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Appendix 3F 

Further Explanation of Rodney Hall's 1998 Estimates 
 

 

Appendix 3F further explains the estimates of the financial benefits possible through unification 

as stated in Rodney Hall's 1998 book Abolish the States!, especially the claim that "$5 billion is 

unnecessarily spent in state rivalries to attract overseas investment" (Hall 1998a: 26; see also 

Hall 1998b: 13). 

 
As noted in Chapter 3, Rodney Hall's 1998 book Abolish the States! contains several references 

to the costs associated with Australia's current system of government, including as follows: 

• We are saddled with a system left over from the past, based on colonial thinking.  In the computer 
age we should be light years ahead of that.  There is duplication of support services for running our 
multiplicity of parliaments, a massive overload of bureaucrats, a tangle of conflicting laws and 
regulations, road rules, railway gauges, titles to land, leaseholds, and opportunities for euthanasia, 
to mention just a few. ... 
... 
Add to this the utterly needless expense of supporting state governors and their households. (Hall 
1998a: 18-19) 
 

• We find ourselves saddled with an amazingly top-heavy structure for governing a population of 18 
million: we have the queen as head of state, the governor-general as her resident representative, 6 
state governors and 15 houses of parliament. 
 

That is almost a house of parliament for each million people.  If the British did the same they would 
have more than 40 houses of parliament instead of two (or four when the new Scottish and Welsh 
chambers are set up)!  For a modern country, in a world where the isolation of separate nations is 
swiftly breaking down, ours is no longer a workable system. (Hall 1998a: 22-23) 
 

• How much does the wastage cost? 
 

The simple estimate is $30 billion each year. That is more than $1500 annually for each man, 
woman and child in Australia.  ...  So we pay three times over: once for a federal public service, 
once for a state public service, and once for local council services. (Hall 1998a: 24) 
 

• How is this $30 billion loss calculated? 
 

Thirty billion dollars is estimated using government expenditure figures supplied by the Australian 
Bureau of Statistics.  A sample of how this figure came to be calculated may be found in the notes, 
written and researched by Mark Drummond ... 
 

Twenty-five billion dollars of this $30 billion figure represents the savings achievable if regional 
governments are established in place of the present state, territory and local governments.  These 
savings would largely be achieved through reducing the massive levels of overlap and duplication.  
Immense savings can be achieved, both in terms of what governments spend and in regulatory 
compliance costs (that is, the costs of government passed on to the private sector). 
 

A further $5 billion is unnecessarily spent in state rivalries to attract overseas investment ... (Hall 
1998a: 26; see also Hall 1998b: 13) 
 

• Then there are even more surprising costs.  For example, the cost to the nation every time a citizen 
moves from one state to another.  As Australians we feel quite free to settle wherever we like.  But 
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when we move there is a cost to the nation in terms of bureaucratic records, changing car 
registration, driving licences and different road service organisations, in terms of smoothing over 
the difficulties children have in changing from one education system to another, different hospital 
systems, legal systems and so forth. 
 

If we made a rough guess that Australians might waste two hours per year as a result of 
unnecessary inconsistencies between the states – and if we put a nominal value of $10 per hour per 
adult on this waste time – we would immediately come up with an annual loss of $250 million. 
(Hall 1998a: 27) 
 

• Who gains from the present system? 
 

State politicians and state bureaucrats, for a start.  Also the many people protecting their patch by 
supporting a system that obstructs effective governmental controls at the national level. 
 

Some very large transnationals also gain at our expense.  On 18 April 1997 the Productivity 
Commission attacked the states for making secret deals with private companies.  The money spent 
by states and territories competing against each other to attract foreign investment amounts to $5 
billion a year.  Much of this money is given out as grants to assist private enterprise or as 
exemption from state and payroll taxes.  Who pays?  We do.  And these costs to the public purse 
are not declared openly. 
 

In many cases the states negotiate directly with the overseas companies concerned, not through the 
Australian government. 
 

Exemptions (and wooings) of this kind raise the level of tax across the economy and lose as many 
jobs as the final investments gain.  So supporting states' rights means squandering what benefits are 
brought into the country.  This situation would not arise if all such overseas dealings were centrally 
handled by Canberra. 
 

And Australia's reputation abroad among our trading partners suffers because we present them with 
the laughable spectacle of a country competing against itself. (Hall 1998a: 42-43) 
 

• Federalism disguises this, because so much of the tax collected by the commonwealth is actually 
spent by the states.  If we complain that taxes are too high, the federal government blames the states 
for overspending.  Similarly, if we complain that the services provided (such as health and 
education) are not adequate, the states blame Canberra for not giving them enough of the tax 
revenue collected.  (Hall 1998a: 58-59) 

 

Hall's claim that "money spent by states and territories competing against each other to attract 

foreign investment amounts to $5 billion a year" (Hall 1998a: 42; see also Hall 1998b: 13) is 

based on statements from the Productivity Commission (PC) in 18 April 1997 which were 

reported by Natasha Bita (19-20 April 1997: 9) the following weekend in the Weekend 

Australian newspaper: 

THE Productivity Commission scolded the States yesterday for making secret deals with private 
companies to lure investment as new figures showed Sydney had snared two thirds of the 
multinational companies with bases in Australia.  The commission chairman, Mr Bill Scales, 
said the money spent by States and Territories to attract investment could be counter-productive 
by indirectly raising taxes and costing jobs.  The States and Territories spend up to $5 billion a 
year, including payroll tax exemptions, to assist business, the commission said in a report to the 
Treasurer, Mr Costello.  …  The States have been engaged in a hostile bidding war for the 
companies' business, offering generous grants, payroll tax exemptions and rebates or exemptions 
for State taxes. 
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The "$5 billion a year" figure (Bita 19-20 April 1997: 9; Hall 1998a: 42; see also PC Trade and 

Assistance Reviews, annually from 1997-98 onward) ultimately derives from the October 1996 

Industry Commission (IC) report on 'State, Territory and Local Government Assistance to 

Industry', which includes as follows: 

• State governments outlaid an estimated $2.5 billion (or $137 per head) on general and selective 
assistance to industry in 1994–95 …  In addition, an estimated $3.2 billion ($176 per head) was 
provided in payroll tax exemptions, predominantly for smaller businesses.  Local governments 
spent an additional $220 million ($12 per head).  These amounts of assistance can be compared 
with the estimated $9.9 billion ($547 per head) provided to industry by the Commonwealth in 
1994–95. (IC 1996: xxv) 
 

• Interstate rivalry or 'bidding wars' for investment projects or major events is an area of increasing 
concern in Australia. There is concern, even amongst States and local government authorities, that 
financial transfers from taxpayers to selected individual firms or organisations are neither efficient 
nor effective. (IC 1996: 2) 
 

• Commonwealth [Government] assistance [to industry] is directed predominantly towards the 
manufacturing sector, which receives approximately 80 per cent of assistance; agriculture receives 
just over 13 per cent. In contrast, 37 per cent of State and Territory government assistance is 
provided to the manufacturing sector, while agriculture receives nearly 32 per cent. The services 
sector receives 5 per cent of Commonwealth assistance, but around 27 per cent of State and 
Territory government assistance. The mining sector receives only 1 per cent of Commonwealth and 
4 per cent of State and Territory government assistance. (IC 1996: 7) 
 

• The Commission had great difficulty gathering information on the extent of State and local 
government revenues forgone, particularly exemptions and/or rebates relating to individual 
companies or projects. These estimates are not published by any State government nor, to the 
Commission's knowledge, are they published by any local government authorities. In fact, it seems 
that State governments do not know the extent of tax exemptions provided to industry. (IC 1996: 
14) 
 

• Recent press reports give the impression of an escalating 'conflict' between the States in regard to 
economic development. In some respects this impression is an accurate one, at least as far as the 
overt bidding for major individual projects, events and firms is concerned. However, competition 
between the States has occurred for a considerable period of time and has been conducted in a 
variety of ways. 
 

One example was the use of State purchasing preferences, under which States effectively required 
those companies supplying them with goods of significant value to undertake production in the 
State. This resulted in the fragmentation of some industries, notably heavy engineering, with a 
facility in each of the major States to ensure access to State transport and construction contracts. In 
1986, all States agreed to cease applying such purchasing preferences in recognition of the high 
cost of the inefficient industry structure created by the previous policy. 
 

Some States have been more active than others in attracting business investment. South Australia, 
in particular, has a long history of attracting industrial activity into the State. The substantial 
courting of industry in the Playford era has passed into Australian political folklore.  Indeed, there 
is continuing debate over the extent to which the State's current structural problems are a legacy of 
that time. For example, Professor Kasper argues "that 'interventionism' is one of the causes of the 
[present] structural weakness of the South Australian economy" (Business Review Weekly, 29 
January 1996, p. 28).  (IC 1996: 16-17) 
 

• While use of project-specific assistance is widespread, States occasionally compete using broader 
measures. For example, in 1976, death duties were abolished in Queensland and, because other 
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States did not respond immediately, the result was a migration of retirees to the State. This shift 
precipitated the eventual Australia-wide abolition of this form of tax. (IC 1996: 22) 
 

• Much of the debate in both Australia and the United States on State assistance to industry, 
particularly rivalry in the form of bidding wars, has been expressed in terms of a 'prisoners' 
dilemma'. The expectation is that States individually are acting rationally by engaging in 
competitive assistance provision but that collectively they would be better off by not doing so. The 
presumption is that the economic welfare of the community will be improved by any agreement to 
cease State selective assistance to industry. While there are important exceptions, the rivalry 
between the States often is seen as efficiency-reducing beggar-thy-neighbour activity. (IC 1996: 
561) 
 

• The analysis does support the view that there is an incentive to overbid for special events, when 
States bid against each other to attract them from overseas.  When resources are mobile, they will 
tend to be attracted to the winning State from other States. Losers in this 'assistance competition' to 
attract such special events are doubly penalised — they lose the gains available to the nation as a 
whole, and they lose additional resources to the winning State. From a national perspective, 
however, only the gains to the nation as a whole are relevant. (IC 1996: 561-562) 
 

• State assistance packages reduce per capita incomes in other States, as well as total income for the 
economy as a whole.  The efficiency costs of the payroll tax funding of operating costs are borne 
primarily by [the assisting State] itself. The efficiency costs of the tax-financed subsidy packages 
are passed in part to other States. (IC 1996: 576) 

 

Christopher Jay (22 July 1985: 19) describes the impact of State preferences and other economic 

distortions on the NSW manufacturing sector and the NSW and Australian economies generally 

in the mid 1980s: 

As one of the oldest established industrial States, NSW has been in the position of having some 
of the oldest plants which, ironically, have been the first targets for closure in any Australia-wide 
rationalisation moves.  This helps to explain NSW sensitivities over moves to abolish State 
preferences, coming after decades of attempts by several other State Governments to use large 
public contracts as an inducement to establish or relocate heavy engineering plants in their areas.  
These past policies are blamed by senior NSW policy advisers for much of the uneconomic and 
irrational fragmentation and dispersal of Australian heavy engineering, at the expense of NSW.  
They say that far from being able to adapt readily to competition in the international 
marketplace, Australian heavy industry is often unable to enjoy even the limited benefits of 
economic access to the Australian market, free of State obstacles.  Not surprisingly this underlies 
much of the opposition in the NSW Cabinet to the approaches of some other States in moving to 
end the harmful and economically unsound institution of State preferences in public tenders.  
"There's two kinds of preference," says a senior NSW industrial policy adviser. "There's the 10 
per cent preference based on manufactured content. We were the last to bring it in. We apply it 
only to the manufactured content.  "If it's not made in NSW, we apply a 10 per cent preference to 
the rest of Australia.  "The other kind, which we've never practised, is absolute preference - you 
will get the order if you build a factory.  "We're saying we won't drop the 10 per cent unless they 
drop the absolute preference. They cloak it in various ways. You only have to read the last IAC 
report.  "NSW is the only State with locomotive plants in other States. We don't enter into Dutch 
auctions."  The NSW advisers named some heavy engineering companies which had moved 
equipment to other States in costly moves dictated by the conditions imposed in public contracts, 
rather than by a rational deployment of economic resources.  This is one issue which needs to be 
resolved in the near future. With industry's great need to improve its international 
competitiveness, Australia can no longer afford the inherently uneconomic policies of trying to 
duplicate particular manufacturing facilities in several States. 
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Robert Armstrong (10 April 2004: 22) provides a very recent expression of concern over the 

costly duplication of State-based efforts to attract industry and trade in a letter titled 'Is there any 

return from state overseas missions?', which appeared in Queensland's Courier Mail newspaper, 

claiming that: 

OPPOSITION Leader Lawrence Springborg has just returned from a Middle East tour, gushing 
about trade opportunities for Queensland. Only a few days ago, Premier Peter Beattie also 
returned from an overseas mission.  It is time that the benefits of costly international trade forays 
by state officials was questioned. How can it make any sense for virtually every state 
government to duplicate Federal Government trade initiatives? It must be difficult enough for 
Austrade, our national overseas trade agency, to promote and develop export trade because 
Australia is not a big player in world trade, outside of primary commodities.  The watering down 
of our national trade promotion focus by numerous competing state groups is, arguably, counter-
productive.  Queensland maintains trade offices in London, Los Angeles, Shanghai, Hong Kong, 
Taipei, Osaka, Tokyo, Korea and Jakarta. Austrade also has an office in each of these locations.  
The state offices, plus the Trade and Investment Division infrastructure in Brisbane, must cost 
Queensland a large amount to maintain. If the overseas activities of the other states were taken 
into account, the duplication of costs would be astronomical.  As far as buyers of Australian 
products are concerned, Australia is the place they trade with. Our states and cities, with the 
exception of Sydney, are relatively unknown internationally.  The prospect of little-known states 
vigorously competing against one another must, at best, confuse prospective international clients 
and, at worst, make them rub their hands together with glee at the opportunity to play one against 
the other.  A considerable amount of money could be saved if the State Government adopted a 
nationalistic approach to international trade development. 

 

Again as noted in Chapter 3, Chapters 5, 12 and 14 provide further insights on the "$5 billion a 

year" claimed and estimated by Hall and others as above. 
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