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Melbourne and Sydney have been rivals since the Victorian gold rushes
transformed Melbourne from the very small colonial capital of 1850 into the
bustling, rich, rapidly growing city of the 1870s and 1880s. The competition,
even acrimony, since then, between the two cities has been a constant factor
in Australian politics.
Melbourne was founded in 1835 by John Batman and John Pascoe Fawkner,
successful pastoralists from Launceston, who were seeking a harbour with
potable water on the Victorian south coast, so that they could increase their
sheep flocks by shipping stock across Bass Strait. Melbourne became world
famous after the discoveries of gold at Bendigo and Ballarat and the
population of Victoria increased from 97,500 in 1850 to 541,800 in 1860 with
sustained immigration thereafter.
Because of gold Melbourne became the richest city in the world for a brief
period in the 1870s-80s, but as so often happens with the “Dutch disease”,
blew it all in uncontrolled government spending and borrowing. The inevitable
result was the crash of 1893.
Melbourne was the home of protectionism ever since David Syme and his
protégé Alfred Deakin dominated the political life of that city from the 1880s
to 1910. Syme was a rabid protectionist, having been influenced by the great
apostle of protectionism, the German born Friedrich List, who came to America
in 1825 and wrote an influential pamphlet in 1827 Outlines of a New System of
Political Economy which argued persuasively for protection. He was supported
by the industrialists of the North and this established a new battle-ground in
American politics. Abraham Lincoln was a protectionist, with much of his
support coming from protected industries, thus increasing the rift between the
free-trade South and the protectionist North. We should not forget that
Lincoln fought the Civil War not to free the slaves but to stamp out any
attempt at secession.
David Syme took part in the American gold rushes of the late 1840s and then
sailed from San Francisco to Melbourne in 1852 and enjoyed some success as a
gold miner. His brother, Ebenezer, had founded the Melbourne Age and David,
after his brother’s death, found himself responsible for the paper and the
family fortunes. Syme was a very successful propagandist, and he turned the
Melbourne Age into a political weapon of great influence. He could make and
unmake premiers - which he often did - but above all he turned Melbourne

into a protectionist citadel which prospered while the gold industry was able to
carry the cost of protection, but went into rapid decline when the gold ran out
and the Victorian Government struggled to meet interest payments.
The Victorian Government had borrowed heavily in the UK, particularly in
Scotland, and built gold-plated railways with these borrowed funds, assuming
that land prices would rise dramatically as the railways spread. The 5'3"
Victorian-Irish gauge was much more expensive than the 4'-8.5" British gauge
adopted elsewhere in Australia. In Melbourne one can still find some of the
railway cuttings from the 1880s which were dug in preparation for the outercircle railway line. The banking and real estate crisis of 1893 were the
inevitable outcome of this gross fiscal irresponsibility, and Victoria’s male
population began to decline as wage earners went to the WA goldfields and to
New Zealand in search of jobs.
Federation was not a foregone conclusion. The Premier of NSW, Sir George
Reid, (Yes-No Reid), was ambivalent, fearing perceptively that Victoria wanted
to share its impoverishment with the more prosperous NSW. Syme turned
against federation, but Deakin broke with his mentor and carried Victoria into
the Yes camp. Britain wanted federation since it would make its role as
guarantor of Pax Britannica easier. Defense, the White Australia Policy, and
British support, were the silver bullets in the federationists’ armoury, and the
two referenda, 1898 and 1899, were carried by large majorities.
In contrast to Melbourne, Sydney had been the home of free trade. George
Reid, later prime minister, was a convinced and persuasive free trade
advocate, and when the first federal parliament assembled in Melbourne in
1901, there were three teams contesting in the parliamentary arena. They
were the infant Labor Party, George Reid’s free trade party, and Alfred
Deakin’s protectionist party. Once the ALP had imposed caucus discipline on its
parliamentarians the two non-labor parties had to come together in an uneasy
alliance formalized in 1908 as the fusion party.
Alfred Deakin was the dominant politician of his day and he used Billy Hughes
and the infant ALP to undermine Sydney’s cohesion. The Deakin Settlement :
White Australia; Protectionism; Imperial defense; State Paternalism; Wage
Arbitration together with legal privilege for trade unions; became the
foundation-stones of Australian politics for the next 70 years. George Reid had
been all too accurate in his forebodings. Australia became a closed economy

and from 1901 went from first place globally in per capita incomes to about
twenty-eighth in 1983 when the Hawke-Keating Government began the
process of winding back protectionism.
Despite relative economic decline Australia’s population increased from 3.77
million in 1901 to an estimated 21.6 million in 2015. The immigration
programme driven by Arthur Calwell in the immediate post-war years had a
significant impact not only on population growth but also in the injection of
human capital into the Australian economy.
Most of these migrants ended up in Sydney or Melbourne because these cities
did what cities have always done - provided jobs. The larger the city the
greater the opportunity for increasing the specialization which is the driver of
growth and jobs.
Economists since Adam Smith have focused on national economic statistics
and on policy prescriptions to increase national prosperity. Smith’s great
contribution was to show that the mercantilist doctrines of his day (building up
gold reserves by exporting more and importing less) led to impoverishment,
and his great book The Wealth of Nations became the textbook for the political
leaders of 19th century Britain.
But the focus on national policies and national aggregates ignored the central
fact of economic life, which is that it is in the cities where economies grow and
innovations are born, and that the nation is, in economic terms, an artificial
aggregate of a number of cities in differing states of growth or decline.
The writer who has opened our eyes to this fact is Jane Jacobs, described by
William Buckley Jr as one of the truly original thinkers of the 20th century.
Jane Jacobs (1916 -2006) was born in Scranton, Pennsylvania; she moved to
Greenwich Village in New York in 1935, and then to Toronto in 1968. She wrote
three important books, The Death and Life of Great American Cities; Cities and
the Wealth of Nations and The Economy of Cities.
It was when she lived in Greenwich Village that she became aware of the
pernicious doctrines of city planning and urban renewal (urban socialism)
which threatened the vitality of that great city, and she became famous for her
attack on Robert Moses, the doyen of American town planning at that time.

She has shown us that it is the city, not the nation or the State, which provides
the foundations and the structures essential for economic life. She has taught
us that we should look at the world as a matrix of cities, rather than as a polity
of nation-states, (formed by the Treaty of Westphalia in 1645). If we follow in
her path we become both wiser and much better informed.
Her theme was defined many centuries ago by Alcaeus (620 - 580 BC) who
wrote
“Not houses finely roofed, or the stones of walls well built, nay
nor canals and dockyards make the city, but men able to use their
opportunity.”
Jane Jacobs makes the important point that agriculture and pastoral life
depend upon the cities, not the other way round, as so many of us (particularly
country folk) have believed. Agriculture (including plant breeding) developed
first in and then around the city, and spread outward from the cities as water
borne transport, increasingly by canal, enabled vegetables and other
perishables to be brought to the city for immediate consumption. Meat was
usually butchered in the city on a daily basis but fish were salted and could be
stored for months. The meat market at Smithfield in the centre of London has
been operating for centuries.
In their book “the Clan and the City” Greif and Tabellini compare how the trust
which enables trade to take place and economies to grow, differs between the
West and China. In pre-modern Europe, the locus of cooperation were selfgoverned cities - urban corporations - whose members were drawn from many
kinship groups. Cities invested in legal infrastructure, taxed their members and
provided them with public goods and social safety nets such as defense,
judicial services, education, and poor relief. Despite major economic and social
changes, the European city has persisted as the locus of cooperation, and thus
economic life, throughout the Western world.
China, contrariwise, relied on family or clan connections to facilitate trade, an
arrangement which persists to this day.
The city is where economies grow or shrink, where trade increases or declines,
where innovation is vigorous or sluggish, where populations increase or

decline, where science, invention and knowledge flourish or shrivel, where
men “able to use their opportunity” can become rich or remain impoverished.
Cities of the first kind are places where people, particularly people with talent,
energy and ambition, go to seek their fortunes, and these cities increase in
wealth and influence and confidence in the future. Houston, Texas, is such a
city. With its surrounding counties it now has a population of about 6 million,
with 400,000 new arrivals each year. Like Melbourne, Houston was founded in
the mid-C19, and became an inland port after the founders built canals linking
the new town to the Gulf of Mexico, 20 miles to the south, thus setting up in
competition to Galveston, a port on the coast. The hurricane which flattened
the city and port of Galveston in 1900 and killed 8,000 people (the worst
natural disaster in US history), induced a major population shift to Houston.
Houston is world famous for its refusal to countenance zoning regulations and
other town planning doctrines which are taken for granted in Australian cities.
One important consequence of this anti-planning policy is that housing costs in
Houston are half of what they are in Australia. In Melbourne and Sydney an
average family home will cost 6 - 8 times average yearly earnings, but in
Houston the figure is 3 - 3.5 times. This price differential has an enormous
impact on people’s lives, in particular affecting the rate of family formation
and decisions on child bearing.
Since the discovery of major oil and gas resources in Texas and in the Gulf,
Houston has become a very wealthy city based particularly on the oil and gas
industries. In typical American fashion the citizens of Houston have used that
wealth to turn the city into an internationally famous home to hospitals and
medical research centres. Halfway between the city and the Gulf is NASA’s
Houston Space Centre, thus giving the Anglosphere the immortal words
“Houston, we have a problem”.
Houston, then, is the best example in the contemporary world of a city which
fulfils Alcaeus’ dictum of men “using their opportunity”. In Australia we have
two big cities, Melbourne and Sydney. Australia is a destination of choice for
immigrants both legal and illegal from all over the world. So despite the
ruinous cost of housing in both these cities, population growth continues,
although Melbourne is outstripping Sydney in immigrant numbers.

Jane Jacobs criticized Adam Smith for entitling his influential treatise “The
Wealth of Nations”, and for his continuing emphasis on economic comparisons
between nations such as Britain and France. She pointed out that Smith
accepted without question the mercantilist belief that the nation-state was
“the salient entity for understanding the structure of economic life” This is
explicit, she says, “not only in the title of his work, but in its first sentence:”
“The annual labour of every nation is the fund which originally
supplies it with all the necessities and conveniences of life which it
annually consumes, and which consists always either in the
immediate produce of that labour or in what is purchased with
that produce from other nations”
Smith performed one great service in that he showed with matchless prose
that trade between nations (England and France particularly) was a positive
sum game; not a zero or even negative sum game as the mercantilists fervently
believed, and that all trade led to gains for both parties. It would, however,
have been more accurate if Smith had discussed trade between cities.
Merchants in London traded with merchants in Paris, Bordeax, Marseille, and
other French coastal towns. Transport by sea or by rivers or canals enabled
cities to grow dramatically during the late C18 and early C19. The cost of
water-born transport compared to road transport at that time was 20:1. The
canal boom of the late C18 enabled London to grow fourfold as the new canals
enabled large quantities of fresh food to be transported daily to feed the
growing city.

The Port of London has been central to the economy of London since the
founding of the city by the Romans in the 1st century, and has been the major
contributor to the growth and success of the city. In the 18th and 19th
centuries it was the busiest port in the world, with wharves extending
continuously along the Thames for 11 miles, and over 1,500 cranes handling
60,000 ships per year. London was then the centre of the British Empire and
was the most important financial city in the world.
In the Telegraph (11 Nov 13) Iain Martin wrote:
“The rise of a new superclass is best observed in London. The
capital is pulling away from the rest of the UK, as it becomes a city
state and a potential world capital. To match this development,
the superclass I mentioned is being created in large part by the
best private schools in London. Professionals – from here and
abroad – who are the beneficiaries of the tidal wave of hot money
flowing through the City, law, accountancy, property and so on,
pay extraordinary sums for schools that are now so very far ahead
of the standard state school or even excellent academy in terms of
resources, facilities and influence. The families that can afford
these top schools have also benefited hugely from the 20-year
London property boom. Their offspring are fanning out in their
thousands from great schools into the best universities. When
they emerge – confident, international, and multilingual, with
several unpaid internships on their CV – they are particularly
attractive to employers in those same industries where their
parents made a pile: law, banking, accountancy. Advantage is
being entrenched, which is bound to be reflected in public life and
politics in the coming decades.”
If the city is the place where economic, cultural, scientific endeavour and
intellectual life takes place, where does the nation-state find a place? In
Periclean Athens, the city and the state were coincident, and although Athens
was the centre of an empire, that empire was based on the Athenian Navy, and
on the security which that navy provided for the trading world of the Eastern
Mediterranean. It was a forerunner of the C19 Pax Britannica during which the
Royal Navy ruled the seas, to the very great benefit of all those who relied on
ships to carry their exports and imports around the world.
The Athenian Empire was made up of independent Greek cities, many of which
willingly accepted the protection of the Athenian Navy and contributed ships
or taxes to pay for it. Some cities however wanted to free-ride and were then

forced to pay under threat of invasion by Athens. They were thus unwilling
members of what was known as the Delian League (named after Delos where
the treasure used to pay for the Athenian Navy was originally stored), but most
cities were willing members of what was a naval based empire. The key battle
of those days was the Battle of Salamis in 480 BC, in which the Athenian Navy,
with allied support, destroyed the Persian Navy under the eyes of the Persian
King, Xerxes, who watched the battle from the top of a nearby mountain. Next
year the Geeks won
Decisive victories over the Persian Army at Mycale and Platea.
This fifth century history sheds light on the differences between the city and
the state. The Athenian empire was a precursor to the nation-state. Its
primary purpose was maintaining the armed forces required to defend the
membership against foreign invasion. Invariably there were disputes about
money and who was to control its expenditure. Pericles took the war-chest at
Delos, brought it to Athens, and used the money not for naval purposes but to
build the Parthenon and other public buildings, thus setting the stage for the
Peloponnesian Wars which ended in Sparta’s victory and Athens’ ruin.
The primary function of the nation-state, then, is the maintenance of military
forces capable of defending the cities which are the source of its revenues, and
of using these forces for pre-emptive strikes when necessary, or the extension
of imperial power when thought desirable. The most difficult issue with this
arrangement is how the nation-state to fund its military expenditures is. In
Periclean Athens, the financial arrangements with the other Greek cities of the
Eastern Mediterranean, were always difficult, as free-riding was a constant
temptation. Athens was ruthless with cities that reneged on their financial
commitments.
The primacy of the city has cultural as well as economic significance. City
dwellers have often been depicted as morally inferior to country folk, and
some leading politicians have sought to create a rural persona to encourage
faith in their trustworthiness. Cities have always been suspected as centres of
vice - Sodom and Gomorrah are the archetypes.
The superiority in both mind and body of country people became an article of
faith for many farmers and pastoralists. This belief helped the founders of the
Country Party, notably Dr. Earle Page, who came back from the Great War and
amidst the political divisions which Billy Hughes fostered, and which eventually
brought him down, was able to build a coherent political party based on rural

virtues and beliefs, and on the support of small wool-growers and soldier
settlers who tried to make a living on uneconomic farms. Earle Page served as
Deputy Prime Minister first under Stanley Bruce and then under Joe Lyons.
Bert Kelly used his farm as a source of parables in his life-long campaign
against protectionism, and because they were both authentic and compelling
in the economic wisdom they conveyed, he found disciples on both sides of
politics. And it was the Hawke-Keating-Button Government which began the
process of rolling back the protectionist fortress which had been set in place by
Alfred Deakin, 80 years before. They were supported by the Howard led
Opposition, a policy position which was strongly reinforced by Ian McLachlan in
his role as Shadow Industry Minister.
Australia does not quite fit the Jacobian model because the industries which
provide the wealth necessary for our defense expenditures come not so much
from the cities, but from the mines and the paddocks which provide us with
the export income which keeps us solvent. However, the administration of the
mines, and the decisions to invest or not to invest in new projects, take place
in the cities. Collins House (360 Collins Street, Melbourne) was the
headquarters of the great mining companies which grew out of the discovery
in 1883 of the fabulous silver deposits at Broken Hill, 520 miles away in farwestern NSW. The reason why Melbourne rather than Sydney became the
mining capital was because, in 1883, Melbourne was where the money was. It
was also closer than Sydney (711 miles).
Sixty years ago, when Australia’s prosperity was determined by the wool price,
the wool-broking firms were centred in Melbourne, Sydney and Fremantle
where the wool was auctioned and then shipped around the world. So
although the wool was grown all over the country, the business of sorting,
selling, and exporting the wool was located in three cities. The wool-brokers
were also involved in financial activities, in competition with the banks. The
ES&A Bank had a merino sheep on its logo.
Australian wool producers were divided between the graziers who ran large
flocks and who mostly supported free markets and were hostile to government
intervention into the wool industry; and smaller cockies, many of whom were
often trying to make a living from soldier settler blocks which were too small to
be viable. The cockies of course lived on their farms. Many of the wealthy
graziers lived in the cities most of the time and employed managers to run
their properties.

The figures are startling. In 1923, half the sheep population lived on 3000
holdings with an average head count of 13,298 sheep. The remaining half lived
on 75,000 holdings with an average count of 734 sheep.1 It was these farmers
who provided the support base for the agrarian socialists of the Country Party,
notably Black Jack McEwen, and his close allies within the wool industry, the
most important being Sir William Gunn and Sir William Vines.
A constant complaint about politics in Australia today is that power is
centralized in Canberra and what was constitutionally a federation has now
become a unitary state with the States acting as “service providers”, not
sovereign members of a federation. There are many egregious examples of this
situation. Education provides one. The constitution nowhere prescribes any
commonwealth role in education. But the Commonwealth Department of
Education has 4,000 bureaucrats, none of whom ever see a student, and using
its financial muscle, interferes in great detail in the administration of schools,
both government and non-government. Prime Minister John Howard decided
to introduce a “national curriculum” and confidently believed he could purge it
of black-arm band history and other Leftist nonsense. In this, as in other
matters, he was deluded.
Four of the six States, NSW, Victoria, SA and WA, are extensions of their
capital cities, Sydney, Melbourne, Adelaide and Perth. Queensland is unique in
that a majority of its population does not live in Brisbane, and there has been
continuing agitation for the creation of a new State of North Queensland.
Tasmania, the smallest and poorest State has two rival cities, Hobart the
capital, (pop 217,000) and Launceston (106,000).
In terms of real-politik, then, the Australian nation comprises four major cities
which are growing, Sydney, Melbourne, Brisbane and Perth; and two cities,
Adelaide and Hobart which are in decline.
But these cities are ruled in ever-increasing detail from Canberra, and despite
the abject failure of every referendum seeking popular support for
constitutional change which would increase the power of Canberra, the High
Court, ever since the Engineers’ Case of 1921, and the taxation arrangements
which came into effect with the outbreak of war in 1939, which turned the
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Commonwealth into a taxing Leviathan, have combined to give us the
centralist, unitary, state which the constitutional fathers did their best to put
beyond the reach of ambitious politicians. Tragically, they failed.
In political life most citizens of Melbourne think of themselves as Victorians
rather than as Melbournians, and similar ways of thinking are found in the
other states with the exception of Queensland where secession is still a live
issue in North Queensland. But this is not true in business life. Cities are where
economic life is concentrated and business men and women are focused on
the economic opportunities which the city provides, either within itself, or
internationally through trade with other cities.
If we look at the Australian federation in terms of its cities we see that
Brisbane’s sphere of influence extends into north-western NSW. Melbourne’s
northern boundary is the Murrumbidgee rather than the Murray, Adelaide
was unlucky that Broken Hill was just across the state border and so the
royalties went to Sydney. But South Australia is very prospective, and when
BHP gets its act together and develops the huge open cut mine it plans for
Olympic Dam, the royalties from that mine should transform Adelaide and SA.
Copper mining began in South Australia in 1843 and the triangle based on
Kadina, Moonta and Wallaroo was known as the copper triangle, and also as
Little Cornwall.
South Australia is very prospective and if copper prices increase then
exploration will get underway again. The big problem for new entrants into the
exploration and mining industry in South Australia, and indeed internationally,
is that the Olympic Dam orebody is so large, and once the initial investment in
over-burden removal has been made, production can be expanded at very
little cost. So it would have to be a very rich ore-body indeed for anyone to put
up the capital to develop it.
Perth is the most isolated city in the world. But the wealth generated by the
iron ore developments in the north have made it a prosperous city. Goldmining has also been a major industry since the 1890s, and Geoffrey Blainey
tells us that when Victoria went bust in 1892-3, many breadwinners from
Richmond, Collingwood and the other inner suburbs which are now very
fashionable, sailed from Station Pier to Esperance and walked from there to
the goldfields, 200 miles north.

There is a dispute over whether or not these expat Victorians enabled WA to
get the numbers to accept the federation proposal during the referendum of
1900. WA voted for secession in 1933 but Joe Lyons bought them off with the
Grants Commission.
My WA friends tell me that sentiment towards the eastern states (“t’other
side”) and Canberra changed as a result of the Japanese bombing of Darwin
and Broome.
I was taught at school in the 1940s that it was not until the Gallipoli disaster
that national sentiment began to establish a firm place in the minds of
Australians. And then of course, came the massacres on the Western front,
when so many Australian lives were lost in unbelievably stupid and tragic
military adventures. There was hardly a family which was not affected by these
losses; in a strange way, this war-time tragedy entrenched Australian
patriotism.
It has often been noted that war is the instrument by which nation-states
impose their authority over the cities which sustain them. This has certainly
been true of Australia. The Pacific War, in which Australia was saved from
Japanese invasion by the arrival of the Americans, particularly the US Navy,
shows how that is so. I have a friend who grew up in Hobart in a house
overlooking the Derwent. One morning in 1942 he got up and looked out the
window and saw the Derwent River covered in American warships. The US
Navy had arrived during the night.
At the beginning of the war the federal government used its wartime powers
to assume control of income tax, which had previously been a state preserve.
After the war it took little persuasion from the anti-federalists to ensure that
income tax stayed with the Commonwealth. Regrettably the State premiers of
the time made no attempt to regain their taxation powers.
So we have an unhappy situation in which Canberra is taking on more and
more interest in the minutiae of our daily lives, and the state governments,
with the notable and important exception of Queensland, are seemingly
content to go along with it.
This is not something which Australians support. Justice Ian Callinan, in his
dissenting judgment in Work Choices made the point that every referendum,
designed to increase the role and reach of the Commonwealth, bar one, has

failed; and not just failed; but failed seriously. It is the High Court, with its
interpretation of the Corporations power, which has opened the flood gates to
the centralist tide coming out of Canberra.
We can only hope that at some point the people will get sick of it, to the point
where politicians can see their career prospects enhanced by returning to the
federalist cause. Canberra is not popular with the majority of Australians, but it
is popular with rent-seekers because if successful they can reap, in one stroke,
a rich reward. The latest example of such rent-seeking is the attempt by windturbine manufacturers and wind-farm proprietors to over-ride State regulation
(on behalf of those people unfortunate enough to live near these things) which
will prevent any further investment in this scam.
One factor in the disdain which is ubiquitous in Canberra towards the States is
the condescension with which federal politicians look upon their state
counterparts. If you are not good enough to get preselection for safe federal
seat then a state seat is a second or third prize.
One of the proposals during the constitutional debates of the 1890s,
concerning the election of the Senate, was that the State Governments should
decide who should represent their States in what was designed as a States
House. Regrettably, this proposal did not get up, and the arguments about how
senators should be chosen have never reached a permanent conclusion.
Now that the composition of the new Senate has again become a matter of
controversy, with the sixth senator from each state selected by chance rather
than the desires of the electorate, we have an opportunity to remind the
Australian electorate that the Senate was supposed to protect them and their
states from overweening centralism. At the time of federation this was seen as
Melbourne and Sydney versus the rest of Australia, and without some
guarantee of protection of state sovereignty the referenda endorsing
federation would have failed.
Now it seems that party discipline, unknown until the infant ALP adopted it just
before federation, has turned the Senate into a party’s house.
The time has come to recognize formally the centrality of cities in our political
life, and to return to the state governments the power to nominate the
senators who will represent their states in the senate.

