real crime rate."
The crime rise has occurred among both adults and juveniles.
Juvenile crime is merely more visible and publicly shocking than
adult crime. Most crime is crime by teenagers and young adults,
aged between 14 and 22.
The crime rise has occurred in both rural and urban areas, so it is
unlikely to be a function of 'urbanisation'.
Most crime—about 80-90 per cent—is male crime. The female
crime rate is rising at least as fast as the male rate, though from a
much lower base.
Aboriginal youth is vastly 'over-represented' in the crime rise,
and also in court appearances and the prison population.
Some of this crime rise is by 'serious repeat offenders', but even if
we deduct their contribution there is still a serious crime rise
occurring.
Sentencing practices ('leniency') may or may not have permitted
the growth in the crime rate, but they are not a basic explanation
of the rise. It is unlikely that 'tougher' sentencing will go far towards reducing the crime rate, though it may halt the crime
increase.
Policing practices have changed relatively little in the 1980s, and
so are unlikely to have contributed positively or negatively to the
crime data. Police numbers have fallen behind somewhat in proportion to reported crimes, despite a fifty per cent increase in
numbers since 1983.
The Social Background

Policy formation requires some account of the causes which lie behind these changes. If we misunderstand the causes, policy decisions
may merely aggravate the problem. Good intentions are not enough;
there is by now substantial evidence that government actions, most
especially welfare policies, influence social life in all sorts of unintended ways. It will be contended here that well-meant but ill-con-

93 On crime measurement see James Q. Wilson and Richard J. Herrnstein,
and Human Nature, New York, Simon and Schuster, 1985, pages 30-35.
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sidered government interventions at both national and State levels
have played a large part in creating the crime rise.
The (bi-partisan) Select Committee on Youth Affairs, in its 1992
Discussion Paper No. 3, Youth and the Law, includes a short discussion of 'Causes of Offending', based on public submissions to the
committee. The paper lists eight possible causes: family breakdown,
unemployment, poverty, educational failure, child abuse, drug and alcohol
abuse, underlying psychological or psychiatric conditions, and wardship.94

The list is a plausible one, as far as it goes, though other possibilities
need to be considered. To think sensibly about this sort of issue we
need to be able to distinguish between correlates, conditions, causes
and consequences. And to do this we need to look at the trends
through the late 1970s and early-to-mid 1980s, the crucial period in
which the crime rise seems to be rooted.
We also need direct evidence on the lives and experience of
offenders. This we now have, in a 1992 study of 409 young people in
Longmore Remand and Detention Centre by psychologist Phil Watts,
which was focused mainly on drug-taking behaviour and on suicidal
tendencies, but which also collected data on family background. The
study population was highly representative of young serious
offenders: median age 15-16; 90 per cent male, 10 per cent female; 50
per cent Aboriginal, 50 per cent not; 18 per cent at school, 10 per cent
working, 72 per cent unemployed. Although they are a young group,
34 per cent had been away from school for at least two years.95
In this present discussion, two assumptions will be made: that the
1992 Longmore group is typical of all serious juvenile offenders of
the past decade; and that older offenders are similar to this group in
most respects. Many of today's older offenders are of course the
young offenders of yesterday; some are the older brothers and cousins of today's Longmore group.
Watts' study shows very high levels of unemployment (72 per
cent), though such a young group would not normally be expected to
be in the workforce. We can assume that most older offenders are
also unemployed. Does this make unemployment an important cause
of offending? Analysis of the period shows that, contrary to common
belief, youth unemployment trends bear little relation to crime rates.

94 Select Committee on Youth Affairs, Discussion Paper No. 3, Youth and the Law,
1992, pages 10-13.
95 Phil Watts, Youth in Custody Project: A Profile of Juvenile Offenders' Drug Use
Patterns, Longmore Remand and Assessment Centre, DCS, May 1992, page 6.
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As Figure 8.5 shows, in 1982-84 crime was low while unemployment
was high. Between 1983 and 1988 unemployment fell as crime rose.
Figure 8.5: Youth Unemployment Rates (Male) WA
(Year ended 30 June)
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Source: ABS Cat. No. 4103.5, Compendium of Demographic and Social Stadsdcs, Western
Australia, 1991, pages 90 and 91; WA Police Department, Annual Report, 1992, pages 26-28;

ABS unpublished data on male youth unemployment in WA.
Note: here the reported rate for breaking and entering Is being used as an indicator
for the general crime trend.

To say this is not to downgrade the importance of employment.
Clearly, since so many offenders are unemployed and since being
employed makes people feel valued and part of a social order, it is a
significant background condition to the problem. But to describe it as
a background condition is to say that by itself it could not and did
not produce the crime upsurge. The unemployment of the offenders
may itself be a product of other factors; they may be—as many have
said they are—unemployable.
The facts about poverty are open to debate. On this subject we
have to work from Australia-wide data, but on most such matters
Western Australia is fairly typical. ABS data on changes in (pre-tax)
income distributions in the 1980s show two trends: rapid gains by the
highest income decile only; and heaviest losses to middle-income
groups. The two lowest income deciles lost income share slightly, but
their loss was only half that of the third and sixth deciles, and only a
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third that of the fourth and fifth deciles. In other words, bottom
income groups gained at the expense of the middle, and all lost
against the highest. 96 Taxation, of course, will tend to level off these
apparent disparities, as also will non-cash benefits to pensioners and
beneficiaries, making the lowest income deciles relatively better off.
In general, since the mid-1970s welfare payments have more than
held their value against inflation, while wages have made little or no
real gains. All of this does not add up to a picture of increasing
immiseration of the poor.
Youth incomes did fall in the 1980s, but since most offenders
were unemployed this fall is irrelevant to them. The income fall will
have raised the relative value of unemployment benefits, making
welfare subsistence more tempting. The replacement in 1988 of
Unemployment Benefit for under-18s with a Job Search Allowance of
lesser value may have lowered the incomes of some young people,
but it comes too late to explain the mid-1980s crime rise. In the mid1980s young unemployed were eligible for substantial benefits; this
did not prevent a rapid upturn in the juvenile crime rate.
There is a very strong correlation between educational failure and
youth crime. Only 18 per cent of the Longmore survey group were
attending school; 34 per cent had not attended for two years. A
Department for Community Services survey found that '87 per cent
of the children of compulsory school age who had appeared in court
five times or more had not been at school for a year'. It is said that
most young offenders are unable to read or write.97
Some hold that this failure is being brought about by processes in
the schools; others that it has its origin outside school, mostly in the
family. It is said by those of the first view that 'the education system
through large class sizes, inappropriate teaching methods and lack of
individual support leads to poor achievers falling behind', causing
them to give way to despair and anger. 98 Was support for such students withdrawn in the 1980s? It would seem not. Expenditure per
secondary student per year did not fall; class sizes did fall. Retention
rates rose dramatically (for males as well as females) between 1980
and 1991—just when offenders were dropping out of schoo1. 99 Noone thinks that school standards and expectations rose much in this
period; many think that they fell, so offenders are unlikely to have
96 ABS, Social Indicators 5, Table 6.1.1, page 244.
97 Youth and the Law, op. cit., page 11.
98 Ibid., page 12.
99 ABS, Social Indicators 5, Figure 4.1.3, page 120.
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been 'pressured' out of the school system by excessive academic
demands.
The alternative view is that a new population of students arrived
in the schools in the late-1970s, who for non-school reasons found
themselves unable to cope with school life. As one submission to
Youth and the Law put it, 'These children have not acquired the lifeskills' which are informally part of the school system and, therefore,
they cannot participate in a classroom setting'. 100 A Deputy Principal
of a primary school described a playground world of gangs, vandalism, verbal abuse and violence, adding that 'The majority of these
children's parents acknowledge their children's antisocial behaviour
but have lost control in directing them due to inconsistent measures
of discipline and parental supervision'. 101 These parents had had advice and assistance from the local social worker, the school guidance
officer and the police community liaison officer, to no apparent avail.
The evidence sketched here does not strongly support the thesis
that the schools themselves are failing their weaker pupils. It tends to
point to prior causes, causes which operate earlier and deeper than
school practices (though obviously school discipline failures can
make matters even worse).
Child abuse and neglect was also considered a contributing cause to
the crime rise. There are a number of difficulties in discussing this
claim. One is a paucity of evidence: Western Australia has no publicly available long-term analysis upon which we can draw. Another
is the elasticity of the concepts. All will agree that rape or persistent
and pointless beatings are forms of abuse, but the surrounding
penumbra of possibilities is a very grey area: A parent trying to keep
a child in line with physical punishment may well be doing the best
he or she knows, and using methods accepted by peers and the child.
Welfare professionals who would prefer some other forms of control
may simply be reflecting nothing more objective than their own
judgement and milieu.
The absence of evidence makes it impossible to say whether
serious abuse or neglect of children increased in the early 1980s. Submissions to the Select Committee are not reported as noting child
abuse as a significant causal factor in Western Australia, with the
exception of one youth worker from Karratha who commented on a
high incidence of sexual abuse as a cause. The Longmore survey has
100
101

Youth and the Law,
Ibid., page 12.

page 11.
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nothing to say on the subject, but Phil Watts' personal view is that
quite a few girls who end up as serious offenders have suffered sexual abuse in the past.
Child abuse seems to be a very much smaller problem than juvenile misbehaviour. Thorpe's study of reports of child maltreatment in
four months of 1987 found that 672 reports were made, of which 228
were found to be substantiated and a further 108 thought to be 'at
risk'.102 This would suggest an annual figure of about 700 substantiated maltreatment cases and 324 'at risk' cases, or somewhere around
1000 in total. By contrast, in the year 1986-87, juveniles were convicted of 33,000 offences in the Children's Court. 103 We do not know how
many distinct individuals committed these offences. If, on average,
offenders committed five offences, there would have been 6,600
offenders. Unless the incidence of crime is very much higher than
this, juvenile offenders seem to outnumber child maltreatment cases
quite substantially. It seems to follow that relatively few juvenile
offenders can have become so as a result of parental maltreatment.
The Western Australian government's 'Advisory and Coordinating Committee on Child Abuse' holds that international studies show
a strong link between child abuse and delinquency. Reviewing this
literature, James Q. Wilson and Richard J. Herrnstein conclude that
'There is strong evidence that abusive homes produce more aggressive children, and there are good reasons for supposing that early
aggressiveness in the family is associated with later aggressiveness
outside the family', but an abusive home is 'only an imperfect indicator of the existence of a complex array of factors that contribute to
criminality.... Some abusive parents will teach their children to
express their frustrations by resorting to violent action, but the object
of the child's later violence can vary greatly depending on other
aspects of the family experience and on the situation in which he
finds himself-1 .1°4 To evaluate the child abuse thesis takes us into the
wider question of parenting practices—a question too broad to be
dealt with here.
The Longmore survey has established beyond all doubt a very
strong correlation between drug and alcohol abuse and crime. Most of
Patterns of Child Protection Intervention and Service Delivery.
Report of a Pilot Project, University of Western Australia Crime Research

102 David Thorpe,
103
104

Centre, April 1991, Table 2, page 9.
ABS Cat. No. 4103.5, Compendium of Demographic and Social Statistics, Western
Australia, Table 8.4, page 92.
Wilson and Herrnstein, op. cit., page 261.
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the survey group were found to have high levels of abuse: daily cannabis use (25 per cent), weekly binge drinking (28 per cent), daily (10
per cent) or regular (33 per cent) amphetamine use, and regular LSDtype drug use (27 per cent). Nearly half used at least one drug (other
than tobacco) daily; two thirds used one or more drugs at least once a
week. Nearly half of the 281 alcohol users reported usually drinking
more than a bottle of spirits or twelve cans of beer in a single
session.105
We have no proof that total drug and alcohol abuse amongst the
young grew rapidly in the early eighties. It does seem likely that the
intensity of consumption by some groups grew, for there are no
reports of such intense consumption before this one. Some drugs are
new arrivals on the scene, most especially amphetamines and gluesniffing. No-one doubts that drugs and alcohol are the proximate
causes of much crime. We need to look deeper, however, before we
can count this consumption as a cause in its own right.
Behind this intense consumption is a strong desire 'to escape
reality and stress', as Watts puts it. It is obvious that this self-destructive behaviour is closely related to family experiences. Watts concludes that 'Whilst it is uncertain whether the family situation is
causing drug taking or vice versa, the results are clear—drugs are not
a problem isolated from the families of juveniles'. 106 Research into
drug addiction seems to show that drug risk is almost entirely predicted by family factors. 107 Equally certainly, juvenile offending is
closely related to both the drug abuse and the family failures. Furthermore, 'The strong association between family dysfunction and
drug use ... means that family interventions should be an integral
part of the [drug abuse] treatment process. Without the family
therapy component, treatment is likely to have reduced efficacy'.108
One deeper kind of cause might be psychological or psychiatric conditions. Almost one quarter of the Longmore sample were rated as
clinically depressed; quite a few had suicidal tendencies. To disentangle these mental problems from the drug-taking or from other
social problems is obviously no easy matter. One might also note that
'only' one quarter were rated as clinically depressed—the rate is

105
106
107
108

Watts, op. cit., pages 8-12.
ibid., page 17.
See Richard Blum and associates, Horatio Alger's Children, San Francisco,
Jossey-Bass, 1972.
Watts, op. cit., page 19.
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surely much higher than that of the general teenage population, but it
is not very strongly correlated with crime.
Wardship, as such, is unlikely to be counted as a cause of juvenile
offending, though it does seem to correlate somewhat with offending,
particularly serious repeat offending. Children become wards as a
result of family failure to care and protect them, and it is this prior
failure which is likely to be the basic cause of subsequent criminal
behaviour. Often neither foster homes nor Departmental hostels can
control such youths. Youth and the Law reports a submission which
speaks of young people in hostels who 'offend as regular as clockwork, because they are all mixing with each other'—not a good
reflection on the Department's achievements.109
Between 1984 and 1989 the number of young people in substitute
care fell by 40 per cent. 110 The trend is running in the opposite direction to what we would expect if it were a cause of crime; if anything, it
seems to suggest that reduction in substitute care may have contributed to the crime rise. However, we have no independent reason to
assume that to be the case.
Family Breakdown

Having considered all but one of the possible 'causes of offending'
listed in Youth and the Law, we can turn back to the one cause which it
lists first but deals with most peremptorily: family breakdown. Here the
evidence of a causal relation to crime is strong—though perhaps not
quite complete or conclusive—at both the macro and the micro levels.
We can begin with the 'micro' evidence of the Longmore survey.
When the 409 youths were asked their current address on admission,
it was found that only twenty per cent of these young people were
living with both their parents, and only 56 per cent were living with
any of their parents. Three quarters were not living with their father;
half were not living with their mother. Twenty per cent were living in
a two-parent family; presumably even less than twenty per cent were
living with both their biological parents. In answer to the question
'Are your parents still together?' 68 per cent answered No, 32 per
cent answered Yes. This implies that of the 44 per cent living with
neither parent, only 12 per cent had a two-parent family to which
they might return.111
109
110
111

Youth and the Law, op. cit., page 11.
Department for Community Services,
Phil Watts, personal communication.
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These remarkable facts about family structure are not exactly
matched by the youths' perceptions of family relationships. Asked
whether their parents had a good relationship, half said No, half said
Yes, which does not fit well with the fact that 68 per cent of parents
were not living together. However that question had a high level of
invalid answers (78, or 20 per cent), possibly because the question
made little sense to those whose parents had little or no relationship.
The question 'How well do you get on with your mother?'
resulted in 64 per cent answering 'good', 22 per cent saying 'OK', 10
•per cent 'bad' and 5 per cent 'no relationship'. For fathers the
response was worse: 46 per cent 'good', 28 per cent 'OK', 13 per cent
'bad' and 13 per cent 'no relationship'. 112 This suggests more positive
contact between the youths and their parents than is indicated by the
family structure questions. On this point Phil Watts remarks that
people generally tend to report themselves as having better family
relationships than other measures would indicate to be the case. It
would be interesting to compare the responses here with responses
from a random sample of the same age group.
We know that, in the general population of 15-year olds in
Western Australia in 1986, 77.3 per cent were living with both natural
parents, compared with less than 20 per cent in the Longmore
sample. 14.5 per cent were living with one parent only and 8.3 per
cent with one parent and a step parent. 113 If these census figures are
accurate then the number of 15-year olds in the general population
living with neither of their parents is statistically insignificant, yet in
the Longmore sample it amounts to no less than 44 per cent.
The 'macro' level shows very high levels of family breakdown. By
far the most striking change in family life in Western Australia in
recent times is the rise in the divorce rate. Before 1971 the divorce
rate hovered around 4 divorces per year per 1000 married persons;
since 1976 it has levelled off at around 12. Twelve per thousand may
not sound much but it amounts to a divorce rate for newly-formed
marriages of one in three, as against one in ten for marriages in the
previous generation. (See Figure 8.6.)
Clearly this is a massive change, in its own way quite as striking
as the rises in the crime rate about seven years later. The obvious

112
Phil Watts, personal communication.
113 The Office of the Family, Government of Western Australia, Families in Focus
in Western Australia; ABS Cat. Nos 4105.5, 1988, Tables 8.d and 8.e, pages 33,
34.
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Figure 8.6: Crude Divorce Rates WA
(annual divorcee per 1000 population)
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question is: are they related? Is the divorce boom a major cause of the
crime wave? There are two ways of showing connections between
them. One is to argue that no other changes occurred in the relevant
period—the early 1980s—which could possibly account for the rise in
crime. We have shown that most of the possible causes listed in Youth
and the Law cannot be causes. 114 The other is to show directly that the
juvenile offenders of the late 1980s came from families which had
broken up in the divorce boom. The Longmore survey seems strong
evidence that this is the case. In Figure 8.6 the relation between the
divorce rise and the crime upsurge is indicated, showing a sevenyear time lag between one rise and the other. Such a lag is as one
might expect, if divorce is a cause of crime, for on this view the
114 Child abuse may be a cause but it may also be a by-product of family breakdown, since most child abuse involves sole parent and 'blended' families.
Thorpe found that of 672 reported abuse cases only 30 per cent involved
children living with both of their biological parents; 49 per cent involved sole
parent families, and 18 per cent blended families (Thorpe, op. cit., Table 4,
page 12). However, we do not know what percentage of abusers are members of the child's family, so nothing much can be said about the processes at
work here.
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disruptive effects on a young child's development will be likely to
manifest themselves in the social arena at adolescence.
Interestingly, the figures on ex-nuptial births in Western Australia show no sudden rise in the 1970s, but rather a steady progression
from 5.6 per cent of all births in 1961 to 22 per cent in 1989. 115 There is
here no dramatic change capable of accounting for the suddenness of
the mid-1980s crime rise. Most unmarried mothers identify a father
on the birth form for their children, though of course it is questionable how stable these relations are in reality. Teenage ex-nuptial
births are even less suited to explaining the crime rise: the numbers
rose from 610 in 1966 to 1,033 in 1971, dropped to 971 in 1976, then
rose again to 1,057 in 1981 and 1,120 in 1986. 116 The changes here are
not great and the numbers are insufficient to account for any great
changes in overall juvenile behaviour. In 1986 only about 3.5 per cent
of all 17-year olds would have been born to unmarried teenage mothers, no great increase on the percentage in 1981. By contrast, in 1986
22.7 per cent of all 15-year olds had experienced the divorce or
separation of their parents.
Welfare Dependency and the Underclass Hypothesis

Another possible cause of the crime boom is welfare dependency, which
has risen dramatically in the relevant period. We have seen that
income poverty is not a cause of crime, but it remains possible that
the cause is to be found in 'underclass poverty', poverty which goes
with long-term welfare dependency, and which seems to lead to antisocial behaviour problems. Can it be shown that underclass poverty
is strongly associated with crime and that it rose in ways which
might have caused the recent crime increases?
There is no doubt that long-term adult welfare dependency rose
rapidly in the 1970s and 1980s. Both long-term unemployment and
long-term sole parenthood increased vastly in this period. Between
1971 and 1986 the number of long-term unemployment beneficiaries
(over six months on benefits) rose from about 300 to about 25000 (at
the height of an economic boom period).117 Today, with unemploy115
116
117

7.3, page 26; Compendium, Chart
2.2, page 27.
Calculated from Families in Focus in Western Australia, Table 7.h, page 25.
Estimated from the Australian figures given in Bettina Cass, Income Support

Families in Focus in Western Australia, Chart

Social Security
Review, Canberra, AGPS, 1988, pages 67-8, 177, assuming that the Western
Australian figure is one-tenth that for Australia.

for the Unemployed in Australia: Towards a More Active System,
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ment nearly twice the 1986 level, the number is certain to be very
much higher.
Similarly with sole parents (again working from Australia-wide
figures). In June 1974 there were 105,000 sole parents receiving welfare payments in Australia; in June 1986 the figure was 268,400. In
1986, 34 per cent of Class A widows (most of whom were not widows
but divorced or separated women) had been on the pension for 5-10
years; 16 per cent had been on the pension for over ten years. Although sole parent pensions became widely available only in 1973,
already by 1982 13 per cent of sole mother beneficiaries had been
receiving the benefit for more than five years; by 1986 that figure had
risen to 17 per cent. In 1986 the official median durations were 5.7
years for Class A widows and 2.8 years for female SPB recipients.118
Actually the real median durations are probably much higher than
this, because these figures refer only to median durations for each
period of receipt, not to median durations per total period of receipt
for each recipient (this figure is not made public). No doubt many
recipients went on and off the pension a number of times. Taking this
into account could well boost the median durations quite considerably.
The underclass hypothesis holds that a life of welfare dependency
distorts the social experience and attitudes of those who fall captive
to it. Far from welfare support integrating such families into the community, the overall effect is disintegrative, breaking up couples into
non-working males and struggling sole mothers, with children who
are loosely controlled and poorly socialised. The children of such
families tend to feel little sense of obligation to the society which
'supported' them. Rather, they often fail to learn the habits required
to become economically productive; they feel acute anger, boredom,
envy and exclusion; they can see no future for themselves in mainstream society. Some have no respect for either public or private property. To protect their fragile egos they unite into militant gangs such
as 'the KGB'. Like little children they desperately need the attention
of mature adults but they cannot handle one of the basic messages of
adult society, which is that they should 'get a job' and become selfsupporting. Consequently their attention-seeking becomes a dangerous game in which they set out to break the rules of society (particularly through such activities as high-speed car chases in which the
118

Judy Raymond, Bringing Up Children Alone: Policies for Sole Parents, Social
Security Review, Canberra, AGPS, 1987, pages 51, 62.
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police can be engaged and targeted) while learning to plead innocent
and victimised when brought to account for themselves by society's
authorities. Their lives become a mixture of depression and false bravado, in which drugs and alcohol mask from them their real predicament while also providing the temporary illusion that they are
powerful and important.
The basic problem with these children seems to be that they have
never enjoyed the pleasures and the hard lessons of structured family
life, a form of life characterised by 'a pragmatic blend of love and discipline' (to use John Embling's very apt phrase).119 Both in their
families and in their relations with the wider community they have
failed to learn that with rights go responsibilities (also an Embling
motto).
This is a familiar and all too plausible story, though we lack some
of the direct evidence needed to fully test the hypothesis. In particular we have no direct evidence connecting juvenile crime with welfare dependency. All we can say about this is that family breakdown,
which is connected with juvenile crime, itself tends to lead to welfare
dependency, through dependency on sole parent benefits. A study,
along the lines of Watts' work, of the welfare history of juvenile
offenders and their families would go a long way towards settling
this issue.
At its core the underclass hypothesis asserts a statistically strong
connection between four phenomena:
(1) unbalanced state welfare incentives or poorly designed welfare
eligibility criteria;
(2) high levels of sole parenthood, unstable de facto relationships, and
long-term unemployment;
(3) poor quality parenting practices;
(4) high levels of anti-social behaviour such as crime, drug addiction,
voluntary unemployment and school truancy.
That (2) and (4) are today real and important social phenomena can
hardly be denied by anyone acquainted with the evidence. The truth
119 John Embling, Fragmented Lives: A Darker Side of Australian Life, Ringwood,
Penguin, 1986, page 100. The importance of family in forming character is in
some ways obvious, in other ways often wholly ignored. It is nicely brought
out in M. Scott Peck, The Road Less Travelled, London, Rider, 1985, and Paul
Pearsall, The Power of the Family, New York, Bantam, 1991. Moira Eastman's
work is a valuable survey of the research into these questions and its many
ramifications: see her Family. The Vital Factor, Melbourne, CollinsDove, 1989.
Peck, Pearsall and Eastman all show that belief in the importance of family is
in no way a matter of exclusively 'middle-class' values.
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of (1) is controversial, but the accumulated evidence is substantia1.12°
(3) is a more difficult matter, since social research has no very good
access to people's private lives, and what counts as good parental
behaviour is somewhat—though not endlessly—debatable.
The underclass hypothesis is relatively strong on three out of four
of its components. As for internal correlations, we have seen a strong
correlation between (4) and (2), and it is possible that (4) and (2)
correlate strongly with welfare dependency, which is in turn likely to
be a product of (1). The evidence presented here suggests a causal
sequence from (1) to (2) to (3) to (4). The case is not conclusive, particularly in relation to (3). But even without (3) we still have a moderately strong claim to consider. It is strengthened by the evidence of a
time lag from (1) to (2) to (4), with the temporal direction indicative
of the causal process. If this evidence is moderately strong then it will
need to be taken into account in the way we design our welfare
institutions, policies and practices.
In a fuller analysis it would be necessary to discuss the relation
between the underclass hypothesis and Aboriginality. There is little
doubt that Aboriginal people are more welfare-dependent than the
rest of the population. In the 1986 census Aboriginal people were
found to have an unemployment rate of 39 per cent, compared with
9.4 per cent for the total population.121 Aboriginal families with
dependent children also showed relatively high levels of family
breakdown. According to Families in Focus, in 1986 there were 4130
two-parent and 2242 one-parent Aboriginal families with dependent
children in Western Australia—about 35 per cent sole parent families,
compared with about 16 per cent for the rest of the population. The
ratio in Perth was 65:35; in the agricultural areas it was 72:28; in the
pastoral regions it was 67:33; so there is no great variation between
regions of the State.122
These broad figures are consistent with what we would expect on
the underclass hypothesis, if we are trying to explain Aboriginal
'over-representation' in crime. But other explanations may be poss120 See, for instance, Alan Tapper, The Family in the Welfare State, Sydney, Allen
and Unwin, 1990, pages 63ff. Detailed analysis of sole parent pensions and
average two-parent family incomes, taking into account taxation, welfare
fringe benefits and family size, seems to show that the pensioner family is little, if at all, worse off than the average two-parent family. With Homeswest
housing the pensioner will be distinctly better off. An analysis of this sort is
forthcoming.
121
ABS, Cat. No. 4107.5, Aboriginals in Western Australia, 1989, Table 5.1, page
26.
122
Families in Focus, Table 2.b, page 7.
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ible or necessary. The difficulties of Aboriginal historical dispossession and the possibility of racial discrimination need also to be taken
into account. We are hampered in doing this because census data on
Aboriginal people are poor, making trends difficult to trace. (There is
plenty of first-hand evidence to suggest that many Aboriginal people
are doing very well, in education and the workforce and in their
families, at a time when the Aboriginal crime rate also appears to be
rising.)' Testing the underclass hypothesis also requires us to compare
like with like. It is at least arguable that the Aboriginal crime rate is
no higher than that of non-Aborigines with the same levels of
employment, education, income, welfare dependency, and family
breakdown. The complexity of these issues and the paucity of good
evidence makes definite judgements impossible at this stage.
Forming Some Policy Guidelines

On the evidence presented here, the key to reducing youth crime and
disaffection seems to be to help keep families together and to increase
parents' work commitment. To achieve the first of these we need to
make government-funded sole parenthood financially less attractive
and to require some work commitment. This can be done with no
injustice to sole parents, since sole parents can fairly be expected to
participate in the workforce at least at the level typical now of married mothers. The incentives in favour of separation are now very
considerable: fiscal incidence analysis by the ABS (counting all taxes
and all social expenditure) shows that in 1988-89 governments in
Australia gave sole parent families an average net support of $224
per week, or $11,648 per year; two-parent families, on the other hand,
were net losers of $62 per week, or $3,224 per year.123
To increase work commitment more generally, welfare benefits
for the unemployed need to be tied to a work or vocational training
requirement. The assumption that welfare payments are a 'right',
involving no reciprocal commitment to the community, was never
plausible and is no longer widely shared. Commitment to the community can be demonstrated by workfare, which is widely used in
Scandinavia and coming to be accepted in the US. The rationale for
workfare—making welfare conditional upon acceptance of work
offered or of vocational training—has to be cultural, not economic,
123

ABS, Cat. No. 6537.0, The Effects of Government Benefits and Taxes on Household
Income,1992, Table 5, page 19.
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for it is not cheap to administer. Its value is that it does seem to
increase the self-esteem of long-term welfare dependants, it makes
them far more marketable in the labour force, and it reduces counterproductive and self-destructive behaviour such as crime.
Some of these general policy strategies may be adopted in some
small degree in the future. A Coalition Federal government might increase work requirements for sole parents with children over the age
of 12. A work-for-benefit scheme is also being proposed, on a twodays-per-week basis for those who have been unemployed for nine
months. State politicians might lobby for such schemes in Canberra,
but State-level policies need to be devised which might succeed without support at the Federal level. To do so, however, will require considerably more clarity of purpose than is presently evident in Department for Community Development publications. In turn, State welfare authorities should accept that income support is a Federal responsibility, that current income support levels are at least adequate
(sometimes making recipients better off than they would be if married or in the workforce), and that the State government's role is to
cope as best it can with the behavioral problems which follow from
the sort of Federally-funded welfare state that we have.
Much of what has been implicitly argued thus far is quite in
accord with the Department's official goals. These include 'maximising opportunities for those with serious welfare problems to resume
a constructive role in the community', 'minimising the impact of
those conditions that generate community needs for welfare services',
and 'strengthening the capacity of those individuals, families, groups
and communities experiencing difficulties or problems to resolve
them at an early stage'. 124 At this level of generality there is little
disagreement; the Department's critics, however, doubt that in
practice it has done much towards realising these goals.
Institutional design

DCD is a large organisation, with a staff of 1,600 and a budget in
1990-91 of $110m. Its expenditure for that year breaks up into the
following categories (showing in brackets the proportion which is
spent through non-government agencies, which totals $28m):

124

Annual Report 1990, page 1.
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Corporate services
Family and individual services
Substitute care services
Child protection
Financial & material assistance
Youth
Juvenile justice
Community affairs

$12m
$33m
$21 m
$6m
$11 m
$4m
$19m
$5m

($18m NGA)
($5.5m NGA)
($0.7m NGA)
($1.3m NGA)
($1.4m NGA)
($1m NGA)

On the face of it these seem like worthy social expenditures, but
their merits depend entirely on the quality of performance. DCD's
performance is commonly the subject of a number of serious criticisms:
• it is a top-heavy, desk-bound bureaucracy, in which career advancement matters more than job performance;
• it is highly intrusive in the lives of those it is seeking to 'help',
sometimes disrupting and disturbing people who have done no
wrong and who feel they have no redress against the Department;
• it is governed by a welfarist mentality, which seeks ultimately to
make its clients more, not less, dependent on the state;
• it is a slavish follower of fashions in the welfare market-place;
• it lacks any standards of efficiency and cost-effectiveness;
• it has far too much autonomy and is subject to no external
scrutiny.
In short, it is accused of being a bureaucratic empire, of especial distastefulness because it has such power over private family life.
In reply it might be urged that
• some of the Department's functions are statutory requirements,
reflecting not its internal processes but considered community
values;
• the crime upsurge, and the underlying social problems, are on a
scale far beyond what the Department—or the police—can cope
with;
• the social problems it deals with are particularly intractable ones,
and no-one can claim to have 'answers'.
It is not possible here to argue any definite position on these matters; to do so must be a matter of detail, some of which is not readily
accessible outside the Department. An incoming Minister, however,
must make decisions, and any decisions must in effect take a stand
on the rationale and performance of the Department. In the absence
of a detailed critique of the Department the best course seems to be a
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review process which tackles the most difficult objections, particularly those which relate to family breakdown and welfare dependency. Those in the Department who think they can demonstrate
success in helping families and promoting workforce involvement
will stand to gain from such a review; and those who do not accept
the analysis put forward here would have plenty of opportunity to
present a better case.
The recent re-naming of the Department for Community Services
as the 'Department for Community Development' may herald a shift
of emphasis, from service-provision to community-building. The
rationale for such a shift might be that crime and other social ills originate in poorly planned communities. This view should be required
to specify what is meant by the protean notion of 'community' and to
indicate what evidence we have for believing that improving
'community' will reduce these problems. It may be that poor
communities are the effects of other causes which lead to crime.
In this debate it is important to bear in mind the evidence we
have about people's sense of identity. In a recent study which asked
respondents to list those characteristics which determine how they
see their identity, the following categories were listed as 'very
important':
Category

Family group member
'Australian'
Gender
Occupation
Ethnic background
'State'
'Town/district'
Religion
Supporter of sports club
Race
Age
Member of professional association
Supporter of political party
Social class
Member of a trade union

62
52
33
30
23
23
16
15*
12
10
10
9
7
7
4

[Michael Emmison and Mark Western, 'Social Class and Social
Identity: A Comment on Marshall et Sociology, 1990, Vol. 24,
No. 2, pages 241-63, page 247.]

208

Welfare and Juvenile Crime

Governments wishing to improve social integration might be
advised to study lists of this sort. The commonsense notion of community is perhaps closest to 'Town/District'. Smaller community
units such as ethnic clubs, churches and sporting organisations are
important and could be encouraged. But by far the most important
unit is the family (with work also high on the list). Such figures help
to show why loss of family connectedness leads to social disruption,
and why substitutes for it are so difficult to provide. In general, government policies which hinder or disrupt the family are likely to be
very disruptive to individuals' sense of their own identity. Conversely, governments which wish to foster 'community development'
will need to be sensitive to ways of supporting families.
The Lawrence government's social policy was presented as a
'Social Justice Strategy'. Its main instruments were the Community
and Family Commission, seen as a way of discovering policy directions by consulting broadly in the community (the results of which
were published as Speaking Out, Taking Part)125 and the 'Social Advantage' statement which followed the Commission's report. Some of
these initiatives were responses to a clear sense of social and family
decline, and in that way appropriate. This is not the place to discuss
them in detail, but simply to highlight the mismatch between the
'social justice' banner and the kind of practical policy steps presently
needed.
'Social justice' is a misnomer for the main social task of any contemporary government. That task is one of helping, or perhaps
requiring, 'disadvantaged' 'underclass' people to become functioning
citizens. To see this as a matter of justice is to see these people as
making claims against the rest of the community, claims which
deserve to be considered and accepted. But the underclass is not an
organised group looking to the community for recognition. Its main
problem is its disorganisation, and this is a matter which is unlikely
to be resolved by a policy of impersonal 'community development'
carried out by State government agencies. The disorganisation is
much deeper and more personal.126
'Community development', if it is to help these people, will need
to teach ordinary elementary competencies: how to stay in school,
how to learn, how to sustain a family, how to find and keep work,
125
Office of the Family, Government of Western Australia, 1992.
126 On this theme see the lucid and fair discussion of the American poverty
debate in Lawrence M. Mead, The New Politics of Poverty: The Nonworking Poor
in America, New York, Basic Books, 1992.
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how to keep off drugs and alcohol, how to resist the temptations of
crime, how to deal with the remnants of racist and other abuse—competencies which are normally taught within family life. The assumption must be that underclass people, both parents and children, want
to conform to mainstream values—they are not a counter-culturebut at present do not know how to. But these values can be conveyed
only by those who are strongly committed to them, and in the
welfare field such commitment can not be taken for granted.
It is far from obvious that DCD is well equipped to carry out this
very practical task. The objections to it taking on this role are both
institutional and matters of professional culture. A general review,
externally conducted, is the best means to respond to those objections. But we also need to find ways of improving internal assessment.
Performance assessment

of the highest priorities at present is to develop credible
'performance indicators'. (These will be needed whether or not some
of DCD's functions are transferred to private welfare agencies, for in
the end DCD will decide allocations to those agencies.) Welfare
bodies have an interest in empire-building. Welfare clients can be
tempted to rely on unnecessary government handouts. Welfare
assessment can easily become a 'conspiracy' between both parties to
increase giveaways and cover up inefficiencies. For this reason
tougher than usual scrutiny is required.
There is a more basic point here. The fundamental objective of
welfare policy must be to foster independence and stable families
which create independent adults. We have seen that welfare dependency appears to be socially destructive. To combat this destructiveness the only way forward—if we rule out the possibility of
abolishing or minimising welfare entitlements—is welfare practices
which counteract dependency. It follows that successful welfare practice will tend to be cost-saving and empire-reducing. At present all
the incentives facing service providers work in the other direction.
Performance indicators must be designed so that they reward those
who develop independence.
Here it is essential that the indicators not be written by the
Department or by its client welfare agencies. The design of performance indicators for business is now a specialist skill, and the government should not hesitate to make use of such skills in the welfare
field. (Another necessary reform, which ties in with this, is to not
One
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reward expenditure as such. Spending less than budget allocations
should be a prima-facie sign of success and efficiency, not of incompetence.) Furthermore, performance assessments should be published, fully summarised, in each year's Annual Report.
The Department has a history of carefully managed 'reviews', in
which outside criticism is muffled and diverted. Since the welfare
culture is so pervasive, in the end success in ensuring proper standards will rest heavily upon the initiative of the Minister. However,
there is also a clear need for a review body of some sort. Whether this
should be a permanent role or a temporary taskforce is open to
debate. Since longstanding bodies are prone to be captured by the
relevant interest groups, on balance it seems better that any review
body should be short-lived. Its main task should be to define the
social role and strategy of DCD and to require DCD to show that it is
performing positively in that role. It is essential that the review
should be carried out in the open, with plenty of opportunity for
public comment, though other more objective evidence is also required.
Something like this was conducted by the Legislative Review of
1991, but that review was effectively in the hands of the Department
(six of the review committee of eight were Departmental officers, and
the other two were generally sympathetic) and its terms of reference
did not cover the Department's current performance. Much the same
is true of the 1984 review, The Wellbeing of the People, which in the
final analysis contained barely a critical word about the Department,
except to urge more of the same.
Privatisation
As the budgetary figures above show, only about one quarter of
DCD's budget is spent by non-government welfare agencies. Excluding from the remainder administration costs and about $12m of Commonwealth money specifically mandated for supported accommodation, there is approximately $60m spent by DCD which might be
spent by private welfare. There is no obvious reason why government bodies should have a monopoly on this spending. As part of a
review of its operations, DCD should be required to show good
reason why this money, and the powers that go with it, should be
part of the public service bureaucracy. Most of private welfare funding ($18m) now falls under the DCD description of 'family and individual services'; some of it ($5.5m) under 'substitute care services'.
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Private welfare might well be encouraged to take on more of a role in
the remaining areas.
It is exceptionally difficult for public officials to deal constructively with severely troubled children and teenagers. Young people
from families with no consistent rules are not at all likely to respect
the rule-bearers of society, unless personal connections are established which build a bond of trust. What is required is constant,
almost daily contact, on a scale possible normally only in the family.
To create family-like settings, affections and disciplines involves
almost a full-time commitment, which conventional public servants
and even social workers have no reason to give.
Some exceptional individuals and small groups will give this sort
of commitment. They should be sought out and encouraged. Such
work is best done on a contract basis. Those interested to .do it should
be allowed to tender for tasks. Public service social workers should
be used only when such people can not be found. Most will applaud
the initiative and dedication of people such as John Embling in Melbourne or, in Perth, Teen Challenge (which the Department does
support). Many, however, are highly sceptical about the motivations
and the achievements of social work professionals.
The main difficulty with a privatisation strategy in the welfare
field is that the dominant culture in the larger private organisations is
very little different from that of the State bureaucracy. The larger
bodies have absorbed the standard social work conviction that 'the
poor' are 'victims' of vague impersonal social forces. Under the aegis
of this idea they have turned from close but critical involvement in
the lives of those they would assist, to a mixture of handouts and
sympathy.
The much-needed but difficult work of reconciliation in families
and returning people to the workforce can be accomplished, with the
right motivations. Those who can do this work should be supported—though some who want to do it are so opposed to the
welfare mentality that they will take no government money for the
purpose. The role of DCD must be nothing more than to clear the
way for such people and then to stand aside, though with some
overall scrutiny to ensure that the power granted is not abused. It is
important that social work projects be openly and fairly tendered for,
and that performance by contractors be measured as rigorously as
possible.
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Coping With Crime
It is not the place here to debate the merits of the 1992 Serious Repeat
Offenders legislation. It is probably too early to judge its effects (car
theft declined last year, but sexual assault doubled and serious
assault is still rising). Much will depend on what is done to accompany the tougher penalties. Criminologists agree that certainty of
punishment matters more than severity, and certainty requires both a
stronger police presence and less discretion in the courts.
Beyond that our best guide is the work of John Braithwaite in his
recent Crime, Shame and Reintegration. 127 Braithwaite's thesis is that
crime-reduction requires a steady effort at all levels of society to
shame offenders, in ways which make quite clear the moral unacceptability of crime while still leaving the offender room for reconciliation with the rest of society. Obviously this is often difficult to
achieve, and in some cases it might be close to impossible.
Some of Braithwaite's evidence is strongly relevant to the
argument presented here. In his view 'reintegrative shaming' is part
of the normal process of socialisation within the family. Arguably, it
is the loss of this experience in highly fragmented families which
leaves so many young people ill-equipped to adapt to adult society.
He notes evidence showing that young people are most strongly
deterred from crime by the thought of what their families and friends
would think. 128 And he defends the importance of having families
and friends appear in court with offenders, just because this is an
effective form of shaming. South Australia is now moving to introduce parental liability for damages for criminal acts by their children;
this too deserves close consideration, and should not be opposed on
the grounds that welfare-dependent parents cannot pay, for welfare
payments are quite adequate to cover some damages costs.
The art of reintegrative shaming is one which both police and
social workers need to master. At present it is arguable that police
have a better grasp of it than do the social workers. A review of DCD
might consider seriously whether much that is now spent on State
welfare would not be better spent extending community policing.
There is good anecdotal evidence that where crime rates have fallen
in the North-West towns the cause has been not social work but
police commitment to those communities. DCD staff should be requi127
128

John Braithwaite, Crime, Shame and Reintegration, Cambridge, Cambridge
University Press, 1989.
Ibid., page 70.
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red to produce evidence that their record in crime reduction is a
credible one.
Some offenders seem beyond reintegration by informal methods.
As Watts' study shows, hundreds of young people lead lives of drugtaking, violence, aimlessness and desperation. In some of these cases
something like psychiatric treatment is required, but at present very
little psychological insight is being offered to them. Such insight will
need to find ways of unravelling the effects of family failure and the
welfare mentality. Family reconciliation will be part of this, but to
achieve that will involve follow-up after release from detention,
which at present is minimal.
In his 1984 Foreword to The Wellbeing of the People, the then
Minister for Youth and Community Services, Keith Wilson, commended it 'to everyone who is mindful of the need to establish a
fairer, more comprehensive, efficient and publicly acceptable programme of welfare throughout Western Australia'. That now seems
like a very distant ideal. As we have seen, 1984 is a turning point in
the recent history of welfare failure in Western Australia. Since then
the social climate has altered dramatically, in some degree just
because welfarist ideals have become so pervasive. A new welfare
review will need to work with a more critical notion of fairness and
more rigorous criteria of effectiveness. Our problems today are the
problems of welfare dependency, family breakdown and rising crime
rates about which The Wellbeing of the People had almost nothing to
say. Keith Wilson thought that that report would 'cover society's
needs until the end of the decade and lay the basis for the next
century'. Instead, as we can now see, it was out of touch almost from
the moment of writing.
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9 Homeswest
Introduction
Public housing authorities such as Homeswest now serve two main
purposes: they manage, very large assets, with a view to obtaining
commercial returns for the taxpayers who own those assets; and they
provide welfare assistance to those deemed unable to provide for
their own housing needs. Although in principle the two objectives
are distinguishable, the relation between them is inherently confused.
In the case of Homeswest, evaluation of how well these objectives are
being achieved is made all the more difficult by the recent growth of
elaborate forms of cross-subsidisation, particularly from Homeswest's land development arm to its welfare renters. The position is
further confused by Homeswest's semi-autonomous status, which
has permitted it to operate with very little public accountability. In
this discussion it will be impossible to make sense of the whole of this
labyrinth. The main points of the argument will be to demonstrate
that it is a labyrinth, to show that such complexity is contrary to the
public's interest in accountability, efficiency and fairness, and to
suggest ways in which State housing policy can be simplified and
streamlined.
Homeswest is a large operation. It is, as one of its recent publications says, Western Australia's largest land developer, builder and
property manager. Its house and land assets are estimated to be
around $3 billion.129 It operates about 35,000 rental properties, or
roughly five per cent of Western Australia's housing stock Its annual
expenditure from all sources exceeds $600 million a year. As
mentioned in Chapter 3, Homeswest's debt, now standing at $892
million, is a significant constraint over the government's ability to
manage its fiscal policies with appropriate flexibility. Although its
rental stock has grown only moderately (up from 27,000 in 1980), in
129

Homeswest, Homeswest Housing in the 1990s, Perth, n.d., page 1.
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recent times its land and loan activities have grown rapidly. In 1980,
Homeswest developed only about 200 residential lots for sale or rental; in 1989 it developed an exceptionally high 4,000.130 In 1989-90,
government agencies, of which Homeswest was the largest, developed half of all serviced residential lots in the Perth metropolitan
area. In 1991, it had 10,000 subsidised home loans on its books,
making it a significant player in the home finance market.131
The size and importance of Homeswest is obvious enough; its
success or failure is another matter. To judge this, we need both good
information about its operation and some agreement about its objectives. Much has been done by its executive in the past five years to
improve the management and administration of the organisation. But
at a fundamental level its goals and strategy remain unclear.
According to its 1991 Annual Report, 'Homeswest operates a series
of housing services for people who would otherwise have difficulty
gaining access to or remaining in suitable housing. These include
lower-income home buyers, disadvantaged groups, people in the private rental market and borrowers who experience financial difficulties'. 132 We can accept (at least for the sake of the argument) that
the government has a role in helping people to satisfy their housing
needs. The obvious question which follows is: why should the state
own and manage a large housing stock in order to achieve this goal?
Why not use more direct means to assist people financially, whether
to purchase their own housing, or to rent in the private sector?
It would be easier to evaluate Homeswest's performance if we
could put aside these basic questions. Why should a government
agency determine the housing choices for the poorer members of
society? Why should a government agency have control of such a
massive asset, to use however its executive—or its minister—
chooses? Public enterprises, with unlimited government backing,
tend towards inefficiency and are open to political influence, and,
sometimes, to corruption. Private choice tends to maximise efficiency,
liberty and even fairness. Those who today disagree with those tenets
are likely to emphasise the necessity for government action to ensure
fairness; but that claim only shows the need for government assistance, not government ownership.
The question of fairness in housing—particularly the eligibility
conditions for housing assistance—is a matter which is properly to be
130
131
132

Ibid.,

page 2.
Homeswest, Annual Report 1991, Perth, page 10.
Ibid., page 1.
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answered by open and informed political decision. Nevertheless, in
practice, eligibility criteria for housing assistance have been vague
and loose, and Homeswest has had remarkable discretionary power
in the application of these criteria. This too is a reason for questioning
its usefulness. But the issue does not stop there.
After 1945, the then State Housing Commission embarked on a
large programme of housing expansion, designed to provide cheap
but adequate housing for young families. Today, Homeswest housing
is more than ever before 'welfare' housing. The transition from 'public' housing for young families to welfare housing for those deemed
to be poor began slowly in the late 1960s and accelerated in the 1980s,
until today 83 per cent of public renters are welfare recipients. This
process has had two direct effects: it has reduced returns to the State,
as an increasing proportion of tenants has become eligible for rental
rebates; and it has heightened the role of Homeswest as a welfare
agency, a branch office of the welfare state. (Much is now being done
by Homeswest management—quite justifiably—to try to reduce the
'stigma' which, they say, is associated with this welfare role. But this
is only cosmetic; Homeswest rental housing remains mainly welfare
housing, however stylish it may be.)
Homeswest as developer

The squeeze on rental returns caused by the gradual shift to the'
welfare function has had profound secondary effects on the shape
and purpose of Homeswest. Reduced rental income has induced a
search for new income sources. Through the 1980s, Federal funding
under the Commonwealth-State Housing Agreements remained
more or less static. A large input of State government funding in the
mid-1980s has now dried up to nothing, as the excesses of WA Inc
have compelled tighter budgeting. Today, however, Homeswest
claims that at least 80 per cent of its expenditure is 'self-funded'.133
How can a State agency which is not a trading enterprise be selffunding? Homeswest's income is (roughly) one-fifth from rents, onefifth from Commonwealth grants, one-fifth from land and property
sales, one-fifth from home loan repayments, and one-fifth from Keystart loan repayments.134
Both rentals and loans are taxpayer-subsidised programmes. The
loan subsidy ($7 million in 1990-91, $3 million in 1991-92) is much
133
134
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smaller than that to rentals ($56 million in 1990-91, $63 million in
1991-92). In reality, as will be shown later, the subsidy to rentals is
much larger than this suggests—perhaps twice as large. In practice,
then, the loans subsidy is relatively insignificant; it is rentals which
matter. Since Commonwealth grants have been insufficient to cover
the rising cost of the rental programme, the shortfall has been met by
expansion in the land and property sales department—which, as we
saw above, has grown dramatically since 1980. In 1990, land purchase
and land development made up 12 per cent of Homeswest's capital
works expenditure; land and property sales produced 19 per cent of
Homeswest's income. Since 1986, sales of land and houses have
brought in an average of $32 million per year, most of it from land
sales. This money is being used to make up the rental shortfall.
The rationale for this cross-subsidisation is weak at best. To the
extent that Homeswest sells its assets at prices higher than would
otherwise be the case, the profit is generated at the expense of new
home buyers; to the extent that the land is purchased by Homeswest
at less than market prices, the profit is at the expense of the taxpayer.
It is not obvious that this cross-subsidisation in any way serves the
public interest. If it has any purpose, it can only be to disguise the
size of the subsidies to welfare rentals. Open and accountable government requires that such transfers be made explicit. Off-budget welfare transfers conducted by semi-autonomous agencies are undemocratic and unfair, procedurally if not substantively. In a democracy,
the final say on public spending rests with all citizens, who must be
able to know how and for what purposes public moneys are being
used.
Homeswest as asset manager

The 1991 Annual Report presents a chart which purports to show that
Homeswest's return on its rental properties is around 14 per cent
before subsidies, and around 8 per cent after subsidies. These figures
are an accurate deduction from the data presented in the Annual
Report ($142 million from 35,000 properties valued at $850 million).
This is, however, an obvious undervaluation of Homeswest's rental
assets, for it implies that the average value of the properties is
$24,000.135 A more plausible figure is perhaps $60-70,000. 136 On that
135

That this is an undervaluation seems to be admitted at page 42 of the Report,
where it is noted that The State Housing Commission in conjunction with
the Department of Land Administration is to be involved in an ongoing
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basis, Homeswest's .before-subsidy return on rental assets worth
about $2,275 million is 6.2 per cent; after subsidies, this is reduced to
3.8 per cent.
These figures are gross returns. After costs are taken into consideration, the position looks much worse. Administration costs alone
amount to $40 million, at least two-thirds of which will be spent on
the rental programme. Maintenance is around $20 million and rates
are around $25 million. These expenditures reduce the gross return of
$142 million to a mere $70 million, or a return of 3.1 per cent. Other
expenses, such as depreciation and interest on loans from the Commonwealth government, are too complex to be factored in here, but
they can be assumed to be significant, eating up much of that $70
million. The true net return is likely to be very small. After the $56
million subsidy to rentals is counted in, the net figure is substantially
in the negative.
In effect, then, Homeswest's considerable rental assets are virtually non-productive in an economic sense. This does not, of course,
assign a value to the welfare role they perform. It does, however,
show that the rationale that some of the rental properties are productive is specious—all of the properties and their tenants are being
subsidised by the taxpayer, in the sense that the assets are earning
less than their market value would permit. This must cast doubt on
Homeswest's financial accountability—or perhaps rather the ability
of its managers to manage free from political influence. It suggests
that we need ways of separating the commercial and the welfare
functions, so that both can be made to perform more efficiently, and
ways of ensuring that the appropriate commercial and welfare
policies operate in a context where political influence is clarified.
The size of the subsidies
The median rent for a three-bedroom house in the private rental
market in 1990-91 was $130 per week. 137 For two-bedroom flats it
might have been around $85 per week. For a mixture of housing
process to verify its rental asset base'. A reliable valuation would involve
input from private-sector valuers.
136 This is conservative. In 1992, Homeswest sold 474 houses to tenants at an
average price of $55,000. These are likely to have been the older homes of
long-term tenants, and so well below the median value of all Homeswest
housing—except to the extent that some older housing stock will be in inner
suburban areas where unimproved land values will be relatively high.
137
Homeswest, Annual Report 1991, page 13.
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stock such as Homeswest's, the median might have been $115 per
week Homeswest's stock is probably somewhat below average market value—its median market rent might be $105. Before subsidies,
Homeswest receives $142 million, or $80 per week per property. This
suggests that all tenants are receiving a 'hidden' subsidy of $25 per
week Rental rebates are officially stated as $56 million in 1990-91,
amounting to an additional subsidy to 27,000 rebated tenants of $40
per tenant per week.
If we go further and ask what return might be earned on an asset
worth (at a very rough guess) $2,275 million, then a larger figure is
suggested. At present that asset appears to be earning little or nothing. In effect, then, all of the asset's earnings potential is being sacrificed to serve a welfare function. On that way of reckoning the matter,
many Homeswest renters will be receiving a subsidy worth perhaps
$100 per week
Housing support as welfare

Homeswest's programmes are designed, as we have seen, 'for people
who would otherwise have difficulty gaining access to or remaining
in suitable housing'. Who are these people? The question opens up
some well-known difficulties. One answer might be, most families
with young children—a very broad cross-section of the population.
Another answer might be, only those who are chronically destitute—
a very small percentage of the population. Between these two extremes a variety of positions is possible. At present, almost all of
Homeswest's tenants are welfare beneficiaries or pensioners. In
effect, then, present policy is to tie housing eligibility to welfare recipiency. What is the rationale for this policy?
Homeswest does not report its finances with much clarity. It is
even less open about its tenant population. The 1991 Annual Report
shows that of the 7,705 new rentals allocated, 74 per cent went to
'families', 16 per cent to 'seniors', and 10 per cent to 'singles'. No
information is given about the composition of the overall current
population. No such information has been made public since the 1987
Annual Report. That report showed that of the then 21,342 rebated
tenants, 37 per cent were sole parents and widows, 30 per cent were
age pensioners, 14 per cent sickness and invalid beneficiaries, and 14
per cent unemployed. At that time, 66 per cent of all tenancies were
rebated; since then that figure has risen to 83 per cent. Between 1975
and 1986, the proportion of elderly tenants doubled and the pro220
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portion of sole parents and widows almost tripled. 138 Much of the
remainder is likely then to have been young couples with children.
Today, however, very little Homeswest rental housing goes to twoparent families with children (unless—improbably—much of the 17
per cent non-rebated population falls into this category).
What one thinks about this trend depends upon some complex
calculations. The conventional view, which has dominated both welfare discussion and policy since the mid-1970s, is that the elderly and
sole parents are particularly disadvantaged sections of our society.
This consensus is quite mistaken. In general, there is no difference
between the economic status of sole-parent families and two-parent
families, despite the radical difference in their incomes and their
dependency upon welfare. In general, also, the elderly are very much
better off than families with children (whether sole-parent or twoparent), despite the much higher incomes of families. The full proof
of these claims is complex and will have to be presented elsewhere,
but it is possible here to refute a conventional defence of present
policy criteria.
The current National Housing Strategy, in a paper entitled The
Affordability of Australian Housing, has laid down a 'benchmark' for
public housing assistance. 139 It has termed this eligibility criterion
'financial housing stress', and defined it as covering all income units
in the lowest 40 per cent of the income distribution range which are
spending more than 30 per cent of their income on housing. (It also
regards long-term, low-income renters who spend more than 25 per
cent of income on housing as likely to be suffering 'housing stress';
but the 30 per cent criterion is the primary definition.)
This criterion is faulty in at least four ways:
(1) 'Income' here is gross or pre-tax income. But obviously a household's real standard of living is a function not of income it never
receives, but of its disposable income. Most households will have
a disposable income about 25 per cent less than gross income.
(2) Similarly, real living standards are a function not just of income
but also of household size. A household of one adult and one
child will have a very different capacity to meet its housing costs
than will a household of two adults and four children. We need to
use not a simple monetary measure, but an 'equivalent income'
measure, which takes into account the number of people in the
138
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Homeswest, Annual Report 1987, Perth, page 17.
The National Housing Strategy, The Affordability of Australian Housing, Issues
Paper 2, AGPS, 1991, Chapter 3.
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household and the economies of scale made possible by shared
living. In what follows, we will use the widely-accepted OECD
equivalence scales, which count the first adult in a household as
1.0, the second as 0.7, and each child as 0.5.14°
(3) Non-monetary income also needs to be counted, including the
fringe benefits that go with pensions and benefits. Non-monetary
government support can be quite substantial, sometimes amounting to about $3,000 a year.
(4) More controversially, leisure should be counted as a form of nonmonetary 'income'. In the case of the involuntarily unemployed,
spare time is not to be counted as leisure because it is not chosen;
in the case of sole parents who could work more than they do, it
may be a factor to be counted.
Even if we put aside (4) as too contentious, counting in (1) and (2)
makes a radical difference to the incidence and prevalence of what
the National Housing Strategy calls 'housing stress'.
The NHS paper goes on to present a set of income statistics
designed to determine which sections of Australian society are most
in need of housing assistance. Comparisons are presented between
the housing expenditures of various standard types of low-income
household unit. These are taken to show that couples with dependent
children and sole parents have a far higher proportion of income unit
types facing 'housing stress' than any other type of income unit.
The NHS figures suggest that there is little overall difference
between the stress levels of these two groups—sole parents come out
as slightly more 'stressed' than couples with dependants. But the
comparison makes no sense, because the criterion is absurd. Sole parents, on average, pay very little income tax, whereas the couples will,
on average, pay at least twenty per cent of gross income. And the
sole-parent income unit will be on average one adult and half a child
smaller than the couple family.
When the effect of taxation is included in the equivalence calculations implied by the OECD scale, it will be seen that the gross income
needs of the two-parent unit will be very substantially higher than
those of the sole-parent unit. The net effect of these two considerations will be that the 'housing stress' of the sole-parent group will fall
away to less than half the proportion represented in the NHS paper,
while that of the couples with dependants might rise by fifty per cent.
140

Organisation for Economic Co-operation and Development,
Social Indicators, Paris, 1982, page 37.
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If we now include the third point (above), the value of the fringe
benefits which go with pensions and benefits, the comparison is even
further tipped in favour of sole parents and against couples with
children. Without access to all the relevant data, no exact measurement of these changes is possible here, but it is obvious that the NHS
figures bear only a very rough relation to real housing needs.
Similar points need to be made about the other conclusions
drawn from income unit data by the NHS. The paper claims that private renters, recipients of social security payments and—surprisingly—single-person income units contain the highest proportion of
all units facing housing stress (relative to their proportion of the
overall population).
For instance, we are told that '... single income units comprise
one-third of all income units, but 53 per cent of those in housing
stress' (defined by the 30 per cent benchmark). 141 These single income
units turn out to be mainly older women, and women aged between
35 and 64 renting privately. But, again, such older women have lesser
needs than other income unit types. Most over-60s pay no tax, and
they have no dependants to support; taking those considerations into
account would give us a very different picture. Only by the very artificial criterion of the NHS could this group be counted as 'stressed'.
The younger (under-60) single women are equally unlikely to be
stressed.
Pre-tax income figures are therefore very unreliable guides to
housing 'needs'. Yet it is just such income figures which Homeswest
uses to allocate its housing assistance. In 1992, income eligibility
limits (for metropolitan and rural applicants) were as follows:
Size of household

One person
Two persons
Three persons
Four persons

Single income

Double income

$335

$441
$528

$507
$607

$571

$657

(Additional persons: Add $43 per child)

These figures heavily favour small households and disadvantage
large households. They thus favour singles, most sole parents and the
elderly, and disadvantage couples with two or more children.
Because they are based on pre-tax income and do not count nonmonetary welfare benefits, they are even further biased against
141

NHS, op. cit., page 28.
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working families (whether couples or sole-parent families) and favour pensioners and beneficiaries. Specifically,
(1) A sole parent with one child is eligible on an income of less than
$441 per week, whereas a single-income 'standard family' of two
adults with two children is eligible up to $571 per week. The
OECD equivalence scales would count the sole-parent family as
1.5 (1.0 for the parent and 0.5 for one child) and the two-parent
family as 2.7 (1.0 for the first adult, 0.7 for the second adult, and
1.0 for two children). This gives a ratio of 1 to 1.8 for this comparison. The Homeswest eligibility ratio is 1 to 1.3 (441:571) which
favours the first family over the second.
(2) Elderly pensioner couples are given similarly favourable treatment in comparison with the 'standard family' (1 to 1.3); though
the OECD scale rates them as 1.7 as against 2.7, or a ratio of 1 to
1 .6.
(3) The OECD ratio for young singles and single age-pensioners to a
family of four should be 1 to 2.7. The Homeswest eligibility criterion is $335 compared with $571, or a ratio of 1 to 1.7, which
heavily favours single people.
These disparities are magnified considerably when we take taxation
into account. A family of four with a disposable (or post-tax) income
of $528 per week would have an earned (or pre-tax) income of about
$33,000 per annum. This would make many working families with
children eligible for Homeswest rentals. Their present ineligibility is
a form of unjustified discrimination against these working families,
and in favour of pensioners and welfare recipients.
If the eligibility limits are a guide to its allocation practices, then
Homeswest is quite inequitable in the allocation of its rental resources. The published evidence supports this suspicion. In the period
1988 to 1991, singles were allocated 310 rentals, seniors 1,668, and
families 2,099. 142 Sixteen per cent of the waiting list for seniors have
obtained Homeswest accommodation, as against only seven per cent
of families and less than four per cent of singles. It is quite likely that
much of the 'families' category would be sole parent families, though
no figures are published on this subject.
Two-parent families with children are likely to be getting very
little Homeswest assistance, even though their needs are as great as,
or greater than, the needs of those who are supported. If sole parents
occupy one quarter of Homeswest's housing (a reasonable guess
142
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based on the 1986 proportions), then about one quarter of all soleparent families are Homeswest tenants. If two-parent families with
children occupy, say, 40 per cent (and the true figure may be lower),
then only 7 or 8 per cent of all two-parent families are Homeswest
tenants.
The rental subsidy is, as we have seen, substantial—not less than
$25 per week for non-rebated tenants and probably much higher
even for them; possibly more than $100 per week for some tenants.
This makes public housing a very 'lumpy' welfare good. Those who
get public housing do much better than those who do not. The main
alternative funded by Homeswest is rental support in the private
market, which in 1990-91 it provided to over 11,000 customers at an
average value of $15 per week. Homeswest is also helping with the
financing of 10,000 home loans, at a value of around $400 million, but
the level of assistance to each home buyer seems to be low—a subsidy of $7 million in total in 1990-91, worth $13 per buyer per week.
It is easy to see from this comparison why there is a long waiting list
for public housing.
Homeswest has 35,000 rental properties. At present Western
Australia has about 90,000 unemployed, about 50,000 sole parents,
about 46,000 invalid pensioners, and about 118,000 age pensioners.
But there are also many low-income employed two-parent families
who are at least as deserving and needy as any of the above groups.
What possible yardstick could be used to distribute public housing to
some of these people but not to others? Homeswest does have a role
in helping to house those who are chronically destitute and unemployable, but they are only a small fraction of its present rental population. Its remaining renters are indistinguishable from numerous
others who get little or no housing assistance. (The waiting lists are
one indicator of the size of this population: 18,000 for rental housing,
17,000 for home loans, with 9,000 registered for both loans and rentals, making a total of 26,000 applicants.)
Until demonstrably fair criteria are devised there can be no satisfactory welfare housing policy. Fairness involves overcoming the
'lumpiness' of the housing assets. But to do this would be to transform Homeswest, downgrading its role as a provider of housing and
re-designing its role as a welfare agency. It is no reply to this argument to say that governments cannot afford to support the housing
requirements of so many families. The argument being presented
here does not require increased housing support. What is required is
a restructuring of the present eligibility and allocations criteria. And
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to do that it is probably necessary to eliminate the 'lumpiness' problem by shifting to a system of housing vouchers or allowances.
The 'lumpiness' problem is exacerbated by the current upgrading
of Homeswest's rental properties. Homeswest talks of being a
'market leader' and prides itself on constructing 'an appealing variety of homes matching and often exceeding the standards of private
developers'.143 Figures given in the 1991 Annual Report suggest that at
present the construction costs for completed rental units are averaging $77,000 per unit' 44—counting in the cost of land would often
double the value of these properties. When it is taken into consideration that some of these are flats and many are small units or small
houses, this seems to be a very high figure. Casual observation shows
that these new properties are generally of a high standard and sometimes (as is the case of the Bennett Street apartments) almost in the
luxury class.
The value of subsidies to tenants calculated above is, of course, an
average, which may conceal wide variations. There will be a massive
difference between the real value to the tenant of an old Homeswest
house in Hall's Creek and a new Homeswest townhouse on Buckland
Hill. The Buckland Hill project cost $4.2 million for construction
alone of 40 units for seniors and 33 townhouses for families, or
$57,500 per dwelling. The townhouses are likely to have cost about
$70,000 each. The block value of the land could well be about the
same. Whatever the figure, the value of the subsidy to such tenants is
very considerable. Homeswest notes that, despite its very long waiting lists, it still has some vacant housing '...mostly in remote country
areas or on the outskirts of Perth where demand is minimal'.145
Demand for townhouses on Buckland Hill is not likely to be a
problem.
All of this shows that Homeswest has little concern to spread the
benefits of housing assistance to the maximum number of tenants. A
commitment to that principle would involve greatly reduced construction activities, more spot purchasing of existing houses, and
more leasing of properties from the private market. As Walsh points
out, 'If, say, $60,000 might be spent on purchasing or constructing a
single dwelling, that amount might be invested instead at, say, 10 per
cent per annum. The resulting annual income of $6,000 would then
provide subsidies of almost $60 a week to two households, instead of
143
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to only one'.146 Extending the logic of this argument leads away from
public housing authorities altogether, towards a voucher scheme.
There is a third kind of awkward and inequitable 'lumpiness' in
public housing, that to do with security and duration of tenure. New
tenants get much more than a substantial housing subsidy; they get
semi-permanent possession of at least part of that subsidy. Yet within
a few years many, perhaps almost all, tenants will grow out of the
need for those subsidies. Homeswest can adjust to such changing circumstances by requiring increased rental payments in line with
increasing incomes. Yet this is only a partial adjustment, for the
maximum rent chargeable (the so-called 'cost' rent) is still well below
market rents. Homeswest does not publish figures on the median
duration of tenancies. The turnover rate. in 1990-91 was 24 per cent,
but some of these movements were transfers from one rental
dwelling to another. On this basis, median durations must be more
than five years and might well be ten or higher. Ten-year tenants will
be getting very favourable treatment, compared with private renters
or home buyers.
It is common to argue that assistance to public housing is justified
because home buyers and owners are themselves heavily subsidised
by the taxpayer, and public rental assistance only counterbalances
these subsidies. In their well-known 1987 analysis of this subject,
Flood and Yates concluded that public renters received subsidies
worth $1,795 per annum, home owner/buyers $1,450, and private
renters only $295 (in 1984 dollars). 147 Since that time, assistance to
private renters has been increased, but the general picture is probably
little changed. As we have seen, subsidies to public renters in
Western Australia seem to average around $50-$80 per week, or
$2,500–$4,000 per annum. Flood and Yates' derivation of the subsidy
to home buyers is debatable, resting as it does on the assumptions
that imputed rental income should be subject to income tax, and that
capital gains from home ownership should be subject to capital gains
tax. In reply to these claims, it can be argued that council rates and
water rates are in varying degrees taxes levied on home ownership;
and that home ownership is in part a form of savings, which should
not be double taxed. Be this as it may, there are two further consi146 Cliff Walsh, 'Housing', in Richard Blandy and Cliff Walsh (eds), Budgetary
Stress: The South Australian Experience, Allen & Unwin, Sydney, pages 240265, page 262.
J. Flood and J. Yates, Housing Subsidies Study, Australian Housing Research
147
Council Project No. 160, Canberra, 1987.
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derations which are not usually brought out in discussions of 'tenure
neutrality'.
Suppose that we were to abolish the 'inequitable' tax expenditures which favour home ownership. Let justice be done, though the
(political) heavens fall. Government revenues would rise considerably, and since our intention was not to increase government expenditure but simply to achieve tenure neutrality, taxation would need
to be lowered. If personal income tax were lowered, most of the
reductions would benefit higher tax payers, almost all of whom are
home-owners or -buyers. Very little would go to the welfare-poor,
who pay little or no income tax. Even if all taxes, and not simply
personal income taxes, were lowered, the share of benefits going to
the poor would be not very considerable, since the net effect of all
taxation is progressive. 'Subsidies' and tax expenditures apparently
favouring home ownership are in reality often a 'transfer' from A to
A, and therefore not an equity matter.
Indeed, if the argument were carried right through, public renters
would be much worse off, for removing the 'inequitable' tax expenditures which favour home ownership removes the 'equity' argument for public housing. Only private renters would gain. The net
effect of redistributing equally all housing assistance would be to
improve considerably the position of private renters; to lower the
position of most public renters; and to lower very slightly the
position of home owners.
The tenure neutrality case for increasing support for private
renters is a reasonable one but it too is weak at a point which is often
overlooked. Most private renting is renting by young people before
they move on to marriage, mortgages and children. Seventy per cent
of 15-24 year olds are private renters; after that stage of life private
renting falls away rapidly, to 32 per cent for 25-34 year olds, 18 per
cent for 35-44 year olds and 10 per cent for 45-54 year olds. 1" (Most
private renting is of flats, not of houses.) The question of fairness to
private renters is largely a matter of life-cycle fairness. Before we can
pass any useful judgements on this question, we need something like
the life-cycle analysis pioneered in New Zealand by David Thomson 149 , which documents a multiplying of housing costs for younger
148 National Housing Strategy, Australian Housing: The Demographic, Economic
and Social Environment, Issues Paper 1, AGPS, Canberra, 1991, Figure 2.2,
page 9.
149
See D. Thomson, Selfish Generations? The Ageing of New Zealand's Welfare State,
Bridget Williams Books, Wellington, 1991, pages 135-147.
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when an older generation of long-term homeowners has done relatively well. This has, however, little to do with
State government housing policy, and is thus for the most part
outside the scope of this discussion.
Incentive effects

Homeswest is, as this chapter has argued, essentially a welfare
agency. (In terms of sheer size, it rates about equal with the other
State welfare agency, the Department of Community Development.)
Its welfare functions are, however, being 'managed' by little more
than guesswork. No publicly-argued criteria or standards are being
applied, no evaluations conducted, no research commissioned. This
failure ought to be obvious to anyone in the organisation, but it is
not; mainly, it would seem, because Homeswest's attention is fully
occupied by its quasi-commercial component, and by its desire to
improve its 'image' and its internal staff relations. The failure is also
political.
One kind of welfare failure has already been documented—the
inequities in the rental eligibility criteria and allocation practices.
Homeswest's failure to maximise the spread of its assistance is partly
a function of the inherent 'lumpiness' of its merchandise, but it has
been exacerbated by management decisions. A less obvious problem,
but perhaps a more serious one, concerns the incentive effects generated by welfare benefits. There is very good reason to question the
social effects of government cash benefits, leaving aside housing provisions. Many low-skilled workers will be little or not at all worse off
on benefits than they would be after working a full week. Many sole
parents will be no worse off on benefits than they would be if married to a low-skilled worker.150
To add housing assistance selectively to one side of this set of
scales is to unbalance radically a very delicately balanced situation.
As we have seen, public rental assistance can be worth between
around $60 and $100 per week or more. Over the past fifteen years,
Homeswest has given preference to welfare recipients and age pensioners ahead of the claims of working—two-parent and s oleparent—families. The effect must have been to make many public
renters better off on benefits than they would have been in the work150 The detailed evidence for these claims is easily obtained. See, for example,
Alan Tapper, The Family in the Welfare State, Allen and Unwin, Sydney, 1990,
pages 63
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force. To suppose that such incentives have little effect on actual
behaviour is to make a leap of faith, for no research supports such a
conclusion, and much suggests the opposite. The tendency must have
been to encourage voluntary welfare subsistence and family breakdown, and to discourage workforce participation and family stability.
These propositions could be debated more fully if Homeswest
had conducted and published research into the characteristics of its
clientele, or, more broadly, 'performance indicators' of its own social
impact. Because it has not done so, we can only discuss the issue in
the abstract. We do know, however, that welfare dependency has
expanded and deepened considerably in the past two decades; and
we do know that in the same period Homeswest rental housing has
become almost entirely housing for welfare recipients and pensioners. And it is at least as plausible to call Homeswest the cause, and
welfare dependency the consequence, as it is to describe it the other
way round.
Homeswest management could hardly fail to be aware of issues
of this sort. (Its maintenance costs alone—$550 per property annually—would seem to testify to the social difficulties associated with
long-term welfare dependency.) It has also had to cope with a legacy
from the 1960s of unsuitable, now run-down, flats in areas noted for a
variety of social problems. Some of these flats are being redeveloped
or sold, and Homeswest's current construction programme is intended to avoid similar future difficulties. It claims that 'Public housing
estates that dominated entire suburbs have gone, to be replaced
today by small, discreet pockets of housing scattered in suburbs
throughout the metropolitan area'. 151 This is only half true: the 'discreet pockets' are still pockets, the product of Homeswest's desire to
play the part of developer and market leader. The more important
question is about the effects. No doubt Homeswest hopes that
upgraded housing will ameliorate (albeit very slowly) the associated
social problems. But to hope this is to make debatable assumptions
about the origins of those social problems. If the real origins are welfare dependency and family breakdown, then we can expect that
much of this housing will end up as shabby and as trouble-ridden as
some of the older stock. (The infamous Pruitt–Igoe housing project in
St Louis lasted only seventeen years before it had to be demolished;
in its youth it won an award for its architectural excellence.)
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Conclusions
A number of points stand out from this discussion. Homeswest is
unaccountable in any real sense; and its workings are difficult to
understand. It offends against a basic principle in that its welfare
function is not openly funded. The help it does give does not necessarily go to the most needy or the most deserving; and the form that
help takes is far from ideal. It does not make the best use of its available resources. Reform is, however, unlikely to be swift. Homeswest
has an extensive client base who are wedded to its existence, some of
whom may, indeed, have reasonably fair claims to their entitlements
(entitlements in some cases closely resembling property rights).
We will, therefore, suggest here some of the basic steps toward
reform, rather than an instant and comprehensive reform package;
recognising that reform may well take at least one term and perhaps
two terms of government.
The first step, important regardless of whether other steps are
taken, is to recognise that Homeswest, having in essence only a
welfare role, is not structured appropriately as a PTE, any more so,
say, than Community Development would be. It should be operated
as a Ministry for Housing; so that its Minister, its policies and its
finances are completely open and accountable to people and
Parliament. Next, its functions need to be disentangled. Welfare must
be distinct from property management, and both from loans and property development.
The loans function is probably not run efficiently. The Commonwealth government discovered this to be the case some years ago
with its extensive Veterans' Affairs loans portfolio, which was sold to
a commercial bank and openly subsidised. This is likely to be the best
policy in the present case, and will improve simplicity and transparency while still providing low-income borrowers with a degree of
support and security; it should not be too politically contentious.
The property development function is one which is hard to defend.
In general, government should not be a player in activities where it is
also the umpire: the temptation to fiddle the rules is usually too
great. And once again, there are considerations of efficiency: other
arms of government perform the same function, and it is unlikely
that any of them performs the service as efficiently as the private
sector. On the other hand, the cross-subsidy to the welfare function is
almost certainly too great to be absorbed in the general government
budget all at once, at least without a considerable reduction in the
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welfare expenditure. We recommend, therefore, that the government
consolidate its property development activities under one head; that
the cross-subsidy continue, in suitably transparent form; that the land
development activities be progressively scaled down to zero over the
next six years; and that the general government sector gradually pick
up the corresponding shortfall over the same period.
The property management division of the new ministry will need a
very clear charter. It should, in the first place, have a primarily
management role. That is, it should undertake as little actual work as
possible, and contract out as much as possible. It should, second,
have a very clear mandate to provide as much assistance as possible
within its given allocation. That will mean a rather different kind of
asset management from that currently practised. In particular, the
best use of scarce resources will require that as old housing stock
comes up for renewal, its unimproved land value be impartially
assessed and a clear decision made as to whether sale is not better
than redevelopment. The ministry should also cease competing in the
aesthetics stakes: while architectural services should be contracted
out, it is not necessary to use some of Australia's most eminent
architects as designers. (There may be some public good, however, in
cooperating with those architects interested in high-quality, low-cost
housing initiatives.)
The welfare function may be the most difficult to sort out. It
cannot be undertaken without a review having access to a statistical
base—precisely the sort of data not now available to the public. That
review will be more easily undertaken if the ministry announces in
advance that any changes to its tenant base will exclude certain
classes or individuals: there is no point in causing needless anxiety to
eighty-year-old pensioners, for example. The review should concentrate on developing new eligibility criteria for assistance which take
into account the subtle but real problems of income definition outlined earlier in this chapter. It should also take into account the lifecycle variations in individual and family wealth which, if properly
codified, should produce eligibility criteria which would make public
housing assistance a transitional phase for most tenants. The ministry
should then look closely at the question of appropriateness, and in
the context of the best use of scarce resources. The logic of the arguments presented above leads us to believe that the public ownership
of a large stock of housing is an inappropriate and inefficient way of
delivering housing assistance, and that a cash housing allowance
would be superior. (It would have the additional advantage, not can232
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vassed above, of providing competition in the welfare rental sector.)
Ideally, such an allowance should be introduced early on as a substitute for expansion of the existing stock. In time, beyond the scope
of this study, it would enable the State to dispose of large parts of its
housing, and enable it to achieve, far more than it now does, far
greater equity, fairness and efficiency in this important welfare function.
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10 Local Government
The brief of this book is essentially to examine the role and functions
of the State government. That would, however, be incomplete without at least a summary examination of Local government, and for a
number of reasons. Local government is, in some important ways, a
proxy for the State government in the performance of some functions.
If we are looking at the public sector as a whole, we cannot omit what
is, after all, quite a large chunk of public sector employment and
finance. And Local government has the potential to influence economic activity and efficiency, for good or bad, in more than marginal
ways.
Local government is large: nationally, Local government outlays
account for 2.3 per cent of GDP;152 at the State level it accounts for 1.6
per cent of GSP (1990-91 data). In 1991 in Western Australia its current and capital outlays accounted for about $581 million; it raised
$455.9 million from its own various sources, and received $169.8
million in grants from Federal and State governments. Ten years ago
(1980-81), outlays were $191.8 million, own-source revenue $141.8
million, and grants $69.7 million. That represents a real growth per
annum of 4.5 per cent in outlays and 4.4 per cent in revenue (or real
growth per capita of 1 per cent and 0.9 per cent respectively).
Aside from the level of revenues, there are problems with the
nature of the Local government revenue base. Local government has a
legitimate claim to some grants from State and Federal government:
it performs roles delegated from above, and its very local nature
requires a reasonable measure of fiscal equalisation. Nevertheless,
such grants (as with Federal to State grants) always involve considerations of responsibility and accountability, never satisfactorily
examined.
152

By way of comparison, the Commonwealth government spends about 2 to
2.1 per cent of GDP on defence.
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Local government's tax base is essentially a wealth tax, levied on
the rental value of property. This has the advantages of simplicity
and a fairly high degree of transparency. It also has disadvantages.
There is not much of a correspondence between the level of a household's tax and its consumption of locally-provided services. There is
often a similar mismatch between the level of tax and ability to pay;
something which particularly affects retired people. The tax base
tends to increase in times of asset appreciation, but does not noticeably decrease after the booms have collapsed: there is a marked
'ratchet' effect, reinforced by the ability to manipulate both base and
rate. This shows up to a certain extent in the data on Local government borrowings: in the ten years looked at above, net borrowings
actually decreased in real terms per capita, by 1.9 per cent, and that
despite a real decrease per capita in grants from other sources of 1.04
per cent. While the principle of Local government borrowing is very
much open to question, the level of borrowings overall is not a
pressing concern, although it may well be so within individual
authorities.
There are other problems.
Perhaps the principal raison d'etre of Local government is the
provision of services to households. Yet it is virtually certain—if we
can transpose to Western Australia the results of studies undertaken
elsewhere—that these services are provided much less efficiently
than they could be. Recent studies 153 suggest savings of around 17
per cent in rubbish collection, 17 per cent in road maintenance, 35 per
cent in general maintenance works and 24 per cent in capital works—
considerable savings, indeed, and mostly attributable to labour productivity gains. (To some degree, similar savings would be achieved
under the industrial relations policies advocated elsewhere in this
book.)
Most of those who serve in Local government are honest people
with a proper concern for serving their community; nevertheless,
Local government is afflicted with an indeterminable degree of lowgrade corruption. This only rarely emerges into the public arena, and
is usually a function of the discretion allowed to Local government in
planning matters. A number of councils have been subject to ministerial intervention or investigation in recent years. More generally,
153 Summarised conveniently in 'Competitive Tendering', Business Council
Bulletin, February 1989, pages 10-14, and G. Webb, 'The economics of
contracting out', National Bank of Australia, Quarterly Summary,1992, pages
21-22.

236

Local Government

many councils seem often to be locked in perpetual battle with
ratepayers, especially over planning and spending.
More seriously, not least because the elected representatives are
part-time and completely deprived of the necessary resources of
information and analysis, much of the agenda of Local government
tends to be driven by its bureaucracy. The democratic credentials of
Local government are indeed a problem. Voter turn-out is usually
low—often between 5 and 25 per cent, and recently averaging about
11 per cent, with many elections uncontested. This might be taken to
represent unusually high voter satisfaction with outcomes; it might
equally be taken for total apathy, or a perceived inability to change
anything much by the exercise of a vote. It is, however, more likely
that the problem is one of rational ignorance. Information costs—in
time or other resources—are very high. Whereas the cost to the individual of basic information about Federal government is very low (as
little as the price of a good daily newspaper and the time taken to
read it), and the cost of similar information about State government
only a little higher, the getting of information about the activities of
one's local municipality comes fairly dear: although local newspapers
now provide a degree of coverage once almost entirely absent, they
tend to cover obvious controversies rather than routine financial
matters, and the cost of attending council and committee meetings,
even of obtaining minutes, agendas and budget papers, is very high
indeed.
Underlying this is a usually unspoken and unexamined uncertainty about the precise status of Local government.
It is in fact very difficult to define Local government in such a
way as to make it more than a mere provider of services. We rely on
it to collect our rubbish, to maintain footpaths and parks and playing
fields and some roads—the sorts of things we might think of as
essential or 'core' services. We recognise that it undertakes other
(largely delegated or jointly-funded) functions in health, pollution,
libraries, planning and building. Many now build and maintain
things like community centres, reflecting a decline in provision by
other more traditional social providers such as churches. Some of the
larger authorities have moved into explicit welfare functions, though
without much community consensus or consideration of overlap
with other levels of government.
There is probably nothing in all of this that could not be provided
in some acceptable alternative way. There is almost certainly no task
which could be described as a 'sovereign task': that is, a task which in
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the end requires the authority which can be delegated only to government. 154 There is a further difficulty in that Local government (for
obvious reasons) does not have an adequate apparatus for coping
with the demands we usually place on democratic institutions: no
organised oppositions, no upper houses, no proper question time, no
basic means of ensuring checks and balances and proper attention to
the rule of law.
This difficulty in assigning a distinctive role to local government
is common among recent studies. The Curran Commission in Tasmania, for instance, remarked that it was '...essentially a derivative of
the. State Government', and this is a fairly typical judgement.155
All this is a pity. Those with a strong attachment to authentic
forms of democracy should have high hopes of Local government. It
is very close to those it represents; it should provide a model for
effective representative action, accountability and responsiveness to
be copied by other levels of government. Perhaps in some areas—
country areas in particular—it does; on the whole, in suburban and
urban Western Australia, it seems not to.
A measure of this is the interest shown by various governments
in recent years in reforming Local Government legislation. The most
recent review, in 1989-1990, produced a new draft Bill which , has not
been made public, although the discussion papers published in 1990
make the content of the draft fairly clear. We suggest that a new government continue to develop a new Local Government Act more
satisfactory than the present one, while not necessarily following the
lines of the last review. (One of the implicit aims of that review was
to permit a degree of 'entrepreneurial' ability to councils; after WA
Inc, that now seems less than desirable.)
Within the limits of this brief overview we can suggest only the
broad considerations which should determine the legislative design.
Unlike the old Act, the new one should concentrate more on outcomes than processes.
As the last review suggested, there should be an explicit charter
of services for Local government. The charter should distinguish
between essential or core services, and non-essential services. That,
however, is inadequate unless the Act also specifies that services
See James Q. Wilson, Bureaucracy, Basic Books, New York, 1989, pages 348
and 359.
155 See Charles Curran (chairman), Independent Commission to Review
Tasmania's Public Sector Finances, Tasmania in the Nineties, Hobart, April
1992, page 49.
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should be provided in the most efficient manner possible. Efficiency
should also be one of the two principal criteria in determining the
allocations to local authorities through the State Grants Commission
(the other, of course, being an explicit equalisation component). In
time, the Commission should develop a standardised cost measure
for each core service (weighted as appropriate for circumstances such
as area, distance and other special disadvantage). Standardised cost
criteria should apply not only to general purpose grants but to specific purpose grants (most notably roads) as well. Routine grants, whether specific or general, should cover only specified core services;
grants for other purposes should be made by explicit appropriation
in the State Budget. Grants Commissibn assessments will therefore
themselves provide a discipline; that can be reinforced by the scrutiny of the Auditor-General.
Transparency and competitive neutrality require that services
specifically delegated by the State government to Local government
should be identified and subsidised;156 all State government instrumentalities (including, for instance, Homeswest) should pay all ordinary council rates and charges.
The new Act should also be more specific about the revenues of
local authorities. Borrowings should be permitted only for items
capable of producing a commercial rate of return; and only after a
(compulsory) loan referendum among ratepayers (with only one proposal per question). To assist transparency (and lower information
costs) authorities must be obliged to clarify in their rates notices the
costs respectively of core and non-core services, including adminis
trative overheads. The Act should also make clear that local authorities may charge any user, ratepayer or not, for any service, core or
not. Although the property tax does have its problems, there is
probably now no satisfactory alternative overall revenue base left to
Local government, apart from a poll tax, which has its own problems.
(A combination of the two is possible, with, effectively, a minimum
tax per property, topped up with the wealth tax. That, in turn, has its
own disadvantages, not least the divorcing of tax from cost of service.) Authorities seeking to increase the rate per dollar by more than
the CPI should again, however, be obliged to put the increase to their
ratepayers. Referendums in both cases should require a clear man-

156

Better still, in a more ideal world, to delegate the taxing power with the
function.
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majority of voters must vote, and at least half of those voting
should approve.
This programme of basic reform will induce two major changes in
the way Local government operates.
First, the tendency toward contracting-out for services, already
well-established, will increase. Inevitably, private service contractors
will perform much of the work presently done by council staffs. It is
not inevitable that they will perform all of the work: the example of
Mosman Municipal Council in New South Wales, where staff teams
offer fully-costed tenders for council work, is one which offers a
number of advantages:157 Contracting out can extend beyond unskilled and semi-skilled labour to include professional services such
as building inspection, engineering, and data management, to name
just a few. We would also expect councils to develop further the
already existing trend toward sharing resources. Considerable savings will accrue to councils, which may pass them on to ratepayers or
use them to provide other services.
Secondly, there will be a better balance between autonomy and
accountability than now exists. No effective constraint will have been
placed on any council which cannot be loosened by democratic reference to the ratepayers or voters. Voters, on the other hand, will have
better information by which they will be able to judge the true cost of
local government, and the cost of any additional service.
The provision of what we have called 'core services', and similar
services, is only, as was pointed out earlier, a part of the activities of
Local government. A sizeable portion of senior staff resources is
consumed in what is most usefully thought of as being regulatory
activity: town planning functions, building approvals, health and
pollution monitoring, and so on.
In most cases, the ultimate authority rests with the State Government. And in most cases the area is one ripe for reform. Regrettably,
they tend to be difficult areas and outside the scope of this book.
Broadly speaking, public health, pollution and planning are major
disaster areas.
Planning is particularly important because of the tendency to
corruption (broadly defined) inherent in the ability of councils (and
ministers) arbitrarily to exercise discretion. Any reform must severely
limit, or perhaps eliminate, that discretion. That means having more
157

See Mosman Municipal Council (NSW), Report on Competitive Tendering,
1991.
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rigid regulation; it also means having considerably fewer regulations.
Any reformed system must also concentrate on a better balance of the
property rights of the various parties concerned. In many cases,
explicitly tradeable rights will eliminate the need for other forms of
regulation.
There are other issues which would have to be taken into account
in a full new Local Government Act; one is worth mentioning here.
The competitive provision of efficient services will be enhanced if
the Act made provision for greater fluidity of council boundaries.
Ratepayers, quite simply, should have greater choice in the matter of
which council they wish to serve them. If council X provides services
better or more cheaply or of a different mix relative to the adjoining
council Y, then it should be open to council Y to expand to take in
willing ratepayers who wish to leave council X. At the moment, 'exit',
the ability to leave a jurisdiction (to 'vote with one's feet') is theoretically available to any ratepayers dissatisfied with their local authority; the practical difficulties (not least the transaction costs) render it
a sterile option for virtually all dissatisfied ratepayers. What we are
proposing is a form of assisted exit.
(The same fluidity should apply to other situations: as, for instance, in settling whether ratepayers in suburban wards of urban
councils should be allowed to split off; or in general in arriving at
more rational boundaries for any municipality.)
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11 Industrial Relations
In the space of only four or five years, the underlying consensus of
the debate about industrial relations in Australia has shifted remarkably. In particular, there is now surprisingly widespread—though far
from universal— agreement centred on two crucial issues.
First, the focus of industrial relations processes has largely shifted
away from wages pure and simple to the link between wages and
productivity.
Second, the workplace is increasingly seen as the appropriate
area for the making of decisions; and, conversely, the rigid and centralised system based on arbitration and conciliation 'courts' is increasingly seen not simply as irrelevant but as incapable of delivering
appropriate results.
The initial impetus for these shifts was perhaps concern for the
damage done to human rights by the centralised systems; that has
now largely given way to wider though not necessarily more
important concerns based on international competitiveness, and the
understanding that the Australian wage-fixing system could not
remain a sheltered enclave in an increasingly open and internationalised economy. Human rights aspects are not entirely neglected;
though, curiously, the right of individuals voluntarily to sell their
labour on their own terms is still not central to the debate.
What was perhaps the key breakthrough came in 1987 with the
decision to establish 'second tier' arrangements for productivity at
the national level. Even though the second tier itself is largely forgotten (having been overtaken by later initiatives such as award
restructuring), the rhetoric and some of the reality at the national
level has now permanently changed.
It is important to distinguish between rhetoric and reality. While
the language of Federal industrial relations has for the last year or
two often been couched in terms of enterprise bargaining, that is
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misleading: the key characteristic of current 'enterprise bargains' is
that deals are struck between the employer and a larger national
union, not the employer and the enterprise workforce. The Federal
Labor government has (to oversimplify a little) moved in two quite
contrary directions: the decentralising direction epitomised even by
its flawed version of enterprise bargaining, and the centralising
direction shown in its union amalgamation legislation, its recent
moves on independent sub-contractors, and its nostalgic attachment
to the Accord. The tension between the two is confusing and unhelpful, and needs to be resolved quickly.
There is no doubt as to the direction in which the confusion will
eventually be resolved. Considerations of international competitiveness will not go away; and the current recession has, if anything,
intensified the pressures. The steady reduction of tariff protection,
still apparently a bipartisan policy, will itself force changes in the
labour market. A new factor is now at hand: the employment
contracts legislation introduced in New Zealand in May 1991 seems,
from early and tentative indications, to be working well, and will
increasingly provide a model of competitiveness that Australians will
be unable to ignore.
Now the Federal Liberal Party is proposing a radical shift in
industrial relations policy, which, although not based on the New
Zealand model, would deliver outcomes much like it. We will have a
clear choice at the national level, indeed, not simply between two
alternative models of industrial relations, but between grasping
change and having it forced on us.
The shift in debate at the Federal level has been only unevenly
matched at the State level. New South Wales was the first State to
seek comprehensively to modernise its industrial relations legislation, but the legislation was regrettably compromised both in its
inception and in its passage through the State Parliament. In Queensland, which, under its previous government, forced the pace of
change with the South East Queensland Electricity Board and Power
Brewing deals, the situation has now probably gone backwards to
some degree. Very recently, the new Victorian government has
brought down a new, decentralising policy; and a considerably less
radical scheme has been set up by the new Tasmanian government.
Here in Western Australia, reasoned policy debate on this subject at
the political level has been almost invisible.
The Victorian experience was a stormy one, perhaps in some
respects needlessly so. Whatever the local reaction, however, in a
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State which is still the heartland of unyielding union conservatism,
there is no doubt that the essential content of the legislation was correct. Some of the incidental detail is subject to legitimate disagreement. As the controversy recedes, however, the most interesting
consequence is likely to be that other States will be forced to compete
as Victoria uses labour productivity as the crowning bid for new
investment..
That will only apply, however, to the extent that the Federal
government's own new legislation, rushed through the Parliament
shortly before Christmas, will not effectively undercut or prevail over
the Victorian Act. The intent of the new Commonwealth Acts, put
simply, is to enable workers who operate under State awards, and
who wish to remain within a centralised system, to leapfrog into
Federal jurisdiction. Further legislation is promised which would
purport to invoke the external affairs power of the Constitution in
order to allow the Commonwealth to legislate for the preservation of
certain minimum working conditions. The legislation will certainly
be subject to challenge in the High Court; early informed opinion has
been reasonably clear that such a challenge is unlikely to succeed,
given that the Federal government has already indicated that it is
prepared to use the 'external affairs' power as its constitutional justification.
All the implications of this latest move are far from clear, but it
seems fair to say that it is utterly misconceived.
It will cause very considerable damage to the already fragile
federal balance of powers. And it will lock the Federal Labor Party,
should it win government for another term, into a policy completely
contrary to the national interest, a policy which we should assume
will for some time at least be reinforced rather than quietly weakened. (The most instructive parallel to be drawn here is the way the
Labor rhetoric on privatisation in 1985-86, espoused for similar reasons of short-term political expediency, crippled that government
when privatisation became a necessity a few years later.)
Even putting aside the additional uncertainty generated by the
likelihood of High Court challenges, the Keating-Cook legislation
must leave policy-makers at the State level in a state of some
perplexity. The great handicap imposed by the legislation is that it
seems likely to hinder quite seriously the working of State schemes
designed to persuade or push employers and employees from the
centralised into decentralised systems.

245

Reform and Recovery

Much will, of course, depend on the outcome of the Federal election. Oversimplifying somewhat, we can propose four broad scenarios
at the State level; two depending on a Labor Federal government,
and two depending on a Liberal Federal government.
Should the Labor Party be returned to government, and should it
continue to take its own rhetoric seriously, two options seem possible.
The first option (scenario I) is the most dramatic. It would see the
State government renounce virtually all responsibility for industrial
relations at the State level. The means would lie essentially in repealing the State Industrial Relations Act and related legislation; thus
dismantling at one stroke the entire State industrial relations apparatus—including the State Commission, and the Department, along
with State-registered unions and employer organisations. Those who
wished to stay in a centralised system could then transfer formally to
Federal jurisdiction. In place of the current Act, the new government
could enact some brief legislation which addressed compulsory
unionism and the matter of its relations with its own public service.
This approach would have a number of advantages. It would
save the State's taxpayers quite a lot of money—perhaps $30 million.
By shifting the focus of much of the local 'IR Club' activities
elsewhere, it might lessen the likelihood of some of the sillier deals
arrived at, particularly in the PTEs; and, perhaps more importantly, it
would weaken the main stronghold of resistance to eventual change
for the better at the State level. It would almost certainly add to
administrative and political pressures in the Federal system, hastening, even if only marginally, its eventual demise. It has the political
virtue of extreme simplicity, and, handled with only a moderate
degree of skill, would leave the new government with unspent
political capital that might be well used in other, contentious areas of
reform.
The second option in this situation (scenario II) would see the
State government acknowledge the Federal government's force
majeure, but try, nevertheless, within the bounds (or crevices) of the
new legislation, to draw up and implement its own more sensible
State-based reform. The limits of action are effectively to be deduced
from the reaction to the Victorian example. The legislation would
concentrate on establishing a 'second stream' of mutually-agreed
industrial arrangements.
The advantages of this option are clear enough. It would provide
an avenue of reform which would in turn, by example, induce further
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pressure on the older-style, centralised arrangements. The beneficiaries of the reform are perhaps likely in the first instance to be
employers and employees in smaller businesses, already effectively
on the fringes of the centralised system.
The first option in the second circumstance (scenario III) can be
thought of as being the mirror reverse of scenario I. In the event of a
new Federal Liberal government's being returned at the election, a
new State administration, which was satisfied with the direction of
the new Federal industrial relations legislation, might find it politically advantageous to opt out of the area altogether. Broadly speaking, the advantages identified for scenario I would apply.
The second option in this circumstance (scenario IV) would see
the State government, unhindered by any threat of Federal intervention, pursue its own comprehensive scheme of reform—assisted,
perhaps, by the repeal of any Federal legislation, such as the recent
Cook enactments, which stood in the way of its doing so.
The choices facing a new State government are not usually
presented in this way; but they do need to be clearly put and
assessed, in view of the very high level of political uncertainty now
prevailing. The four scenarios are, of course, a little over-simplified,
and would tend in reality to grade into each other, but they should
form a useful statement of the extreme positions. The choice will
ultimately be a political one, depending both on how the Federal–
State confrontation develops, and on a State government's notion of
its own political potential and its ability to handle reform issues in a
decided order of priority.
Our view is that, in an ideal world, the fourth scenario is the best.
The appropriate question at this point is, Does it matter? Is there,
in view of all the initial political downside exemplified by the Victorian experience, any real point in a State government's striking out on
its own? After all, the change which we believe is inevitable at the
Federal level will, also inevitably, filter down, one way or another,
into the State jurisdictions, impelled more strongly by the Victorian
experience, to the extent that that will be successful. Furthermore,
there is a real possibility that if the change comes from the election of
a new Federal Liberal government it will cut across State jurisdictions
in a fairly dramatic way. There are already public indications that
such a government would seek to use the 'corporations power' (s.51
bed) of the Constitution to extend its powers to much of the private
sector (and perhaps even some of the corpora tised public sector) of
the economy.
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We believe that it does matter, and for some fairly good reasons.
There are particularly good reasons in a federation for competing
jurisdictions, even in an area such as industrial relations (where, in
the past, the coexistence of Federal and State jurisdictions has perhaps in some respects been unhelpful). A State may well adopt a
better model than any Federal one, and may well then compete
successfully for resources. Further, the new Federal model may itself
involve some centralisation of residual bureaucratic functions remote
from State concerns. As well, a single Federal system is itself open to
change for the worse should there be a shift in government policy.
Finally, it seems unlikely that any conceivable reformed Federal
model would directly tackle the awkward and important question of
industrial relations in the States' public sectors. For while a new
Federal government may well adopt policies for dealing with that
question in its own bureaucracy, it is difficult to see that as implying
any binding consequences on State public sectors.
Clearly, then, there is more than a little virtue in a new State government going its own way in industrial relations.
It may be useful at this point to have some idea of the extent of
the area we are tackling, and we can best do that by looking at
unionisation in the workforce. Three important characteristics are
revealed in the relevant statistics.
• Union membership is declining. At the national level, while 45.6
per cent of the total workforce belonged to a union in 1986, only
40.5 per cent belonged in 1990. A similar decline prevails in Western Australia: from 41.1 per cent in 1986 to 35.4 per cent in 1990.
• Union membership is unevenly concentrated. The most obvious
discrepancy is between the private and public sectors. At the
national level, 66.8 per cent of public sector employees belonged
to a union in 1990; 30.8 per cent of private. There are similar discrepancies (1990 figures) between male and female membership
(45.0 per cent as against 34.6 per cent), and between full-time and
part-time employees (45.7 per cent as against 18.8 per cent).
• Union membership tends to be unevenly spread over areas of the
economy: some sectors are very high-79.4 per cent in electricity,
gas and water; 76.0 per cent in communications; 62.9 per cent in
mining—while others are much lower.
Of course, such figures underestimate the influence of the official,
centralised arbitration system, in that awards negotiated before the
Federal and State Commissions are the main influence in determining pay and conditions in much of the rest of the private sector. In
248

Industrial Relations

Western Australia, for example, 20.8 per cent of the workforce is
covered in some way or another by a Federal award and 57.3 per cent
by a State award.
Industrial conflict in Western Australia runs at fairly high levels:
since 1986 this State's record, measured in working days lost per 1000
employees, has on average been the second worst in Australia.
To look at union coverage and industrial disputes is, however, by
no means to imply that Australia's or Western Australia's industrial
relations and productivity problems are simply a result of the
existence of unions. Far from it. Unions are only half, perhaps less
than half, the problem; most reasonable commentators agree that
there are very serious problems with the quality of management in
Australian business and industry (not to mention Australia's public
sector). More to the point, the problem is really that we have for too
long tolerated a system of industrial relations which has institutionalised conflict, which has emphasised power over reason, which
has bred a self-perpetuating bureaucracy, and which has relieved too
many managers of the tasks of real management. Examining the
extent of unionisation enables us to assign some notional extent to
those areas of the economy where rigidity and consequent poor
productivity are likely to be major problems.
The alternative to the centralised system is clear enough; the ideal
minimum requirements can be listed simply enough.
• The workplace, or enterprise, has to be the place of negotiation;
and negotiation should be as direct as possible between employer
and employee.
• Bargaining units formed to represent employees should be
appropriate to the circumstances of the enterprise. While in many
cases this will mean one unit to each enterprise, that is not a
binding condition.
• Such units should be formed as freely as possible, without
restriction of size, and without the necessity of belonging to some
other larger organisation.
• No person should be obliged by anyone, union or employer, to
join any association; closed shops should not be tolerated.
• Each deal between employer and employee should be struck free
of external influences; there should be no flow-ons, binding precedents, superimposed awards, common rules, and so on. At the
same time, both employee and employer must be able freely to
choose their advocates or agents for the bargaining process.
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•

Deals struck should take the form of contracts in common law,
rather than the present awards or determinations, and be appropriately enforceable in the real courts of the land, like any other
contracts.
• Contracts may specify any number or variety of agreed conditions, but particularly the term of the agreement, behaviour
during the agreement (particularly in respect of industrial action),
procedures for settling individual or collective grievances, and
the means of renegotiation.
• Strikes as commonly defined in Australia should not be
countenanced unless permitted under conditions defined by
contractual arrangement.
• Only parties to the contract may have legal standing in subsequent disputes; the normal provisos relating to legal disability
(in respect of age, for example) would apply.
The implementation of those principles would mean a very
radical change in industrial relations in this State. It may well be
thought to be politically impossible; although the boundaries of
political possibility are being continually stretched. It would, in time,
effectively result in the demise of the State Commission; and it would
eliminate the need for a Minister for Labour Relations and much of
the relevant Department. It would put unprecedented pressure on
managers to assume full responsibility for their own industrial relations; and it is already clear from the debate on the Federal Opposition's policy that many managers simply do not want that.
Employer organisations themselves would have to find new roles. It
would utterly change the shape and role of unions, which would
have to adapt themselves to being providers of services for groups of
employees; they would have to compete for business; they would
lose most of their political influence.
So despite the growing consensus for change, there is still reason
to believe that optimal change would be quite strongly resisted. (This
is not to say that sensible change will necessarily bring forth riots and
martyrs and blood on the streets. Sensible and moderately courageous ministers must be heartened by the relatively peaceful nature
of the transition in New Zealand, and by the degree to which all
parties have so far adapted to the changes there. Despite the fuss in
Victoria, much the same seems to be happening there.)
To improve the chances for the success of appropriate reform, we
recommend the adoption of a 'dual-stream' industrial relations system. One stream can be thought of as being contractual, the other as
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the registration stream. This is effectively a political compromise, but
can be achieved in such a way as not to compromise the achieving of
longer-term reform of the right kind.
The contractual stream is one based on the nine principles outlined above. Wages and conditions, obligations and rights, penalties
and benefits, are specified in contracts enforceable at law, negotiated
between employer and employee. Completion of the contract would
require no official endorsement or registration. To the fullest extent
possible, third parties (not least the government and the Commission) are excluded at every stage. Various parties—Commission,
unions, employer groups—may offer (on a commercial basis) assistance
with the drafting of contracts and with negotiation, but not to the
exclusion of other agencies (lawyers and other commercial arbitrators) which might spring up.
The government has, of course, the statutory power to specify
some of the contents of contracts. Some would advocate, for instance,
that contracts contain some minimum level of wages and annual
leave. That would be a political compromise which would probably
be regrettable and unnecessary. It would, in particular, tend to disadvantage further those sections of the labour market (the young and
the late-middle-aged unemployed) already suffering from such
rigidities. Adult individuals, who manage quite well to look after
themselves when contracting for homes or cars, can be trusted to
know and to look after their own best interests. (Legal minors, of
course, will need some protection as they do in other respects.)
The second stream represents a formalised version of the first, a
centralised form of decentralised bargaining, with registered agreements taking the place of contracts. Various versions of this have been
promoted over the last year or so. They vary essentially in how much
of the present system survives into a new one. There is enough common ground, however, for us not to have to describe such a system in
any detail; the reader can refer to the proposals of the Confederation
of Australian Industry (or its member organisations) as a representative sample, while remembering that such proposals are at best
intermediate compromises. The fine detail of such systems is not as
important as the overall direction; however it works, the system
adopted must not be such as to stand in the way of the adoption of a
better long-term system. Nor should there be any rigid lines drawn
between the two streams. Not only should it be made as easy as
possible to opt from the registered to the contractual stream; but

251

Reform and Recovery

some pressure should be built into the system to make the choice
between the two streams both deliberate and repeated.
One very important subject not usually much canvassed in this
area needs to be mentioned here: industrial relations within the public sector. Whatever a new State government may decide in terms of
the four scenarios outlined above in respect of the private sector, it
must resolutely tackle the problems of industrial relations within its
own domain. Here the matter of productivity is most acute, especially in the PTE sector. As in the private sector industrial relations
debate, some mixed progress has been made; even the Commonwealth government released, last August, a set of proposals on
'workplace bargaining in the Australian Public Service', although, as
usual, the reality there falls short of the rhetoric.
Two important principles need to be implemented. First, industrial relations management within the public sector needs to be decentralised and deregulated. Decentralising means giving the essential management of wages and conditions to public sector managers,
within such discrete workplace units as are practicable; deregulating
means the effective removal of standardised terms of employment
across the whole public sector. The second principle is to ensure that
public sector employees have the same option of enterprise-based
agreements based on mutual consent as we have advocated for the
private sector.
Detailed design of public sector industrial relations will depend
on a wide range of other factors—such as the future of permanency
in the public service, the structure of the bureaucracy, the nature of
the budget process, and so on—which will need decisions. It will
therefore be simpler, but politically more difficult, to start the process
in the PTEs. This is, however, one political decision which cannot be
deferred. It is, again, worth pointing out that there are examples of
successful reform at hand. Examples such as the South East Queensland Electricity Board stand out; but, closer to home, the productivity
gains in Westrail (achieved under a Labor government) show that,
well-managed, the task is far from impossible.
Two concluding observations are worth making.
First, the one essential perspective missing in the heat of the
current debate is that most Australian employees already operate
quite happily outside the centralised systems of wage-fixing and
dispute-settling. Many (increasingly, most) employees have never
belonged to a union; many have never had more than the most informal employment contracts. The notion that radical change will bring
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a dramatic

shift to the worst excesses of the Industrial Revolution is a
self-serving fiction which does not stand up to common-sense observation. The debate could indeed do with a substantial transfusion of
common sense.
Second, there is no alternative, and in two senses. Industrial
relations will be a very important component of the competitive edge
that this State must seek to regain if it is to be a successful bidder
against other States for resources, human and physical. Far overriding that is the national need for the competitive edge in succeeding
in the, world economy. If the State can contribute to that in even a
fairly small way, it will be more than worth a degree of transient
political pain.
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