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This book, Resrraining Leviarhan,
have moved from the of the original Leviarhan, how far we have
strayed down the path of thinking that there is only one kind of social
5 Oar timed and circumsiances. But the bhook is



In such condition, there is no place for Industry; because the
fruit thereol is uncenain: and consequently no Cultare of the

Restraining Leviathan may well be 100 modest an objective.



Editorial Note

This volume reconds the ol a conference, organised by the
Centre for Independent Stsdics, and held in Sydney on 17-18 November
1986, on the theme of reducing the scale of government intervention in
Asstralia. i reproduces not only the papers read al the conference but
also the remarks of the commentators, and it includes editsd versions of
the foos disussion thil followed sach seaabin,

This ediborial mole provides me with sn o thank Rose
McGee for ber help in preparing the volume, and sbove all for anending
g0 expertly 1o the many minutise of and comsistency that
collections of this sort involve. [ am also w0 Karla Whitmore

for the major pan she played in organising the conference.
Michael James
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Regraining Leviarhan
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control of the environment, of cxhsustible resources, and of
growth (Meade, 1975:13-16).
Nineteen seventy-five was perhaps the last year in which it could
claimed that most “intelligent radicals’ supporied this activise,
agenda. Since then opinions have changed, nol s0 much
about the goals we want govemment 10 achieve but about the ability
of govemnments W promote them trough policies of the kind that Meade
rocommends. Expericoce of big government has suggested two major
chamcles (o policy success. The first is that politicians and public
SETVENLS may B0l have sccess o the mformation on the basis of which 1o
Ehma-i—tuhﬂdd.EﬁMin—hm
govermment inlervention. We disappointed markel
mbﬁhhumhﬂn:l“mhr-::dum
produce betier ones, A powerful inteliectual basis of this particular
critique of intervention has been by the revival of Austrisn
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James: The Scope and Limity of Government

15 turn them o instrements of depredaiion. 50 cven where there s a
consensus on an agenda of intervention, may Ffail 10

over the last 25 years is perhaps the mosi likely candidate for
such & role, It is & near-complete apends; Fricdman hos made policy
mcommendations in virtually every area of imervention. In addition,
Friedman's agenda is imellectually appealing because il is derived
rigomously from a small sel of promises. His basic commitment o
individual freadom allows iniervention on oaly thiee grounds 1o supply
clear poblic goods such as the legal system and defence; 1o rectify market
imperfecthons srising from natural monopolies and exiemalities; and o
protect children and other individuals who cannot be held responsible for
iy mCtiona
Yet thin line of reasoning does nol entirely rule om the welfare

legizimaiely
doubt be made for ste rvolvemen in healih care (Fricdman, 1962),
Nevertheless, | soe no immediate of Prieciman's version ol
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guestions of the amount of wellmre that should be dispenscd, and the
maximum degree of inequality that should be wilerated, are likely w be
seitled, re-openod and setlod sgain by ondinary polincal means for & kg

time 0 come.



James: The Scope and Limily of Governmens

The second objection o the case for smaller government iy that the
failure of such committed small-govemment politicians as Ronald
Reagan and Margarct Thaicher even o halt the gcady anmal increases m
public spending has shown the futility of orying to resist the farces
making for government growth. [t is cenainly the case that most of the
current explanations of government growth argue that it is an unintended
phenomenon, the accidental by-product of csablished commutments and
processes that remain impervious 1o ideological change The public
choice expisnation, which, as already noted, stresses the role of spocial
interests, seems (0 lead us into a prisonce’s dilemma. Even if we all
belicved that smaller government would be in our best imierests,
individually and collectively, it would siill be irrational for anyone o let
go of his current benefits, so long as he has resson to expect his fellow
citirens to ke advantage of any such sacrifice rather than follow has
cxample. But if we are so well and wruly locked into the status quo by
our vested interests, how s exploring techniques for making govemment
smaller going o supply the bridge on which we can get from bere 1o

Yet the evidence does nod entirely bear oot such pessimism, [ndeed,
Gondon Tullock {1986:13-27), one of the founders of public choice, has
observed thal, contrary (0 the impression given in some of the licrature,
government has not boen growing at all times and in afl places. This is
even true of democratic governments:  In America, the government’s
share of GNP was the same al the end of the 19th century as it had been
m the beginning. In modem Switzerland, that share has remnined static
and, st 30 per cent, relatively low over the last decade. Bal the exnmple
that most strongly suggests & causal role for ideas i thal of 19th-century
Britain, where the level of imearvention sicadily doclined mnd

:

g
ief

rule out the possibility thal transformations in the climate of are
a necessary condition for fundamentsl changes in the

between society and the individual. In any case, ot the present time thern
is little we can do other than develop ihe case for smaller governmend
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wnd refine oor idess about hiw the kevel of stsls inervention can best be
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Measuring the Size and Growth
of the Public Sector in Australia

Peter Saunders

I. INTRODUCTION

reasons for the decling i economic in the |z decade. The
extent 1o which the of in the posi-war period has
contribuied 0 economic decling is an imporant o consider, Tt

bud getary
finance their spending programs.

This budgetary perspective on the cost of government ks, of course,
much narrower than the broader question of the overall economic cost of
government. To address the laner question we must take sccount of the
effects of government interventions on incentives and other aspects of
economic behaviour, and how these in tam impose effichoncy costs on



comparisons of the size of government are based, uses as
its basic unit the concept of govemment. This is considerably
narrower in scope than the secton definition used in the Aostralian
Mational as explained further in Section IV below, where
these isvoed are dealt with more thoroughly.,

T the extent that the various forms of government inlervention are
uhluu.u_nﬁ:hur measure of governmenti size may

a miseading |
m.m—ﬂ:uufﬁ‘hm-um,h
example — may provide incentives lor governments intent on expansion
10t seck other forms of imervention in pursult of their objectives. Indeed.
uince such interventions often tend in any case 10 by-pass the normal
processes of assesmment and control faced by

already How
0 ansess hecause dats
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1. FUBLIC SECTOR OUTLAYS

The most common measure of the size of government is obtained by
expressing total cutlays relative 10 Gross Domestic Product (GDP). The
resulting outlay share is not & share in the conventional sonse bocanse
the numermor inchudes wansfer payments whale the denomsnator excludes
them and mensures the total value of production only, As 8 result, the
maximum value of the share could, in principle 4 least, exceed anity.

|
|
|

mot indicate the proportion of GDF produced by
by government. [i does, howewver, indicate the
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Tabie 2
Public Sector Outlays, Receipts and (Net) Borrowings
T 1975
48
20.6
179
04
383
322
49

N5

(percentage of GDP)

19
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Restraining Leviathan
Table 3

Public Sector Outlays by Economic Classification
(percentage of cutlays within each sector)

1971-72 1975-76 1980-81 1985-86

Commonwealh
H-m 23
il 18.8
Capital
axpendituneia)

nterest, ic.{b] H ry
LN |
Parsonal benefi!
parymants 221 273
Other(c) 39.2 429
State Authorities:
Firl consumpbon 423 s52.0
Capital
enpenditurea) as5.2 313
interest, eic.(b) 14.8 0.4
Personal benafit
paymers 2.1 1.7
Other{c) 56 58
Local Authorities:

interest, wic.(b) 11.8 8.3
Perpongl benefit

paymends 18 1.5
Other{c)

198

3.7
73

298
20.8
510

255
108

1.5
1.4

18.2

4.1
10.4

3o






Tabls 4
Public Sector and Mon-Budgel Outlays
E miliian)
Commomwealth State Govemmant
Sactor Sacior
Budgel Non-budgel (Zjasa Budgel Non-budgel (4] a8 a
oullays  oullays oufiays !?
(1 (2} ol (1) {3) (1) 3
9-11 o2 na - 4132 1182 286
191-72 0047 na — 484 1224 278
1972-73 10100 na - 5450 1381 250
1973-74 12220 na - ASER 1573 240
1974=75 17830 na - f-Y7L 2002 2 29
1975-78 78T N4 8T 11878 2408 208
1978-77 24023 2 2288 85 13209 amne  2oe
1977-78 20884 2358 a8 14815 3158 213
- 21l 0BT T2 11 el e
197980 341 24T 7A 18915 084 N5
198081 36333 2606 TA ™R 4346 228
198182 41514 3322 a0 2013 GBST 243
19E2-E1 48131 3614 [ 1] 28238 TRSS 2Ta
196384 SB840 4528 a0 32015 e 24.1
1984-85a) 84221 4291 ET ALEET BRI 248
1985-86(b) 69430 5353 77T 3esH 8703 245
r Underfining indicales seres bresks oue 1o data revisions o changes in
BOUNCE.

(&) Provisional. ﬁ“m
Sources. AHS, Frnancial Estmates. Ausirala 198585 Catalogue
No. 55010, and earfier versions; Budge! Papers No. 1, Statemant Mo,
E:1586-87 and earfier vergions.

mﬁu‘yhﬂﬁ:ﬂﬂiﬂmqﬁmhwﬂ
employment. Since wage and salary payments account for some 15 per



ohservation be retumed 1o in the following Section. Public
employment 15 most relative 1o either wotal
employees (Stanford and J . 1978) or wial employment
{Groenewegen, 1984)

‘huﬁhhiu'_ﬂpmtIhTﬂls. In March 1986,
public sector civilian employment amounted o jua over 1.7 million,

2



Public Sector and Private Sector Civilian Employment Trends, 19066-86

Table 5

(thousands)

Tommomesaig  State(a]  Lecal T [jasa  (fjasa

Public Sactor Salary Eamers ployment  %age T

e Tota  Sarvice {1) @) (A=1)+(2) (4] of (3} of (4)
1986 2015 1893 5858 S5 D4R 2%a71.7 8845 a824 244 19.6
W87 252 1998 5761 903 oT0s 20208 /N4 4933 243 10.7
1980 3054 2081 S528 @B 10020 N34 41754 5056 243 19.8
1960 3158 249 G047 1030 10273 32478 42749 5163 240 188
1970 3204 2250 6217 1049 10580 33820 44500 5304 218 198
1971 3887 2314 TEAS 1074 12016 33010 4502 8 5518 26.2 78
1972 3483 2388 7818 1143 12482 3389.1 48353 5&10 269 22
1973 3602 2409 BO3A2 1229 12064 34845 47708 5TRI 270 72
1974 9787 2808 @305 2 1147 1340 42 9 46778 5855 26.8 228
1975 2987 274 8859 2 1410 14357 24042 48299 5841 9.1 48
1976 .0 1II.-I-[II] GRS i3 1431.7 a5a61.1 A5 B LE%4 284 243
1977 3880 1520 053§ 1340 V4ES2 TS 4936 B 5905 2.7 4.4
1078 4021 1535 9842 1268 14972 34248 a9 8 6005 304 49
1579 3950 1487 9917 1275 15151 3465 9 4961 .0 6078 304 249
180 265 1485 10054 1208 15917 na na 6281 na 244
1981 4028 1487 10145 1302 15475 na na BI04 na 242
1982 4021 1481 10240 2 1334 15505 na ra 5378 na M4
1983jd) 4085 1575 10802 1418 18308 3412.9 80435 6295 23 29



W84 4219 1653 10805 1528 16558 2 34555 5111 6462 324 258
1965 4343 1893 11182 1547 1708 2 36892 253773 2 660 314 258
i9aB(s) 4342 18G.60) 11364 15506 17265 38547 55812 6961 309 248

Al
average
prowih
rals (% 219 0S8 3155 227 305 .37 1.83 1.8 — -
Noles.  (a) Aber 1978, govemmenl employees in the Norhem Tamiory arg mcluded with e figunes for the States; prior 1o Mis
-1 ey were inciuded in e Commonmeaith igures.
{b) T%ﬂilhnlnnnl tax data until 1979, and on a quanerly survey of some 20 000 privale employers Snce
(€] The drop in public service employment in 1976 rebiects the wansher of unclions 1o Austraia Post and Telecom out of
the Public Sarvice Act.
{4} Hﬂmu‘:hlﬂiﬂlﬁﬂﬂmmhhmﬂ;ﬂﬂllhhhﬂt 1563 gures
e
&Eﬂhhm
Soues. Austrada June 1368 i Jure 1979 (B214.0); ABS, Empioyed Wage and Salary Eamers, Ausirala

(6248.0), ABS5, The Labowr Austraite (5203 0). Pubic Service Board, Stalisical Yearbook, varnous isses.
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employment w expand most are both conuistent with the earlier
uﬁmmnﬂmuhmhmulm
!

years, the ABS has classified iotal public secior employees by industry
(emng the Australian SIC listings), and these data allow the sire of
government conploymenit W be estimated and identified separasely
public enterprise employment. Because of the inherent
uncersinties of such an excrcise, two estimates have been cakoulated.

“reasonable” estimate — that in adidition 10 the “lower bound”
estimate, 10 per cent of all remaining public secior are
employed by Although this 10 per cont ligure is
somiew hat s closer 10 ihe mark than the sero figure
implied by the ‘lower bound”
The resulting estimates, shown in Table 6, suggest that general
accounts for between 1,07 million
and 1.13 million employees, or berwoen 61.8 and 65.6 per cent of ol
public sector L By enterprise
Mot



Saundery: Mearuring the Public Secior

Table 6
Estimated General Governmaent Employment
T T T 1585 o008
duy Dec Juw DOec Jum [Oec. Mash
“Lowar bound
estimals:
dhousands ©89.3 S84.0 1029.2 1011.2 10588 10383 1066 8
ol
sachor
empyess 607 603 612 608 617 €1 618
“age of o
m 128 192 207 192 187 wWwae 199
amploymard 157 152 158 153 158 180 153
Heasorable’
galimate
shousands 10534 1048.7 10033 10764 11225 11045 11328
“%age of
public sactor
emgloysss 648 643 @51 AT €55 @50 6546
*Y.age of ol

empyees 209 205 M4 205 208 N0 209
empoymenl 167 162 188 183 168 80 1462
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mm:whﬂdmmmﬁmﬂﬂEﬂ
b gty T oy Lt
soclor & 8 whole. 5/ I

Publle Sector and General Government E
by Level of Governmeni, March 1988

" Lower bound' Teasorably
estimats asEmaln
housands  per cant housands per cant
Geaneral Govammant:
Commorweaih 1829 2.5 1809 1.1
Siates Tra8 440 811.0 47.0
Lacal 1241 74 1309 T8
Total 10668 618 11328 856
Oihar public secior
iy B50.7 382 503.7 344
Toll putic sactor
BTy 1T2E8 100.0 17285 100.0

Noms: sea Nodes bo Table 6
Scuces ABS, Empioyed Wage and Salary Eamers, Australia (B248.0).

IV.  SOME INTERNATIONAL COMPARISONS

It is evident from the discussion in the previous Sections that
comventional measures of the size and growth of the public sccior in
Auwtralia raise a number of imporan concepiual and measurcinent
IRSRES, Not surprisingly, such issues are compounded when ailempiing
10 derive mensares of the size of government that are BCTOHE B
range of countries. The most relable, congistent snd comprebensive data
for such purposcs are those produced under the SNA framework
by the Uniicd Nations and published regularly by the OBCD.
Even with these data there are & number of differences with regard o how
cenain oullays are categorised into functional components. However,
the aggregaie focus in this means that mch problems do nol arise
o any greal exiend in when measuring the overall size of
governmant in & National Accounting framework.
More important is the problem alluded o in the Introduction, and
ducussed o more detail bebow, that government activities as recorded in

b



Saunders: Measwring the Public Sector

the SNA represent but one aspect of overall public secior intervention i
the cconomy. To the exient thsl governments seck W achicve (heir
objectives in ways not captured sdequately, il m all, in National
Accounts measures of government outlays, the comparability of such
outlay data will itself be compromised. Al the current ime, there is
tittle that can be done 1o overcome these difficulties, panicularly since
there are few reliable estmates of the extent of government ‘ofT-budger”
pctivities and none that e comparable scros countncs.
As a recent OECD stxhy nodted i this context:

Despite considerable efforis made by natiooal
sccouniants, dsta are often lacking or nod suitable for
cerain types of economic is. There are

compounds the difficuities of cross-country
comparisons. (Saunders and Klaa, 1985:27)

Such problems should be borne in mind when assessing the comparative
results presented below.

There is onc additional important point 10 note in the context of
international comparisons of the size of government While the
countrien that constitule the OECD share basic similarities in ierms of
muummﬂumm
conslifutions, ﬁyﬂnhmﬂrﬁn-wh-duﬂh
of theis economic, social, and historical structures. To the
exient that such differences are reflected in differing demands for
Wﬂﬂ.m#ﬂm-ﬂhh
ways in the economic and political processes translate these
demands inio action, comparisons of public sector size do not sinicily
wm While such comparisons are both inieresting
and mﬂﬂmhwm
on thm is not To the extent that soch judgments are made,
intemational comparisons of the sixe of government can be positively
harmful and misleading.

This line of argumeni suggests that & more meanmglul way of
making intemational comparisons of the size of government should ke
some account of those differences between countries that aiffect

o
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sl any grest ength, Suffice it to sy that in comparative terms general
government outlays relative w0 GDP are low in Australis relative to
most DECD countries: in 1983 — the laiest year for which the
Australian DECD data are svailable — the outlay ratio in Australia was
much the same as that in many Norhern Earmopean couniries two decades
previously, The main reasom for this is the low level of aasfer
payments in Aostralia, which amounted 1o 15.5 per cem of G
1983, compared with 220 per cent in Canada, 32.2 per cemt

24.3 per cend in Germany, 17.5 per cent in Japan, 19.8 per
(in 1982), Y29 per cent in Sweden, 22.3 per cent in the Unied

L

i
H

real per being only one-third of those in Swaden, hall s
Larje as those in i of those in the Unised Kingdom
snd four-fifths of those in the Unied Swies. However, with the
exception of Swoeden, real per capiia outlays grew faster in

OECD that appear io show Australia has a relatively high proportion of
total in the government secior. Figured provided in
Tﬂllldm-dlh:lﬂ.'—].ﬁr show the penernl
government employment share in Aostrulis in 1982 @ be 234 per cenl,
-uﬂmhm”illﬁrmﬁ im only
Deamark and Sweden. Similar orders of magniude are 1o be fownd n
the carlicr published work of the OECD {1982), in the work of
individuals within the OBCD (Martis, 1982), wid Pathilran: and Blades
(1982}, and also in & sudy poblished by the IMF (Heller and Tait,
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Table B
International Comparisons of General Government
Outlays
A Total Outlays as a Percentage of GOP
Arrual
1665 1575 1984 Im:
Auttraka 7Y 27 38.4{a) 1.97
Canada 201 40.8 475 28
France |4 435 528 1.66
Germany 386 409 487 1.48
:‘#‘l :l:‘ I.T.: X !:
I o, 36 64b) 3
Swpden 58,1 4489 8.7 am
Liritad Fingdom 8. 48 4 480 1.5
Urited Sttes 279 35.8 a8, 1(a) 1.75
B Raal Per Capita Ganeral Gowermmend Oullaysic)
(1980 USS)
Annual Seage
romass
Asad (108583 in:
Redl per Raal per
. 1983 capita capita
1985 1875 1983 (1880 USS) cutays GDP
Austraiia 1718 208 a0 407 208
Canaca 2020 3081 4492 10672 13 i3
France 2781 asDE A8 12425 488 204
(Gerrmrty Na4 sS4 s33 13372 406 248
Jipan na 1083 2080 G653 Ao 243
Spain 664 133 1835 5732 a8 207
Sweerdon NS 6837 202 15354 5.40 1.97
Unilad Kingdom 2505 40568 4273 - T A% 176
Urited Sintes 2418 3636 5005 11481 358 1.58
Notes [a] 1563, [b) 198, c) Converiod using 1980 USS eachangs rales and
frce levels,
Sources: DECD, Awual National Accounts, 1960-198J and Foonomic Ouicak

5
8

L



is in potlay werms. Docs not this therefiore confirm the
VIEWA (i ENCeEEvE relemed 1o sbowe?
In considering the relation between government and

in both regards (Chare 3. It is troe that Australia bes slightly above the
estimated regression line based on these dae, but this deviation is
unlikely w be greater than the margin of error involved in deriving the
estimaie of general governmend employment,

M



Australia 20.8 17.7(m)
Austria (1982) 24.4 18.2
Baigium (1982} 214 195
Canada (18832) 24.7 18.9
Danmak 308 31.4
Finland 23.8 19.4
France 19.8 19.2
Garmary 24.1 159
Italy 248 15.8
Japan 188 65
Metherlands 225 16.1
MNorway 243 23.8
Portugal (1981) 20.1 9.0
Sweden 333 323
Linited 25.0 221
Linited States 20.5 185
Avarage 238 180

Note (a) Australian sstimale described in he lext
: DECD, Annual National Accounta T971-1883 and Economic
Cutlock, May 1968,

Thus it would appear that when appropriste and relevant
comparisodd &re made, the evidence docs not sustain the view that
in Australia is above the OECD average. Mor,
ﬂ“”ﬂ.Hiﬂmm*m#ﬂﬂ-
eIt on nnd services in GDP

. expendiiore on gisods

|

V. TAX EXPENDITURES

As already emphasised, the degroe of governmend intervention in the
mmwm-ﬂunﬂ;ﬂhm::
government outlays and employment, Among

smch interventions are lax cxpesditsres, Mnmﬂ
government lending and loan guaranices. Amtention will focus on the

n



Chart 3
Ganeral Governmaent Em and sndliure on Goods
and mln HIE;P
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firt two of these in this and the following Section; for & discussion of
the thind see Break (1962). As noted in the Introduction, the discussion
ﬂnﬁhhmuhwﬂhmmw
overall cost o the economy. The latier an important
ﬁﬁhﬂhﬂ.mmtwdﬂm-ﬂihq
cose the subject of other papers in this volame.

Within the narrower budgetary comt contet, however, there are

tax expenditure proposals in the game way as new direct expenditunes,
but this process docs not extend o iy expenditures already in existence.

expenditures Proce ey
to those that cover dinect outlays (Dffice of EPAC, 1986ac17-185),

Tax expenditores were defined in the Draft White Paper (Reform of
the Ausiralian Tax Sysiem. 1985) ax

Reliels or concessions in the ma sysiem (nol being a
basic component of the tax strocture) which reduce tax
liahility and have effoct on the Governmend's budgei
similar 1o direct expenditures. (Raform, 1985 :xiii)

Problems arse with both the identification and the measurement of
tax expenditeres. Their identification is prodicated upon the specification
of the basic or benchmark tax wncture, divergencies from which then
constinie s expenditares. To the exicnt that there are different views
of what constitutes the benchmark lax structure, estimales of the size of
tan expenditores will differ. As an illustration of this, the Treasory in
Hﬂnﬂﬁnnﬁhﬂﬂhﬂnhﬂw
Sunding Comminee on Expenditure (HRSCE) the revenue
fi as a result of superannuation-related tax cxpenditures 0 be
$1720 million in 1981-81. In snother submission, the Deparument of

million — reflects the much broader scope of the ﬂhﬁ.-ﬁ:h
included tax concessions in the form of lower s rates on unflunded
importandly, the concessional tastion of superannuation lamp suma.

L2



substantial. Estimates of the superannuation-related ax expenditurcs
alone put them at $2.61 billion in 198485 (Troasury, 1986:Table 3,
p.200), equivalent 1o 46 per cent of budget outlays on age pensions and
allowances in that

year,
Mot only is the concept of the henchmark tan sracture inherenily
qh“hﬂ&m“%uwmﬁu To

which

method has been used in Australia by the Treasury in itz

esumates. 11 ignores behavioural changes induced by the exisence of the
wx concession, and thus may produce 8 miskeading cstimate of the gan
o revenue were the concession 1o be removed. In this conieni, i i

iti
il
it
.
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i
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dodlars required 1o leave post-tax incomes the same as with caisting @
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in the income tax sysicm that can clearly be
identified as providing assistance 1o either individuals (e.g. tax rebates) or

investmeni
related o

leg

iy expendiiures —

Many

benefits for example — are excluded. Om the basis of

there has boen & clear downward trend in the cost of
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Tabla 11
Aggregate Tax Expenditures by Functional Category
Estimated Rovenue Cost ($m)
1982-83 1983-84 1984-85
Delanca -, -
Education 75 7 a1
Social Security & e i e
mﬂﬂ:m 3872 4296 4840
Amnaniies 396 203 172
Cuhure & Recroation B0 100 155
Economic Sonvces
“nckairy Assistance 4
1004 1325 16824
<L abour & Employmind 24 = b i
5 ] §
Gararal Public Sendces
‘Legslatve Serdces
“Law, Oroer & Public
'F’Eﬁl' . na ra na
Ohersags Rig 1 1 1%
Goneral B Scientific
Fesaarch na il o
shdmirisirative Sarvices [ B 7
Mot ABocated to Funclion 415 an 485
Total of Lisied hems B5TE Ba0s Tasa
Tetal reverus cos! as a %age ol
Budige! 135 115 1S
“Budget Deficit 1478 LI 109.4
of ol
FevauE o dul i
Ncome far provisions o8 g4y a4
i = nol Avalable,

M"I'u‘r-mrrnﬁm Siatement, October 19686 Tables 1
and 3; Budpel Paper No. 1, Statement Mo. 8, 1988-87.






gither the outlays on, or in, governmen! agencies
responsibie for Other measures include the
number of agencies themselves, the number of regulations, or the page
length ol the legislation. However, whils these

mmmﬂm“ﬁuﬂntu!.‘l cent of public
service hlﬂ!—ﬁﬁ.l‘ﬂnﬂ:htﬁ?ﬂbw
W‘_hd!lﬂuﬂﬂ“ﬂﬂ
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Tabie 12
Commonwealth hﬂnw“ . Stall Estimates

Avarage
Estmaled  Staffing
Loved

tanl (Stalf Years) (1) asa

(1) {2) %age of (2)
Parttahe
Aftairs 155 7847 19.8
m &

Frivegrment 408 20455 155
Afiorney-Generals 583 41852 128
Avatan 1330 10209.0 130
Communcatons &80 14824 452
Community Sendces 76 27834 27
Defence g 50 405808 0.1

Indussial Retabons 1242 8070.3 137
Franoe 105 2082 8 50
Foreign Affalrs 10 48927 0.2
Haath 1819 24509 40.8
Housing & Consinucsion » #9470 o4
-

12 23073 49
indusiry, Technology &

Commarce 307 85115 50.8
Local Govemment &

15 5009.0 0.3
Incustry 3500 %sN3 8.0
%l Cabiret 181 19725 8.2
Resources & Energy a0 2601 8 1.2
Science a2 25001 e
Trade 152 1825 4 L)
Transport (=21 16295 0.0
Treasury rall 215158 33
TOTAL 18430 202308 4(a) 8.1
Note: (a) inchudes n portiolios wih no enihed wlni'._
Sgwrces  Business Puview Unit (1388a), Amachment A. Bucper

Paper No. 1, 198587 Table 2. p5.
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provide assistance (0 industry (cf. Section 5 and Table 10), although the
of these two measures are bikely o differ. The

COML compares with o cost

share of federal expenditure of 1.0 per cend in the United States and 1.5
per cent m Cunuda, both in 1977-TR (Saunders and Kls, 1985:Table 28,
p.86). The regulatory employment shares in these countries in that year
were L1 per cont and 5.9 per cent, reapectively. On the basis of thess
estimates, it would thus appear that the direct costs of business
regalmtion in Aostralia sre cummently of a similar onder of magnitede o

|

i

VII. CONCLUSIONS

This paper has concentraled on issues mvolved in measuring the sire of
the Australisn public sector and how it has developed over the last two
decades. It should by now be apparent that this is by no means &
straightforward ek and, maore importantly, it is one for which there is
mo single all-encompassing indicator of size or growth. Based om
Accounts estimsies, public secuw outlays amounted in
196586 w0 43.4 per cent of GDP, and the public secior
mmumwm When these

converied 0 a form ¢ with estimates for other OECD

E
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‘A Vast Public Utility’:
The State in Australians’
Experience and Expectations

Hugh Collins

Introduction

Australtan democracy has come W look upon the Staie
o a vast poblic wmility, whose duty is 1o provide the
greatest happiness for the greatest namber.

This frequenty quoted observation is Sir Keith Hancock s (193(:72). It

the starting point for these refloctions om i
experience and expectations of the mate, for [ follow Hancock in
Mmhﬁuﬂvmdwmﬂj':p:ﬂkm:
residing i s
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the growth of government in Australia 11 then asks questions sbout the
politics of privatisation in the face of the Benthamite wadition It
concludes with some dilernmas of government and politics that the
Benthamite tradition and contemporary circumstances seem (o me W
pose.

Utifitarianism and the Growth of Goverament in Australia

The cluster of assumptions and values that | am characierising as
Benthamism can be seen (0 have a direct g wpon the growih of
mfﬂum:h-uhhﬁu : pﬂ:pultl?
o uate intervention and regulation. agenda for public activity
Bentham's scheme is i moderm: health, edecation and welfare



Colling: The Staie in Australions” Experience

dmui_—hnuvu‘hl.hnhm_hﬁuﬂﬂ



335327 132 mmM.mmwmm“ hit MM Wm_ mhwmwm
mmmmWh m_m mamMMMMJmM il m mw,mmN demmm
_ﬁ mam unm _wmmm uMMmmmwmm * mﬂm*mm muMmﬂm
R it
I
] Mhum ; uuauu z B i m m ﬂuuum ,M_ur

Mm_m.ﬁmm__m_mm%% iR



Calling: The Stare in Australions’ Experience

What distinguishes their approach is the proposal of privatisation as
a policy. Rather than serve as one instrument among many with which
o prunc and shape the public realm, privatisstion is prescribed as &
complese srategy for polithcal order. s program is offered as al once a
remedy for the extornal pfflictions of the national econamy (permiting a
renewal of indernal competitiveness) and as a dose of salts for the intermal

sysiem (curing the hody politic of the sluggishness imposed by a bloatwd

VigDris
bt 10 draw such fire is ot least & sign of polemical success.
] Girven the apparent marginality of the privatisation school, how s

Government, been unwelcome 10 a powerful set of imerests. It
is po doubd important 1o distnguish between the and those who
tnke advantage of tem, though eitimaiely the philosophen cannot plead
inmocence sbout the political uses of their work.  Afier all, who (avours

may be who bemelits

The privatisation movement seems 10 me fod only 10 challenge the
wwh“ﬂﬂnhﬂjhhhduhh

about this society and its valoes.

Let us begin with the British model. That the Thaicher example
will fail 10 sitract many of us is irrelevant, for the overriding
point is that the comparison with is The paticrn
of government involvement in the two socicties is markedly different.
Their public were undertaken or acquired for



compel further and closer Ues between the Hhﬂvmm
in the sttempt o define and defend the imerest. An old

is again clearly discernible in comemporary pobitics:  cattle

sugar growers, tin miners — in shomn, all those affecied by changes in
representation in foreign capitls snd inlernational organisations by
Australian diplomata, as well, of course, as increased coordination
betweoen those representatives abroad and these industries ot bome. In

reafstiz,
.ﬂhm_nm&nﬂmdm
Mnmrhm&m&mm
are working closely io absorh and the new iechnologics,
t channe| research and development into and sades, 10 provide
information upon which o plan. To be sure, for government w be

54
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difficulties of liberal democracy, thers scems o me linle conmocton
between the user-pays principle and the realities of volunry acoviry so
characteristic of Australisn suburban and rural life — activity that
sccounts. for much of the amenity of life in this couniry.

Finally, the privatisation school's diagnosis e<ma [0 me
unsubstantated. Despite the sssertion of & caal connéction between
gize of the public sector a8 & proportion of GNP and economic growth
and efficiency (James, 1986), the link has not been established
{Em.w{ﬁ. To a political scientis, assertions of this kind e
reminiscent of those theories that ascribed a particular external policy
(pacific. bellicose) 10 a particular type of regime (democracy,
dictatorship). History confounds such ideal-typical gencralisations; a
more finely-grained analysis is needed belore either the the comparisons
or the hypotheses bacome [ruilal,

Even by the standard of public soctor as a proponion of GNP, it is
not clear thal among the OECD countries Australia yet suffers from
chronic enlargement of the orgams of govermment (Wilenski, 1986). The
most serious problems of government in Australia wdsy seem o me 0
artse not from its size but from the sheer complexity of the issuses with
which policy musi contend, the fragmentation and frustrations im posed
by a federnl structure, the contrary demands of an increasingly diverse
society, and the vulnerabilines suffered by any relatively weak acwor in s
workd of stronger powers.

The state tn Australia may or may not be a public utility. Buin s
mot — ot lenst, not yet — wast. The image of Leviathan in the tide of
this volume is therelore inappropriste.  Nevertheless, it prompts the
recollection that Hobbes constructed an absolutist regime o relieve
individuals from the hazards of living in the state of nature, which he
depicied as a condition of wnregulated competition. The social
consequences of & srict application of the privatistion program risk
delivering us into a division between advantaged and disadvantaged that
would guickly resemble Hobbes's state of nature, while it political
consequences are likely w be just that strong state, or Leviathan, that
Hobbes proposed (see Thascher, cited in Heald, 1983:327),

Dilemmas of Government in a Liberal Democracy

To reject privatisation as & general strategy is not 10 admit complacent
satisfaction with the present stase of afTain. How 0 make

i How to keep ils activitkes consistent with iis purposes.
How o restore the representative clement in democratic politics. How
o secure, natonally and imternationally, the conditions for economic
prospersty. How 0 ensure an equitable distribotion of benefits. These |
ciongider among the compelling problems we face.
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In dealing with these problems, i i likely that some of the recipes
amccisted with privatisation will prove useful. Hugh Soretton has called
atiention 1 sch a case, but | pay heed 1o his examples of failure also
(Strecion, 1986). Privatisation may be effective as » technique; it is
nadequate as @ theory of government (Self, 1985),

This brings me back (o the starting of the Benthamile
tradition in Australisn politics. As a ton it has ossified. I
comservative, namowly inadequate influence in the central institutions of
our polity thas it may be 8 source not so much of growth as of

. In it it be that
S L e e
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that liberalism imposes extraordinary cthical
difficulties on us: o live with contradictions,
unreactvable conflicts, and a balancing between public
and privake imperatives which are neither opposed w0
nor @i ong with each other.

To west politics as less demanding than this would be mere pretence.
For Australia, the deepest problem is probably not that our government
in o big, but that as citizens we are 0o fail.
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COMMENTS
J.J. Pincus

Preier Ssunders's paper & particularly one with which o open.
In his paper, Saunders continoed two themes that have appearsd in
QECD publications for about a decade, beginning with OECD
Study in Resource Allocation Mo, 2, on Education
{July 1976), and expanded and amplified in Bconomic Smudics
No. 4, The Role of the Public Secior 1985), of which Peter

Couniry expenditures,
salled past one-thind.  And this is the sacond — Australia in the
years since WWII has been and remains & (comparatively) low o, low

many of us al '
“thﬁnﬂﬂuﬂqwﬂ'mmmﬂhﬂﬂ




data could seriously mislead 1 suspect that most people
would be inclined 10 claim that there are some things in which public
sctivity or presence is o great, and some in which it is 100 small
budger data conceal these excesses and shonfalls, and do pot
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Rexraining Leviathan

comparisons; when we do not read the small telling *Handle
wiith Care”, Dq'-:h.:hudhcﬁg:n e

data oo
comparable bases, | do not believe that we can yet y =3y that
Australians suffer comparatively small government.

Table 1
Estimates of Implich Taxes
1 1861-42 18N 1881-a2
Pubilic
mm“%:"&:"' 129 21 30.0 380
Produces
o hrord
“age ol GDP a8 as 0.8 -3
TOTAL 16.8 40.7 N8 418
* Wcludes some PTE outlays iater sxcluded,
** Figues is lor 1882-83 and is from the figure lor 1977-78,
Sources: 1029 Brigden Enguiny, 1865 Raport; vanous IAC
i A Barnard, Source in Easrnic Hisbory, Na. 13,
Soma Governnen! Financial Data 18501862 (ANU, Augus? 1G85),
1°d like now w0 wm o Hogh Colline's . The 19ih-century

colonial socialism he refers o amountsd o provigion

;

government

fulfil a worthwhile lunction with the claim that all government services
should be privatised. There is a clear difference between wanting 10
modify government and wanting to eliminate it aliogether. The former
scems i fepresent no thread 0 Australian socicty.
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DISCUSSION

Clilf Walsh (University of Adelaide): One of the oddities of
ﬁkmﬁmuh“uimﬁnﬂw

government services. Do we have any idea how much these smount
w? In the 1986 budget about 20 per cent of the expenditure savings
consisied of relatively minor increases in charges. These can hardly have
Hhmhhmﬁ.hﬁ:mmﬁmm
levels, and the goods and services concerned are being rationed in ether

:

Collins's utilitarian explanation of Australian on
strikes ma as & dingnosis in search of a discase. If i@ were the case that
the predominance of Benthamite was responsible for the

penomenon. The influcnce of libararian philosophy of the Nozickian
variety has been relatively minor here. The main impulse bas bocn a

]
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Achieving Public Ob ves with
¥ Less Honol:vm

Patrick Minford

I. INTRODUCTION

A bloated government secior is the root cause of inflation, because
are impellod © use moncy w0 finance themscives sooner



mre mol new, bt they have a “clasical’ or “conservalive” ring 1o them.
Nor indeed is the use of ‘consumer surplus’ snnlysis new in ascasing
the inefficiencies; that snalysis of course goes back w Marshall. But the
resewed confidence thal we can have in these old-fashioned ideas siemy

¥ (with some glances because [ am most
[amiliar with it and because it is mosi relevani since the problems in
Britain were mosl acute.



(2} Much imvolves poblic purchase on behall
ﬂmpuutl:ﬁtm.r;ﬂnﬂ are on ol
different from those that would have been paid had people the

i
T
g
g
§
3
5
]
:
3

[pencration and
(3) Public cxpenditure invarisbly requires taxalion, whether
preseni or future (if borrowing is used). It is usml in discussing public
expenditore theoretscally 10 assume that this anstion akes the form of
*lump sum transfers’ — lﬁm—’lﬂ‘l the oaly sort af tax

ai Value-Added Tax) and income taxes (incloding Mational Insurance
Fund contributions); they have also psed mflation, which wxes people
according o their holdings of noa-indexed financial sssets, how much
on how [ar ahcad the inflation was anticipated.  Borrow ing
without default (either explicit or implicit vin inflation) can only defer
taxation, but in practice governments often prefer 1o use inflation as 8
way of easing the debl burden. Whichever of these routes s chosen as
an alternative W poll mxes involves a loss of economic efficiency that
deserves 1o be studied as part of the public expenditure debate.
I now focus on cach of these aspects in wrn and evaluaie the
efficiency dimension of each.

Pablic Prodoction



It does naturally by hodging the firm around with protective devices.
m“ﬁﬁnmtmm.-ﬂqﬂ-nhm
majority of staie producers. are ncarly all the nationalised

new and inpenious ways of in practace. We ame bere interestad
in & rough idea of the orders of nnd for this purpose we will
stay with Marshall's original as further extended by Amold

Harberger of the University of Chicago (Harberger, 1964),
First monopaly power. lis cost 1o society is illustrated in Figure |1,
The monopolist sety marginal cost equal 10 marginal revenue,

0.5 * the price elasticity of demand * fip) - colicol?
n
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abave, there is the cost o society from consumers reducing their
purchases. On cach unit reduction, the loss is the differonce between
what that unit was worth w0 them (ic. what they gave ap by not baying
it) and the world price at which they could have obitained iL

The approvimation io these soarces of social loss are

lows due to subsidy = 0.5 * price elasticity of supply * #
(22 a propostion of prodoction)

loas due t aniff = 0.5 * price elasticity of imports * &
(a3 & proportion of imports)

The Cure in Principle for the Waste Due fo Public
Production

Long of shows that, il something is
publicly produced, it is very hard 10 svoid (he accretion W it of
suibataniial pawer of Thersiore, it ks utopian o

be private and simuoltanconsly for any residual power 10 be

broken wp, any protection o be removed — in shon simaltaneous
aid competithon.

This process has oo for the existence of the “wellare

Once this important point is fully grasped — and it has ot been in
much rocent debate — then both defenders and opponents of welfare

spending shoukd agree thai il nothing else, and

{from niow " " for shor) shoold be pushed abead. Coal, gas,
ruilways, hospaals, schools, car and all the other

ROw budmesses chould b ks,
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Minford Ackieving Public Objectives with Less Money

experiences of those who have dealt with protoction gangs woold have
con{irmed this already. The bribe is taken and the screw is lefl as tight,
aor tightened if the bribe s regarded as & sign of weakness,

So producer groups will resist, the public in gemeral will

nocessanily rewanding — task of pressing shead with privatisation against
obstruction. The early British difficulties with British Telecom

and NHS ancillary work are clossc illustrations.
We now tum o the socond aspect of public expenditure, public
consumption, where governments have shiwm much less disposition o
act, and where the dobate is hope lesaly confused.

Public Cowssumption

public purchase can be justified under cenain circumstances. This is
something that, once bought snd inswmlled, can give an extra person
pleasure or benefit at low or zero cost ("low’ means smalier than the
gverage cost of buying the product), including direct oot of wilisation of
indirect cost of inconvenience 0 other user.  The classic caample is a



Restraining Leviaghan
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membership or guest fee for those who like 10 be casual users: this fee

will ofien be set M marginal cost. The only justification for the state
taking over the club activity is if there arc 8 significant number of users
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“mhfﬂ:'ﬂﬂr:tmmwuﬂﬁ
shove in messuning waste in public production. poesibili

illustrased in Figore 4. Here we assume that the stae provides all that
people want of the good. The loss is the difference for cach extra umit

05* eif] +¢)

:
|
E
g
£
:
;
g
k

05er or 0.5er’
where ¢ is the implicit tax rate, 5 the mmplicit subsidy rate

Figure 4
Waste trom Free Provision ol Good to Full Extent
ol Demand
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This gives us 8 useful bracket on the costs of wase in public

ion of private goods. M is unusual o find & subsidy clement
low 30 per cent. Supposing an clasticity of onc., this would give a
lower limit of 12.5 per cont and an upper limit of 15 per cent. This may
well be the range of wasie on the public consumption side of the NHS,
for

Wo now tm 1o the thind aspect of poblic cxpenditure, mranon.
Taxation

practice, raksed astefal because of political fsciors. A
!me'mﬂ:ﬂzlﬂhﬂﬁphﬂmpﬁh
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o error.  Therefore, as far i
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o providing and
cotsumption. The main services that the e

These and other public goods are what the ste should be
(3) Public
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Thua the specific public good clements are best handled by specific
measwres and subsidies; and we assmime this in what follows,

The incflicioncy thal ariscs when the stale pasacs on these services
free or with & general subsidy was discussed shove. [ everyone had equal
income, the answer would be clear: et cach spend his own chosen
amount of resources on health services and health insurance, and on
education, The inefficiency would disappear (the specilic public good
clements being taken care of as assumed),

However, this brings us 1o the core of the “welfare state’ debate.
Incomse i unequal; therefone under this sysiem, the poor would have ke
access 10 health and education than the betier off. Some go on 0 argue
ﬂnnﬂlﬁﬁhﬂ'ﬂd sy oqual} access for the poor the
state must buy and education and then redistribute it Bul as we
have seen, stale provision involves inefficiency, which imposes a cost
on snciely as 8 whole.

Asiuming — a3 wo do — (hai one objective 1 © pve the poor
sccess i) noccssary health and education, can we resolve the
conflict between efficiency in consumption and this objective™ The
#_mhm l;runnm-rnhnmmhnnmm

objective of aocess to the i proceed ks o
ﬁuhmﬂuuhﬂm&@i—mn
nit inlendad 1o be divened o other expenditon, whether food, opera oF
bingo) io the these means o jus these services (eg. by education
vouchers or by subsidising health insurance), Society can decide the
level of suppori it wishes o provide the poor snd then allow them and
everyone clee o this support and their own resoorces on baying
tl*tﬁ and education services

support — given socicty's preferences — should be means-
tested. Society wishes (o belp the poor, not the bemier off; indeed it is
precisely the open-ended subsidy now given o all that causes the chronic
crisis in health and education.

We now examine carclully how this proposal would work in health
et education.

Health: The assumption will be thal healith services are paid for
by the individual and that he buys full health insurance, stroctured in &
uﬂmﬂﬂlﬂ:nﬂmhm“ﬂhﬁ
concern of ﬂﬂmnmm
MEETENCE. Tﬂmmﬂdh by providing & mesns-iested
mibaicy 1 health imsurance; thim subsidy could be paysbie on prodocton
of the bealth insurance cenificate evidence of income, However, there is
8 serious problem with this method of payment: that yet another means-
tesied benefii is piled on top of an already complen taa/benelit sysiem,

the poverty rap.

There i a better way 0 achieve the same &lfect, The concem of
sociely 18 twolold: 1o help ihe poor o schicve an above subsimence
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Higher education: Higher education i guite different in that it
ﬂnmnmm Thero is no case for & genemnl subsidy 1o

(4) The efMiclent reliel of poverty over the life cycle.
Wi have already seen that the NIT can elficiently relieve the poverty of
those in work, while carrying with it conditions on education and health
standards. We bhave also considered the major arcas of public
consumpiion. We have ignored an imponant asca of poblic expendilure:
the transfer payments made o the unemployed, o stsle pensioners and o
the disabled. We consbder these now i um.

Unemployment benelits (including supplementary
benefits paid to the unemployed): Just a3 in the reliel of

incentive. 50 with the beneiit there nocds 1o be a cetling
on he fux ke on the act of going o work ot all. Thia could
be Hiﬂpﬂﬂﬁhmm-lnﬂmﬂwﬂ
net earnings.  1f introdeced a1 & ume when maes on e low-paid were
being cul, a3 the ideas sot out in this amicle will surcly msie possible,
then, while the introduction of this ceiling would indeed lower benefits
of those the tax cuts would raise the net wages
available o them il o ke & the improved
W-muwwm uﬁﬁ%ﬂu -udnhh
incresse the incentive i ke sdvantage of thess. & change womsld
be highly defensible from sociely's viewpoint both pracucally and
miarnlly.

Pensions: Femsions are in the same category as health: a mater
for personal investment but one that society is concemeod that everyone
should underake and also is conoerned thal the poor may skimp. As
with bealth, belonging W an adequate pengion scheme could be
compulsory by law, snd evidence of this should also be made a
precondition of receipt of NIT. The retirement age in the pension
scheme should become a matter of personal choice (subject 0 some



MRS THATCHER'S REFORM PROGRAMME: A

CASE STUDY

eetraining Leviathkan
Sickness and disabilliy insuranee: Similar principles ,
hmummuwﬂMﬂﬂ:ﬁnﬂ
evidence of minimum insurance.

¥.

-

recently of course thet of M. Chirac). In its own lerma it has been

The privatisstion program has captured intemational attention and bod o
emulation by other markel-onentated governments (most notably and



both i raiung amounts of revenue through

amet sles and in improving the eificiency of the previously nationalised
sector, It has been mttacked predictably from the left but also by free
markel economists who wanied more competition inroduced with
privatisation. In fact, competition has been introduced cautiously i at
all, e preferred model For the large publac monopolics beung regubaton
wmmmhwmmrmmm
This has meant that the gains in cfficiency have come from
liberating producers from detuilod povernment intcriorence — with their
capital progmmme, borrowings, and day-lo-day decision making —
rather than from consumer pressure (except that of the regulatr), These
gains have sccordingly shown up i higher profits (Amersham) and
rewards for managers and workery (Britsh Telecom). Appendiz | gives
Ihr;lﬁ-'p:;;rmuﬂ. Aﬂ!“ﬁrmrﬂu&d
sation has also prodit gains in other natonalised ndustries such
ad British Airwayi, the Mational Coal Board, and Brituh Siecl; here



Rewraining Levicathan
The Tax/Benefit System

The sysiem the Conservatives inherited was one in which marginal
rate (ohyipuily the key concepl from the vieswpoind of incentives) were

wery high for two main groups; those on high incomes aod those on low
incomes. The former faced high personal tax rates nising 10 &3 per cemt
(and 10 98 pér cend on ‘uncarned”’ ncome, i.o, that generted by previous
efforts, cither their own of their ancestors”).  The latter faced implicit
rates of up 1o 100 per cent, or more on (a) the decision 10 work rather
than to remain unemployed (the ‘unemployment trap’), and (b) if in
work, (0 work for more pay (the “poverty trap’). The rates became 5o

because 10 the eaplicit marginal tax ratc had w0 be added the

In responss the governmeni has scted cautiously, reducing the Wop
raie of pemonal s 1o 60 per cent and abolishing e differential rate on
ungarned income., This remaing an exceptionally high rate, and the yield
of the higher personal tan rades is trivial (around £2.0 billion) assuming
no sipply responses or evasion. On the other hand, experience indicates
umm?mﬂpmﬁmt'm'rmm
is implicd by recent US cxperience of custing the wp rate o 30 per cemt,
afler which revenuse rose strongly,

For low incomes, the government has instituied & recomt reform of
ithe benelit sysiem, hai cul the sandard rale of a0 29 per cenl, has
radsed tax thresholds since 1979 by 21 per cent in real serms, snd has cut
employers” National Insurance o 5 per cent from 9 per
cest. The benclit reform brings the wop marginal rawe on working for
mixe pay down 0 around 96 per cent, but st the com of exiending this
rake over & larger section of the income scale; it does w0 by using an ides
suggesied in Minford et al. (1983) of relating in-work o nel
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Matthews and Rastogi, 1985) supports the view, while a recemt
Department of Employment sorvey estimated that | million of the
mnemployed were not serbousty interestod in finding work.

mmmmﬂunﬂmmmulﬂh
a change in the climate of both intellectual and popular
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Eﬂ * Cause and Cure, 101 od., Martin Robertson (now

, Orflord,
Minford, Patrick and David Peel (1983), Rational Expectations and the
;Lm:.m [mow Hasil Blackwell),
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Britaln
{a) Privatisation
Company Partormance since prvarsaton
dersgulation (Sowce; Financial Times)
Brah Awespace Saden af record leveis; orders doubled.
Cpble and Wirslass Pre-tax profits mare than doubled.
Amaisham intemational  Turmover up 20%; pre-tax profits up 22%.
Mational Fraight Comp. flEm 1883 pravious year only
birokin evan.
Britod Post-tax profits up 35% n 1083,

Aanoc. British Paria

Profite up from £1.5m o £8.8m in first hatt
yaa! folfiowing privatisation

Contracting out (Sources. Public Service Fleview and press reporta)

{1} WS ancilary service: Savings 10 District Healh AuthorRy

esfimated o €5, 4m a year,

Authuarity Cp.a
S e
Huntingdon 200 000
E. Surray 150 000
Aadbridge 143 000
(i) Local Autharity Savings to local authorities estimated ®
SR .
Marion BL.C. 1 800 poo
Wirral B.C. 1 400 000
BC 1 300 000
Kant B.C, 1 100 00
o o
Southand B.C. 800 000
Eastbourns B.C. £00 000
Mifton Keynas B.C. 488 000
(Estimated parcaniage savings on conracted out about 25%)
Cortied mext page
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Appsndlx 2
continud

) Demgulation (Source: Press reponts]

Transpon Act (1 Batwsan 1080 and 1583 laves on long-
(Y distance bus illm‘:nm-h
40P i eal b, Saven hundred new
WMMQHMh
Haralord bus axparmen B - P

popular routes ard o busas for
AulburtEn COMMUERTE. fall by &
third,

Ofl and Glas Act 1082 Sirca The Act. 70 vwells have been drilled =
thia Seutharn Basin of the Noth Saa (o

previous
Hoalth and Social Tha Tty oy’ b thes dispansing
Security Act (1984) mnd of spectacies hay resullad in
cut-price baing availsbla in
and mors compatitive pricing
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worse than market fallure, cenainly holds considerable sway at the
intellectual level and has found some infloence at the political level,
even among ostensibly social democratic parties: during

election campaign, when balance of payment crises wem
everyons's mind, Pime Minister Hawke was effectively obliged o
humummmm-mmlmmmm

(thai by the Faderal i o reswrain spending prowth o 2er
real increnses over its germ of office.
There is an inleresting — and — contrast here with

Wisile i i true thal reform of the e strocture can redoce the “burden’
— the excess burden associated with non-neutrality in the ta structune
— of raising a given level of revenoe, in the end it is he level of
government spendang that really descrmines the burden of aaaton



Rraraning Leviathan

While some argued at the time that the Tax Summit was focusing

part — and possibly the pan — of the revenue

of revenue aquivalence wan as the within

which reform was 0 be considered. Mot only did this fail © duc

WMhmﬂmnnMI n:ﬁ
tax reform because redistributing the same

mmcdﬂ resimance among the ievilable losers in

absolute terma. Emdlth it put the whole discussion onto a

basis in which potentially reform — the tx hase

might
sgain. 1 will briefly discuss the question of imposing control
mochanisma, but this matier is more thoroaghly examined by others in
this volume.

The central parpose of this paper is w stemp o dentily ways in
which public spending might be reduced. Since it is intended wo be an
Australian companion paper to Patrick Minford's contribution w0 this
volume, | have atiempicd way towards presenting my
mhmﬂhu&-ﬂhﬂﬂmﬂnﬁm
(soe, in particular, Minford, 1984), withoui being in any way
consirained by his directions and conclugions.

In Section [T, | consider whether, and in what sense, it might be maid
hpﬂkmmmhm In Section II1, 1 wm o

o o (R

sctivity thould be lesied if we are serious aboul sttaining our
ohjectives st least cost 0 society. In Section IV, | draw oul some of the
implications of this discussion for potential spending cuts,
consader the 1986 Budgel wvings caercise in this light, and retum o
questson of introducing coatrol mechaniems 10 help sustain reductons in
pending, once achieved. Secton V offers concluding remardks,
I do not claim to offer an cahawstive trestment of the
Indeed, in some respects | have gone besa far in identifying specific
than many pre-Bodget “hit lista’. My purpose, however, has been 0 re-
st the agenda, 1o focus on the big issues in 3 way that is essential if
real progress is o be made in cutting hack on spending by the public

H

1]
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soctor. Until the major principles are clearly accepied, the chances of
fundamental reform ame alight

1L TOO BIG OR NOT TOOD BIG: 15 THAT THE

QUESTION?
To =y, aa | have so for, that of political failurs snd
for & spending cultsiax reform package suggest the of

ndn:lqpuﬂhmngil:h_ﬂﬂﬂjhmﬂhhlhtﬂlﬂhh-

Mnn“hmﬂhmumﬂtﬂmn
ing is * % coniexl,
nlﬁh“ﬁpﬂhwm “HHHIHIH
""Il"l’r reflocting maCrOCCOROMIc principics, would

government in these Lerms, ¥y, however, there i
no suggestion in this line of argument per se that the cuis need (© be
other than temporary, in curment circumstances the argument
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Accountng, conventions would be

that a8 it may, this brief digression leads me w0 8 few
wm“-‘mwﬂﬁﬁ" For one
thangg, it is evidens that some steps that be regarded aa desirable in

 concessions imto eaplicit subsidies might be less easily
sustained for being made caplicit) actually would cause public spending
as measared, io rie.

spending maore — mare with private secior
spemding — reflacted 1ol spending, including ihe subsidy equivalent of
x concessions and 0 on, | am not that this would be

easily achicved i all respects, nor that it would act invariably to induce
beaer policy decisions in the world of real politics; but somewhat rough
measurcs of what & relevant are surely 1o be prefermmed o an accurae
measure of what is not
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This is not 1o say that all sctivities will necessarily be
overeapanded: the whole paciern of activity will iend 1o be distarted and
conceivably wome activities wall be operated af inefficiendly bow levels if
predominantly serve the imerests of less powerful groups. Nor is it

L1

Hl. THE NATURE AND CONSEQUENCES OF
PUBLIC SPENDING

Toml pubkic secior outlays in Australia (by Commonwealth, Stse and
Local Awhority Sectors combmned) as & proportion of GDP was 41.4 per
cent in 198386, or almost $99 billion, as measured. Although not
central to my themes, it is interesting 10 noie that public sector outhays
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Suatcs and kocal suthorities, Commonwealth Soctor and combined State
and Local Secior outlays for their own purposes each urum
about hall of ihe fotal (21.3 pér cent of GDP for the
Commonwealth Sector, and 22.1 per cent for the Ste/Local Secior in
I985-86) — o sitmation that has apparently prevailed, roughly, since
Wiorld War 11,

Equally importantly, as | mentioned earfier, of total public sector
outlays only a lintle over half (56 per cont of the total, or 34.5 per cont
of GDP) represents net expenditure on gooda and services (real resource
ase). The remainder involves transfer payments (personal benelit
payments comprising 23 per cent of the woial, interest payments 12.4
per cent, and subsidics to enterpriscs, grants, eic. 7.6 per cent) and (very
small) net advances 10 the private secior. Berween the Commonwealth
and Stase/Local Sectors, hirwever, the divizions beiwoen nel real resource
use and transfer payments differ substantially.

Over 73 per cent of the Sue/Local outlays are nel expenditure on
goods mnd services, involving provision of edocation services, hospital
services; law, onder and public salfety; roads; public bousing. commumnity
mghﬂumﬂ—lhﬁﬂﬂﬁumn-ﬁ+
sowemge, oic.). And of the balance, over hall goes io inleresi payments
on outsianding dabt 1w the seChor.

For the Commonwealth . by contrast, 64 per cent of ita
outlays on hmmnﬂm-ﬂhm
benelit payments {46 per cent of Commonwealth outlays) and nlerest

o which are roughly equally between ihe
and Bactors and (a Gitle more herween real resource-
using sctivitics and ansfer paymenis. Swate/Local Sectow






resourees, which are thereby dended o privase scior use.
Two further wands of caution are also necessary. Fim, exhaustive
expenditures (even measured grosa) do not represent the full exwent of the

om legislative services) represant only the tip of o regulstory iccherg
explicitly intended 10 affoct allocative decisions. Second, exhaustive
expenditures cannot be regarded as purely allocative: the way they are
funded and supplied may have substantial impact on the distribution of
well-being in socicty and in some cases (especially health, housing and
education) there appears 1w be an explicit intontion o engage in
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apending > “HMEH mw.
of reci there is &
Loa. mmmum}mwm
taytransfes can result in substantial losses of
income through supply effects on both “donors” and * 3
—u poind t0 which 1 return later (see also Bascand and Porer, 1986, for
mﬁmﬂ-md’?‘"ﬂm-mﬂh j
Finally, though distinguishing
Hmmmm:nmﬂuﬂh-ﬂ:m,h
i clearly not appropriate 10 focus on either *Soctal Securnty and Welfare'

Evaluating Public Speading: General Principles,
Strategies and Options

With all this a8 background, [ now tum 0 consider a set of general
principles that might appropriately be applicd in evaluating whether and
where reductions in public sector spending mighi be achicved.  Although
agplication of these principles may be contentions in some respects, i
seefns bo me that we might st least san from one general presumption
that, as | see it, anderlics Western liberal-democratic views about

from firm and the objectives of public secior
istervention as well as the cffecuveness of the of
programa and 10 schicve those objectives. To suggest that
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be run with the minimum of resources consisient with anainmend of
their ohjoctives, this form of cvalustion ofien presupposes not
only ihe pre-existng public secur involvement i1 ungquestionably
desirsble but also that the existing public secior provision of services is
boyomd guestion as well.

As o form of evalaation, then, reviews of cfficiency and
elfectivencss should be seen 1o logically succeed approprae snawery 1 8

in which markes {milure can be w0 occur, and increasingly W
eammining where, despie market political failero may be cven

exist), non-competitive markets (especially where natural monopolics
extst), and more contentbously, menit goods (where ‘benelil evahustion”
probikems exist), as well aa the noed w care for the interests of the noedy
snd disadvantaged, have been waken o justify wide-scale government

INBETVETLION.

. the of sach s given rise o ot
lenst three problems. creative minds have boen encouraged o
‘discover’ examples of some form of market failere virtually everywhere,
evon where it clear that privaie mther






cindvantages)
competition is prevented in the compulsory come of the stale scheme., and
private supplementation is limited as well {c.g in relation W gap
insarance and 8o an).

The social costs of this protection of public sector production are,
however, subsmantially larger even than Minford suggests. In the case of

privaie . These lowses alone, be suggests, might
e valued ® as much as 10 o 30 per cont of wmover in relevant
{one might add, of course, that other costs may occur, such as a slower
rate of adoption or scarch for improved iechaclogy). However, even in
the case of marketad services the social cost i likely 10 be much higher

t0 — and, 0 & greater extent even than monopoly privale socior
suppliery, be able 10 — convert what otherwise would be profin
into genersl revenue, or o finance capital expansion) into ‘rents” & the
workforce and management, in various ways pushing up the costs of
relative 10 those that would apply with private production.
Of course, monitoring devices will be applied o stiempt 1o limit

these and public secuw orpenisstsons are likely w0 be
forced into undenaking activities sechor counterpans woakd
nol, using cross-subcidics and o on Hartley and e, 1986,

for & recent [ascinating analysis of yuch issues). But in o sense this

the costs of public supply would be vinually as large es the entire
benefit that would sccroe from market provison. In most cases, il
scems more likely that public supply of non-market srvices will
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public secior subventions

moare &0 1o the earlior

In relation o this argument — and

J:‘!*

) publict
o e

well be those
would harm many of the neady and

like
Tnmwlunulhdmﬂqﬂhu

about private provision
Bservices — there moy

H

Suggestions

arc all income transfers, implicii and explicit in
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roquired for neasons of mcisl equaty o justice?
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and what form should they take?
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from beneficiary status. This s not w0 deny the case for a safety net of
some sort, of course, bul simply 0 recognise thmt incentive and
disincentive issues are fundamental, even in a caning society.

I¥.  FROM INITIAL REDUCTIONS TO SUSTAINED
RESTRAINT
This rather lengthy duscunsion of principhes has, inevitably, been

illustrmed with & relatively Ilnindrupalnn-phm
predominandy from education, heslth and public housing, and (though
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expand in real lermy by sEvers in capilal transfers and
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recoverics, and minor program cuts and
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repon of strategic planning issucs, and the House of Representatives
Expenditure Committee’s 1979 repont on Parliament and Public
Expenditure, which also had moch w say about these and related ssues
that remuin relevant inday).

muomatic effect, and 1o that exient ot least oqually :t
posaihilicy of trying to establish thorough-going indeation

mlrnlu: Mtrﬂﬁlhﬂﬂﬂﬂﬂhm
':mm-' Th.nhu:;}uhm huu.. bt it is Irﬂ':
mnmﬂmnﬁ;hdﬂhwm-

i
|
|
|

v. CONCLUDING REMARKS

Governments have proved themselves o be pretty adepd o increasang
spending: one might almosi say they are naturals ot it They have yel
10 prove themaelves anywhere ncar s adept 8 controlling and reducing
spending. Despite some changes in perspectives on government and its
phmunwiuﬂmhu.ﬂﬂhuﬂmrham !
generalised 'public will® 1o reduce spending, the requisite “public way
has not yet been found.

mmhmurm,u hiillhlhn-:'
procedures andfor processes w0 culs once made
indeed, give those with for determining spending levels
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DISCUSSION

Edwin Brooks (Riverina-Murray Insthiote of Higher
Education): Professor Minford seems 1o argue that privatisation is

privatisation with any sort of thrust within the former stase:
run industries, If one simply over public enierprises 1o very large
moanopolics ly transnational) then one may be changing the

As for the chareholders of Telscom: sold & prospecius
-hi:hlhq mum;wﬂm :nnm:mhr



sure that it"s the most desirable machanism, since & lot of people (such
as stodents and part-time workers) are on low incomes only very
. 1 nlso fear that we would be under constant pressane to mise
the minimum, which would impose serious costs in werms of labour

supply effects.

Peter mu{;:.u wmm Cemtre): l'mﬁ:l:
g hodheeg. iz Suspb orkross oo sy S

i
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L THE SCOPE OF BUSINESS REGULATION

Regulation reaches inm all activities. In many of iis guises however it






Moran: Scope. Costs and Beneflts of Businews Regulanion
The Governmeni's Approach

The wne of the federal govermment”s o deregulation was set by
the Prime Minister when he addressed the Business Councill of Australia
in Soptember 1984. Omn that occasion the Prime Minister sald, 'l am

Broad Types of Regulation

Regulation is desigoed w0 overcome market (silure. U i commonly
categorised by its purpose into secial and economic regulation,
though many regulations straddle the it aspects.

Economic regulation may

* prEEmOLE Ccomipeliion,
= be s means of rationing cerinin scanoe goods;
= moek o foster economies of scale; and

*  pompoheas for corain commumity -wide ithai ranssctiomng
fuil 10 recognise. <

Commonly ii also has the cfloct of advaniaging cemain sectons of the

mpﬂlhﬁhrhnﬂph,nhﬁ:uuﬂ or mbsidies
domesuc producers of protectng incumbent firms -inﬁ-.l
nysiem.
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frequently seeka o provent by
itself undenaking the producton of supply of the goods or service likely
o be Other forms of economic regulation operate by

vﬁ&hmmuqumhmﬁ-ﬂ.w?ﬂu
the use of particular distnibution modes; ofien & combination

i1 THE GROSS COSTS OF BUSINESS
REGULATION

mdhﬂnw-ﬂmu
e on S © boskmion of Sl offical
costy 1o business of
with appropriste information 1o aflow regulation is subject W & number
of estimates. In the United Stades, the Federal
hpﬁlﬂnﬂuhu placing these costs at over five imes those

of
the government. Based on & limited sarvey published by ihe
Confederation of Australian Industry ks 1980, we opied N mre

138
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conservative figure of two imes the costs incurmed by government. This
ﬁ?hmmumhuwﬂmuﬂmn
The more significant costy — and the area from which benefits are

costs include such matters as faciory modifications, increased prices as o
lﬂd’_rhnlni.d product modificstions snd s0 on.  Weidenhaum
drew dowrens siudics o compils regulaiory
mﬂmﬁdhﬂnhpﬂﬂnmﬂ by the:
Us He generally sdopted the more conservative

i s mange of studies was available. In aggregme these
compliance costs came 10 & valee equal 10 20 times the expenditures
direcily incarmed by the federl government.

The BREU For o complisnce cost fgure of wen dmes public
expenditures. from wishing io err on the conservative side, we
were also mindful that the very significant complisnce couts covering
trucking, then present in the US, were largely aheent in Australin’s
unregulated industry. In the US, the Inierstate Commerce Commixsion
wial responsible for nearly 30 per cont of Wieldenbaum's estimaic of toial
compliance cost and had & ratio of compliance to administralive costs of
mll:lahh::ld Ihﬂuﬂmnqlm the annual

" COm, B
T“h#ﬂhnmmm
in

billion, or 9 per cent i 19 per cont of GDP,
I might add that these costs do not include resources
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A more telling criticism goes 0 the nature of what these cosis
mcan. As in the casc of laxation costs, (0 which regulation costs are
akin, the measured coat is somewhat different from the economic cost
Thuss, b would be ingorrect o argue that as the gross cost of govermmend
amoiants w0 42 per cent of GDP, this constilutes the magnitude of the
BEONOMIC oL,

All regulations, like muation and publc speoding. produce benefis

o a 100 per cent reduction this would mean a net benefit of
sbowt 1.0 per cend (a siraight-ling multiplication would exaggerate the
figure bocsuse the distonions from higher kevels of wrilfs are greater than
those from lower levels). This net benefit would be reduced 10 the degree
that there ame sunk costs in some industries, but increased if improved
sconomics of Kalks were 0 emorge.

Il. BENEFITS OF ECONOMIC REGULATION

being heneficial impacts but are not without their costs. Such laws

* e orgeind aguine monopoly;

+  soek o cnsure that supphens Fdhmw-ﬁ
mjunﬁ-“_u.uhﬂlﬂuq might otherwise
ichose. i0 purmie.
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mmm There are, however numerous cxamples of
rogulation that was uﬂﬂiﬂﬂﬂlﬂum
being “captured”, by producers secking 1o

their positions or by consumers sceking o ensure lower prices than
could be justified by costs.

The case for regulation to combat monopoly exploittion is
soundest when natwral monopolies exist  Basmol's (1962)
wmummma-mﬂm

E
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Second, it can be argued that, without the restraint of competition,
m#um“uﬂ“hmuﬂ
costs have been incurred in & particular sctivity that would o be

with listle residunl value, if 8 marginally bener facility werne

by a competitor, It s srgoed that the community would be
bener off if the original facility were retained and phased down gradually
and the resources required for the new (acility applied clsewhere.

Again, the criteria for making such decisions are difficult 1o define.
Moreover the immediate eclipse of one means of production by another
murginally superior mesns i difficull 10 visualise — the former would
respond by reducing (s price and gradually being phased out. In a recent
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Fifth, econoenic regulation is sometimes justified on the basis of
the “rotten apple” argument. One firm’s activities may affect customers’
perceptions of other firms. A case in point is quality control in rural
exports. It is maintained that without control, poor quality produce from
. Although frequent in hﬁmm

wune
quality verification is rarely seen elsewhere — even where there i
comsiderably more poiential capacity to damage customers’ bealth, eic.
Caality congred of exports is often supporied by the industry ss 8 whaole,
bal it is rarely supported if the individual fiems are made W0 pay the cosL
When the processed fruit and vegetable industry was made w pay half the
costs of Commonwealth inspection, the various firms concemed very
quichly came o the conclusion that the benefits they derived from this
service were inadoquate o justify I Sech control may, however,

i

the pro- or sati-compelitive calegories: firsl, where there are
“externalities’ or benefits from an activity that spill over 1o the
comimunity as @ whole: and second, where property rights are impossible
to define in such & way that an unmegulated competitive industry can
munﬂwﬂbﬁ?

Suppor for regulavon in the form of subsidies w ensure that certain
sclivities are promoled is usually hased on iex effects accruing 1o
the rest of the commuasnity. It is frequenidy that the rewanls of the

involves moving inio the murky walers of
The case for markei rewands docs, however,
sk substance with o research and becanse of ihe
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mmhmmrﬁhkmm.
body of regulation. In radio and selevision, it is claimed

ii
E
E
i
E

A more case of unownable resources, the regulation of
wihich i unavoidable, is found in the Gehing indusry, Fish in the ocoan
e COMmmHn and have different valoes upon their

In light of that, all sorts of regulations become counterproductive:
rifls, subsidies, cocopational licensing, shop trading hours, restricied
eniry inio brosdcasiing and many arcas of ranspon, primary indosiry
marketing organisstions, and price restrainis on such matiers as
petroleum prodects of budlding rents.

Eguity and the Role of Economic Regulstion
Some of the mtonales for economic regulstion we based on equity

considerations.  Cross-subsidisation appean 0 be & major justification
Fir mvuch of the sconomic regulation of Fansport and communications: it
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previously was used 1o justify the regulstion of brokerage commissions
and remains ai the hean of regutation of corporsle wkeovers.

mﬂuwmhdnmamn Hﬁh:'
difficult for a franchiser 1o remove a poorly performing :rI:
inust o0 new OPErAling aTAngements in b ket
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BENEFITS OF SOCIAL REGULATION

Iv.

While a forceflul case can be made against most forms of economic

regulation, the case againsi many aspects of social regulation is less

n.uhﬂuuﬂiﬂuh:nnﬂrﬁ*mmwn
mnnﬁu prices accordingly, It therefone brings

it

, the case for social regulation is underpinned by

several factors that the market may not be sble 0 deal with. These sre

conditions.
Philowphically

l':ll:hi

effects that transsctions might have on thind parties, the

the spillover
ﬂl!inlhn

of obisining recourse at law lor cenabn damages, and public
the noeds of consumers may impose coss on poople not

o the
-'m'ul.hu

have beon
!illi-'

il

h-ﬂm_m
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Laws on driving hours are intended w forestal] the imposbion of some
individuals’ risk profiles on the community as o whole. That said,
sometimes this form of social reguistion is introduced for mapprogeiste
reasons. An example wiuld be forcing non-onionised or entrepeeneurial
workers b sccept reduced driving hours negotiaied as an improvement of
conditiong by unionised worken who wuh 1o ensure no loss of relative

The inevitable cumbersomencss of legal processes and the ofien
mm“h-muwmmm
camse market failure. Even though the aggregate cost of an activity may
be significans, the damages st law for any affected party will frequently
not be worth the inconvenience of armnging coalitions of similarly
M:-ﬂ:;:: u claim. L

Finally, morality may dictase supplying cerain needs
shall not constitute a legitimate business, even where third parties are

|

of death ~ for example if a market were available for Russian
rouletie players, even il the considered the
reward commensaraie with the risk, 1 be forbidden. Less extreme
activies such a3 cock-fighting and have been outlawed

in many countries. Such morsl proonds for regulation have as their
rationale that allowing these activities would undermine deeper ethical
values W the detriment of society as 8 whole.

Moval questions aside, many writers doubt thal social regulation is
ceaferring net bemefits. In the United States, Hazilla and Kopp (1985)
estimate that betweoen 1981 and 1990 environmental quality regulations
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ﬂnﬁyu“hm;—ﬂmﬂmﬂmd

Indiesed "
ve advantage on catant an sdvantage that the Chicago
School's *economic theary® of regulition posits as & majpr cause of

. however, those calling for regulation do not belicve
costs of this type will be passed on in torms of higher
or reduced levels of employment, sometimes claiming that the
regulation will itself bring a beneficial impact in employment lerms.
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To test these various claims, the Commonwealth now requires
Rogulmtion Impact Susements of major new proposals in which the
redevant conts and benelits of regulations are compiled and examined. To
h“m.m-rﬂ-:yrnqﬂn_ﬂ'n
Intzgrated cconomy-wide model. In practice Recemary o seiile for s
somewhal less complex analysis, especially where the effects of the
proposed regulations wre not capable of being captured by such models.

Y. LABOUR MARKET REGULATIONS

I have been ashed 1o place some special emphasis on labour marker
regulation.  Fifty-seven per ceni of the Australian workforce is
unionised. This in itself need be no more of an economic disiovtion than
if & similar proportion of employers belong to industry associstions.
However, where closed shops operaie, as they do in & grest many

Unlike the professions, which are constrained by codes of cthicy and
eoe themselves as working in the tnterests of their clients, undons in e
pﬂhuun&hmummnhﬂlﬂ

oulput. If a growp is o an improved
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bul, since both partkes are
mctivity, it could ke many

Edﬂ
It does appear, however, Robe River aside, that employers
seck o overturn the mmmﬁhtﬂﬁm:::
mare frequently refuse 1o shide by them, The Hancock Repon rejected
151

or 4 the sEme sctivity overseas. Such

remain free 10 leave for beter paid positions, A
(=i ii]

in either direction. Should the Arbitration Commission
mmﬂwmmﬂmmu-—du
h-ﬂltﬂuﬂﬂmw wages. Should the
wh“ﬂuhdhnﬂ.mnh

markesl, the

Amﬂill Arbitration Commission presumably secks 10 make
decisions that emulate those of a market solution.  But it will generate
0 reduce the more marginal aspocts of their activitics or ke thear wkills

muumhuﬂﬂ-u-h Incorrect docisons
processes will eventaally restors
likely o have cerain sunk

-ﬂ-.-.qiﬂ N0 oller activitien
decades by wana ciases.
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the notion that the Commission is an umpire, noting (10.301) “an air of
resignation sbroad that the of mnctions against unions
i extremely difficult, if not impossible’, To the extent that this is true,
some mymmetry is likely 10 operaie with a bias in favour of
remuneraiion levels above those the market would generute. If wages are
ast above (hose of & market determined ootcome, & transler of income
tskes place, Those with jobs enjoy higher levels of purchasing power s
hﬂmﬂmmﬂ:nl:"mﬁ:numﬂnm

« il the exponse and reduced opportunities for
profitable investment,

This view rests on the notion that the rogulation of wages simply
means some natural wages share is reallocated. Examination of the share
of wiges in Australin's groas non-farm product shows it o have risen
mmmwn-,phmlFMnﬁTT:ruuhhﬂ-lm
before retuming 1o it longer-term average. main difference between
the heganning and end of the period is that uncmployment had risen from
under 2 per cent 1o over 8 per cenl.

It oversimplifies matters 10 talk in werms of immutable shares of
GDF withowt considering changes in wxstion and inflation, both of
which would affect the varions components of GDP. Adjustments ©
take these maiter ino account tend (o show the wages share saill
T%mmhﬂmhﬂh propartion of

wWages carmedl producing public goods and
services). Nonetheless, if wage regulation, in whatever form, has
umply rodistributed the wage share of GDP, there is o transfer from the
utemployed to the employed. Some of this would be taxed in order w
pay unemploymen benefits,

However, this is an unduly sutic view for two reasons.  First, the

unemployed are not o national income. If they were
wwm- contribution, though one less than
the average thal they arc likely o be leas productive (or have less

appropeiale skills than the avernge). Second, requiring income 1 be
aed to allow commumgrion for thisic who wre snemployed causes a drain
on savings, The of Australia’s national savings to gross
domestic prodoct has quite markedly over the pasi 15 years. This
denies Ausiralia resources for investment and hence for future growth in

Efforts i the wages share above some normal rme are Hkely,
in this fmmework, 0 bring about and
madequate svngs and invessment levels. If the wages share i returned
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Chber analytical frameworks consider unemployment levels 1o be
relsted neither o the regulation of wages and conditions nor W the

employment kevels in countnes bike of Sweden bot & emajor effect

cenirally detzrmined wage sysiemsl
It may also be argued that failure on the part of management and
financial imermedianies rationally w sciee ithes has resulied in

tower levels of investment of ssvings than might be expocied. 1f this is
true, ecomomic analysis becomes eaxceedingly difficull

A centralised system of wage fiation will inevitably lack Nexibility
and will aot be able to cater for Individual workplace situations.

realities, how immuishie they are, and whether centralised sysiems can
be transformed inmo mechanisms thel genersie greater
worker/mansgement cooperation (o raise efficiency levels.

Vl. CONCLUDING REMARKS

B

The puissent growth of modern economies is Aghtly taced hack w
effects of the industrial and commercial revolutions on
regulstion. It was of course & symbiotic process, wherchy
resurrection of commaon law was both 8 cause and an cffcct of
and Mexibility. A rich harvest of higher income
reaped by those nations that discarded the lead weights of

HH

regulation and benefited from the conscqueninal mﬁm‘ and
increased and maore deployed savings. cven as the
residun] elements of that were eradicated, there scemed

:

1o be a disposition 1o replace them with increasing layers of
regulation. This process accelerated in Australia and elsowhere from

lute 1950s.

4
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impede trade, with & view 10 removing or
armangements have boen made, in which the Business
154

them.

i atdhion,

nwdﬂmrhwpnn-hbmﬂhuhn

areas of introsion that

Regulation Review Linit plays & major role, 1 ensure moch grealer
] and review of proposals for new or prended regubations,

controls, several areas of company law, and
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have argued that the ‘priviie interest” theory of regulation associated with
%:lﬂl;htﬂﬂ?ﬂh{l?ﬂhmqw
of explaining the deregulation movement and that some combination of
‘private interest” and “public interest’ factors is st work. Others, e.g.

1L THE ACHILLES HEEL OF REGULATION

The Su or - Inierest’ of regulation gresses the
i A e s Eats s o
firms. Firms for the imposition of regulations by
o share the gain with politicians in some suitably
dacreie form.  Thus the ol regulation in tarn serves the private
merest of politicians or parties,

:

sipplien.

Tao the cxient that regulations facilitate anti-competitive behaviour
by firms i an idusiry, they underwrite the ability of these firms w0 cam
peofit in excess of a normal retarn on sharcholders’ funds. The resulting
suplus or super-normal profit becomes the glue that cements the
imierests of the regulsted firms and the regulators in favour of the
:u:-hlmhmdhnlﬂhﬂﬂ. o

is ot necessary that the pay-off 10 sympathetic politicians
regulatory authorities be in the form of hard cash. Indeed, there is some



reason 0 expect this would never be observed given the high penalty
attached o grafi. Rather it is sofficient thal the regulations be seen 10
promote stability in sn industry. The lailure of firms is porkaps more of

Schumpeter’s emphasis on the evolatonary natmre of capitalism
Tinds clearesl expression in his notion of “creative destruction” (ppR1 T,
The force of new ideas in the form of new products and processes,
technological breakihroughs and innovations “... incessanily
revolutionisen the economic structure from within, incessantly
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than static competition o is in with
a door” (pR4). T is thin latier competitive thay “the
powerful lever thai in the long mﬁnmudmhhpm-

beth s & Fact and as & threat, the impact of thngs —

WhM—mtﬁﬁmﬂ-:
considerably reduces long-run scope and

mdw_gwmﬁﬁp‘m:

mwmn;}muumupﬂ:

Regulations that have the effect of reducing competition within
market will cncourage the emergence of competition for the market, e
the development of new producis and processes that allow firms outside
the existing market o compete for the cusiomens ol the
mmﬂmmummruﬂum
for those produced by the regulated firms permits de facto entry by now
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every
price in excess of average cost and generale profit is
The Achilles heel of any restrictive practice, including regulanon, is

IMl. THE RESPONSE OF THE REGULATED FIRMS

o the new entranis, & prospect that cheers the nuthcrities o
more than it does the regulsted frms. The imterests of both the
regulated firms and the supplicrs of are thus switched from

supporn for the regulations o support (o their removal. [T the impact of
new competition from unregulated suppliers of substitutes i sulTicienily
severe, deregulaiion can oocur very quackly,

This is precisely what happened in the case of bank regulation in
Australia and arguably also in the United Staes (Derthack and Quirk,
1985:15,25), The dewils of the Australian expericnce are canvamsod in
(he nexi section. The theory also fits remarkably well Cane
raitroad minimum mie deregulation in the United States (Keeler,)
Derthick mnd Quirk, 1985). The milroad companics had wcceeded
obtaining nindmum e regulation (Le. a price floor) from te
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IV. DEREGULATION OF THE AUSTRALIAN
FINANCIAL SYSTEM
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afier 1974 of a large public secior bormowing requirement following the
snbataniial increase in the Commonwealth budget defici sidad a new
source of competition fof loanable funds. Most s .
iechnological developments eroded the markel power of the banks by
making financial services provided by domestic non-hanks and by
olfshore financial markess increasingly close substitutes for the output of
the banks. These included most especially devebopments bascd on new

The resuli of the enhancod compoiition unregulsied financial
institutions was that the hanks began 10 lose their dominas position in
domestic financin] markets. This affected not only the anitude of the
hanks wwards the regulations but also, and imporantdy, the attitude of
the regulaiory authoritics,

The banking system was the fulcrum spon which the regulatory
puthorities exercised monctery policy. Contol of the growih of hank
balance sheets was iniended 1o infleence the growih of finascial acuvity
generally and hence ultimately the growth of the real ecomomy. As the
banks progressively lost market share to non-banks and, indeed, 10 non-
imermediated (direct) sources of finance, the monetary asthorities began

o lose their grip on the growth ol the financial system. An imporant
pay-off o the nuthorites in regulating the banking sysiem
was their ability 1o determine the e of growth of the banks over time

by manipulating the regulstions. As this exercise became ncreasingly
less relevant in the face of the continuing growth of non-hank flinancing
outside (he influence of central bank control, the regulatory asthorities
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this response in theory s in practice @ the case with which yet newer
substitutes emerge. particularly in forms thal are inherontly
e o egulne = e
case of Australia’s financial system, the mesns of exiending
the regulations o include the major non-banks were at hand. Part IV of
the Financial Corporaticns Act 1974 contained all of the legal machinery
necessary o extend the powers then exercised by the Rescrve Bank over
the banking sysiem 10 the non-banks. This Part of the Act
had been enacted by the but never proclumed. [t therefore

V. TELECOMMUNICATIONS — THE NEXT TO GO?

The Amsiralan post and relecommunications industry is virtually
monopolived by two stalutory authorithes, Australia Post and Telecom.
In recent years there has been some “nibbling at the edges’ ms independent
privale operators have developed courier services and electronic madl and
substitute supplicrs of welephone equipment have been allowed 0
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The snswer depends on whether substitution becomes so endemic
o e in the of ::u:willu .
dercgulae. 'Derogulion” context of stlnory means
shandonment of their ‘common carrier” obligations. The indastry has
tradifionally been monopolised in order w0 facilitate imernal cross-
subsidizstion of loss-making services from profi-making sarvices, This
cross-subsidisation has met the political objective of governments 1o
provide a service of a given quality al a common price throughout
Australia,
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A REFORMER'S GUIDE TO PROMOTING
DPEREGULATION

VL

.ﬂ“emmm“ m
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regulated firms
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and constrainiy

aof the
ﬂhmhﬂm.
can be very

by offering new products
both the regulated firms and their regulaton 1o sue for the shandonment

of the regulations. The sirength of this coalition assures the success of

the muiL
This is very moch an economist’

1o deregulation. Tt is not ofien

with the economist’s
example, Miempl &n entirely

0 [ar @ 10 sy that
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The essonce of Derthick snd Quirk's position i3 that deregulation
was an idea whose time had come. The economics of private imerest is
supplanied by the politics of Weas. The dilficulty with this hypothesis
i% that 1 fails o explain why the idea of deregulation caught on whan it

fascinsting and deserves closer study in the Australian coniext (see
Pauly, 1985). However, the politics of ideas are the froth and bubble on
the surface of the stream of events. A more plausible explanation of the
srength and direction of the current is given by the impact of







ﬂ%
may well prove moro the bong term in bringing on labour
than a direct frontal assaall on the Concilistion and
Trade union sapport for the centralised synem
will soon cvaporate if incroasing numbers of their members opt 1o sell
their labour in the unregulated sector. A deregulsted labour market 1 noc
with an active trade umion movement. [1 s incompatible,
hcrwever, with contralised wage determinagion and minimum wage ldws.
Derthick and Quirk (1985) conclude their analysis of the politics of
derogulation with a pacan to the US political system, which as & result
of widespread deregulation is scen 10 be much less prone o the influence
of special interest than has commonly been This
paper argues that far from denying the power of inerest,
ﬂqﬂﬂ-hmhhm-ﬂuhk-ﬂuh
vested interests and not jdeas thal are “dangorous for good or evil
(Keynes, 1936:384),

H
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COMMENTS

Wolfgang Kasper

lmummmhhﬂhm'ﬂ:ummm
informative and relevant papers with which | kave no real
I would therefore like w0 b ll:wtlpmlmlih
responsive chord in both papers, and oaly 8 few minor quibbles.
mm-mmunhhm-rm
and intrussve government which tiea down the siriving weakth producers
with strings of regulation. In doing so, the paper repeatedly makes a
point close o my heart — a point | would like 10 enderline more
explicitly:

The costs of market regulation cannol be demonstrated fally if our
reforence system is the noo-Classical, comparative-sintic cconomic
b -Hﬂ:lm- In such i -u'm
given, predeermined social objecuves, & sysieIn, |
can normally be presented oy merely reallocating resowrces. [n reality,
neither resources nor objectives are given, They have o be discovered
and developed in a dynamic process — as Adam Smith and the Austrian
School have stressed tme and again,

otherwise unprodactive

I find Dr Morsn's estimates of the growth costs of regulations
entirely convincing. Roughly imterpretod and averaged, be estimates
thal, over the neat ten yoars, bosiness regulathon, il rotmined, will cos

ﬂulj“pﬂﬂdm vEry When
- regulation in the book Awriralio
mmﬂm wmmumum

Wolfgasg Kasper is Professor of Economics st the Undversiny
College which the University of New South Wales maintsims ot the
Dofance Acsdemny in Canherra.
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suabilisation policies w avoid inflation, and disruptive
cyclical swings. economics can be siabilised by “soft
unch’ monetary policies, whereas rigid, uncompetitive bend

mercantlist, corporste stale by such devices as summit conferences, o
proliferation of industry councils, snd the influence of grions on

governmen policy.

To saleguard the three important social roles of genuine
competitivencas — economic growth, cyclical Nexibility and sability,
and the control of power-concentrations — we have 10 accepl certain
types of economic snd social regulathons. Bat | would have liked Dr
Moran i be more clearty critical of {a) economx regulations that rution
certain scarce goods, beciuse regulntions tend 1 perpemate scarcity, and
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DISCUSSION

Ray FEvans (Western Mining Corperstion): In bis encellent
paper Dr Moran favoured regulaion or government ownership 10 avod
duplication of distribution sysiems (e.g. water supply, eleciricity,

their neighbours in adjacent wwns. | was 10ld it lsn"t even necessary 1o
have separste 5015 of wires o have compedition, since rival suppliers can
enfer common carmicr agreements bui compete for the sale of the

lan Harper: Cerainly, a firm thut has an iniesest in breaking down
club may also have an interest in joining thal club . For
example, Easi-West Airfines’ iterest lics not in ending the i
Agreement bul in mming i o 8 Three-Airline Agreement. But our
experience of financial deregulation is more encournging.  The means for
extending existing bank regulations 10 cover the non-hanks were 10

m
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hand, on the statuie books. But it"s notble that none of ihe interess
Eroeps argued for that 1o be done. | bolicve thin was bocause the extent
of mbstitution did not stop with the non-bank financial instittions,

off-shore financial cemres. The hanks, the non-hanks, and the Reserve
Bank recognisad that would lose from exiended regulation, snd
thorefore pressod for

I haven't iesied my theory on the case of airfine deregulation in the
USA, but if | were 10 80 | wenild look st what was happening to the
nﬂmnﬂmuwﬂh“hrﬁnﬂm
and by other forms of tansport such as high-speed trains and buses.

I'm much less pessimistic than Professor Walsh on
felecommunications deregulation. As | understand it, we may eventually
be able 1o buy the lelecommunications services (both domestic and
imemational) of American and other overseas saiellite operators,
completely independently of the existing government-owned
monopakies. With that degree of substitutability, it peed not mater
how much of Aussat s owned by Telecom.

Patrick Minford (University of Liverpeool): Can we caplain
why the Australian industnal arbstration system has been capured by the
tmde unions rather than the employers? Might there not have been a
smnel-oll?

Moran: [I'm not sure | can give a complete explanation. Bt
reason is that the unions’ power W greater than that of
employers. Another i the influence of the idea of social justice, whs
has been o dominant ides in Australia since the 1950x.

Minford: On the ideas vs, vestod inierests issoe, what we need is
theary of why ideas are important 10 muich D Harper's theory of why
iniercsts are imporianl.  Public choice has done a disservice in
soggesting thal mtonal voters cannot be mobilised because their

i#ﬁ

Harper: | musi ke Wollgang Kasper's advice and rend Voliakre.
rnm“mmu-&m“
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1. INTRODUCTION

rOpraes
the subject snd privatisation — or af least its snabysis — is fast
bocoming & major invisible expornt for the United Kingdom, with a
sieady stream of visiting (and visible) "experts’ providing their view of
the process.

Faced with this burgconing activity, the approach adopiod in this
paper is somewhin eclectic, A comprebensive reatmend of the economic
pide of the subject can be found in the recemt review article by
Domberger and Piggot (1986), and a more smple consideration ol the
sucoeased and failures of privatisution in the UK in the amicle by Kay
and Thompeon (1986). 1 will make some observations in both these
arcas but do not pretend 10 cover the ficld as thoroughly s toss authors.

privatisstion, with specific amention 1o the lessons the LUK experience
may hold for Australia

1 commence with o brel discuszion of one of the more carious {acts
about privatisation as an actively pasrsecd policy — the exient o which
it was unheard of until quite recent tmes. | then go on 0 conssder what
might be suilable prionities for privaliation in Acstralia. and how these

181
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L THE BACKGROUND TD PRIVATISATION

When assessing the potential for privatisation i Australia it s worth
r;h'lmnmﬂhp-ﬁ:ﬂﬂdhm:ﬂhhﬂ
Mirs Margare! Thatcher im 197K in the UK. The previous experiment
ory government, snder the leadership of Edward Heath, ended
Mud:h'lﬂl. The coalminem' srike, wrminated by the
final capitulation of the Heath paved the way for the return
o power of 8 less confromationis Laboar regime.
Civen this history, it seems fair 10 argue tha Tory stmlegists
for a possible retum o power identified the likely sources of
difficulties ss (a) nationallsed industries; (b) wrade unioas; and (c)
trade usiowns in notsonalised ndustries.

In May of 1978, during the period in which the panty was

o erem iy s mandfesto for the approaching general elogtion,
The Ecompmipt published o leaked version of 8 Conservalive Pamy
resequch report prodoced ender the auspices of Nichokes Ridley, who was
destined 10 become the Transport Minister. On the qoestion of irade
where it comsidered it more or less wise for o future Tory govemment (o
piicmpt o withstand sirike action on the part of trade unions. In
particular, il recommended & nomber of sieps (accumulation of
mnckpiles, conversion of power siations o joint conl/oil operation, &ic. )
thal pughi io be tiken in preparation for the possibility of another
coalminers” sirike.

As for reform of Britsin's nationalised industries themselves, the
report had pleaty o say. The principal recommendstion was for
stringent application of rate of return requirements, with failing
managements subject to dismissal Linile further control, such as that
ower prices or other policy decizions, was seen as warranied, and creation
of pupervisory boards of management, responsible for the hiring and
finng of munagers, was suggested. What did the rescarchers think of the
potential for removing these mstitutions rom ibe public secior?

The group considered the scope for denationalisation. It
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w local authonities; (d) the assers of the British North Sea Onl
Corporation should be sold, prefersbly 1o the poblic ata 50 per
cent discount on value with 8 maximem prescribed for
any individual. (The Economin, Muy 27, | pp21.27)

The rescarch group also had some mggestions for dealing with the
product market aspect of the nationalised mndintry problem.

The only kegislation thai the Ridiey report proposes (and itself
refers (0 as 'a nasty linle bill") would be to end statmory

in the public sector, This bill would: {a) ransfer
beensing of private coal mines from the Mational Coal Board
1o the minister and restrict conditions of licence i wfety
considerations only. Coal royalties would be transferred from
the NCB to the stair; (b) give private gencratons of electricity
the right w0 sell o the grid; (c) split leqer-pont from
telecommunications and end the lelecommunications
monopoly @l the subscriber’s “Tront dooc”; (d) remove the
minisier’s powes 0 wop privale sechor investment in steel
plant. (pp.21.22)

The carly years of the Thaicher Governmend saw o number of these
measarcs acted upon. A new Electricity Act was passed.

The same period in Austrolis saw & nomber of intislives not
dizsimilarly relsted 1o (he possibility of libernlising various statutory
monopolies.  Two major inguinics, the Davidson Ingeiry
inio Telecommianication in Australia and the Iu-hl
o the Monopoly Position of the Australian Postal
mﬁnﬂhiﬁﬂﬂu“ﬂuﬂhmdmnh

allowed. On the issue of the of Australia Post and Telecom
lhqr largely silent. Al the Stale considerable sitention was
i by thee :pltli: sector domination of the . Poagible



{ah divides the larger nationalised industries min more manageable

componenis;
(b} encourages competition wherever this is feasible; and
{ch iranafers o private ownership those pans of the industry where
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imiernational, before November 1990, Simple resale of capacity is

nationalised industries o almost amy measure that involves
mﬁ-dwmﬂum-wmﬂwm
boreaucmitic, control and decision making. Al lesst four major srands of
the policy have been identilied by various commentaton,
(1) Incressed use of user charges.
(21 Contracting out of scrvices o the privais secior, the most
nolable cxamples being the cleaning of hospital and refuse

3} Sale of hitherto stale-owned amssls, ranging from the sale of
council houses o thelr oocupams o the denationalisation of

lorge dustries.

(4} Facilitathon of competition with public secior (snd ex-public
wocior} institutions,

The range of privatiation that might fall under one or other
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Demand Prospocts
Good Bad
A B
Ebmciricfy Al
Single [Area Boards & Grid) | Post (or possbly GT)
Telecoms (local) Waterways
Gan deatribution
Alrpairts
Supply

' c [#]
CEGB (exol Grid) Bimsl
Todscoms (exel beal) | BL
Coal Bhipbuilding
Britinh AlrwEyn Busan

mh:hlh!;{m;:ﬂ e i . ard a hasically
monopolistic perhaps not Office) supply structuare.
mm:amuum to be sn “asset strippes’s

paradise’. While profitability was poor in their traditional sreas of

operation, they controlled 8 sock of assets (especially Lund) with many

mecwe valuable uses, Profits from converting some of these

maseis away rom the odd line of bosiness could even be used o fund the
minimuen levels of service deemed socially desirable,

Refore w a discussion of how this list of priorities

o what the Covernment has boen able o schiove in

the way of privatisstion, | shall stiemp a similar classification for
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Australia's public sector industries. A list of the main ones, ardered in

terms of tumover, is presented bn Table 1.

m

The fims observation that one

._mmm.m .mmc

ey

]

Mmmm“dnm ﬂfhhﬂﬂh
quadrant C for the UK, Britiah

Yo Alrwiys was argoed 1o be less of o
it bec A recent restructuring and in part because of
lh[iﬂ:nﬂ:ﬁ:ﬁnﬂluﬂmufhn.hﬂlnwﬂu

compeies

 im

imdustry, where what

pluﬂlh

manufscturing industries, perhaps it is ANL. It

competitive industry, bat one thsl does not seem to share the

term growth prospects of aviation. ANL's financial difficulties have

been sccompanied by an inability w prevent substitution towards

competing allematives, and a reluctance (o restructure W the extend thal

would no doubt be called for under private ownership, The preferred

should be one of concentrating of comparative
mﬂmmwﬂ;;:mh

response
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Talecom Ausyaha AUS :
Electricty Commission NSW 1859 11.0
SECY vic 1821 22.5
Commonasath Bank AUS 1807(a) 3.9
Darias AUS 1574 11.7
State Rall Authority NSW 1438(b) 41.4
Austrafiia Post AUS 121 ar.o
Cid Elactricity Commission aln 1189 52
Sydnary County Councl NSW 1036 7.4
Cumensiand Faiaays oLD 872 257
MWSOH NEW T3 128
Austrafian Airkings AUS Th8 8.7
Matropolitan Transil Aufhodity WG 628(b) 12.6
Gas mnd Fuel Comporation vic 612 55
Siate Transporl Authority wic E10{b) g I
ANL AUS 601 33
Elsctriclty Trust SA E54 6.6
BTN VIG 517 7.7
oTc AUS 412 23
State Bank viG 380{a) 7.8
ANA AUS as1m) 8.8
Westrail WA 313(b) r
Mantime Serices Bd NSW 264 - B
Stale Bank HEW 246(a) 5B
Urban Transt Authority NSW 238 6.5
Commigsuion TAS 23a 52
FHaah Ineurance Commession AUS 146{c) 42
ACT Baciriclty Authority AUS 122 09
Snowy Mourtans HEA AUS 108 07
Govemment inturance Offica  NSW Ta(c)
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Figura 2
Classlflication of Publle Secior indusiriss
Posl-Privatlaatlan

ﬂwmmh
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Elactricity Tﬂ
Cthar ooal dist, AN

Water Austraila Post

Telacom (except local) | AML
Local buses, s
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segmenia, leaving the industry in an Etnie.
Similarly, the Stme-owned clectricity utilities well do with some
competition in the form of private power generstion.  Ax in the UK the

been & festare of the Australian , and they have generally existed
o0 8 equal footing o their privae secior countenquns. While
there is o that competitive has mt times

v, UK PRIVATISATIONS

What does the UK experience tell us about the chances of successfully
privatising natsonalised industries? The major indusirics privatised 10
date sre lisiod in Table 2 and some of the proposed future privatisations

im Table 3.
Tables 2 and 3 with the list of priorities set ot by
Beesley and Liatlechild we soe that, to dase, oaly British Telecom ranks

(L}



|
i

particalarty highly. As far as major economsc is concerned, the
privatisation program has only just begun. The HOTE e
dominated by the sule of a number of and petroleum
CORCERS in reasonably competitive industries. In many cases
Hmﬁhgﬂmmhhmu
ek e iyl oo oy Aotk
queslions as 0 camre 2
elther the product or capital markes.

Tabils 2

Major UK Privatisations to Date
Giross proceeds Dates of sale
[Emill)

Biritish 1981, 1
Eﬂtm 459 1881, 18983
Britod 249 1882, 1985
Amarsham Imsmational B3 1982
Associated British Poris a7 1883, 1984
Erterpesa OF 392 1984
Jaguar 294 1084
Brihish Telecom 3883 1964

Table 3

Prospective UK Privatisations

Procesds Commants

(i)
British Gas 16000 7 Reguiation 10 ba
British “l#’l? E -
British Authotity o be intact
National Bus Company 4 Sold in pleces?
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delayed the privatisation of other firms (British Adrways, Rolls Royce,
cic.) until their balance shests

If one adheres 10 the logic of the Boosley-Littlechild arguments for
privatiantion, this son of preparstion is usnecessary. Omne of the main
benelits 1o be schieved from privatisation is thal privaie ownership
provides the stimolus 10 restructure industrics that, in the poblic seclor,
have boen allowed o drift intn amas of inefficient resource wse. [t is also
argued that this ing will be better underiaken under privade than
under public ownership. firm should yield no more, in terms of
privatisation revenues, il the uaprolitakle lined of business are
terminated before privatisation, than if it is sold s is, the assumplion
being that this restructuring will mie place anyway.

Indeed, the only way that revenoes can be increased Is via the
mﬂmmmmmummm
purse incur the restructuring eapenses (redundancy payments, write-olls
of debt and pension liabilities, sic.). MNevertheless, there sems 0 he
something in the political process that militates agains
denationalisation followed closely by asset sripping. The end resalt in
the LUK has hoen a determination to restractune nationalised industries, w
make them “fit" 0 be sold — a process that, paradoxically, ends up
remoaving & good part of the raiionale for the privatiastion isell

Y. FINANCIAL IMPLICATIONS OF
FRIVATISATION

Procesds from privatiastion, ep entil 1981-84, ran ad less than £500
million per . In that year snmual revenue incressed 1o £1.1 billion
with the of additional blocks of shares in BP and Cable amd
Wireless. Then in 1984-85, the firsi instalment of paymenis from
British Telecom shares helped increase the “take’ w0 £2.1 hllion, with
wdditional payments raising the figure 0 £2.6 billion in 1985-86. From
here on in, however, privatisation takes an hn&-iuﬂri-:ﬁnm.
Projections for the proceeds for the three years 1o 1983-89, larpely
Mwhmﬂnﬁﬂ'umﬂnwtlﬂul
lesser extent British Alrways) are for £4.73 billion per yoar, or around
2.5 1o 3 per ceni of total government outlays.

Considorable sttention is now paid 1o the question of whether
Hﬂlmhmu privatisation s 3 usclul means
of avoiding difficall budgetnry decisions, This is also of some relevance
for Australia’s current of finance minksters and shadow treasurers,
wh:llr-lhpu-ﬂh the opportanity o deliver taa culs being
Y ST ST e et

In ve
Public Sector Borrowing Reguirement (PSBR) s us of

193
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macrocconomic policy, as cxpressed in the Medium Term Financial
Sumtegy. The peculiarties of UK accounting mean thad the
proceeds of adsets sales are in the public accounis bx & negative
expenditure in the year in which the sale takes place (a8 are indeed the
capital/bormowing requirements of the institutions thus removed from the
public scctor). This means thal asscts sales have 8 direct clfect on the
FSBR. The exicnl i which privatiaations are being used as a means of
himing the PSER target that woold have been set in their absence, a8
aguinst causing the govermment W lower that trget, is not totally clear.

This confusion probably relates s another, slightly conflicting,
criticism levelled at the government in this ares of
consequences. While some that privatisstions are being uscd Lo
Maance currenl ::qumu.

f
;
i
|

betwoen the market valuation of BT shares and the price the government
received for them. The doubt I would mise, however, s over the
prospect of British Telecom being worth anything like this amount 1o
its owners had it remained forever within the public secior.

194
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if one locks o the aciual dividend performance of the publicly-
owned British Telecommunications Corporation, the record s not good.
While the organisation made substantial ‘profits’, in the scnse of
murpluses of current revenues over current expendses, thess were
mevitahly remnvesiad in the business. In
a dividend (or tan) since, as noted in the BT accounts, 'the Corporation

:
E
g
i
;
E
|
:
;

so, while others, such as Australian Airlines and ANL., are usually
anable w afford one. Ower all, the dividend haul looks quile paltry



mationalised industrics. 1t is in its depariure from these principles that
the Thatcher Government is 10 be most criticised.

Ome possible reason for this departure, which was suggesied at the
end of the last section, is the simple fact that monopolics are worth
mare o their owners than are competitive fims. U is by no
clear, however, that this has been the i

The ose cxception referred 10 s that of bus services, where the
privatisation of the National Bus Company, cxpectad o follow on from
the 1980 deregulation of express comching. has not yet occurmed,

194
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principally because the ‘wnit’ of privatiastion cannot be agreed upon. In
other cascs, though, the dic has been cast. Indeed the prospect of being
privatised intact scems o be serving as a positive lure for some of the
potesiial privatisstion candidetes. To quote one mach example:

with British Gas. (Financial Timez, 19 June 1985),

The atractiveness of following policies that win the support of
mulmﬂﬂpiﬂym



Lasdarhan

i

revenoe supparl, (further) elimination of competitors, or industrial
In Australis on the other hand, these problems, though they have
industry

|

have a rather limited effect, negative or positive, on government
revenoes, with & resuling emplation on Ue part of ther masters w bt

10 sell off these industries s they stand, or whether they should reserve a
poriion of their political energies Tor battling the incumbenis over issues
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carlier period when it was wken for granted that these wens
meﬂh‘mﬂp (Brittan,
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L. INTRODUCTION

My paper caplores the possibility of privatisation in varioss Australian
transport markets. [ have boen asked by the onganisers o concentraie o0
prividisation rather than deregulation. While | have stiempiad 1o follow
their injunction, i hay proved impossible — for reasons that will
become clear during the course of this paper — o ignore completely the
issue of demogulation.

What do | mean by “privatisation’” The term has boen uscd i &
variely of ways. Four interpreistions stand out: the transfer of
resporiaibility in the welfare arca from the staie o the individual; the
tranafer of ownership of productive resounces from the public o ihe
private soctor (i.e. demathonafisation or the sale of public assewm);

E
:
:
i
]
?
!
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pursning profit-macimising policies has a direct incentive 1o minimise
it couts,

ph-hum-huinﬂl-h-

well as markel pressures. markets
HEAns will lead 1 bankrupicy.
wmwmmu-mm MARAGEMENT is

I reverss an incipient decline in sales and profiability will be
linhle w mkeover, Competition in prodoct markcts hias been seen & the
mechanism which ineffickency s revealod and the capitl markes
#s the mechanism through which efficiency may be restorsd (Domberger
and Piggon, 1986).

minimisation, The dilemma that arises has been highlighied by Brittan
{1984:115) ‘Even il Whitchall can persuade 8 nationalised industry
chabrman to price according w marginal cost, what incentive do his
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mmmm wige (Domberger snd Piggot, 1986). Ths
enlerprise may achieve productive effickency, there is no
ﬁﬂm.umhﬂuﬁh-m
allocative efficiency. When a private firm operstes in an
m;h-lrﬂubhﬂnnd[:p-tm
efficiency through the use of monopoly pricing. In contrast,
ithe public enderprise has no incentive either 10 pursue allocative
Hltilmrunhﬂdhm!lﬂlj.
The lierature thus suggests that competitive, privately-owned firms
have an incentive w0 achieve both productive and allocative efficiency
{see Table 1), Mlu-:t'l‘humn (1986) note, privatistion tends 1o

promate productive efficiency, the -ﬂnhhnﬂh‘bﬂ
the necessity for the privately owned firm to achieve profits if i is to
quhﬁmhﬁuﬂ“hn

mmmmmmmhmt
& firm is o survive in competitive markets. 1, however, there is litile
wunmm-ﬂﬂhﬂﬂmﬂ
takeorver are slight, the pressores of the marker ‘may affect a private
SEC30F Manager no more than his public secior counterpan”’ and
Thompson, 1986:22). o

Clearly, of cconomiac efficiency is a prmary goal, priveiiestion
should be sccompanied by sn injection of competition in the case of
ﬁumﬂwm““ Arificial

mhﬂhmﬂ-ﬂpﬁdw
Eﬂmﬂlhﬂmmm long-distance
of mnovative new

-l'inl-.hlmhpuhl. 50 w0 15 the Civil Aviation Act of
1980, which required the Civil Aviation Authority 10 have regand 1o the
benefits of competition whon allocating routes.  Decisions under this

Empirical Studies

Is the hypothesis that privaie firms are fikely 10 be more effickent than
publlic enterpriscs supporied by empircal evidence? Pryvke's study of the
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Table 1
Ownership, Compatition and Incentives to Efficiency
Publicly-  Publicly- Compatilive
Owned  Ownad Private Privaie
Monopoly Compatitor Maonopoly — Fm
is tha product
market competitive? No Yes Mo Yas
Can the firm go
bankrupt? Mo No Yes Yas
Can it be laken
over? Mo Mgy Yoo Yes
Incantives o
productive
efficiency Mo Mo Yes Yos
allocative
etficiency Mo Yes No Yes

Source Based on Kay and Thompson, 1588

expense of public of efficlency md cost levels
typically favoured the private firm. Pryke coacludes that the public
enterprises studied were badly His explanation for their pood



about superiority of privale sector can be sustained ... there
is support for the view that the efficiency of all firms — public and
private — is improved by a competitive environment’ (Kay and
Thompsons, 1986:25). However, and Piggott (1986) point 1o
the inconclusive nature of the empinical While

208



M. PRIVATISATION AND AUSTRALIAN
TRANSPORT

An Historical Digression

From the economist’s perspective, the case for public ownership has
rested on considerstions of welfare or allocstive cfficiency. The



betwoen the public and private seciors.

m”_m_nﬁ .
2 8% I
i RIR
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emerged after the clection of Menzies in 1949, was the creation of &
government seeking & competitive rather than 8 monopolistic (be it

E
E
i
i
!
!

n
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Degree of & Market Cumenty

Table 2
Ownership and Competlilon In Australlan Transport Markets E

Mkt Public Ownershp Privae Cwnership Competiton  (Pomntially] Contestabie?
Roag Transpont
treight Mo [minor gacepbons) Many cperators High Yes
passenges - long
distance coach Mo (minor gxcepbons) Several operators High Yos
A AKR [Cwealth], NSW SRA.  Mineral bnes (WA) and sugar Foad-rall Mo
VicRall, oic. ok care ramways (Q)
Lrban Transpost
rad NEW Mat rad, Vic MTA (rall) Mo Low No
bus NSW UTA, Vic MTA stz Many |Soenced) operaioes Low Mo (Yes)
international
Aviation Cantas No Magkerite No (Yes)
Domestic Avation
unk moules Ausirghian Adrines Ansal Low Mo (Yes)



commuier roules No Mary operaions
air ireaght Ausyaian Ansett, IPEC, oic.
Airports Cowealth Gov, Local (murcpad) Limited
L
Y %m ANL, WA Stawships, Seversl operamrs
Tas Transport Comm.
oversaas ShEDINg ANL Mary operalony
Ports NEW MSH, Some privde minersl pofs [WA)

Paor of Maibouma, eic,

L

LowModerate
Modarahe
Low
Low
High
Liow

No (Yes)

" (Yes)
Yeu
No

Na (Yes)

Yes ()
Ne

“Vanes aomss Smies Note mat South Australia has derequizted 45 miemal ar mutes, and WA has partially dereguiaing.

*The contenence sysiem potentially nhibs confestabaity of iner shippng.

AR LeodTeRs | Ay W EORTETA L] 0L



South Auvstralia has recently iis imrastale airline musrker,
while WA has imroduced On SO Foules,
OF the 440 government of licensed ai apen to civil aviation in

ownership.  Respoasibility for the (17) remaining major
Comman airports has boen transferred 1 & pew Federal
Airpors Corporation.  'We should note that & wide range of airport
srvices i already provided by the privaie secior.

Government enterprises play & major role in coastal shipping, ANL
has a relatively large coastl fleet, providing roll-on roll-ofl services
acroas Bass Strait and slong the east coast. ANL also operates in the
comital bulk rades. The Tasmanian Transpon Commission operaies the
passenger-car fomry Abel Tasman and several cargo vesacls in Bass Strail.
WA Stateships operstes liner services (o the state's nortrwest and
Darwin, as well as an cast- west service WA with Tasmania and
Victoria, Coastal trades are also sorved by socior Operabors snd
by Meets as pan of @ venically inegrated sequence of operations.

and such is certainly the case st the

provision of port facilities is of State raitber than
Commonwealth concern.  While some States (NSW, Queenaland) kave
historically favoured contralised control of ports, others (Vicioria, WA
bave favoured sutonomous local conwrol. There are few private ports.
The private ownership of port facilities is confined 1o some kron are
ports in WA, although more recently there has been a tendency 10 grant
e users of special berths greater commercial freadom (vide Wesiemiar,

214



Oxhar Public (State or Local sdminastration, adagied 10 needs of each
B rt el | part. Disadvarages include local
nesds may oulgrow local authority,

Source. Adapted from Bed (1971}



Victoria). The lierature on pont sdministraton (avours the sulonomos
public trust form (Table 3). Port services may be by the
authority, by other public bodies, or by privaie (Table 4)

|
|
|
i

some of the benefits of greater efficiency. Davies's findings (Table 5}
shorwed that Ansett was indeed mare efficient than TAA. However, later
stucties have sirensed the similarities rather than the differences

Assent’s and TAA's performance (Forsyth and Hocking, 1980).
Regulatson has been held for cost inefficiencies of both
public and private enterprises 1979, and others) (Table 5). A
recen suggests that (wo tentative conclusions emerge from thes
biterature. both airlines are much less efficient than “similar

:
|
:
]

i%

from the mining companies. Sﬂhﬂ.ﬂmulz-ﬂﬁ!ﬁh
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BRAASIR
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Wote. Mot all ports provide Al sarvees. and some AMUGUOUS ANSWETE hive Aot been retaned  Tha sxplains why

numibars in the Total' columns vary slighthy,
Sowrce: Compiled by the UNCTAD Secretariat (1875)
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Two Major Domaestic Alrlines

Table §
mullrumumwﬂ'mmmﬂm E

Perormance

Study Measyre Finding Ramaks

(198 oo - ‘Eh Lach of
L Cluses

3 elficiency Hnﬂu‘_ competiton (marke! eniry)
Davies Labour productivity Privale mons efficent. Private frm 12 1o 100% more effcaent. Public ownership
(1871, 1977)  mwasures Inherently ineflicent — ‘propenty righls’ approach.
Depl of Trans: Various megsures  PubcPrivale may bof ba Insufticient iniprmanon o make fom conclusions about
por! Domesbc inefficient. absolute efficiency levels, May, however, be soope for
Air Transpon mproved sfficency. Recognises intermational companisons
Paiicy Review not indaliibie
Hockrg Pryscal unils of PublcPrivale both Cots abowe minmum achevable evels. Reguiaton cRses
(18T inputs and outputs  inefficient. North Amesican oost inefficiency.

frms more labour productve.

Forsym & Labowr productivity Mo diflerence in Public/ wr“mm
Hocking [1580) messres Private periomance. US in US associsted with more fexbie

firms markedly more productve. reguiaon and greater compefiion.
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Halerof Varcus measures  PublicPrivate bolh

Aeport ingticient.
Jordan (1581) Noi available ﬂrm“hr
Amsarican Srms more eficert.
Kby (Y978) Socal wellare Pubic/Private both
costs inatficient.

i ind of cosl Privals micry efficent
b afficiency US frms more efficient
Kirby & Abon  Index of cost Private mom elficient
(1985) Ny

costs  Privale marginally more efficient,
and ofher magsres  tive and cos! efficent

Miwardand  Productity No diflerence in proguciivity
Parkar (1982)

Feguiaied emironment ‘second bes? . Reguiasion causes cost
neffipenoes.

Reguialion consiraing opeMalons 1o SimAar eCoNomic parior-
mance. Ownership has ite effect. Compedtiton a8 sociaied
with more sifcent LS operalions.

Reguianon of domestic ai industry imposes weftare cost on
community in the order of 50% of gross industry revenue.

Public kms’ operating cosis 51% . Austrafian firmy
operating cost 55% higher than equiv. US openations
before cerequiation

Deftererc in affciency batwesn publicorvam firms gmal in
comparnison o gross nsfcency in bolh resuiing yom

Reguiaiion kmRs CORE Atove mrimUm achevabi Evits.
Racognites inemational compansons not nfalibie.

Sowce Dombarger and Prggon, 1086153
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Other Evidence Concerning the Efficiency of Public Sector
Transport Undertakings

While it is not in many cases w0 compare the relati
ﬂ:ﬁc;dﬂpﬁ_“h.uhhw':
rﬁ-ﬂhhﬂddﬁiﬂqﬂmm

The Commonweaith and State railway systems operate with
substantial deficits, the State systems incurring a combined defici in
excess of $1200m in 1983-84 (Commonwealth Grants Commission,
I985). These systems covered only 62 per cent of their working
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reduced s Neet, abandoned some trades and sdopted new management
techniques. The Maritime Services Board of NSW is cumently
The ‘old* MSB was in many ways the

thorough
or j likely 1o result in long-run improvements to the efficiency of
those bodies, or will they return 10 their old ways in the course of time?

V. POSSIBILITIES, PROSPECTS, PFITFALLS

Wthwwnﬂﬂhﬁvmdﬂhmpuﬂhl
number of ways: (1) through the sale of asscis; (2}
{with or without the sale of assets); (3) through fmnchising or

out. These mechanisms for privatisation differ in the extent
10 which they achieve desired policy objectives (Table 7).

The issue of pelicy objectives is crucial in the privatisalion
dehate. The appropriate instruments of mechanisma of privasation vary
sccording 1o the policy goal(s). I, for example, the primary goal was
(he maximisaton of revenoe from the sale of public assets, it would be
appropriate o retiin existing regulation of the industry in qoestion. The
sale of @ ransport enterprise operating in a regulated envirnment (say,
an airline} involves the sale of two separale (and scparsble) assets: the
physical including the mircraft, equipment and managerial

%



Otyectives
Revenue
i
Yes Reguiaiory framework
required o contl
moropoly abuse
Yos
Yes
Bulessthanin 1.1
oumbent's dominanos is

expocied Io be short-ived.



Iosses are nol under-
wiitlen by the pavemment

Subpect 1o condract
being incenive Com il

W
it
it
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Matural Monopolies or Non-Contestable Markets

makcing Japan National Railways (JNR). Under the reform plan, INR is
o be divided inio en companics — gix regional passenger
companies, ang national company, and companies relating to

profit cenires
ﬂnﬂhmﬂhﬁ-mﬂ.qmg.:mwm
regneding the scale of opertions and the sixe of labour force employed
ISR shares with our sate mil sysiema  problem of sccomalaed debe
Fresumably these debes should be substantially written off prior to

(il An sliemative spproach is by a closer cxamination
of the "natural monopoly” srgument. clements of, say VicRail,
consutne 8 natural monopoly?  The snalogy with webecommunscations
would suggest that the wrack and signalling systema alone constitute 1

timetable coondination bids 10 supply the service might
sill be called for. As Swan and Nestor (1983) note, the first steps have
already been taken by the freight companies. TNT and other
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freight forwarders provide a range of wrminal facilibes and squipment in
connecbon with ther overnight and intereapitnl freight traing

MHMManﬁmﬁhﬂmﬂ
in the transport sector. Forsyth (1984) has argued that the operation of
RiTpOis, hunim-ﬁu-lmnlnlaﬁdnu,-iﬁ
be pul oul w0 . Alermnatively, private firms could a Mined
price, dependens on throughput of aircraft and passengen. Gi that the
firm could retsin profit, this should ensure productive efficiency
{Forsyth, 1984), There are obvious snalogies with seaports. In the UK.
Hereford and Worcester have allocated bus services by the tendor method.
It is claimed that subsidy levels andfor fares have fallen, without a
reduction in service quality (Briman, 1984).

Markets That Are Potentially Contestable

pitfall,
can use profits from markets. Forsyth (1984) notes
that BA would be in & position to use profits from its regulaied routes 1o
finance efforts in markes. Semilarly, the UK express coach

cwnerihip of the centrally-
located Victoria Station in London (Domberger and
1986). The eifect has been w blunt the uﬁuum
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o schemes that satisfy two criteriac first, they are compatible
with incentives for improved efficiency, and second, they sttract the sup-
port ol those who would otherwise lose. Working out such schemes i,
w0 my mind, the most difficult aspect of the practice of privatisation.
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Recramng Leviashan

Chris Tremgove: Certainly, more consideration conld be given to
devoting some of the privatisation effor 0 resiructuring. In the
UE, one could compare the 1984 Telocom Act with the
carlier legislation that separsicd Telocom from the Post Office. The
separation in 1973 between Telecom Austalia and Australia Posi has, in
_ﬂllﬂ.ﬂnl-ﬂmm mnd enforced
between the two organisstions. The efforts 1o have
ﬂ!‘l:u:llﬂhmm“tulhnhnlmm
]'ﬂﬂﬂiﬂhgwmhlml_
acceplance.  In the Alrporis Authority oens seven
aurports, despiie a strong case for managing ithe arports separately.

Robis O'Hair (Usiversity of Queensland): The anarcho-

syadicalists have aken an intermediate step towards privatisation by
making harboor boards and other kinds of boands elective. Thit sysiem

iended 1o redoce the exploitation of consumens 50 long & the franchise
wasn 'l undaly wide.

Trace: That's interesting in the light of the possibility of harbour

Simon Oke (Liberal Party of Australia): One way of
Wumamﬂuma-m;m
control, that is, 4 healthy mkeover market. This is

umciul where the monopoly & & natural ope and there is no

lllﬂl-ﬂ'f
possibility of contestability.

ownership rights
“—mummﬂhmm o,
even if there were no gains ot all in output markets, there wouold still be
o presnption in favour of privatisston.
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L. INTRODUCTION

rummtmumq'wmmm
mﬂnﬂnhuﬁﬁld relative size of the public secior in
OECD countries. Many see ﬂ:lﬂnuflhpnhﬁt;‘nmu
placing a significant constraint on growth potential of OECD
countries via both the inefMicien use of resources and the impact on
incentives o work, sve and mvest.

If one agrees with that contention, there is a neod for macro controls
that place limitations on one of more of expenditure levels tation

=t must be casily underanod, (esihle and credilide;
o i must have sufTiclent authority o impose disciplise; and
= it must be backed by a financial onplementation syfem capable

[tuhnlumh the US, UK and Australia with macro
contreds and conclude that:

»  The Gramm-Rudman delicit reduction legislation has been
wuhﬁ“hﬂmhhﬂﬂmh
n adedjuate discipling on public secuw apending of



o achseve the desired

xhhpﬂiﬁ

for expenditure, taation and deficit reducuon planning.
$ome suggestions on desirable

process that would be consistent

dgeary 7

I conclude that control over the size of public secior spending.
it is very desirable 10 develop a proper

taxatin and borrowings is really & question of political commitment.
Without such commitment no progress is possible no matier what
syuem is uscd,

However, provided the political commitment is presemt. macro
conmrols provide & very wseful woapon in the

ves. Furthermore, given the difficulty of

The final secuon of the
changes 1o the Australisn
with [hese conclusione

atan,

WHY DO WE NEED MACRO CONTROLS ON

SPENDINGT

L

-
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mmmmmhm

it mmuu
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resources were not adjusted #ﬁ.lrun.hn:wm
However, there was almost certmnly & failure io exert
measures.  Traditional ‘botiom up® controls that focused on

escalation of the public sector
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tanes;

«  limitation om the overall slze of public sector
borrowings and consequent public sector debit levels.

Three main can be adduced for macro contrals.  First,

there is & noed, In my view, o provide privaie individuals and
businessmen with & basis for their own fMnancisl planning.
Clearly defined and belsevable macro controls on public seclor spending.
taxing and borrowing may be able 10 creaie favourable expectation
effects, which of themselves may provide a stimulus 10 private secior

for politicians and public sector planners. Unless some
overall commimment o limit the size of the cake s made, there is no
hﬂdh:““nh—dhuﬂﬂmr-{nu
controd 1opics as “shernative options for achieving & specific goala® of
'mwuhduﬂm-mm: There are many
enamples Auuﬂlu_‘:memﬁurwhmﬂnn-; the
Department of Urban Regional Developmen under
Government) have been allowed w0 develop grandicse schemes in o
vacuum devoid of an oversll spending framowork and have then boen
forced, generally o late, o face reality — usually 1o e embarmasment
of all cimcermad.



. CRITERIA FOR MACRD CONTROLS

While there may be fairly general agreement on the need for some overall
macro comrols on the of the public sector, the more difficull mak
in o formalae that will make them successful. The more

Imposing Disciplines

The macro control targets must impose a discipline on & whole range of
public secior actory: the Prime Minister and his Treasurer; the Cabinet:

240



Cruig: Macre Controls on Public Spending

the goverament as 8 whole; and the public service managers. As such,
the macro control must have some authority. For a start, it must have
the full and binding endorsement of the government. Second, them mas
be some mechanism 1o cnsure that it is enforced (e.g. a Cabinet decision;
a public manifenio; of some means (o cnoure that someone in authority
will have the power to make it work). If the macro control (s seen as
merely a statistical projection or 8 constraimt imposed by Treasury
buresicrats, it will never succesd.

An Implemeniation Sysiem

financial controds w0 cnsure that the MacTo Lrgets are y put inio
place at the level. A sl of broad wrgets s of 0o use. They
mus be into specific lmits for esch public sector manager
10 work within. Those responsible must them be smswerahle o
parliament or some other authority for failure w meet rges. In short,
the forward and Mnancial control mechanisms must be iotally
iniegraiod and
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sccording o
* The Supreme Court subsequently niled that the GAD was an

arm of the legistation (because Congress ha the power o
diamiss the Comptroller Genersl of the GAC). not part of the

Y A
under which the GAD works out the cuts, which then have 1o
be put bnio & resolution and voted upon by both chambers
before they come into effect.
= The begislation also includes varioos rules to facilitaie debate.
To foil single tssue meddlers who in the past tried 10 adom the
bills with concessions (o the varous inlencst groups
represent, proposed amendments 1o the Congress budget
resolutions must be 'deficit neatral’; that i, svyone wishing 10
wld spending w the resolubon must offer either makching cuts
elsewhere Of FEVENUE INCITaseS.

the entire revised defic reduction can be suapended should the
administration detormine that the 1/S cconomy has grown by less than |



sbsence of an established for mplementing e cats
remaing & major stum block. that call for the
General Office (a growp of servants controlled by

uﬂplhﬂnlnﬂ.m GAD could
have a role in those cuts, bul one i lefl with the

V. OVERSEAS EXPERIMENTS: THE UNITED
KINGDOM

The Public Expenditure Swrvey
ﬁlﬂﬁ!ﬂﬁ:ﬂmﬁt!_mﬂﬂ}h-mﬂlmdﬂﬂ

public atsention. imernational observers were initially charmed by
the system in the | and carly 19708 because they waw its poiential
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Why did the relative size of the public secior grow so rapsdly in the
early years of the PEST Several faciors appear 10 have boen imponat.
Overoptimistic sssessments of economic growlh.
Soccessive in the 1960s and early 1970s adopted
i be

thal the cost of the programs would be escalated in line
with inflstion. There are & number of with that approach.
Firat, the overall average ‘prodectivity’ of public sector activities, while
pever measurable directly, is almost certainly below that of the privase
sctor as & whole, As such, the "price’ of secior goods can
normally be expocied o increass mode mphily the natonal infMation
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Cralg: Macro Controls on Public Spending

Fourth, in 1981 the Conscrvative government moved fo plan all
fuiure year expenditures in cash rather thin volume ierms.

Medium Term Financial Siraiegy

The present Conservative government has reinforced this emphasis on
financial control by formulating spending plans within a Medism Term
Financial Strategy (MTFS), which was designed 1o reduce inflation and
interest rates by means of reductions in the Public Secur Bomowing
Hequirement (PSBR) and the rate of monctary growth. Each year, the
grvemment has announced medium-torm PSBR and monetary targeia. A
medium-ierm cash cxpenditure target is also established. The largets
have heen revised from year o year in the light of developments during
the previogs ;

absence of the MTFS. However, others would srgue the mediocre
reflects in the MTFS. Most would agree that the

o .;:r ; :hpu'h:;udh
BNy moasure, manetary
D v S e S
. some af the slippages in the PSBR have owed mach 1o events
beyond the government's direct control (e.g. the slowdown in the world
economy in the carly 1980s, the coalminens’ strike, and the fall in oil
peices) wmmmwmuummm
contaming public expenditure. has sveraged a litthe over 1 per cent
in real lerms i the period, mm:—nﬂ;ﬂ—dhh
1960 and 1970k have boen overcome, but the government has
made only progreds in winding back the ‘rump’ of spending

E
|
:
!
g‘



Tt 2

Medium Term Financial Strategy Projection and Outtumn (% GDP)

PSBR Estimates
79-80 80-81 B1-82 B3-83 B384 G485 05856 Be-87 06/-88 6580
Paper
Estimato
Jun 79 4.50
Mar 80 475 375 30 225 128
81 50 6.0 450 375 20
a2
B3 570 425 350 27 290
B4 1.50 2.75 275 250 2.0
BS .30 325 225 2.0 2.0 1.75 1.75
86 320 325 2.0 1.76 1.75 1.78
Actuals 4 B0 5.60 3,40 3.20 3.20 3.10 1.70




Craig: Macre Controls on Public Spending

V1. AUSTRALIAN EXPERIENCE

The present Australian government has stiomptod 10 UBpOse 3 MACTo
control on the public sector via a Trilogy of promises designed 1o
& medium-term framework of fiscal discipline within an annual
budget cycle. The emphasis is on containing the growth ia government
expenditure and borrowing, without recowrse 10 8 structunlly higher ax
burden. Briefly, the Trilogy anmounced in 1984 smed:

i

+  Commonwealth government was nol 0 mCrease as

a proportion of GDP in 1 nor over the life of the

parliament (ie 1o 1987-54),

the budget deficit was to be reduced in money terms in 198546

and as a propartion of GDP aver the life of the parfiament: and

+  there was 10 be no increase in @ revenue 88 a proportion of
GOP in 198586 nor over the life of e parliament.

L



Rewraining Leviathan

billion in 198587 the respoctive rathos o GDP will be 29,5 per cent for
ozl owsilayn, 25.9 per cent foe ital taxes amd 1.1 per cont for the deficit
How does the malch up agains our crikena?

Public Awareness and Privete Secior Response

Ferhaps the govemnment wanted 1o i experience of
hﬂ“m-ﬂhwﬂﬁh“m“
10 place @ discepling on ministers and back bench [actions; perhaps i was
:gmwhmnlmruﬂpir-mm
& instial public sector fiscal surge in the first years of government.
!H“~Mmﬁhhhﬂ1ﬁh“m-w
role in encouraging a belief among business and the public
geoerally that the Labor government would behave i o fiscally
IRAMTEE
Un economic ing
i i s T

adequacy of the . For that reason the government has moved
away from its Mevertheless, the imporance of the
commitment can be seen in the Opposition's 1986-87 budget response

when their leader stated: “On our election w office, the coalition
government will set expenditare and txation Limits thai are significanty
miore rigorous than those of the present governmen's rilogy'.

While the governmnent now appears 1o be commitied o holding
laxation revenucs ot shout their present mtio of GDP, it will stempt o
nﬂlmhhﬁuu“mhmnhItHhHﬂh

CxpoCtaticens not be even worse in the absence of some fiscal
commibment at the macro level?
Discipline

Thuﬁhﬂﬂhmrﬂmﬁf:qlﬂﬁﬂuu
down outlays. al':;qqh the 1966-&7 hﬁwﬁrmm
initially formulated on the sssumption that
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Resraining Levaarhan

price increases. Although the Department of Finance publishes

ull estimates in ouwltun prices, some doubl must remain on the

accuracy of the adjustment methods used. Moreover, las year

we wire tol grven an estimate of the overall infation rate used

in the projections.

. considerable progress has been made on improving the
quality of the estimates, they do not appear o receive the same
degroe of veeting s the anmoal catimates

. m:m it could .

the fiscal strasegy, not

that role in its present format. ' What s needed in » fully aniculmed

into agreed money tanpets. Department of Finance is cenainly

aware of these problems and it bs w0 be hoped thal we will see the results
of their endeavour in the year shend.

Vil. SOME GENERAL OBSERVATIONS ON MACRO
CONTROLS

Reatraint of public secior outlays, revenoes snd borrowing is ultimanely
8 question of political coxnmitment. The countries that have had most

inientions 1o consider a contentions decision. These faclors work aguins
detailed decisions on mult-year expenditure plans of oo (uture astion

Nevertheless, where a country reaches a crisis stage and faces no
alernative bul w act, taditional political sititedes can be changed
because the crisis cresies a seting in which i is seen as responsible 1o
tacklo the nanon's probiems head on.

In this context, macro controls become a valuable aid In my view,
best control is one tha encompasses expendstures, revenoes and
since each is important. Experience overseas (e.g. in the
UK} muggests that effors 1o control expenditure i isolation do mot
impose & sufficient discipline. Whils forward revenoe estimates aro very
hard 10 make, it is salutary 10 set down relative magnitudes on different

254
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However, we musi be carclul of towing out the baby with the
bathwater. I1 18 just 100 convenient 0 ket politicians and administratons
off the hook. If wrgets are nappropriate there should be some onus on
them o explain wity that is so. If there are believable explanations.
then misses on rgols (or revissd werpess) will be scocpied.

VIIL. TMPLICATIONS FOR AUSTRALIA

Many believe that Australia now faces sconomic probiems that will take
many years to resolve. That will require a medium-term policy
framework . w‘lm.mhw
mindification o targets, docs provide a starting poknl.
What is is & framework for debate on how w achiove
Privaic sector wre asked to “wust’ that the govomment
achicve ity mrgeis, Past performance helps 1o build tnast (and the
governmient does have crodibility bere). However, it would be

&r

i



Revraining Leviathan

there was some more tangible evidence thal owr governments had
through how their macro targets could be implemensed.
that end, | would like 10 see the following changes.
1. three-year exponditure cash targees should be set. To
mae, the of linking expenditure 10 GDP is not well founded.

reluied o GDP,
2 revenpe and deficit trgets should be sot down on
the basis of assumed GDP growth targets.

A rrady reckoner showing the of alemative
and inflation assumptions for capenditure and rovenue
should be shown,

have changed. The extermul constraint we have buill for oursclves will
be with ua for many yesrs. What we need now s a realistic bipartisan
dehate on how we can resolve the Nscal which have had such &
key role in creating thal eatermal
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M1mw”luqum

Daadiine Action to Be Compiated
£Feb 1568 President submits budge! 1o Congress.
15 Feb 1588 Congressanal Buaget Office submes report and
mmhwwhﬁw
25 Feb 1085 Commities subma M “viws and astimabes’ ko
Buciget Commifises.
1 Apr 1588 Sonate Budga! Committes reports Congressional
budget resolution to Senate.
15 Apr 1986 mhhuﬂﬂmmmw
15 May 1586 Annual Appropriation Bills are considered in e
- Houss — even |l the concurrent budget rsolution has
not teen: passad.
10 Jun 1986 House Appropriation Comeities must report final
annual Agpropriafions: Bill
15 Jun 1988 coemiplaied joiri action on mooncliation
o taton o Contpessrel buketresion
30 Jun 1986 House completes ackon on Arrual Approprations Bilie
15 Aug 19868 Ofica of and {OMB) and
O presant budgel
‘snapghol of the ates! oullay, revenue @nd dedail
profcions.
20 Aug 1986 OMB and CBO send a repon on e defict 1o the
Genoral Accounsing Offics (GADY).
25 Aug 1986 GAD issues mpor on e deficit o he President.
1 Sop 1586 The Presdent issues a prelimirary ‘sequesiar oroer

o Congress, Il heeded. requinng measures o meed
ihe budget targets.

57
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10et 1986 Sequester ofder lakes efecl and fscal pear beging.
5 Dct 1508 E‘Bﬂaﬂm-ﬂnﬁummuﬂu

10 Oct 1986 GAQ esuey revigad report on defict bo he Prescent.
15 0ct 1986 Final saquesier onder,

15 Nov 1288 GAD ssues compiiance repon.
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Australia has not done much betier. In the 198647 Federal Budget
s11 mﬂnmﬂ HMWII Il:llﬂmd
minor postponements of cxisting and programs. the
Frascr Government was more successful than its predecessor in reducing
the raie of growth of overall expenditure, it still fell short of
sctual reductions. 1ts Raxor excrcise of 1981 was correctly seen m
a mainly symbolic exercise, since many of ks proposals were delayed or
m-ﬂrnuuﬁdhmd'mmﬁu{!h::‘nlﬂm.‘

terms of Stue and local government those i Cuicensland rose
by 31.7 per cont betwoen 1983 and 1986 compared 10 the eight-capital
weighied average of 25.2 per cent.

A second reason why more sttenuon noeds 10 be given 1o the overall
opersions of the public sector is that macro sirmegics 0 achicve smal
povernment, such as the Trilogy or constitutional limits on the size of s

comment on these approaches 50 we should not be 0o negative.
However, Allea Schick (1986:133) concloded that these macro
approaches shouid not be séen as the ol solution:

constraints o not sulfice w0 reorient budgeting from W
resrenchment. [t is also nocessary for government 1o wp
these macro actions with restrictive on
specific progrummes.
Schick might also have more atiention W the way pablic
podicaes are ol
Finally, there s growing dissatisfaction with mechanisms
of expenditure within government itself, with the various
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with new technigues like zero-based udgeting. Brtish civil servam
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oporating norms of oor system, muﬂh.pm
ahle w0 cope with demands withoul resorting W0 more resources.

SOME CAUSES OF GOVERNMENT GROWTH
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and
increasingly difficult. Amu-#ﬂﬁ:hhm
by the Better Health Commission, a federal inquiry, that despite the
exisience of & number of organisations,

established 10 *

1986:155-6). Even
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(Better Health Commis
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only if a new nathonal

learn how Lo redefine their roles, expand their boundaries and guin access

organisations established for symbolic ressoms with few resources soon

|
|

be
leadership

w mmmumwm



i
Advocates of small secm femarkably unawan of thess
ned realities. They scem unable o comprehend
how even in haed dmes (no resoance grows. Paniof

verms of quantifishle indicators such as the sumber of hospitals buslt or
cheques posted rather than whether the nagon's healih acuady wnproved.

For these reasons, iermination in the public sector s more difficult
than in the private sector. Not oaly does the private sector have beier
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organisational stractures. prossure,

interest, combined with the natwre of the public bursucracy (e.g.

permanent iensre) add 1o this,. However, because problems change, “one
s monuments may be the peat '3 mausoleums’
and Gunn, 1984:250). In times of cconomic growth we can

alford the odd mausoleum or two, but this is less acceprable when there

wre fewer remwrves available.

A mmple example is the institional case of children. When social
valuea were different young women who had children oatside of marmage
gave them up soon afier binh. Instimtions sffed with nurses and cooks
and housed n expensive buildings wore established W cope with this,
However, a3 times have changed these institutions have become
redundant, Bui they mre ool questhonsd, Sl remain and even new
appointments are made. Similarly, institutions established 10 cope with
the behavioural problems of chibidren and ienagers become obsolete a8
the key profession in the area (i.e. social workers) redefines the
tresiment. Thermpy is by counsclling rather than disciplined control, and
location should be in the community or family-hased rather than in an
institution, One institwtion ron by the Queensland governmen! was
refurbished st & cost of $500 000, had 11 saff {including & lsundress, a
cook and a gardensr), but sorved few clienta (it used 10 average only one
o two children 8 week, sometimes none) because the relevant
Mmmﬂdhﬂﬁ;tﬂu'hﬁrﬂunﬂm
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thix has probably been o factor m delaying the government”s decision on

ihe matier,
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Inevitably, either outdased methods rermain,
congpire w develop elaborme

puh

i thoae imnalvad i the aren

(s iteren

" crisis of

hﬂhﬂﬂnuﬂv- It ik a ‘work practices

given w0 that basic chamcweristic of the

Eu-ihnmminh

ﬁuﬂm

totsl stalf of 169 000 (Public Service Board,

hhmﬁlhpﬂﬂtmhmjummmwhml

mﬂu-ﬂuum-r
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mmmmmmm
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carried oul
least they
lrhﬂ
apecific
on this
» Promotes competition, and,

o Mf

mmmﬁnuum
of ompetonce.

Fecefil ihe
repont by

More atention needs 1o be given 1o the sctual means by which
policies are 10 be achioved. For instwnce. should services be delivered
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contracting salT) or shoold cash benefits be given? What is chosen will
affect case of policy change or termination. Delivery of services in kind
Mﬂim}ﬂnpﬂﬁﬂ.“m
and thus more participants with inleresis in maintaining the policy.
Also, the moro specialised the saafl involved, the less oansfernble they
are io other areas of the public sector. In contrast, cash tansfers can be
administered by clerical valT casily moved 10 other mmilar areas. This
process also gives more power i government (o make unilmeral changes
or outright lerminations. Witness the delays o pendion increases or

10 alleviaee poverty traps announced in the 198687 Federal

It follows that we should ask “not only what governments can
promise, but what they can do’ (Wildaveky, 1980:45), Governmems can
give people scocss 10 health services via programs like Medicare, bui
access is no guarantee 1o impeoved health. That is wsually more
dopendent on personal behaviowr, Governments should consider just
what they are trying to do and select the ool (for a
discussion of governmen! outputs as “wols” see 1983). This will
not only save money, but will also make futume alterstions of policy
EARRET

Ome interesling dovclopment is the more cifoctive use by
government of its information and persuasive powers a8 an aliemative o
large burcaucracies delivering a direct mange of services, or regulating
corain types of sctivities. This has been called “theatrocacy”, and it
involves a range of symbolic gesiures, wamings and persuasive
argumenis 0 alter cermin bohuviours thal are socially undesirable
(Lyman and Scot, 1975). The “Life Be ia " campaign ilasrses this

As s originator, Phillip Adams, suggested, governments
avall themsclves of modern communication tochniques like
televidion io et the pablic know whal govermment services are available
and o change social attitudes (Adams, 1986) Maturally, this has
manipulative ovenones, bul is @ any differens from providing incentives
in the form of cash subsidies or tax concessions 10 alier poople’s
behavioar? Moreover, il is relatively cheap, and modern polling
uﬂ—-ﬁhmutﬂﬂ.wu“{lﬂ.lm
CGovernments should resist all-embracing soluticns o
bt shoubd folkow several different approachss 1o single issue
Biller (19800604 5) has summed up this approsch in this way:

We may not have s much reached the limit of our resources,
ms we have ratheer reached the limin of our belsel thal pesounces

applied i homogenoous ways 10 heterogencous needs makes
sEnse.
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H_ more respongibility, could onhance ihe i:tfj of public sector
organisations w respond © change. (For discussion of these lesues in
relation w0 the Victorian Public Service soe Cullen, 1983.)

might appear 1o be & rational solution in of economic decline,

such s approach in our political system could be counterprodisctive.

Public polacy and our boresucratic stractures are the conssquence of long-

term developments, & wide varicty of different goals, compromises,
public

and interest group Char buresucracics are

not innocen! dizinierested but have long been players in the
and have stakes in different as much s some of

the Bor mre public bureancrcses hierarchacal structures.
with stiong suthoritative chains of command. Both within and beiween
these soctor managers have w negotiate goals,
boundurics and resources. 'We Hve in an world and no matier
how the cause may be thess and administrative

The real challenge [of policy termination] is 10 accept

government a8 il is — with s different goals, rules,
pressures, incentives, and constitoencics — and 10 attempd Lo
deal with that reality ... Termination in is — mnad
alwayd will be — a politcal process ... it ke poliically
Intelligent managers o achieve it

This § political parties, however realously embrace the
mﬂ::z-ﬂni.mﬂﬂﬂnm-ﬂw
cuils,

If the currency of politics is kudos, then one way politi n-I:
encouraged o of lerminate 18 0 use
mﬁﬂnnﬁﬂd basod on the prestige and
authority of government o guin MNew pwands can be created,
more COmmittees and mionmation cenpaigns
launched (Rubin, 1980),

an
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conditions. Making more agile, ke the car, is the way
small government can be achieved in the long term.
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through the forwarnd estimaies.  But he wonders whether, in the event of
& severe ecotomic downtumn, government would find it possible 1o Hve
within the expenditure cedling that it would like 10 impose on el
mrhﬂmwﬂummm*lmm.lqm
with his The Trilogy commitments and the like can help 10
I on governments, but they are aids o political will,
not substituies for i If govermmenis and the communitics they
want smaller government, or want it 1o o sufficient extent 1o
ummmuwmhm

Ome should perhaps begin by whether the communiry
really wants smaller secms to0 me (and 10 many other
observers) that there 18 a degree of split-mindedncss in our attitudes w
tmaation and expenditore. We all [avour reductons in
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maks them poksible. Bul we are much leta koen on reductions in thome
nems of govemment ing that are of henefi W ourselves.
This, of course, ihe Boorious o which Mr Prasser
refers, of small government advocaies o specify the areas in which they

fiscal restraint due w0 the very real balance of payments and extcmal deba
ihat Australia currently faces. Even thoss who would ideally

o soe government doing more may sccepd that the next few years
might not be the best time o introduce new programs. The rate of

mnierest),
This wendency for sponding om the continuing progams of
Elmblﬂl'fﬂﬂ’_m by the cxpenditure colling that
desirable on macroaconomic grounds ks, in my view, the ewence of
the budgetary problems [scing governments in Asstralis and similar
countnies. As successive editions of the Forward Estimaics Roporis of
ihe of Finance illustrate, governments i all recent years
have mnmﬁu;mﬁihﬁﬂlﬁ; -
Depending on the prioritics these savings have
used either 1o reduce the fiscal of 10 permit eapansion of higher

I can now be forgiven for & brief mies k. s November
1986 an EPAC Councll Paper was relcased entitled “Fexibility in
Government Spending: Insues in Efficiency and Control” (Council Paper
Mo, 23), This paper discusses the reasons why spending on the

connnuing programs of government grows Laster than seems desirable on
IMACIGECOBMIC grounds and suggests measures thal may enhance the

degree of Nexibility in govermment spending.
Uﬁ-w“mmﬁ over spending programs

and Hmﬂ policy decisiom, they will nod

[ pesds while ensuring that budget

mum#mmm Al the
sime time, recipionts of government expenditure Iﬁllmj

uuhﬂ ﬁmaﬁwﬁmmhm
el ierm and planning, bul conflices
inevitably occur. considerations will genenlly noed o
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prevail in such circumstances, requiring a degree of flexibility in
expendinares.

Factors limating flexibility in government spending include:

+ contractual obligations such as public debt interest and wages

nnd wage-related payments;
*  indexation provisions (some two-thinds of Commonwealth

|

Jrroportion has boen increasing)
. umﬂwﬂn--ﬂth

|
.:
:
i
!
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question of effectivences reviews: whether existing government
mmhumdﬂ[ This question is difficult
hmﬁnﬁ-uh bureaucratic and mindisterial

Mlﬂ“ﬂmmm
m._u-ﬂ-ra-p
promode 'h-rmhpﬂ: pnl:li:_. o
(]
mdﬁuﬂuﬂ-hm - umm



DISCUSSION

Patrick Minford (University of Liverpool): As someone
tavolved in the formulation of the Medium Term Financial Strategy in

Iﬂl,hmunﬂlﬂﬂﬁmmm taxes had o be

W BT Thra
exprriencing with their budget deficits. The MTFS succeeded as &
moectary weapon, but cenainly not as a control over public spending.
The two need i be kepi separate.

Jon Craig: | think the British did achieve 8 degree of expenditare
restruni, though not as much as one would have liked. True, the MTFS
wag concemned with monetary growth and the Public Sector
Requirement, and was not instuted specifically o control public
spending. Bt it provided a good framewaork and was an improvement on
the earlier years, when expenditure was linked 10 GDP alone, without
refarence o deficits sl revenee,

Robert Miller (Regulation Review Unit, Melbourne): What
do he speakers think about sunrise or sunset legislation? There have
b rq::hu ﬂ:ﬁnlﬂ?ﬂ coon =
rescing all broughi D mpose 8 ten-year
Life cycle on all post-1962 regulations, California imposes a limited
Hﬂ-qummydhhnﬂmﬂmmhhh
quantity of legislation mast be reduced each yeas,

CHilf Walsh (University of Adelaide): It scems 10 me thal
political will is & necessary but by no means sufficient condition for
containing big governmend, has 10 be some kind of sanction o

back

much ‘flexibility” and “agility” in spending programs: rather it is one of
sccept the spending cuty that peed 1o be

made before taves can be cut. This can be done only by sharing sround

m2
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Government
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-
*

AUSTRALIA AND UTILITARIANISM

¥

existing constitutional limitstions on government in Austratia arc
enfochled and not far from being gutied. This has not been achieved in a
day or a week, but is the result of a process that resumed in the early
19708 and shows o sign of abating.
The key 10 pndersianding that process, sibeil ity major constit-
manifestations will be referred 1o in the course of this

In crder 1o survive, be coherent and stable, and answer men's
wanis, a civil society had 1o rest on a foundation of moral
values. Elso it degenersted — if an oligarchy, into micrest
government, a govermment of jobbers eonching themselves
Mﬂ#ﬁnnﬁuﬂﬂhnﬂﬂnuﬂ:hﬂ
various mincrities sad rulsiag helt, (Bickel, 1975:28) |



may
be made. This will guarantee the politicisation of socicty, The results
of such a politicisation are not likely w be congondal 1o save the
few who sdminisier il, yet the capacity 1o break once il
exists is small, na fear of political retalistion deters.

The reason utilitarianism s the philosophy thet supports the
destruction of sny moral limits to politics may be traced 1w Dr.

E

inielleciual has oo occasbon been mislcadingly called “anti-endonalism’
and today is called “evolutionary mtionalism’. This school, which is

of groats such as David Home, Adam Smith, Adam Ferguson,
Kir Popper and F.A. enw thai Mandeville's genius had
laminaicd the problem of uniniended consequences of human
nction. Soch mmight ultimasely led to what Nozick (1974:18 fT.) has
doscribed as “inviaible hand explanations”. This school, while Whig and
not Tory, in skepuical shout sociooconomic reconsiructhon,
because of the & and effects of uniniended consequences within
the structure of cubturally evolved institutions. In a sense its views are
utilitarian, but not in the sense in which the word in used in the present
discussion. John Gray has put the maner well in relation o0 F.A.
Hayek, the schools leading modern proponent:

refiormed piccemeal snd slowly ... [Tlhe proper robe of wility
is nod prescriptive or but rather that of a standard of
evaluntion for the sssezsment of whole systems of rules or
pracuces
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of others of which are ansumed.
Among these | think that it may fairly be said that the rule of
law forms an Party v

{Amsrraiian
Commamwealih {1 1951 83 LR 1, 197)

Equally distant scems the argument of Dr H.V. Evant KC, the then
federal leader of the Australion Labor Party and s former justice of the
High Court, on behall of the communists, thar:

I1. THE END OF THE SEPARATION OF POWERS
AND FEDERALISM

Those sentiments of Sir Owen Dizon and Dv H.V, Evatt do not sit well
Mﬁmd%ﬁMMﬂMHM|
times. [n Hilion v Wells ALR 245, a majority supponed the

thﬂmnﬁh of jadicial

he belongs. The metaphysical notion of ing in his
MHIW,IH#,:EF:.MH



court of which he is & member, cannot be supponed as a
muaiter of legal theory,

Ome ask: What is the point of our ;
that functions shall not be given 1o & ... court, if

S8 ALR 245, 261)

The court has also unanimously rejected the challenge of the
Builders Labourers” Federntion o ks M by legubative act (Re
Luwdete: Ex parte Australian Building Emplayees’ and
Builders Labourers” Federation (1985) 62 ALR 407). While the coun
would scoen to be on reasonably ground in regarding the power of
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mmunﬂ:ﬂm;mm
similar reasoning. Soparation reducs o
':l:-tlhﬂ];'fhgt. Lailia, lﬂ-ﬂ:l:"lmihu M.mm'
. Separation is also thought © be withow! mesning, because
Eﬁﬂﬂﬂﬂhhﬂhﬂﬂhﬁ:ﬂh“m-ﬂ
legislators. Omce the concept of courts declaring pre-existing social
practice  and convention to be law is lost, the legislative conception
judicial function bocomes imesistble. This s 2 bridge tat the
Couort has crossed.

g2
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brade and commeroe power, 80, for cxample, this secoon hsd no bearing

when the Franklin Dam was blocked under the power over uading
{Commonwealth v Tarmania (1983) 46 ALR 625).

Section 117, which prohibits discrimination by o State agains

regidenin of other Stias, has been held inelectial 1o swike down

of the High Court, ont can satisly a residency requirement by living in
ihe Siaie tﬂﬂhﬂm.mﬂﬂﬂﬂu'im
fm-huﬂr o b absend (Menry v Boekm (1973) 1| ALR

gﬂﬁ-ﬂ.-ﬁﬂ.;—:hlmm:mhhﬂr.ﬂ'
they have a vote for the more numerous house of & State, has been held
o only to those people who were alive in 1901 (Ke Prarson: Ex
H‘?!HSM.IIL

Soction 80, which ("] [ to tria for
W dose o g ey bbbl e 5
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riﬂuﬁmh;hnmmfm:hpiﬁﬂ.ﬂum
1 CLR 128).

The only provisions of the constitution in be nature of
constimiional guaranices that have any efficacy are sections 5 1{xxikiA),
$1{xxxi), %0 and 92

IV. THE FUTURE OF THE FREEDOM OF
INTERSTATE COMMERCE

Section 77 gusrantees the freedom of commerce and movement hetween
the Stases. Murphy J waged an unremiming hattle 1o have it read out of
the constitation (this commenced in Buck v Bavone (1975-1976) 9 ALR
481, 498 ). niwﬂ,hmﬂ.mhmﬁ:ﬂgm-;-
not 1o apply to the federal government il the Privy Cooncil had not
overruled the High Court of Ausiralia (fames v Commonawealth (1936)
§5 CLR 1). Sir Zelman Cowen, Sir lsaac Isaact’s sympathetic
biographer, has indicated that lsascs | went oo far in snempting this
{Cowen, 1967:189),

Recent trends in section 92 law point {0 the view it will not sec oot
the decade as an effoctive check on government power, Siephen and
Mamon 1) in Usbergang v Australion Wheat Board (1980) 32 ALR 1
have said in relation 1o section 92:

CHTumSANCes. eaample, it would be relevant w establish
what are the goals o be atmined by the restncuons;
bow these may be aguinst those restrictions and
whether they can be by cther means which do not

provided
achieve them go no farther than is necessary 1o do sn. It should be noted
that the casy involved the question of whether a ststanory monopoly
conild be imposed an the wheat trade — the very antithesis of freedom of
COMTUMETTE.
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constitutional ﬂmmmrhntm pustify
it ﬂ-ﬁnmm mhuﬂthm

The conventional approach i the problem of what legislation is
cosmpatible with freedom of inersae commerce was o

To ascertain the extent of freedom of commerce at common law
(one has a common law right to wade: of. Lord Reld in
Bellshill & Mossend Co-operative Lud v Dalziel Co-
operanive Sociery Lid [1960] 1 All ER 676), for cxample,
fraud is not part of that freedom st common kaw,

of freedom of commerce s common law, for example, satutes

prometing govemment monopolics (¢.g., Hughes & Vale Pry
H#Hﬂﬁml}[liﬂ]ﬂﬂll.tﬁ:ﬁh :

There seems little doubd that the of Stephen and Mason 1)
ﬂm?sn:iwhlﬁﬂtuﬂt 92 will thercalior be a dead

. Oarfield Barwick CJ's powerful judgment in Uebergang v
Ausiralian Wheat Board (1980) 32 ALR 1, 16-17 makes this point.)
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THE EXPANSION OF TAXATION
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They have & monopoly rent value.

5 * by virtee of this “unres)

Nevertheless, the High Court, while repodiating the

reasoning, persists with the holding of the case on the basis thut State

budgets should not be disrupted (Evda Nominees Pry Lid v State of

Victoria (1984) 52 ALR 401). Such ieader indulgences are aot conceded

o private htigants, who may sce thewr financial positions severely eroded

by novel jadicial docisions overruling a8 caena of suthonties (Hackshaw

v Shaw {1984) 56 ALR 417; reference may be made o (he dissemt of Sir
Daryl Dawson, pp.466-7, 10 appreciate the scope of the holding),

distincibon’.
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¥1. THE DESTRUCTION OF PROPERTY

hﬁn:m!lhnﬂ‘t:m—hw
l‘nﬂlﬂ property ol mmﬁﬂﬂ*h
the Commonwealth or by any person scting under a nli:

liberally construed and applied. In the Tasmasian Dams Case its
strength was severely shaken, Three of the four judges who formed the
mjority on the other issues n the case (Mason 1, pp.707-9; Murphy J,
p.738; and Breanan J, pp.795-6) ook the view that if the
Commonwealth delermines o probibil the use of development of an arca
in arder that il remam n open space, then it has aol scquired property
and so no compensation i1 owed. 1t has merely destroyed

Those ustices sad the American cases on “takings” wers not e

- subject of scquisition mot withowt
n;l « (Pelfan -ﬂwpprmn oD,

v | All ER 65, 72.73,74; emphasis added)

If one: accepts the of Mason, Murphy and Brennan 11, then

a logical extension be that the Commonwealth may withdraw the
banking licences nmmm;dw . ANEZ, snd
Matiownal Commercial, along with every other Noensed Mhﬂ.ﬂ
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there will be no acquisition by the Commonwealth Bank of their
businesses, even of their goodwill. mﬂnﬁunﬂﬂli’ﬁ
Ulster Transpors Authoriry v James Browa & Sons [1953] NILR 79,

If the approach of Mason, Murphy and Brennan ] were sccopied,
then Minister af State for the Army v Daleie] (1944) 68 CLR 261 would
be severely limited im its spplication. Sir Owen Dizon describod the
elfect of that case thiss:

The Constitution will be mocked if Dalziel is 1o be nerrowly conflined.

it ks & niggardly conception of human endeavour o link everything
10 exchangs and o economics. The fact that the Commonwealth may

acquire very Lithe in the nature of mosey or money’s worth with the

attest. To insist that the Commonwealth parchase an imterest “wonh
owning ', from e point of view of resale, is nothing short of absund.

Vil. THE DECLINE OF MEDICAL PRACTICE

The remaining explicit constitutional guarantce 10 be mensoned 15
found in section 5 1(xxiitA) of the Constisution. hpﬂhm

£
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In Federal Cowncil of the Bricsh Medical Amsocianion in Asustralia v
Commonwealih {1 79 CLR 201, a very liberal view of thia
probibivion was mken. S William Webb said:

words, the relationship could be restructured so long as
entry io that relatbonship voluntary. Freedom of medical
praciice ceased io be protecied.

cohesion in party politce
The effect the Senale has had in Avstrulia is 10 minimise
politics. Its structure has opersted a8 & Swies” House, by the
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bent on govertanent & the fedaral level o promoie regional disumity on a
masive scale

While Tusmania has become something of a regional prize in recent
federal elections, this is merely & “side-show’. It is not possible o

sustain 8 foderal by avowed opposition o all things
Toasmaninn. such an approach may prove successful on a
State or local political basis.

Unforunstely, even this guarantee of (he shsence of regional
distempers has been sevoroly undermined, over trenchant dissents, The
High Coun has now twice affirmed that the Senate may be increased

IX. THE CAUSES OF INSTITUTIONAL FAILURE

[t would be lempting. but nevertheless eroneous, 1o conclude that the
trend of this junsprudence — its hostility t0 constitutional limittions
— wid & product of some st of conspiracy or thai the
somehow mdscal, and that this trend could be reversed by
appointments. This would be very unfair o e Cowrt snd
members. Indesd, five of the presenl seven justices rmosived their
pﬂﬂﬁﬂwmhﬂu Sennior P. Durnck was
i the sucoessive Fraser Ministries

Thl-ﬂ;hﬂnnt.-ﬂiuhSmE_tnfhWM
still basically remains & reactive institution. While its collective
outlook seems o be srongly opposed 1o the enforcement and liberal
application of constitutional restraints on govermmant, it nevertheless is

wﬂymumwmm
within a sysem that s heavily albeit mot 5O,

5i
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Reurgining Leviathan

In Damjanovic’ s Case, | referned 10 the dixsenting judgment of
Holmes J in Baldwin v Misouri. T adopled as pertinent 0 5.
%1 his remark concerning the Fourtcenth Amendment: °1
cannol believe that the Amendment was intended w0 us
carte blanche 1o embody our economic or moral in its
prohibitions’. 1 add to that his expreasion of “the more than
anxiety that | feel o the ever-increasing scope given o the
Fourteenth Amendment in cutting down what 1 believe 1o be
the constitutional rights of . Il seems o me that an
ever-ncreasing scope is sought for .92 wo. [ am, of course,
not concerned, as Holmes | was, by this as a down of
Stae rights. That does not arise in Australia. does

Austrulia, Commonwealth and Sue. (5.0.5. (Mowbray) Pry
Lid v Mead (1971-1972) 124 CLR 529, 574; footnowes

Adm . that attitude of those
h;:r iy wis not typical Justices appainted
The problem for libersl constitutionalism in Australia is one of

Forcing named oil ics to sell all but
u m:nul lﬂhrﬂ:rwﬁ:
principle available for scruting on the face of the statute, did not cause
the Fraser Government (scc the Schedule to Petroleum Retail
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by Russell Schacider's description of the two wings of the Victorian
Libernl Purty:

[The small-l Liberal steam] was bitterly opposed to such

Utilitarianism, from the first, has never chafed af illiberal methods, as
witness Bentham's aftacks on the privilege against self-incrimination
{e.g-. Han, 1982:37.52).

Indeed, wtilitarian considerstions for many yemrs kept Australia’s
ronds chained by arbitrary sdministrative discretions s 10 inlerstae
molor carriage, notwithstnding section 92°s promise of freadom and the
Mﬂﬁh—mﬂlﬁhdcﬂtﬂm

marketing, For insiance, Sir George Rich posad the
mﬂhﬂiﬁmﬂmﬂmh‘ﬂm

The guestion which | have o ask mysell s whatker, in a

scheme which allows complete freadom w go or o send from

ot place o another bat in the process of co-ordinsting the

meand mnd of mitonalining the [sciliten, denies & compleely
choice of means, a direct resoraint spon of
with irmle, commerce, of iNiErciErse 1§

(R. v Vizsard; Ex parte Mill (1933) 50 CLR 30, 51)

His Homour found in Guvoar of the scheme.

The sorongesi antidoie 1o full-blown sulitarisnssm in Australian
culrure has historically boen a classical oducation. The past is riddied
with despotism, its methods and ultimaie failore, A knowledge of

as

ancienl history, as well as a solid of the hisory of
England in the 17th cenury, :ﬂmﬂ-h ﬁﬂlﬁ
individeal liberty and rights, (1 imponance of judicial
independonce and the decentralisation of , EVED
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anachument i the rube of law, as he perceived it (o.g Andrews v
mll{lﬂ‘n 58 CLR 299; R v Federal Court of Bankrupicy; Ex parie
Lowensivin (1937) 39 CLR 556; and Deputy Federal Commirsioner of
Taxation v WR. Moran Pty Lid (1939) 81 CLR 715). =

In the resubt, amitsdinally and intelectually, the Australia of wday
s vustly different from the Australia of only 3 years ago.

The whole situation is similar 10 the one described in 1949 by
Professor Schampeter:
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with moral pasxion. [t has hecome a matter o be discussed in
1erms of utilitarian o And this i3 the writing on
the wall — prool the ethas of capitalism is gooe.
{Schumpeier, 1976:416)

Jufscial review had served Australia well in the past Tt ushersd in
the vears of of the 1950s and early 1960 by deregulating road
EranEportation, cutting the size of the country in half, vastly
cxpanding commerce.

1t han kept alive “windows of opporunity” for the aterprising for
vears after some interest group of another deiermined (hat they, oot the
public, should settle who could serve best. B blocked e

judiciary can require 4 sober sscond look. Thj-ﬂ:h‘;: in
the ol ahiflis in not i the vamguand. is
wﬂ in the mm—-. The judiciary s done this,

and sl the desnands in the past have boen repeated. It would be
surpriging if, in & democratic culture, the judiciary did mot evenually
mirror public opinion,

Constitional limitations must be in men's hearts and minds before
they can rise above parchment to strike down legislative acts that put
party mnd factions ahove principled. While no doubl there i3 8 dialogue
of sorts botween the bench and the people, it is 8 very maffled one.
Anyone who yearns for a retumn 1o the foondations of the Western
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making. and conceivably desirable be mnel
(i) Require un an both tax and expenditure
sides of the This will reduce special interest legisiation,

(iif} Decentralise tax and expenditure declslons to the
bevel of benefit. To the extemt that special interest coalitions are
mmﬁmﬂmmumm WA
has o pay for i own CAE, it is more likely 10 make u sensibie
political decision. But coalitions can and do form on bases odher than

with of e fimexi
hﬂu:nmm electorates,

to other jorisdictions. In short, political will noi
necessanty solve the problem, and may involve other considerations thar
als tend 1o encourage excessive budgota

The Time Horizons of Ruling Coalitions

Electoral horizons are characteristically shorier than are individualy”
honizons i markel conleus. The current majority i in office only for a
given clecioral perod. Beyond that time there is a distinct possibility
MEMMW&HHM

ne&



Brennan Comtitutional Boutes o Smulfer Gorvermmen

only if the costs are less than half the benefits in ordinary presemt value
terms.

This argument on its face seems 10 an undereapanded rther
than overeapanded public sccior. uuﬁmwuu
governments have access w0 public debl. they can raid the tax-raising
capacity of future governments — spend now, in recogaition of the
redoced probability of having to face the consequences of current
profligecy n the futiane.

There are two obvious solutions o dis

citizen-voler-taxpayers — as if political agents (burcaucrats and
politicians) were simply acting out the dictates of the
majoriarian clecioral sysiem, There scoms little doubt, howewver, that
thoas political agents do exercise discrehionary — and

Policical agents tend 10 have an intereat in the exercise of power — in
some cases for its own sake, in some cases in the mdvance of some
deeply beld maral of idcological conviction. There tonds © be & censin



Lal rale structure, of & restriction on the use of ofl-budget expenditures,
OF FESUrCEions on the creation of quangos, and o on. As the Australian

38



Brennan: Constitutional Rowies i Smaller Government
expenience with tax indexation suggests, such policies, if they are to be
Ortherwise,

quasi-constitutional starus
govemnments will find good reason — and eacelien miionalisation — for
making excepions, and over time the force of the restrictions will be

Il CONSTITUTIONAL USE OF TAX LIMITS

Suppose (hat one were convinced, for whatever reason, that the public
sector is oo large in some meaningful sense and that some direct
restriction on the size of the budget is called for. Then il is natural 1
book at general s limbtation proposals of one kind or ancther. In order
0 examine the efficacy ol such limitation proposals, it i nateral and
snalytically uscful o sssume that government is & simple revenue-
maximiser, and that is the sssumption about government motivations |
shall make in what follows,

Alicmative s limitstion possibilities can be broadly categorised
scconding to the aspect of the tax or tax system that s subject W
resariclion. , we distinguish between limits imposed: firs,
O LRE FEVEINES, on tax hases; third, on s mes.

Revenue Limits. In this case, the constraint takes the form of
specifying a maximum amount of revenue that & government may obtain
from a particular tix or taa system. The revenue mazimam might
involve an sbsolote magnimde, or perhaps more likely 2 share of the
jurisdiction’s wstal income or total product. The latter type we might
refer 10 as ‘share limins'. They are more commanly applicd as
restrictions on todal budget size (or revenue from & ol W sysiem,
broadly defined) than as restrictions on particulsr toxes.

Base Limits. Base limits take the form of restriction on the
hases o which government may have sccess in acquining revenue.  These
limits may specifly the revenpe initrumefls gOvommon may o, oF
those fovenue insraments governament may wot use. The assignment of
the property tax o local governments might be an example of the
former; ‘balanced budget limitation® is an example of the latier in the
sense that it denies govemment socess 1o debit Lssue 4% a revenuoe-raising
device.

Rate Limits. Rate limits can take s sumber of forms.
Restrictions may be placed on the level of ries — usually in the form
of & maximum limit sbove which rates cannot extend.  Allematively,
restrictions may be placed on the allowable rate strecture — tha it
shaoild be proporaonal, o that it should be uniform acros mdividuals of
acroms commilitics.

In what follows | shall examine these various possibditics v tum,
with an cye both o how effective they might be in constraining a

319
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Hb:lﬂ-nwwﬂrﬂn Figure uthhﬂ l"lllPl:
scme good X, and that X has been msigned i the government as the
base. For analytic simplicity, | assume that Dy is lincar und that X is



(AX] - 1) doflars: the tax rate involved is (* (given by [AX) - 1)/1) and
the revenue obtained is (r* x X1 ), shown as the shaded area R* in Figure
L.

We should note at this point that in this lincar case, the MR, curve
necessarily bisects the hortzondal distance betwoen the Dy carve and the
venical axis ot any price. In particular, X| is exactly onc-hall Xg. I
follows that the excess burden induced by the mazimum revenoe @x, the
*welfare ranghe” ABC, has an area cxacily onc-half of R®.






Breanan Conrtitutional Routes o Smaller Government

Although it is not possible 10 explore "halanced Timits® in
this it shoald be clear that these may be s & form of
base Uinder a balanced budget restriction, however,
government sccess o allowsble revenne sowrces is constrained not by
ﬂl‘rﬂhﬁmﬂmmu—hlﬁ'

thal government may not. A balanced budget smendment denses
government access 10 debt issue and restricis s Accoss Lo W mOBCY
creabion as revenue-rusing devices, An sssessment of the virtues of such
an amendment would imvolve an evaluation both of the peculiar vices of
new money creation and debt fsuc umder revenue-maximising
assumptions — poculiar, in the sease that they do nol apply 10 other
rovenue instruments — and of the influence that the removal of these
instruments from the government's armoury would have on its weal
mm capacity. | shall pot, however, atlempt D discuss these issues

Finally, it should be emphasised that the success of any form of

revenoe limitaton, whether implemented by hase limits o direct revenoe
limits, depends on the exisience of additional constraints on

- Ja :
limits on rule by regulstion are over some mnge complementary. For
my purposes here, | simply note the need {or such constraint i geauine
constitational reform.

V. TAX RATE LIMITS

Rate limits can take two forms: limita on maximum rates that can be
imposed: and limits on the rate structure. | examine these in wm,

Maximum Raie Limits

Mazimum raie limits e amphe o comjrebend and relatively eagy 1o
. hmﬂhﬂ.ﬁqm:m:



and, of course, these natural limits would be operative whether
maximum rale restrictions were imposed or not.  Of themselves,
therefore, rale limits do not in any way ultinately constrain the bevel of
revenues — though they may force govemments 1o collect the svailabie
revense in ol inelMicient

larger base Y, will yicld the same revenue, R®y, as the maximum
revenue from X Assignment of base Y together with » maximum
rale Mﬂ&ﬂﬂmﬂ#mm-m
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Rate Structure Limiis

designated by Dy, and Dyy. The aggregaie demand for X s Dr. Soppose
there is & legal reswriction that requires aniformity of tax reatment of
A ond B, in the scnse that A and B musi [sce the meme mie stmacione.
The revenue-maximizing rate chosen will be 1*, derived from (he
aggreguie demand curve Dy and the assoctaind marginal reveme curve. In
the ahsence of the uniformity restriction, however, Levisthan could
impose the proportional rte on A that maximises the revesue obtained
from A (shown as 1* 5 in Figure 2, and determined from Dy in the same
way s [* is from Dy) and the corresponding raie on B thal maximises
ihe revenne obtained from B (shown as (*y in Figure 2). This would
inCrease tan revenues since, by definition, one i obtaining more revenue
from each taxpayer than with 1*. Reguiring uniformity as botween

proporional mie regime does not have ary advantages. The
welflare loss for A is exactly half the revenos obtained from A; lkewise,
for B. Hence, the aggregale welfare boss remains one-half of aggregate
mvatine.

Anather form of discrimination is, of course, possible — this is
discrimination over units of X. In the monopoly cass, ‘perfect’
discrimination, appropristing the entire consumer surplus of all
consumers, i an analytically familiar poasibality. Here, precisely the
same possibility appears. By sciting a rate structure for each individual
that follows that individual's demand curve, Leviathan can obtain as tax
revenue the entire consumer surplus of X from each taxpayer. The rate
structure for A, for example, would involve an initial rate infinisesimally
below XY for the first unil of X and decline over the range 10 & Bero e
al XU, Each mapayer would face a difforent regressive rae strocture,
and virtually wll consumer surplus would be approprsied as public

mn
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PRRTICT FOVETTmEN] ievanue thai regrossion

but unifommity in the e structure as between individhals is
Mhm-nw:u--m-mhmﬂh

1. We construct I¥* , in this by taking twice the vertical &ifTerence
between Dy and the dollar marginal cost line and adding it 1o the dollar
line. Thus, the distance XZ is exactly twice XY. This line depicta the
revenue per wnit of X olxained while the rate stractre follows Dy, — for
B will consume the units taxed on this basis as well as A. Clearly, in
the range up i F where D", and Dy intersect, the revenue obtained from
the mte schedule based on Dy, exceeds that obtained from the mie
xhedule based on Dy, because in the latier case only B would purchase
wits of X. Beyond F, the applics. The uniform rate strocture
thar manimises revenoe follows Dy up 10 F and Dy thereafier
and is depicted in Figure 3 by the heavy line. We should note the sudden
jomp in the marginal rate ot F. Under this muie structure, A will
oonsume ot X and B ot X% there is therefore a standard welfare loss
Whhmm—hﬂuﬂmhw

What emerges clearly from this discussion is that of
sniformity in the rale struciure applying 10 differcnt and
requiremnents thal restrict regressivity in the rae struciure of particular
txes may bo used 1o restrict the revenue capacities of a Leviathan

18
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mﬂ;ﬂnhﬂmﬂrﬂtﬂiﬂuﬁuﬂm
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& cerain amounl of care moasl be cxercised. We should nole that the
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proportional ta, 1%, is exactly half the

the revenue-maximising

i

that Dy is linear, and the iotal cost in ierms of
forgone, which includes the excess burden, i

given
from X

i
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discriminatory” regressive rale structure

therefore double the level of revenue and hence
supply, and increase the cost in lerms of consumer

i

I

oaly if the demand for public
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goods supply i3 catremely inclastic will the imposition of

that this

be desirnble. 'We should note, however,
applicable 10 the case where the perfecily

prevenil regression

proviso is swncily

discriminatory ax rale strociure

is feasible: if imperfectly

then restrictions on the
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discriminatory tax rates are likely
of discrimination appor

case, the advantages

when discrimination over wnits (ic. via
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VE BIPECES, TEMmBing A paper

lile more than set the stage for discossion. | have amempted in the
process i indicate how the analytic discossion of one aspect of te liscal
consttution — namely o limitation, in ity diverse possible guises —

perhaps that there s mone than one way o skin the governmental cal,
and the aliematives sre not necewarily all equally good. And we need 1o
e reminded that much tat passes for informed wa advocacy — indecd,
much conventional — in symematically eroding many of the
natural tx limit in our current system.  Attempts to broaden
tat bmses, on osenaibly kegitimate equity and effickency grounds, may
well lead in directions that the txpayer-citizen does nod wish in wread.



COMMENTS

George Winterton

| wish 10 confine my commenta w0 Dr O Hair's paper.

Dr O Hair contrasts ‘evolutionary ratbonalism”’, which stresses the
right of self-determination, with ‘naive rationalism’ or so-called
*utilitnrianism’, which is collective and suthoritstive.

Although Dr O"Halr speaks of “wtilimrisnism’, he does not appear
really 10 mean that concept in the strict ical semse, which is
itself a mormative ethical theory. he appears 0 use
*ytilitarisnism’ 10 mean ‘cxpediency’. He argocs that utilitsnanism leads
10 the destraction of moral limits in politics (p.287) — such as the rule
of lew and the concept of constitutional limitations on govemment.

1 would question whether that is & neceasary consequence of troe
utslitarianism, and would indoed maintkn that it is al least arguabie tha
the utilitarian principle of whast will bring the gresiest benefi
1o the greatesi number of people would include the protection

Dr O'Hair asserts that Agstralian politics and public kfe generally
has bost its moral dimension (p.302). But this is menely issenad: he
estahlishes neither that this dimension is currendly absenl, nor that
ever wis present.

Indeed, Dy O'Hair asserts specifically that Australism cubture
‘utilitarian’ (p.302), but once again this is merely atseried — not
esublished, WE meationed, he appeans 1o squate

2

B =

atalitarianian with

—inlllnwm, B

w0 focus on poind,
L T O ke cormect e sonaing o Auelan pubc 1 b dovoid
Hlﬂﬂw And do the High Count cases 1o which be refers

Gearge Winterton is sn Amociste Professor of Law af the University
of Mew South Wales.
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Looking ai the latter point first, they simply do not. 1 do not have
time for a dewsiled examination of the cases to which Dy (" Hair refers, o

let me summarise my view briefly.

While the paper clearty overstales the demise or demase
of several constitutional principles and — the of
Judicial power and Tederalism are supposedly 'dead lotiers and
secthon 92 spparently “will not see out the decade” (p 299) because it will
also become & “dead letier” once the views of Justices Sicphen and Mason
inevitably mriumph (p.296) — it is undoobiedly true that the High
Court's interpretation of several constititional — sections
B0, 99, and 116 — ls highly questionable. But that in liself

But life and the Constiution are more complicated than that, as
even the himited evidence in the paper demonstrates.

onars,
Vet the contrast between the careful qualifications, warmings and
limitations cnuncised in respect of ©.51(i) and the unsnimous

m
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and ready nocepiance of the power under 5.5 1{x1) to costrol, o &

degree, the trade of .51(xx) corporations, s siriking. I
peshaps o ihe conclusion that imtellectual

system the Constitution prescribed. (The
Cowrt and the Constitution, 2nd ed., 1981:71-2; emphasis

Although | believe other facton also influenced the contmst noted by
Professor Zines, there is, with respect, much truth in his observation.
Returning 10 the queston notod carlier, ks Australian culture devoid
of a moral dimension?
Ausiralisn governments hold clections, which they even |ose



DISCUSSION

hﬁmwnmmnMMH
rights-based arguments is not likely 0 be successful m the courus,
H‘-‘Iﬂﬁ In-ht;m It would be an emor for us o delude
curselves into thinking the courts substantive protection
hww .:;-:* = s

wothing, one s ﬂwlmlhhulmﬁu
mmmmu wway and the reality bared.
The reality His Honour 0 bare is very similar 10 the reality that

cxims in Australia woday u@umwmﬁuw
hﬂkm 'lri-l:lrujm

right within a utilitarian culture, the only person who has presentad an
srgumeal that has gained & srong support founded on the concept of
legal rights within a utilitarian sysiem is Ronald Dworkin, and |

334



Durcusrion
believe that Stephen Macedo's criticisms of Ronald Dworkin's system

are Ve,
In a paper the length of mine it is not potsible 1 go over every
decision, but after writing & book of 900 pages Professor Lane came 10

Dr Pangloss, wishes to one is in the best of all possible worlds,
Wintorion that the High Court has been enamoared
of the consistem of principles of comstitstional

InieTpreUstion, , within that concept, il is very hard 10 see
haw the approach 1o the concept of subsiance and form is consistently
reflected in cased on excise and in cases on constitutional power. Indesd,
il does seem that “heads the States lose, wils the Commonwealth wins'.

That enay be 0o simplistic in imerpretation, but the resalts do speak

utilitarian biss, bt il sccommodate . It cnmare that the
utiluarizn calculations proferfed ane gonaine ones and not bypostatised
ones (ashinned for the occasion as a smoke-screen for clse. W
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CONCLUDING DISCUSSION

led by

Geoffrey Brennan

God, give me the energy 1o those things that can be changed:
the paticnce 1o endure those things that canmt be changed: = the wit o
iell the difference’. A biblical texi is Jereminh B:11,



Lraaihas

Reraning

mu-clliyhpﬂuhm We have 1o be able w rise above the

conflict “H-:-Hmr hm:nh:l-—::

Eovernment is indeed 5 thing. It's not obvious we've

anything more in this conference than w express our own preferences on

the issue of government size. We haven't shown that government is 100
in the scnse thai a reducthon in its size would leave everyone better

are and arc not likely o be able 1o deliver, Whether or not such good
govermment med ool 10 be small government would be s contingent
makler, something that cmerged from the approprisse political processes.
Hnnrﬁ?mﬂlhﬂuﬂhnﬂ. But we have 1o

ponsibility that we may be wrong. Otherwise, oar
COMMIUNents are 5ot 0 good government but to small government, and
while we may believe that hese are ane and the same thing, it seems 1o
me that this has yet 1o be established

Edwin Brooks (Riverina-Murray Institute of Higher
Edocation): | agree that the case for small government may not



Clilf Walsh (University of Adelaide): Professor Breanan is
isidng & warming with which [ agree. 'We may be decelving ourselves of
we think we are belng purely ohjective. Perhaps the o hurder
than we have been sssuming them o be. On the hand, Professor
Brennan scems © me 1o come dangerously chose o arguisg that they are



The GECD figeres don't always show this, bocause wellire wintes hioag
their sististics by the output of the public sector snd
services as But the figures for the marketed

15 years later,

Tt seemix 10 me that, as economisi-preachers, we need 10 distil the
results of our rescarch into simple so that from
various walks of life can wal them and ot for whether

Brennan: Puoblic choice theorists are indoad a little pessimistic. Bul
that's because they [aithfully reflect their origins as economisis:
Eﬂ;ﬁuh'nnﬂﬁ-u‘. Wi begin with the assumption that

wonld i ae it is for substantial reasons. We believe in the relevance
of construints: mof is possible. Ewven if it were true that we
were in an n-pomon ' dilemma resulting in an overcxpanded
government, it wouldn®y secesanrily follow (it there was & way oul of
i, That's an aspect of oor dismal sistion.

On your conception of the economist as preacher, as the simplifier
of idean, surely the particular responsibility of the academic sconomist o
mﬁﬁnﬂlhnﬂmwrﬂmm
and inconc lusive they might be alwrnative i3 a mindless activism,
which | lind less attractive. The academic who assumes the role of
prescher should do so with some show of reluctance.

tried 10 dampen down the Luthersn firea. Look what happenad o them!
Brenman: MNo one poini of view has & monopoly of moral indignanon.
MH#HH#MT.MIIL'nﬁﬂm Moral
paisions ame & very bad guide 1o policy.

Patrick Minford (University of Liverpool): Professor Brennan
has indoed boen provocative. When he wonders why the benefiis of
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Comclmding Discuxmon

umaller government (if there are any) have not boen realised, he reminds
me of the siory about the Chicago economist who was jold there was a
ten-dollar note on the pavement. He replied that it wasn't there, becase
iff it were, someons would have picked it up.

The point about the arguments showing that smaller government is
more efficient is that they indicate Parcio-optimal political
opponunities. But democrtic majorities might well decide not to buy
oul the losers because they don’t see why they should compensate those
who have been making illegitimate gans from big government. This
nay be why the potential losers [rom smaller government hold up the
process snd frustrate democratic majorities. Bt whal economists, think-
tanks, those of us in the ideas business arc in o provide
information L poli and voters about vOlE-winning
policies, which might otherwise have missed. This is part of the
discovery process in a democracy .

presumably arguc thai it woald be unlfair nol o compenmie he cxisting
owners of ihe medallions, hose who've paid sbout $90 000 for them.
But my answer to that s thal tai-owners have scoepied the risk that the
law will be changed in such a way s 0 reduce the value of their
mediallions, and that their returna include an sdeguale compensation fos
that risk. ‘We may rightly, therefore, consider changing the law without
compensniing the loscrs.

righis,

let's spell it out. But it won't be an srgument sbout efliciency gams and
losses, Insesd it will assen that small government is desirable because
taxation i thelt, of something similar.

Let's recall what the Pareto criterion of effiency is. I says that o
policy is desirable if and only il everyone is made betier off, and no one
is made worse off. In other words, the winners must be able ©
compensate the losers. Those are hard policies o find. Of course it's
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RESTRAINING LEVIATHAN

Small Government in Practice
Edited by Michael james

In recent years politicians in all major Australian parties have come to
accept that government can best help promate the goals of economic
growth, socal justice, and individual freedom by reducing the scale of its
interventions. m&mMMnﬂHwﬂuw
dﬁ“hﬂwmnﬂ:wﬁﬂh#hm
through deregulation and privatisation. But although governments do
sometimes succeed in terminating spending prograrms and abolishing
regulations, evidence from Australia and other Western countries suggests
that public sectors are still expanding, however siowly. The rature and
causes of ‘g povernment” are sull far from completely clear to us.

This collection (based on the proceedings of a conference held by the
Centre for Independent Studies in Novernber 1986) seeks to increase
our understanding of the scope and opportunities we have for making
substantial and permanent reductions in the size of Australia’s public sector.
Patrick Minford and Ciff Waish expione ways of eliminating waste in public
sector spending. Alan Moran provides an overview of the costs and
benefits of business regulations, and lan Harper suggests warys in which
the special interests protected by them can be persuaded to support
deregulation. The relevance of privatisation to Australia s discussed

Chris Trengove, and Keith Trace looks at the prospects for privatisation
in the transport sector. Jon Craig and Scott Prasser examine long-term
controls on public spending. such as the Trilogy commitments of the
Hawke Government of 1984 - 87. The role of the Constitution in
establishing constraints on the size of government. and its potential for
being reformed in that direction, are discussed by Robin O"Hair and
Geofirey Brennan, The collection begins with an attempt by Peter
Saunders to measure the size and growth of Australia's public sactor this
it followed by Hugh Collins’s discussion of Australian attitudes towards
the state. All the papers are commented on by qualified dscusant

The political and bureaucratic obstackes to significant reductions in the
scale of government intervention are formidable But they must be
owvercome if Austrahia is to have a chance of halting its steady decline in
the world prosperity league, let alone recovering its erstwhile pre-
eminence there.
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