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Chapter 1
Introduction

‘This new colony ... perfectly unshackled by prison discipline, by military governors, and by immense civil
establishments, and wholly independent and free, threatens to annihilate the other colonies. If it be successfully
establish, the colony of New South Wales will probably become an inferior, subordinate and subservient
appendage to it. ... It is easy to foresee that, if the colony of Southern Australia, with its immense territory
already open to emigrants, with free institutions, and a cheap and popular government, becomes firmly and
extensively established, this convict colony will not long retain her present supremacy.’ (anon, Sydney
Herald, 26 October 1835)

Founded on the principles of civil liberty and religious tolerance, with wide and open spaces suitable
for agricultural developments and population growth, and blessed with the avoidance of tensions
associated with early colonial authoritarianisms in New South Wales and Van Diemen’s Land
(Tasmania), the early residents and officials of the new colony of South Australia held high hopes for
its future.
Grasping the mettle of opportunities provided by her natural resources and human talents, South
Australians had quickly achieved among the highest living standards in the world within two
generations of the state’s short existence.
By the 1870s, a period in which Australia was the richest country on Earth, South Australia had a
level of real GDP per capita exceeding that of her precocious neighbour Victoria. It is also instructive
to recall that South Australia’s wealth per person exceeded that of fledgling Western Australia
throughout much of the late nineteenth and early twentieth centuries.1
The virtuous melting pot of robust economic activity and population growth, partly driven by
assisted immigration funded by crown land sales in the colony, brought social and cultural benefits
to new and existing residents alike during that era, the legacy of which remains felt by South
Australians today.
A spirit of political reform was also keenly felt in South Australia during its first hundred years,
paving the way for transformative institutional changes. Most notable of these was the status of the
colony as the birthplace of the Australian universal adult franchise, in which women were granted
the right not only to vote but to stand as a parliamentary candidate. Indigenous persons were also
granted voting rights in the late 1800s.
However, due to a complex array of circumstances, the relative contribution of South Australia to
Australian economic and social life has been in decline during the twentieth and twenty-first
centuries.
1
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This trend has not been for want of trying by the state’s political class, often working in tandem with
business and the community, to avoid, or at least attempting to manage the worst aspects of, the
transitional decline. However many of the political solutions that have been tested have failed to
halt the decline and, in some respects, have accelerated it.
For example, in the decades following World War II the state adopted a policy stance explicitly
aimed at attracting investment, particularly in heavy industries, and through it supporting
population growth.
While the cost competitiveness of the state, including historically lower basic wages and housing
costs, were extolled by the adherents of South Australian development, the overall approach to
economic policy, embraced by the major political parties in equal measure, relied upon three pillars
which have ultimately proven to be unsustainable.
The first was economic protectionism provided by the federal government, and supported by the
state, which provided a cosy, yet insulated, environment for manufacturers to operate.
The second was relatively high levels of state government expenditure, including in economic
infrastructure and discretionary industry assistance to encourage firm relocation and social
spending, such as in public housing, education and health facilities, to provide labourers and their
families with all the conveniences of modern life.
The third pillar of post-war South Australian economic policy was a highly interventionist role by the
state in the financial sector, in which the State Bank provided loans to risky economic ventures
which would not be financed by the commercial banks.
The walls of high tariffs and other trade barriers were gradually dismantled from the mid-1970s, in
an acknowledgement that the adverse effects of manufacturing protections on economic efficiency
were being aggravated by the emergence of low-cost manufacturers in East Asia.
A relatively large public sector built up over generations in South Australia has required the
maintenance of high tax burdens. This not only contributed to a downward fiscal spiral in which low
growth induced by high taxes encouraged politicians to pay for today’s public spending by borrowing
heavily, but a lack of tax competitiveness contributed to a brain drain of some of the state’s best and
brightest entrepreneurs and workers to other states or nations.
Finally, the collapse of the State Bank of South Australia in 1991 reflected the accumulation of bad
debts, mainly relating to corporate and property-related loans made by the Bank, as well as long
term failings to manage the exposure of the bank to interest and liquidity risks. The state’s taxpayers
were encumbered with the Bank's debts to the tune of $3 billion.
While the worst of the economic pains of the late 1980s and early 1990s are now behind it, the
South Australian economy has nonetheless largely remained in a state of drift thereafter.
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Sub-par growth and business investment compared with other Australian states has sent a poor
signal to the world about South Australia’s prospects. Businesses in the state remain burdened with
the highest taxes in the country, while government over-spending has contributed to persistent
budget deficits and extensive government debts.
During the lifetime of many South Australians today, as many as twenty of the country’s top 100
publicly listed companies had their head offices in Adelaide. These included Faulding, Southcorp,
Elders, News Limited, Normandy Mining and Adelaide Brighton. Today there are just two (Santos
and Argo) in the top 100 publicly listed companies headquartered in Adelaide – a telling indicator of
the state’s economic drift.2
The direct human consequences of this economic underperformance are of deep concern.
The unemployment rate has remained stubbornly above the national average, contributing to the
highest proportion of welfare dependents to state population on the Australian mainland. Net
interstate migration from South Australia, particularly in the 25 to 29 year age cohort, remains a
serious concern for a state desperate to retain its best and brightest.
Recent economic events, most notably BHP Billiton’s shelving of its $30 billion Olympic Dam
copper-gold-uranium mine expansion plan, seems to have compounded a sense of pessimism about
the future prospects of the state.
Rather than adopting the attitude that the drift to irrelevance is inevitable, and that the only role left
for government, business and the community is to manage the decline, South Australia should
fundamentally reorient herself by adopting reforms underpinned by a forward-looking, confident
outlook committed to grasping future economic and social opportunities at every turn.
To do this, South Australia needs to think of herself as a global state: competing for capital and
residents not just against other Australian states, but to leapfrog other states and provinces around
the globe. The state needs to take its policy direction from global best practices, with a commitment
to economic and social liberties providing the best destination for investment and job creation and
quality of life.
Even today, potential sources of competitive advantage are opening up for South Australia. The vast
deposits of minerals located within the state provide every potential of positioning South Australia
as a global minerals province of international repute during the twenty-first century.
Potentially following the outstanding success of its local viticulture industry, the prospects for the
substantial growth and development of other aspects of South Australian agribusiness appears to
hold great economic promise into the foreseeable future.
With quality of life issues emerging as important considerations for individuals and families, recent
lifestyle surveys indicate that Adelaide represents one of the most liveable cities in the world. This
2
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potential advantage is overlayed by the relative proximity of South Australia to an East Asian region
whose inhabitants aspire to develop their economies to modern Western standards.
It is still possible to make one’s fortunes in South Australia. Mahalia Coffee, for example, is a
family-run business in the picturesque fishing town of Robe, manufacturing and distributing coffee
across Australia.3 Servicing the top end of the market with its high-quality product, the business is
thriving even in spite of growing tax and regulatory obstacles.
In many respects the future of South Australia cannot solely rest on positioning as a minerals and
energy powerhouse of Australia and the Asia-Pacific, as important as this may be for the state’s
future. Much more than potential, or even luck, will revive the state’s long term economic fortunes,
and politicians attempting to ‘pick winners’ assuredly can never succeed in a dynamic, complex
economy.
The state government needs to adopt significant unilateral reforms founded on the principles of low
taxation, low and efficient government expenditures and streamlined regulation, so that all
businesses regardless of the sector in which they participate and the location in which they exist can
prosper. In other words, let a thousand Mahalia Coffee’s bloom!
Given that the federal government has assumed responsibility for a growing number of policy areas,
the reforms enacted by a future state government would need to be substantial and will require
advocacy by pro-development state politicians that the commonwealth relinquish its creeping
controls over South Australia’s financial and economic independence.
In the meantime there is plenty of low-hanging fruit of reform for the state to exploit; for example,
in areas such as improving the integrity of budgetary processes, or housing affordability for young
families seeking a better life in Adelaide and the regions.
The Weatherill government has indicated that it intends to release a statement to help provide
economic direction and thus revive South Australia’s fortunes.
The sentiments expressed by the current government may be admirable, but unlocking the potential
of the state will require nothing less than a reversal of the high-taxing, high-spending and
pro-regulatory policies pursued over the past decade.
To fully capture the opportunities that would be presented by fundamental reform, there will be an
associated need for all sections of the community to embrace economic and social change and, as
part of this, shake off the institutional inertia and lack of confidence that has bedevilled previous
generations.
Implementation of transformative state government reforms, accompanied by a ‘can-do’ attitude to
take on the best in the world in all facets, will ensure that South Australians realise the hopes,
dreams and ambitions set forward by the state’s founders.
3
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Chapter 2
The sources of economic competitiveness and prosperity
‘Geography sets a task, but man has to solve it. Man lives in a definite geographical environment and is forced
to adjust his action to the conditions of this environment. But the way in which he adjusts himself, the methods
of his social, technological, and moral adaptation, are not determined by the external physical factors.’ (Ludwig
von Mises, Theory and History: An Interpretation of Social and Economic Evolution, 1957)

2.1

Introduction

Contemporary and historical evidence convincingly suggests that regional locations that allow
private markets to flourish, with the fewest inhibitions in place against the creation of economic
value, are most conducive to delivering progressive improvements in material living standards over
time.
Economically vibrant communities also tend to attract more capital, labour, and other resources
from other regions around the world, creating a virtuous cycle of sustained economic growth and
development.
However, with concerns growing in recent years about the persistent underperformance of the
South Australian economy, it is becoming increasingly apparent that the state will urgently need to
rectify its poor economic record should it aspire to eventually become the best place to live, work,
and invest in the world.
The specification of reforms to halt the economic ʻgenteel declineʼ of South Australia should be
predicated upon a sound conceptual framework, adequately comprehending the possibilities and
limitations of policy action within increasingly competitive national and global economic
environments.
Without an appropriate framework to assess reform proposals, it is highly likely that incorrect policy
prescriptions will be advocated and implemented, at great cost to the domestic and international
economic attractiveness of South Australia. Indeed, as subsequent Chapters will illustrate, the South
Australian economy has been severely hampered over many years by the maintenance of costly
policies inappropriate for a competitive world.
The purpose of this Chapter is to provide a broad conceptual framework for understanding the
economic challenges facing a region such as South Australia, which is effectively physically located
on the periphery of global economic activity. This Chapter also illustrates the significant economic
opportunities, in attracting valued investment and labour, associated with reducing the cost of doing
business, and engaging in market-based economic activity more generally.
2.2

The fundamentals of economic competitiveness and prosperity
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2.2.1

The economic process, and the merit of markets

An economy is best conceived as a process in which producers (sellers) and consumers (buyers)
interact with each other in efforts to convert certain economic resources, known as ‘inputs,’4 into
alternative resource configurations, known as ‘outputs,’ with the intention of satisfying the
idiosyncratic, personalised needs and desires of each participant in the process.
This broad characterisation, in turn, can be further refined by depicting producers and consumers as
mutually assenting to transactions, thus ratifying resource flows between each other, within a
market - a ‘decentralised meeting ground’ where such transactional activities take place. The
market, in turn, can be depicted as an unfolding process nested within a broader ecology of
interrelations between economic agents.
Ever since the eighteenth-century investigations by Adam Smith of the nature of the (then) emerging
post-mercantilist economy, a central question which has preoccupied the minds of economics is:
how does a decentralised market process, lacking centralised economic coordination, lead to the
observed ‘wealth of nations’ of unheralded material prosperity so prevalent in the modern world?
For the twentieth-century liberal economist Friedrich Hayek, the success of decentralised economic
coordination through markets hinges on the notion that they more successfully reveal the
specialised knowledge inherent within individual minds about what, how, where and when to
produce, than any alternative institutional configuration. Indeed, it is the ‘source of the superiority
of the market order … that in the resulting allocation of resources more of the knowledge of
particular facts will be utilised which exists only dispersed among uncounted persons.’5
2.2.2

Private property rights

The existence of clearly defined private property rights are critical to ensure the realisation of
value-added productions, and thus wealth generation. To be clear, property rights do not entail
ownership per se but imply control over an open-ended bundle of protected rights, allowing owners
to, say, exclude others from the use of their resources and enable them to use, benefit from, and
dispose of, these as they see fit.6
A clear comprehension among all participants within dynamic market processes of ‘what is mine,
and what is thine’ crucially underpins the structuring of economic incentives. This is because the
ability to freely exchange privately owned goods and services with others imparts information about
which property rights configurations are deemed as valuable by others. It also incentivises property
owners to discover or create new ways to configure their resources, for the benefit of others.

4

Inputs may be broadly defined as land, labour, finance, entrepreneurial efforts, and even finished goods and
services (such as capital goods) serving as intermediate inputs in the production process. Steven Kates, 2011,
Free Market Economics: An Introduction for the General Reader, Edward Elgar, Cheltenham.
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Friedrich A Hayek, 1974 [1978], ‘The Pretence of Knowledge’, in New Studies in Philosophy, Politics,
Economics and the History of Ideas, University of Chicago Press, Chicago, p. 27.
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As has been clearly illustrated in numerous economic applications, such as the management of
non-renewable resources, clearly defined property rights can also assist in the prevention of
resource exhaustion characteristic of the so-called ‘tragedy of the commons.’7 Ronald Coase similarly
explained that the existence of private property rights plays an important role in internalising
potential externality effects which may emerge as a consequence of market transactions.8
2.2.3

Relative market prices

To help enable owners of private properties ensure that resources flow to their best valued uses,
non-politicised relative prices (or exchange ratios of the purchasing power of units of goods and
services) must also exist.
To underline the importance of market prices, imagine, say, a significant increase in the price of tin,
caused by whatever reason, relative to other commodities.
The price increase for tin will in the first instance effectively inform manufacturers producing goods
made of tin to economise their use of the mineral commodity. The higher price for tin-based final
products will also encourage most consumers to switch to products composed of other, relatively
cheaper material inputs, while leaving those few consumers most willing to purchase tin-based
products at a higher price able to do so.
Over time a persistently higher price for tin will encourage additional miners to enter the tin market,
with a view to undertaking additional investments for the exploration and development of tin ores.
If exploration and development succeeds in significantly increasing tin supplies then the price of tin
will eventually tend to fall, other things being equal, with attendant implications for the use of this
resource by downstream producers and consumers alike.
Changes in relative prices serve a dual function of communication to market participants about
changing supply and demand conditions as well provoking them to alter real resource flows within
the market context. According to economists Tyler Cowen and Alex Tabarrok, ‘a price is a signal
wrapped up in an incentive.’9
2.2.4

Profits and losses

The profit-and-loss mechanism complements price signals, and is in itself a derivative of the
interaction between changing prices and sales quantities, in assisting sellers and buyers to engender
the flows of resources to their best valued uses.
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An appreciation of the importance of profits and losses, in promoting prosperity, necessarily arises
from understanding that the process of developing saleable outputs commences with the economic
actions undertaken by entrepreneurs, situated among the supply side of the market.
Consistent with the notion that production proceeds in anticipation of consumption, suppliers
absorb the costs associated with marshalling inputs to be converted into outputs. The subsequent
production and provision of commodities reflects the ex-ante entrepreneurial hypotheses
(expectations) as to what consumer preferences might be.10
Those suppliers who make the best hypotheses about satisfying demands attain reasonable
profitability in comparison with their peers, generating sufficient sales revenues in excess of their
costs. On the other hand, those that do not attract sufficient customer attentions for their goods
and services are more likely to incur losses, or an excess of costs over sales revenues.
The attainment of profits signals to economic agents that a given production process has
successfully satisfied sufficient numbers of consumers, encouraging additional suppliers to enter the
market to either replicate the successful output, or modify it, to likewise attain profits.
Alternatively, a loss poses as a signal for producers to eliminate their errors and to either replicate
profitable suppliers, generate superior new products of processes, or exit the market altogether. In
addition, the threat of incurring losses encourages economic participants operating within the
supply side of the market to continuously adopt feasible processes or techniques avoiding economic
wastage as far as practicable.
2.2.5

Market competition

In most markets, even those populated by only a limited number of heterogeneous supplying or
demanding agents, dynamic processes of interaction among sellers and buyers, commonly known as
‘competition,’ tend to emerge, which mediate economic conduct.
Sellers rival each other to position themselves advantageously for potential exchanges with the
buyers. Similarly, buyers vie with other buyers to be well positioned for contracts with suppliers. The
sellers attempt to substitute better goods than those that other sellers are offering, and
entrepreneurial buyers will also try to gain a competitive position that enables them to attract a
choice of offers from sellers.
In the process of market competition, the sellers and buyers, in effect, rival each other to acquire
knowledge about better substitutes, and exchange partners, and act upon the basis of such
knowledge.11
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Again, the production of all final outputs is in anticipation of demand, reflecting a conjecture or
hypothesis by entrepreneurs that, at some point in the future, their products will receive sufficient
sales revenues to more than cover their costs of production. As indicated by Kates:
‘the judges in this competition are the buying public. The laurels are given in the form of sales and profitability.
And the result is a structure of production made up of just those businesses which have been able to satisfy
buyers more completely than any of the other businesses which had offered their goods and services up for
sale.’12

It is important to note that the competition conducted within markets is not cost-free. Given
individuals’ cognitive limitations and the divided nature of economic knowledge, the market process
can entail high ‘transaction costs.’ These transaction costs may include:




search and information costs - for example, costs incurred in determining that required outputs
are available on the market, who offers the lowest prices, etc.;
bargaining costs - for example, costs required to arrive at an acceptable agreement with the
other party of a transaction, drawing up an appropriate contract, etc.; and
enforcement costs - for example, costs of ensuring that the other party adheres to the terms of a
contract, and taking appropriate action upon breaches of contract.13

Since customers are keen to reduce these transaction costs, and the associated risks, producers
possess incentives to minimise these expenses for potential customers, through strategies such as
advertising, establishing a market reputation as a quality supplier, or providing financial assistance or
after-sales services such as warranties or ‘money-back’ guarantees. Establishing open-ended, long
term relationships between producers and consumers, or the establishment of specific intermediary
agents, may also help limit transaction and coordination costs in the market.14
Ultimately, economic competition is an embodiment of ‘the systemic process in which market
participants acquire more and more accurate and complete mutual knowledge of potential demand
and supply attitudes.’15 This ability of economic agents to competitively discover new and better
sources of value preferable to the other party, or parties, to potential transactions reflects what
Hayek referred to as the ‘discovery procedure,’ or what Vernon Smith classifies as an ‘ecological
rationality’ founded on the trial-and-error development of experience in navigating complex markets
effectually.16
2.2.6
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Institutions

Kates, op. cit, p. 97.
Novak, op. cit.
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It is important to recognise that market conduct - in which property, price, profit-and-loss, and
competition guide disparate sellers and buyers to form complex production and exchange
connections - are also mediated by rules which provide shared understandings of appropriate
behavioural precepts. These rules are known as ‘institutions,’ and can be conveniently classified into
‘informal’ and ‘formal’ institutions.
Informal institutions are those which have typically spontaneously emerged from historical
experience, perhaps originally by accident in some instances, but nonetheless discovered as
expedients reducing transaction costs and fostering repeated trades between strangers in the most
effective manner possible. These include customs, ethical norms, shared beliefs, good manners and
conventions in trade.17
In her recent book, Bourgeois Dignity, American economist Deirdre McCloskey explained that an
influential determinant of Western economic growth, during the Industrial Revolution and beyond,
were increasingly accepted shared values amongst communities according tolerance, if not respect
or praise, to people involved in commercial transactions.18 Attitudes of dignity, accorded to market
participants, provided them a modicum of comfort that their properties would not be subject to
theft by private parties, or expropriated by governmental authorities through taxation or regulatory
means.
Individuals who violate informal institutions, for example by reneging on previously agreed
contracts, are typically punished by informal sanction mechanisms. A powerful form of this is
ostracism from the trading community, on a temporary or permanent basis, preventing repeated
market interactions by the wrongdoer. A loss of reputation within the marketplace is another means
by which informal institutions enforce appropriate conduct.
In the modern world there has been an outgrowth of formal institutions, including constitutions,
statutes, common law and other governmental regulations, designed for various purposes, including
to affect the conduct of economic agents operating within markets. Government authorities usually
enforce their formal institutions through sanctions such as fines, imprisonment or, in some
countries, execution.19 Issues concerning the role of those formal institutions maintained and
enforced by governments will be discussed below.
2.2.7

Bringing the elements of economic development processes together

The narrative of the processes of economic development, provided above, suggests that wealth
creation and improvements to material living standards will materialise for as long as individuals are
left to act in their own economic best interests.

17

Kasper and Streit, op. cit.
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Indeed, this idea of a wider order of economic prosperity, arising from individuals seeking their own
economic gains, is at the heart of Adam Smith’s famous quote that ‘by directing that industry in such
a manner as its produce may be of greatest value, he intends only his own gain, and he is in this, as
in many other cases, led by an invisible hand to promote an end which was no part of his
intention.’20
As discussed above, individuals with heterogeneous economic capabilities and personalised needs
and wants engage in open-ended, creative and dynamic processes of market interactions. If left
unimpeded, suppliers and buyers usually interact in such a way that their dispersed knowledge is
utilised in ways best aligning production plans with consumption demands.
To ensure that decentralised economic coordination comes about, it is essential that private
property rights, prices, profits (and losses) are left free to adjust without undue political
interference: ‘a setting of private property rights, free pricing, and accurate profit and loss
accounting aligns incentives and communicates information so that individuals realise the mutual
gains from trade with one another.’21
The participants of the market place should also be left free to compete against each other,
providing better opportunities to deliver economic value for consumers and, thus, transforming
self-regarding conduct into other-regarding conduct.
The market process, like other facets of human action, is itself conducted within a rich tapestry of
legal, political and social institutions. As will be further discussed below the role of modern
governments in economic affairs, particularly since the late nineteenth century, has emerged as a
crucial determinant of the capacity of markets, situated within different regions, to deliver sufficient
increases in living standards over time.
2.3

Economic competitiveness and prosperity in a globalised economy

2.3.1

Our spatially interconnected world

A significant limitation of conventional economic theories is that they implicitly assume that all
economic activity is spaceless. However economic conduct is not undertaken on a head of a pin, and
nor is economic action spread evenly across all locations. Therefore, it is necessary to augment the
above analysis to consider the spatial nature and dimensions of economic activity.
As is well known, a feature of the South Australian economy is its significant distance from
traditional major global markets situated in Europe or North America. However the relative
proximity of South Australian suppliers to fast-growing East Asian regions in similar time zones

20

Adam Smith, 1776 [1999], An Inquiry into the Nature and Causes of the Wealth of Nations, Book IV, Chapter
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21
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would appear, in the absence of other factors affecting economic activity, to pose less of a
‘disability’ at least on transport or communications cost grounds (Table 2.1).
Table 2.1: Distance to selected international markets, kilometres
Origin
Adelaide
Buenos Aires
Hong Kong
Moscow
Perth
Rio De Janeiro
Tokyo
Toronto

Los Angeles
13,155
9,832
11,668
9,794
15,024
10,138
8,805
3,503

Destination
London
16,259
11,126
9,648
2,917
17,296
9,273
9,554
5,711

Shanghai
7,566
19,638
1,224
6,812
7,053
18,229
1,764
11,413

Production, investment, employment and consumption are necessarily spatially uneven activities
and, further, factors of production, such as labour and capital, possess varying degrees of mobility.
The extent of mobility ranges from highly mobile resources, such as disembodied knowledge,
finances or, to a lesser extent, skilled people, to highly immobile resources such as land and unskilled
labour.22 Consistent with their monopoly of coercion over given territorial areas, governments are
immobile within economic space.23
Moving resources across economic space involves costs which, in turn, affect their degree of
mobility. Technological changes, such as the invention of satellite communications, facsimile
machines, the internet, mobile phones and portable computers, and the increasing sophistication of
global markets over the past few decades, has contributed to substantial cost reductions in transport
and communications (Figure 2.1).

22

Wolfgang Kasper, ‘Spatial Economics’, Library of Economics and Liberty, The Concise Encyclopedia of
Economics, http://www.econlib.org/library/Enc/SpatialEconomics.html.
23
Two general exceptions to this notion may be found during wartime periods, in which states have the
capability of gaining or relinquishing territory through force, or secession whereby certain associations of
people in a given geographic area withdraw from an existing state.
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Figure 2.1: Transportation and communication costs, 1930 to 2000
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Source: Gary C Hufbauer, 1991, ‘World Economic Integration: The Long View’, International Economic Insights 30: 26-27;
IPA calculations.

These developments have, in turn, vastly extended the number of locations around the world in
which producers can undertake productive economic activities, as the outsourcing of manufacturing
and low value-adding services from advanced economies in recent years has illustrated.
New technologies have opened up new and accessible channels of communicating so that even
producers in distant locations (i.e., on the periphery of economic space) can engage with economic
agents operating in global trading centres, or produce and sell their own goods and services, at
lower costs than previously. Technological changes have also increased the complexity of market
processes across economic space, with changing production and consumption circumstances in
specific locations often exerting profound influences on others.
Other factors have contributed to the reduction in cost impediments against factor and product
mobility - including tariff reductions which have fostered trade across political borders, and
international financial market integration deepening the available pool of global savings for investors
to access.
2.3.2

A model of economic interactions in space

A useful framework to explicitly consider the general implications of space for long run economic
behaviour is the theory of location pricing developed by nineteenth-century German economist
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Johann von Thünen, and refined for modern audiences by the Australian economist Wolfgang
Kasper.24
Most economic activities are conducted in spatially central market places, where prices, product
qualities and other conditions of contract are set and which apply uniformly across the entire
economic spatial area. In a geographic sense, the central market places could be conceived as being
situated in North America, Europe and, increasingly, East Asia. Producers located in, or near, the
central market places benefit from lower transport costs, as well as from the intensity of production
of economically valuable knowledge that agglomerations of economic agents typically create.25
In the von Thünen model, the owners of mobile production factors, including capital, finances,
skilled labour and entrepreneurial talents, disperse through space to wherever they can earn the
highest return, at the lowest risks. In the long run this ensures that owners of mobile factors
ultimately earn a rate of return that is the same everywhere. As a general rule, the more mobile a
factor (say, capital, or labour) the more even are its long run returns throughout economic space.
Producers, themselves spatially mobile, located at an economic distance from the central markets
have to absorb transport and communication costs, should they wish to viably trade with economic
agents in the large centres. As a consequence, the producer price of outputs (defined as market
prices minus transport and communication costs) declines with distance from the centre.
To produce goods and services, producers typically combine mobile production factors (which
actively engage in locational arbitrage to receive better returns) with immobile production factors.
With transport and communication costs rising the further a producer is located away from central
markets, the onus is effectively placed upon the owners of immobile factors (land and unskilled
workers, and governments) to effectively absorb the transport and communication costs - through,
say, lower land rents, lower wages, or lower taxes and regulatory cost burdens.
Offering lower costs for the use of their services as part of an economic bargain to bear some of the
transport-communication costs borne by producers, the owners of immobile factors strive to attract
mobile factors to their given location. To the extent that these efforts are successful, the
productivity of economic activities undertaken within the location increases, providing scope for
future productivity-linked wage increases or greater growth-dividend revenue collections.
Figure 2.2 provides a graphical depiction of the von Thünen spatial economic framework applicable
to a given good or service. The product price, determined by economic decision-makers in the
central marketplace, is constant across economic space. The producer price of outputs declines the
further away a given producer is situated away from the centre, as a result of progressively higher
24

Johann Heinrich von Thünen, 1826 [1966], Von Thünen's Isolated State: An English Translation of Der
isolierte Staat, Pergamon Press, Oxford; Wolfgang Kasper, Jeff Bennett, Sharon Jackson and Stefan Markowski,
1992, The International Attractiveness of Regions: A Case Study of the Gladstone-Fitzroy Region in Central
Queensland, University of New South Wales, University College ADFA, June; Wolfgang Kasper, 1993,
‘Institutional Innovation to Enhance International Attractiveness’, University of New South Wales, University
College ADFA, Economics & Management Discussion Paper No. 1/1993.
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Pierre Desrochers, 2001, ‘Geographical Proximity and the Transmission of Tacit Knowledge’, Review of
Austrian Economics 14 (1): 25-46.
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transport costs. With some exceptions, the unit-returns to mobile factors of production are constant
due to locational arbitraging for sufficient returns by their owners.
Consider the returns to mobile and immobile production factors provided in two regions located
near the periphery, A and B. Region A, which imposes lower wage and tax costs, poses as a more
attractive destination for mobile production factors than Region B which imposes higher wages and
taxes.
The returns to mobile factors are higher in Region A as the regime of lower costs encourages
economic growth and productivity. In Region B the returns that would be available to mobile factors
are subdued and, in the long run, would lead to a process of exit by the owners of mobile production
factors to lower-cost environments.
Figure 2.2: Von Thünen spatial economic model
Price and unit returns

Product price in central market
Unit-cost of transport-communications

Producer price
Unit-returns to
immobile factors
Unit-returns
to mobile factors
A
B

Periphery

Centre

Periphery

Source: Wolfgang Kasper, Jeff Bennett, Sharon Jackson and Stefan Markowski, 1992, The International Attractiveness of
Regions: A Case Study of the Gladstone-Fitzroy Region in Central Queensland.

To be sure, the model presented in this section is a stylised conception of the dynamic market
processes unfolding across economic space. Spatial variations in resource endowments, the
availability of heterogeneous labour and capital, diffusion of economically attractive knowledge,
lifestyle factors and other issues can explain why in some circumstances owners of productive
factors remain relatively immobile even in the face of locally high costs.26

26

As noted by economist William Niskanen ‘the decision to move ... is based on a package of conditions, of
which taxes are only one condition. If the other conditions are favourable, few people will change their
behavior ... [to relocate] ... unless the increase in taxes is extraordinarily high.’ William A Niskanen, 2005,
‘Constitutional Limits to State and Local Spending’, Address to University of Wisconsin, Robert M La Follette
School of Public Affairs, http://www.lafollette.wisc.edu/publicservice/spending/niskanenspending.pdf.
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Even with these qualifications in mind, the implications of spatial economic theories for economic
competitiveness are profound. In addition to maintaining institutional environments amenable to
economic calculation and value-added production, the owners of relatively immobile factors of
production (and governments) are obliged to maintain low costs (and/or engage in highly productive
activities) to attract a critical mass of mobile capital and labour to their regions.
Ensuring these conditions, in turn, helps to put in place the foundations for the residents of regions
to enjoy, as far as practicable, the fruits of sustained enhancements to international competitiveness
and economic prosperity in an increasingly borderless world.
2.4

The role of government in influencing economic competitiveness and prosperity

2.4.1

The taxing role of immobile government

An appreciation of the nature and role of government, within the context of spatial mobility, raises
fundamental questions as to how political actors should conduct themselves, in ways which provide
the best possible economic climate conducive to the inflow of mobile resources, and economic
growth and development more generally.
Numerous scholars in the fields of political science and public finance argue that the ability to
coercively impose taxation most unambiguously distinguishes the nature and role of government,
against all other institutions and entities operating within civil society.27 Public choice theorists
Geoffrey Brennan and James Buchanan wrote that:
‘[f]or the ordinary citizen, the power to tax is the most familiar manifestation of the government’s power to
coerce. The power to tax involves the power to impose, on individuals and private institutions more generally,
charges that can be met only by a transfer to government of economic resources, or financial claims to such
resources – charges which carry with them effective powers of enforcement under the very definition of the
taxing power.’28

To provide economic agents with a continuing incentive to generate incomes, thereby furnishing the
government with a continuous tax revenue stream, it is essential that government restrains itself
from imposing excessive taxation rates.
As famously identified by economist Art Laffer, at a zero per cent tax rate the government’s
revenues will be zero. At a 100 per cent tax rate revenues will also be nil, since economic agents will
have no incentives to produce. There exists a tax rate threshold, in between the zero and 100 per
cent tax rates, at which the government maximises its tax revenue intake; this is denoted by the
revenue-maximising tax rate τr.

27

It should also be recognised that governments may substitute regulation, or formal directives concerning the
appropriate conduct of regulated entities, for explicit revenue-raising activity. For simplicity this section will
discuss the economic implications of government utilising taxation and expenditures within the context of
factor and resource mobilities.
28
Geoffrey Brennan and James M Buchanan, [1980] 2000, The Power to Tax: Analytical Foundations of a Fiscal
Constitution, Liberty Fund Edition, Indianapolis, p. 11.

18
The ‘Laffer curve,’ depicting the relationship between taxation rates and taxation revenue, is
illustrated as the curve L in Figure 2.3. The government maximises its revenue (T*) when it imposes
the tax rate τr.
Figure 2.3: Revenue-maximising and income-maximising tax rates
T, Y

Y*
YT
Y
T*

L

0

τy
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τ

Source: William Barnett II and Walter Block, 2005, ‘On the Use and Misuse of the Laffer Curve’, Journal of Public Finance
and Public Choice.

However, there is also a generalised, though less well-appreciated, relationship between rates of
taxation and the level of aggregate income generated by economic agents participating within
markets. Another curve (Y) is fitted in Figure 2.3 illustrating the tax rate-taxable base relationship,
with τy signifying the tax rate at which taxpaying agents maximise their aggregate incomes.29
It is conceivable that τr, the revenue-maximising tax rate for the government, exceeds τy, the
income-maximising tax rate. In other words, the private income generated by taxpayers at the
revenue-maximising rate (YT) is lower than those incomes (Y*) generated at the income-maximising
tax rate. This implies that, should the immobile, tax-imposing government wish to realise the
maximisation of private incomes within its jurisdiction, it must impose a tax rate lower than that
which fulfils its ability to maximise revenues.
2.4.2

29

The spending role of immobile government

This alternative curve may be conceived as a derivative of the ‘Scully curve,’ which posits a relationship
between the tax rate and rate of economic growth. See Gerald W Scully, 1995, ‘The “growth tax” in the United
States’, Public Choice 85: 71-80.
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Modern governments dispose of some of their revenues by providing goods and services which aim
to protect economic and personal liberties, including the specification of property rights and
enforcement of contracts. Some expenditures are also intended to maintain order through
upholding the rule of law, that applies to all citizens equally, and to provide policing and justice
services which enforce rights, responsibilities, and claims agreed upon by private sector agents.
In addition, governments can augment private income-generating capacities in markets, by both
financing and providing a strictly limited array of goods of services known as ‘public goods.’ These
are goods and services which possess technical attributes such that it is impossible to prevent
exclusion from consumption of these products, and that consumption by one person is insufficient
to prevent simultaneous consumption by others.
As shown in Figure 2.3, between a zero tax rate and the income-maximising tax rate τy rising tax
rates are coincident with income growth, as governments use the tax revenues collected to provide
basic protective and production functions underpinning the maintenance of market-based economic
activities. Beyond the income-maximising tax rate, however, additional government expenditure,
and the taxes required to finance them, dampen economic growth and development potentials.
Modern governments have, in practice, tended to finance and provide a host of goods and services
which can be capably financed and provided by the private sector - for example, education, health
care and welfare services - in effect crowding out viable non-governmental alternatives existing in
these fields of activity.
The forcible transfer of income or wealth by government from one person, or group of persons, to
another also tends to hamper economic growth. Although public sector redistribution is invariably
advocated on equity grounds, the growth of the welfare state is associated with a range of economic
and social pathologies, including disincentives to supply labour and reductions in private savings.
The progressive substitution of political for private decisions posed by the growth in the size and
scope of public sector activities, in these and other areas, unduly interferes with the wealth creation
process. For example, extensive government intervention tends to invite the diversion of scarce
resources, by resident producers and consumers, to capture the implied rents made available
through political processes.30 This deters market participants from engaging in the competitive
search for new sources of economic value, with profound long term implications for economic
competitiveness.

30

Gordon Tullock, 1967, ʻThe Welfare Costs of Tariffs, Monopolies and Theftʼ, Western Economic Journal 5:
224-232; Anne O Krueger, 1974, ʻThe Political Economy of the Rent-Seeking Societyʼ, The American Economic
Review 64: 291-303; Israel M Kirzner, 1985, Discovery and the Capitalist Process, University of Chicago Press,
Chicago.
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Chapter 3
South Australiaʼs demography and economy
ʻIs South Australia becoming the new Tasmania? Sluggish growth, too many workers in the public sector, too
reliant on transfers from the commonwealth, a grim economic outlookʼ (Judith Sloan, ʻPropping up failures
never worksʼ, The Australian, 7 June 2013).

3.1

Introduction

Although it is physically located on the fringe of global economic space, South Australia possesses a
range of advantages which can provide a basis for sustained improvements in economic
competitiveness:





the state is rich with metallic minerals, energy resources and agricultural raw materials.
the labour force of South Australia is diverse, with many workers possessing a range of medium
to high skills, is highly educated and adaptable to using new technologies.
a heterogeneous capital base exists within the state, and productive private ventures have ready
access to domestic and foreign savings.
the state is located in reasonably similar time zones with the fast-growing East Asian region.

A robust economy, in which suppliers succeed in producing economically valuable goods and
services for customers, is a fundamental precondition for rising material living standards for all South
Australians. Not only does economic robustness ensure appropriate reward for productive efforts
undertaken within markets, but it equips those in difficult socio-economic circumstances with the
best opportunities for improved wellbeing over time.
Demographic conditions can also play an influential role in economic (and fiscal) performance, with
sufficient numbers of productive members of the community contributing to economic and social
development through their roles as suppliers, consumers, and taxpayers.
However, a range of statistical indicators suggest that South Australia has not fulfilled its full
economic potential, with sub-par economic growth, low productivity growth and high
unemployment as examples of some of the persistent, yet undesired, facets of state economic
performance.
The purpose of this Chapter is to provide an analysis of demographic and economic trends in South
Australia. Using historical statistics where they are available, issues such as population growth and
composition, economic growth and productivity, investment, labour force, incomes and prices, and
industry structure, and trade will be covered.
3.2

Demographic profile

3.2.1

Population growth

21

South Australia is the nation’s fifth most populous state, with an estimated resident population of
1.67 million at the end of the March quarter 2013.31 The state presently accounts for 7.3 per cent of
the Australian population, but had been home to at least nine per cent of the national population for
much of the period from the 1860s to the late 1970s.
Since 1975 South Australiaʼs population growth rate has been consistently lower than the national
average, and indeed has consistently recorded the slowest population growth of the mainland states
(Figure 3.1). This relatively lower growth rate has been the result of several factors, including a lower
than average birth rate, negative interstate migration levels, and an overseas migration rate lower
than the national average.
Figure 3.1: South Australia and Australia population growth rates
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Source: ABS, Australian Demographic Statistics; ABS, Historical Population Statistics.

3.2.2

Fertility rates

The total fertility rate is defined as the average number of children a woman would expect to have
across her lifetime, if she were to experience all of the age-specific birth rates occurring in that year.
The replacement fertility rate, or the number of babies a woman would need over her reproductive
life to replace her and her partner, is 2.1.32

31

ABS, Australian Demographic Statistics, March 2013, cat. no. 3101.0.
ABS, Year Book Australia, 2012, cat. no. 1301.0; Alison Barnes, 2001, Low Fertility: A Discussion Paper,
Department of Family and Community Services, Occasional Paper No. 2.
32
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Movements in fertility rates over time can influence the age composition of the population, if not
the aggregate population size should other factors (such as immigration) remain unchanged. The
fertility rate in South Australia, and for Australia as a whole, has been in trend decline since the
post-World War II ʻbaby boomʼ (Figure 3.2). Both at a state level, and nationally, the fertility rate has
been below replacement level at least since the late 1970s.
Figure 3.2: South Australia and Australia fertility rates
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The 1960s and 1970s saw many changes to the economic and social roles of women, affected by
phenomena such as growing participation in the labour force, increasing involvement in educational
opportunities, and the introduction of birth controls. These contributed to enabling women to delay
child bearing and generally having fewer children.
In an interesting contribution to the debate about the determinants of fertility, Martin points to the
possibility that general macroeconomic conditions could play a role in shorter term variations in
fertility rates.33
In essence, periods of subdued (even negative) economic growth are associated with more
pronounced declines in fertility, whereas slower rates of fertility rate reductions are observed during
periods of stronger growth. While the Martin study only considered national macroeconomic
effects, it is not inconceivable to suggest that general state economic conditions could also affect the
preparedness of families to have children.
33

Jay Martin, 2004, ʻʻThe ultimate vote of confidence.ʼ Fertility rates and economic conditions in Australia,
1976-2000ʼ, Australian Social Policy (2002-03): 31-54.
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3.2.3

Interstate migration

Interstate migration levels have been another factor contributing to South Australia’s relatively
lower population growth. Figure 3.3 shows that South Australia has only achieved positive interstate
migration flows in five years since 1973, and not once since 1991. Since 1991, South Australia has
lost an average of 3,183 people per annum to other states.
Interstate migration trends are an important barometer of South Australia’s economic performance
with respect to other jurisdictions. While Australian evidence remains limited, the empirical
literature suggests that interstate migration levels can be affected by economic opportunities
available across the states.34
Within this, cyclical economic fluctuations can play their role in influencing the movement of people.
For example, the deep state recession of the 1990s, highlighted by the collapse of the State Bank,
contributed to the large net outflow of people from South Australia through the mid-1990s.35
A range of non-economic issues - such as proximity to family, lifestyle advantages or, during the
mid-1970s, the relocation of people from Darwin in the aftermath of Cyclone Tracy - also shape
migration patterns across Australia.36

34

For example, Christine Williams, Jim Hurley and Beverley Morris, 1999, ʻAn Economic Model of Interstate
Migrationʼ, Economic Analysis & Policy (May): 93-112. Williams et. al. also found that taxation differentials can
play a significant role in determining interstate migrant flows.
35
ABS, SA Stats, May 2010, cat. no. 1345.4.
36
Ibid..
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Figure 3.3 South Australia net interstate migration
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According to an analysis by the Australian Bureau of Statistics, Queensland (28 per cent of
departures), Victoria (27 per cent) and New South Wales (19 per cent) were the most popular
destinations for South Australians moving interstate from 2001 to 2006.37
3.2.4

Overseas migration

South Australia overseas migration levels are largely determined by policies implemented at the
federal level. However, the state has been advantaged by changes in federal immigration policies
that encourage the settlement of migrants into regional areas and metropolitan areas with low
levels of growth.
Since the 1990-91 recession, net overseas migration to South Australia has averaged 6,654 people.
In that period, annual net migration has risen from about 2,900 people in 1992 to about 11,700 in
2012. While there have been significant annual fluctuations in South Australiaʼs share of the
Australian net migrant intake, in recent years South Australia has been able to secure at least five
per cent of overseas migration inflows (Figure 3.4).

37

Ibid..
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Overseas migrants play an important role in supplementing the workforce of South Australia. The
last decade has also seen a change in commonwealth immigration policy, with an increasing focus
being placed on skilled rather than family migrants.
This policy change has caused a rapid change in the composition of overseas migrants arriving in
South Australia (Figure 3.5). Whereas skilled migrants made up only 22 per cent of permanent total
overseas settlers in 1996, by 2010 this rose to 68 per cent.
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Figure 3.5 Breakdown of overseas migrants into South Australia
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A report of the South Australian parliamentary inquiry into the migration system raised concerns
that significant numbers of skilled migrants are leaving the state after having been granted
permanent residency. Some factors cited for this trend, in which about two-thirds of skilled migrants
leave the state after a brief duration of about two years, include a desire to be closer to relatives in
other states and more abundant economic opportunities elsewhere.
3.2.5

Population structure

From the 1950s through to the early 1970’s South Australia had a higher proportion of people under
the age of 15 than the national average. However, due to the impact of a low fertility rate, lower
overseas arrivals and negative interstate migration, South Australia now has the oldest population of
all the states. In 2011, South Australia’s mean population age was the highest of any state at 39.8,
above the national average of 38.1.
Figure 3.6 illustrates the changes in the age composition of the South Australian population since the
early 1970s. The share of the working-age population (i.e., those between 15 and 64 years of age)
has remained stable during the period under consideration. In contrast, the share of young people
(below 15 years of age) has fallen by almost ten percentage points from 1971 to 2012, whilst the
elderly population share has almost doubled during the same period.
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Figure 3.6: Age structure of South Australian population
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The old-age dependency ratio measures the number of older people as a proportion of the
working-age population, and indicates the potential burden placed on the economically active
population by those who are economically dependent (Figure 3.7).
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Figure 3.7: South Australian old-age dependency ratio
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3.2.6

Future demographic scenarios

The state government has previously released a study of population projections for South Australia,
and its regions, spanning a period from 2006 to 2036.38
According to the governmentʼs estimates, South Australia’s population is expected to increase to
between 1.74 and 1.79 million by 2016, an increase of around 100,000 from 2011 levels (Table 3.1).
Total population is projected to subsequently increase to between 1.88 and 2.28 million by 2036.
Table 3.1 Projected population growth
Low Stream

Medium Stream
High Stream
Total population
2016
1,744,098
1,771,644
1,789,354
2021
1,794,984
1,860,935
1,911,356
2026
1,830,457
1,942,161
2,035,537
2031
1,857,604
2,018,079
2,158,192
2036
1.876,948
2,088,450
2,278,224
Source: South Australian Department of Planning and Local Government, 2010, Population Projections for
South Australia and Statistical Division 2006-36.

38

South Australian Department of Planning and Local Government, 2010, Population Projections for South
Australia and Statistical Divisions, 2006-36, Government of South Australia, Adelaide.
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Although South Australia’s population is expected to continue to grow, this growth is not expected
to be consistent across age groups.
With fertility rates remaining below replacement levels and life expectancy continuing to increase,
South Australia’s population is expected to age rapidly. This process will be exaggerated by the baby
boomer cohort (1946-61) moving into the above 65 age group from this year. As a result the median
age of South Australia’s population is expected to continue to increase in coming years (Table 3.2).
Table 3.2 Projected median age of South Australia’s population
Low Stream
Medium Stream
High Stream
2016
39.9
39.5
39.3
2021
41.0
40.1
39.5
2026
42.5
41.1
40.1
2031
44.1
42.1
40.8
2036
45.6
43.1
41.4
Source: South Australian Department of Planning and Local Government, 2010, Population Projections for
South Australia and Statistical Division 2006-36.

3.3

Economic growth and productivity

3.3.1

Economic growth performance

The standard quantitative measure of economic growth is the change in gross domestic product
(GDP), or for individual states gross state product (GSP), which is defined as the aggregate of the
market value of goods and services produced within an economy.
Figure 3.8 shows the nominal level of GSP for the six states, based on a statistical series compiled by
Australian economic historian W. A. Sinclair from 1861 to 1978 and the Australian Bureau of
Statistics thereafter. The data used to compile the Figure is expressed in logarithmic scale, rather
than linear scale, to provide a more effective presentation of changes in GSP over time.
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Figure 3.8: Gross state product, states
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From the 1860s to the 1880s, a period coincident with Australia’s position as the wealthiest country
in the developed world, South Australia was the third largest economy, after Victoria and New South
Wales, with land-intensive agricultural production and copper mining playing important roles in the
state’s development.
However, during the remainder of the nineteenth century South Australia’s level of production was
overtaken by Queensland and, later, Western Australia, due to a combination of a severe recession
in south-eastern Australia and the advent of agricultural and mining industries in Australia’s
northern and western regions.
Historical comparisons between the size of the Western Australian and South Australian economies
are instructive, given the differentials in economic performance between the two jurisdictions in the
modern era (as implied by the terms ‘resource-rich’ and ‘resource-poor’ states, respectively).
In 1861 the Western Australian economy was a tenth the size of the South Australian economy, and
the level of Western Australia’s nominal GSP gradually exceeded South Australia’s by 1897. The size
of the Western Australian economy, relative to that of South Australia, fluctuated between 70 per
cent and 120 per cent of South Australian GSP until the mid-1970s.
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From 2000 the differential between the level of output in Western Australia and South Australia
widened considerably, such that Western Australia’s GSP doubled South Australia’s from 2008, due
in no inconsiderable part to the rapid expansion of mining production in Western Australia.
In trend terms the size of the South Australian economy also shrunk relative to that of New South
Wales – the nations’ largest economy - notwithstanding a marginal narrowing of the GSP gap
between the two jurisdictions during the 2000s. On the other hand the output differential between
the South Australian and Tasmanian economies has consistently widened since the late nineteenth
century.
Since nominal GSP is influenced in part by general price movements it is necessary to derive real
estimates of GSP, which cancel out the effect of changing prices on the estimated market value of
production. Figure 3.9 illustrates the annual growth rate of real output for South Australia and
Australia as a whole since the early 1990s, which shows that South Australian growth has generally
remained below the national average.
Figure 3.9: Gross domestic product and gross state product growth rates, South Australia and
Australia
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Significantly, the state’s share of national production has declined from 7.4 per cent in financial year
1990 to 6.3 per cent in financial year 2012 (Figure 3.10). This trend is partly due to the relatively
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greater importance of the resources states of Queensland and Western Australia to total national
production.
Figure 3.10: South Australian share of national gross domestic product
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A conventional measure of material living standards attained by a community is provided by real
GDP per capita, or the sum of gross value added divided by the number of residents within the
population. Provided that the basis for calculating real GDP per capita is consistently made, changes
in real GDP per capita can be compared across locations and over time.
South Australia has maintained a shortfall in real output per capita, compared with Australia as a
whole, over the last two decades (Figure 3.11). In 2012 the state’s real GSP per capita was about
$54,920 whereas the figure for Australia was about $63,750. Notably, Australia as a whole attained a
real output per capita level in 2002 similar to that attained by South Australia in 2012.
While the gap between South Australian real GSP per capita and Australian real GDP per capita has
narrowed slightly in recent years, the long term trend has been for the disparity between state and
national real output per capita to increase.
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Figure 3.11: Real gross domestic product and gross state product per capita, South Australia and
Australia
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3.3.2

Productivity performance

Productivity is a broad measure of the rate at which goods and services are produced per unit of
input (such as labour or capital, or some combination of inputs). Growth in productivity is a crucial
determinant of improved material living standards and, as American economist Paul Krugman put it,
‘productivity isn’t everything, but in the long run it is almost everything.’
A key reason for South Australia’s growth gap with Australia as a whole lies in its relatively poor
productivity performance. Despite modest improvement in South Australia’s aggregate labour
productivity since the mid-2000s the state has consistently lagged behind Australia’s leading
productivity regions – Western Australia and New South Wales – for over two decades (Figure 3.12).
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Figure 3.12: Labour productivity, states
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Similar to other advanced economies, the South Australian economy is characterised by a complex
structure of primary, secondary and tertiary private sector industries populated by firms with
varying input mixes and trade relationships, as well as public sector entities which absorb and
redistribute resources.
An analysis of the contribution of South Australia’s industries to its state gross value added,
compared with that of industries across Australia as a whole, reveals a host of distinguishing
features concerning the state economy, with implications for its overall performance.
Agriculture and manufacturing each make a relatively greater contribution to gross value added in
South Australia than that for Australia as a whole, whereas the relative contribution of mining in the
state is appreciably lower than that for Australia more generally.
Another important characteristic of the South Australian economy is the relatively stronger
contribution of public sector services, particularly in health care, social assistance, education and
public administration, than that for Australia as a whole.
A comparison of South Australia’s economic structure against labour productivity outcomes within
various industries suggests that the state is over-represented by low-productivity industries, in the
public sector and private industries such as agriculture and manufacturing, and under-represented
by high-productivity industries such as mining, financial services, and information media and
telecommunications (Figure 3.13).

Figure 3.13: Gross value added and labour productivity, South Australia and Australia
Acommodation & food services

Acommodation & food services

Other services

Other services

Retail trade

Retail trade

Arts & recreation

Arts & recreation

Health care & social assistance

Health care & social assistance

Education

Aust

SA

Education

National average

Agriculture

Agriculture

Construction

Construction

Admin & support services

Admin & support services

Scientific & technical services

Scientific & technical services

Public admin & safety

Public admin & safety

Manufacturing

Manufacturing

Transport & storage

Transport & storage

Wholesale trade

Wholesale trade

Rental, hiring & real estate

Rental, hiring & real estate

Electricity & utilities

Electricity & utilities

Info media & telecoms

Info media & telecoms

Finance & insurance

Finance & insurance
Mining

Mining
-

500

1,000

1,500

2,000

2,500

3,000

Gross value added per hour worked, Australia ($)

Data refers to 2011 financial year.
Source: ABS, Australian National Accounts: State Accounts; ABS, Labour Force, Detailed – Electronic Delivery.

0

2

4

6

Industry share of gross value added (per cent)

8

10

12

3.4

Investment activity

Successive generations of economists have argued that the accumulation of capital stock, or
‘investment,’ is a critical determinant of long run economic growth and development.
Machinery, equipment and other income-producing assets can be utilised to reproduce outputs, and
the productive use of capital enables workers to enhance their productivity, thus laying the basis for
affordable wage increases and improved material living standards. Neoclassical models of economic
growth, such as that outlined by economist Robert Solow in 1956, identify increases in the capital
stock as a crucial element in economy-wide production functions.39
Historical data, albeit on an incomplete basis, is available providing some perspective on the rate of
aggregate capital investments within the South Australian economy. Total private and public
investment from calendar year 1861 to financial year 1939 are sourced from a compilation of South
Australian historical statistics, while data from financial year 1984 are sourced from the ABS state
accounts. However, data for financial years 1901 to 1908, and 1940 to 1983, are unavailable.
According to Figure 3.14, during the nineteenth and early twentieth centuries the share of nominal
private and public sector investment to state GSP were broadly equivalent, with changes in public
investment activities generally mimicking those of the private sector albeit with a lag.
During the late twentieth and early twenty-first centuries a marked discrepancy between private and
public sector gross fixed capital formation emerged with the private sector investing roughly double
the resources of the private sector.
It is evident that private sector investment during this period has been sensitive to business cycle
fluctuations, with reductions in the share of private investment to GSP during the early 1990s and
late 2000s recessions. Public sector investment fell during the course of the 1990s partly as a
consequence of privatisation efforts, in which the determination of capital allocation decisions were
transferred to the private sector.

39

Robert M Solow, 1956, ‘A Contribution to the Theory of Economic Growth’, Quarterly Journal of Economics
70 (1): 65-94.
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Figure 3.14: Gross fixed capital formation, private and public sectors, South Australia
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Reflecting its general decline in national economic importance, the South Australian share of
national real private sector investment has fallen since financial year 2000 from about eight per cent
in that year to about five per cent in financial year 2012 (Figure 3.15).
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Figure 3.15: South Australian share of national private sector gross fixed capital formation
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Figure 3.16 shows the South Australian share of capital expenditures in mining, manufacturing and
‘other’ sectors.
Despite a spike in mining investment in financial year 1998, the state’s share of national capital
expenditure in the sector has declined from 2.4 per cent in 1990 to 1.3 per cent in 2012. The share of
national manufacturing sector investment attributable to South Australia also declined over the
period, from nine per cent to 6.8 per cent. The state share of investment in ‘other’ sectors of the
economy grew marginally, in trend terms, from 1990 to 2012.
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Figure 3.16: South Australian share of actual capital expenditure
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The ABS provides information on the value of construction work completed by sector and activity,
and Table 3.3 draws upon this to illustrate the share of construction work done, by value, by the
private sector in South Australia. The Table provides construction work value data with regard to
roads; rail, bridges and ports; electricity; and water and sewerage facilities.
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Table 3.3: Share of value of construction work done for private sector, South Australia
Roads
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

20.7
17.8
20.9
30.5
40.2
26.1
17.9
23.2
20.6
14.5
13.1
14.3
16.9
16.1
11.1
19.2
22.2
31.2
29.0
23.3
27.5
35.3
21.1
24.0
24.3
16.3

Bridges, rail and
ports
5.5
5.6
13.9
19.8
17.6
20.7
3.4
9.0
11.6
25.0
20.3
14.2
13.4
10.0
41.1
59.8
82.8
77.4
48.8
24.4
8.5
23.9
18.8
4.3
3.7
16.6

Electricity
18.9
28.6
21.9
25.0
27.9
50.9
30.3
19.1
24.2
52.5
44.7
41.0
24.8
83.2
97.1
99.5
88.6
84.1
78.9
58.0
81.3
86.5
87.7
88.4
76.5
74.8

Water and
sewerage
8.4
10.6
8.2
12.2
9.3
6.3
7.0
4.1
14.5
14.3
10.3
15.2
9.2
6.7
23.8
21.6
19.2
20.9
16.6
21.4
24.8
43.5
10.7
2.5
6.2
10.5

Data refers to value of work done by private sector for the private sector. Data are for financial years.
Source: ABS, Engineering Construction Activity, Australia.

Consistent with the privatisation of publicly owned electricity assets in 1999, electricity sector
construction work in South Australia is dominated by the private sector. For other major
infrastructure classes, the role of the private sector is predominated by contractual engagements to
develop infrastructures for state and local governments.
An important aspect of private sector investment activity concerns the building of non-residential
facilities to house value adding production processes (Figure 3.17).40 Since the 2008-09 global
financial crisis the value of industrial building work done, such as factories, warehouses and
agricultural/aquacultural facilities, has declined by about 28 per cent.
On the other hand, the value of non-residential commercial properties, such as offices, retail trade
and transport buildings, has increased significantly, as has other buildings particularly for health,
aged care, and entertainment purposes.

40

Residential dwelling construction, undertaken for the primary purpose of enabling individuals and families to
consume housing services, is usually, but erroneously, referred to as an ‘investment,’ and is thus excluded
from this discussion.
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Figure 3.17: Value of non-residential building work done, private sector, South Australia
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3.5

Labour markets

The ABS provides data on the size of the South Australian labour force and employment from the
mid-1960s. The distinction between employment and labour force lies in the fact that employment
data incorporates the numbers of people actually engaged in a line of work, whereas the labour
force includes those who are unemployed and actively seeking employment.
Figure 3.18 provides information on the numbers of people employed or in the labour force in South
Australia. The emergence of a significant disparity between the total labour force and total
employment since the mid-1970s is attributable to the emergence of unemployment, including of a
long term nature, as a persistent feature of state and, indeed, national labour markets.
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Figure 3.18: Labour force and employment, South Australia
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Source: ABS, Labour Force Australia, Detailed, Quarterly; ABS, South Australian Year Book.

Figure 3.19 presents the annualised growth rates of South Australia’s labour force and employment
from 1967 to 2013, illustrating the effects of business cycle fluctuations, such as the recessions of
the early 1980s and 1990s, upon changes in the size of the state labour force and employment
aggregates.
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Figure 3.19: Labour force and employment growth rates, South Australia
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Source: ABS, Labour Force Australia, Detailed, Quarterly; ABS, South Australian Year Book.

Total labour employment can be further disaggregated into employment undertaken either on a
full-time, or part-time, basis (Table 3.4). Generally speaking, the relative share of full-time workers in
employment has fallen over the last three decades, from 82 per cent in 1980 to 66 per cent in 2013.
Conversely the numbers of part-time employees, as a share of total employment, has risen over
time, representing a third of workers in 2013.
A wide array of factors has been cited to explain these trends, the relative importance of each
remaining the subject of academic research and policy debate. These include:




greater personal preferences for working in part-time modes (for example, by women seeking to
balance family and work responsibilities);
reductions in full-time employment in private industries subjected to greater market
competition (for example, in manufacturing); and
labour market regulations deterring the employment of workers in a full-time capacity.

44
Table 3.4: Full-time and part-time employment, South Australia
Full-time
Share of total
employment
employment
(no.)
(per cent)
1980
454,400
99,100
1985
457,000
117,700
1990
501,200
151,300
1995
472,500
173,900
2000
475,400
198,500
2005
503,500
227,000
2010
535,600
266,800
2013
543,000
275,800
Data are for financial years.
Source: ABS, Labour Force Australia, Detailed, Quarterly.

Part-time
employment
(no.)
82.1
79.5
76.8
73.1
70.5
69.0
66.7
66.3

Share of total
employment
(per cent)
17.9
20.5
23.2
26.9
29.5
31.0
33.3
33.7

Governments play an influential role in the development of state labour markets, insofar as they
compete against the private sector for the deployment of labour resources. Figure 3.20 illustrates
the growth in state, and local, public sector employment since 1901, and 1954, respectively.
The overall trend has been for public sector employment to grow over time, with spectacular growth
evident at the state level during the 1970s. While South Australian government employment fell
from 102,200 people in 1984 to 93,900 people in 2004 – primarily as a result of economic reforms,
such as privatisation, during the 1990s – state public sector employment has subsequently increased
to 113,500 people in 2012. A similar trend can be observed in local government employment, albeit
of a much more modest magnitude.
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Figure 3.20: Private and public sector employment, South Australia
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In 2012, South Australia had the largest number of government employees amongst the Australian
mainland states - both as a share of employment, and the labour force (Table 3.5).
Table 3.5: Public sector employment, proportion of employment and labour force
Public sector employment, share of labour
Public sector employment, share of total
force (per cent)
employment (per cent)
Federal
State
Local
Total
Federal
State
Local
Total
NSW
1.5
11.9
1.6
14.9
1.5
12.5
1.7
15.7
Vic
1.5
10.9
1.7
14.0
1.6
11.5
1.8
14.8
Qld
1.3
12.2
1.6
15.1
1.3
12.9
1.7
16.0
WA
0.9
12.5
1.8
15.2
1.0
13.0
1.8
15.8
SA
1.7
13.1
1.3
16.1
1.8
13.9
1.3
17.0
Tas
2.0
15.5
1.5
19.0
2.1
16.5
1.6
20.3
Source: ABS, Labour Force Australia, Detailed, Quarterly; ABS, Wage and Salary Earners, Public Sector,
Australia.

The participation rate is defined as a proportion of the population aged 15 and over in the labour
force, and provides a measure of the economically active portion of the labour force (Figure 3.21).
The male labour force participation rate has declined from about 85 per cent in 1966 to about 70 per
cent in 2012, partly as a result of structural change in sectors of the state economy, such as
manufacturing, in which employment is predominated by males. On the other hand, the emergence

46
of the private services sector, growth in public sector employment, and changing attitudes toward
female economic participation has seen a marked increase in female labour force participation in
South Australia over the past fifty years or so.
Figure 3.21: Participation rates, South Australia
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Unemployment represents a key problem in economic and social policy, given the contributions of
unemployment to less disposable income, an erosion of the relevance of previous investments in
human capital (through formal education or workplace skills), and to workplace and, often, social
disengagement.
The unemployment rates for both South Australia and Australia as a whole are shown in Figure 3.22.
Data prior to 1954 are based on the unemployment of trade union members, whereas the data from
the mid-1960s is based upon general labour force surveys undertaken by the Australian Bureau of
Statistics.
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Figure 3.22: Unemployment rate, South Australia and Australia
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With the exception of the Great Depression, which saw unemployment rates soar to about 34 per
cent of the workforce, the South Australian unemployment rate tended to remain below the
national average prior to the Second World War.
However, this trend has been generally reversed during the post-war era as the South Australian
unemployment rate exceeding that for Australia as a whole, although in recent years the gap
between the state and national unemployment rates has declined.
The ABS undertakes surveys of underemployment, defined as the numbers of part-time workers
who state they would prefer to work more hours and could do so, or the number of full-time
workers working part-time hours for economic reasons. It is estimated that there were 62,300
underemployed people (or 7.6 per cent of total employment) in South Australia as at September
2012.41
An important feature of modern labour markets is the existence of employee trade unions, mainly
but not exclusively representing relatively immobile workers. Unions typically seek to secure wage
increases and other favourable work conditions for their members, albeit imposing increasing costs
of employment and reducing the ability of unskilled workers to find attractive lines of employment.
As shown in Figure 3.23, trade union membership enjoyed continuing growth in South Australia from
the early 1910s to late 1970s, whereas the share of union members in total state employment
41

ABS, Underemployed Workers, Australia, September 2012, cat. no. 6265.0.
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fluctuated between 40 per cent and 60 per cent over the period. From the late 1970s onward the
numbers of trade union members, and their share in South Australian employment, have declined
appreciably.
Figure 3.23: Trade union membership and share of total employment, South Australia
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A means by which trade unionists seek to secure their objectives is to participate in strikes, and
other workplace disputes, disrupting productive processes. As illustrated in Figure 3.24, the South
Australian economy was particularly prone to industrial disputes until the late 1970s. From the
1990s, with the advent of more decentralised structures of wage and conditions determination, the
number of days lost due to strikes and other industrial actions has remained low.
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Figure 3.24: Working days lost per 1,000 population, South Australia
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3.6

Incomes, wages and consumer prices

The level of incomes attained, and changes therein, represent another important indicator of the
economic wellbeing of households. The composition of household income also provides important
insights regarding the extent to which households interface with markets to secure their incomes, or
maintain reliance upon the coercive apparatus of government for their income.
Figure 3.25 shows the level of total gross household incomes in the six states since financial year
1990, with South Australians consistently recording the lowest gross household incomes on the
Australian mainland (and the second lowest overall after Tasmania). It is noted that the disparity
between household incomes in Western Australia and South Australia have widened especially since
the mid-2000s ‘mining boom.’
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Figure 3.25: Total gross household income, states
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It is also possible to break down total gross household incomes by source, including wages and
property incomes received from private markets and social security receipts from government
(Table 3.6).
South Australian households tend to acquire less of their incomes from employment compensation
(i.e., wages and salaries) and from property (e.g., rental payments), and tend to receive a greater
share of income from public sector welfare payments. To put this in another way, South Australians
tend to be less self-reliant, on average, than other Australians.
Table 3.6: Composition of total gross household income, selected categories, South Australia and
Australia, 2011-12
Compensation of employees
Property income receivable
Workers’ compensation
Social assistance benefits in cash
to residents

South Australia
51.2
10.6
0.8
11.7

Australia
55.9
11.8
0.8
9.0

Source: ABS, Australian National Accounts: State Accounts.

It is possible to compare how much South Australian households receive in welfare payments, and to
compare that with how much they pay in income (and other commonwealth) taxes (Figure 3.26).
Since the 2007-08, a year prior to the global financial crisis, the share of gross household income
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accounted for by welfare payments in South Australia on average has exceeded taxation payments.
The only other state in which households receive more welfare payments than they pay in
commonwealth taxes is in Tasmania.
Figure 3.26: Taxation and social security as a proportion of total gross household income, South
Australia
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South Australia also has a relatively high percentage, compared with most other Australian states, of
households where government pensions and allowances represent more than half of household
income (Figure 3.27). South Australia had the second lowest proportion of households that receive
less than one per cent of their gross income in government pensions and allowances.
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Figure 3.27: Proportion of households in which government pensions and allowances exceed
50 per cent of total gross household income, 2010-11
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A recent analysis of welfare dependency by federal electorate showed that Wakefield, encompassing
the northern suburbs of Adelaide, had 33,037 working-age residents (or one in every 4.6 residents)
receiving unemployment payments, disability allowance, parenting or sickness payments, carer or
widow pensions – more than any other electorate in Australia.42 High levels of welfare dependency
are evident in other Adelaide federal electorates (Table 3.7).
Table 3.7: Numbers of working-age welfare recipients, selected South Australian electorates
Electorate

Total(a)

Disability pensions

Unemployment
payments(b)
Adelaide
16,816
6,599
5,606
Hindmarsh
16,688
5,351
4,395
Kingston
23,213
7,594
7,120
Makin
16,075
5,196
4,774
Port Adelaide
28,787
9,785
9,009
Wakefield
33,037
10,424
10,232
(a) Excluding age pension and family benefits. (b) Including Newstart Allowance and Youth Allowance (other).
Source: Natasha Bita, 2013, ‘Adelaide electorate of Wakefield is nation’s welfare capital’, The Adelaide
Advertiser.

Notwithstanding the trend towards welfare payments as an important source of incomes for South
Australians, households in the state on average continue to receive the majority of their incomes
42

Natasha Bita, 2013, ‘Adelaide electorate of Wakefield is nation’s welfare capital’, The Adelaide Advertiser, 27
August.
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through wages and salaries obtained from private or public sector employments. Figure 3.28
illustrates the level of average weekly earnings for males in South Australia and Australia as a whole.
During the 1960s until the mid-2000s South Australian average weekly earnings for males were
roughly between 90 and 95 per cent of the Australian average. From 2004 to 2012 the South
Australian male average weekly earnings as a proportion of Australian male average weekly earnings
fell to between 85 and 90 per cent, suggesting that earnings in South Australia have not kept pace
with those in the rest of Australia.
Figure 3.28: Male average weekly total earnings, South Australia and Australia
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Source: ABS, Average weekly earnings, Australia; ABS, South Australian Year Book.

When average weekly earnings data incorporate both males and females, there remains a noticeable
gap between South Australian and Australian earnings however the discrepancy, in percentage
terms, is slightly lower. This suggests that females may gradually be obtaining greater purchasing
power in the state’s labour markets than their male compatriots.
A comparison between average weekly earnings in the South Australian private and public sectors
indicates that public sector employees (commonwealth, state and local) have tended to earn, in
most years since 1995, at least 30 per cent more than their private sector peers working in the state.
The ratio of public sector average weekly earnings to private sector average weekly earnings in
South Australia has been consistently higher than that in Australia as a whole (Figure 3.29).
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Figure 3.29: Ratio of public sector average weekly total earnings to private sector average weekly
total earnings, South Australia and Australia
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Whereas highly skilled labour with tertiary educational qualifications would tend to be drawn to
public sectors offering relatively higher salaries and better job security, as noted above the growth in
public sector employment is likely to inhibit private sector economic growth and jobs creation in the
longer term on a number of fronts.
The purchasing power of individuals and households is not only influenced by the wages, salaries
and other payments they receive, but the prices of goods and services they purchase with their
incomes.
From a historical perspective the price inflation rate in South Australia has closely tracked that for
Australia as a whole (Figure 3.30), with the period since the late 1980s especially characterised as a
period of persistently lower inflation due to lower inflationary expectations, restrained labour costs
and lower mortgage interest rates.
Episodes of temporarily higher inflation in South Australia during this period have been attributed to
the imposition of tobacco levies during the early 1990s, and rising prices for electricity, food, petrol
and holiday travel and accommodation in the early 2000s.43

43

Michael O’Neil, Penny Neal and Anh Thu Nguyen, 2004, ‘Review of the South Australian Economy,
1990-2003’, South Australian Centre for Economic Studies, Economic Issues Paper, No. 8.
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Figure 3.30: Annual price inflation rates, South Australia and Australia
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Inflation rate calculated as percentage change in consumer price index in June quarter from the corresponding quarter of
the previous year. South Australian inflation rate represented by CPI change in Adelaide, and Australia by CPI change in
weighted average of eight capital cities.
Source: ABS, Consumer Price Index, Australia.

A significant policy issue that has arisen in recent years relates to broadly based community
concerns about increases in the cost of living, and particularly rising utility prices. Figure 3.31 shows
annual increases in retail electricity prices for the six states. With the exception of a 27 per cent
increase in electricity prices in 2003, South Australia’s electricity prices, at least until recently, have
generally been in line with other jurisdictions.
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Figure 3.31: Annual price inflation rates, electricity, states and Australia
30

25

Annual price inflation rate, electricity (per cent)

20

15

10

5

0

-5

-10

-15

-20
1982

1987

1992
NSW

1997
Vic

Qld

2002
WA

SA

2007

2012

Tas

Inflation rate calculated as percentage change in consumer price index in June quarter from the corresponding quarter of
the previous year. State inflation rates represented by CPI change in respective capital cities, and Australia by CPI change in
weighted average of eight capital cities.
Source: ABS, Consumer Price Index, Australia.

3.7

Industry structure

The capacity of an economy to grow and develop is dependent upon the structure of its sectors and
industries, including the relative importance of private sector and public sector activities.
The Australian economic historian W. A. Sinclair has compiled a time series of economic statistics,
which includes a breakdown of gross value added in each state attributed to a variety of industries.
The Sinclair series is supplemented by ABS national accounts data providing a long run series of data
from calendar year 1861 to financial year 2012.
According to the share of South Australian gross value added by major industry, illustrated in Figure
3.32, the relative shares of agriculture and manufacturing activities to total gross value added
generated within the state has declined particularly during the post-World War II period.
Mining activities have consistently contributed less than seven per cent of South Australian gross
value added, although there has been an upturn in the relative importance of mining to the state
economy since the early 1980s.

57
The services sector, increasingly dominated by public sector activities such as education, health care
and social services provision, has increased from about 50 per cent of total South Australian gross
value added in the late 1940s to about 80 per cent in the early 2010s.
Figure 3.32: Industry contribution to gross value added, South Australia
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Insights into the composition of South Australian economic activity can also be obtained from
post-World War II ABS census data indicating the shares of employment by industry (Table 3.8).
Consistent with the information provided in Figure 3.32, the employment share of South Australia’s
agricultural and manufacturing industries has declined whilst most services industries have
increased their relative share of the state’s total employment.
It is instructive to note that in 1947 the tariff-protected and heavily publicly subsidised
manufacturing industries contributed about 26 per cent of South Australian employment, falling to
about 11 per cent by 2011.
By contrast the changes in the share of employment attributable to public administration and safety,
education and training, and health care and social assistance - either directly subsidised by the public
sector, or subject to extensive governmental regulations – have been almost exactly inverse to the
changes in manufacturing, growing from about nine per cent to about 29 per cent over the same
period.

Table 3.8: Employment by industry, South Australia
Agriculture
Mining
Manufacturing
Electricity, gas & water
Construction
Wholesale trade
Retail trade
Accommodation & food services
Transport & storage
Information media & telecommunications
Finance & insurance
Public administration & safety
Education & training
Health care & social assistance
Arts & recreation

1947
18.0
0.5
26.1
1.0
6.6
4.0
8.7
6.0
8.2
1.6
2.2
3.9
2.1
3.2
0.9

1954
14.9
0.8
28.3
1.7
9.0
4.4
10.8
2.5
7.3
2.2
2.5
4.3
2.5
3.3
0.9

1961
12.1
0.8
27.3
2.5
8.5
4.6
11.6
2.3
6.3
2.4
3.3
4.7
3.5
4.1
0.8

1966
10.7
0.7
28.0
2.6
8.5
4.8
11.3
2.4
5.4
2.2
3.6
4.4
4.4
4.8
0.9

1971
8.6
0.8
24.4
1.8
7.4
6.8
12.9
2.4
4.8
1.9
5.9
4.0
4.3
5.9
0.9

1976
8.7
0.6
20.8
1.8
8.1
6.0
12.4
2.5
4.5
1.9
6.1
4.1
6.3
7.4
1.0

1981
7.7
0.8
19.0
1.9
5.5
5.6
12.6
2.7
4.5
1.9
7.0
4.9
7.1
8.8
1.2

1986
7.2
0.9
15.9
1.7
6.1
5.3
13.8
3.1
4.6
2.0
8.6
4.9
7.3
10.2
1.6

1991
5.4
0.7
14.5
1.2
4.9
5.2
12.7
3.6
3.8
1.4
9.6
4.8
6.9
10.2
1.5

1996
5.6
0.6
15.0
0.8
4.9
5.7
13.3
4.2
3.7
1.8
11.7
4.2
7.3
11.3
2.1

2001
5.8
0.6
14.7
0.7
5.7
5.0
14.6
4.5
3.8
1.6
12.5
4.2
7.1
11.4
2.1

2006
4.6
0.9
12.8
1.1
6.7
3.7
11.8
5.9
4.2
1.6
13.2
6.5
7.6
12.5
1.2

2011
3.9
1.3
10.5
1.3
7.5
3.5
11.2
6.3
4.2
1.4
13.2
7.1
7.9
13.6
1.3

‘Information media and telecommunications’ includes communications. ‘Finance & insurance’ includes property, real estate and administrative support services. ‘Other services’ not included
in Table.
Source: ABS Census data.

3.8

External trade

The ability of individuals and businesses to conduct trading relationships across political borders is
widely conceived as another important dimension of economic performance.
By exporting their goods and services to international markets, South Australian producers can
effectively extend the range of opportunities to earn a reasonable return on their economic
ventures. According to Table 3.9, the value of merchandise exports from South Australia has grown
from $2.8 billion in financial year 1990 to $10.7 billion in 2013 -an average annual increase of about
six per cent.
Table 3.9: South Australian and Australian merchandise exports, $ millions
South Australia
1990
2,827
1995
3,830
2000
6,187
2005
7,641
2010
8,133
2013
10,721
Source: ABS, International Trade in Goods and Services, Australia.

Australia
49,079
67,051
97,287
126,824
200,720
247,156

SA share of Australian
exports (per cent)
5.8
5.7
6.4
6.0
4.1
4.3

As a result of a range of factors, the stateʼs share of the national export trade declined over the
period. These included:




fluctuations in agricultural output for international markets, due to droughts and fluctuating
commodity prices and cost conditions (including exchange rate movements);
inability of mass-produced, low valued manufactured outputs to consistently attain a growing
share of global market purchases; and
increasing export orientation of minerals and petroleum industries, especially in the resources
states of Western Australia and Queensland.

National accounting data illustrates that exports provide an important contribution to overall South
Australian growth, with a share of exports to GSP of about 15 per cent in 2012 (Figure 3.33).
However, the contribution of exports to the South Australian economy has been consistently below
that for the Australian economy as a whole, and, further, the export contribution to state GSP has
been in decline since the early 2000s.
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Figure 3.33: Exports as a proportion of GSP/GDP, South Australia and Australia
25

Exports as proportion of GSP/GDP (per cent)

20

15

10

5

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
SA

Aust

Source: ABS, Australian National Accounts: State Accounts.

According to information supplied by the Department of Foreign Affairs and Trade (DFAT), China is
the stateʼs important export destination accounting for about 20 per cent of exports (by value). This
is followed by the United States (nine per cent), Malaysia and India (seven per cent), and Japan (six
per cent).44
The contemporary economic and political inclination is to portray enhancing export performance as
paramount to the prosperity and competitiveness of an economy, and increasing imports as an
indication of diminished economic performance.
Contrasting this view, however, the reality is that an ability to obtain quality imported goods, at
reasonable prices, is also instrumental to the improvement of productive capacity, especially for
capital-importing economies, as well as for enhancing the living standards for ordinary South
Australian consumers.
Figure 3.34 shows the contribution of imports to South Australiaʼs and Australiaʼs GSP and GDP,
respectively. Over the period 1990 to 2012 there has been a slight increase in the share of imports to
GSP in South Australia, whereas imports accounted for 20 per cent of national GDP (up from17 per
cent in 1990).

44

Department of Foreign Affairs and Trade, 2013, Australiaʼs Trade by State and Territory, DFAT, Canberra.
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Figure 3.33: Imports as a proportion of GSP/GDP, South Australia and Australia
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Source: ABS, Australian National Accounts: State Accounts.

DFAT compiles international trade statistics by state jurisdiction, and outlines the major components
of merchandise exports and imports (Table 3.10). South Australia tends to specialise in the
exportation of primary produce, minerals, and alcoholic beverages (particularly wine). Most of the
major imports by South Australians are either motor vehicles, or motor vehicle parts.
Table 3.10: Major South Australian exports and imports by product type, 2011-12
Export
Wheat
Alcoholic beverages
Copper
Copper
ores
&
concentrates
Iron ores & concentrates
Meat (excl. beef)

Value($m)
1,627
1,146
1,140
950
945
499

Import
Refined petroleum
Passenger motor vehicles
Vehicle
parts
&
accessories
Lead ores & concentrates

Value ($m)
889
546
340
330

Goods vehicles
247
Measuring & analysing
198
instruments
Lead
408
Fertilisers (excl. crude)
187
Vegetables
272
Alcoholic beverages
183
Passenger motor vehicles
272
Furniture, mattresses &
147
cushions
Oil-seeds & oleaginous
206
Rubber tyres, treads &
145
fruits, soft
tubes
Source: Department of Foreign Affairs and Trade, 2012, Australiaʼs Trade by State and Territory.
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Chapter 4
Reforms to revitalise the South Australian economy
ʻThe best that South Australian governments can do to promote the economic fortunes of South Australians is
to provide laws and regulations which will permit South Australians to be as efficient and effective in their
endeavours as they know how, and for the public sector to be as efficient and effective in its own activities as it
is possible to beʼ (Richard Blandy, Budgetary Stress: The South Australian Experience, 1989)

4.1

Introduction

The ability of regions to attract capital, labour and other mobile resources critically depends upon
the maintenance of low costs, in turn assisting the owners of such resources to earn sufficient
returns from their economic ventures.
For a region located far apart from the global centres of economic activity, such as South Australia, it
is especially incumbent that government maintain a policy regime dedicated to retaining a
competitive cost base for all conceivable economic activities.
The purpose of this Chapter is to catalogue and outline a selective list of economic reforms which
would be expected to improve the national and global economic attractiveness of the South
Australian region. This is achieved by forwarding proposals with the underlying objective of reducing
the costs of conducing economic activities in the state.
4.2

Ending the corporate welfare state

4.2.1

The limitations of corporate welfare policies

Successive South Australian government have placed great emphasis on the need to provide a range
of industry assistance programs, collectively referred to here as ʻcorporate welfare,ʼ to underpin
economic diversification through the growth of specific industries, with the intention of achieving
sustained growth and development.45
Consistent with this, some advocates of corporate welfare suggest that such industry support is
required to overcome ʻmarket failure.ʼ In such cases, it is purported that market participants have
not adequately established a need to undertake new operations, or expand existing ones, in
industries or sectors of the economy deemed to prospectively yield significant gains in output,
investment, exports, or employment.
More recently, calls for taxpayer support for manufacturing and other industries have rested on the
idea that developed nations are gripped by a process of ʻde-industrialisation,ʼ as witnessed by the
offshoring of segments of production or even the wholesale relocation of firms to other (usually
45

For the purpose of this paper, the term corporate welfare excludes funding support for major events (for
example, the former Adelaide Grand Prix).
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lower cost) locations. This has been coupled with political, and other, expressions of a desire to
ensure that South Australia, and indeed Australia, remain capable of ʻmaking things.ʼ
Over the years corporate welfare was manifest itself, at the state level, in a variety of forms,
including the provision of firm-specific subsidies for investment attraction, innovation or other
purposes, state taxation holidays and other types of relief, cheap land, and so on. However, the role
of government in directly intervening in the competitive market process, in this manner, has
remained the subject of intense controversy.
The criticisms of corporate welfare policies generally stem from two major concerns. The first issue
is, following the works of Friedrich Hayek, commonly referred to as the ʻknowledge problemʼ in
economics. A fundamental problem with all corporate welfare policies is that they require enormous
amounts of detailed knowledge on the part of policymakers, not only about which economic
activities would generate value in the present but in a complex and changing future.
In a evolutionary and highly competitive global economy, the issue is that no individual authority can
possibly discern and utilise all the necessary information, often in tacit form, about what to produce,
who should produce, and where and when ought they produce, in such ways as to benefit
consumers to the greatest extent.
Which industry, or industries, should be given preferential subsidies or tax breaks at the expense of
all others? Which particular enterprise within an industry should be given the preferment, and who
should be refused?
These are issues that need to be resolved by politicians and bureaucrats who seek to use taxpayersʼ
money in efforts to direct market processes in favour of one line of industry over the others. When
dispensing favours for selected firms or industries, it is effectively presumed that political actors
possess more detailed knowledge than market participants about which lines of production will
generate greater value. However it is invariably the case that selective corporate welfare arbitrarily
renders some industries more profitable than others, and thus private sector economic activity is
distorted.
In practice governments tend to lack refined methods for selecting which industries, and which
firms, are deserving of taxpayer support. This problem could be magnified by so-called ʻincentive
problems,ʼ in which the process of approving claims of assistance are determined by non-economic
factors, rather than on the basis of enhancing the generation of economic value.
The allocation of corporate welfare, in this context, could be influenced by the location of firms in
marginal electorates, the intensity of unionisation of the workforce, or even by the amount of
political donations provided by firms or industry organisations.
The prevalence of the incentive problem is often exacerbated by the very availability of government
assistance, which diverts business efforts from competing in markets into competing for political
favours - a phenomenon known as ʻrent seeking.ʼ Generally speaking, the more pervasive is the
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available of corporate welfare the more that firms will devote their own scarce resources towards
seeking special treatment from government, rather than satisfying their customers.
The conduct of corporate welfare policy poses broader challenges for the integrity of economic
policy more generally. There is a risk that the provision of corporate welfare distracts policy
attention from what is needed to facilitate a market-friendly economic climate, suitable for the
growth prospects of all firms in all industries.
The economic adjustment process, governed by changes in relative prices, technologies, consumer
tastes and other factors outside of public policy control, affects the viability of all firms in
market-based economies, regardless of whether they receive corporate welfare assistance or
otherwise.
However, the very existence of numerous and complex adjustments in the markets can often mean
that specific industry assistance from government is ineffective, from the standpoint of objectives
such as investment or employment retention and growth. As discussed below, there have been a
number of high-profile instances in which South Australian governments have directed taxpayersʼ
funds to firms, only for those beneficiaries to prove unviable or to subsequently relocate their
operations.
One reason for this is that governments establish preferential policies to assist certain industries,
that are either labour intensive or are subject to declining cost conditions, in establishing or
expanding operations. In a generally high cost, and highly regulated, economic environment, such
firms are more susceptible to shutting down or relocating, other things being equal.
In a submission to a 1999 state parliamentary inquiry into industry assistance measures, the
government nominated a range of industries as targets for investment attraction activities - such as
back office and call centres, electronics, and information technology - which have since been
increasingly subject to a process of relocation to low-cost developing countries.46
From an economy-wide perspective it is unclear if corporate welfare programs uniformly increase
economic activities, under most circumstances. This is because governmental support for a specific
firm or industry tends to be involuntarily funded by other firms or industries, and their employees,
as well as by consumers and taxpayers.47
To put this in another way, the tax revenue and other resources necessary to fund government
subsidies to selected firms or industries may artificially expand economic activities in the favoured
sectors of the economy, but generally destroy more jobs than are created by imposing tax and
associated costs upon non-beneficiary firms or industries.

46

Parliament of South Australia, 1999, Thirty First Report of the Economic and Finance Committee on South
Australian Government Assistance to Industry, p. 16. The other industries cited were automotive, defence,
food, and water.
47
Industry Commission, 1997, Annual Report 1996-97, Commonwealth of Australia, Canberra.
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Similarly, many critics of corporate welfare point to the effect of such policies in wastefully shuffling
investments and jobs across economic space, for little or no overall economic benefit. For example,
the South Australian government provided incentives to Berri Fruit Juice to retain its manufacturing
operations there, only to have Queensland subsequently poach its export operations from South
Australia (and NSW) in 2001.
It is possible that subsidised ventures absorb labour, capital and other resources that would
otherwise have been allocated to market-driven ventures, which receive no special inducements.48
In strongly growing economies in particular, this phenomenon would tend to increase the cost of
inputs, and hence dilute the general economic competitiveness of a jurisdiction.
4.2.2

What is the extent of corporate welfare in South Australia? What are the long term effects
of corporate welfare?

The Australian Bureau of Statistics present information relating to the total amount of state general
government expenditure, as allocated by functional areas of activity. Several categories of spending i.e., fuel and energy; agriculture; mining, manufacturing and construction; and other economic
affairs - can be reasonably construed as reflecting governmental expenditures on corporate welfare
(Table 4.1).
Table 4.1: South Australian government spending on corporate welfare functions
Fuel and energy

Agriculture

Mining,
Other
manufacturing
economic
& construction
affairs
$m
$m
$m
$m
2000-01
113
226
43
259
2001-02
20
274
57
216
2002-03
20
258
53
194
2003-04
22
282
60
201
2004-05
40
188
68
226
2005-06
45
202
42
195
2006-07
40
192
50
195
2007-08
38
198
74
169
2008-09
52
243
59
226
2009-10
50
212
70
259
2010-11
38
178
62
278
2011-12
34
177
80
195
Source: Australian Bureau of Statistics, Government Finance Statistics, Australia.

Share of total
expenditure
Per cent
7.6
6.5
5.9
6.0
5.0
4.4
4.1
3.9
4.2
3.9
3.7
3.0

The share of corporate welfare spending to total South Australian general government sector
spending has declined from about eight per cent in 2000-01 (the first full year of GST
implementation) to three per cent in 2011-12, with absolute declines in spending on agriculture,
energy and other economic affairs contributing to this trend.49 On the other hand, the amount of
state spending on ʻsecondary industriesʼ (i.e., mining, manufacturing and construction) has almost
doubled over the period under consideration.
48

Ibid.
In recent years, spending on ʻother economic affairsʼ has increased as a result of the establishment of the
Defence SA government agency in September 2007.
49
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The Productivity Commission has endeavoured to provide further estimates of assistance, fulfilling
industry policy objectives, by state governments in 2008-09. The estimates relate to both direct
payments (grants and subsidies) and other industry support (such as agricultural research and
development, promotion, advertising, and facilitation), as well as administrative and employee
expenses incurred by state departments in the delivery of programs.50
Table 4.2 provides details of estimated state government assistance to industry. South Australia
provided over $500 million in industry assistance, which was the highest level of assistance in per
capita terms of the mainland states.
Table 4.2: State and territory government assistance to industry, 2008-09
Jurisdiction
Expenditure ($ millions)
New South Wales
722.8
Victoria
1,059.5
Queensland
849.5
Western Australia
591.6
South Australia
516.1
Tasmania
160.6
Australian Capital Territory
14.6
Northern Territory
160.1
Total
4,074.8
Excluding assistance by local governments.
Source: Productivity Commission, Trade & Assistance Review 2009-10, p. 62.

Expenditure per capita ($)
101
193
190
261
315
318
41
703
184

The South Australian Auditor-General provides information about the amount of grants and
subsidies provided to external parties, for example by the Department for Manufacturing,
Innovation, Trade, Resources and Energy. In 2011-12 the Department paid about $8.8 million in
grants and subsidies externally for ʻindustry developmentʼ purposes.51
Governments fail to routinely publish detailed information on specific assistance allocated to specific
firms, justifying the lack of disclosure on confidentiality grounds. However, there have been limited
instances in recent years whereby firm-level corporate welfare information have been publicly
divulged through media reports.
A significant component of the stateʼs corporate welfare program is its ongoing support for
automotive manufacturing. In early 2013, after Holden disclosed it received $2.2 billion in
commonwealth funding over a twelve-year period, the South Australian government indicated it
provided more than $100 million to automotive manufacturers in the state since 2003.52
Approximately $88 million was provided to Holden, with $80 million allocated since 2008 for the
Holden Cruze model and two ʻnext generationʼ cars. A further $6 million was provided for ʻlabour
50

Non-budgetary outlays, such as land and payroll tax concessions and infrastructure pricing arrangements,
had been excluded.
51
South Australia Auditor-General, 2012, Annual Report for the Year ended 30 June 2012, Volume 3,
Government Printer, Adelaide.
52
Sarah Martin, 2013, ʻCar firms handed $100m by stateʼ, The Australian, 3 April.
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adjustmentʼ following the closure of a third shift at the Elizabeth plant, whereas approximately $2
million was provided for a safety project.
There have also been several conspicuous corporate welfare failures and scandals in the past, which
highlight the problems surrounding the provision of governmental support for specific firms or
industries.
Originally proposed for a site in south-east Queensland in 1987, a proposal for a ʻmultifunction polisʼ
(MFP) for northern Adelaide was announced in 1990. The MFP concept was for a planned
community of over 100,000 people, incorporating ʻfuture orientedʼ high technology and leisure
facilities and with a view to promote international exchanges in the Asia-Pacific region on new
industries and lifestyles.
After a decade of feasibility studies and total commonwealth and state taxpayer funding of $150
million, the commonwealth and South Australian governments withdrew their support for the MFP
in 1996 and 1998 respectively.
In 1994 the state government provided a grant to IT company and mobile phone manufacturer
Motorola, for the purpose of developing a software centre in Adelaide. The company was also made
the preferred supplier of radio equipment for a state government radio network, originally costed at
$60 million.
The government was forced to establish a committee of inquiry in 1998, investigating if the then
Premier John Olsen misled state Parliament over the contract. Amidst the cost of the project blowing
out to nearly $250 million, and the imposition of an emergency services levy on homes, vehicles and
boats to pay for the radio network costs, the inquiry report stated that the Premier unintentionally
misled Parliament over the contract.
Subsequent allegations that documents were deliberately withheld from the inquiry led to a
subsequent parliamentary inquiry into the matter, precipitating Olsenʼs resignation as Premier in
2001. The software centre itself closed down in 2007, in light of deteriorating economic conditions in
the telecommunications industry.53
Arguably the most iconic element of South Australian corporate welfare policy has been the
longstanding support afforded to automotive manufacturing industries, particularly during the long
Premiership of Tom Playford from the late 1930s to mid-1960s.
Two South Australian firms (Holdenʼs Motor Body Builders Ltd and Richards Industries Ltd) became
major Australian motor vehicle producers in the 1920s, after having commenced in Adelaide in the
late 1800s as carriage and saddlery makers.54

53

Meredith Booth, 2007, ʻMotorola closure cuts 66 jobsʼ, The Adelaide Advertiser, 13 June.
Michael Stutchbury, 1984, ʻThe Playford Legend and the Industrialization of South Australiaʼ, Australian
Economic History Review 24 (1): 1-19.
54
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The American company, General Motors, took over Holdenʼs in 1931 to form General
Motors-Holdenʼs Ltd., and another American firm, Chrysler, took over Richards in 1947 to form
Chrysler Australia Ltd. The Japanese company Mitsubishi took over Chrysler in 1980 to form
Mitsubishi Motors Australia Ltd.
Under the Playford government, extensive corporate welfare support was provided to the
Adelaide-based car manufacturers. For instance, the state government, through the Housing Trust,
provided three sites for automotive manufacturers, in Elizabeth, Tonsley Park and Lonsdale. It also
provided railway lines to the sites, and assured supplies of electricity, mains water and gas.
The Playford government also sought to attract and retain manufacturing establishments in the state
through the exertion of regulations serving to keep business cost low, including low real wages, and
by providing amenities (such as government housing) for workers. In effect this government, and
successive governments, were taking a direct role as effective equity investors in private sector
ventures.
It should be borne in mind that commonwealth policy interventions, and changes to these, have also
profoundly influenced the evolution of the South Australian automotive manufacturing industry.
Arguably the most important of these was the imposition of customs tariffs on the price of imported
passenger motor vehicles entering Australia (Figure 4.1).
Figure 4.1: Average tariff rate for passenger motor vehicles, 1901-02 to 2011-12
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The imposition of high effective tariffs in the automotive sector suppressed the revelation of relative
prices, for domestic and imported vehicles, that would have been arrived more freely through the
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market process. Consequently, artificially raising the price of imports suppressed, at least at the
margin, consumer demands for imported vehicles.
The effect of tariff reductions, and other deregulatory policies such as floating exchange rates, since
the 1980s contributed to the long run reduction in real imported automobile prices. This
development contributed to a switch in the Australian passenger motor vehicle market share
towards imported vehicles, reducing the share of sales by domestic manufacturers.
The increasing exposure of the South Australian economy to international economic conditions, by
virtue of tariff reductions, also contributed to a subsequent structural decline in automotive
manufacturing employment, as markets corrected the excessive employment built up under the
tariff regime.
According to analysis by Kosturjak and Wilson-Smith, motor vehicle and parts manufacturing
employment fell by over 2,700 people in South Australia over the ten years to 1999-2000.55 This
general trend toward employment rationalisation has continued since that time, including the loss of
930 jobs following the closure of the Adelaide Mitsubishi plant in 2008.
There has been some evidence, at the national level, of improvements in local vehicle producer
labour productivity. According to the commonwealth Department of Industry, in 1986 there were
ten vehicles produced per employee compared with 18 per employee in 2011.56 This trend has
arisen as a result of a more responsive domestic car manufacturing sector to local and domestic
markets, and less centralised industrial relations arrangements over time.
Partially offsetting losses to domestic markets, the South Australian automotive industry also
responded to declining protectionism by engaging in additional exporting activities. The emergence
of elaborately transformed manufacturing exports was particularly prominent during the 1990s,
when motor vehicle exports displaced a number of traditional agricultural exports in the mix of
prominent merchandise exports.57 The Foreign Affairs and Trade Department estimates that, in
2012, the state exported $307 million in passenger motor vehicles.
Since the late 2000s, and after many years of industry restructuring, there has been a further
diminution of South Australian automotive manufacturing capacity. This is in spite of continuing
corporate welfare, including subsidies to promote firm research and development and exports, from
both commonwealth and state governments.
In 2008 Mitsubishi closed its Adelaide plant, after receiving a round of funding to the tune of $38
million (including $35 million) from governments. Earlier this year, Holden announced the
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retrenchment of 400 workers from its Elizabeth plant, after having received $50 million in state
funding which included guarantees of minimum job numbers, production levels and local supplier
content.58
Policies which are aimed at promoting specific economic activities are unlikely to foster adaptable
and efficient markets most capable of generating value. This is because private sector competition is
distorted by the political acts of picking winners whilst, at the same time, exposing governments to
capture by vested interests.
The experience of South Australian automotive is a prominent example of these undesired features
at work, serving as a warning against other businesses seeking economic gains through political
interventions.
4.2.3
way?

How should reform of the corporate welfare state proceed, with minimal costs along the

To ensure that South Australian businesses avail themselves of the best opportunities to produce
outputs which are valued by customers, both domestic and abroad, it is important that governments
do not directly impede in the allocation of resources. Corporate welfare distorts resource allocation,
affecting the discovery of valuable economic pursuits, by coercively transferring resources from
politically disconnected market participants to politically connected market participants.
It is often argued that the provision of corporate welfare is necessary since other governments
around the world are engaging in such activities, and a lack of subsidies, tax concessions and other
specific industry assistance at home induces economic disabilities for domestic firms seeking to
compete in outside markets.
These arguments are generally misplaced, in that they fail to sufficiently recognise that corporate
welfare compromises the ability of taxed domestic businesses to invest in their own activities, and
domestic individuals to consume the final outputs of both the subsidised and non-subsidised
industries.
There is some indication that the commonwealth government is reappraising the application of
corporate welfare assistance, at least at existing levels, for the South Australian automotive industry.
According to its pre-election policy costings statement, the Abbott government will seek to reduce
funding under the Automotive Transformation Scheme in the order of $500 million over the next
four years.
Irrespective of commonwealth policy action, or otherwise, in this area, there is a case for the South
Australian government to proceed even further and eliminate economic affairs expenditures from its
budget (including for Defence SA) by the end of this decade. Accompanied by other reforms, as
suggested in this paper, this strategy would remove the allocational disabilities imposed upon
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non-beneficiary industries in the state economy, and provide a transitional timetable for corporate
welfare recipients to adjust their practices to cope with reduced governmental funding.
Should automotive and other industries be prepared to operate without taxpayer support - and
governments sought to reduce business costs through even-handed policies such as generic taxation
and regulatory burden reductions - it is highly likely that the productive sectors would discover their
own paths to generating sustained improvements in economic value, and thus remain viable in
South Australia into the future.
4.3

Freeing capital from state politics

4.3.1

Why privatise government assets? The rationale for privatisation

For much of the twentieth century governments in the Western world, including South Australia,
maintained numerous public sector entities providing a widespread array of goods and services to
individuals. These entities, whose operations were primarily financed by output sales revenues but
typically backed by (explicit or implicit) government guarantees to cover financial losses, were
variously known as ʻgovernment trading enterprisesʼ (GTEs).
A range of arguments have been expressed in favour of government involvement in output
provision. Arguably the most important of these was to rectify ʻmarket failures,ʼ most notably in the
form of the ʻnatural monopolyʼ effect in which declining cost conditions pertaining to the provision
of a given good or service effectively prohibit the existence of profitable businesses.
To ensure the prevention of missing markets, it is suggested that government maintain output
provision, through the operation of a GTE, with the losses to be borne by taxpayers through the
budget.
Similar arguments have been raised to the effect that government intervention to provide certain
goods and services is required to ensure the universal availability of low-cost, but not necessarily
profitably provided, outputs, with particular regard given to the needs of political constituencies
such as people on lower incomes or people residing in non-urban areas.
The impetus to increase the spread of government ownership of assets was especially prevalent up
to the 1970s. In South Australia, for example, electricity supply was provided by the Adelaide Electric
Supply Company - a body incorporated by statute but privately owned and financed - until the
mid-1940s.
The Liberal government of Thomas Playford nationalised the electricity sector in 1945, on the basis
of concerns surrounding the supply of coal from other states and the need to rapidly promote local
industrial development through cheaper electricity supplies. With Labor Party support, Playford
enacted legislation to establish the Electricity Trust of South Australia (ETSA) which, among other
things, operated its own soft brown coal mine at Leigh Creek in the stateʼs north. This government
ownership arrangement persisted until the late 1990s.
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In recent decades there had been a growing recognition of the limitations associated with extensive
public sector ownership and management of assets and resources, including the view that many
GTEs had become inefficient and their activities poorly performed. Several reasons were put forward
for this change in perception about the operations of the GTE sector:





GTE managers are invariably faced with multiple and often conflicting economic, social and
other objectives, and were susceptible to undue political influence.
Even for GTEs with explicit and clear objectives to promote economic value, the absence of
financial discipline exerted by profit and loss mechanisms often ensures a poor alignment
between the performance of managers and the achievement of the objectives.
Unlike in the private sector, GTEs which fail to provide sufficient value for their customers are
not exposed to bankruptcy or the threat of a hostile takeover.

Two responses to the problem of GTE performance were adopted by many countries in the Western
world. The first was extensive ʻprivatisation,ʼ typically defined as the transfer of ownership rights
(though not necessarily control rights) in a GTE to the private sector. Within this, privatisation has
been commonly conducted through either the public issuing of equity in the privatised entity, or
through trade sales of the privatised entity to another enterprise.
An overriding concern of many privatisation episodes has been the need to improve the efficiency of
the activities of the privatised entity, by exposing it to the rigours of market discipline and insulating
it from political pressures. In many instances privatisation has been conducted in tandem with
restructuring, with monopolistic elements of the privatised entity broken down into separate
entities to facilitate greater market scrutiny.
Another benefit claimed by supporters of reform is the potential for privatisation for deepen
financial markets, especially in the case of selling an entity through the issuance of shares. This
strategy may also be compatible with political objectives to ameliorate the unpopularity of
privatisation initiatives by promoting a shareholder culture within society. It is also suggested that
share markets can more effectively hold management accountable by the threat of financial failure,
or through takeover bids.
Finally, the rationale for privatisation has often been grounded in the desire of governments to raise
additional revenue, to either expend on other activities or to reduce existing debts. As explained in
the early 2000s by the South Australian government, ʻthe lower level of debt resulting from applying
privatisation proceeds to debt reductions lessens the sensitivity of the budget to interest rate
movements.ʼ59
While governments may no longer receive direct transfer payments or tax equivalents from GTEs to
finance their recurrent expenditure activities, the privatisation of assets can provide ʻfiscal roomʼ in
the form of lower capital spending requirements into the future.
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In an assessment of the economics and financial literature of the privatisation experience for a host
of countries, Megginson states ʻprivate ownership must be considered superior to state ownership
in all but the most narrowly defined fields or under very special circumstances.ʼ60 Further, ʻalmost all
studies that examine post-privatisation changes in output, profitability, capital investment spending,
and leverage document significant increases in the first four and significant declines in leverage.ʼ61
A summary of the British privatisation experience showed that key privatised entities (Associated
British Ports, British Steel, BAA, British Telecom, British Airways, regional electricity companies,
British gas, water and sewerage companies) dramatically improved their labour productivity
performance after privatisation, including in comparison with economy-wide productivity growth.62
Improved performance was also evident in other areas, including lower real prices and improved
service quality, and enhanced safety standards.
While privatisation and contracting out appears, on balance, to have provided significant benefits to
communities, it is most desirable that privatised asset owners are subjected to the rigours of free
competition through voluntary exchange. This can be facilitated by deregulatory and other
measures, such as replacing former state-owned monopolies with several firms or, in the case of
network industries, establishing liberal third-party access and competition rules.
The second policy response to poor public sector management of assets has been to introduce a
series of ‘market-type’ mechanisms, which often entail the greater involvement of the private sector
in asset management and operation, for short or lengthy periods of time.
One popularly employed option is ‘outsourcing’ (otherwise known as ‘competitive tendering,’
‘contracting,’ or ‘contracting out’), whereby governments contract with private sector providers for
the provision of services to government agencies, or directly to citizens on behalf of the government.
ʻFranchisingʼ arrangements have also been enacted, whereby a private sector entity is granted an
exclusive right to occupy, operate and maintain infrastructure to deliver services over a
predetermined period of time.
Another method with which governments encourage greater private sector involvement in service
provision is generally known as ‘public-private partnerships’ (PPPs), in which the private sector
finances, builds, maintains or operates infrastructure assets traditionally provided by the public
sector.63

60

William Leon Megginson, quoted in Sinclair Davidson, 2013, ʻThe mixed ownership model: radical sell off or
half-baked privatisation?ʼ, Presentation delivered to New Zealand Institute, June.
61
William Leon Megginson, 2005, The Financial Economics of Privatization, Oxford University Press, New York,
p. 75.
62
Ryan Bourne, 2013, ʻWhat did privatisation do for us?ʼ, Centre for Policy Studies,
http://www.cps.org.uk/blog/q/date/2013/04/16/what-did-privatisation-do-for-us/.
63
Jón R Blöndal, 2005, ‘Market-type Mechanisms and the Provision of Public Services’, OECD Journal on
Budgeting 5 (1): 79-106; Chris Chan, Danny Forwood, Heather Roper and Chris Sayers, 2009, Public
Infrastructure Financing: An International Perspective, Productivity Commission.

74
Several surveys have shown that outsourcing initiatives tend to improve the cost efficiency of
services, in areas ranging from refuse collection through to public transportation services.64 As for
PPPs there is evidence, from both Australia and internationally, pointing to the delivery of improved
cost efficiencies, time savings in construction, and innovations in the management of infrastructure
development projects.65
4.3.2

South Australia: A national leader on privatisation and contracting

For much of the twentieth century the South Australian assumed responsibility for providing an
expansive array of goods and services to businesses and individuals. As described in the 1994 South
Australian Commission of Audit report:
ʻState government businesses are important in the lives of South Australians. South Australians can be born in
government hospitals, be educated in government schools, drive on government roads and travel in
government buses. They buy water and electricity from the government, and flush toilets and stormwater into
government provided sewers and drains. South Australians can buy meat slaughtered by a government
business, build houses on land purchased and sold wholesale by the government with finance from a
government scheme using timber grown, milled and sold by a government business. They can ship goods
through government owned and operated ports, gamble at the races and lotteries via government agencies,
make wills with the government trustee, and be buried in a government provided cemetery.ʼ66

Whereas governments regularly engage in the sale of assets of a minor scale for budgetary and
other purposes, a more comprehensive privatisation process has taken place around the world since
the late 1980s, alongside reforms such as trade liberalisation and factor and product market
deregulation.
According to the latest edition of the annual ʻPrivatization Barometerʼ report, governments have
reaped revenues of over $US 2.4 trillion from the sales of assets since 1988, with much of the
privatisation having occurred in OECD countries (Figure 4.2).
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Figure 4.2: Global privatisation revenues
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South Australia has been an active participant in Australian efforts to privatise government assets,
especially from the mid-1990s to early 2000s (Table 4.3). The range of assets, primarily subject to
trade sales, included finance and insurance institutions, electricity and gas infrastructure, port
facilities, and a host of other businesses including clothing, meatworks and timber.
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Table 4.3: Selected privatisations of South Australian government assets
Financial year of
privatisation
1992-93
1993-94
1993-94
1994-95
1994-95
1994-95
1994-95
1994-95
1995-96
1995-96
1995-96

Entity

SAGASCO
SAGASCO
SA Financing Trust
Austrust Trustees
Enterprise Investments
Island Seaway
Pipeline Authority of SA
State Bank of SA
Forwood Products (Timber)
Sign Services
State Government Insurance
Commission
1995-96
State Bank of SA
1995-96
State Chemistry Laboratories
1995-96
State Clothing Corporation
1996-97
Radio 5AA
1996-97
SAMCOR (Meatworks)
1997-98
Port bulk handling facilities
1998-99
Flinders Power
1998-99
ETSA Utilities
1999-2000
ETSA Power
1999-2000
Electranet
1999-2000
Optima Energy (TXU Torrens Island)
1999-2000
Synergen
2000-01
South Australian Ports Corporation
2000-01
Adelaide Casino
2001-02
SA Totalisator Agency Board (TAB)
2011-12
SA Lotteries
Source: RBA Bulletin; Government of South Australia, Budget Papers.

Sale proceeds ($
millions)
29
417
5
44
38
2
304
10
123
0.2
175

Type of
sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale

720
0.3
1.4
8
5
18
465
3,500
175
938
315
39
132.5
180.25
43.5
427

Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale
Trade sale

A notable feature of the South Australian privatisation program in the past was the stateʼs efforts,
alongside Victoria, in undertaking an ambitious program of electricity sector privatisation.
From 1945 until 1995, the generation, transmission and distribution of electricity in South Australia
was undertaken by the state-owned ETSA. In 1995 ETSA was corporatised, that is remaining under
government ownership but allowing managers greater discretion to act in accordance with
ʻbusiness-likeʼ principles, and then structurally separated into different retail, transmission and
generation subsidiaries to encourage potentially greater competition.67
In February 1998 the then Premier John Olsen announced in the state Parliament a plan to privatise
the electricity supply industry in South Australia. Citing a report from the Institute of Public Affairs
(prepared by Alan Moran), Olsen stated ʻprivatisation would prevent the stateʼs taxpayers from
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being exposed to risk if competitive pressures reduced prices and profits in the ... national electricity
market.ʼ Further, ʻprivatisation is likely to bring improved efficiencies and to offer greater assurances
of a continued stream of income similar to that presently obtained from its electricity assets. With a
likely sale price in excess of $4 billion would more than halve state debt.ʼ68
ETSA Utilities was sold (on a 200-year leasing arrangement) in 1999 for $3.5 billion to a joint venture
consisting of Hong Kong Electric and Cheung Kong Infrastructure, while ETSA Power was sold in 2000
to Cheung Kong. The generators were sold for $780 million in total, including Flinders Power for
$465 million in 1999 and TXU Torrens Power the following year for $315 million.
An analysis of the post-privatisation performance had shown that labour productivity in the
electricity generation segment of the South Australian electricity industry has increased dramatically
to the mid-2000s (Figure 4.3). Distribution businesses in South Australia had also vastly improved
productivity levels, as measured by the number of customers per employee (including contractors
pro-rated as full-time equivalents).
Figure 4.3: Electricity generation labour productivity
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The unavailability of employment data for recent years makes it difficult to provide updated
statistical assessments of the labour productivity performance of electricity. However, a 2013
Productivity Commission report stated: ‘There is no evidence that the productivity, reliability, quality
or cost performance of private sector electricity network businesses is worse than their public sector
68
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equivalents. Privatisation is not a radical move. There have been few problems in Victoria or South
Australia.’69
Studies undertaken in 2010 and 2011, which were later cited by the Productivity Commission, found
that the privatised electricity networks of South Australia and Victoria tended to be more efficient
than those publicly-owned networks in other jurisdictions. In particular, state-owned networks (NSW
and Queensland) were more costly in terms of their regulated asset base, revenue and expenditure
per customer compared to South Australia and Victoria.70
The privately-owned electricity network has also been rated highly with regard to reliability
indicators. Over the ten year period from 2000-01 to 2009-10, South Australia had the lowest system
average interruption duration (SAIDI) index result among the NEM regions, as well as the lowest
system average interruption frequency index (SAIFI).71
Like many other governments across Australia, the South Australian government has also extensively
engaged in a process of outsourcing and contracting out certain public services to the private sector.
In 1995, the state government undertook reform initiatives to, first, corporatise its water utilities
and then franchise the management, operation and maintenance of its water systems (treatment
plants and pipe networks) servicing Adelaide. Subsequently the government awarded and a fifteen
year contract to the private United Water for providing water services in Adelaide from January
1996.
The contract specified detailed performance targets for treated water quality, water pressure and
emergency response times that the franchisee must achieve throughout the contract duration.
Penalties are applicable in the event of failure to meet the specified standards.
The South Australian government retained ownership of all water resources and infrastructure
assets and, through its corporatised agency, SA Water, bears the overall responsibility for public
water supply. SA Water sets service standards, implements the government’s water pricing policy,
operates billing and revenue collection services, and makes investment decisions.
A key focus of the United Water franchising arrangement was on the provision of services, including
the realisation of efficiency gains, performance improvements and risk transfer while retaining
ownership and investment control. According to a 2005 report by Marsden Jacob Associates, cost
reduction objectives had been met with an estimated 20 per cent saving against SA Waterʼs
historical costs.72 According to a Productivity Commission report, United Water also had a 99 per
cent compliance rate against its performance standards.73
69

Productivity Commission, 2013, Electricity Network Regulatory Frameworks, Inquiry Report No. 62,
Canberra, p. 25.
70
Ibid., p. 230.
71
Ibid..
72
Marsden Jacob Associates, 2005, Third Party Access in Water and Sewerage Infrastructure: Implications for
Australia, Research paper prepared for the Australian Government Department of Agriculture, Fisheries and
Forestry.
73
Chan et. al., op. cit..

79

In 2009 the South Australian government sought to undertake legal proceedings against United
Water, on the basis of allegations that the company breached its contract by overcharging
customers. In a statement of claim, SA Water alleged that United Water improperly included
research, business and industry development costs in its lump sum service charges from 2000, and
included corporate overhead costs associated with United Waterʼs other operations (including in
Ballarat, Victoria, and New Zealand).
SA Water and United Water subsequently agreed to refer the matter to expert determination. In
early 2011, United Water paid $14 million (including interest) to SA Water for breach of contract. In
September 2012 the two parties reached a commercial settlement on all disputes between them
concerning the 1995 Adelaide metropolitan outsourcing contract, including a second expert
determination on claims of breach of contract.
The government elected not to the United Water contract, instead announcing in 2011 a new,
ten-year franchise arrangement with an Allwater joint venture - including SA Water, Transfield
Services, Suez Environment, and Degremont - to supply water and sewerage services to 1.1 million
metropolitan customers.74
The Adelaide metropolitan bus fleet has been operated by franchisees using government-owned
infrastructure facilities since the late 1990s.
The Passenger Transport Act 1994 required all scheduled land passenger services in the state to be
operated under franchises with the government-owned Passenger Transport Board. The first stage
of franchising, between 1995 and 1997, applied to about half of the existing bus services, with the
remainder of the services franchised in 1999 and 2000 (including retendering of those previously
tendered in the first stage).
Over time, fewer but larger sized contracts have been awarded, providing longer contract durations
and increased flexibility for contract renewal. A 1998 review also led to better structured payment
incentives to align franchisee interests with government goals with regard to budget certainty,
service quality and patronage levels.75 In all, there have been three rounds of competitive tendering
affecting the metropolitan bus network - in 1996, 2000, and 2005.
The South Australian government has also engaged the private sector in the development of several
PPP projects through the state. Completed and existing projects include new police stations and
courts, new schools, wastewater treatment and rural water filtration plants, and the development of
hospitals in Mount Gambier and Port Augusta.76
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The largest current PPP project is for the design and development of the new Royal Adelaide
Hospital (RAH). The SA Health Partnership consortium has been engaged, under a 35 year contract
valued at $1.85 billion, to design and build the RAH, maintain it as new, and provide non-clinical
support services, whereas the South Australian government will provide clinical services including
staffing, teaching, training and research. It is anticipated that the operation of the hospital will
return to the state in 2046 in as new condition.
4.3.3

What is left on the South Australian privatisation agenda to do?

4.3.3.1 Road transportation
The construction and maintenance of toll roads, in which a fee is imposed upon users accessing the
road, is commonplace throughout the world, in both developed and developing economies,
although they represent a small percentage (in terms of distance) of the total global road network.
In Australia there are presently 15 toll roads, spanning over 253 kilometres, in the major capital
cities, with two in the process of construction in Brisbane. The major specifications of existing toll
roads are provided in Table 4.4.
Table 4.4: Current Australian toll roads
Toll road
Location
Date opened
Distance (km)
Project cost ($m)
Sydney Harbour Tunnel (M1)
NSW
1992
2.8
554.25(a)
Eastern Distributor (M1)
NSW
1999
6
730
Sydney Harbour Bridge (M2)
NSW
1932
1.1
12.5
Lane Cove Tunnel (M2)
NSW
2007
3.6
1,100
Hills Motorway (M2)
NSW
1993
21
369
South Western Motorway (M5)
NSW
1992
26
315
Westlink (M7)
NSW
2003
40
1,856
Cross City Tunnel
NSW
2005
2.1
680
CityLink
Vic
2000
22
2,200
EastLink
Vic
2008
39
2,500
Gateway Motorway
Qld
1986
48
140(b) / 1,880(c)
Logan Motorway
Qld
1988
30
77(d)
Clem Jones Tunnel
Qld
2010
4.8
3,200
Airport Link (M7)
Qld
2012
6.7
4,800(a)
Go Between Bridge
Qld
Expected 2013
0.1
338(a)
Legacy Way
Qld
Expected 2015
4.6
1,500(a)
(a) Construction cost only. (b) Construction cost of original Gateway Bridge. (c) Cost of Gateway Upgrade
Project, including duplication of Gateway Bridge and upgrades to 20 kilometres of the Gateway Motorway. (d)
Initial cost of construction.
Source: Wikipedia entries for each project.

While there has been private sector contributions to the building and maintenance of South
Australian metropolitan and local roads, primarily undertaken on an ʻas needsʼ contractual basis with
relevant government authorities, there are no toll roads in the state. After the 2006 state election
the former Premier Mike Rann pledged to ban toll roads under a Labor administration, citing
insufficient traffic volumes as reason for the policy stance.
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Private sector development and financing of roads, including those which impose tolls on traffic to
help cover the expenses of construction and maintenance, has elicited controversy in recent years,
as a consequence of financial difficulties faced by some high-profile Australian PPP road projects.
A crucial factor underpinning some toll roads falling into receivership or administration, such as the
Sydney Cross City Tunnel or Brisbaneʼs Airport Link, were the overly optimistic forecasts of traffic
volume by project proponents that won government tenders for the building and operation of the
infrastructure. For instance, the Cross City Tunnel operators forecast average traffic flows of 90,000
vehicles per day, however actual usage has generally been well below expectations, even when use
of the tunnel was free during October 2005.
Similar discrepancies have also been experienced for the Airport Link, and for other toll roads such
as Melbourneʼs Eastlink and Brisbaneʼs Clem Jones Tunnel. The variation between forecasted and
actual traffic volumes contributed to the levels of indebtedness of the projects, and in turn to
insolvency.
The optimism bias evident in forecasting traffic flows may be attributable, at least to some degree,
to the structure of government tender processes, in which the highest bidder wins the exclusive
right to carry out the investment (known as the ʻconcessionʼ). Invariably, high bidders for a toll road
PPP provide high, if not exuberantly optimistic, traffic forecasts. It is also conceivable that barriers to
PPP investments, such as those posed by lengthy and costly bidding processes, might prevent the
entry of additional bidders that present more realistic forecasts affecting revenue flows.
State governments have tended to react to financial sustainability concerns surrounding toll roads
by assuming a greater role in absorbing the risks of investing in new and improved road
infrastructure.
As an example of this, the New South Wales government in mid-2013 announced it would take on
almost all the financial risk associated with the $10 billion WestConnex toll road project in Sydney.
The state government would fund the first stage of the project (financed from the sales proceeds of
port privatisation) and, once traffic flows are known, it would borrow against toll revenue from the
completed parts of the road for a second stage, and later sell the project to the private sector.77
It should be noted that, putting the NSW proposal aside, that the difficulties faced by recent toll
road operators in recent years does not necessarily invalidate private sector involvement in building,
operating and owning roads, and charging user fees to recoup costs.
Numerous toll roads, including Melbourneʼs CityLink, operate effectively and viably in economic,
financial and logistic terms, and the judicious selection of private sector proponents for new roads
(taking account the risks of erroneous traffic flow forecasts, and similar issues) should be seen as a
feasible option for the timely development of infrastructure. As noted above, the timely delivery and
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flexibility of major projects, associated with the managerial skills, capabilities and expertise of the
private sector, remains an important advantage of engaging non-governmental actors in this
context.
A doctrinaire approach to oppose toll roads, particularly in a state with significant public sector debt
problems, is of significance for a jurisdiction which needs to generate additional economic value
more than most others. A reluctance to engage the private sector in developing and maintaining toll
roads means that the sources of financing for new road projects in South Australia is restricted to
taxation, borrowing (implying greater tax burdens for future state taxpayers), and capital grants
from the commonwealth government.
Additional state taxes and borrowing (i.e., future taxation) entail efficiency costs upon the broader
state economy, and the state government has relatively limited access to only a few revenue
sources. Meanwhile, reliance upon federal grant funding for infrastructure funding enables the
commonwealth to interfere in the selection and financing of projects, potentially on non-economic
grounds.
Given fiscal and political limits upon the ability to finance the additional infrastructure growing
communities need, most governments pragmatically recognise the value of involving the private
sector. As stated by the federal statutory authority Infrastructure Australia (IA):
ʻthe fiscal circumstances facing all governments are such that tolling or other types of charges can and should
form part of the solution for infrastructure funding. Importantly, once revenue streams and their volatility is
established, tolled roads become attractive to private sector investors, and may offer additional opportunities
for governments to divest of road assets to fund new infrastructure development.ʼ78

The latest National Infrastructure Plan, developed by IA, provides a priority listing of current and
future road, and other, infrastructure projects deemed to be of high merit for commonwealth
funding support.
Several South Australian projects were included in the IA priority list. IA recommended that project
funding for the Northern Connector project, linking the South Road Superway with the Port River
Expressway and Northern Expressway for a north-south freight route, be conditional on an updated
cost-benefit analysis.
Additionally, the National Infrastructure Plan also called for further investigations by the state
government as to ʻwhether the project would still be economically viable in the presence of efficient
road pricing, and include user charging at a rate that reflects efficient pricing as part of any road
based solution.ʼ79
Recent reports, derived from Freedom of Information requests, have indicated that the creation of
toll roads across Adelaideʼs major arterials (Northern and Southern Expressways, Port Road
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Expressway, and South Road Superway) could generate revenues of $152 million per annum (at a
cost per vehicle of $6 per trip), rising to $310 million by 2030.80
Several industry groups in South Australia have expressed support for road tolling in the state. For
example, the South Australian Freight Council has previously stated:
ʻroad user charges are not new in Australia, particularly in Sydney, Mebourne and Brisbane where road tolls
are already applied, and toll roads is one option to quicken the pace of infrastructure delivery which should be
investigated as a priority - not ruled out before meaningful debate has been had.ʼ81

The South Australian Road Transport Association has also expressed some support for toll roads in
the state, as part of an improved infrastructure network. Even the head of the governmentʼs
transport department, Rod Hook, previously noted ʻuser pays for our water, for our electricity, we
donʼt have user pays for our roads.ʼ82
Another feature of the existing South Australian road infrastructure landscape is that it is not only
dominated by a public sector financing role, but that there is extensive management, planning and
regulation of road (and other) infrastructure developments by government. This leads to investment
patterns reflecting political priorities rather than consumer demands, limiting the potential for roads
to contribute to long term productivity gains.
In a few American states, such as California, Maryland and Virginia, several existing roadways have
been augmented with additional laneways in efforts to ease traffic congestion. Tolls are levied on
road users who wish to access these additional lanes, known as ʻhigh occupancy/tollʼ (HOT) or
express lanes, and in some cases the tolls vary in response to traffic conditions enabling operators to
maintain overall road traffic flow at high speeds.
An added benefit of such schemes is that consumers are able to signal their willingness to pay to
avoid congestion, thus inducing some element of rationality into investment decision making within
the roads sector. This proposal also avoids alternative, but inferior, proposals to enact ʻcongestion
charging,ʼ similar to that practiced in London, which merely serve to impose additional taxes on
already excessively taxed motorists using a predominantly government-owned road network.
It is not inconceivable that HOT lanes could be installed and operated by the private sector to help
ease congestion on Adelaide roads, say on South Road which frequently suffers from traffic
congestion. The use of HOT lanes could be tracked by transponders fitted to vehicles, or through
navigational tracking using smartphones. This concept could be extended to allow private sector
operators to build and own new HOT roads, as a way of further easing congestion on tax-financed
government roads.
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Eventually, the private sector could buy existing government laneways and roads, imposing charges
for the use of these roads to cover maintenance and further development as required, thus
increasingly saving general taxpayers the burden of financing the South Australian road system. In
this scenario, the state government (and other levels of government) should accordingly
substantially reduce, if not eliminate, the existing raft of taxes, fees and charges imposed on road
users.
To further reduce the extent of public sector involvement in the management of road infrastructure,
there is merit in investigating the feasibility of outsourcing functions presently undertaken by the
Department of Planning, Transport and Infrastructure in the areas of project development, contract
management, road design, statutory planning, incident response and traffic management. This
reform should assist in the delivery of services in a timely and more cost-efficient manner.
4.3.3.2 Passenger rail transportation
Until 2010, the Adelaide metropolitan passenger rail and tram system was operated under contract
by TransAdelaide, a government-owned corporation. Responsibilities for operating the cityʼs
railways and Adelaide-Glenelg tramway, and to provide appropriate infrastructure, have since been
transferred to the Office of the Rail Commissioner.
Despite commanding only 1.4 per cent of the Adelaide travelling task, by mode of transport, in
2008-09, the state government committed itself to a program of complete electrification of the
Adelaide railway network. The initial cost of this program was estimated at $2.1 billion. However,
the government had since placed the electrification rollout on indefinite hold (except for the
Noarlunga line to Seaford), presenting a budget saving of some $373 million in 2012-13.
There is the prospect of injecting private sector involvement into the operation of the Adelaide rail
and tram systems, specifically through the negotiation and implementation of franchising models of
public transport provision.
Should it decide to proceed down the franchising reform path, the South Australian government
should benefit substantially from the lessons of rail franchising experiments both in Australia and
overseas.
In 1997 the Kennett government in Victoria announced an intention to ʻprivatiseʼ the stateʼs public
transportation service, with five underlying objectives that the reform was intended to achieve:





to secure a progressive improvement in the quality of services available to public transport users
in Victoria
to secure a substantial and sustained increase in the number of passengers using the public
transport system
to minimise the long term costs of public transport to the taxpayer
to transfer risk to the private sector
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to ensure that the highest standards of safety were maintained at all times.83

Franchise arrangements with private companies were formalised in 1999 (Table 4.5). The rail
infrastructure, including tracks, depots, stations, signalling and traction power equipment, remains
owned by a Victorian government entity. These facilities were leased to franchisees at nominal
charge rates, while rolling stock was transferred to franchisees through sale or lease arrangements.84
Table 4.5: Franchisees operating passenger rail services in Melbourne
Original service
Yarra Trams
Swanston Trams
Bayside Trains
Hillside Trains
V/Line Passenger

Operator as at August
1999
MetroLink
National Express
National Express
Melbourne Transport
Enterprises
National Express

Operator as at April 2004
Yarra Trams(a)
Yarra Trams(a)
Connex(b)
Connex(b)

Operator as at
November 2009
Yarra Trams(c)
Yarra Trams(c)
Metro
Metro

V/Line (government
V/Line (government
operated)
operated)
(a) Rebranded from MetroLink. (b) Rebranded from Melbourne Transport Enterprises. (c) Brand name
retained, with operator changed from TransdevTSL to KDR Melbourne in November 2009.
Source: Chan, Forwood, Roper and Sayers, 2009, Public Infrastructure Financing: An International Perspective.

By mid-2001 operators were beginning to express concerns about their financial positions. The poor
performance of the automated ticketing provider, combined with the fare increases associated with
the GST, the failure to deliver on short term optimistic patronage forecasts, and an inability to find
significant cost savings, all contributed to financial difficulties for the franchisees.85
In December 2002, one franchisee (National Express) withdrew from its three contracts because of
financial difficulties. The government was forced to resume control of the provincial V/Line rail
operation, while the other operators (Connex and Yarra Trams) gained monopoly control of the one
train and one tram franchise, respectively. These contracts commenced in April 2004 and were
scheduled to end in November 2008, with an option for extension up to May 2010.
Benchmarking analysis of urban rail costs compared the performance of Connex, which presided
over the rail system during the second phase of franchising, with the government-owned Sydney
CityRail. The study revealed some evidence of cost efficiencies associated with the Melbourne
franchise arrangement:
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Connex had annual rolling stock costs of $62 million per annum, which was 40 per cent less than
CityRail ($88 million per annum)
Connex had crewing costs which were between 17 and 29 per cent less than CityRail
Connexʼs operating costs per station were 43 per cent better than CityRail
Connexʼs overhead costs per employee were less than half of CityRailʼs
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Connexʼs employees per service kilometre were less than half that of CityRail.86

As noted by Allsop ʻthe privatised system undoubtedly provided better services and saw the end of
the industrial chaos of much of the government‐run era (although there remains scope for further
progress in the area of work practices). However, the stresses placed on ageing infrastructure and
inadequate rolling stock by the patronage boom as more patrons trying to access trains led to
growing punctuality problems.ʼ87
The indifferent punctuality record of Connex, including the cancellation of 500 train services during a
heatwave in early 2009, and other breaches of contractual performance, led to the state
government fining Connex about $70 million in penalty payments over the life of the franchise.88
In 2009 the government decided to have a full competitive tender for new contracts. The new
contract period is eight years with an option to extend for a further seven years (based on good
performance).
When the tender results were announced in July 2009, both the incumbent operators lost. The new
contractor for rail is Metro Train Melbourne, a joint venture of the Hong Kong Mass Transit Railway
Corporation and Australian engineering companies John Holland and United Group. For trams, the
winning consortium (KDR Melbourne) comprises the French Keolis group and the Australian rail
engineering company Downer EDI.89
Although the performance of the rail franchise during the mid to late 2000s was subject to great
scrutiny, an overall assessment of franchising experience in 2007 rated it as ʻa reasonable successʼ
with key outcomes including:
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increasing patronage on trains and trams since 1999, which could be regarded as ʻproblems of
success rather than failureʼ
some improvements in reliability and punctuality, more consistently in trams than trains
introduction of new services, resulting in an 11.4 per cent increase in the overall number of
service kilometres
avoidance of the strikes and stoppages that historically plagued Melbourne public transport
services
introduction of 65 new trains and 95 new trams into the system
no discernible increases in costs to taxpayers
risks were transferred to the private sector, although some returned to government in the
re-franchising of 2004
retention of high safety standards on the network.90
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Under the current franchising regime most, if not all, of the beneficial features of the franchise
model have been retained, with Metro Trains, for example, providing high levels of punctuality in
passenger rail services for Melburnians.
The British experience serves as an interesting case of the benefits and drawbacks of rail franchising
arrangements.91
Initially, the UK sold its rail infrastructure to a private company (Railtrack) that was supposed to
maintain rail lines and allow any operator to use them provided they paid an access fee. The
government determined where passenger trains should run, and invited private operators to bid on
those routes.
However Railtrack deferred its maintenance obligations, resulting in a poor on-time record and three
serious accidents between 1997 and 2000. Consequently, the government bought out Railtrack and
now operates the rail infrastructure through a quasi-governmental organisation called Network Rail.
Private contractors were allowed to bid on various routes, and the government would provide
subsidies if operators required them to operate the routes. The private companies own their own
locomotives and railcars, but operate under franchise to the government.
While some experts have conceived the British franchising system to be a failure, it is notable that
between 1996 and 2010 UK rail passenger miles grew by 60 per cent, which was far more than in any
other European country.
Since Network Rail replaced Railtrack, both safety and on-time performance have also improved. In
2010, 92 per cent of trains were on time, and surveys showed that 83 per cent of customers were
satisfied with the rail services. Private operating companies have purchased new equipment,
reducing the average age of rolling stock by 23 per cent.
While government subsidies under National Rail have grown, the largest increase in costs were
accounted for by infrastructure renewals (partly required by Railtrackʼs deferral of maintenance).
With overall costs per passenger mile remaining constant, much of the increased subsidy can be
attributed to the growth in rail ridership.
While the effectiveness of rail franchising is contingent upon the design of agreements, in particular
the need to avoid perverse incentives such as unnecessary reductions or deferrals of rail
infrastructure investments, South Australians could benefit from a well-designed rail franchising
arrangement delivering effective and efficient passenger services.
The South Australian government could elect to implement a short term franchise contract, of say
three to five years, to a franchisee for the Adelaide to Glenelg tram system, or for some of the
Adelaide metropolitan rail lines. Satisfactory performance by operators, with regard to punctuality
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or operational cost control, could, then, provide an avenue to extend the franchise model to all lines
on the rail network.
An issue associated with rail franchising concerns ongoing taxpayer subsidies to passenger rail
operators, often contrary to the initial policy aspirations that franchising would deliver greater
efficiencies such that taxpayers would no longer be obligated to provide funding to operators.
According to some reports, Metro Trains and Yarra Trams in Melbourne received more than
$1.2 billion in service payments in 2012-13.92
To reduce the reliance of franchisees upon government subsidies to maintain their operations,
governments should afford operators with greater freedom to charge their own fares. In addition,
restrictions on land purchases should be eased allowing operators to develop land adjacent to rail
lines, in efforts to recoup land rental revenues through land development.
The experience of franchising of passenger rail transport has not proceeded without its challenges,
but if the terms and conditions of the franchise are negotiated carefully, such reform could provide
the potential to secure cost efficiencies and improved performance, whilst saving South Australian
taxpayers money in the longer term with regard to operating costs.
4.4

Rolling back the climate change leviathan

4.4.1

A profile of South Australian climate change policies and programs

Introduced into the common policy vernacular since the early 1990s, the anthropogenic global
warming hypothesis (now extended as ʻclimate changeʼ) contends that human industrial activities
are contributing to increasing concentrations of greenhouse gases (mainly carbon dioxide and
methane) in the atmosphere which, in turn, leads to a generalised increase in average global
temperatures.
Established academic communities, largely reliant upon public sector funding, and governments
themselves have largely agreed that climate change is a foregone conclusion, and that a raft of fiscal
and regulatory policies must be enacted to restrain economic activities which contribute to
greenhouse gas emissions.
Despite this, there does remain important scientific and economic debates surrounding the extent to
which human activity is contributing to global temperature variability, and indeed to what extent
climate change poses as a problem for human survival and wellbeing. For instance, warmer
temperatures may contribute to crop vegetation growth therefore contributing to improving
agricultural productivity.
South Australia appears to have assumed a particularly alarmist policy stance on climate change
matters in recent years. In May 2007 the South Australian government released a strategy
document, Tackling Climate Change - South Australiaʼs Greenhouse Strategy 2007-2020, to serve as
92
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the stateʼs long term strategy to address climate change issues. It contains 98 priority actions and 81
supporting actions, to be addressed to 2012, concerning the reduction of greenhouse gas emissions,
adaptation to climate change, and innovation strategies to respond to a warming environment.
In the same year the state government introduced the Climate Change and Greenhouse Emissions
Reduction Act 2007. The Act included targets to reduce greenhouse gas emissions to 40 per cent of
1990 levels by 2050, and to increase the proportion of renewable energy generated and consumed
to at least 20 per cent of electricity generated and consumed in the state by the end of 2014.
The legislation also included provisions for introducing specific agreements with certain industries
and sectors to reduce greenhouse gas emissions, and the establishment of a Premierʼs Climate
Change Council providing advice on climate change and renewable energy issues, among other
responsibilities.
The state government has imposed deterministic targets applicable to a range of activities. The
Residential Energy Efficiency target aims to improve the energy efficiency of dwellings by 15 per cent
by 2010 (10 per cent by 2014), while the state government applies an energy efficiency target (30
per cent by 2020, or 25 per cent by 2014) concerning its own buildings.
In 2012 the government mandated, for inclusion in the Building Code, a ʻcool roofʼ standard for
commercial buildings, in which a roof must be painted in light colours, or applied with special
coatings, absorbing less heat as a result.93
The state has specified a target, under its RenewablesSA program, to ensure that renewable
energies comprise 33 per cent of the stateʼs electricity production and consumption by 2020,94
having already surpassed national targets (under the Renewable Energy Target) for 20 per cent
renewable by 2020.95
South Australia has maintained the nationʼs most generous solar feed-in tariff scheme, in which
households with small-scale rooftop solar photovoltaic systems can receive subsidies for excess
electricity they return to the electricity grid.
Households participating in the program prior to 31 October 2011 receive 44 cents per kilowatt
hour, and are eligible to receive this subsidy until 30 June 2028. In an effort to rein in solar panel
installations, households joining after that date, but before 30 September 2013, receive 16 cents per
kilowatt hour until 30 September 2016.96
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Until it was superseded by a nation program, the state government introduced a ʻSolar Schools
Programʼ in 2008 to install solar panels in 250 schools by 2014.
Table 4.6 provides a catalogue of major state programs designed to reduce emissions, and to assist
the state in better managing the impacts of climate change. It is evident that climate change
program and funding activities are taking place across a range of South Australian governmental
functions, such as education, emergency services, health, industry, natural resources, and primary
industries.
While it is not possible to provide an accurate estimate of the total budgetary quantum allocated to
climate change initiatives, it is not inconceivable to suggest that taxpayers are forced to provide
funding of many millions of dollars each year for the South Australian government to pursue its
climate change policy agenda.97
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Table 4.6: Key South Australian climate change programs
Sustainable housing

Climate smart
buildings and
precincts
South
Australian
Planning Strategy

Encouraging
sustainable
behaviour
Awareness
and
Behaviour
Change
Program

Building Policy

Sustainable
Development
and
Climate
Smart
Precincts

Safer, Greener and
More Active Travel
Community Programs

Solar Feed-In Scheme

Building
Fund

Solar Hot Water Rebate
Program

Cool Roofs

SA
Water
H2OME
Rebate Programs

Mini Wind Turbine
Trial

Education
Curriculum:
Sustainable
and
Attainable, Tackling
Climate Change
Waste
Avoidance,
Reduction
and
Recycling programs
Australian
Service
Excellence Standards
for
Community
Organisations

Residential
Energy
Efficiency - SASP Target
60

Housing SA Design
Guidelines
for
Sustainable Housing and
Liveable
Neighbourhoods
Off-Grid Remote Area
Energy
Efficiency
Program

Innovation

Adaptation

Lower emission
transport options

South Australia Draft
Climate
Change
Adaptation
Framework
Primary
Industry
Development under
Changing Climactic
Conditions
Adaptation
Coastal management

Public transport
SASP Target 63

-

Green futures Moving to a low
carbon economy
RenewablesSA

Government
leadership
Government Energy
Efficiency - SASP
Target 61

Cycling and walking SASP Target 2

Geothermal

Fleet Target

Development of a
low emissions vehicle
strategy for South
Australia

Carbon Capture and
Storage

GreenPower
purchasing

Natural
resources
management

Unconventional Gas
as a Transition Fuel

Sector
agreement
program

Planting
biodiversity

Primary
Industry
Development under
Changing Climactic
Conditions
Mitigation
Premierʼs
Science
and Research Fund

International
leadership

for

Policy development
for natural resource
management

Water for
program

Good

TAFE SA Sustainable
Industries Education
Centre
Green Skills Training
Courses

National
and
international
leadership
for
geothermal energy
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Sustainable housing

Climate smart
buildings and
precincts

Encouraging
sustainable
behaviour

Adaptation

Lower emission
transport options

Green futures Government
Moving to a low
leadership
carbon economy
Emergency
ʻSkills for Allʼ Reforms
management, South
to
Vocational
Australian Fire and
Education
and
Emergency Services
Training in South
Commission
Australia
Health
support,
Zero
Waste
SA
information and risk
Resource Efficiency
assessment research
Assistance Program
Zero
Waste
SA
Resource Efficiency
Assistance Program
EPA
Sustainability
Licenses
Innovation
and
Cleantech
South
Australian
Tourism Commission
climate
action
certification program
Source: Government of South Australia, 2011, Report of the Operation of the Climate Change and Greenhouse Emissions Reduction Act 2007. Excluding local government
planning and other initiatives enacted on climate change mitigation grounds.

4.4.2

Economic and financial effects of climate change policies

A direct manifestation of climate change policies pursued by the South Australian government, and
their counterparts at the commonwealth level, has been the proliferation of renewable energy
technologies within the state.
The largest share of the state’s registered electricity generation capacity is accounted for by
gas-fired generation, at approximately half of total registered capacity in 2012-13 (Figure 4.4). The
renewable energy sources of wind, rooftop solar panels and hydroelectricity accounts for about 30
per cent of potential generation capacity in South Australia.
Despite only being home to eight per cent of the national population, South Australia has about half
of the Australian installed wind power capacity. However, it should be noted that these forms of
electricity generation account for less effective generation capacity than that illustrated in Figure
4.4, due to the intermittent availability of wind and solar fuel.
Figure 4.4: Electricity generation capacity, South Australia, 2012-13

Rooftop photovoltaic
7.5%

Landfill methane/gas
0.3%
Diesel
5.1%

Hydro
0.1%

Coal
14.4%

Gas
50.1%

Wind
22.6%

Source: Australian Energy Market Operator, 2013, South Australian Electricity Report.

As at June 2013 29 projects with over 4,900 megawatts of potential and committed new electricity
generation capacity had been publicly announced in South Australia. Seventeen of the 29 projects
are fuelled by wind power, with capacity from those projects totalling almost 3,000 megawatts
(Table 4.7).
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Table 4.7: Publicly announced and committed electricity generation projects, South Australia
Energy source
Capacity (MW)
Share of total capacity (per cent)
Wind
2,987
60.7
Gas
720
14.6
Coal
570
11.6
Geothermal
544
11.1
Solar
90
1.8
Biomass
10
0.2
Total
4,921
100.0
Source: Australian Energy Market Operator, 2013, South Australian Electricity Report.

Despite the prevalence of wind and solar technologies in South Australia’s electricity generation mix,
they remain relatively costly options for generating electricity. This is especially the case for
producing base-load electricity for mass consumption, since wind farms, or solar panels, cannot
produce power if the wind does not blow, or the sun does not shine, respectively.
Australian energy economist Alan Moran has compiled a profile of costs of electricity generation in
Australia, for the following source technologies:








coal-fired electricity (black or brown) - $38 per megawatt hour
combined-cycle gas turbines - $47 per megawatt hour
open-cycle gas turbines - $60 per megawatt hour
nuclear - $70 per megawatt hour
thermal gas - $80 per megawatt hour
wind - $95 per megawatt hour
medium-sized (five megawatt) solar photovoltaic systems - $200 megawatt hour.98

Given the continuing economic advantage of conventional, coal-fired electricity generation, it
follows that the more intensive usage of expensive, cost-inefficient renewable energy sources,
engendered by government policies, would affect the economy through the channel of increasing
relative electricity prices.
Analysis of Australian electricity market trends by the Australian Energy Market Commission shows
that commonwealth and state ‘green’ subsidies and taxes made a non-trivial contribution to the
overall increase in residential electricity prices observed in 2012-13 (Table 4.8). The increase in the
relative price of electricity attributable to the climate change schemes serves to unnecessarily
reduce the living standards of South Australian households, especially those receiving lower
incomes.
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Table 4.8: Contributions to residential electricity prices, South Australia, 2012-13
Price component
Cents per kilowatt hour
Contribution to total
Wholesale
9.4
27.9
Distribution & transmission
15.0
44.5
Retail (incl. retail margin)
4.4
13.1
Green costs, of which:
4.9
14.5
Carbon tax
1.4
RET (LRET)
0.4
RET (SRES)
0.6
Energy efficiency scheme
0.3
Solar feed-in tariffs
2.2
Total
33.7
100.0
Source: Australian Energy Market Commission, 2013, Electricity Price Trends Final Report.

Customers of other South Australian utility services, such as water, are also financially burdened by
governmental arrangements. For example, SA Water is committed to a twenty-year contract which
obliges it to pay $50 per megawatt hour for desalination plant electricity sourced from wind farms,
with the costs of the arrangement passed onto consumers.99
Electricity also serves as a crucial intermediate input within production processes, with South
Australia’s underlying economic competitiveness critically affected by the extent to which producers
can access cheap and abundant sources of electricity. However, climate change policies pursued by
all levels of Australian government have served to reduce the cost advantages of domestic
industries, which significant implications for a manufacturing-based state such as South Australia.
It has been estimated by automotive manufacturers that the imposition of the $23 per tonne carbon
dioxide tax would, alone, contribute to an increase in the cost of locally manufacturing vehicles by
$115 per vehicle, including electricity and gas consumption costs, whilst others have presented more
general estimates of the carbon tax impact of between $222 and $412 per tonne.100 As noted by the
Federal Chamber of Automotive Industries in a recent submission to the commonwealth
government over the proposed carbon tax repeal:
‘the imposition of the carbon tax, although comparably small in the overall cost of a car, has … eroded the
competitiveness of Australian manufacturers given the impact of the tax throughout the supply chain and on
the production process. These costs are not generally incurred by equivalent imported motor vehicles. As a
consequence, domestic manufacturers have been unable to pass on these additional costs to consumers,
instead being absorbed by the manufacturers themselves. This has placed further pressure on domestic
manufacturers.’101

In addition to these effects, the maintenance of climate change subsidies and programs by the South
Australian government rely upon the imposition of inefficient state taxes (and GST revenue) upon
businesses and households. As described in Chapter 6, the deadweight and other economic costs of
taxes compounds the resource misallocations attributed to climate change initiatives.
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4.4.3

Eliminating the climate change state for economic competitiveness and prosperity

The abolition of climate change programs that increase the cost of living and reduce business
competitiveness should represent a key policy priority for all levels of Australian government.
For its part, the commonwealth government has proposed to eliminate the carbon tax, which should
provide some electricity price relief for consumers, and eliminate some of the costs attributable to
climate change policies cascading through supply chains. However, there has been no statement of
intention, to date, that the Renewable Energy Target will be abandoned despite a compelling
economic case for its abolition.102
Irrespective of actual or prospective policy changes at the commonwealth level, there remains
significant scope for the South Australian government to desist from the activist climate change
policy stance it has assumed in recent years.
A high priority for a state government focussed on reforms that reduce the costs of doing business
must be to abandon its own, state-wide targets for promoting expensive and inefficient renewable
energies, as well as eliminating costly ʻgreenʼ building standards.
Similarly, the South Australian government should abandon its feed-in tariff scheme for the
installation of small scale solar panels, to prevent further distortions in energy technology
consumption choices in which lower income households are cross-subsidising wealthier households
who can afford panel installations.
The $1.8 billion Port Stanvac desalination plant has proven to be an inefficient application of scarce
resources, having been mothballed presumably until the next drought period arrives. While
opportunities to build dam facilities are perhaps more limited than in some other states, due to the
prevalence of arid conditions in South Australiaʼs northern districts, government should investigate
options for new dam sites, and seek to eliminate environmental and other regulatory barriers should
the sites prove feasible for new dam construction.
The South Australian government can also make a modest contribution toward returning its budget
to a state of normalcy by eliminating all climate change programs and grant funding initiatives.
4.5

A regulatory constitution for South Australia

4.5.1

What are the economic effects of regulation?

In addition to its fiscal activities, Australian state governments can influence the conduct of the
private sector through their development of regulatory systems. A government regulation can be
defined as a principle or rule design to control or govern economic or social conduct. Regulations do
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not include common law (or ʻjudge-made lawʼ), or private rules or modes of conduct set by
voluntary associations, including businesses, or individuals.
Regulations are often justified on the basis that they induce benefits for an entire community, that
may not be alternatively secured by the actions of individuals or non-state groups. From an
economic perspective, it is often suggested that regulation may be applied to overcome varied
manifestations of ʻmarket failure,ʼ or situations in which market participants acting voluntarily
cannot secure efficient resource allocations.
It should also be recognised that government regulations are commonly associated with a host of
costs imposed upon regulated parties. Some of the more directly observable of these include the
ʻadministrative costsʼ of funding the budgetary expenses of regulators who administer regulatory
edicts, and the ʻpaperwork compliance costsʼ imposed on the administrative structures of a business
due to filling out forms, providing information and maintaining records.103
Regulatory intervention is associated with an assortment of other compliance costs imposed upon
businesses, and other regulated economic actors. These include additional human capital
investments (e.g., staff training) and physical investment (e.g., reconfigurating plant and equipment)
costs to conform with regulations, capital holding costs associated with regulation-induced delays in
business projects; time spent in meeting regulatory requirements; and the costs of dealing with
inconsistent and duplicated regulation across jurisdictional boundaries.104
Perhaps the most pervasive of costs associated with regulations are those which deleteriously affect
the dynamic fitness of the economic system to successfully coordinate, and provide the greatest
contribution toward, the value adding process.
Prohibiting market participants from pursuing certain production possibilities that they would
otherwise see fit to undertake, regulation diminishes the potential of entrepreneurs to use property
to discover new and prospectively profitable opportunities in the market place. With the prospects
of market success now influenced, in part, by government regulation, incentives also increase for
entrepreneurs to attain profits through lobbying for special interest regulations, rather than striving
to innovative or adopt best practices so as to provide private customers with valuable commodities.
The net benefit of government regulations, and indeed their overall impact, are influenced by the
manner in which governments translate their regulatory policy objectives into operational rules. This
implies that the style of enforcement conducted by regulatory agencies would have an important
bearing upon the effectiveness of regulation.
There is growing evidence, within the international economic literature, that growth in government
regulations are exerting deleterious effects upon economic performance.
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Dawson and Seater undertook a study of the effects of regulation in the United States, finding that
ʻregulation has statistically and economically significant effects on aggregate output and the factors
that produce it - total factor productivity (TFP), physical capital, and labor.ʼ105 Specifically, the
authors concluded that:
ʻRegulationʼs overall effect on outputʼs growth rate is negative and substantial. Federal regulations added over
the past fifty years have reduced real output growth by about two percentage points on average over the
period 1949-2005. That reduction in the growth rate has led to an accumulated reduction in GDP of about
$38.8 trillion as of the end of 2011. That is, GDP at the end of 2011 would have been $53.9 trillion instead of
$15.1 trillion if regulation had remained at its 1949 level. One channel through which regulation has reduced
output is TFP [total factor productivity]. We find that regulation can explain much of the famous and famously
puzzling productivity slowdown of the 1970s.ʼ 106

Using a regulatory database for 135 countries provided by the World Bank, Simeon Djankov and
others suggest that improving the quality of business regulations can be conducive to long term
economic growth. The relationship between more business-friendly regulations and higher growth
rates is significant; improving from the worst (first) to the best (fourth) quartile of business
regulations implied a 2.3 percentage point increase in average annual growth.107
While there are presently no empirical studies of the effect of Australian state regulations upon
economic performance, there is anecdotal evidence to suggest that the South Australian regulatory
regime is imposing significant burdens upon businesses, especially those in the small to medium
sized category.
In a 2007 submission to the state government concerning the burdens posed by red tape, the
business representative organisation Business SA identified a host of regulatory concerns expressed
by member businesses in areas such as development, environment, occupational health and safety,
and taxation. Issues were also raised about the quality of regulatory process, such as the lack of plain
English regulatory standards, and an apparent lack of understanding by regulators of the regulations
they are meant to administer.108
While regulatory hurdles were dismissed by commonwealth and state governments as a factor
affecting the decision of BHP Billiton not to proceed with the Olympic Dam mining project, the
company was nonetheless required to comply with an elaborate array of environmental and other
regulatory standards, as a condition for project approval. A manifestation of these compliance
activities were the many thousands of pages the company tendered to relevant agencies in the
process of attaining project approval.
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4.5.2

How has the South Australian regulatory state changed over time?

It is difficult to provide a direct measurement of the burden of regulation, given the difficulties of
separating the effects of regulation from other factors impinging upon on economic or social
activities, and so researchers invariably resort to proxy measures of regulatory burden over time.
A commonly used proxy measure is a ʻflowʼ measure indicating the number of pages of primary
legislation (or Acts of the South Australian Legislative Assembly) enacted or assented during a given
period of time (typically a calendar year), with increases in the number of pages of legislation
signifying an effective increase in regulatory burden.109 Another indirect measure - the average
number of pages for each item of primary legislation enacted or assented - is also used, in this
respect as an indicator of regulatory complexity.
Figure 4.5 provides a long run series of regulatory burden and complexity effectively since the
founding of the South Australian legislature. Whilst there are significant annual variations in the
number of pages of primary legislation, the general trend since World War II has been for an
increase in regulatory burden. Similar trends are evident with regard to the proxy measure of
regulatory complexity (number of pages per legislation).
Figure 4.5: Measurements of regulatory burden and complexity
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This measure, indirect as it is, tends to understate the total regulatory burden imposed by government, as it
excludes subordinate legislation and forms of ʻgrey letter law,ʼ such as by-laws, notices, guidelines and policy
statements, that also affect private conduct.
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Underpinning the implicit growth in regulatory burden imposed by the South Australian government
in the post-war period are changes to the scope of policy issues subject to regulation.
During the 1960s, for example, there were increasing efforts to introduce new, or amend existing,
statutes concerning economic and industry matters, including the management of agricultural
marketing authorities and control of companies and general prices. A range of social issues were also
afforded regulatory concern, such as the provision of education, general health and mental health
services, management of Aboriginal lands, and the regulation of lotteries and other forms of gaming.
Since that period, increasing legislative emphasis has been accorded to social, cultural and
environmental regulations. These included anti-discrimination legislation in the 1970s through to
more stringent environmental regulations during the 1980s. Consumer protections and occupational
health and safety standards also influenced the growth in regulation during this decade.
Since the implementation of National Competition Policy by all governments in the mid-1990s, state
governments have been increasingly obliged to introduce template (or ʻmodelʼ) primary or
subordinate legislation as agreed through intergovernmental forums. From 2007 these have
included provisions regulating co-operatives, energy retailing and regulatory administration, gas
pipelines, health practitioners, heavy vehicle charging, marine safety, occupational licensing, rail
safety, and tax administration.
Supplementary measures may also assist in ascertaining the extent to which regulations impose
excessive burdens upon individuals and businesses. The number of regulatory entities maintained by
government could be construed as one of these, in that a larger number of regulators, over time or
compared against other states, could suggest an increase in effective regulatory burdens.
The Productivity Commission conducted a survey of business regulators across the states and
territories, finding that in 2007 South Australia had the smallest number of regulators of the
mainland states (Table 4.9).
Table 4.9: Number of business regulators
NSW Vic Qld WA
Government departments, offices and agencies
29
24 22
25
Statutory authorities
31
43 71
33
Regional or other authorities
13
0
0
6
Non-government bodies with mandatory regulatory
2
0
0
4
functions
Total
75
67 93
68
Information as at 30 June 2007. Does not include local government authorities.
Source: Productivity Commission, 2008, Performance Benchmarking of Australian
Quantity and Quality, Research Report, p. 59.

SA
26
23
0
0

Tas
13
27
0
0

ACT
6
4
0
0

NT
7
29
0
1

49

40

10

37

Business Regulation:

However this survey may understate the true extent of the number of regulators in South Australia
(and in other states), and in any case may be out of date in light of policy developments since the
time the survey was conducted.
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According to the South Australian government website, there are 315 entities managed and
operated by the state government, which is substantially more than that captured by the 2007
Productivity Commission survey. The state bodies includes 23 departments, eight authorities, 95
boards, 10 commissions, 67 committees, 11 corporations, 39 councils, 13 groups, 21 panels, 11
tribunals, nine trusts, and eight miscellaneous bodies.
This total excludes the 69 local government councils and shires around the state, which are
administrative units of the state provided with delegated responsibilities and functions enumerated
by state legislation.
The severity of the burden of regulation could also be affected by the nature of enforcement
activities undertaken by government officials, with burdens exerted through the need for businesses
and other regulated agents to demonstrate their compliance with regulations, cooperate with
inspections and submit records or documents.110
Survey evidence, again from 2007, appears to suggest that a reasonably high proportion of surveyed
business regulators in South Australia have adopted a ʻrisk-basedʼ approach to enforcement
activities (Figure 4.10). Specifically, the regulators tend to focus their enforcement activities in areas
where the risk of non-compliance is at its highest, or where non-compliance entails the greatest
degree of perceived harm.
Figure 4.10: Prevalence of risk-based regulatory enforcement

Proportion of surveyed business regulators with risk-based enforcement strategies. Information acquired
between 1 July 2006 and 30 June 2007.
Source: Productivity Commission, 2008, Performance Benchmarking of Australian Business Regulation:
Quantity and Quality.

The Commission also surveyed regulators to establish to what extent businesses, subjected to
enforcement activities, could appeal against decisions or activities. According to survey results
compiled between July 2006 and June 2007, proportionately fewer South Australian business
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regulators had internal or external review mechanisms than in any other state except Western
Australia. It also appeared that South Australia had among the highest share of business regulators
with no appeal processes available.
4.5.3 What could done to ensure more efficient state regulation, and more effective regulatory
making practices?
An important underlying driver of the growth in regulation are the ever-present incentives of
politicians and bureaucrats to advocate regulatory solutions, for real or perceived problems
communicated to them by special interest group or individual members of the public.
In other words, incessant pressures upon government to ʻdo somethingʼ with regard to a specific
issue contributes to an accumulation of regulatory impositions whose costs are particularly
burdensome upon the community, and of possibly questionable benefits altogether.
By the same token, that governments conduct frequent regulation reviews, or impose new
standards in efforts to improve the quality of regulation, suggests, on a prima facie basis, that
political actors are excessively indulging in a temptation to take expedient action which, in effect,
ʻregulates first, and asks questions later.ʼ
Since 2006 the South Australian government has instituted a red tape reduction program, in efforts
to ease financial and compliance costs attributable to state regulation. It has been suggested that
this agenda has borne some fruit, yielding some $320 million in red tape reducing ʻsavingsʼ for
businesses. Some examples of the savings attributed to the program have included:





Changing the planning system for residences, increase the range of ʻas-of-rightʼ developments.
Streamlining simple procurements from three written quotes to three verbal quotes.
Issuing interim approvals for people applying for certain liquor and gambling licensee roles.
Allowing bulk registration renewal for vehicle fleets.111

While the reduction of red tape would be of some assistance for businesses in avoiding some
unnecessary costs associated with regulation, it is important to note that some form of (streamlined)
compliance remains in place as would the underlying regulation that gave rise to the previously
burdensome red tape.
Earlier this year the Liberal state Opposition released a policy for reducing red tape incorporating the
following actions, if they were to be elected to government:



111

undertake a ʻrepeal day,ʼ constituting a full day of parliamentary sitting in its first year in office,
to identify outdated legislation;
work with business, community groups and individuals to reduce the burden of unnecessary
legislation;

Christopher Russell, 2012, ʻRed tape razor gang hits $320m in targets in South Australia, government saysʼ,
The Adelaide Advertiser, 13 November.
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ensure that government ministers actively identify ways to simplify legislation in their portfolio
areas; and
consolidate other laws to remove duplication and avoid confusion.112

While such policy proposals are not without merit, the need to improve the cost competitiveness of
South Australian industries requires a more intensive approach towards deregulatory reform.
A legislation repeal day should be extended throughout each year of a term of office for a given
government, say at least one whole day each month, to ensure that Parliament adopts a more
thorough search for regulations to abolish. In addition, the coverage of legislation to be abolished
should be widened to cover all legislation, and not just outdated, irrelevant legislation imposing only
minimal compliance burdens (if at all).
In recognition of the drawbacks of discretionary political conduct leading to excessive regulatory
growth, significant institutional changes are required to ensure that any new legislation introduced
into the South Australian Legislative Assembly conforms with standards of high-quality regulation
making.
The state government has developed a ʻBetter Regulationʼ handbook elucidating more transparent
principles for regulatory design, with a view to ʻembed regulatory management as a mainstream
function integral to the policy development process.ʼ113 However, given the pervasive nature of all
politicians responding reflexively to problem-resolution demands by imposing additional regulation,
there is merit in enshrining good regulatory management throughout all aspects of the state political
process, and not just within the bureaucracy.
In New Zealand the merits of regulatory responsibility legislation has been debated for a number of
years, with a Regulatory Standards Bill awaiting further parliamentary consideration. Aiming to
improve the quality of regulation, the major components of the Bill are as follows:




benchmarking good regulation through a set of regulatory principles that all regulation should
comply with;
transparency by requiring those bodies proposing and creating regulation to certify whether the
regulation is compatible with the regulatory principles; and
monitoring of the certification process through a declaratory role for the courts.

The principles of good regulation, as specified in the Bill, are:




112
113

Rule of law: A law or regulation should observe the rule of law, meaning, in particular, equality
before the law; access and clarity; no retrospectivity; and rights and liabilities determined by the
law rather than administrative discretion.
Liberties: A law should not diminish a personʼs liberty, personal security, freedom of choice, or
property rights, except as necessary to protect the liberty of others.
Steven Marshall MP, 2013, ʻSA Repeal Day: Reducing red tape for businessʼ, Press release, 3 April.
Government of South Australia, 2011, Reducing Red Tape for Business in South Australia, 2010-11, p. 11.
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Taking of property: A law should not take or impair property without consent unless necessary in
the public interest and with compensation.
Taxes and charges: Taxes should not be imposed except by an Act, and charges should not
exceed reasonable cost or the benefit received.
Role of courts: Laws should preserve the role of the courts in determining the meaning of
legislation; where regulations provide for administrative decisions affecting a personʼs liberty or
right, they should make clear the criteria for such decisions and provide a right of appeal on
merits to a court or other independent body.
Good law-making: Consultation is required; the need for the legislation and its effects and
possible adverse consequences should be evaluated; benefits should outweigh costs; and
legislation should be effective, efficient and proportionate.114

An important feature of the New Zealand legislative proposal is that it, if a similar model were to be
implemented in South Australia, it would oblige the state government to pay compensation for
regulation which affects the value of private property. This step would ensure that governments
undertook greater care to ensure that the social benefits of their regulations would exceed costs,
providing in turn a discipline upon government to not over-regulate private conduct.
4.6

Reforming workersʼ compensation

4.6.1

The South Australian workersʼ compensation scheme: An overview

Prior to direct government intervention to formally provide for workersʼ compensation
arrangements, employees could seek compensation for injuries sustained in workplaces by taking
action against their employers for negligence through common law.115
In addition to these, private accident insurance arrangements existed independently of the common
law court system. According to McEwin, ʻprior to the introduction of workersʼ compensation, injured
workers in Australia were largely reliant on the charity of employers and others; the benefits from
membership of mutual societies such as friendly societies, trade unions, health societies;
employer-sponsored sickness and accident schemes; government provided medical hospital care,
free dispensaries and other institutions.ʼ116
South Australia was the first Australian state to introduce a workersʼ compensation scheme, through
the Workmenʼs Compensation Act 1900, in an effort to prevent employees undergoing
time-consuming and costly court proceedings. This legislation was based upon English legislation
introduced in the late nineteenth century, which provided compensation for loss of earning capacity
caused by workplace injuries.
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Applicable to workmen undertaking selective forms of manual labour, the Act obliged the employer
to be liable to pay compensation for personal injury sustained by an employee in the course of his
employment. The worker could claim compensation under the terms of the Act, or take legal
proceedings to recover compensation independently of the legislation.117 Employers wishing to
provide for their workers, to a greater extent than the legislation at the time allowed, were
permitted to ʻcontract outʼ of the Act.118
The legislation was subsequently consolidated in 1932, and then revised in the form of the Workers
Compensation Act 1971 which increased the amounts of compensation payable and broadened the
coverage of the WC scheme.119
The current scheme was established under the Workersʼ Rehabilitation and Compensation Act 1986,
which establishes the structure and operation of the scheme including worker entitlements,
rehabilitation and return to work, claims management, employer levies and dispute resolution.
A statutory authority of the state government, WorkCover SA, manages the ʻno-faultʼ rehabilitation
and compensation scheme (and is also responsible for occupational health and safety regulation and
enforcement matters). Since 1995, compensation claims have been outsourced to various agents;
presently, these are managed by two claims agents, Employers Mutual and Gallagher Bassett.
Employers are given the option of choosing the agent they wish to process their employeesʼ
compensation claims.
The workersʼ compensation scheme managed by WorkCover covers some 50,000 registered
employers and about 430,000 employees, with WorkCover holding the liability for all claims made by
workers employed by registered employers. There are also about 70 self-insured employers, and
state public sector agencies, that manage their own claims but under the same legislation.
4.6.2

Problems affecting state workersʼ compensation

According to data presented by SafeWork Australia, South Australia has seen general reductions in
the incidence of injuries in workplaces.120 The number of serious claims (per 1,000 employees) of
serious compensated injury and musculoskeletal claims has fallen during the previous decade, from
18.3 in the base period (2000-01 to 2002-03) to 10.8 in 2009-10.
Despite these encouraging trends, the South Australian workersʼ compensation scheme continues to
be afflicted by several problems over a number of years, primarily caused by the interrelated trends
of burgeoning financial liabilities and underperformance with regard to assisting workers to return
to employment.
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As shown in Table 4.10, South Australiaʼs system is characterised by the lowest rate of injured
workers returning to work within the first six months of their claim. It also has the highest rate of
injured workers receiving weekly payments, and a relatively high mean number of days of
compensation paid (at least among the state schemes). Finally, South Australia maintains high
average costs per claim.
An operational review into the WorkCover scheme found that a key contributor to the observed
continuance rates was the failure of rehabilitation to achieve early and sustained return to work
outcomes: ʻat the scheme strategy level (as set by the [WorkCover] Corporation), the strong
emphasis on early intervention and rehabilitation has failed to achieve earlier and more sustained
return to work rates for injured workers.ʼ121
Table 4.10: Workersʼ compensation schemes selected performance indicators
NSW
Vic
Qld
SA
Tas
NT
Com
Sea
Return to work rate (per cent)
85
84
84
77
87
85
89
74
Durable return to work rate (per
76
76
75
66
78
74
80
60
cent)
Current compensation status (per
24
26
22
42
24
29
36
22
cent)
Returned to previous hours (per
49
51
55
46
52
51
94
64
cent)
Mean
number
of
days
47
60
59
59
44
48
58
82
compensation paid (per cent)
Mean claim cost ($)
14,809 12,653 15,145 18,146 14,404 18,949 25,283 33,915
ʻComʼ refers to Comcare Scheme for commonwealth government employees, and ʻSeaʼ to the Seacare Scheme
for maritime workers. Western Australia not included.
Source: Campbell Research, 2012, Australia & New Zealand Return to Work Monitor 2011/12, Report to Heads
of Workersʼs Compensation Authorities.

The losses in labour productivity implied by the high continuance rates allowable under the South
Australian system has led some to depict the stateʼs workersʼ compensation arrangements as
effectively representing a ʻpermanent disability and state unemployment scheme.ʼ122 These claims
appear to have some degree of veracity, given the tendency for benefits, and even the definition of
employee, to become more expansive over time, blurring the line between workersʼ compensation
and social security.123
Significant unfunded liabilities, driven in the main part by outstanding claims,124 suggests that the
South Australian WorkCover regime is increasingly impaired in its ability to meet future claims, with
the prospect of premium rate rises if more fundamental reforms are not implemented (Figure 4.11).
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According to the WorkCover Corporation, the state scheme has sufficient funds to only cover 59 per
cent of liabilities.125
Figure 4.11: South Australia WorkCover unfunded liabilities
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Unfunded liabilities are estimated as the difference between assets and liabilities.
Source: Parliament of South Australia WorkCover Inquiry; WorkCover Annual Reports.

The growth in unfunded liabilities has occurred against the background of South Australian
businesses paying the highest workersʼ compensation premiums in Australia, with levies to the
stateʼs WorkCover agency averaging 2.75 per cent (Table 4.11). This is well in excess of those of the
other Australian states, further aggravating South Australiaʼs uncompetitive cost position as a result
of high general business tax burdens.
Further, a number of South Australian industries bear the highest levy rates of all jurisdictions,
including bread manufacturing (7.4 per cent), steel casting (7.3 per cent), pulp paper manufacturing
(6.5 per cent), cement manufacturing (5.8 per cent), and iron and steel manufacturing (5.6 per cent).
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Table 4.11: Industry premium rates, percentage of employer payroll
Average levy/premium
rate
NSW
1.680
Vic
1.298
Qld
1.450
WA
1.691
SA
2.750
Tas
2.280
Average
1.858
Data as at 30 September 2012.
Source: SafeWork Australia, x.

Lowest published rate

Highest published rate

0.215
0.260
0.199
0.250
0.400
0.46
0.297

11.672
12.245
10.380
6.960
7.900
9.720
9.813

Incorporated into the levy regime is an ʻexperience rating system,ʼ introduced in mid-2012 for
medium and large businesses paying in excess of $20,000 in WorkCover levies. The amount an
employer pays in premium is impacted by claim numbers or costs as a result of the claim, thus
aiming to provide incentives for employers to ensure high-quality occupational health and safety
standards and ʻreturn to workʼ management.
4.6.3

Reforming workersʼ compensation

Over the past few years the state government has engaged in what could be best described as
piecemeal reforms, to reduce South Australiaʼs high WorkCover continuance rates and authority
unfunded liabilities. This process is envisaged to continue, with the Weatherill government
announcing further changes in August 2013, including:





a greater focus on ʻearly interventionʼ measures to assist injured workers back to employment;
information and advisory services;
financial incentives for small employers to encourage a return to work; and
the dissolution and replacement of the current WorkCover representative board, which had
been criticised in recent months for its significant union representation and lack of accounting,
business and insurance expertise.126

It remains to be seen whether the latest raft of changes will be effective in achieving their underlying
objectives but, even so, there is scope to undertake additional reforms within the present system to
improve the effectiveness and efficiency of WorkCover.
Given the superior outcomes generated by self-insured entities, in the form of lower levies, better
return to work rates and lower liabilities, greater encouragement could be given to allow more
businesses to self-insure their workersʼ compensation. This could be achieved, for example, by the
elimination of onerous discontinuance, or exit, fees, imposed on the questionable grounds that
exiting firms previously enjoyed coverage under a scheme weighed down by heavy liabilities.
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Another option, under the current regime, is to ensure greater access by the private sector to claims
management functions of WorkCover. The state government responded to criticisms of the
performance of the claims management system, under the previous Employers Mutual monopoly,
by also affording access to claims management activities to Gallagher Bassett. This outsourcing
should be further extended into the future, to enable greater contestability encouraging
improvements to rehabilitation and return to work provisions.
The long term performance of WorkCover, which has delivered the high price and poor services
characteristic of all monopoly providers, calls for even more fundamental changes to the South
Australian workersʼ compensation system.
Specifically, South Australia should move toward the competitive arrangements found in some other
Australian states, such as Western Australia and Tasmania, in which the private sector provides
most, if not all, of the insurer functions including underwriting policies.
Specialist insurers with substantial Australian and international experience in assessing, pricing and
underwriting risks should be able to provide superior services more consistent with the needs of
consumers. Even if there are elements of cross-subsidisation within premium structures, insurers are
faced with greater incentives to ensure their operations are financially sound by remaining
profitable.
The realisation of consumer choices will empower workers to choose which insurer will cover them
against the potential for workplace accidents, and enable them to respond to poor services,
inefficient pricing or a lack of innovation.
Under the scenario of a functional market of insurance covering workplace injuries, it would be
inappropriate for the state government to maintain a direct involvement in this field. Therefore,
WorkCover should be privatised, enabling it to fully compete on the same terms and conditions as
other private sector participants. A new state-based regulatory agency could be formed for setting
and maintaining (preferably, light-handed) regulatory controls over the industry.
While the relative performance of government versus private provision of workersʼ compensation
arrangements remains an empirical question, however the South Australian experience tends to
undermine assertions that governmental involvement leads to an actuarially sound, affordable and
effective scheme suitable for all parties involved. The Productivity Commission, in a 2004 assessment
about this issue, stated:
ʻon balance, private provision is preferred on grounds that: private capital is directly at risk; competition in the
marketplace is likely to generate incentives for efficiency and innovation; and there is greater transparency of
any governmental influence over premiums. Further, the risk of private insurer failure can be reduced by
prudential regulation.ʼ127
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There is little doubt that the current South Australian system requires significant change, if
compensation is to become a system managing the needs of injured workers, and more affordable
for nationally and globally competitive business.
4.7

Unlocking the land for more housing

4.7.1

The South Australian land-use regulatory system: A profile

The freedom to use land in South Australia for residential development purposes is constrained by a
complex structure of state and local government regulations, strategic policy frameworks and
guidelines.
Replacing a multitude of legislation in the early 1990s, the South Australian government introduced
the Development Act 1993 to provide the overarching land use regulatory framework for the state.
The objects of the Act are to provide for planning and regulate development, regulate the use and
management of land and buildings, the design and construction of buildings, and to maintain and
conserve land and buildings where appropriate.
Under the existing legislative framework the government must outline its broad directions of intent
for planning and development in strategy documents, to be reviewed every five years. A
metropolitan spatial strategic plan, The 30 Year Plan for Greater Adelaide, was developed in 2010
and sets out current state planning policies, guides local government planning and developments,
and defines land use for certain areas.
The objectives of the metropolitan plan are to maintain and improve liveability in Adelaide, increase
competitiveness, and drive sustainability, environmental protection and resilience to climate change.
The plan outlines the formation of a ʻnew urban formʼ of concentrated housing in existing areas,
locating new housing in transport corridors, increasing densities about public transport services, and
creating vibrant mixed-use precincts.128
There has been a tendency within land use regulatory frameworks to encourage urban consolidation
and to reduce the prospect of ʻurban sprawlʼ encroaching into rural areas, such as the McLaren wine
growing region located south of Adelaide.
One element of such policy was the establishment of an ʻurban growth boundaryʼ around Adelaide
and other major localities in the Greater Adelaide area in 2003. The boundary is aimed at
encouraging more intensive property developments within built-up areas, and conversely to
discourage urban development outside the boundary (Figure 4.12).
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South Australian Department of Planning and Local Government, 2010, The 30-Year Plan for Greater
Adelaide, p. 56-68.
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Figure 4.12: Adelaide growth boundary

Growth boundary areas shaded in blue.
Source: Connor Holmes, 2009, Growth Investigation Areas Project: Urban Growth Expansion of Greater
Adelaide, Prepared for Department of Planning and Local Government, p. 36.

Governments can also affect the supply of land through ʻland bankingʼ activities, or the acquisition or
sale of land through its entities. In South Australia, a state Urban Renewal Authority manages about
3,900 hectares of land for future residential (and commercial) developments previously held by the
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Land Management Corporation, along with key landholdings of Defence SA and some housing urban
renewal functions. The state government maintains an annual program of strategic land releases
contributing to commercial and residential developments within the Adelaide area, which, as
discussed below, has significant implications for land affordability.
Local government authorities also play a significant role in regulating the use of land in South
Australia, consistent with the provisions of state legislation. One facet of local government
regulation is the zoning system under local development plans, which prescribes the kinds of
developments which are permitted, or not permitted, within that zone.
According to benchmarking analysis undertaken by the Productivity Commission, there are on
average 25 different zones in each Adelaide metropolitan council area. This ranges from seven zones
maintained by the Walkerville council to 51 zones within the Onkaparinga city council precinct.129 In
addition, there exist sub-zones (known as ʻpolicy areasʼ) within each local governmental jurisdiction
specifying approved activities that may be conducted.
Other regulations, not explicitly related to land use, may have an effect upon the ability of
individuals and businesses to use land according to their own needs and desires.
The Heritage Places Act 1993 provides for a list of natural and man-made objects of heritage value,
including buildings, which are subject to stringent development provisions. The ability of people,
especially in rural and regional areas, to develop their properties so create economic value may also
be inhibited by native vegetation legislation prohibiting the removal of native species of flora.
Finally, it should be observed that South Australia has historically been the most active of all the
states in the direct provision of government housing, and engaging in other forms of urban
development activism.
The provision of cheap and fully-serviced land, plus some rental premises for industrial plants, was
part of a concerted effort to attract manufacturing to South Australia. The South Australian Housing
Trust provided housing for people on low and middle incomes, alike, building about one-third of new
houses in the state in the post-war period.130
4.7.2

The effects of restrictive land use regulations on residential property markets

Traditionally, Adelaide has been perceived as an attractive location for young families seeking to
gain a foothold in the housing market, with relatively lower housing prices compared with Sydney
and Melbourne. While construction costs have increased, albeit generally in line with inflation,
exorbitant land price rises have threatened the tradition of South Australian housing affordability
(Table 4.12).
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Productivity Commission, 2011, Performance Benchmarking of Australian Business Regulation: Planning,
Zoning and Development Assessment, Research Report, p. 129.
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Alan Moran, 2006, The Tragedy of Planning: Losing the Great Australian Dream, Institute of Public Affairs, p.
28.
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Table 4.12: New land and house package costs
1973

1983

1993

Sydney
Land
$9,100
$29,400
$107,100
House
$18,900
$43,200
$121,500
Melbourne
Land
$6,900
$15,800
$49,000
House
$14,000
$35,000
$75,000
Brisbane
Land
$7,000
$27,000
$60,000
House
$16,000
$37,000
$70,000
Perth
Land
$6,500
$17,300
$80,974
House
$12,000
$28,000
$60,000
Adelaide
Land
$2,000
$12,000
$35,000
House
$12,000
$20,000
$40,000
Consumer price
index
20.5
61.6
108.9
(Australia)
Source: Alan Moran and Julie Novak, 2009, The great lock out: The impact of
Western Australia.

2006

Price increase
multiple (19732006)

$460,000
$128,250

49.6
5.8

$107,000
$112,000

14.5
7.0

$135,000
$112,000

18.3
6.0

$270,000
$109,000

40.5
8.1

$140,000
$90,000

69.0
6.5

150.6

6.3

housing and land regulations in

In the fringe suburbs the costing of a new sub-division in recent years were in the vicinity of $40,000,
with blocks offered at between $44,950 (400 square metres) to $58,950 (600-790 square metres)
(Table 4.13).
Table 4.13: Land allotment costing in Adelaide fringe suburb
Cost element
Cost per allotment ($)
Civil works construction costs
30,415
Survey and engineering
3,000
Sewer
2,495
Water supply
500
Planning, registration, title fees
110
Total
36,520
Figures extracted from 70 allotment stage for a development in the City of Onkaparinga, with sales
commencing in mid-2006. Civil works construction costs include establishment and disestablishment,
sedimentation control works, allotment filling, road formation works, roads, pavements and gutters, hot mix
seal coat, stormwater drainage works, sewer reticulation, water reticulation, common service trenching,
ETSA/Telstra conduits materials, survey certificate, and CITB levy.
Source: Alan Moran, 2007, ʻLand Regulations, Housing Prices and Productivityʼ, Agenda.

Overbearing land use restrictions can also affect pricing decisions in housing markets. Indeed, the
principal effect of restrictions has been the inexorable rise in the price of housing land, and hence
house prices, engendered by an increasing scarcity of supply:
ʻOverwhelming economic evidence indicates that urban containment policies, especially urban growth
boundaries, raise the price of housing relative to income. This inevitably leads to a reduced standard of living
and increases poverty rates, because the unnecessarily higher costs of housing leave households with less
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discretionary income to spend on other goods and services. The higher costs ripple into rental markets,
tightening the budgets of lower income households, who already suffer from lower discretionary incomes. ...
more urban growth boundaries can convey monopolistic pricing power on sellers of land if sufficient supply is
not available, which, all things being equal, is likely to raise the price of land and housing that is built on it.ʼ131

The status of Adelaide as an expensive housing market has been recognised by independent
analysts. For example, the Demographia International Housing Affordability Survey examines the
relationship between the extent of land use regulation and housing affordability for 81 major
metropolitan markets around the world. Adelaide has been identified as being within the top ten of
most unaffordable housing markets, with its extensive land use restrictions contributing to this
outcome (Figure 4.13).
Figure 4.13: Relationship between land use regulation and housing affordability
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Another factor to countenance when explaining rising house and land prices in South Australia is a
longstanding regime of uncompetitive property taxes, and the emergence of up-front infrastructure
development charges on new lots (Box 4.1).
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Demographia,
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9th
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http://www.demographia.com/dhi.pdf, p. 4.
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Box 4.1: Taxes and charges on land and property in South Australia
Property taxation represents a major element of the overall tax mix for South Australian state and local
governments.
The South Australian government imposes a land tax on the unimproved value of properties (with agricultural,
religious and charitable land uses generally exempt from taxation), with a progressive tax structure. The state
also imposes transactions-based stamp duties on residential and commercial property transfers, again with a
progressive tax rate structure and certain exemptions applicable.
The Institute of Public Affairs annual state business tax benchmarking series has assessed South Australia as
imposing among the most onerous business tax burdens in Australia. This result is informed, in no small part,
by the maintenance of above-average property tax imposts (land tax and non-residential conveyancing duty)
on a medium-sized business by the state.
Local governments in South Australia also impose taxes on properties, in the form of municipal rates imposed
on the unimproved value of properties.
It has been estimated that between 20 and 35 per cent of the purchase price of a new house and land package
in South Australia is attributed to indirect taxes, even excluding the inflationary effects of the GST. 132
In the past, governments in South Australia and elsewhere absorbed the costs of providing access roads,
stormwater drains, sewerage and electricity connections, and other basic amenities, through general
consolidated revenue.
A more recent trend, however, has been for governments to oblige developers of new housing allotments to
pay ‘development contributions,’ defraying the costs of these basic amenities upfront. A 2009 consultancy
study found that average infrastructure charges per housing lot in Adelaide were over $5,000, representing
about eight per cent of the total taxes and charges imposed on new housing developments in Adelaide. 133
It is commonly accepted by economists that the effect of taxes and charges on residential property is to
impede housing mobility, with flow-on implications for the ability of workers to move long distances for better
employment opportunities. A recent study found that a ten per cent increase in stamp duty lowers property
turnover by up to six per cent over a three-year period.134
The imposition of upfront development charges are also seen to reduce housing affordability, as developers
pass on the cost of the charges onto home purchasers.

The problems associated with state planning frameworks and tax regime is compounded by the
application of zoning regulations by local government authorities, restricting certain activities in
often relatively condensed spaces.
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Urban Development Institute of Australia, 2008, Submission to the Senate Committee into Housing
Affordability,http://www.aph.gov.au/Parliamentary_Business/Committees/Senate/Former_Committees/hsaf/
submissions/~/media/wopapub/senate/committee/hsaf_ctte/submissions/sub20_pdf.ashx.
133
Centre for International Economics, 2009, Infrastructure charges and new house affordability: The cost of
development in Australia’s growth centres, Report prepared for Residential Development Council, June.
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Andrew Leigh and Davidoff, 2013, ʻHow Do Stamp Duties Affect the Housing Marketʼ, The Economic Record
89 (286): 396-410.

116
The prevalence of the ʻnot in my backyardʼ (NIMBY) pressures exerted by local residents and interest
groups, especially in the established suburbs, can also explain the proliferation of zoning restrictions
impeding new developments.
The imposition of severe land-use regulatory restrictions not only impairs the discovery by market
participants of the most valuable uses of land, at the most reasonable price, but it may also
exacerbate the potential for conflicted, or at worst corrupt, political activities.
In addition to council development approval processes, the Urban Renewal Authority can influence
the supply of Adelaide metropolitan land through its land release program. However, this role
creates an inherent conflict of interest between the state governmentʼs oft-stated commitment to
promote housing affordability, and a desire to attain revenues from its land release program. As
stated by Day:
ʻSouth Australiaʼs LMC [Land Management Corporation] owns something like 90 per cent of the developable
land (undeveloped land over ten hectares) within Adelaideʼs urban growth boundary. The LMC, not
surprisingly, says it supports Adelaideʼs urban growth boundary. Of course it supports the urban growth
boundary! LMC is an arm of Treasury and government planning bureaucracies. Itʼs in the business of
maximising financial returns. And urban growth boundaries are the surest way of limiting supply.ʼ135

4.7.2

Deregulating state-local regulatory control over land use

State and local regulatory controls over the use of land is generally informed by a range of policy
considerations, including the promotion of orderly and economic use and development of land,
environmental conservation, and providing community services. However, it is clear that the
accumulation of regulations over land use has inhibited the ability of the private sector to discover
efficient uses of South Australia’s ample supplies of land, and to do this without undue political
interference.
South Australia could profitably learn from international experiences about how other regions and
cities manage land use developments, through the use of less prescriptive regulatory approaches.
Indeed, these case studies reveal that greater freedoms afforded to land developers regarding the
usage of land does not necessarily compromise the quality of life for residents; in many respects, it
enhances it by providing for more economically dynamic and socially functional cities.
In Germany, real house price growth over a thirty-year period from 1970 has been negligible
compared with heavily planned land management systems in Australia and the United Kingdom.136
This is partly attributable to landholders possessing much greater rights to use their land for the
purposes they favour, including developing it for housing. This is derived from Article 14 of the Basic
Law (effectively, Germany’s constitution) and is known as ‘Baufreiheit’ (‘Freedom to Build’).
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Bob Day, 2006, Home Truths - What Happened to the Great Australian Dream?, Home Australia Pty Ltd,
Modbury.
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From 1970 to 2003, real house price growth in Germany from 1970 to 2003 was 0.05 per cent, substantially
lower than Australia (2.89 per cent) and the UK (3.87 per cent) over the same period. Alan Moran, 2006, The
Tragedy of Planning: Losing the Great Australian Dream, Institute of Public Affairs.
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Although the German Länder have extensive, highly bureaucratised planning systems, the
constitutional provision allowing a land owner to have control over his or her property remains
influential. Local government authorities also have a strong interest to provide land for residential
and commercial purposes, since their share of federal income tax and intergovernmental grants is
linked directly to local tax revenue and the number of inhabitants.
As shown in Figure 4.13 above, a number of large American cities maintain relatively lower house
prices (as a percentage of pre-tax median income), and this trend has been attributed to their
liberalised land use policies.
An interesting case in point is Houston, the fourth-largest city in the United States of approximately
2.2 million inhabitants. While the city does maintain codes concerning how properties can be
subdivided, Houston does not maintain zoning regulations that seek to control land uses. Further,
there are no growth restrictions so that nearly all land in Houston (infill and outlying) can be used as
potential sites for development.
In contrast to cities in California’s Bay area (Los Angeles and San Diego), with high prices and
restrictive land use regulations which add significant delays to the release of land for development,
developers in Houston have the capacity to readily meet new demands for housing with an ample
supply of new homes and apartments, keeping prices affordable:
‘What all of the cost-escalating metropolitan areas have in common is restrictive land use regulation, which led
to a shortage of land for development. Economics is clear on this issue: What is rationed is more costly. The
differences in the costs of construction between, say, Houston and San Diego are not that great. The home
price difference is nearly all in land costs, and land costs have exploded as overly restrictive land use planning
systems have been unable to accommodate the demand attributable to population increases.’ 137

With rapidly rising house prices in the eastern capital cities preventing individuals and families from
entering the housing market, there is an opportunity for South Australia to attract more people to
the state. Unlike the political traditions of the past, in which state politicians forced higher taxes
onto existing residents to fund more government housing or housing tax breaks, governments
should strive to increase land supply for residential developments by easing land-use regulatory
restrictions.
A key priority should be to eliminate South Australian urban growth boundaries, which constrain
developments particularly in outlying areas of Adelaide and major towns. Consistent with this, there
should be no zoning restrictions into converting fringe rural lands into residential properties. These
reforms will allow for the conversion of low value rural lands on metropolitan and town fringes into
cost-effective residential blocks, a particularly attractive proposition for young families.
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All land stocks held by the state government, under the Urban Renewal Authority’s land release
programs, should be sold immediately. This would assist in reducing artificial land scarcities,
particularly in the Greater Adelaide area, with flow-on savings for prospective home buyers to the
extent that sold lands are used for residential developments. In addition, the Authority should not
engage in future land acquisitions and sales in competition with the private sector.
With at least 130 different residential zones in the Greater Adelaide region, and within this 300
distinct policy areas,138 there is also an urgent need to simplify existing local government zoning
arrangements. This would assist to reduce the compliance and delay costs faced by the state’s
housing industry when engaging in residential land development activities.
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Urban Development Institute of Australia (South Australia), 2013, ‘UDIA SA calls for simplified zoning rules’,
News release, 27 February.
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Chapter 5
South Australiaʼs public finances
ʻThis uneconomic expenditure with its heavy borrowings and poor returns was bound to necessitate increased
taxation sooner or later. Witness after witness laid emphasis on the high rate of taxation ruling in South
Australia, and claimed that it was now the highest of any state in the commonwealth.ʼ (Commonwealth of
Australia, Report of the Royal Commission on the Finances of South Australia, as affected by Federation, 1929)

5.1

Introduction

Aside from its ability to affect the economic conduct of individuals, firms and other entities through
regulations, the South Australian state government can also influence economic conditions in the
state through its use of fiscal policies.
The state government has a range of revenue-raising instruments at its disposal, primarily in the
form of taxation. The revenues acquired by government can then be used to fund a range of public
goods, such as policing and justice services, and other services, most notably education, health,
housing, transportation, and welfare services.
The manner in which governments tax and spend, and the magnitude with which these activities are
undertaken, can have a profound influence upon the overall economic resiliency and
competitiveness of a region.
The financial management of the state government budget can also affect regional economic
conditions. For instance, budgetary conditions can influence private sector expectations concerning
future taxation liabilities, and the capacity of government to maintain their existing levels of service
provision.
South Australian economic performance has been compromised, to some degree, by continuous
fiscal and budgetary mismanagement by successive state governments. In general terms,
expenditure levels have tended to outrun the capacity of the state to collect revenues, leading to
significant liabilities and debt burdens for future generations to manage.
These trends have magnified public sector growth and an excessive size of state government,
contributing to a costly environment lacking appeal to lucrative, high-value mobile factors of
production.
The purpose of this Chapter is to provide a statistical overview and analysis of trends in South
Australian state public finances. This will include coverage of trends in government revenue
collections, expenditure patterns, budget balance, and public sector indebtedness.
5.2

Revenue
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To fulfil their spending commitments, governments acquire revenue through a variety of sources.
The most important of these is taxation, involving a compulsory exaction of revenues upon liable
taxpayers, as enunciated by legislation or regulations. Most Australian state governments collect
additional revenues from other sources, which include:




fees or charges for the provision of (typically) monopolistic services they provide;
royalties for the use of certain natural resources (e.g., minerals or forests);
fines on individuals or entities that commit legal offences.

State governments may also receive transfer payments from other levels of government, in the form
of unconditional or conditional grants, or even transfer payments between their own entities, for
example ʻdividendʼ payments from government trading enterprises into general government
consolidated revenue.
Using historical and contemporary statistical sources, it is possible to develop a time series profile of
South Australian state total revenue and taxation. However, repeated structural breaks in the data
(for example, in the late 1990s as public sector accounts began to be expressed in accrual accounting
terms) necessarily entails that any interpretation of movements in revenue, particularly over lengthy
periods of time, must be treated with caution.139
Figure 5.1 illustrates the magnitude of revenue and taxation burdens on the South Australian
economy, with the post-World War II trend showing a gradual trend increase in both revenue and
tax collections as a share of GSP.
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Time series data prior to 1875 is not used in this Chapter due to frequent changes in the time coverage of
annualised data, with only six months of financial data collected for some years and eighteen months of data
for others.
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Figure 5.1: Total revenue and taxation collections, proportion of GSP
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Taxation presently accounts for about 24 per cent of total general government sector revenue. The
evolution of the South Australian taxation system has been influenced not only by changing
economic circumstances unfolding over time, but a range of historical, legal and political factors.
During the late 1880s, the state taxation-to-GDP ratio increased as South Australia assumed a
position as one of the leading states to adopt income and property taxation systems. The growth
trend for taxation revenue was halted, however, by arrangements agreed to as part of Federation, in
which the states would transfer their customs and excises to the new commonwealth government.
During the first third of the twentieth century, the commonwealth and the states simultaneously
occupied a number of taxing fields, especially with regard to estates, land, and corporate and
personal incomes. The smaller states in particular, including South Australia, tended to maintain high
tax rates, with heavily progressive rate structures, due, in part, to a desire to maintain high cost
public services.
After many years of attempting to secure greater harmonisation of commonwealth-state tax
arrangements, the commonwealth unilaterally took over state income taxes in 1942 for the purpose
of replenishing federal revenue collections during the Second World War. South Australia, together
with Victoria, Queensland and Western Australia, challenged the constitutional validity of the
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uniform income tax arrangements in the High Court in that year, however the High Court held the
commonwealth takeover to be valid.
During the 1970s and 1980s, South Australia gradually increased its taxation revenue collections as a
proportion of state GSP. This trend was attributable to the selective transfer of taxing powers from
the commonwealth to the states, notably payroll taxation in 1971 and financial transactions taxes in
the late 1980s, as well as the more intensive use of ʻbusiness franchise feesʼ on the sales of selected
commodities such as alcohol, petrol and tobacco.
After the constitutional prohibition on state business franchise fees in a High Court case in 1997, the
Howard federal government proposed a taxation reform package with the intended purpose of
securing the financial sustainability of the states. The proposal entailed the introduction of a goods
and services tax (GST), to be allocated to the states in return for the abolition of various transactions
taxes.
In the case of South Australia, not all taxes that it promised to abolish, as part of the GST reform,
have been eliminated. In its 2012-13 Budget, the Weatherill government stated that ʻthe abolition of
stamp duty on non-quoted marketable securities and non-real property transfers will be deferred
until budget circumstances allow.ʼ140
Using data drawn from the Australian Bureau of Statistics, it is possible to illustrate the changing
structure of the state tax system since the 1960s (Table 5.1).
Despite significant fluctuations over time, borne by policy changes to the tax mix and changes in
asset values, taxes on financial transactions and property transfers continue to predominate within
the overall state tax structure. Payroll taxes are another important independent source of taxation
for the state government. Insurance, land and gambling taxes have also become increasingly
important as revenue raising instruments, especially since the 1980s.
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Table 5.1: Structure of South Australian taxation system, share of selected taxes to total taxation revenue (per cent)
1960
1965
1970
1975
Payroll tax
39.6
Land tax
12.6
14.3
12.7
5.7
Estate taxes
21.5
18.9
14.9
7.7
and
gift
duties
Stamp duties
16.4(a)
24.7
34.5
20.8
&
financial
taxes
Gambling
6.3
4.9
7.5
5.4
taxes
Insurance
1.7
2.1
taxes
Motor vehicle
37.7
32.7
28.9
15.3
taxes
Franchise
4.1
taxes
(a) Figure for 1961-62.
Source: ABS, South Australia Year Book; ABS, Taxation Revenue, Australia.

1980
44.7
5.8
5.0

1985
26.0
4.2

1990
25.2
5.5

1995
21.9
3.8

2000
20.6
4.9

2005
25.4
8.7

2010
24.7
15.2

2012
26.2
15.3

18.9

20.2

19.3

19.9

30.4

38.2

42.1

39.6

7.8

6.3

9.4

9.6

12.3

13.6

11.0

10.7

3.5

8.2

6.1

6.8

6.6

9.6

9.5

10.4

16.8

13.1

13.6

11.4

11.0

13.1

12.7

13.2

11.3

15.1

13.8

19.7

19.0

The Commonwealth Grants Commission provides information, on an annual basis, concerning the
relative ʻeffortʼ with which states and territories raise revenues from their tax bases. Table 5.2
outlines the assessed revenue raising effort ratios of jurisdictions, showing that - for most individual
taxes and for taxation overall - South Australia raised more in taxes than it would otherwise have
done, if it applied Australian average tax rates
Table 5.2: Assessed revenue raising effort ratios, 2011-12
NSW
Vic
Qld
WA
Payroll tax
104
99
92
107
Land tax
117
101
80
72
Conveyancing duty
90
106
103
102
Insurance tax
75
115
89
140
Motor taxes
118
80
113
96
Mining revenue
95
54
102
103
Other revenue
87
100
134
62
Total taxation
106
102
87
94
Source: Commonwealth Grants Commission, 2013 Update Report.

SA
93
136
127
142
83
57
113
114

Tas
104
126
95
83
74
85
73
90

ACT
96
190
118
103
108
100
188
106

NT
100
0
107
112
66
131
77
78

State governments have long argued that their capacity to reduce their own sources of taxation,
providing a more hospital environment for private sector development, is limited by the dominance
of federal grants in their revenue mix.
According to the South Australian budget papers, current and capital grants are estimated to
account for about 51 per cent of state general government sector revenues (Figure 5.2). The relative
importance of commonwealth grants to state revenue has increased gradually during the period
since the GST reforms were undertaken, with a significant increase of federal funding during the
ʻglobal financial crisisʼ (GFC).
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Figure 5.2: Commonwealth grants as a proportion of South Australian revenues
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Contrasting the rhetoric expressed by federal politicians that the GST reforms of 2000 have placed
the states on a sustainable financial footing, in practice the changes to the taxation structure have
rendered the states even more dependent upon the commonwealth government for their revenues.
As explained above, the states have been constitutionally prohibited, as a result of several High
Court cases, from imposing sales taxes. Accordingly, the commonwealth administers the GST and
has agreed to provide all of its revenues (less administrative costs borne by the Australian Taxation
Office) to the states, in the form of an unconditional grant.
Furthermore, the amount of grant funding to the states paid on a conditional basis - requiring the
states to undertake specific policy measures, or provide funding for their own sources to specific
areas - has increased significantly, especially in recent years. In addition to longstanding specific
purpose payments, the former Rudd federal government introduced a regime of ʻNational
Partnership Paymentsʼ providing payments to states on the condition of achieving certain policy
objectives.
A significant obstacle against the ability of state governments to design fiscal and economic policies
which facilitate market-led growth and development is that commonwealth grants provide federal
politicians with leverage to influence state policies and service delivery conditions. The effective
dilution of South Australian policy autonomy, resulting from commonwealth government grants, will
be explained in greater detail in Chapter 6 of this study.
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5.3

Expenditures

Australian state governments maintain extensive expenditure roles across a diverse field of
activities, including legal and service protections of life and property, provision of (public and
non-public) goods and services, and the transfer of monies or goods between individuals or groups.
Figure 5.3 details the magnitude of South Australian government spending (initially through
consolidated revenue fund, and later for general government sector) from the early 1860s. While
similar caution should be applied to the interpretation of long term statistical trends, the Figure
illustrates that, for much of the post-World War II period, expenditures by the South Australian
government have roughly fluctuated between 15 and 20 per cent of the stateʼs GSP.
Figure 5.3: Government expenditure, proportion of GSP

South Australian government expenditure as proportion of GSP (per cent)
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The share of public sector expenditures to output serves as a frequently-used measure of the
relative size of government, with this measure implicitly illustrating the extent to which
governments attain a command over real resources.
As explained in previous Chapters, there is a general agreement among economists that increases in
the relative size of government are associated with a reduction in economic activity. This is due to a
range of factors, including the displacement of private sector economic decisions by inefficient
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political decision making, and as distortionary tax burdens required to fund growing expenditures
increase.
Table 5.3 provides information on changes in the relative size of government for each state since the
late nineteenth century. The South Australian state government has generally been larger than
those in other states (typically with the exception of Tasmania), and, most notably, during the
economic reform period of the late twentieth century the size of South Australia’s government
increased in trend terms.

Table 5.3: Government expenditure, states, proportion of GSP
1900

1910

1920

1930

1940

1950

1960

1970

1980

1990

2000

2010

2012

NSW

17.0

13.6

16.4

21.4

17.6

12.3

11.5

10.5

12.2

17.3

12.4

14.4

13.6

Vic

15.1

11.9

13.9

16.1

11.9

10.5

10.7

10.9

11.1

16.4

12.5

14.8

14.4

Qld

22.9

15.8

22.6

19.0

19.2

12.7

14.1

10.5

15.2

15.8

16.1

15.8

16.2

WA

18.6

17.8

22.2

26.6

19.4

20.2

19.9

13.8

20.4

17.9

14.4

11.6

10.2

SA

22.8

19.3

19.3

24.4

19.6

16.7

18.0

17.0

16.3

15.3

17.5

18.4

17.6

Tas

12.5

13.6

16.0

14.9

14.8

15.1

19.0

14.3

18.0

21.6

20.3

19.5

20.2

Source: ABS, Australian National Accounts: State Accounts; ABS, Government Finance Statistics, Australia; ABS, State Year Books; W A Sinclair, ‘Annual estimates of gross
domestic product: Australian colonies/states 1861-1976/77’; Wray Vamplew, ed., 1987, Australians, Historical Statistics; Wray Vamplew, Eric Richards, Dean Jaensch and
Joan Hancock, 1984, South Australian Historical Statistics.

It is important to disaggregate total expenditures by functional category, where information is
available, so as to provide additional insights into the potential for governmental expenditures to
add value to economic activity. Figure 5.4 presents information on changes to selected elements of
major spending categories by the South Australian general government sector since the
mid-1970s.141
A core function of government is the protection of human life and property through the provision of
public order and safety services, including policing and the justice system. According to the available
statistical sources, spending on public order and safety increased marginally, from 1.1 per cent of
GSP in 1976 to 1.7 per cent in 2012.
In most studies of the effects of decomposed government expenditures on economic growth,
education and health care are identified, in an a priori sense, as enhancing growth performance.
Education expenditures serve to provide people with the education and skills training needed for
economic participation, whilst spending on health care ameliorates the effects of illness, or other
medical problems, otherwise preventing individuals from engaging in economic affairs.142
Education and health care expenditure are the two largest sources of South Australian expenditure
by functional category, accounting for 55 per cent of total spending in 2012.
While health care spending as a share of GSP has increased noticeably since the late 1970s, due in
part to increasing demands for services by an ageing population, the education spending-to-GSP
ratio has declined over the same period. This trend is perhaps due, in part, to the long term
reduction in the numbers of young people in the population (even if somewhat offset by increasing
student schooling participation rates).
With public sector health care services especially prone to significant cost inflation (including as a
result of frequent wages demands by a highly unionised workforce) and strong demand for services
(charged to consumers at little, or no, cost), there have been concerns that continuing growth in
health care could threaten the long term viability of the South Australian state budget. Increasing
commonwealth government intervention is also of significant consequence, as it constrains the
ability of the South Australian government to deliver more affordable health services through
unilateral reform approaches.
Spending on transport is also widely conceived as another productive element of governmental
activity, in that expenditures on road networks and other infrastructures enable suppliers to
distribute their products to destination markets. Since 1980, state government transportation

141

The financial year 1976 was the first backdated year in which expenditures of state authorities were
presented in a consolidated form, in the 1982 edition of the ABS South Australian Year Book. Previously,
governmental spending was demarcated into spending through consolidated revenue, loans and various trust
funds.
142
While most studies in the literature on government size include education and health care as part of the
ʻproductive state,ʼ this generalisation is not so clear cut given the heavily redistributive aspects of these
spending activities. For the most part, spending on education and health imply a transfer of resources from
taxpayers to pupils and patients respectively, who are the main beneficiaries of such activity.
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expenditure, as a percentage of South Australiaʼs GSP, has declined by almost a full percentage
point.
Redistributive expenditures by government are widely acknowledged as subduing economic
performance, in that economic agents become increasingly encouraged to seek eligibility for transfer
payments rather than generate their own economic values in the market-based economy.
Reflecting the growing extent of welfare dependence in South Australia, state expenditures for social
security and welfare purposes has increased, in trend terms, over the period, from 0.2 per cent of
GSP in 1976 to 1.3 per cent in 2012.
As highlighted in the previous Chapter, state redistributive activities also exist in the guise of
subsidies for industries, including agriculture, mining, manufacturing, and for other economic
purposes. The share of total ʻeconomic affairsʼ spending to GSP has fallen from 1.8 per cent of GSP
to 0.5 per cent over the period 1980 to 2012.
Figure 5.4: Expenditure by functional category, proportion of GSP
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Source: ABS, Australian National Accounts: State Accounts; ABS, Government Finance Statistics, Australia; ABS,
South Australia Year Book; W A Sinclair, ‘Annual estimates of gross domestic product: Australian
colonies/states 1861-1976/77’.

Commonwealth Grants Commission data for 2012 confirms significant levels of state spending in
most areas of welfare state (education, health, and social security) activities, with most South
Australian spending categories in excess of the average of other states (Table 5.4).
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Table 5.4: Assessed level of service ratios, 2011-12
NSW
Vic
Qld
WA
Schools education
97
99
98
107
Post-secondary education
85
162
61
79
Admitted patients’ services
94
95
110
100
Community & other health
95
84
114
107
services
Welfare & housing
98
108
99
110
Services to communities
69
94
68
215
Justice services
99
99
89
130
Roads
89
118
140
68
Transport services
130
60
135
80
Services to industry
83
69
135
158
Other expenses
86
104
121
69
Total expenses
94
98
108
103
Source: Commonwealth Grants Commission, 2013 Update Report.

SA
108
109
104
127

Tas
98
89
129
57

ACT
108
70
110
119

NT
99
136
116
111

96
128
101
46
61
75
115
104

81
70
90
80
47
88
108
95

129
121
102
64
64
80
154
121

74
90
79
101
61
245
129
100

Another way to examine trends in government expenditure is to classify spending into consumption
and capital spending categories, with consumption occasionally classified by economists as
ʻunproductiveʼ expenditure and capital as ʻproductiveʼ expenditure (Figure 5.5).143
During the 1990s reform period, general government sector consumption spending was reduced (as
a proportion of GSP), whilst the share of capital spending by South Australian public corporations
also fell as a result of the transfer of activities to the private sector. Since that period, these spending
aggregates have remained relatively stable, with the exception of the post-GFC period in which both
consumption and capital expenditures had risen above pre-GFC trends.
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As some critics have noted, classifying government consumption and capital spending as unproductive and
productive, respectively, may be far too broadly applied for practical application. As noted previously, some
elements of consumption spending (for example, education, health care) are conceived by most economists as
relatively productive. On the other hand, some forms of capital expenditure (especially forms of ʻsocial
infrastructureʼ) may be perceived as relatively unproductive.
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Figure 5.5: South Australian government consumption and capital expenditures
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5.4

Budget balance

The budget balance, or the difference between government revenues and expenditures, provides
crucial information on the overall fiscal stance assumed by a government during a given period of
time (typically a financial year). An excess of revenues over expenditures provides a budget surplus,
whilst aggregate expenditures exceeding revenues entails a budget deficit.
In recent years there has been an intensive debate concerning the effect of budget deficits on
economic performance. According to those of Keynesian intellectual persuasion, a budget deficit in
recessionary circumstances is appropriate, since public sector expenditures are increased to
compensate for shortfalls in (capital or consumption) spending by the private sector.
On the other hand, critics of Keynesian theory suggest that a budget deficit entails excessive
government expenditure which, as explained previously, imparts a range of detrimental effects for
economic performance. With the political preference to spend and borrow, rather than to tax, there
is no assurance that governments would return budgets to a surplus position when buoyant
economic conditions return.
Figure 5.6 provides information on the state of the budget balance at the South Australian state
government level. Due to the varying scope of government activity incorporated into the budget
balance, the data used to derive the Figure is subject structural breaks (illustrated as gaps in the
series) and so the usual disclaimer concerning data comparisons over time applies.
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The pre-World War II was characterised by significant budgetary fluctuations on an annual basis, due
to a combination of general economic recessions (in the late 1870s, early 1890s, early 1900s, early
1920s and early 1930s), wartime conditions, commodity price fluctuations, droughts, and other
interrelated factors.
While surpluses were not uncommon, there were only five periods in which South Australia
recorded consecutive current account surpluses (i.e., 1881-82, 1888-89, 1911-12, 1925-26, and
1935-38). The trough of budget deficits were relatively severe, usually ranging between two per cent
and four per cent of state GSP.
Figure 5.6: South Australia budget balance, proportion of GSP
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Even with the so-called ʻKeynesian consensusʼ in full policy effect from the 1950s to the early 1970s,
the South Australian government has managed to more consistently attain budget surpluses during
the post-World War II period. While the Brown-Olsen and Rann governments maintained periods of
consecutive surplus budgeting for the general government sector, the post-GFC period has been
characterised by significant and persistent budget deficits by modern standards.
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As Figure 5.7 illustrates, state general government expenditure during 2008-09 (in which the GFC
occurred) increased by 11 per cent in nominal terms (eight per cent in real terms), compared with
nominal growth in revenue of five per cent (two per cent). Prior to that occasion, greater pressure
had been placed on the South Australian budgetary ʻbottom line,ʼ as spending growth outstripped
revenue collections in each year from 2003-04 to 2008-09 (except for 2006-07).
Figure 5.7: Annual growth in general government expenditures and revenues, per cent
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The South Australian budget has remained in a budget deficit, averaging 1.3 per cent of GSP, from
2008-09 onwards, with the current government justifying this loose fiscal stance on continuing
economic fragility since the GFC.
However, ABS national accounting statistics indicate that, on a seasonally adjusted basis, private
sector investment declined in only one quarter (December) during 2008-09.144 The 2013-14 Budget
papers also indicate that the state Treasury forecasts the general government will remain in deficit
until 2015-16.145 In effect, the state government has elected to incur seven years of budget deficits,
and possibly permanent spending pressures, as the ʻtrade offʼ for avoiding two consecutive terms of
declining private investment growth.
In a 2004 submission to the Productivity Commission on the economic implications of population
ageing, the South Australian government projected that as the stateʼs population ages the rapid

144

Two consecutive terms (December and March) in 2008-09, using trend data. ABS, Australian National
Accounts, National Income, Expenditure and Product, cat. no. 5206.0.
145
Government of South Australia, 2013, 2013-14 Budget Paper No. 3, Budget Statement, p. 8.
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growth in expenditures would lead to persistent budget deficit through to the early 2040s
(Figure 5.8).146
These figures have been superseded, to some extent, by subsequent economic conditions and policy
circumstances. Nonetheless, it remains highly likely that, in the absence of policy reforms, South
Australia will persistently suffer an excessive size of government (as expenses increase more rapidly
than revenue) and, thus, become an increasingly unattractive destination to conduct value adding
private sector activities.
Indeed, if anything, the mandating of ageing-related expenditures by the commonwealth
government, including for the National Disability Insurance Scheme, is likely to exacerbate the long
term fiscal pressures as projected by the South Australian government a decade ago.
Figure 5.8: Long term South Australian budget projections

Source: Government of South Australia, 2004, Submission to Productivity Commission Research Study on an
Ageing Population.

5.5

Public sector debt and liabilities

Lacking the ability to attain revenues through ʻseignorage,ʼ or the issuance of currency, Australian
state governments tend to rely upon borrowings from domestic and international financial markets
to cope with budgetary shortfalls.
The South Australian government issues its semi-government bonds to willing buyers domestically
and overseas. Presently, the organisation of the borrowing program is managed by a statutory
agency, known as the South Australian Financing Authority (SAFA). Table 5.5 provides an overview of
financial obligations outstanding to holders of the stateʼs long term, fixed-interest ʻSelect Linesʼ
securities, as at the end of September 2013.
146

Government of South Australia, 2004, Submission to Productivity Commission Research Study Implications
of
the
Future
Ageing
of
the
Population,
September,
http://www.pc.gov.au/__data/assets/pdf_file/0013/14161/sub023.pdf.
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Table 5.5: Select Lines outstanding obligations, 30 September 2013
Coupon rate (per cent)
5.75
5.75
0.2
5.75
4.75
5.00

Maturity date
06/06/2014
20/04/2015
20/05/2016
20/09/2017
06/08/2019
20/05/2021

Debt on issue ($m)
1,778.1
2,300.8
2,000.0
2,153.3
1,785.0
2,044.5

Total
Source: South Australian Financing Authority website.

12,061.6

Figure 5.9 provides a long term (net) public debt series for South Australia, from the mid-1870s to
2012.
Figure 5.9: South Australian public sector debt
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Whilst the underlying data used in this Figure should be interpreted with some caution, what is most
noticeable about the time series is the episodic build up of public debts prior to World War II, as
slowing economic growth exposed the state to significant imbalances on the public sector balance
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sheet, and the reasonably consistent reduction in the share of debt to the overall state economy
since the War.
The stock of gross and net debts accumulated over the course of the current South Australian
government is provided by Figure 5.10. State debt was gradually reduced over at least a decade,
after peaking in the mid-1990s, with the proceeds of asset sales primarily used to retire outstanding
debts.147
Since 2008-09 the state government has undertaken a reversal of the previously bipartisan ʻlow
debtʼ strategy, embarking upon an ambitious borrowing program, initially for new infrastructure
investment programs (including the Port Stanvac desalination plant) but later to include borrowing
to replace shortfalls in expected revenue collections.
As shown in Figure 5.10, gross debt in the general government and non-financial public sectors have
expanded by an estimated 56 per cent and 68 per cent, respectively, from 2008-09 to 2012-13.
Additional borrowings are expected to continue over the forward estimates, leading to continuing
increases in debt over most of the forward estimates period.
Figure 5.10: South Australia gross and net debt
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As noted in the 2000-01 South Australian Budget papers, the previous Olsen government also sought to
achieve balanced or surplus budgets, so that capital investments could be financed without recourse to
borrowing.
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Some commentators have argued that a state such as South Australia should dismiss concerns over
fiscal sustainability and continue to borrow additional funds from national and global financial
capital markets. In recent months, a number of economists and policymakers have sought to make a
distinction between ʻgoodʼ and ʻbadʼ debts, urging the states to engage in heavier borrowing for
good purposes namely infrastructure spending.
While it seems theoretically reasonable to assume that current generations should not defray the
full cost of financing long-lived assets, primarily through taxation, since the assets would conceivably
receive a stream of economic returns enjoyed by future, presumably wealthier, generations, such
views should not be uncritically accepted.
It is false to presume that highly imperfect political processes would necessarily deliver those
infrastructure projects most needed to expand South Australiaʼs productive capacities.
Political processes are predominated by an intensive rivalry between parties promising new
infrastructure projects aimed at securing sufficient votes, particularly in marginal seats.
That is, the spatial allocation of capital spending is greatly influenced by non-economic
considerations, potentially compromising the economic effectiveness of ensuing infrastructure
developments.
Assurances that governmental infrastructure deliver value for money to taxpayers can also be
compromised by on-site labour arrangements, such as bans on non-union subcontracting work,
which unduly inflate project costs.
Conflicting underlying objectives, concerning the purposes of spending, could further compromise
the economic efficacy of government infrastructure programs.
As demonstrated by the relish with which the Rann and Weatherill governments have accepted
commonwealth funding for capital works, especially during the height of the GFC, a desire to
develop infrastructure to ʻcreateʼ or ʻprotectʼ jobs, can lead to a political laxity in economic and fiscal
disciplines when seeking which kinds of projects to undertake.
Another issue is the modern political tendency to confound recurrent and capital expenditures, with
numerous recurrent forms of expenditure, such as disability services and industry corporate welfare
payments, erroneously labelled as ʻinvestment.ʼ As the significant upscale in debts incurred by the
South Australian general government sector suggests, future generations are to be effectively forced
to repay borrowings for consumption spending enjoyed by those living today.
From a financial management perspective, Australian state governments are practically limited in
the extent to which they can borrow funds and repay debts, in the absence of commonwealth ʻbail
outʼ assistance (as occurred during 2008-09 with increased grants funding underwriting state
budgets).
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Since the first wave of privatisation during the 1990s and early 2000s, the state owns a more
restrictive range of assets (although, as discussed previously, there remain significant opportunities
for privatisation, outsourcing, and contracting out) for potential disposal. Further, states are in
possession of a limited number of narrowly based taxes with less revenue yield potential, at least
compared against the major commonwealth government taxation instruments.
The recent downgrading of South Australiaʼs credit ratings serves as an effective acknowledgement
of the pressing constraints upon the ability of the state government to engage with an aggressive
debt-and-deficit agenda, with the benefit of low interest costs enjoyed by more fiscally prudent
jurisdictions.
In September 2012, credit ratings agency Standard & Poorʼs cited the announcement of new
spending measures, insufficient budget savings measures, and structural problems in South
Australian public finances as reasons for downgrading its credit rating applicable to
semi-government bonds from AAA to AA.148
In its latest advisory, issued in October 2013, ratings agency Fitch downgraded the state credit rating
from AA+ to AA on the basis of deteriorating fiscal and debt positions in South Australia over the
past five years, and concerns over the medium term fiscal outlook.
Another element of long term fiscal pressure confronting the South Australian government is the
growth of unfunded superannuation liabilities for its public sector employees (Figure 5.11), or the
amount by which the liabilities of the state superannuation schemes exceed the value of assets held
by those schemes.
The unfunded superannuation liabilities of the state government are estimated at $11.8 billion this
financial year, which accounts for 106 per cent of the non-financial public sector net debt for
2013-14. This includes outstanding liabilities pertaining to the defined-benefit South Australian
Superannuation and Police Scheme, closed in 1986 but with over 5,000 pensioner beneficiaries
estimated to be remaining on the scheme.149
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Rebecca Puddy, 2012, ʻSouth Australia loses AAA rating in credit rating downgradeʼ, The Australian, 31 May.
Joelle H Fong, John Piggott and Michael Sherris, 2012, ʻPublic Sector Pension Funds in Australia: Longevity
Selection and Liabilitiesʼ, ARC Centre of Excellence in Population Ageing Research, Working Paper No. 2012/17.
149
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Figure 5.11: Unfunded superannuation liabilities, South Australia
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Chapter 6
Reforms to revitalise South Australian public finances
ʻWhile the state government provides or finances many core economic and social services, the resources it uses
up are diverted from alternative private sector uses. Once spending programs are established, they tend to
have a life of their own, to grow through incremental creep and sometimes to be further expanded by special
interest pressures. Moreover, the taxes and charges which governments use to finance the bulk of the resource
transfers to the public sector ... take away spending from alternative uses by people and businesses, and often
distort private sector decisions in ways which reduce the economic efficiency of business decisions. As well,
borrowings by governments can result in a shift of the burden of financing services for the benefit of present
generations to future generations of taxpayers.ʼ (Report of the South Australian Commission of Audit, 1994)

6.1

Introduction

One of the more direct channels through which governments can affect the competitiveness of
regions is through the manipulation of their own taxation and expenditure settings, which in turn
affect budgetary aggregates over time.
It is paramount that the costs of providing essential public services are kept to a minimum, if a
remote region such as South Australia is to maintain a prosperous economic environment.
While the maintenance of a political discipline to prioritise spending in areas conducive to value
generation is paramount, the success of such a disposition to fiscal management is critically
dependent on the institutional environment in place. The establishment of strong and robust fiscal
rules could make a significant contribution in this context.
Another important issue is the degree of public transparency of fiscal decisions made by the state
government. In an environment of less than full and honest disclosure of taxation and expenditure
actions undertaken, it is more likely that arrangements could be maintained that are detrimental to
the capacity of South Australia to maintain a competitive environment attracting valuable mobile
production factors and resources.
The purpose of this Chapter is to provide for a number of reform proposals intended to ensure
greater sustainability and transparency of South Australian public finances, as well as measures to
reduce the taxation burden of public sector activities in the state.
6.2

Fiscal rules to safeguard fiscal sustainability and contain public sector growth

6.2.1

What are fiscal rules?

Over the past three decades or so greater recognition has been accorded to the need for rule-based
approaches in the conduct of fiscal policy. This has translated into a range of constitutional
provisions, legislation and policy guidelines introduced by sub-national governments across the
OECD to help check the spending, taxing and borrowing activities of public sector entities.
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Fiscal rules can be distinguished from each other on the basis of several defining characteristics.
First, rules are instituted to control specific fiscal aggregates including:







budget balance rules which may address the achievement of overall budget balance between
government revenues and expenditure for each fiscal year, or a structural or cyclically adjusted
balance, or balance ʻover the economic cycleʼ
debt rules which seek to maintain a limit on, or target for, public debt levels (either in absolute
terms or as a percentage of revenue or gross domestic product), or which obligate policymakers
to borrow for certain purpose such as capital investments
expenditure rules may set limitations on total or recurrent government spending either in
absolute terms, growth rates or as a percentage of GDP
revenue rules aim to establish either ceilings on revenues in absolute terms, or limits on
allowable revenue inflows in terms of growth rates or as a share of the economy.150

These numerical targets may be accompanied by procedural changes to budget preparation and
presentation with the objective of enhancing transparency, accountability and sound fiscal
management.
The sectoral coverage or comprehensiveness of fiscal rules represents another key ingredient in the
design of these institutional frameworks. Fiscal rules should be based on indicators that are applied
across as many institutional sectors of government as possible. This diminishes the incentive for
policymakers to shift additional fiscal activities to sectors not subject to a non-comprehensive rule.
Fiscal rules may also be differentiated on the basis of whether they are enshrined in constitutional or
statutory legislative provisions, or specified as a government policy. It is generally agreed that fiscal
rules should be inserted into constitutions wherever possible, as it increases the political costs of
rule violation as well as reduce the ability of a legislature to repeal the rule at a later date.151
In general terms a useful checklist for the design and evaluation of fiscal rules may include the
following considerations:





150

Broad scope: Does the rule have a broad scope, or does it focus on a small part of the budget so
that it does not address the overall fiscal integrity of a government?
Few and high-hurdle escape clauses: Are legislators permitted to waive the rule for any reason,
or are there strict requirements for waiving a rule?
Limited accounting discretion: Does the rule anticipate inevitable attempts to circumvent it
through the creation of new spending or revenue categories?
A credible enforcer: Is the individual or group charged with enforcing a rule going to be a faithful
arbiter, or is the enforcer likely to have an incentive to permit violations?

International Monetary Fund, 2009, ‘Fiscal Rules – Anchoring Expectations for Sustainable Public Finances’,
Fiscal Affairs Department, p. 5.
151
David M Primo, 2010, ‘Making Budget Rules Bite’, George Mason University Mercatus Center, Paper No. 72.
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Limited enforcement discretion: Does the rule give the enforcer clear guidelines in the event of
violations, or is the rule vague enough that violations can be ignored with creative
interpretations?
Rule embedded in a constitution: Is the well-designed rule embedded in a constitution, thereby
creating a ʻlock-inʼ effect and also increasing the political costs of violations?152

6.2.2

What are the benefits of fiscal rules? Theoretical and empirical perspectives?

Theoretical developments in the public choice approach to economics arguably provide the most
comprehensive rationale for fiscal rules. It is conceived that in democratic societies there is a
tendency for political actors, such as politicians, bureaucrats, special interest groups and even
certain voters, to prefer budget deficits over balance or surplus. This phenomenon, in turn, is
centred about a fundamental asymmetry between the political implications of government
expenditure and taxation.
As explained by the founder of the public choice school, economist James Buchanan:
ʻbeneficiary groups, recipients of direct transfers or of governmentally financed programs, tend to be
concentrated, organised, and capable of exerting influence over elected politicians. By contrast, taxpayer
groups, those who pay taxes, tend to be widely dispersed and, indeed, tend to include almost everyone due to
the fact that taxes are general rather than specific. As a result of the asymmetry, it becomes easier to get
political decision makers to expand budgets than to contract them.ʼ153

Further, the fiscal interests of future generations of taxpayers, including children and the unborn,
are not sufficiently represented in the political decision-making process. This provides an incentive
for political representatives to borrow in order to finance government spending, and shift the
responsibility for repaying the principal and interest of public debt to future taxpayers who cannot
politically consent to the borrowing activities. To again quote Buchanan:
ʻthe most elementary prediction from public choice is that in the absence of moral or constitutional
constraints democracies will finance some share of current public consumption from debt issue rather than
from taxation and that, in consequence, spending rates will be higher than would accrue under budget
balance.ʼ154

Even if politicians wish to maximise current and future economic welfare, including by maintaining
parsimony in the overall size and scope of government, they may be unable to credibly commit to a
stance of fiscal sustainability into the future. This phenomenon is known in the economics literature
as the ʻtime inconsistencyʼ problem.
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Consider the scenario in which there exists two political parties -a fiscally responsible incumbent
presiding over a balanced budget, and a spendthrift opposition - vying for voter support in advance
of a general election. With the opposition gaining widespread electoral favour because of its
spending promises, the incumbent finds itself under intense political pressure to forgo its austerity
program and increase spending to regain lost support. Motivated by the desire to retain office in a
politically competitive environment, the incumbent effectively relaxes its fiscal policies transitioning
the government budget into deficit.
In other words, the possibility of a government being unable to retain fiscal integrity on a consistent
basis also justifies the need for rules to enforce budgetary discipline, both in the present and the
future.
Apart from the crowding out effects of budget deficits and public sector indebtedness, and the
adverse efficiency consequences of tax-and-spend fiscal profligacy, there are additional conditions
that may call for the establishment of fiscal rules by lower levels of government.
One of the key economic justifications for federal systems of government is that the actual or
potential exit of capital or skilled labour from given jurisdictions will encourage subnational
governments to provide fiscal packages of taxes and spending consistent with the preferences of
citizens.
However, as discussed in Chapter 2, in practice it is conceivable that there are relatively weak
Tiebout-exit impulses within a federal system, especially one in which revenue-raising powers are
heavily centralised. The imposition of explicit fiscal rules by state (and local) governments may
therefore serve as an imperfect corrective for the observed lack of mobility.
In addition, the limitations of macroeconomic policies in promoting economic growth and market
productivity - as evidenced both in Australia and across the OECD in recent years - tend to become
magnified at lower levels of government.
Specifically, it is possible that state governments do not fully account for the national economic
implications of their fiscal decisions. For example, ʻhigher public spending could have adverse
spillover effects on the rest of the economy. Financed through subnational borrowing, it may affect
lending conditions for other public and private agents. Financed by higher taxes, it can undermine
incentives to work and invest.ʼ155
In federal systems of government there may be an implicit expectation that the central government
would bail out lower levels of government during periods of economic difficulty.156 In countries with
a significant degree of vertical fiscal imbalance, such as Australia, states and local governments also
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have a more limited capacity to repay the proceeds of their public sector debt through the use of
own-source revenues.157
To summarise, in the absence of fiscal rules concerning the management of budgets and the ability
to borrow from financial markets, there may be a heightened risk in the form of undisciplined fiscal
conduct at the sub-national level.
A voluminous empirical literature, particularly in the United States, has shown that certain
sub-national fiscal rules with strong design and enforcement properties can be effective in
containing the growth of state and local public sectors.
In one of the first panel data studies controlling for population and income factors affecting
spending, Elder found that TELs significantly reduced the growth of US state governments.158
A study by James Poterba explored how US state fiscal institutions and political circumstances affect
the dynamics of state taxes and spending during periods of short‐term fiscal crises. He found that
‘[s]tates that impose relatively tight constitutional or statutory rules on their legislative and
executive branches, rules that make it more difficult to run fiscal deficits, experience more rapid
fiscal adjustment when there are fiscal shocks.ʼ159
Stansel compared state spending growth rates with TELs to the US national average, both before and
after the passage of TELs.160 It was found that state expenditure of 0.8 per cent above average
before TEL implementation and 2.9 per cent below average after passage. When comparing states
with and without TELs, Stansel estimated there was a 5.3 percentage point reduction in the level of
per capita state expenditure in TEL jurisdictions.
Reuben addressed the issue that earlier studies critical of the impacts of TELs may have had biased
results. Using a model with instrumental variables to separate the impact of TELs from changes in
voter preferences, it was found that spending declines by 1.8 per cent as a result of TELs.161
Bails and Tieslau incorporate a range of fiscal institutions, including TELs and balanced budget
requirements, in their panel study to find that real per capita state and local expenditures in TEL
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states were $42 lower than in states without TELs. In states with both TELs and balanced budget
rules, spending was reduced by $135 on a per capita basis.162
More recent studies in the US have refined the empirical analysis by accounting for differences in
TEL design. Based on this type of analysis, New found that TELs passed by voter initiative, which limit
increases in revenue and spending to the sum of inflation and population growth, and that
immediately return surplus funds to taxpayers tend to be more effective in reducing government
spending and upholding fiscal discipline.
Bae and Gais undertook an econometric analysis of the implications of TELs on state‐local
expenditures and revenues from 1977 to 2000. They found that ‘state‐level TELs significantly reduce
the overall level of state and local spending (when spending is adjusted for inflation and state
population). This effect is stronger when TELs are stringent and restrictive in the state and local
budgetary process: for example, when they become part of the state constitution, or when they limit
revenue or spending growth to slow‐changing indices, such as population growth plus inflation.’163
In a survey of various fiscal rules and other restraints on US public sector activity, Krol found that
‘TELs can slow the growth of government’ and that ‘TELs linked to expenditures also reduce
borrowing costs on public debt’ by promoting credibility in financial markets.164
Another survey of US state fiscal rules indicates that government expenditures grew by 8.8 per cent
between 1992 and 2006 in states with a constitutional TEL, 9.8 per cent in states with a statutory TEL
and 9.9 per cent in states with no TEL. In other words, a constitutional limit reduced spending
growth by ten per cent compared with a statutory limit or no limitation.165
American economist Matthew Mitchell, based at the George Mason University Mercatus Center, has
examined the size of budget gaps for US states and the existence of explanatory factors driving these
outcomes.
One of these factors is the presence of a strict balanced budget requirement. After performing
regression analyses, Mitchell concluded that ‘when state legislators constrain themselves by
adopting such a rule, they end up encountering significantly smaller budget gaps. The model
estimates that those states with a strict balanced budget rule encountered budget gaps that were 8
to 10 percentage points smaller than the average.’166
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6.2.3

What kinds of fiscal rules have been implemented in practice?

The Australian states and territories have developed fiscal responsibility legislation or guidelines
concerning the conduct of their fiscal policies. The South Australian government budget lists a small
number of fiscal policy targets: achieving a net operating surplus by the end of the forward
estimates (2015-16); once surplus is achieved operating expenditure growth is to be limited to trend
growth in household income; and that the general government net debt-to-revenue ratio be set to a
maximum of 50 per cent over the forward estimates.167
In other OECD countries with federal systems sub-national governments have similarly implemented
fiscal rules applicable to revenue, expenditure or debt. Such regimes have tended to be applied most
comprehensively in Canadian provinces and American states, with the Colorado Taxpayersʼ Bill of
Rights (TABOR) system widely held to be the most comprehensive of North American sub-national
fiscal rules (Box 6.1).
Box 6.1: The Colorado Taxpayersʼ Bill of Rights
In 1992 Colorado voters approved the Taxpayersʼ Bill of Rights (TABOR) state constitutional amendment
(found in Article X, Section 20 of the Colorado constitution), which became effective in fiscal year 1993-94.
Under TABOR growth in state and local expenditure are pegged to inflation plus population growth, with any
revenue collected in excess of the limit refunded to taxpayers. All tax increases must be approved by voters, as
well as any proposals by the state to keep and use the funds it collects over the limit.
The operation of TABOR has been heralded in some quarters as a factor contributing to an improvement in the
stateʼs fiscal performance.
State revenues and spending grew about twice as fast in the ten years prior to TABOR passing as they had to
2005, and the share of state-local expenditure to GDP fell from 16.4 per cent in 1992 to 15.6 per cent in 2002.
From the introduction of TABOR more than US$3 billion in surplus revenue has been returned to taxpayers.
Under the fiscal rule regime, Colorado has also reduced state income tax, sales taxes and other taxes such as
the business property tax.
Despite the successes of TABOR there have been some weakening of its provisions in recent years. In 2005
Colorado voters approved Referendum C, which allowed the state to retain and spend revenues in excess of
the TABOR limit from 1 July 2005 to 30 June 2010. Under Referendum C the state retained US$4.4 billion in
excess of the limit.
In addition, under Referendum C the so-called ʻratchet effectʼ was eliminated in which the TABOR limit resets
to a new, lower amount if revenues decline, say, during a recession. It had been argued by the critics of TABOR
that this effect, if left uncorrected by Referendum C, would obligate policymakers to reduce government
expenditures to a new, permanent low.
Further, after the five-year TABOR suspension period expires, annual growth in state revenue was recapped at
the highest level of revenue received in any one year during this five-year period (adjusted for changes to
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population and inflation). This ʻExcess Revenue Cap,ʼ which removed the ratchet effect, resulted in Colorado
retaining US$0.8 billion of revenues in excess of the TABOR limit in 2010-11.
The operation of TABOR has been heralded as a factor contributing to an improvement in the state's fiscal
performance. State revenues and spending grew about twice as fast in the ten years prior to TABOR passing, as
they had to 2005. State and local expenditure as a share of gross state product fell from 17.3 per cent in 1992
to 16.9 per cent in 2008.

6.2.4

What would a South Australian fiscal rule regime look like?

In this paper indicative estimates are provided of the budgetary effects for the South Australian
state-local public sector of the following expenditure growth rules:




Real per capita rule, whereby total expenditure is capped to inflation plus population growth.
Economic growth rule, whereby total expenditure is capped to real gross state product.
Economic growth 'minus x' rule, whereby total expenditure is capped to real GSP minus a factor
of ʻxʼ determined ex-ante by the state government. In this paper it is assumed that South
Australia applies a factor of x equal to one.

Complementing each of these rules is a strict balanced budget rule applied on an annual basis,
together with ex-post adjustments for excess revenues collected or expenditures undertaken.
If total revenues acquired by the state-local public sector are in excess of expenditures under each
rule, the surplus revenue must be refunded to taxpayers (in an equi-proportional or other
appropriate manner). Alternatively, if spending under each rule exceeds total revenue then state
and local policymakers would be obliged to implement additional reductions in expenditure, say,
within a period of three to four months (and, as discussed below, may be penalised for breaches of
the balanced budget rule). In other words, there is no carry-over provision for budget surpluses or
deficits.
Figure 6.1 shows actual revenues and expenditures by state and local governments in South
Australia from 2003 to 2011, and the expenditure paths of the state-local public sector when various
spending growth caps are applied during this period. Under these scenarios taxpayers would have
received cumulative tax rebates of between $5.8 billion and $10.2 billion.
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Figure 6.1: Actual and alternative revenue and expenditure under various state-local fiscal rules
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Australian state government have enacted a variety of legislative rules and policy guidelines with
respect to the amount of net debt that may be appropriately incurred by public sector entities, or
rules governing the use of funds borrowed by governments from capital markets.
The South Australian budget papers outline a set of medium to long term fiscal targets to be met by
the state government, which also serve as performance indicators against which the government's
fiscal policies can be assessed. Among the targets is a commitment to ʻachieve a level of general
government net debt that remains affordable over the forward estimates - a maximum ratio of net
debt to revenue of 50 per cent.ʼ168
Complementing rules implemented by states in relation to their management of borrowings and
debt, the Australian Loan Council comprised of commonwealth and state treasurers meet annually
to nominate their net financing requirements from capital markets. Whereas strict borrowing limits
applied to state and local government borrowings until the 1990s, the current regime emphasises
the need to maintain public transparency towards taxpayers and financial markets as a means of
ensuring fiscal sustainability.
As noted above, however, strong growth has been recorded in recent years in relation to South
Australian state and local government net debts, and available budgetary projections suggest a
continuing ratcheting up in debt (at least at the state level). This phenomenon suggests that it is
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desirable to strengthen existing rules limiting both the potential for governments to expend on
inefficient programs which may crowd out private sector activities, and the exposure of future
generations of (non-consenting) taxpayers to the burden of repaying debts.
To achieve more effective financial management, the state could impose a rule that places an upper
limit upon the amount of gross debt incurred by themselves and their local governments, as a
percentage of GSP. Given the relatively narrow tax and revenue bases of state-local governments to
fund debt servicing costs, state and local governments could reasonably cap their total public sector
debt at a maximum of, say, ten per cent of GSP. If governments reach their gross debt ceiling, they
would need to amortise some of the debt stock through a period of fiscal consolidation.169
6.2.5

How might the fiscal rules be enforced?

Political incumbents may attempt to circumvent the effectiveness of fiscal rules, either by
capitalising on pre-existing limitations (or ʻloopholesʼ) of rule design allowing for significant growth
of government, or weakening, through constitutional or legislative means, existing fiscal rules in
place.
Alongside vigilant observation by the electorate to ensure that government adheres to the fiscal
rules, appropriate enforcement of the rules (including penalties for violation of the rules by
politicians and government officials) is indispensable to minimise the prospect of political shirking of
the terms and conditions of the rule regime. This, in turn, should ensure the integrity of the rule
system in place and help maintain public support for measures to constrain the growth of the public
sector at the state and local levels.
In recent years a number of proposals to establish Parliamentary Budget Offices or similar have been
suggested at the state level to, in effect, ʻdepoliticiseʼ the preparation of budget documentation,
including establishing the key economic and fiscal assumptions that form parameters about revenue
and expenditure forward estimates.
This paper takes such proposals one step further. It is proposed that a small statutory agency,
operating at arms length from governments, should be established with the responsibility for
monitoring and enforcing political compliance with fiscal rules, and with underlying accounting and
procedural standards, by state and local government in South Australia.
Drawing upon the work of other statistical and economic policy agencies, the fiscal rule authority
would determine ex-ante the rule parameters - in other words, actual changes in GDP growth,
inflation or population growth, or other - that are forecast to transpire over the forward estimates
period. This would enable South Australia's state and local governments to determine their own
revenue and expenditure policy priorities within the fiscal rule framework for a period to three or
four years ahead.
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At the end of each fiscal year, the fiscal rule agency would also determine the fiscal rule parameters
to have applied ex-post for that year. This determination would then be used by governments as the
basis for any subsequent adjustments required - for example, the issuance of revenue rebate
cheques or additional spending reductions -to budgets to ensure adherence to the rules.
In addition to these ex-post fiscal adjustments, the agency may also be charged with imposing
penalties upon politicians and senior government officials for rule violations. In some sub-national
jurisdictions, such as British Columbia, the remuneration of politicians and officials could be reduced
for a period of time if critical fiscal rule provisions are not met.170
Consistent with the objective of fiscal rules to maintain expenditure parsimony, it is not anticipated
that the establishment of a fiscal rule agency would be prohibitively expensive. By way of example,
the Colorado Office of the State Controller, which is responsible for ensuring TABOR compliance
among state and local public sector entities (and other budgetary compliance functions), is
maintained on an annual budget of some US$10 million.171
6.3

‘No taxation without information:’ Greater transparency to help counter fiscal illusion
problems172

6.3.1

Why is greater fiscal transparency required?

The essential economic argument in favour of greater fiscal transparency is that such initiatives
would play a role in ameliorating the extent of ‘fiscal illusion’ experienced by the taxpaying public. In
simple terms, fiscal illusion may be defined as the misperception of the actual costs and benefits of
government expenditures and taxation by citizens.
Writing in the early twentieth century the Italian economist Amilcare Puviani asked ‘if the ruling
group desires to minimise taxpayer resistance for any given level of revenues collected, how will it
set out to organise this fiscal system?’ Puviani answered that the actions of government could best
be explained by the hypothesis that government acts to hide the true burden of taxes from the
public, and to magnify the benefits of public expenditures. With voters likely to exhibit downward
biases in their subjective assessments of the true costs of public sector taxes and services, they are
likely to demand a greater size of government than would otherwise be the case.
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Developing Puviani’s original intuition, James Buchanan explained that ‘political agents find it in their
interest to modify the fiscal consciousness of citizens.’173 According to Buchanan, the phenomenon
of fiscal illusion is particularly prevalent in the revenue-raising system in four guises.
The first concerns the use of state-owned property to finance government operations, thus
preventing the individualisation of net opportunity costs. The second is to use indirect rather than
direct taxation, making an appreciation of the private portion of consumption expenditures more
difficult for the taxpayer. Third, the government can raise revenue by means of inflation (i.e.,
currency creation) weakening individual perceptions of his or her share of the costs of public
expenditures. Finally, taxpayers can misperceive their costs of government services when politicians
initially claim programs are temporary when, in fact, they subsequently persist for a lengthy period
of time.174
Fiscal illusion may also be prevalent on the expenditure side of the government’s revenue-spending
nexus, with voters again tending to reach erroneous conclusions that the size of the public sector is
too small. Anthony Downs considers the potential results of the complexity inherent in the tax
system, where information costs cause rational individual voters to be ignorant of specific aspects of
public sector spending. Downs argues that remote government benefits will tend to be less apparent
than indirect taxation. Accordingly, a vote-maximising government will keep its expenditures at a
‘suboptimally low’ level as assessed against public preferences under perfect information.175
Buchanan notes that illusions concerning the true costs of government expenditures can be
generated as a result of the budget-determination process:
‘the taxpayers, through their representatives, have always demanded the right to approve taxes independent
of and in advance of the demand for the right to make appropriations. And, even where the right of making
appropriations has been won from executive authorities, the specialisation of modern budgets prevents
genuine control from being exercised. This provides the executive authority, the government, with an excellent
opportunity to use fiscal illusions in the securing of legislative approval. For this reason, the executive tries to
keep the budget as complex as is possible, while fostering the belief among the taxpayers that they are
participating effectively in the control of spending.’176

The existence of federal systems of government, in which responsibilities for taxation and
expenditure are assigned to either central, state or local governments, potentially provides another
avenue in which fiscal illusion can arise.
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In one respect, taxes do not directly observe, and hence misperceive, the flows of grants from higher
levels of government to lower levels of government which, in turn, leads them to systematically
underestimate the ‘tax-price’ of local spending. Such misperceptions have two widely recognised
effects. The first, the ‘overspending effect,’ maintains that governmental expenditures are greater
under fiscal illusion than under perfect information. The second, the ‘flypaper effect’, predicts that
increases in intergovernmental grants tend to stimulate more local public spending than do
comparable increases in taxpayer incomes.177
While fiscal illusion is, in part, created through the structure and timing of taxes and expenditures
implemented by governments, the aim of greater fiscal transparency is to erode some of the
misperceptions of tax and spending costs by the general public through the provision of greater
information about the state of public finances.
Consistent with these economic explanations favouring greater fiscal transparency, it is commonly
argued that transparency is also required to promote greater efficiency and accountability in public
administration:
‘it is a fundamental principle of good governance that effective public administration requires accountability,
transparency, and the full disclosure of government expenditure. Governments that can obscure programs and
hide spending are a powerful obstacle to efficient administration, and can provide excuses for fiscal
malfeasance. Transparency in government not only exposes the existence of waste, but promotes
accountability between lawmakers and citizens: As taxpayers fund every expenditure made by governments, it
should go without saying that they ought to know exactly how governments spend their hard-earned tax
dollars.’178

Further, governments that are prepared to open their budgetary and fiscal conduct to
parliamentary and public scrutiny would also help reduce corruption within the layers of the
public sector.
In no small part, the suppression of corruption may be achieved because citizens would be able
to bring questionable expenditures to the attention of the media or their local politicians,
officials would be able to better monitor how agencies spend appropriated funds, and the police
could use the disclosed expenditure information to discover and track financial fraud within the
public sector.
In the event that fraudulent activities do occur, the increased scrutiny deriving from fiscal
transparency increases the probability that they would be discovered early, creating
disincentives for such fraud and resulting in fewer future instances of malfeasance. For example,
it is highly likely that the $1 million in printer cartridges allegedly purchased by South Australian
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government departments at inflated prices, in exchange for personal benefits, would not have
transpired if a robust regime of fiscal transparency had been in place.179
Although governmental spending directed towards special interest groups or general
communities in marginal electorates are routinely approved by parliament, greater fiscal
transparency promises to deliver greater public scrutiny of such expenditures, in turn providing
a deterrent to spending providing concentrated, rather than generalised, benefits.
6.3.2

How are governments using the internet to promote fiscal transparency?

In March 1989 Timothy Berners-Lee wrote a memorandum proposing hypertext links for
electronically stored research documents, inventing a standardised system of electronic tags to
direct the hyperlinks from one research document to another, and specifying the documents' format
and structure. This system was named HTML, and spawned what is now commonly referred to as
the world wide web.
In the decades that followed, the private sector has readily embraced the use of technology for
sharing information, with the creation of new online languages and tools such as RSS allowing data
to easily flow between users, eliminating manual transcription, and spurring further innovations
including in the realms of finance and commerce.
Despite these advances in technology the public sector has tended to lag considerably behind the
private sector in using these tools as a means of enhancing the accessibility and transparency of
their fiscal operations to taxpayers and the general public.
In the United States federal and state governments have taken the lead in creating online searchable
databases for government spending and taxation.
In 2006 federal Democratic (including future President Barack Obama) and Republican Senators
introduced a Federal Funding Accountability and Transparency Bill, mandating the full disclosure to
the public of all entities or organisations receiving federal funds over US$25,000 as of 2007 and
charged the Office of Management and Budget with what became the online portal
USASpending.Gov.
The Bill, which passed both the Senate and House of Representatives unanimously in the same year,
enabled the development of the website which contains search options for taxpayers and other
interested parties to investigate by area, by agenda, or types of spending, and, crucially, includes
non-contract expenditure such as grants. Further legislative amendments have strengthened the
website into effectively a full transparency portal.
As part of its $US760 billion stimulus package, the Obama administration established a website
Recovery.gov enabling people to record the progress of fiscal stimulus spending and evaluate the
outcomes of the expenditures.
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Most of the American states provide online fiscal transparency websites, with varying degrees of
accessibility.
The
Texas
ʻWhere
the
Money
Goesʼ
transparency
website
(http://www.texastransparency.org/moneygoes/) is acknowledged by some experts as arguably the
best quality online fiscal transparency portal provided by US states (Figure 6.3). The site provides
information on expenditures by agency, functional category, purchase code, vendor, and payments
for travel expenses and transportation infrastructure. It also provides details on spending by funding
source, and variations between estimated and actual expenditures.
Figure 6.3: Texas ʻWhere the Money Goesʼ website

Source: http://www.texastransparency.org/moneygoes/.

The
Louisiana
Transparency
and
Accountability
ʻLaTracʼ
website
(http://wwwprd.doa.louisiana.gov/LaTrac/portal.cfm) provides expenditure data on a state-wide or
agency-wide basis and details of expenditures devoted to higher education and transport, as well as
information on revenue collections and forecasts. The portal provides details of agency objectives
and tracks their performance against these objectives over time. It also contains separate search
sections for contracts, grants, fiscal stimulus funding and economic development incentives.
The Massachusetts transparency website also provide searchable details of state government
revenues and spending, as well as those of local government. Recent improvements to the fiscal
transparency website include an ʻOpen Checkbookʼ facility allowing users the ability to monitor state
government expenditures in almost real time (Figure 6.4).180
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Figure 6.4: Massachusetts ʻOpen Checkbookʼ website

Source: http://opencheckbook.itd.state.ma.us/analytics/saw.dll?Dashboard

Missouriʼs ʻTrack Your Tax Dollarsʼ Accountability Portal publishes spending by agency, contract or
vendor, tax credit, and the amount of funds received from the US federal government. It also
discloses information on the amount of pay received by public sector employees in that state
(Figure 6.4).
Figure 6.4: Missouri ʻTrack Your Tax Dollarsʼ website

Source: http://mapyourtaxes.mo.gov/MAP/Employees/.
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In addition to merely shining the light of transparency on public sector expenditure and
revenue-raising activities, fiscal transparency websites have been credited with identifying, and
indeed rectifying, instances of wasteful government operations.
In Texas the State Comptroller was able to use the transparency website to identify US$4.8 million in
savings as a result of more efficient administrative practices. The website has also saved the Texas
government money by identifying opportunity to reduce costs through control renegotiation - for
example, the state renegotiated its photocopier machine lease to save $33 million over three years,
as well as renegotiate prison food contracts to save over $15 million.181
In Massachusetts the availability of searchable online data on government fiscal activities has led to
considerably fewer Freedom of Information requests, with savings of $3 million in postage, paper
and printing associated with FOI requests alone.
While there have been some minor developments along the path of online fiscal transparency in
Australia, there remains a substantial gap in the availability of information which Australian
governments need to close if they are to become fully accountable to citizens for their spending,
taxing and borrowing decisions.
In 2009 the commonwealth government commissioned the Government 2.0 Taskforce, which
recommended ʻusing technology to increase citizen engagement and collaboration in making policy
and providing service' as part of achieving a 'more consultative, participatory and transparent
government.ʼ182 In the same year the government commissioned another report, with regard to the
reform of the Australian Public Service. A key recommendation of the report was to ʻmake public
sector data available to the wider public in a manner consistent with privacy and secrecy laws.ʼ183
Subsequently the government has introduced the data.gov.au website, designed to ʻprovide an easy
way to find, access, and reuse public datasets from the Australian Government and state and
territory governments.ʼ While the website provides links to a wide range of social and environmental
publications, the amount of fiscal data available is extremely limited.
During the 2008-09 global financial crisis the commonwealth produced a website showing
searchable details of its fiscal stimulus expenditures - including the Building the Education
Revolution program, housing and transport infrastructures, and community infrastructure grants - in
various geographic locations around Australia. This website still exists however the online searchable
expenditure database facility have been removed.
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The South Australian government provides limited expenditure or taxation data, of a disaggregated
nature, online. The state budget papers are available in PDF format at the Department of Treasury
and Finance website, while agency annual reports are available at the various relevant websites.
However these documents tend not to be user friendly, with no provision for taxpayers to
manipulate financial management data suited to their own information requirements.
The state government has launched an ʻSA Tenders and Contractsʼ website providing online
information on public procurement opportunities as well as details of awarded contracts for goods,
services and works.184 This could represent an important element of a much more comprehensive
fiscal transparency website covering all aspects of fiscal operations by South Australian state and
local governments.
6.3.3

What issues need to be considered when establishing an ʻOpen Books South Australiaʼ
website?

The availability of an ʻOpen Books South Australiaʼ fiscal transparency website has the potential to
reduce fiscal illusion among taxpayers by illuminating spending and taxation trends at a
disaggregated level, and can expose to the general public the activities of government that reflect a
range of fiscal pathologies ranging from pork-barrelling by politicians in efforts to win favours from
special interests through to outright corruption.
While the provision of all South Australian state and local government fiscal data online will
represent a significant step forward, the provision of scattered information for its own sake will do
little to serve informing taxpayers about the state of the public sector books. Accordingly a growing
literature has been devoted to identifying the key features of transparency websites likely to most
effectively assist taxpayers in their assessment of the nature and condition of state-local public
finances:








184

comprehensive: the website must provide information that is both detailed and broad in
coverage, and include user-friendly search capabilities on all current expenditures and revenue
raising by state and local governments (including their statutory bodies and other entities). It
should include detailed information on contracts with private entities, grants, and subsidies, as
well as direct spending by departments and agencies;
one-stop shop: taxpayers should be able to access comprehensive information about the fiscal
activities of government, and its entities, from a single website;
one-click searchable and downloadable: the website should be easily searchable, with advanced
search and sort functions enabling taxpayers to navigate and manipulate complex data with a
single click of a mouse;
formatting: the data available on the website should be presented in a manner amenable to its
effective use;
low data inclusion threshold: a small (say, $10,000 and over) or no threshold should apply to
which individual expenditure or revenue information item should appear on the website;

https://www.tenders.sa.gov.au/tenders/index.do.
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frequent updating: given the changing financial circumstances of government it is imperative
that the website be updated regularly, on a daily if not real time basis;
historical information: to make comparisons of data over time it is essential that historical
expenditure and tax information be included on the fiscal transparency website; and
feedback: users should be allowed to provide feedback to the agency responsible for
administering the website, and provisions could also be made on the website for moderated
comments to be presented publicly.

A recent evaluation of US state fiscal transparency websites, focussing mainly upon the
comprehensibility criterion, found the websites provided by the state governments of Texas,
Kentucky, Indiana, Louisiana, Massachusetts, West Virginia and Arizona to have user-friendly
transparency portals that contain comprehensive information on government expenditures.185
A practical consideration surrounds the costs of developing and maintaining a comprehensive fiscal
transparency website for South Australia. The available evidence from the United States suggests
that the establishment costs are relatively miniscule, ranging from less than $2,000 (Wyoming) to
about $540,000 (Massachusetts). The annual operating costs are typically considerably less than the
initial establishment costs.
6.4

State taxation reform to promote economic competitiveness and fiscal independence

6.4.1

Why is state taxation reform important?

In modern societies governments compulsorily acquire revenue from a number of sources in order
to fund the production and provision of certain goods and services - such as justice and policing,
education, health and transportation.
Taxation represents a key element in the revenue-raising armoury of modern government.
According to the latest estimates provided by the South Australian Treasury, the state government
expects to raise about $4 billion in taxation revenue this financial year.186
A recent study by PricewaterhouseCoopers showed that a business operating in South Australia
could potentially be subject to a maximum of 18 taxing points,187 and it is conceivable that most
individuals in the state would invariably encounter a number of state taxes during the course of a
year. The major taxing bases utilised by the South Australian government are as follows:
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payroll tax - a tax levied on employers and based on wages paid or payable (including non-cash
fringe benefits and employer superannuation contributions in most states) to employees;
land tax - a tax levied on the unimproved value of selected categories of land held as at a
particular date;
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land transfer duty - a tax levied on the transfer of non-residential commercial (and residential)
property, paid by the purchaser and based on the sale price (or value, if higher) of the property;
insurance duty - a tax levied on a variety of insurance policies, generally based on the annual
premium;
motor vehicle registration duty - a tax on the value of a vehicle payable on the application to
initially register a motor vehicle or the application to change the name of the registered owner;
gambling taxes - taxes are imposed on wagering (such as betting on horses or sports), gaming
machines, casino gambling and lotteries, usually on the basis of player loss, the value of bets
placed or the revenue of the gaming operator.188

In addition, the state government imposes a variety of fees, charges and fines, as well as royalties
associated with the production of mineral commodities.
It is generally difficult for the average citizen to separate tax fiction from fact. However from an
economic perspective, it is incontrovertible that the cost of taxation on the community is much
greater than that implied by the transfer of direct funds from businesses and individuals to
governments for subsequent public expenditure.
As explained in the public economics literature, taxes either raise the cost of, or lower the return to,
the taxed activity, thus distorting choices in the market as economic agents seek to minimise their
tax liability by substituting away from activities taxed at higher rates to those taxed at lower, or no,
rates. These economic costs are known as the ‘deadweight cost’ or ‘excess burden’ of taxation.
Indeed, as the public sector expands the increased taxes induce additional distortions to economic
decision-making.
Consider, for example, the impact of taxes on capital. Taxation can affect the cost of capital, or the
hurdle rate of return that a project must meet in order for the entrepreneur to undertake it. When
returns from a project are taxed then the project must earn an even higher return for it to be
considered a worthwhile investment. A tax on investment thereby reduces the number of viable
projects that would proceed in a competitive market.
In addition, the imposition of a tax may reduce the potential cash flow to an entrepreneur which in
turn affects investment decisions. Specifically, to the extent that liquidity constraints exist in
financial markets, a tax on capital could lead to a reduction in the demand for capital.
The long run economic consequences of taxation under this scenario are clear, given the importance
of business investment in promoting growth and economic development.
The excess burden of taxation is not the only additional cost rendered by the taxation system. Other
costs include administrative costs, compliance costs, enforcement costs and ‘rent-seeking’ costs
associated with resources spent by individuals and businesses lobbying politicians and bureaucrats
to avoid tax (both in an ex-ante and ex-post sense).
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State taxes have long been the target of pointed criticism in terms of their relatively poor efficiency
properties. These criticisms are supported by empirical studies revealing significant inefficiency costs
associated with selected state taxes.
In a commissioned study for the Business Coalition for Tax Reform, the Allen Consulting Group
quantified the economic effects of the removal of the most inefficient state taxes - conveyance
duties, insurance taxes, fire services levies, and developer contributions and infrastructure
charges.189
Using a computable general equilibrium model, and assuming that the elimination of these taxes will
flow through to consumers in the form of lower prices, both production costs decline and real wages
increase. It is estimated that, as a consequence of these beneficial changes flowing through to
investment and consumption, GDP will increase in the long run by $17.8 billion (or 1.6 per cent),
with about 90 per cent of the total increase in GDP derived from the abolition of stamp duty and
insurance taxes alone.
In its submission to the October 2011 federal Tax Forum, the Insurance Council of Australia attached
a study undertaken by Deloitte Access Economics on the relative efficiency of selective taxes.190 As
illustrated in Figure 6.5, stamp duties on motor vehicles, insurance taxes and conveyance duties are
amongst the most inefficient of taxes imposed by the states and territories.
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Figure 6.5: Detailed efficiency rankings of state taxes, and commonwealth income tax

Taxes ranked from least to most efficient relative to personal income taxation.
Source: Deloitte Access Economics, 2011, 2011 Analysis of State Tax Report, Report for Finance Industry Council of
Australia.

The commonwealth Treasury commissioned KPMG and Econtech to assess the efficiency
implications of the Australian taxation system.191 The March 2010 report indicates that a number of
major state taxes, such as stamp duties, motor vehicle taxes, insurance taxes and payroll tax, impose
relatively high marginal excess burdens upon economic activities (Table 6.1)
Table 6.1: Marginal excess burdens of selected state taxes
Tax
Marginal excess burden
Land tax
8
Stamp duties (other than real
18
property)
Conveyancing stamp duty
34
Motor vehicle stamp duty
38
Payroll tax
41
Insurance taxes
67

Marginal excess burden rating
Low
Medium
High
High
High
Very high

Marginal excess burden expressed in terms of cents of consumer welfare per dollar of revenue.
Source: KPMG-Econtech, 2010, CGE Analysis of the Current Australian Tax System, Study commissioned by Australia's
Future Tax System Review Panel.
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A March 2009 study by the Centre for International Economics (CIE) for the Business Coalition for
Tax Reform (BCTR) modelled the economic impacts of three policy scenarios involving the reduction
or elimination of the some of the most inefficient state taxes (Table 6.2).192
Table 6.2: State tax reform simulations in CIE study

Assuming the removal of stamp duties on financial transactions and on non-real non-residential property in accordance to
the original Intergovernmental Agreement timetable.
Source: Centre for International Economics, 2009, State business tax reform: Seeding the tax reform debate, Report for
Business Coalition for Tax Reform.

The CIE research suggests that state tax reform would increase gross domestic product (GDP) in the
long run, compared to a no-change scenario, by 0.6 per cent (Scenario 1), 0.4 per cent (Scenario 2)
and 1.7 per cent (Scenario 3). All three tax change scenarios would also raise private sector
investment, which is in itself a key determinant of long run economic growth.
6.4.2

What kind of state taxation reform?

In 2000 the commonwealth and state governments agreed to a revenue-sharing arrangement in
which proceeds of the GST, imposed and collected by the commonwealth government, would be
disbursed in full (less administration costs) to the states and territories. In exchange for access to
this revenue source, the states agreed to abolish a range of inefficient transaction-based taxes.
The South Australian government has abolished some of its own-source taxes, such as debits tax, as
part of the introduction of the GST. However, in contravention with the original Intergovernmental
Agreement on the Reform of Commonwealth-State Financial Relations, the South Australian
192
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government continues to impose stamp duties on non-quotable marketable securities and non-real
property transfers. As explained by the government in its Budget papers:
ʻThe abolition of stamp duty on non-quoted marketable securities and non-real property transfers will be
deferred until budget circumstances allow. The government had previously announced that stamp duty on
non-quoted marketable securities would be abolished from 1 July 2012 and that stamp duty on non-real
property transfers would be abolished from 1 July 2013. The government will monitor its fiscal position and
will reschedule the abolition of these taxes once general purpose revenues have improved to a level that
enables tax relief while maintaining a fiscally-responsible budget position.ʼ193

In addition to calls for the South Australian government to adhere to its tax reform agreement,
policymakers, academics, business and community groups have advocated a variety of reforms
arguably of a more extensive nature to improve the existing state taxation system in South Australia,
and elsewhere.
A leading business representative organisation, Business South Australia, recently stated in a state
budget submission that ʻSouth Australia has one of the most burdensome business tax systems in
the nation.ʼ Business South Australia has called for a reduction in the tax rate, and increasing the
threshold, of payroll tax, and to reduce the land tax rate, increase the tax threshold and reduce its
progressivity.194 It also identified high levels of taxation as one of the ten most prominent issues
affecting business in South Australia.
In a submission to the Henry Tax Review, the South Australian Farmers Federation raised concerns
about stamp duties calling for all duties to be abolished in accordance with the 2000 agreement to
distribute federal GST revenues to the states. In addition, taxes on motor vehicles were
characterised as ʻexorbitant.ʼ195
The South Australian Liberal Party conducted their own inquiries into the state tax system during
2007 and 2008, which incorporated a process of soliciting the views of the general public through a
tax summit. While diverging opinions were distilled from a range of interest groups, it appears that
summit participants were generally in favour of tax reduction or abolition, applicable to at least
those state taxes which rank poorly on efficiency grounds.196
Economic trends ensuing during the post-global financial crisis environment, including slow growth
in household consumption expenditure and the growth of tax-free online retailing, has recently led
to growing calls by business organisations and politicians to revisit the existing GST rate and base
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provisions, with implications for the existing revenue-sharing arrangements. For example, Business
South Australia recently stated:
ʻraising the rate and/or broadening the base of the GST to remove the most inefficient State taxes ... is the
best way to improve the efficiency and sustainability of Australia's taxation system. An intergovernmental
agreement should be established for State taxes to be abolished, in return for higher revenue from the
Commonwealth Government.ʼ197

Most contemporary proposals for state taxation reform entail some involvement by the
commonwealth government to provide greater access to the major taxing bases, reflecting the
significant degree of vertical fiscal imbalance within the Australian federation. While most state
governments tend to adjust tax rates and bases with regularity, it is notable that some jurisdictions
are currently engaging in broader unilateral reform processes.
In the context of its 2012-13 Budget process, the Australian Capital Territory government announced
a twenty-year tax reform process to be undertaken in stages encompassing five years each.198
Within the next five years taxes on insurance will be abolished, while land taxes on commercial
properties have already been abolished with properties now subject to the general rates regime. The
tax-free threshold for payroll tax will be increased, while residential land taxes will be made more
progressive. By the end of the twenty years it is envisaged that stamp duties on conveyances in the
ACT will have been abolished.
From an economic perspective policies concerning how best to proceed with tax reform are ideally
formulated with reference to a range of taxation criteria developed since the eighteenth century.
Adam Smith devised four maxims in regard to taxation. The first of these is that taxes should be
proportional to the revenue which taxpayers ‘respectively enjoy under the protection of the state.’
Modern economists often refer to this criterion as being a maxim of ‘equality.’ Economists, however,
expand this notion further into two additional concepts ‘horizontal equity’ and ‘vertical equity.’
Horizontal equity implies that ‘equals should be treated equally’ while vertical equity implies
‘unequals should be treated unequally.’
Smith’s second maxim is that tax ‘ought to be certain, and not arbitrary.’ Smith took the view that
certainty is an important consideration; in fact ‘a very considerable degree of inequality, ... is not
near so great an evil as a very small degree of uncertainty.’ In Smith’s view uncertainty of taxation
‘encourages the insolence and favours the corruption of an order of men who are naturally
unpopular, even where they are neither insolent nor corrupt.’
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Not only should taxation be certain for the individual taxpayer, it should be certain for all observers
too. In other words, we should all be aware of how much tax we pay, and how much tax others pay.
Where taxation is uncertain ‘every person subject to the tax is put more or less in the power of the
tax-gatherer.’
The third of Smith’s maxims is that tax need be levied in a manner, and at a time, where it is
convenient for the taxpayer to pay the tax.
Finally, the fourth maxim is that tax should ‘take out and … keep out of the pockets of the people as
little as possible, over and above what it brings into the public treasury.’ In other words the costs of
tax collection need to be low.
The direct costs of the Australian tax system are reasonably low. The largest indirect cost of the taxsystem is the behavioural response to taxation, as discussed above. As Smith indicates, taxes
‘obstruct the industry of the people, and discourage them from applying to certain branches of
business which might give maintenance and employment to great multitudes.’
While Smithʼs criteria may be regarded in some circles as too abstract it nonetheless forms the basis
for the stylised criteria for ʻgood taxationʼ regularly referred to in the modern tax policy literature:




efficiency: taxes should raise revenue at the least possible cost to economic efficiency, and with
minimal administration and compliance costs;
equity: taxes should treat individuals with similar economic capacity in the same way, while
those with a greater capacity should bear a greater tax burden; and
simplicity: taxes should be easy to understand and simple to comply with.199

In a general sense, theoretical adherence to these criteria has led to support for broad-based taxes,
such as value-added (goods and services) tax, income tax and property tax, levied at low rates with a
minimum of exemptions and concessions. The objective of this approach is to minimise economic
efficiency costs and maximise simplicity, subject to equity considerations, which are taken into
account through the setting of thresholds, design of rate structures, and so on.200
It should be recognised that these criteria are not unproblematic, not least for the fact that there
exist difficult trade-offs between the criteria. For example, the imposition of progressive tax rates on
equity grounds may dilute economic efficiency by diluting incentives to accumulate productive
factors within markets.
While there are arguments concerning what kinds of taxes, and tax rate and base structures, would
best fulfil the simplicity criterion, it could be said that the achievement of tax simplification should
assist in the amelioration of fiscal illusion problems inherent within modern public finance systems.
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It could be considered that the simplicity criterion closely aligns with Smithʼs plea for certainty,
non-arbitrariness and convenience in tax design and administration.
There remains much potential to impose mischief through the misapplication of equity precepts in
taxation policy. Utilitarian economists, such as John Stuart Mill and Jeremy Bentham, argued for
people to pay tax according to their respective abilities, but with ability a non-observable variable
they theorised that income earnings represents a reasonable approximation for ability. It follows, in
turn, from the precept of diminishing marginal utility of income that wealthier individuals would feel
a lesser burden paying a given tax liability amount than poorer individuals.
However information asymmetries between taxpayers and governments, together with the
incentive effects of taxation which erodes productive effort, undermine the utilitarian scheme of
enforcing the equity criteria. Within federal systems of government it is generally advised that lower
levels of government not pursue tax equity policies, because the owners of productive factors of
production may be inclined to relocate in the face of progressive taxation.
In addition, the practical matter of establishing to the extent that so-called ‘unequals’ ought to be
treated ‘unequally’ represents a fertile source of ongoing political controversy. It is on these grounds
that economists such as Adam Smith, Ludwig von Mises, Friedrich Hayek and James Buchanan
counselled in favour of proportional, and not progressive, tax rate structures.
The quest to achieve more efficient tax structures should ideally be pursued by policymakers with an
interest in promoting economic growth and cost competitiveness in their own right. However,
modern policy approaches to tax efficiency, often focussed on broadening the base of less mobile
taxes, tend to conflate efficiency with revenue sufficiency considerations, through advocating tax
design and implementation consistent with minimising market distortions whilst achieving
revenue-raising objectives.
The practical manifestation of these approaches can be observed in Australia, and across the OECD,
whereby governments seek to alter the composition of their tax mixes, typically towards (indirect,
relatively immobile) consumption taxes and away from taxes on (direct, relative mobile) capital
accumulation.
As suggested above, the ACT government's tax reform announcement of 2012 is consistent with this
tax-switching approach to engender greater efficiencies without losing revenues.
The South Australian Sustainable Budget Commission was likewise persuaded by the need to
enhance state tax efficiency, but advocated a different approach. While acknowledging that
ʻreducing government expenditures in lower priority areas will always be preferable to tax
increases,ʼ the Commissionʼs second report outlined tax reform options that entail increasing the
rates, or lowering the thresholds, of the ʻless inefficientʼ payroll and land taxes, estimated to raise
over an additional $100 million this financial year.201
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An important oversight in much of the economics literature, concerning the desirability of
ʻpea-and-thimbleʼ tax adjustments, is that the efficiency consequences of imposing various tax
instruments to collect revenue should not be divorced from the disposition of those revenues. As
explained by Australian public choice theorists Geoffrey Brennan:
ʻthe broadening of the tax base makes it easier for the government to raise additional revenue,
and ... government will in the long run adjust to this greater ease by increasing its total claim on resources.
Suppose one believed, however, that the resultant increase in government spending would involve substantial
waste, or would yield to taxpayers lower benefits than they would have received if they had spent the
proceeds privately. Then even if there were gains in terms of more neutral choices among private goods to be
obtained from broadening the tax base, these would have to be set against the efficiency losses attributable to
the expansion of government spending.ʼ202

In other words, taxes deemed more efficient according to conventional criteria may in fact be used
to encourage and enable governments to acquire even more revenue, subsequently employed to
provide inefficient public sector programs and initiatives.203
It is considered in this paper that the most appropriate approach to taxation reform is a policy of tax
cuts, represented by tax rate reductions or increases in tax thresholds, financed by reductions in
government expenditure. This reform agenda should lead to an expansion of economic activity and
deepening markets through the interplay of the beneficial incentive effects of tax cuts and the shift
of resources to the more efficient private sector.
6.4.3

What might a unilateral South Australian tax reform program look like?

That there is a need for the South Australian government to engender a program of state taxation
reductions to promote economic development is confirmed with reference to the available data on
tax competitiveness (Table 6.3).
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Table 5.2: Measures of South Australian taxation competitiveness, 2011-12
Taxation as a proportion
of GSP
4.54
4.57
3.74
2.95
4.19
3.67
3.67

Taxation per capita

Taxation on a ʻreference
businessʼ
285,436
272,351
283,937
273,523
299,703
283,966
297,429

New South Wales
2,830
Victoria
2,669
Queensland
2,322
Western Australia
2,896
South Australia
2,326
Tasmania
1,734
Australian
Capital
3,154
Territory
Northern Territory
2.16
1,709
225,729
Data for taxation on a ʻreference businessʼ as at 31 December 2011.
Source: ABS, Australian Demographic Statistics; ABS, Taxation Revenue, Australia; Institute of Public Affairs,
2011, Business Bearing the Burden: The Size and Impact of State Government Business Taxes.

In reality, a mixed picture of the competitiveness of the South Australian tax regime is evident. The
level of general business taxes imposed on a hypothetical, medium-sized ʻreference businessʼ the
highest of all states and territories, whilst the level of state taxes as a share of GSP are the third
highest in the country behind NSW and Victoria.
By contrast, South Australia may be perceived as a reasonably competitive taxing jurisdiction, if
taxation per capita is used as the indicator of tax competitiveness. However, this finding should be
discounted, at least to some extent, given that Australian state taxes are not imposed on a
capitation basis.204
The South Australian government could feasibly undertake a series of unilateral reforms contributing
to an overall reduction of the state tax burden. This strategy should be firmly guided by the need to
reduce, if not eliminate, the most inefficient taxes, as revealed by disinterested economic analysis, in
the interest of promoting South Australia as an attractive location for owners of mobile factors of
production to conduct productive activities.
A powerful stimulant to private sector economic activity could be provided if the government
reduces the burden of taxes imposed on capital accumulation. Therefore the government should, in
the short term, abolish stamp duties on non-quoted marketable securities and non-real property
transfers, which are estimated to raise some $45 million each year.205
The reduction of the costs of relocating to South Australia which are attributable to taxation should
prove attractive to people seeking to raise families or establish businesses within the state. As a
medium term tax reform strategy the state government could pursue reductions in the burdens of
stamp duties associated with residential and commercial property transfers, which, on the basis of
current policies, are expected to raise $708 million this financial year increasing to $1.1 billion by
2015-16.
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Insurance taxes are commonly cited as a highly inefficient tax, with studies showing that taxes
imposed on premiums encourage under-insurance of various products. To encourage the take-up of
insurance within the state, and to help deepen the state’s financial sector, the state could consider
significant reductions, if not the abolition, of insurance taxes (which are expected to raise
$405 million in 2012-13 and rising to $447 million by 2015-16).
Given the parlous condition of the state budget, and the need for a flow of revenues to amortise the
growing public sector debt, the proposals concerning conveyance duties and insurance taxes should
necessarily consist of a phased program of tax burden reductions over time. In addition, to avert the
prospect of these tax reductions being financed by increases in other distortionary taxes, these
initiatives should be strictly financed by reductions in government spending.
It is considered that there are substantial avenues to reduce the state government’s long term
expenditure requirements in many of its current realms of activity. Whereas some proposals of this
nature have been suggested in other chapters of this paper, the feasibility of initiatives to reduce the
size and scope of government in South Australia will require serious, dispassionate investigations to
discover sources of potential efficiencies as well as initiatives by future state governments to
reassert their policy autonomy in negotiations with the commonwealth government.
Nonetheless, at the very least, there appears to be scope for further expenditure reductions to be
undertaken by the state, which could easily be utilised as the means to finance, say, the immediate
abolition of non-real property and share duties.
The Budget papers indicate that in this financial year alone the government will expend over $900
million on non-core activities such as recreation and culture, agriculture, mining, fuel and energy,
and ‘other’ economic affairs. It is not inconceivable that government could find substantial savings in
these areas alone to finance tax reductions, as well as other efficiencies in areas such as education,
health care, welfare, transportation, and even public order and safety.
In any case, it should not be ruled out that reductions in tax rates could lead to subsequent increases
in revenues associated with additional economic activity within the state. As discussed in chapter 2,
the Laffer curve dictates that tax rate reductions can lead to increases in government revenue
should present tax rates be imposed beyond the revenue-maximising rate threshold.
In the past reductions in rates of certain taxes has led to increases in revenue for the South
Australian government. In 2001-02 the state payroll tax rate was reduced from 6.0 per cent to 5.75
per cent, leading to payroll tax revenue increases of 5.4 per cent over the course of that year
compared with two per cent during 2000-01. In 2002-03 payroll tax revenues increased by 8.8 per
cent, due in part to further rate reductions and an increase in the tax-free threshold.206
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While it may be argued that the increase in payroll tax revenue in the face of the tax rate reductions
may be attributable to other factors, such as generalised economic growth and strong employment
growth, the fact is that such additional economic activities would be encouraged, and not hindered,
by the tax cuts.
6.4.4

Should South Australia impose a state income tax (again)?

As the first jurisdiction to impose direct taxes on personal incomes, South Australia has a long and
storied connection with the Australian income taxation system.
After a previously unsuccessful attempt by a previous government to impose income taxation, in
light of deterioration in state public finances, the government led by Premier John Colton faced a
budget deficit of some £436,000 as at 30 June 1884 with projections suggesting it would increase to
about £660,000 by mid-1885. With resistance within the government and the Parliament to the
prospect of raising customs tariffs to cover the budget shortfall, the government introduced and
passed into law the South Australian Taxation Act 1884 which imposed taxes on incomes (and
land).207
The first South Australian income tax was set at the rate of 3d. in the pound upon incomes derived
from personal exertion (wage and salary earning), and 6d. in the pound upon incomes derived from
property and production. The net amount of income, after deducting £300, was the amount to be
taxed. In effect, income from the ownership of capital or property was taxed twice as heavily as
earnings from personal labour, with many wage and salary earnings exempted from paying tax due
to the generous threshold.
Despite previous commonwealth governments publicly stating their disposition to not enter into the
states’ income tax field the Hughes government introduced its own federal income tax in 1915, to
finance its World War I efforts. The original commonwealth income tax had an exemption of £150
and a rate scale ranging from 2.5 per cent to 25 per cent, with the latter being imposed at a
relatively high income threshold of £7,600.
With the commonwealth retaining its income tax subsequent to the First World War alongside state
income taxes the growing complexities and compliance costs associated with paying tax on similar
bases to multiple levels of government led to numerous, yet futile, attempts to rationalise the
utilisation of the personal income tax base.
For example, in the early 1920s a Royal Commission on Taxation recommended that income taxes be
exclusively allocated to the commonwealth, whereas other direct taxes (e.g., succession and probate
duties) would rest with the states. During the same decade several initiatives, of a short-lived
nature, were undertaken to establish a single tax administration authority, either at the
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commonwealth or state level, in order to alleviate the duplication of compliance burden imposed
upon federal and state income taxpayers.
Arguably the most enduring development in Australian taxation policy occurred during World War II,
in the form of the centralisation of income taxing powers.
Menzies proposed at a Premiers’ Conference in June 1941 that the commonwealth take over all of
the income taxing power for the full duration of World War II, plus one year, with the states
receiving financial compensation for revenues lost. However, the states did not agree to this
proposal suggesting that such a move would significantly diminish their financial autonomy.
Under new Prime Minister John Curtin two additional Premiers’ Conferences were convened in
February and May 1942 to discuss the issue of uniform income taxation. A committee appointed by
Curtin, and chaired by economist Richard Charles Mills, recommended the original Menzies proposal
for a uniform tax imposed by the commonwealth for the duration of the war plus one year.
Despite state opposition to the proposal, the commonwealth introduced the Income Tax Act 1942
and the States Grants (Income Tax Reimbursement) Act 1942. The first Act enabled the
commonwealth government to collect all personal income tax on a uniform basis throughout
Australia, with the second Act providing grant assistance to states on the condition that they impose
no income tax.
In 1942, South Australia along with Victoria, Queensland and Western Australia, challenged the
constitutional validity of the Income Tax Act 1942 and associated legislative provisions in the High
Court. The Court upheld the constitutional validity of the commonwealth’s wartime income tax
policies, effectively depriving the states of access to this lucrative taxing base.
There have been limited attempts to transfer income taxing powers back to the states, including by
the Menzies and Hawke governments in the 1950s and 1990s respectively. As part of its ‘New
Federalism’ policies, the Fraser government in the 1970s introduced legislation enabling states to
impose income tax surcharges (or rebates) on top of the existing commonwealth income tax rate
and base structure. However, with the commonwealth not providing ‘tax room’ for the states, by
way of reducing its income tax rates, no states imposed their own income tax surcharges.
The Australian system of intergovernmental financial relations, in which the states and territories
are effectively debarred from imposing their own income taxes, represents an exception among
most of the mature federations in the developed world (Box 6.2).
Box 6.2: Sub-national personal income taxation systems
The following provides a summary of sub-national income tax systems in Canada, Switzerland and the United
States.
Canada
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In Canada the provincial income tax (except in Quebec) is applied and administered as an integral component
of the federal income tax with a single administration, although the taxpayers’ federal and provincial liabilities
are separately identified.
In 2000 the federal and provincial governments agreed that provinces could opt for a ‘tax on income’ approach
to provincial income tax design, under which they use the federal definition of the tax base but are free to
apply their own structure of thresholds, tax rates and credits to that base. Under the ‘tax on income’ approach
Alberta has maintained a flat 10 per cent tax, whereas other provinces impose progressive personal income
tax rate structures.
Consistent with these arrangements the federal government collects personal income taxes on behalf of most
provinces and territories, with the Canada Revenue Agency remitting funds to the respective governments.
Quebec administers its own provincial personal income tax, leaving it free to determine its own definition of
the taxable base. In practice the Quebec income tax parallels many of the aspects of the federal personal
income tax system.
Switzerland
In addition to the progressive federal income tax rate, set at a maximum rate of 11.5 per cent, Switzerland’s
regional cantons (and local communes) impose their own income taxes with varying rates, thresholds and
deductions.
In most cantons income tax rates are proportional in character, with tax rates up to about 30 per cent in some
instances. In late 2007 Obwalden became the first canton to impose a flat rate cantonal personal income tax,
of 1.8 per cent over and above a tax-free threshold, following a referendum in which 90 per cent of voters
favoured flat rate taxation. This replaced the former regressive income tax rate structure, whereby tax rates
were lower for those on higher incomes.
United States
Most American states, and some cities, collect a personal income tax in addition to the federal income tax.
Each state defines its own income tax base, designs its own rate structure and its own tax credits, and has its
own income tax administration.
State income tax is imposed either at a flat or progressive rate on the taxable income of individuals, and is
allowed as a deduction in estimating an individual’s federal income tax liability. The states of Colorado, Illinois,
Indiana, Massachusetts, Michigan, Pennsylvania and Utah impose low, flat-rate income taxes. Each state has
its own tax administration authority with the power to audit, and where necessary adjust, tax returns
furnished to it.
Not all states have a personal income tax. These states include Alaska, Florida, Nevada, New Hampshire, South
Dakota, Tennessee, Texas, Washington and Wyoming. Several states, such as Louisiana, Nebraska and North
Carolina, are reporting considering the feasibility of abolishing their state income tax regimes.
Source: Robert Carling; State Taxation and Fiscal Federalism, Centre for Independent Studies, Policy
Monograph No. 73; Wikipedia; ‘GOP lawmakers look to abolish state income taxes’,
http://www.gopusa.com/news/2013/01/18/gop-lawmakers-look-to-abolish-state-income-taxes-2/.
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As discussed in the previous chapter, a defining feature of Australian federalism is its high degree of
‘vertical fiscal imbalance’ (VFI), or the mismatch of revenue and expenditure powers and
responsibilities. Figure 6.6 illustrates the imbalance between taxation and expenditure for the
commonwealth, states and territories and local government. The commonwealth raises about 80
per cent of taxation revenue and expends over 60 per cent of total expenditures, whereas the states,
as a share of total taxation and expenditures, spend roughly double that raised in taxes.
Figure 6.6: Australian vertical fiscal imbalance, 2010-11
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A voluminous literature points to a variety of financial and public governance problems associated
with Australia’s high degree of VFI.
The blurring of revenue and expenditure powers and responsibilities among different levels of
government dilutes the degree of direct accountability of a given level of government’s budgetary
actions to taxpayers. Accordingly there is a risk that fiscal illusion will be aggravated under these
scenarios, such that taxpayers cannot accurately perceive the true ‘tax costs’ of public expenditures.
The disposition of grants by the commonwealth to cover the states’ budget shortfalls, as a result of
VFI, not only contributes to the erosion of governmental accountability and transparency, but is in
practice often used by the commonwealth to subjugate state and territory policy autonomy.
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The acquiescence of state policymakers to commonwealth policy prerogatives is reasonably evident
with regards to tied, or specific purpose, grant payments, in which the states are required either to
raise matching own-state funds for given purposes, or are obliged to perform certain duties or
achieve certain outcomes as a condition of funding.
However, as Pincus and Brennan have explained, even untied grants can come associated with
(implicit) conditions made by the donor government, for example under circumstances whereby the
commonwealth invokes political pressure to ensure the states expend untied grant monies in
directions preferred by the commonwealth.208
Indeed, intergovernmental financial relationships allow the Australian states to collude with the
commonwealth to increase the overall tax take and reduce interstate fiscal differentiation. Geoffrey
Brennan and James Buchanan set out a model with those features – a national level government
collects taxes and then distributes those taxes to sub-national governments. In their model they
predict that the national government will have control over those taxes that have more mobile bases
and the sub-national governments will have control over those taxes that have less mobile tax bases.
The Brennan-Buchanan ‘fiscal cartel’ is what one observes in Australia – the commonwealth has
control over income taxes, while the states and territories levy land taxes and transaction taxes.
Brennan and Buchanan argue, ‘Each jurisdiction must have responsibility for raising its own revenue
and should be precluded from entering into explicit agreements with other jurisdictions on the
determination of uniform rates.’209 This notion is in direct contrast to the (unofficial) ‘state tax
official’s’ poem:
‘We thank you for the offer of the cow,
But we can’t milk so we answer now,
We answer with a loud emphatic chorus,
You keep the cow and do the milking for us.’

As noted in chapter 2, a high degree of fiscal centralisation associated with VFI also erodes the ability
of sub-national governments to innovatively design their own fiscal policies in efforts to attract
internationally mobile owners of factors of production.
With numerous problems associated with the Australian federal system directly attributable to VFI,
and with the hostilities of World War II rationalising the commonwealth income tax monopoly well
and truly behind us, it would be appropriate for South Australia to play a national leadership role in
advocating the return of income taxing powers back to the states.
Some Australian economists have argued for a state income tax regime in which the states
effectively ‘piggyback’ on the existing commonwealth income tax.

208
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Under this system the states adopt the commonwealth’s definition of the tax base and retain the
existing thresholds, but can apply their own flat taxes (say, five or 10 per cent above the
commonwealth’s tax-free threshold) or a progressive rate structure that mimics the commonwealth
structure. The commonwealth would reduce its personal income tax rates to the extent necessary to
accommodate the states’ rates, thus avoiding the central problem accompanying Fraser’s ‘New
Federalism’ policy refusal to provide the states with taxing room.
As part of this proposal, it is often advocated that the Australian Taxation Office maintain its
monopoly of income tax administration with the agreement of the states. It is argued that this
arrangement would help ease the compliance costs associated with separate commonwealth and
state income taxation administrations. Commonwealth and state components of income tax liability
would be clearly shown on all income tax statements.
In this paper it is advocated that a more comprehensive approach to income taxation reform be
introduced. Specifically, the commonwealth should exit the personal income taxing field entirely and
allow the states to impose their own personal income tax, with their own bases and rates. The
model proposed here would be similar to that which exists at the state level in the United States,
albeit without federal income taxing authority.
Unlike the case for the corporation income tax, in which a considerable number of firms statutorily
liable to tax operate across state borders, most individuals live and work within a single state or
territory and accordingly would only be subject to the income tax regime imposed by their ‘home’
jurisdiction. In addition, competition on tax rates and tax bases subject to voter preferences for
public services would ensure that state governments were more responsible and responsive to their
electorates.
It should be reasonably straightforward to extend the functions of existing State Revenue Offices to
accommodate the new state income tax arrangement, with the possibility of existing ATO staff
specialising in personal income tax administration working under the state system. This localised
administration would ensure closer scrutiny by local taxpayers, and the compliance costs associated
with the alternative ‘piggybacking’ approach to income taxation would be avoided.
A question of practical importance to policymakers concerns how much revenue would a state
income tax raise? Table 6.4 provides information on the amount of revenues raised by the current
commonwealth personal income tax regime.
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Table 6.4: Personal net income tax by state, 2009-10

NSW
Vic
Qld
WA
SA
Tas
ACT
NT
Australia

Taxable
individuals
(no.)
2,867,365
2,261,145
1,818,845
1,003,450
667,265
198,805
184,625
88,425
9,105,970

Taxable
income (excl.
losses) ($b)
189.3
140.6
109.7
69.1
38.7
11.1
12.8
5.5
577.5

Average
taxable
income ($)
48,139
45,658
44,112
52,054
42,644
40,262
56,075
49,589
46,646

Net tax ($b)

Average net
tax ($)

41.0
29.0
21.7
15.4
7.3
2.0
2.8
1.1
120.3

14,294
12,804
11,926
15,340
10,972
10,072
15,116
12,070
13,214

Average net
tax rate (per
cent)
30.0
28.0
27.0
29.5
25.7
25.0
27.0
24.3
28.3

Sub-totals may not add to total due to rounding.
Source: Australian Taxation Office, Taxation Statistics.

South Australians earn the second lowest average taxable income in the Australian federation, which
in turn is reflected in the second average net personal income tax burden of all states and territories.
This result is partly derived from the extent of welfare dependency within South Australia, but
nonetheless South Australian income taxpayers still paid about $7.3 billion in net personal income
tax to the ATO in 2010-11.
The amount of revenue collected is a function of several factors: the tax rate; the tax base; and
effectiveness of tax administration (including enforcement and compliance). The present level of
personal income tax collections is also related to the lack of tax competition associated with the
monopolistic income taxation access available to the commonwealth. It would seem, therefore, that
the states and territories would raise considerably less revenue, than their residents currently pay to
the commonwealth, if the basis of the commonwealth-state ‘tax cartel’ is broken and states were
obliged to competitively set their own income tax base and rates in order to attract mobile
resources.
A return of income taxing powers to South Australia would not only provide it with a sufficient
revenue base with which to fund core public goods, and but could also provide the state with the
financial means to engender more fundamental changes to state taxation arrangements with, for
example, the abolition of a payroll taxation system which has long been criticised by business groups
as a tax on employment.210
The decentralisation of taxation and expenditure functions to the lowest applicable level of
government will ensure that the owners of mobile factors of production can relocate at the least
possible cost. Mobility, or the threat thereof, would also tend to thwart the natural proclivity of
politicians to use their status as monopolistic enforcers of coercion over a given territory to engage
in high-taxing, high-spending policies which do not conform to the preferences of residents and
which, if implemented, would erode the capacity of markets to generate economic prosperity and
improvements in living standards.
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Chapter 7
Conclusion
‘Little else is requisite to carry the state to the highest degree of opulence from the lowest barbarism, but
peace, easy taxes, and a tolerable administration of justice; all the rest being brought about by the natural
course of things.’ (Adam Smith in Dugald Stewart, Account of the Life and Writings of Adam Smith)

Largely through the application of entrepreneurial ingenuity and efforts to service the needs and
desires of others, South Australians have maintained a position within the upper echelon of
prosperous regions in the world. These advantages have been consolidated, in no small order, by a
quality of life that is envied by many.
Despite the proud legacy of growth and prosperity that South Australia has achieved over the
generations, there is a growing sense that the economy has underperformed by Australian
standards, and even accounting for its endowment of high-calibre physical and human resources.
Over the last century the South Australian government has assumed an increasingly interventionist
stance toward economic affairs conducted within the state, for a variety of economic reasons, such
as promoting industry diversification, as well as non-economic rationales including promoting
opportunities for those less well off.
The condition of state public finances reveal all the damage imparted by a growth in government
beyond the economic capacity of South Australian businesses and residents to finance. In recent
years in particular, the state government has presided over an undesirable fiscal trilogy of relatively
high levels of government spending, onerous taxation liabilities, and burgeoning public sector debts.
Looking into the future, some of the economic and social challenges facing the state appear just as
confronting as the ones which face it now.
The prospective structural ageing of the population, for example, threatens to reduce the stateʼs
economic growth potential, all other things being equal, and could further compromise the integrity
of South Australian public finances, including through the increasing intensity of demands for health
care, and other demographically sensitive governmentally financed and provided services.
For their part, governments located among peripheral locations in the global economy should strive
to attract mobile resources to their jurisdictions. To do this, they are obliged to impose relatively low
taxes and provide a limited assortment of efficient public services. Streamlined regulations, which do
not impose excessive limitations upon entrepreneurial activities, are also necessary to facilitate the
inflow of capital, labour, and other resources.
Such market-friendly policies would help the owners of mobile production factors, such as capital,
entrepreneurial insight, finances and skilled labour, to earn sufficient returns on their economic
ventures, more than covering the cost disabilities associated with producing within the economic
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periphery. The combination of mobile and immobile production factors should then set in train a
process in which regional incomes and revenues increase.211
To express this in another way, the best way for a globally remote locality, like South Australia, to
thrive is to reduce the costs of doing business. Market-determined returns and prices, and not
government taxes, subsidies and regulations, should be allowed to guide investments and resource
allocations. This would enable creative individuals, with innovative ideas, to discover their own ways
of creating economic value, for the benefit of other people within the state, in other states of
Australia, or internationally.
With South Australia positioning itself as an ʻall-purposeʼ competitive location, for conceivably any
economic activity to emerge and prosper in their own own right, enterprising people will most
effectively grasp the inherent advantages available to them, growing the robust and resilient
industries of the future.
It would only be in these circumstances that South Australia would become the best place on the
planet to live, work, and invest.
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