
 3K-1

Appendix 3K 

Benefits Possible Through Commonwealth-State 
Vertical Integration 

 

 

Table 3K-1 below contains extracts from 81 media reports and other items of literature, from 

1896 to 2006, which provide insights into the magnitude of the financial benefits possible if 

Australia's Commonwealth and State-Territory level governments vertically integrated into a 

unitary national government.  This compilation hence includes descriptions of vertical 

duplication between the Commonwealth and State-Territory levels of government, 

Commonwealth government expansion in the years since Federation, and related issues. 

 

 

Table 3K-1:  Extracts Providing Insights into the Financial Benefits Possible through the 
Vertical Integration of Commonwealth and State-Territory Level Governments 

Source Selected Extracts 
Griffith, S. W. (1896), 
'Notes on Australian 
federation: its nature 
and probable effects' 
(Government Printer, 

Brisbane), in 
Alomes, S. and Jones, 

C. (1991), 
Australian 

Nationalism, 
Angus and Robertson, 

Sydney. 

Griffith (1896, as cited in Alomes and Jones 1991: 112): 
 
Some alarm has been expressed as to the ADDITIONAL EXPENSE to be occasioned by a Federal 
government and Parliament.  It is probable, however, that this expense, after allowing for the savings 
effected by the union of the Customs and Postal Departments under single heads, would not be 
considerable.  A fair estimate of the necessary initial additional annual expenditure would probably not 
exceed £250,000.  There would, no doubt, after the establishment of a uniform tariff, be a diminution of 
Customs Revenue by the loss of the duties levied on goods exported from one Colony to another (b), but 
this loss might be expected to be balanced by a saving in the administration of the public Debts, or, in any 
case, could be met by a slight variation in the Tariff.  This difficulty cannot be regarded as serious. 
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Table 3K-1  (Continued) 

Source Selected Extracts 

Quick, J. and Garran, 
R. R. (1901), 

The Annotated 
Constitution of the 

Australian 
Commonwealth, 
 Legal Books, 

Sydney. 

Quick and Garran (1901: 169-171): 
 
The financial clauses were considerably altered [at the Adelaide Session of the Convention, 1897]. 
... 
Other novel provisions of great importance were inserted, in the direction of guarantees that the 
Commonwealth should be economical in expenditure, and should return to the States a substantial share of 
the surplus revenue.  A clause was inserted that for four years after the establishment of the 
Commonwealth (i.e., practically during the prospective life of the first Parliament) the total yearly 
expenditure of the Commonwealth in the exercise of its original powers and its transferred powers 
respectively should not exceed certain specified sums – which at this stage were left blank, but which 
were afterwards filled in by the figures £300,000 for original powers, and £1,250,000 for transferred 
powers.  (Conv. Deb., Adel., pp. 1053-6.  The sum of £1,250,000 was intended to represent, not gross 
expenditure, but the excess of expenditure over revenue, other than taxation revenue, derived from the 
transferred services.)  This provision had been suggested in the finance Committee by Mr. Reid in order to 
indirectly satisfy the demands of the colonies which required a guarantee that their provincial finances 
would not be unduly disturbed, and at the same time to avoid imposing on the Commonwealth the 
necessity – which would have been very obnoxious to freetraders – of raising heavy taxation through the 
Customs.  The clause was supplemented by a further "guarantee" that during the first five years after the 
imposition of uniform duties the aggregate amount to be paid to the States for any year should not be less 
than the aggregate amount returned to them during the year last preceding the imposition of such duties.  
This was a compromise which, with the help of the clause limiting federal expenditure, Mr Reid and his 
New South Wales colleagues on the Finance Committee had succeeded in obtaining.  Some of the other 
colonies had required the guarantee to be for each State individually, instead of for all in the aggregate, 
which would have thrown a fair heavier obligation on the Commonwealth; but in view of the strong 
objections from New South Wales the lesser guarantee had been accepted. 
 
Quick and Garran (1901: 198): 
 
Mr Holder [at the Melbourne Session of the Convention, 1898] put the argument for the clause very 
clearly.  The Federal Treasurer would only need, for federal purposes, a revenue of £1,500,000; but to 
meet the needs of the States, he ought to raise at least £6,000,000.  He still thought that the best guarantee 
was the necessities of the States; that this clause only imposed a statutory obligation to do what in any 
case the Parliament would be under a political obligation to do. 

Wise, B. R. (1912), 
'The Campaign', in 

The Lone Hand, 
Vol. 11, 

1 Oct 1912 
pp. 533-539. 

Wise (1912: [on or near p. 534 in original]): 
 
The Federalists, fixing their attention upon the "new" expense of Federation, i.e., upon the cost of the 
services and departments which Federation would call into existence, urged that the price of Union would 
not be more than 2s. 6d. per head, "about a shilling less than it costs to register a dog," an estimate which, 
it may be remarked, was not exceeded until the year 1910. 

Wise, B. R. (1913), 
The Making of The 

Australian 
Commonwealth, 

Longmans, Green, 
and Co, 

New York. 

Wise (1913: 251-253): 
 
The expenditure of the Commonwealth was of two kinds: (1) New expenditure for strictly federal 
purposes (e.g. on the high Court, the Parliament, &c.), and (2) expenditure on the services transferred by 
the States to the Commonwealth. 
 
The highest estimate of the 'new' expenditure was £300,000 ... 
... 
Divided among a population of 3,200,000, this, which Federalists claimed to be the total cost of 
Federation, worked out at 1s. 10d. per head – 'about a shilling less than it would cost to register a dog'. 
... 
In most of the States the transferred services were being run at a loss: and a return presented to the 
Convention showed that the net loss in the six Colonies was £862,631 per annum.  Accordingly, the 
Commonwealth would have to raise this sum, in addition to the £300,000, the estimated cost of its new 
expenditure.  There was a probability, however, that some savings would be effected by bringing these 
services under one control. 
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Table 3K-1 (Continued) 

Source Selected Extracts 
Drummond, D. H. 

(1950), 
'State Financial 
Independence', 

in Bland, F. A. (ed.), 
'Changing the 
Constitution', 

New South Wales 
Constitutional 

League, Sydney. 

Drummond (1950: 66): 
 
The Commonwealth Government has the power to assess and collect revenues by way of indirect taxation.  In 
1902-03, the first effective year of Federation, the Commonwealth Government collected less than £10,000,000 
from that source, and under Section 87, £7,000,000 was paid to the States.  In 1947-48, the last complete 
Federal year, the Federal Government collected £150,000,000 from indirect taxation and paid £15,000,000 to 
the States.  [So] Out of an additional £140,000,000 collected from indirect taxation the States received an 
additional £8,000,000, and the Commonwealth retained an additional £132,000,000. 

Davis, S. R. (1951), 
'The Problem of 
Overlapping and 

duplication Between 
Commonwealth and 
State Public Services 

in Australia', 
Australian Journal of 

Public 
Administration, 

Vol. 10, 
pp. 497-515. 

Davis (1951: 504-506): 
 
In 1927, the Royal Commission on the Constitution provided the first opportunity to discuss this question as 
part of the general administrative relations between the Federal and State Governments.  While the 
Commission was not specifically instructed to examine the problem of overlapping and duplication, some 
evidence was given by a number of witnesses.  On the whole it shed only an oblique and fragmentary light on 
the problem.  Of 339 witnesses who gave evidence before the Commission on the working of the Australian 
Constitution, only 14 referred directly or indirectly to this issue. 
... 
There were broadly four expressions of opinion; first, Griffith, an ex-Cabinet Minister of New South Wales 
and an ardent advocate of unification, stated that overlapping and duplication existed between most Federal 
and State services; and he named, at random, the health, railways, Crown law, public works and the treasury 
departments; (17) secondly, Drummond, the Minister of Education in New South Wales, discounted the 
existence of any serious duplication, and expressed the opinion that unification would not reduce the cost of 
government in Australia; (18) thirdly, Holman, an ex-Premier of New South Wales, and Eggleston of Victoria, 
assumed the existence of duplication in a number of services, and attributed the cause to Federal intervention 
into the fields of activity reserved to the States; (19) and fourthly, Professor Bland made no direct reference to 
the duplication of Federal and State services, but criticised the Federal practice of setting up an elaborate 
independent administrative organisation, instead of using the States as its executive agents. (20)

... 
[Notes listed lowermost on page 506]: 
(17) [Evidence, Royal Commission on the Constitution, 1927], p. 1625: "We have seven enormously costly 
public services and we have seven railway departments.  We have in the Commonwealth as well as in every 
State a Crown Law Department. ... In every State there is a Treasury Department.  In every Sate there are 
departments of public health, and public works, duplicating the reduplicating, and making the cost absolutely 
ruinous ... we can reduce the cost of government by about one-third – as it can be done, because the services 
would be continued but the overlapping would cease, the duplication would be ended." 
(18) [Evidence, Royal Commission on the Constitution, 1927], p. 1238. 
(19) [Evidence, Royal Commission on the Constitution, 1927], pp. 1317, 731 : Holman gave the following 
examples of duplication : tax administration, electoral organisation, inspection of primary products, health, 
bureau of science and industry, the Federal Aid roads grant, and the savings banks. 
(20) [Evidence, Royal Commission on the Constitution, 1927], p. 1167: "... They have adopted the easier plan 
of setting up an elaborate Federal departmental organisation.  It is an entirely indefensible squandering of 
resources. ... Briefly, I want to suggest that the Commonwealth should not have done more than set up a 
skeleton supervisory staff, and left the actual administration to State departments." 
 
Davis (1951: 514): 
 
From this brief survey of Commonwealth-State administrative relations for evidence of overlapping and 
duplication, there is little to suggest, on the face of the available evidence, that (a) there is an undue degree of 
overlapping and duplication, or (b) there is serious wastage on this account. ... The possibility for economy 
outside the strict overlapping or duplication between Federal and State services – may well be significant.  So 
far, however, no decisive evidence exists one way or the other.  For the present, one thing remains outstanding, 
namely, that with the expansion of Federal and State activities, increasing importance is being attached to 
administrative co-ordination. 
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Source Selected Extracts 
Butlin, S. J. (1954), as 
quoted in McMinn, W. 

G. (1979), 
A Constitutional History 

of Australia, 
Oxford University Press. 
 
[See Butlin, S.J. (1955), 
THE PROBLEMS OF 
FEDERAL FINANCE, 
Presidential Address, 
REPORT OF THE 

THIRTIETH MEETING 
(of ANZAAS), 

Canberra: 
January, 1954, 
pp. 147-159.] 

Butlin (1954, as quoted in McMinn 1979: 169): 
 
Federalism is a stage in Australian political development which must now be regarded as over, and ... 
in most, but not quite all, functions of government we have an effective unification within a nominal 
federalism. ...  To deplore the departures from what the Founding Fathers designed is perfectly 
legitimate; to see dangers of centralization and overgovernment in trends away from ... federalism 
may be completely justified.  But it is not sensible to believe that it is practical politics to secure in 
this country a reversion towards federalism and less of the near unitary state we have reached.  The 
clock will not go backwards. 

Belshaw, J. P. (1955), 
'The Economics of New 

States', in 
R. S. Parker et al., New 

States for Australia: 
Proceedings of the 

Australian Institute of 
Political Science 

1955 Spring Forum, 
Armidale, 

October 1955. 

Belshaw (1955: 55): 
 
The growth in the power of the Commonwealth and the decline of the States is implicit in the 
financial clauses of the Constitution and is told in the history of financial relationships since 1901.  
The important financial clauses of the Constitution are those which assigned customs and excise to the 
Commonwealth and gave it concurrent powers with the States in all other fields of taxation, made 
Commonwealth tax law superior to State law, and empowered the Commonwealth to grant financial 
assistance to any State on such terms and conditions as it might think fit. 
 
Belshaw (1955: 56): 
 
The States could therefore lose their independence both financially and politically and, in effect, 
become little more than administering agencies for Commonwealth policy.  The creation of a new 
state would in those circumstances be merely to add another federal instrumentality. 

Greenwood, G. (1955), 
'National Development 

and Social 
Experimentation, 

1901-14', in 
Greenwood, G. (ed.), 

Australia: A Social and 
Political History, 

Angus & Robertson, 
Sydney. 

Greenwood (1955: 196-197): 
 
The establishment of the Commonwealth made possible, as was intended, not only national legislation 
but also a national effort in a number of important directions.  A national defence system, a unified 
voice on external issues vital to the country, and Australian immigration policy, had all become 
practical possibilities.  The economic significance of federation was no less great.  By destroying the 
colonial tariff barriers it created a continent-wide market.  It made possible also for the first time an 
Australian trade policy.  The combination of these two things paved the way for industrial growth. 
 
Though the objective was national development, the union which was established was by deliberate 
choice limited in form.  Indeed, no other basis would have been acceptable.  The Colonies were too 
isolated, too jealous and too recently masters of their own affairs to permit a self-denying ordinance 
for their extinction in a unified national structure.  The experiment in federalism was the outcome of a 
determination to preserve [Conv Debates Vic PP 1891 pp 35, 44, 46 and 80] to the Colonies as wide a 
measure of power as possible and yet at the same time achieve united action in fields where it had 
become essential or highly advantageous. 
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Source Selected Extracts 

La Nauze, J. A. 
(1972), 

The Making of the 
Australian 

Constitution, 
Melbourne 

University Press. 

La Nauze (1972: 133-134): 
 
A later reading of these terse records is conscious of a strange, remote atmosphere of discussion, perhaps 
most readily conveyed by the words of a motion proposed, though afterwards withdrawn, by McMillan.  
There is no doubt that all members would have endorsed the view 'That the principle in the transfer of 
powers to the Federal Legislature shall be that no State shall be called upon to make any sacrifice of its net 
revenue'.  They proposed arrangements for the disposition of the 'surplus' revenue of the Commonwealth 
which involved fixing for some years what it might spend in specific fields.  They apparently assumed that 
there would be a 'surplus' in perpetuity.  The extent to which some of the lawyer-politicians in the 
Convention foresaw the expansive possibilities for the Commonwealth of many of the words and phrases of 
the Constitution is a matter for debate, but it can hardly be doubted that the treasurers of the day saw the 
Commonwealth largely as an agent for the States, not even as an equal partner.  Moreover it was to be an 
economical agent. 
 
Their Report [in Proceedings, Adelaide 1897, Paper No. 1] listed nineteen Resolutions on matters to 'be 
provided for in the proposed Federal Constitution'.  The first group re-affirmed appropriate clauses of the 
1891 Bill.  Those on the 'surplus' provided for three separate periods after the inauguration of the 
Commonwealth.  A uniform tariff should be framed within two years.  Until it came into operation the 
customs and excise revenues raised in the various States, less their shares of necessary federal expense 
estimated per capita, should be returned to them, and expenditure on new federal functions and on 
transferred services should not, for three years, exceed certain sums to be precisely named by the treasurers 
on conference. 
 
La Nauze (1972: 157): 
 
But safeguards against federal 'extravagance', at least in the early years, must also be imposed.  The Finance 
Committee had recommended that limits be set to the amounts that a federal government might spend on its 
new functions and on those transferred from the States.  These were now fixed, for a period of three years, 
at £300,000 and £1.25 million, on the basis of calculations by Holder.  It was a clumsy scheme, and no one 
explained how its application could be easily policed and challenged if the federal government should be 
concerned to evade it; but at least the electors could be assured that federation would be an economical 
investment [Con. Deb. Adel. 877-908, 1051-70; Quick and Garran, Annotated Constitution, pp. 169-71, 
176-8]. 
 
La Nauze (1972: 168): 
 
... but one devastating remark [by Griffith] was likely to be fatal to the proposal in the Adelaide Draft to 
limit the expenditure of the federal Parliament in the first few years to certain named sums: 'A Sovereign 
State with an annual allowance for pocket money (p169) would certainly not need two Houses of 
Parliament and an elaborate Constitution' [Notes, p. 8 (p. 234 of the Qld Legislative Council Journal)]. 
 
La Nauze (1972: 181): 
 
Though Turner still thought the Adelaide financial scheme had merits, it was now generally admitted that a 
proposal to limit federal expenditure in the early years to certain defined sums was not practicable. 
 
La Nauze (1972: 212): 
 
Within the Finance Committee, Reid admitted, absolute unanimity on the principal issues had still been 
unattainable, and even those who had agreed with the recommendations were not entirely happy with them; 
points amply illustrated in the debate, since members of the Committee were foremost in making 
suggestions at variance with those in their own Report.  There were three principal recommendations: the 
precise limitation of the expenditure of the commonwealth during its first three years should be abandoned; 
there was no alternative to the maintenance of the 'book-keeping system' to determine the amount of the 
'surplus' to be returned to the State for five years after the imposition of a uniform tariff; and there should be 
special treatment for Western Australia. 
 
La Nauze (1972: 215): 
 
Speakers referred frequently to the dangers of encouraging federal 'extravagance'; temptation should be 
removed by leaving no 'surplus' beyond the revenue necessary for a federal government to perform 
economically the functions assigned to it.  Yet they never appeared to equate 'extravagance' with power. 
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Source Selected Extracts 

Harris, C. P. (1979), 
'Relationships 

between Federal and 
State Governments in 

Australia', 
Australian 

Government 
Publishing Service, 

Canberra. 

Harris (1979: 37-42): 
 
Changes in the scale of government in Australia 1908-09 to 1975-76 
... 
By 1976, therefore, the ratio of government outlay to gross domestic product was about three times 
greater than it was in 1908-09 (i.e. the percentage increase in government outlay over a period of nearly 
seventy years was three times as large as the percentage increase in gross domestic product). [In money 
terms, government outlay increased from $79 million in 1908-09 to $27 527 in 1975-76; over the same 
period gross domestic product rose from $591 million to $70 825 million.  Taking population growth into 
account, government outlay increased from $18 per head in 1908-09 to $2032 per head in 1975-76, while 
gross domestic product per head rose from $137 to $5228.  Thus government outlay per head of 
population increased three times faster than gross domestic product per head, the ratio between the two 
values rising from 13 per cent in 1908-09 to 39 per cent in 1975-76.] The 1975-76 ratio was about three 
quarters as large again as the ratio in the years immediately prior to World War Two. 
 
The statistics therefore indicate a substantial rise in the scale of government activities since Federation. 
 
[Tables following summarise data presented by Harris in Table 9 on pages 40-42 
 
[From Table 9 part 1 on pages 40-41:] 
 

Financial 
Year 

Year ended 
30 June 

Federal govt outlays 
as % of GDP 

State govt 
outlays as % 

of GDP 

Local govt 
outlays as % 

of GDP 

Total govt 
outlays as % 

of GDP 
1908-09 1909 1.1 10.4 1.8 13.4 
1913-14 1914 1.9 11.6 1.8 15.3 
1922-23 1923 7.5 11.3 2.1 21.0 
1929-30 1930 6.2 12.8 2.4 21.4 
1934-35 1935 6.3 14.2 2.0 22.5 
1939-40 1940 9.7 11.8 2.0 23.4 
1942-43 1943 42.0 6.6 1.0 49.6 
1944-45 1945 34.1 6.8 1.0 42.0 
1949-50 1950 14.5 10.3 1.8 26.7 
1954-55 1955 13.4 12.0 2.0 27.3 
1959-60 1960 13.8 12.3 2.3 28.4 
1964-65 1965 14.4 13.8 2.5 30.7 
1969-70 1970 15.8 14.1 2.4 32.3 
1974-75 1975 18.2 17.3 2.5 38.0 
1975-76 1976 18.3 17.9 2.6 38.9 

 
[From Table 9 part 2 on pages 41-42:] 
 

Financial 
Year 

Year ended 
30 June 

Federal govt outlays 
as % of total govt 

outlays 

State govt 
outlays as % 
of total govt 

outlays 

Local govt 
outlays as % 
of total govt 

outlays 
1908-09 1909 8.5 77.8 13.8 
1913-14 1914 12.2 75.9 11.9 
1922-23 1923 35.7 54.1 10.2 
1929-30 1930 29.1 59.8 11.2 
1934-35 1935 28.0 63.1 8.9 
1939-40 1940 41.4 50.2 8.4 
1942-43 1943 84.6 13.3 2.1 
1944-45 1945 81.3 16.2 2.5 
1949-50 1950 54.4 38.7 6.9 
1954-55 1955 49.0 43.9 7.2 
1959-60 1960 48.7 43.3 8.0 
1964-65 1965 46.9 45.0 8.1 
1969-70 1970 48.8 43.7 7.4 
1974-75 1975 47.9 45.6 6.6 
1975-76 1976 47.1 46.1 6.8  
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Source Selected Extracts 
Crisp, L. F. (1980), 

George Richard 
Dibbs 1834-1904:  
Premier of New 
South Wales - 

Prophet of 
Unification, 

Central Printery, 
ANU, Canberra. 

Crisp (1980: 104-105): 
 
Finally, there was B. R. Wise.  As a New South Wales Free-trader and Federalist 'Ultra', he was one of Dibbs's 
most trenchant and unrelenting opponents.  In the late 1890s he had gone about commending the Federation 
Bill as a panacea which would annually cost his fellow citizens only three shillings and sixpence a head, 'about 
the same as the cost of registering one's dog'. 

Else Mitchell, R. 
(1983), 

'Unity or 
Uniformity', 

in Aldred, J. and 
Wilkes, J (eds), 

A Fractured 
Federation: 

Australia in the 
1980s, 

George Allen & 
Unwin, 

North Sydney. 

Else Mitchell (1983: 4): 
 
The expectation that the cost of Federation would be minimal and allow surplus revenue for distribution to the 
States was short lived; the provision of invalid and age pensions, the needs for increased defence expenditure, 
and programs for the construction of Commonwealth railway works swelled the Commonwealth's expenditure 
budget, deprived the States of any surplus revenue, and led to new taxing measures, the first of which was the 
imposition of land tax in 1910. 
 
With the outbreak of was in 1914 the Commonwealth was obliged to assume greater responsibility for matters 
of national importance and, in order to finance defence expenditure and associated funds, it extended its 
revenue measures to embrace income tax, estate duty and entertainments tax. 
 
Else Mitchell (1983: 8): 
 
There were, of course, powerful advocates of unification and of centralised power in the Liberal Party during 
the war and postwar periods.  The late W.A. Watt, former Premier and Treasurer of Victoria and later a 
Minister and Acting Prime minister in the Commonwealth Parliament, wrote in August 1944 of the weakness 
of the Constitution in its provisions about Federal-State finances and criticised the failure 'to deal with this 
glaring blot'.  He went on: 
 

Apparently Australia is to be allowed to still have seven competing tax-gathering authorities, and seven 
borrowers.  She has still to face the frowning future, with a mere handful of people, to finance a territory 
as large as the United States of America, and guard a coastline of 14,000 miles.  She is still to cherish the 
fiction of 'dual sovereignty', and still to permit financial power to remain divorced from responsibility.  
Can she possibly succeed in this herculean task?  It seems to me that the Unification which the founders 
of the Federal Union avoided will be forced upon us by sheer financial pressure.  The alternatives are 
either penury or, worse still, insolvency.  How long will it take the people of this continent to realise that 
Federation affords but a slender foothold on real Nationality? [Foreword to Alfred Deakin The Federal 
Story 1944, p vii] 

Hamer, R. J. 
(1983), 

'Australian 
Federalism: A 

View from 
Victoria', in 

Patience, A. and 
Scott, J. (eds), 

Australian 
Federalism: Future 

Tense, 
Oxford University 

Press. 

Hamer (1983: 49): 
 
'Financially bound?' Was that what the fathers of the constitution intended?  They had laboured through three 
constitutional conventions in 1891, 1897 and 1898 to produce a document which its very preamble takes the 
form of a compact, whereby the six states 'have agreed to unite in one indissoluble Federal Commonwealth'. 
... 
Without question, what they intended was to hand over certain defined powers, and the financial means to 
exercise them, to the new commonwealth, and to keep the rest.  But both the powers, and the cost of 
administering them, were regarded as small: 'less than the price of a dog licence per head of the population of 
Australia'. 
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Source Selected Extracts 

McMillan, J., 
Evans, G. and 

Storey, H. (1983), 
Australia's 

Constitution: Time 
for Change?, 

Law Foundation of 
NSW and George 
Allen & Unwin 

Australia, Sydney. 

McMillan, Evans and Storey (1983: 104-105): 
 
Not surprisingly, financial questions dominated pre-federation discussions.  governments are preoccupied with 
money, and this was no less true in the nineteenth century than it is today.  At that time the major source of 
revenue for the States was customs and excise duty: the framers of the Constitution anticipated that revenue 
from customs and excise duties would be more than sufficient for the new Commonwealth, and that there 
would be plenty left over for the States.  Sir Samuel Griffith speculated that the annual cost of federation would 
be less than the price of a dog licence per head of the population of Australia.  On the surface, these provisions 
appeared to provide for the needs of the Commonwealth, and otherwise to leave the States free to make their 
own decisions, but here as elsewhere appearances proved deceptive.  Alfred Deakin, as usual more perceptive 
than most, said this in 1902: 
 

As the power of the purse in Great Britain established by degrees the authority of the Commons, it will 
ultimately establish in Australia the authority of the Commonwealth.  The rights of self-government of 
the States have been fondly supposed to be safeguarded by the Constitution.  It left them legally free, but 
financially bound to the chariot wheels of the central Government.  Their need will be its opportunity. 
[Letter to London Morning Post, 1 April 1902, quoted in C. Howard, Australia's Constitution, Ringwood, 
Penguin, 1978, p. 96.] 
 
It is in this field of Federal-State financial relations that the nature of the federation envisaged by the 
founding fathers has been modified most.  Professor Colin Howard sums it up by saying that there is no 
other subject on which the Constitution is so thoroughly misleading as a guide to the way in which 
Australia actually is governed at the present day [Howard, cited above n. 2, p. 97].  A combination of 
political and judicial developments, together with some constitutional amendments, has given the 
commonwealth an overriding financial supremacy in three critical areas – the raising of revenue, the 
distribution of revenue, and public borrowings – which are examined in detail in the following sections of 
this chapter. 

 
McMillan, Evans and Storey (1983: 115): 
 
In its Third Report, the commission laid down the same criterion it has continued to apply: 
 

Special grants are justified when a State through financial stress from any cause is unable efficiently to 
discharge its functions as a member of the Federation and should be determined by the amount of help 
found necessary to make it possible for that State by reasonable effort to function at a standard not 
appreciably below that of the other States. [14: CGC, Third Report, 1936, p. 75] 

 
McMillan, Evans and Storey (1983: 120-121): 
 
For the first decade, things worked out very much as anticipated.  In 1902 total Commonwealth tax revenue 
was $17.8 million as against total States' revenue of $5.3 million; and $14.8 million, or 83.1 per cent of 
Commonwealth revenue, was passed on to the States.  The whole of the $14.8 million was passed on by way of 
grants with no conditions attached.  At this time, there was nothing to stop the States imposing any taxes they 
liked, other than customs and excise duties, and there was basically no interference by the Commonwealth in 
the States' financial affairs. 
 
This halcyon (for the States) position was not to last.  The history of the next 80 years showed an increasing 
incursion by the commonwealth into the revenue-raising field, with a corresponding reduction in the capacity 
of the States to raise revenue.  The shortfall of the States was made up by grants from the Commonwealth, but, 
as we shall see, the amount of these grants was determined by the Commonwealth, and they increasingly (now 
p.121) came to have conditions attached to them under s.96. 

Brennan, G. 
(1987), 'Foreword', 

in James, M., 
How Much 

Government, 
Centre for 

Independent 
Studies, Sydney. 

Brennan (1987: vii): 
 
For, by any reckoning, government has been the major growth industry of our time. In fact, the figures are 
rather staggering. In the US, for example, in the seven decades from 1900 to 1970, total government spending 
rose 60-fold in real terms, or 20-fold in real terms per head. And the Australian story is very little different. At 
the turn of the century, one in every 20 civilian employees was in government service; by 1980, it was more 
like one in four. 
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James, M. (1987), 
How Much 

Government, 
Centre for 

Independent Studies, 
Sydney. 

James (1987: x): 
 
Permanent reduction in public sector size may eventually require constitutional change, but this does not 
remove the immediate need for political leadership to deliver the benefits of smaller government and to 
distribute them fairly. 
 
James (1987: xi): 
 
Yet, so far, there is little evidence that Western governments have seriously begun the process of 'rolling 
back the frontiers of the state'. Figures produced by the OECD (1986a: 181) show that general government 
outlays in the 24 OECD countries, expressed as shares of Gross Domestic Product, rose in the decade 
following 1965 by almost eight points, from 30.6 per cent to 38.4 per cent; in Australia, the share stayed 
below the average level, but grew from 25.6 per cent to 32.7 per cent. 
 
James (1987: 2-3): 
 
Regulations are another important kind of off-budget government intervention in Australia. Mancur Olson 
(1982: 133) demonstrates that Australia and New Zealand have some of the highest import tariffs in the 
West, and calculates that 'their levels of protection are two to three times the level in the EEC and the United 
States and four to five times as high as those of Sweden and Switzerland ... The impact of protection levels 
that are uniquely high by the standards of the developed democracies is made even greater by the small size 
of Australian and New Zealand economies'. Australia also has perhaps the most highly regulated system of 
wage determination in the West. Some idea of the impact of regulations can be derived from a recent report 
of the Business Regulation Review Unit (1986), which calculates the annual direct and indirect costs 
imposed by business regulations in Australia (including those governing imports and the labour market) at 
between $40 billion and $80 billion, or between 15 per cent and 30 per cent of GDP. By far the greater 
proportion of this amount is accounted for by the cost of complying with regulations. The report makes no 
attempt to evaluate the benefits (and therefore the net costs) of business regulations, but it establishes the 
need to include this particular off-budget activity in any assessment of the size of Australia's public sector.   
 
Research on tax expenditures and government lending and loan guarantees is still too rudimentary to permit 
international comparison. But a recent study of Australian tax expenditures has concluded that although they 
have declined as a percentage of budget outlays from 13.1 per cent in 1970-71 to 6.4 per cent in 1982-83, 
they would still seem a (p3) substantial component of public sector activity ... in 1982-83 the budget deficit 
was equivalent to 9.2 per cent of budget outlays, while tax expenditures, at 6.4 per cent of outlays, were 
roughly equivalent to two-thirds of the budget deficit' (Office of EPAC, 1986: 9-10). 

Consandine, P. 
(1991), 

The Regional Co-
operative Government 
Plan for Australia: A 

Discussion Paper 
prepared and 

disseminated by the 
Regional Co-

operative Government 
Movement – the non-

political, educative 
arm of the Republican 

Party of Australia, 
Sydney, 

1 March 1991. 

Consandine (1991: 5): 
 
The fundamental change from the firm intention of the 1901 Constitution concerns finance.  The framers 
anticipated that the revenue from Customs and Excise would be more than sufficient to finance the total 
Federal budget.  Samuel Griffith said that the annual cost of Federation would be "less than the cost of a dog 
licence per head of Australian population".  For the first few years he was right but before many years had 
expired, the founding fathers' naive expectations were turned on their head.  By the end of the First World 
War, Commonwealth income taxes equalled Customs and Excuse revenue.  Since the Second World War 
Federal taxation has reached over 80% of total taxation in Australia.  We are now a world away from the 
original intentions.  It is true that we still pay lip service to an annual event, or performance, called the 
Premiers' Conference.  This is now a formal opportunity for the Federal Treasurer to dictate to the States not 
only how much they may spend but also how they may spend it. 

Fletcher, C. (1991), 
Responsive 

Government: 
Duplication and 
Overlap in the 

Australian Federal 
System, 

Federalism Research 
Centre, 

Australian National 
university, Canberra. 

Fletcher (1991: 13): 
 
The states tend to view government duplication and overlap as synonymous with commonwealth 
government activity; commonwealth government proposals for reform appear to be aimed at reducing 
duplication and overlap by consolidating commonwealth authority. 
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McMinn, W. G. (1991), 

'Politics or 
Statesmanship? George 

Reid and 
the Failure of the 1891 

Federal Bill', 
in One People, One 

Destiny – Papers given 
at a series of Senate 

Occasional Lectures to 
commemorate the 
centenary of the 

National Australasian 
Convention 1891, 
Department of the 

Senate, 
Parliament House, 

Canberra, 
November 1991, 

pp. 34-48. 

McMinn (1991: [on or near page 40]): 
Let us realize, then, that the case for federation in 1890-91 was almost pitifully weak; and it was not at 
all strengthened by the fact that even the federal enthusiasts envisaged a very limited sort of federal 
power. Very few matters on which the individual colonies had effectively legislated in the previous 
generation were seriously considered at the Convention for transfer to federal authority. Griffith, the real 
author of the draft constitution which emerged from the Convention's debates, represented the fact that 
few real powers were actually to be surrendered as one of the arguments in favour of its acceptance:17 
might not the ordinary voter, with the suspicion of his elected representatives which is a national 
characteristic,18 have been likely to ask whether in that case the whole business was necessary at all? 
Might it not appear to him to be just a politician's ramp - and an expensive one? This question of 
expense was to remain a problem for federalists right up to 1899, when one of them tried to solve it with 
the memorable assurance that federation would cost the average citizen less per year than a dog licence. 
As Winston Churchill might have said, with the aid of hindsight, 'Some licence! Some dog!' 
 
Notes: 
17 Official Report of the National Australasian Convention Debates, op. cit., pp 526-30. 
18 See J.B. Hirst, The Strange Birth of Colonial Democracy, Allen & Unwin, Sydney, 1988, passim, 

esp. p 273. 

Editorial: 'Where To 
From Here, Mr 

Deakin?', 
The Age 

30 Jul 1991 
p. 13. 

IT is now 89 years since Alfred Deakin uncannily and famously prophesied that the Australian states 
would become financially bound to the chariot wheels of the Commonwealth. As the financial - and 
political - power of the Commonwealth has increased during the century, successive prime ministers 
have unveiled proposals for "new'' or "cooperative'' federalism. Lovely and incandescent things, the 
proposals have all glowed momentarily before dying for want of desire and commitment on the part of 
the Commonwealth or the states. The  history of Commonwealth-state relations does not encourage 
optimism about the prospects for fairer and more rational arrangements.  
 
Yet realism may be starting to break through at the series of premiers' conferences initiated last year by 
the Prime Minister, Mr Hawke, to support his review of Commonwealth-state relations. This week's 
conference seems set to take  the small, difficult but important step of establishing a national rail freight 
corporation, which would open the way to a single, national, uniform-gauge railway system. The 
premiers are also expected to endorse corollary proposals to  force the road transport industry to pay its 
fair share of road costs to help ensure fair competition between rail and road transport. Doubtless, both 
proposals will be resisted fiercely - by railway unionists facing job losses through rationalisation and 
from truckers facing higher fees. But they are the sort of commonsense agreements that are logical first 
steps towards genuine reform of Commonwealth-state relations.  
 
It remains to be seen how far and how fast the apparent improvement in Commonwealth-state 
cooperation can be pushed. Certainly, Mr Hawke and the premiers will face some old and apparently 
intractable problems when they discuss the critical financial relationship between Canberra and the 
states. Four inseparable and interrelated issues will dominate the discussion: first, the virtual 
Commonwealth monopoly on revenue-raising; second, the gap between the revenues and the 
constitutional responsibilities of the states; third, the complexity and confusion created by the present 
system of Commonwealth tied grants to the states under section 96 of the Federal Constitution; fourth, 
the Commonwealth formula for redistributing revenues back to the states. These issues divide (and often 
conquer) the states by separating larger states from the smaller states that tend to gain at their expense.  
 
Nearly a century of federal history has shown that it is not enough for prime ministers to articulate 
visions of a new Commonwealth-state compact. Nor is it enough for premiers to thump tables and 
demand more. What is required is an orderly, step-by-step approach to the hard political, constitutional 
and economic problems of Australian federalism. We hope that this  process, having started, will be 
advanced in Canberra this week. 
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'Constitution 
Versus Political 

Fortunes', 
by Stephen Mills, 

Australian 
Financial Review, 

4 Nov 1991, 
p. 12. 

WITH the ink scarcely dry on the Australian Constitution that he had helped bring into being, Alfred Deakin 
made a famous and far-sighted prediction.  "The power of the purse ... will ultimately establish in Australia the 
authority of the Commonwealth," he wrote in 1902. The States, fondly supposing their rights of self-government 
had been safeguarded by the Constitution, had been left legally free, but "financially bound to the chariot wheels 
of the Central Government."  Deakin was right. The history of financial relations between the Commonwealth 
and the States has been the history of relentless growth in Commonwealth power. As Australia grew, the 
emerging needs and aspirations of its  people were increasingly met by the Commonwealth, not the States. And 
it was the Commonwealth, not the States, that gained control over the juiciest sources of tax revenue. 
 
Bob Hawke's proposals to renew the partnership between the Commonwealth and the States have now come 
hard up against this Deakin factor.  The fundamental question that Federal Caucus is looking at today, and that  
the Special Premiers Conference will consider later this month in Perth and well into 1992, is whether it is 
possible for the States to be unbound from the Commonwealth's chariot wheels.  Paul Keating has given his 
answer: no, not without dismantling the entire chariot. And to continue the analogy, some of the Labor Premiers 
seem to like the experience of being dragged along in chains.  But the Prime Minister himself, having initiated 
the historic process of reform, must produce some change - even though Mr Keating's actions have made Mr  
Hawke's task a dangerous one for his leadership.  In other words: there are three different views of how the 
Federal system is supposed to work in the 1990s. And for a Labor Party that is already confused  about what it 
stands for, three different set of priorities for the Labor Prime  Minister and the Labor Premiers to adopt. 
 
No one disputes the Australian Federal system is severely lopsided. Today, the Commonwealth does about 70 
per cent of the taxing by the public sector but only about 50 per cent of the spending.  It passes the balance – 
about $30 billion a year – to the States, territories and local councils through a complex network of grants. Put 
another way, the States do only 25 per cent of the taxing but 45 per cent of the spending.  This is what is meant 
by the dreaded "vertical fiscal imbalance", one of the more unlovely pieces of jargon that inhabit this stretch of 
the political landscape. 
 
When the American revolutionaries tipped tea into Boston Harbour, their slogan was, "No taxation without 
representation". Australia's vertical fiscal imbalance turns this on its head; in the words of Professor Cliff Walsh 
of the Australian National University's Federalism Research Centre, it is a form of representation without 
taxation. The Australian State governments have the luxury of spending without the responsibility or 
accountability of taxing.  At the same time, the States complain that because the Commonwealth attaches so 
many strings to much of the money it hands them, they have been lumbered with the responsibility of spending 
without the luxury of choosing what  they can buy.  So, give the States more accountability and flexibility. And 
come up with a tax and grant system that is more efficient than the present hotchpotch. That is what the Special 
Premiers Conference process is studying at present. There are three interrelated strands in the knot.  
 
First, should States have access to more sources of tax revenue? Second, should the Commonwealth loosen the 
strings on its "tied" (Special Purpose or Section 96) grants so as to give the States more flexibility in their 
budgets?  Third, just what do Australians expect their different levels of Government to do anyway? Who 
decides what services there should be and who delivers them?  Each of these three strands has spawned working 
groups of public servants, which have been preparing options for the Premiers and the Prime Minister to 
consider in Perth later this month.  It is now clear the November conference will have before it three broad 
options to fill out the first, and most fundamental, of these issues: the tax question. Officials have put together an 
options paper that canvasses income taxes, indirect taxes and some formal revenue-sharing procedure.  None of 
these options is for a "new" tax; not at first anyway. They are all considered on the principle of revenue 
neutrality agreed at the Brisbane Special Premiers Conference in October 1990. Any new revenue the States 
gather would be matched by an equivalent cut in Commonwealth tax; this in turn would come from an 
equivalent reduction in Commonwealth general revenue grants to the States. 
 
A State income tax could be expressed either as a "rate on the base", as a  flat rate percentage of the taxpayer's 
income, or a "rate on a rate", calculated as a percentage of the relevant Federal tax rate.  In either case, the States 
would be looking to generate maybe $10 billion off their own bat. This figure is arrived at by taking the general 
revenue grants, running at some $15 billion a year, and subtracting $5 billion as a guesstimate of what the 
Commonwealth would need to continue compensating the smaller States. 
 
If the Commonwealth were to hand back some of the revenue given the States as tied grants, the total pool could 
of course be larger.  To raise $10 billion, the States would need a flat-rate tax of some 5 per cent or a "rate on a 
rate" of about 25 per cent.  Alternatively, the States could raise $9.5 billion from indirect taxes -the amount the 
Commonwealth raises from excise on tobacco, alcohol and petrol. The Constitution explicitly forbids the States 
to raise indirect taxes.  But the officials' option paper canvasses the possibility that it may prove legal for the 
Commonwealth to transfer the excise revenue so long as the Commonwealth continued to collect the revenue 
from a common national base.  In all these cases, the starting point of revenue neutrality would prevail  for a 
transition period of two or three years, after which States would be able  to set their own rates.  
 
The third option, under which States would receive a set proportion of Commonwealth revenue, or 
Commonwealth income-tax revenue, finds little favour in  Canberra. Though the Victorian Premier, Mrs Kirner, 
has embraced this alternative in preference to a State income tax, it would not give the States any more 
flexibility or accountability than they have, while reducing the capacity of the Commonwealth to cut a deal with 
the ACTU on a wage-tax trade-off.  
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Well, who would want to be the first Premier since 1942 to levy an income tax? Even though it would be the 
simplest way of fixing the vertical fiscal imbalance and could be defended as revenue neutral, not a "new" tax, 
there were not a lot of Premiers putting their hands up after their October 27 meeting in Adelaide.  It is much, 
much easier to continue blaming the Commonwealth for lack of funds or initiative - as the Premiers did, at 
Adelaide, with their demands for greater attention to fixing unemployment.  The political problem for Premiers 
is, of course, that income taxes are very visible. This gives added significance to the legal opinion about the 
possibility of States getting the alcohol, tobacco and petrol revenue through an  indirect tax.  But it may be that 
the Premiers do not get the chance to choose. 
 
Paul Keating put the obscurities of Federal fiscal relations into sharp political focus with his address at the 
National Press Club on October 22. It was a transparent attack on the Hawke reform agenda and played on the 
fears of some Caucus members that the Commonwealth would cede policy control to the States by loosening tied 
grants and handing back tax powers.  It will doubtless put under extra pressure the negotiating position that Mr 
Hawke and the Treasurer, Mr Kerin take to Perth. 
 
Mr Keating's strongest attack was on State income taxing. Part of the argument was it would lead to a "myriad" 
of different taxes; though this would presumably be prevented by the requirement that any tax be levied on a 
common national base.  HE OPPOSED handing over indirect taxes because the Commonwealth should not  lose 
its power to influence the price of petrol, tobacco and alcohol "for environmental or health reasons".  But 
whatever the tax option, Mr Keating nixed it on the grounds it would begin to "gut the Commonwealth" since 
"once revenue goes, other powers and responsibilities will quickly follow".  Yet it is significant he had no 
objection to meeting State demands for the  untying of grants under Section 96 - the section Gough Whitlam 
called "the charter of public enterprise".  Mr Keating's statement that tied grants should be replaced with State 
policies that achieve "agreed national goals" stands foursquare within the spirit of the communiques issued after 
previous Special Premiers Conferences.  At the Brisbane meeting, the States sought to reduce the proportion of 
tied grants as a percentage of the total from 50 to 30 per cent. The communique agreed only to "a substantial 
reduction" of tied grants.  
 
Mr Keating's endorsement of unwinding tied grants opens the possibility he  would support a Premiers 
Conference that gave the States their desired accountability and flexibility solely through tied grants, leaving tax 
powers solely with the Commonwealth.  Certainly, his fundamental criticism was that State revenue raising 
would reduce the Commonwealth's capacity to manage the national economy. He said he could not understand 
why Treasury had changed its mind about the need for tight Commonwealth control over the national economy.  
It is clear however that Treasury had been changing its mind on this crucial issue for some time before Mr 
Keating resigned as Treasurer.  
 
In statements to Caucus and to conferences of the Federalism Research Centre, and in an in-house seminar last 
April, Treasury officials made it clear they believed there was room to reduce vertical fiscal imbalance without 
jeopardising control over the economy.  They presumably didn't tell their then-minister because they knew he 
disagreed.   Budget Paper No 4 pointed out in August that States can already"detract from or defeat" the 
objectives of economic policy making, through increasing taxes or borrowings to offset Commonwealth attempts 
to reduce  public-sector spending.  A paper from the Graduate Programme in Public Policy at the Australian 
National University suggests a study of other federal systems produces "almost no evidence" to support the need 
for continued central economic control. The discussion paper, issued in September by Mr Kerry Barwise and 
Professor Frank Castles, even suggested inflation could fall with greater decentralisation of tax revenues.  A 20 
per cent increase in the share of tax revenues going to the States could reduce inflation by some 3 per cent. 
 
Mr Barwise, a Treasury official on furlough at ANU, has also pointed to the"fiscal perversities" that uniquely 
distort Australia's Federal system where the central government controls income tax and squeezes the States and 
local government on to a more narrow revenue base.  While income taxes are relatively stable, other sources of 
revenue, such as property and payroll taxes, are more volatile.  In an economic downturn, property values and 
employment fall, and State and local government finances are pitched into difficulty; this has certainly been the 
experience in Australia during this recession.  The counterpart is that during economic recovery they get a 
revenue surge.  The overall effect has been that the tax system has reinforced, rather than smoothed, the boom-
and-bust cycle.  The indirect tax option to be considered at Perth would go some way towards rectifying these 
problems. The income tax option would obviously go further.  
 
What will happen at Perth? When they last met, the Premiers and Prime Minister were optimistic that November 
would see fundamental agreements reached.  Progress is likely to be slower.  The first question to be resolved is 
the extent to which the vertical fiscal imbalance can be adjusted without affecting the Commonwealth's 
economic control. Assuming the leaders agree there is room for adjustment, then they would look at the options.  
They may choose one or more options for further work by officials. But no final decision is expected until 
another Premiers Conference is held in May.  Similarly, on tied grants, leaders will set a general direction in 
November with final decisions next May.  Ultimately, the leaders at Perth will have to balance the theoretical 
attractions of a more efficient and accountable federal system with the hard realities of political winning and 
losing.  Unless everyone can be persuaded they come out a winner, Deakin's chariot wheels will continue to turn.
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'Campaign to Focus 
on Govt', 

by Prudence 
Anderson, 
Australian 

Financial Review, 
15 Apr 1992, 

p. 10. 

When the fathers of Australian Federation began promoting the formation of a Commonwealth Government, 
they said it would cost less than the price of a dog licence per head of population to run it.  It did not take long 
for the Commonwealth to usurp the federated colonies, creating an unforeseen institutional dominance which 
has escaped comprehensive scrutiny for 90 years. 
 
According to the former Governor-General and High Court judge, Sir Ninian Stephen, the ossification of 
public institutions has fed alienation and political cynicism in the community.  Sir Ninian was speaking last 
night at the launching of a campaign to reinvigorate the political process in the lead-up to the centenary of the 
Australian Constitution in 2001.  The campaign will be steered by the Constitutional Centenary Foundation 
which will examine the role of Australian governments and their records on community service.  "The 
foundation does not accept what seems to be a conventional view that Australians are both little interested in 
government and inherently resistant to  change," Sir Ninian said.  "If they seem frustrated, it is because they 
feel they are excluded from the process and unable effectively to influence it."  
 
The foundation will invite members of the public to join to participate in  its public education campaign and 
seminar series. 

Craven, G. (1992), 
'The States – 

Decline, Fall, or 
What?', in Craven, 

G. (ed.), 
Australian 

Federation: 
Towards the 

Second Century, 
Melbourne 

University Press, 
1992, pp. 49-69. 

Craven (1992: 50): 
 
... only the most wilful blindness could produce any confusion over the general intentions of the founders as to 
the sort of federation that they intended to produce, or the position that they intended the States to occupy 
within it.  Put simply, they envisaged a federation in which the balance of power and responsibility would lie 
decidedly with the States.  This is not the same thing as saying that the States were to have general, and the 
Commonwealth specific, powers, for depending upon the nature of the specific powers, the general residue 
might be very small [Indeed, this has been precisely the result achieved by the high Court's interpretation of the 
specific powers of the Commonwealth]. 
 
Craven (1992: 51): 
 
The central purpose of most if not all of the founding fathers was the creation of a strictly limited central 
government, subject to the absolute condition that the government so created did not unduly impinge upon the 
powers of the States.  Given a choice between a centrally dominated federation and no federation at all, most of 
the founding fathers would undoubtedly have had little difficulty in accepting disunity as the lesser of two 
evils. 
 
Craven (1992: 67-68): 
 
There can be no suggestion that the States are in any serious danger of abolition.  Abolition was a dream of the 
1930s and 1940s, and (to a lesser extent) the 1970s, and may safely be put aside.  Quite apart from the fact that 
any such proposal would be massively rejected at referendum, and would in fact be a positive danger to a 
government foolish enough to espouse it, there is really no reason why the Commonwealth should want to 
abolish the States.  Were it to do so, it would have to accept many unappealing governmental responsibilities, 
with all the administrative and financial obligations that these would involve.  Better to allow the States to eke 
out a meagre existence on the periphery of power, and to continue to act as convenient conduits of funds as 
well as whipping-boys when the funds run out.  If abolition is unlikely, even more remote is the possibility of a 
substantive reversal in the fortunes of the States. 
... 
At least their [the States] substantive abolition is not quite so often put forward as an irrefutable good [But see 
the recent comments of former Governor-General, Sir Ninian Stephen, advocating their abolition: Age 
(Melbourne), 26 January 1989].  
 
Craven (1992: 69): 
 
In 1897 Deakin said that the States were parting only with a small part of their powers of self-government and 
that the federal government had 'but a strictly defined and limited sphere of action' [Convention Debates, 
Adelaide, 1897, 292].  How wrong he was. 

Saunders, C. 
(1992), 

'Fiscal Federalism 
– A General and 

Unholy Scramble', 
in Craven, G. (ed.), 

Australian 
Federation: 
Towards the 

Second Century, 
Melbourne 

University Press, 
1992, pp. 101-130. 

Saunders (1992: 108): 
 
Turner's analysis, in Adelaide in 1897, was fairly representative.  A large federal surplus was 'a dangerous 
thing to have to deal with [Convention Debates, Adelaide, 1897, 45].  And from the standpoint of the States, 
the 'unwisdom of giving any Legislature the expenditure of money which is not raised from the people is 
apparent' [Convention Debates, Adelaide, 1897, 45]. 
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Crommelin, M. 
(1992), 

'The Federal model', 
in Craven, G. (ed.), 

Australian 
Federation: Towards 
the Second Century, 

Melbourne University 
Press, 1992. 

Crommelin (1992: 38): 
 
The one element of the federal principle that created difficulty was the limitation upon the powers of the 
national government.  It was a matter of critical importance.  There was no disagreement upon the 
necessity for a limitation.  Rather, the issue was how that limitation should be achieved.  Was it sufficient 
for the Constitution to prescribe the powers of the national government, or was there also a need to control 
the exercise of these powers? 
 
Deakin favoured the former approach.  In Sydney in 1891 he declared: 
 

The Federal government is to have a strictly limited power, it is not to range at will over the whole 
field of legislation; it is not to legislate for all conceivable circumstances of national life.  On the 
contrary, its legislation is to be strictly limited to certain defined subjects.  The states are to retain 
almost all their present powers, and should be quite able to protect their own rights. 

 
In Adelaide in 1897 Higgins took up the same theme: 
 

The truth is that the true protection for the small States lies in the limitation of the power given to the 
Federal Parliament.  The true protection of the smaller States lies also in insisting that no subjects 
which cannot be better dealt with by Federation are to be given to the Federation, and that those 
subjects which can be best dealt with by a colony, as a colony, should be still left to the colony. 

 
Holder thought likewise: 
 

... in dealing with this federal authority we should confer on it no power which it cannot exercise 
more wisely and well and effectively than the States can exercise those powers.  I should go even 
further, and lay down as the principle which should govern our conduct: to the states all that is local 
and relating to one State, to the Federal power everything that is national and of interstate 
importance. 

'The bureaucratic cost 
of democracy', 

by Alan Ramsey, 
Sydney Morning 

Herald, 
1 Aug 1992, 

p. 23. 

A BIT over a year ago David Farrell, a Canberra public servant, telephoned Wendy Auchincloss, a State 
public servant, in Melbourne. The call upset Ms Auchincloss's boss, Dr Gregory Lyons, the Victorian 
Electoral Commissioner. That same day, Lyons wrote a terse letter to Farrell's boss, Brian  Cox, the 
Australian Electoral Commissioner.  For voyeurs of bureaucratic game playing, what followed the Farrell 
phone call is the merest peek into the bizarre zoo we call Commonwealth/State relations. If you wonder 
why trying to make Australia work as a single entity, instead of nine competing tribes, seems beyond the 
wit and will of the politicians, State and Federal, read on. 
… 
And then everything came to a dead stop when the Parliamentary inquiry into election costs was set up by 
Bob Hawke's Government in September last year.  So what's it all about? In short, the cost of democracy. 
That is, the many  millions of dollars it costs taxpayers each year not only to run Federal, State  and local 
government elections but the administration of eight quite separate election authorities, too (see panel). 
Each of the States, plus the Northern Territory, has its own local election commission to conduct its own 
elections.  Duplicating these commissions in every State is the Australian Electoral Commission, which 
administers Federal elections - and only Federal elections. 

'Our bill of $360m for 
elections', 

by Alan Ramsey, 
Sydney Morning 

Herald, 
1 Aug 1992, 

p. 23. 

How much do elections cost the public as distinct from the sums spent by the political parties from their 
own campaign funds? 
...  So a minimum $100 million for the States, plus $260 million for the Commonwealth, and there you 
have the all-up basic cost to taxpayers of democracy in Australia every three/four years: $360 million. 
 
I repeat, those are only the administrative costs of conducting elections and maintaining the Federal/State 
bureaucratic apparatus to service them.  It includes none of the salary/allowance/parliamentary costs of 
maintaining the politicians once elected.  That's many more millions.  Many, many more. 
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'Should We Do Away 
With The States', 

by Des Moore 
814 words 
The Age 

30 July 1993 
p. 14 

THE former Prime Minister Mr Bob Hawke's suggestion that changes to the Australian Constitution 
should include abolition of the states reflects a common  community view  that we have too many 
politicians and unnecessary duplication, and that, if we were starting again, we would not have state 
governments, but a Federal Government and a series of regional governments. Implicit in this view, 
though not always stated, is that local governments would also be subsumed into new regional 
governments, perhaps totalling 20.  While such a development is unlikely, some facts may help us make 
judgments about the present situation.  The figures in the accompanying chart suggest that, as the 
Commonwealth spends not much more than the states, but employs far fewer people, it may be more 
efficient. However, the lower Commonwealth employment mainly reflects its responsibilities for social 
security benefits, whose payment requires fewer staff than do labor-intensive services such as health, 
education and police, which state governments deliver. Local government, however, accounts for a 
relatively small proportion of total government spending (six per cent) and its share of total government 
employment (nine per cent) is quite a bit higher.  
 
There are marked differences between the three levels of government in the proportions of total spending 
absorbed by general administration (which includes  the cost of politicians and parliaments as well as 
bureaucrats who are not providing specific services).  Only 4.7 per cent of state spending goes on general 
administration, but it makes up 8.4 per cent of Commonwealth spending and no less than 13.1 per cent of 
local government expenditure.  
… 
There are three key points to keep in mind in this debate. First, there is enormous scope within the existing 
government structure to reduce the burden of taxes by improving the efficiency with which existing 
services are delivered and  by concentrating welfare assistance more on those in genuine need. Institute 
research showed scope to cut Commonwealth spending by $9 billion, for instance. 
… 
GOVERNMENT SPENDING AND EMPLOYMENT 
               Own Purpose Spending (1989-90) Employment (Dec 92) 
                      $m % Total % GDP  000's % [Govt] [% all Empl/t] 
C'wealth  69,614 49 18.9  387.5 23 6.7 
States  63,373 45 17.2  1,138.7 68 19.6 
Local  8,225 6        2.2  160.0 9 2.8 
Total Govt 141,212 100 38.4  1,686.2 100 29.0 

'Keating Sticks To 
His Ultra-centralist 

Line', 
by Maximilian Walsh, 

The Age, 
24 Feb 1994, 

p. 21. 
(v. similar article in 

SMH 25 Feb 94) 

THE United States, Germany, Canada, Austria and Switzerland run federal-style economies, the same 
structure we have in Australia. In each of these countries the equivalent of our state governments levy 
individual income tax. That may or may not be desirable, but it certainly underlines what a quaint  country 
the Prime Minister, Mr Keating, imagines he has in Australia.  
 
According to him the centralisation of the income-taxing power is the glue that holds this nation together. 
 
It is, according to him, "the reason we are one nation with one economy''. Students of history might detect 
an echo of Alfred Deakin's observation that the  amendment he successfully proposed to the Constitution 
had ensured that the states were "tied to the chariot wheels of the Commonwealth''. 

Editorial: 'NZ shows 
the way to reform', 
Daily Telegraph, 

18 Aug 1995, 
p. 10. 

The overlap between State and Federal administrations continues to impose undue costs, and undue red 
tape. 

Editorial: 'Clear the 
decks for prosperity', 

Daily Telegraph, 
29 Feb 1996, 

p. 10. 

Yesterday, The Daily Telegraph argued the need for a fundamental overhaul of the taxation system early 
in the life of the next government.  A comprehensive review of the extent of unnecessary government 
involvement in business and in the broad dynamics of social intercourse should be conducted 
synchronously.  Such a review should investigate the extent to which government regulations are 
replicated in separate departments, the extent to which State and federal statutes overlap, the extent to 
which regulatory codes act as a damaging spoke in the wheel of much needed enterprise. 
... 
Since the 1970s – despite the protestations of successive governments that spending has pared to the bone 
– adjusted Commonwealth spending has risen from about 22 per cent of GDP to close to 28 per cent of 
GDP.  Further, some estimates suggest the Commonwealth Public Service labour force of more than 
144,000 could sustain a cut of about 18 per cent without affecting the delivery of service. 
 
The crucial point to be kept in mind is that any increase in expenditure on maintaining public service staff 
levels reduces the public funds available for capital spending.  That mean money for infrastructure 
development and for business investment has to be found elsewhere. 
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Table 3K-1 (Continued) 

Source Selected Extracts 

'Lost billions of 
Government', 

by Malcolm Farr, Sue 
Dunlevy, Adam 

Connolly and David 
Luff, 

Daily Telegraph, 
18 Mar 1996, 

pp. 4-5. 

THE cost of running the Federal Government is a $124 billion-a-year operation.  But buried in its myriad 
layers of operation are areas where billions of dollars are wasted. 
… 
SENIOR federal bureaucrats can earn up to $250,000 a year in salaries and perks from the taxpayer. 
 
Eighteen departmental secretaries earn a base income of up to $145,467, with a 20 per cent loss of tenure 
allowance, non-cash benefits of $34,802 and superannuation of up to $40,323.  The packages for the most 
senior bureaucrats reaches $249,684, more than paid to Prime minister John Howard, who earns around 
$180,000. 
… 
While the top 18 bureaucrats rival senior corporate income packages, 94 other senior public servants are paid 
up to $181,000 including a salary ceiling of $119,000 and "performance" bonuses of $18,000.  For the 1739 
members of the elite Senior Executive Service, allowances are made for domestic air travel, home telephone, 
corporate cars and office parking.  Even fringe benefits tax is taken into account.  And while the size of the 
overall bureaucracy has been cut from 147,450 in 1986 to only 130,018 last year, 109 extra SES 
appointments have been created over the same period.  Middle managers in the Prime minister's Department 
have accepted pay cuts of up to $6300 a year, following the Coalition's edict that the department must save 
$50 million over the next three years. 
… 
THE Federal Government is massively and expensively overmanaged, with the administration bill to 
taxpayers rising steeply despite a fall in public service numbers.  A Daily Telegraph investigation of the high 
price of government found the size of the public service elite, on basic salaries from $50,000 to $119,000, 
has increased by 70 per cent in 10 years.  This has contributed to a doubling of administrative costs in some 
areas, despite a 12 per cent cut in overall permanent public service numbers. 
...  Other points uncovered included: 
 
STRONG arguments the Federal Government could save $1 billion and improve service by scrapping 
duplication of State Government activities. 
 
THE opportunity for the Federal Government to save more than $7 billion by eliminating tax breaks to high 
income earners.  ...  In 1986 there were 9005 permanent public servants graded Senior Officer C to Senior 
Executive Service band 3 – covering area managers and upwards.  By 1995 there were 14,621, according to 
calculations made from Department of Finance figures.  ...  The ranks of front-line workers – the 
administrative service officers on $30,000 to $40,000 – were cut by 8.4 per cent from 93,053 to 85,247.  But 
the cuts in numbers did not produce comparable reductions in administration costs, which former Labor 
Finance Minister Peter Walsh believes could be hacked back by $2 billion. 

Moore, D. (1996), 
'Duplication and 

Overlap: An Exercise 
in Federal Power', in 

Upholding the 
Australian 

Constitution Volume 
Six (Proceedings of 

the Sixth Conference 
of the Samuel Griffith 

Society, 
Townhouse Hotel, 

Carlton, 17-19 
November 1995), 

pp. 32-43. 

Moore (1996: 32-33): 
 
The issue of duplication and overlap between the Commonwealth and the States has become more and more 
controversial under the Keating Government as it has become increasingly clear that that Government seeks 
to involve itself more and more in the provision of the services administered by State Governments. 
 
In fact, the terms "duplication and overlap" are something of a misnomer. What we are dealing with is 
Commonwealth intervention, the apparent objective of which is that the States would eventually move into 
the position primarily of administrative agencies, with the main lines of policy in all matters being nationally 
determined. The latest development in this regard was reflected in the report in The Australian of 26 
September, 1995 that a condition of future Commonwealth funding of States' public hospitals would be the 
meeting of efficiency standards set in Canberra. Imagine! 
 
However, while a Commonwealth take-over may be the eventual aim, a close examination of the 
Commonwealth's use of the section 96 grants mechanism to date suggests that, with one or two exceptions, 
the program of specific purpose payments (SPPs) has little, if any, practical effect on the levels of the 
various services provided by State Governments. 
 
The proposition advanced in this paper is that, in the great majority of cases where Commonwealth 
intervention occurs, the State Governments remain the primary determinants of service levels, and the 
provision of funding by the Commonwealth is largely an exercise of political power designed to give the 
appearance of a concerned and involved national Government, but which has limited substance to it. 
 
It is not going too far to say that the provision under section 96 of SPPs by the Commonwealth is, to a 
significant extent, a sham, whose main purpose is to allow Commonwealth Governments and Ministers to be 
able to pretend they are performing a more useful function than they are. The arrangements certainly cannot 
be justified as they are presently structured, and it is also difficult to see any basis for the claim by 
Commonwealth Treasurer Willis that "Tied grants offer a means of satisfying broader community demands 
for minimum national standards in program areas such as health and education and, where the 
Commonwealth has a role in determining strategic goals, of fostering the optional provision of public 
services by States from the available resources." 
 
Let me be clear as to the basis on which I am suggesting that SPPs are largely a sham political exercise. I am 
not saying that, if the Commonwealth were to eliminate SPPs, that would have little or no effect on State 
expenditures in the areas that are targeted by the SPPs. With the present division of taxation powers it would 
obviously be politically impossible for the States to replace the lost revenue and they would have to make 
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substantial expenditure reductions. However, the issue is what would be likely to happen if SPPs were 
converted to general purpose grants. If, as my analysis indicates, there would then be little or no change in 
States' expenditures on the great majority of targeted activities, this suggests that SPPs are serving little if 
any substantive, as distinct from political, purpose. 
 
If judgment is to be passed on the substance of the Commonwealth's program of SPPs, there is a need to 
consider the possible substantive objectives of having such a program and to assess the extent to which such 
objectives are being met. Before doing that, however, it may be useful to set out a few relevant facts about 
SPPs: 
(i) In 1994-95 the Commonwealth Government paid State and Territory Governments no less than $17.6 
billion under specific purpose programs that ranged from $3.7 billion to help meet the operating costs of 
public hospitals to $550,000 for the Bass Strait Passenger Service. The Commonwealth's Budget Paper No 3 
for 1995-96 shows that there are 126 SPP programs, about 70 of which are for current expenditure and the 
remainder for expenditure on capital works of various shapes and sizes. 
(ii) These 126 SPP programs now constitute over one half of Commonwealth grants to the States and 
Territories. By contrast, thirty years ago there were only just over 30 such programs and they made up only 
about 30 per cent of such grants. Seventy years ago there was only one such payment, that being the 
magnificent sum of $1.5 million paid under the Main Roads Development Act passed in 1923. 
(iii) The big increase in SPPs occurred, of course, under the Whitlam Government, when the number of such 
payments jumped to over 100. Between 1972-73 and 1974-75 the Whitlam Government increased by nearly 
seven times the amount provided under SPP programs-from $632 million to $4,152 million. Since then the 
number of SPP programs has increased, but at a relatively gradual pace. 
(iv) SPPs now finance about 22 per cent of total expenditure by the State and Territory Governments, a 
proportion which has not changed markedly since the Whitlam era but one which is significantly higher than 
before that era. Around 8-9 per cent of this expenditure, equivalent to some $6.5 billion in 1994-95, simply 
involves the on-passing to other institutions (mainly educational) of the Commonwealth grants. 
(v) In terms of Commonwealth budget outlays, SPPs now account for about 14 per cent of the total. This is 
actually a little lower than it was in the Whitlam era, reflecting the fact that under the Hawke-Keating 
Governments Commonwealth "own purpose" outlays have increased significantly, mainly through the 
provision of additional social security and associated forms of assistance. In fact, since the late 1970s, 
Commonwealth own purpose outlays have increased by about 3.5 percentage points of GDP while SPPs are 
still about the same proportion of GDP as they were then (about 4 per cent). 
(vi) These section 96 grants are heavily concentrated in four main areas where the Commonwealth's power 
to undertake spending directly is limited or non-existent: 
_ Education, where SPPs are about 70 per cent of total Commonwealth outlays in that area ; 
_ Health, where SPPs are about 30 per cent of Commonwealth health outlays; 
_ Transport and Communication, where SPPs are 35 per cent of Commonwealth transport and 
communication outlays; and 
_ Housing, where SPPs constitute almost all of Commonwealth outlays on this function. 
 
Moore (1996: 37-40): 
 
Intervention via General Purpose Grants 
 
Few people realise that the use of section 96 to provide general purpose grants which "equalise" the fiscal 
positions of the States is a form of "intervention" by the Commonwealth, or that such intervention is entirely 
consistent with the principle of subsidiarity. By contrast, to the extent that Commonwealth SPP programs for 
current expenditures in areas such as health and education purport to be setting or encouraging certain 
spending standards in each State, they are largely an unjustified form of intervention, and are certainly 
inconsistent with the "philosophy' of the fiscal equalisation system. 
 
Accordingly, it is appropriate that, as a matter of practice, the Grants Commission effectively over-rides the 
distribution of a large amount of current specific purpose grants where that is inconsistent with its 
assessment of the distribution of general revenue grants needed to achieve fiscal equalisation. In 1993-94, 
for example, the Grants Commission effectively treated some $6.5 billion of the $14.5 billion of SPPs it 
classified as being for current purposes as if they were general purpose payments. Thus, save in one possible 
respect, the programs under which these Commonwealth SPPs were provided may as well not have existed, 
and the grants may as well have been added to the general revenue grants pool. 
It is worth noting some of the SPP programs which fall within this category. They include grants for: 
 

• Government Schools;  
• Technical and Further Education;  
• Hospital Funding;  
• Blood Transfusion Services;  
• Pathology Laboratories;  
• Breast Cancer;  
• Home and Community Care;  
• Disabilities Services;  
• Bovine Brucellosis and Tuberculosis; and  
• National Landscape Program.  

 
As noted, there is one possible qualification to the generalisation that the SPPs which the Grants 
Commission effectively treats as general purpose payments may as well not exist. That qualification may be 
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appropriate where the Commonwealth imposes conditions which restrict or inhibit the States in the 
management of the activity that is targeted by an SPP, or which put additional pressures on States' budgets. 
 
Clearly, for example, the Commonwealth policy that makes grants for hospital services conditional on 
providing free treatment for eligible persons in public hospitals affects the demand for hospital services and 
hence impinges on States' capacity to manage their budgets. It also creates waiting lists for treatment for 
which State Governments are held politically responsible even though they basically result from 
Commonwealth policies. Even so, States spend on hospital services more than double the amount of SPPs 
they receive from the Commonwealth, and the quite wide differences between the States in per capita levels 
of spending on those services confirm that it is the States that determine at the margin the level of hospital 
services provided by them. 
 
In fact, the Commonwealth could continue to require the States to provide free treatment in public hospitals 
for eligible persons without having hospital funding grants and without having a Commonwealth Human 
Services and Health Department, or at least not one employing as many as 6,800 public servants. It could 
simply make that requirement a condition of the general revenue grants. That would not destroy the general 
purpose nature of those grants and could readily be audited by the Department of Finance. 
 
Other SPPs that are effectively treated by the Grants Commission as general purpose grants also have 
conditions attached to them. However, none of these conditions appears to prevent the States from 
effectively determining the overall level of service provided in the areas targeted by the SPPs. It is also 
evident that States have the capacity to effectively substitute at least some of the Commonwealth SPP money 
for their own funds, thereby freeing the latter for other purposes and raising a question as to the purpose of 
the SPP. 
 
Grants for Government Schools 
 
The sham that exists in the case of most Commonwealth SPPs has recently been highlighted in the case of 
SPPs for government schools, which total an estimated $1,165 million in the current year. According to the 
latest report by the Schools Council: 
 

"The task of ensuring that Commonwealth funds actually add value to State schools rather than merely 
substitute for State funding constitutes a considerable difficulty for the Commonwealth. No 
mechanism exists to enable the Commonwealth to monitor the expenditure of resources on schools. 
The Commonwealth Government has never had any substantive evidence as to whether the resources it 
has put into schools over the past 20 years have been effective in raising education standards" 
(emphasis added). 

 
Such comments are scarcely surprising given that the Commonwealth SPP finances only about 12 percent of 
total State Government spending on government schools. One has to wonder whether anyone in the whole 
apparatus of the Commonwealth Government and Parliament is at all concerned that over $1 billion of 
Commonwealth taxpayers funds is being provided for a particular purpose but that it may largely be 
substituting for State funding! 
 
Funding of Technical and Further Education 
 
A similar situation appears to exist with respect to Commonwealth funding of Technical and Further 
Education. Although this funding is now being channelled through a joint Commonwealth-State body, the 
Australian National Training Authority, and is no longer treated as an SPP, it remains in substance a grant to 
the States and is being treated as such by the Commonwealth Grants Commission. In 1993-94 the 
Commonwealth provided 29 per cent of the total current expenditure of $2.3 billion by the States on 
Technical and Further Education (as identified by the Grants Commission), and the Commonwealth has 
since significantly increased its allocation for this purpose. Reflecting the Commonwealth's policy of big-
noting itself in the field of vocational training, the 1995-96 Budget thus provides $830.5 million, an increase 
of one third on the 1993-94 expenditure of $622.3 million. 
 
However, following the recent revelation that the number of students enrolled at TAFE Colleges actually fell 
in 1994, a question has naturally been raised as to whether the States have been substituting part of 
Commonwealth funds for their own funding. According to The Australian of 11 November, 1995 the 
Commonwealth has been "persuaded that productivity improvements compensated for reductions in TAFE 
spending in South Australia and Victoria", and has accepted "an assurance of renewed efforts from States 
whose TAFE teaching contact hours fell last year". Even so, Commonwealth Minister Simon Crean is 
reported as saying that he was "sick to death of State governments moralising about the importance of 
training but when it comes to putting the money up, not even maintaining their efforts". He said it was "only, 
effectively, the Labor States that take the rhetoric seriously". 
 
Clearly, the Commonwealth is firmly engaged in political grandstanding in this area. But, if Mr Crean is 
correct in saying that some States are not even maintaining their efforts, he should be asked what he intends 
to do about such a contravention of the agreement with the States, which "requires that States will at least 
maintain their effort on vocational education and training on an on-going basis". 
 
Grants for Non-Government Schools 
 
The Commonwealth also provides grants to the States for on-passing to non-government schools. These 
grants are described as being: 
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"To equip the nation's young people, particularly through the acquisition of key competencies, to 
pursue post-school qualifications, to compete in and contribute to the labour market, and to contribute 
to Australian society while developing their full potential, by providing them with the necessary 
education foundation in cooperation with government and non-government education authorities and 
institutions." 

 
In 1992-93 the Commonwealth grants for this vague purpose amounted to $1,371 million and no matching 
conditions were applied to the grants. In the same year, State Governments also provided grants to non-
government schools, amounting in their case to about $922 million, making the total of such grants from 
governments $2,293 million. No data are available for total expenditure on education by non-government 
schools, but there is no doubt that these Commonwealth and State grants finance a substantial proportion, 
possibly over half, of such expenditure. 
 
The fact that the Commonwealth provides about 60 per cent of total government payments to non-
government schools, and that there are a number of sub-programs and conditions attached to the subsidies, 
indicates that the Commonwealth is the dominant player in regard to this particular activity. Some may argue 
that it is desirable that the Commonwealth be involved in subsidising private schooling, on which there is 
now (after many earlier years of heated political debate) bipartisan agreement. However, there is no need for 
national uniformity and, if the Commonwealth grants were converted to general purpose payments, there is 
no reason to suppose that States would cease to assist non-government schools. … 
 
Higher Education Grants 
 
Another case involving the straight on-passing of Commonwealth grants by State Governments relates to 
Commonwealth assistance for higher education, now running at around $3.5 billion a year. Here it is clear 
that the States play no role in determining expenditure levels as the Commonwealth provides virtually all the 
funding. Yet, as already noted, the substantive case for Commonwealth intervention in this area is a 
comparatively weak one. The greatest need in this area would seem to be to get any sort of government out 
of funding higher education institutions and focus instead on assisting individuals. 
 
Grants to Local Government 
 
Commonwealth assistance to local government is another example of the political sham involved in SPPs. 
In 1993-94 the Commonwealth made two SPPs to State Governments for on-passing to local governments, 
one for "general funding" ($751.2m) and one described as being for "identified road funding" ($333.3m) but 
in reality also for general funding. Indeed, the purpose of both SPPs is simply described as being "to provide 
(untied) or general purpose assistance to Local Government Authorities." 
 
These Commonwealth grants of $1,084.5million represented about 13 per cent of total revenues of local 
governments in 1993-94 and just over half of total grants received by them. While State Governments 
continue to provide grant assistance to their local governments, this has become a less important source of 
local government revenue as the Commonwealth grants have increased; that is, the Commonwealth grants 
have gradually substituted for State grants. 
 
It is difficult to see any possible national "spillover" benefit from such grants by the Commonwealth. The 
grants are a relatively small proportion of total local government revenue and, even if their replacement by 
general revenue grants were to lead to some reduction in total grants received by local governments, the 
worst outcome would likely be a fairly marginal increase in local government rates and charges. 
 
The only substantive argument for such grants is that they involve a requirement that State Governments 
undertake an equalisation exercise designed to help local authorities with low taxable capacities and higher 
overhead costs to maintain higher service levels than would otherwise be the case. This is, however, a matter 
that could readily be left to each State and is scarcely a national priority. Indeed, one effect of the 
equalisation arrangements may have been to entrench in the various States the existing structure of local 
government, which in most cases has significant inefficiencies. 
 
This Commonwealth grant can be regarded as a classic example of the exercise of political power. Its main 
purposes are to allow Commonwealth politicians to be able to refer in their electorates to the fact that the 
Commonwealth Government provides "assistance"; and to help justify the existence of the Commonwealth 
Minister for Housing and Regional Development, and his Department. No less than five SES officers are 
responsible for the Local Government and Urban Development Division of that Department, and their duties 
are described in delightfully vague terms as being to administer "policies and programs to improve the social 
and economic wellbeing of local communities by assisting local government to achieve national objectives, 
and to improve the economic efficiency, social equity and environmental sustainability of cities and 
regions." It is difficult to envisage what "national objectives" local government might have. 
 
Moore (1996: 42-43): 
 
It is of some interest that comparisons of expenditures by three levels of government in Australia and 
Canada indicate that there is a not dissimilar extent of "intervention" by the Canadian federal Government in 
areas such as education, health, transport and housing. The Canadian federal intervention, however, is 
largely by way of direct expenditure rather than by grants to the Provinces, presumably because direct 
legislative powers exist in the Canadian case. (Only about 12 per cent of the outlays of Canadian Provinces 
is financed from federal grants compared with about 40 per cent for the Australian States). 
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This similarity between Australian and Canadian experience suggests that the much greater extent of vertical 
fiscal imbalance in Australia is not the primary reason for Commonwealth intervention via SPPs. One 
possible interpretation is that it establishes that there are either spill over benefits, or justifiable needs for 
national uniformity, and hence a need for central government involvement. Another is that there is simply a 
common force which leads the central government in a Federation to try to expand its power. 
 
This latter interpretation, which I favour as the main influence, is justifiable by reference to the fact that 
federal intervention or involvement preserves or extends the political power of federal Ministers and their 
bureaucracies: indeed, without such intervention some federal Ministers and their bureaucracies would either 
not exist or would have much smaller portfolios. Moreover, even though federal intervention seeks to change 
State priorities and creates political tensions between federal and State Ministers and their Governments, 
relevant State Ministers and their bureaucracies tend not to oppose federal intervention because there is a 
similar "enhanced activity" spin-off for them. 
 
This interpretation has not been much examined or debated in Australia, although it is entirely consistent 
with public choice theory. It is consistent with that theory for federal politicians, abetted by federal 
bureaucracies with a clear self-interest, to be wooing particular interest groups by promising to provide 
benefits to those client groups. "Justifications" for the offer of such benefits are readily provided by the 
numerous "experts" in the various fields who, unsurprisingly in view of their areas of expertise, point to the 
"need" for increased standards, and to "deficiencies" in States' services. Such justifications are often, 
moreover, superficially plausible – there is, of course, unlimited potential to increase standards if one 
assumes that the taxpayer has unlimited resources. Further, as public choice theorists have rightly pointed 
out, given that the cost per taxpayer of promised benefits is relatively small, it is difficult to mount effective 
opposition to what appear to be desirable objectives. 
 
In the case of SPPs it is even more difficult to do so given that State Governments – or, more specifically, 
the relevant State Ministers and their particular bureaucracies – are naturally reluctant to reject offers of 
funding to provide apparent benefits, even though the administrative arrangements involved may be onerous 
and quite costly and even though State Treasuries may capture some of the loot. In fact, even State 
Treasuries will be reluctant to advise against such offers if they know that, at least to some extent, the SPPs 
will simply replace State funds which can then be freed for other purposes, including deficit reduction. 
 
The extent to which this explanation is plausible in the case of SPPs depends importantly on the effect which 
SPPs have on overall levels of State outlays in the areas of activity which are the target of such SPPs. If, as 
suggested, it is most unlikely that SPPs are determining at the margin the level of outlays in the great 
majority of those areas, and that the conversion of SPPs to general purpose payments would thus have little 
or no effect on total outlays in the targeted areas, this suggests that their use by the Commonwealth is 
primarily an exercise in extending or preserving political power. 
 
Moore (1996: 43): 
 
The conversion of SPPs to general purpose payments would significantly reduce not only the 
Commonwealth bureaucracy but also the number of Commonwealth Ministers needed. There would be 
similar, but smaller, effects on State bureaucracies and Ministers. 
 
For the program of SPPs to be justified, the Commonwealth would need not only to establish that there are 
substantive objectives such as spill over benefits or national uniformity, but that it is in the best position to 
determine what should be done. As the Industry Commission's 1993-94 Annual Report put it: 
 

"If.....some SPPs forcibly alter State expenditures, in principle such programs should continue only 
where the Commonwealth knows better than the States how much of a given service is demanded 
(interjurisdictional spill-overs) and can provide greater community benefit through SPPs than would 
arise under general revenue funding. And national policy objectives (universal health cover, standard 
national railway gauge), where funds need to be tied to a particular purpose, would need to be assessed 
using similar criteria. If, on the other hand, SPPs were found to be fungible, this would raise the 
question of why have them, especially if real costs are attached to SPPs arising from complex 
administrative requirements". 

 
My submission is that SPPs are largely fungible and that we should not have them. 
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Source Selected Extracts 

National Commission 
of Audit (1996), 

Report to the 
Commonwealth 

Government, 
Australian 

Government 
Publishing Service, 

Canberra, 
June 1996. 

National Commission of Audit (1996: 43-44): 
 
4.2 INEFFICIENCIES AND COSTS OF OVERLAP AND DUPLICATION  
 
In their joint submission to the Commission, the States have identified inefficiencies and costs of the 
current arrangements, including the following:  
• Instead of only directing the purposes for which funds are to be used, many grants now also control the 

detail of service targeting and delivery. Some grant conditions even stipulate how State administering 
authorities are to be structured.  

• Tied funding limits the ability of States to respond to regional variations in economic and social 
circumstances and community needs.  

• The Commonwealth has often pursued 'national uniformity' as a goal in itself, ignoring calls to 
recognise the need for diversity.  

• Where the States are required to use their own funds in order to obtain Commonwealth funds, the 
resourcing of services can be further distorted relative to needs and priorities. For example, a State may 
already be providing adequate funding to a service when the Commonwealth offers a new tied grant for 
the same type of service. If the grant includes a maintenance of effort requirement, the State is unable 
to transfer its own funds to other services where more effort is required.  

• Tied grants have led to a greater than necessary proportion of resources being devoted to 
administration.  

• The Commonwealth's involvement in areas of State responsibility means there are two levels of 
government undertaking work on the same functions; for example, needs analysis, policy development, 
and program evaluations and reviews.  

• Costs are also incurred by both levels of government in the administrative functions associated with 
tied grants. These include the negotiation of tied grant agreements and subsequent accountability and 
other joint processes.  

• The conditions for a number of tied grant programs include a requirement for joint Commonwealth and 
State ministerial approval of funding to individual projects. The Supported Accommodation Assistance 
Program, the Home and Community Care Program and Crisis Accommodation Program are just three 
examples. State and Commonwealth bureaucracies separately develop advice to their Ministers on the 
allocation of funding under these programs.  

• As well as the extra administrative cost borne by government, there is a hidden cost undermining the 
efficiency of service delivery. Commonwealth agencies frequently attempt to compensate for lack of 
on the ground information by requiring service deliverers to provide detailed statistics. A significant 
amount of resources which would otherwise be used in delivering services is spent filling in forms.  

• Where joint approvals are required, the time involved in obtaining approvals creates significant 
problems. For example, delays in approvals for housing and road construction projects have increased 
costs by pushing construction into the wrong time of the year. There are instances where 
Commonwealth consideration of funding recommendations has taken so long that it has prevented 
States from spending funds in the year in which they have been allocated.  

• Tied grant arrangements blur the boundaries between Commonwealth and State responsibilities. 
Electors are unable to ascertain which level of government is responsible for decisions. There have 
been many instances where one level of government has taken the credit or received the blame for 
decisions made by the other level of government.  

• Where two levels of government are responsible for different parts of the same system it is difficult or 
impossible to achieve coordination in policy and funding across the system as a whole. Lack of 
coordination gives rise to significant overlaps and gaps in programs administered by the 
Commonwealth and States, with too much funding allocated to some types of service and not enough 
to others.  

• Related areas of shared responsibility are particularly susceptible to cost shifting. Efforts to cost shift 
or protect against cost shifting have often led to program arrangements being designed in a way that is 
not consistent with the efficient and effective service provision for the system as a whole.  

• Apart from the financial cost, poor coordination of services in areas of shared responsibility creates 
major problems for customers, who become confused and frustrated in their efforts to deal with a 
multi-layered system that shuttles them back and forth.  

• Endeavours to improve coordination between governments have consumed substantial resources in 
State and Commonwealth bureaucracies, but have been largely unsuccessful.  

• A number of Commonwealth administered programs largely duplicate State programs. A good 
example is the regional councils and 'strategic' regional infrastructure projects announced in the 
Commonwealth's Working Nation statement in 1993. States already had in place similar structures. 
There was no need for the Commonwealth to establish its own structure.  

 
National Commission of Audit (1996: 308): 
 
C.3 DUPLICATION, OVERLAP AND COST SHIFTING  
 
Duplication and overlap between Commonwealth and State activities occur at several points in the 
delivery of health and related services. This essentially arises from two factors. The first factor is the 
concurrent funding of different parts of the delivery system by different levels of government. The second 
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factor relates to the inability of the current Commonwealth and State administrative framework to deal 
with the main pressures on the health system. 
 
Concurrent funding by the Commonwealth and States has resulted in the accretion of a number of input-
based and provider focused programs. Consequently, there are too many program boundaries, too many 
separate administrative and accountability requirements (but little information of use to policy makers or 
clients) and too many incentives to cost shift between programs offering the same or substitutable 
services. 
 
Removing duplication and overlap between the Commonwealth and the States is a necessary, but not a 
sufficient, condition for reform. The key issue in refocusing health and related services toward outcomes 
is to set up a framework for contestability in the purchase and delivery of services.  
 
The current set of Commonwealth/State arrangements does not deal effectively with the major structural 
issues facing the health sector. These are: 
 

• the growth in the demand driven, open ended Medicare and Pharmaceutical Benefits programs 
juxtaposed against the effective capping of all other health service programs  

• the impact of medical technology that contributes to both higher use and higher cost per capita 
throughout the health sector  

• the technology driven shift out of institutional care to care in the community (for example, the 
development of drug therapies that eliminate the need for hospital admissions)  

• the ongoing role and level of private health insurance and other patient contributions to health 
financing  

• the longer term demographic trends which will, if the current arrangements remain in place, 
significantly add to pressure on the Commonwealth and State budgets.  

 
The impact of technology on service delivery has changed and will continue to change the boundary 
between institutional and community care. A growing number of health services will be delivered in the 
community or will have an institutional and a community component. The boundaries between hospitals 
and other health services will become increasingly blurred. 
 
The duplication and overlap between the Commonwealth and the States have arisen in large part because 
of the inadequacy of the current set of administrative arrangements to cope with these pressures. 
 
The response has been to construct elaborate administrative and reporting structures attached to specific 
purpose payments to the States (for example the Medicare and Home and Community Care agreements) 
that seek to constrain or deflect these pressures. This has contributed to duplication and overlap of 
administrative effort. 
 
A 1995 survey by the Department of Finance estimated the cost to the Commonwealth of administration 
of specific purpose payments to the States to be around $60m. As health constitutes around 30 per cent of 
specific purpose payments the administration of the payments in the health sector probably costs around 
$18m. This administrative overhead would be higher when collateral processes such as the Grants 
Commission and Premiers Conference processes are taken into account. 
 
National Commission of Audit (1996: 310-311): 
 
The main areas of cost shifting from the States to the Commonwealth are: 
 

• the shifting of hospital outpatient services from hospitals into the community where the costs of 
general practitioners (GPs), specialists services and pharmaceuticals are paid for by the 
Commonwealth under the Medicare Benefits Schedule and Pharmaceutical Benefits Schedule  

• the shifting of pre-admission and post-discharge services for public patients out of the hospital 
setting into the community, with the same result.  

 
The availability of the open ended MBS and PBS programs means that managers of the capped health 
services programs, who are predominantly in the States, will direct their clients to access the same or 
substitute services from MBS and PBS when their programs are under financial pressure. This occurs 
irrespective of the cost effectiveness of the alternative service options. 
 
Box C.2: Cost shifting 
 
Medical registrars in public hospitals routinely discharge patients with a minimum supply of 
pharmaceuticals for post-discharge use, advising them to obtain further supply from retail pharmacies. 
This is despite the fact that the drugs would in most cases be more cheaply supplied under the hospital 
purchasing arrangements than through the PBS. 
 
While impossible to gauge accurately, this cost shifting is estimated by the Commonwealth Department of
Health and Family Services to have added several hundred million dollars to Commonwealth outlays over 
recent years, and it is still rising.  
 
In addition, there is a long term technology driven shift out of institutional care, to care in the community. 
This will provide efficiency gains and better treatment choices for patients. However, as the 
Commonwealth funds most of the care delivered in a community setting, the trend is placing an increasing 
call on the Commonwealth budget. 
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The following table illustrates these changes: 
 
Table C.1: Proportions of total recurrent public health expenditures by area of expenditure 

Area of expenditure  1986-87 
%  

1987-88 
%  

1988-89 
%  

1989-90 
%  

1990-91 
%  

1991-92  
%  

1992-93  
%  

1993-94 
%  

Public Hospitals  
Commonwealth  20.70  20.60  19.50  18.70  18.80  18.40  18.40  20.20  
State  20.50  20.90  21.70  22.20  21.30  20.80  19.90  17.40  
Total recognised 
public hospitals  41.2  41.5  41.2  40.9  40.2  39.2  38.3  37.6  

MBS and PBS  
Medical services  21.50  21.0  20.90  21.40  22.20  22.80  23.70  24.70  
Pharmaceuticals  6.0  6.70  6.60  6.90  6.30  6.30  7.20  8.20  
Total Medical and 
Pharmaceuticals  27.5  27.7  27.6  28.4  28.6  29.1  30.9  32.9 

Source: Australian Institute of Health and Welfare (AIHW) Health Expenditure Bulletin No. 10, 
December 1994 and No. 11, October 1995 and unpublished AIHW data for 1993-94. 
 
Table C.1 shows: 
 

• the proportion of total recurrent health expenditure on acute public hospital services has declined by 
3.6 percentage points. The Commonwealth and (more so) the States have shared the reduced 
financing requirement in the acute hospital sector  

• the proportion of total recurrent health expenditure on medical and pharmaceutical services has risen 
by 5.4 percentage points. The Commonwealth alone has borne the increased financing requirement 
in this sector. This movement has increased the call on the Commonwealth budget by some $1.2b. 
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Table 3K-1 (Continued) 

Source Selected Extracts 

Trebeck, D. and 
Cutbush, G. 

(1996), 
'Overlap and 

Duplication in 
Federal-State 
Relations', in 

Upholding the 
Australian 

Constitution 
Volume Seven 

(Proceedings of 
the Seventh 

Conference of the 
Samuel Griffith 

Society, 
Stamford Plaza 
Hotel, Adelaide, 
7-9 June 1996), 
pp. 115-123 [or 
pp. 221-240 in 
another version 

examined] 

Trebeck and Cutbush (1996: 115-123): 
 
Overlap and Duplication vs Commonwealth/State Power  
 
"Overlap and duplication between the Commonwealth and the States" is one of those expressions which rolls 
easily off the tongue. Most people are against it. Everyone is talking about it -- like the galah in the petshop 
chattering about microeconomic reform, as Paul Keating once remarked.  
 
Indeed, the subject has been discussed before this Society on an earlier occasion, by Des Moore [Des Moore, 
"Duplication and Overlap: an Exercise in Federal Power", in Upholding the Australian Constitution, 
Proceedings of the Sixth Conference of The Samuel Griffith Society, November, 1995, pp.37-64].  His paper 
focussed on the increasing grab for power by the Commonwealth as it "seeks to involve itself more and more in 
the provision of the services administered by State Governments". In this sense, he suggested that: 
 

"The terms duplication and overlap are something of a misnomer. What we are dealing with is 
Commonwealth intervention, the apparent objective of which is that the States would eventually move into 
the position primarily of administrative agencies, with the main lines of policy in all matters being 
nationally determined." 

… 
Since last November's conference, a good deal of water has flowed under the bridge. The change of government 
in March has, of course, seen issues of Commonwealth-State relations take on a new life. Following on from the 
Auditor-General's February, 1994 Special Purpose Payment report and the Industry Commission's Annual 
Report coverage of the issue in September, 1994 (both mentioned by Des Moore), the subject was included in 
the terms of reference of the Commission of Audit, the report of which is due to be handed to the Government 
within the next 10 days. Term of reference (vi) states: 
 

"The Commission should focus on identifying duplication, overlap and cost shifting between the 
Commonwealth and the State/Territory tiers of government in delivering services, and recommend 
measures needed to promote more efficient service delivery, having regard to the need to improve 
outcomes for clients and value for money for taxpayers. This should include examination of the appropriate 
roles of the Commonwealth and the States/Territories, the relationship between service funder and service 
provider and the scope for contestability in service provision."  

 
It is likely that the subject will feature strongly in the forthcoming Budget, if not before.  
Some of the work on which Des Moore's paper drew was the major project sponsored by the Leaders' Forum 
(comprising State Premiers and Chief Ministers) under the title of "The Australian Federation 2001" and with the 
following general focus: 
 

"What the roles of the different levels of government in the Australian Federation, and the relationships 
between them, should be." 

 
The Institute of Public Affairs was commissioned, via the Victorian Premier's Department (which was then 
chairing the Leaders' Forum), to undertake this work. In turn, IPA commissioned ACIL to conduct one sub-
project: 
 

"Specify, and where possible quantify, the costs to the States and Territories, the Commonwealth, the 
economy and the community resulting from overlap and duplication". 

 
Our task was not to question the existing disposition of roles and functions between the Commonwealth and the 
States but, taking that as a given, to assess and quantify the costs involved. Thus we were focusing on 'genuine' 
overlap and duplication of the type which Des Moore, in his context, found to be a misnomer. 
… 
 
What is Overlap and Duplication?  
 
While the common understanding of "duplication and overlap" is synonymous with "waste", and therefore 
undesirable, some people acknowledge that a degree of overlap and duplication is an inevitable consequence of a 
federal system of government. Indeed, it may be seen as part of the checks and balances to the unbridled use of 
executive power, or as adding value to the quality of decision making or service delivery and, as such, to be 
desirable.  
 
A threshold issue is to define what the terms actually mean. In our study, we took duplication as implying an 
identical function being undertaken by both tiers of government in a non-contestable market. One example, now 
thankfully resolved, was that of meat inspection, where both Commonwealth and State officials previously had 
responsibilities requiring a physical presence in abattoirs, performing virtually identical functions, one to provide 
export certification, the other in a domestic market context. 
 
Overlap, in the normal management decision-making framework of setting goals, deciding strategy, 
implementing decisions and monitoring performance, could be said to exist whenever responsibility for a 
particular type of decision is shared between different levels of government in ways which are likely to raise the 
cost of service provision. In this sense, it is possible to identify different degrees of overlap:  

• there is no overlap when one layer of government has sole responsibility;  
• there is a low degree of overlap (some requirement for monitoring of performance) when one party is 
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clearly the principal (setting policy) and the other is the agent (implementing policy);  
• there is substantial overlap when both levels of government are actively involved in making policy in a 

particular area, with only one level involved in implementation; and  
• there is complete overlap (duplication) where both layers are responsible for making policy and 

implementation in respect of a particular function.  
 
We also identified direct and indirect overlap. In plain language, we defined the direct costs of overlap as the 
needless repetition of effort. The indirect cost of overlap, by contrast, we took to be the waste caused by the 
pressures created on State and Territory governments to alter the mix of their spending and effort. 
 
Special Purpose Payments to the States  
 
In 1993-94, nearly $17 billion, or just over half of total payments from the Commonwealth to the States, were in 
the form of Special Purpose Payments (SPPs). A common condition imposed on SPPs is a requirement for 
matching funding. It is also common for SPPs to require that funds be applied to a particular project and not be 
redirected. Other conditions may apply. For example, in the transport sector, funding for the Australian 
Bicentennial Roads Program included a "maintenance of effort" requirement whereby the States were required to 
maintain average real expenditure on roads at or above the average level that had occurred over the five years 
prior to the program's commencement. Similarly, Medicare SPPs prevent the States means testing access to 
public hospitals, and so on. 
 
More generally, SPPs are used by the Commonwealth to provide a degree of control over the application of 
funds by the States. They allow the Commonwealth to channel funds toward "national priorities". In cases where 
the recipient jurisdiction is required to provide matching funding as a condition of the payment, SPPs can also 
leverage federal funding. For example, in the field of mental health, where the Commonwealth currently 
provides less than 2 per cent of total funding, it is able to exert a disproportionate degree of influence, according 
to the States. 
 
Some State and Territory governments and economic commentators have suggested that SPPs limit budgetary 
and policy flexibility and contribute to duplication of administration and role confusion [for example, Industry 
Commission (1994), 1993-94 Annual Report, p.29].  SPPs have also been criticised on the basis that they may 
reduce incentives to improve productivity, since savings achieved through efficiency improvement cannot be 
redirected. The Industry Commission has suggested the need for "further analysis of the effects of SPPs on the 
budget flexibility of State and Territory governments, as well as an assessment of the extent of duplication 
between governments and its costs to the economy" [Industry Commission (1994), 1993-94 Annual Report, 
p.31].  The Industry Commission notes that, if SPPs result in duplication of services or excessive administration, 
resources that could be better used delivering services, or allocated elsewhere, will be wasted. 
 
The Practicalities of Measurement  
 
It follows from this description that overlap and duplication are more likely to arise in the areas of specific, 
rather than general purpose payments. Therefore, attention in ACIL's study focussed on the four major 
expenditure categories of transport, housing, education and health, where SPPs are concentrated.  
 
In principle, there are two different benchmarks which could be used to assess the extent to which running costs 
of government programs are raised by overlap and duplication associated with present funding/administrative 
arrangements. Under the first benchmark, all Commonwealth funding would be provided to the States and 
Territories via general purpose payments, so there would be no Commonwealth administrative effort required to 
administer specific programs. Under the second benchmark, the Commonwealth would undertake all activity and 
no costs would be incurred by the States. The two benchmarks would give different results if either the 
Commonwealth or the States were able to provide the services at a lower cost, for example, as a result of 
economies of scale (which would favour a centralist approach) or the advantages of decentralisation (such as 
being closer to service recipients). In practice, making carefully considered quantitative estimates against these 
benchmarks is not easy.  
 
Utilising ABS data and departmental annual reports, we first attempted to ascertain estimates of corporate 
overheads, covering such activities as corporate support, accounting and project management, policy, computing, 
training, communications, human resource management, internal consulting services, and the like. These do not 
involve direct service delivery to final clients. They also comprise those areas of expenditure where different 
tiers of government interact extensively.  
 
It turns out that departmental annual reports, especially at the State and Territory level are quite variable in the 
detail, form and quality of presentation, which makes the compilation of a consistent picture at even an aggregate 
level more complicated than it should be. 
 
This "first pass" over the data leads to estimates of direct overlap and duplication. In the case of transport, for 
example, after determining estimates of overhead costs across various functional categories, we applied one of 
three, somewhat arbitrary, "factors for potential overlap and duplication": 
 

* a 10 per cent factor -- for those activities where the Commonwealth is the main service provider, but 
undertakes some liaison, policy development, standards setting or other works involving the States;  

* a 20 per cent factor -- for activities where there is substantial interaction with state agencies; and  
* a 100 per cent factor -- for activities where the Commonwealth has no direct program delivery 

responsibilities but merely administers funds to or through the States, or programs entirely devoted to 
national regulation issues.  
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Typically, these estimates of direct overlap and duplication are low relative to total program expenditure – of the 
order of 1 per cent or less for overall departments or large programs, and somewhat higher for smaller or newer 
programs. 
 
The next stage was to examine in greater detail particular programs where significant overlap and duplication is 
suspected. Our view was that such indirect overlap on duplication was likely to constitute the real story, but that 
details were likely to be well hidden, possibly deliberately so, from public documents, or the effects more subtle 
than a quick glance would reveal. For this reason, we held discussions with appropriate officials in line 
departments and central agencies and then undertook some specific case studies. 
 
A paradox here is that the finer the level of disaggregation, the less is overlap likely to be identified in the sense 
that, say, no two public servants (one at the Commonwealth level, the other at the State level) are likely to be 
engaged in precisely identical tasks over any extended period of time. 
 
A third source of information is provided by recent external studies, such as the Industry Commission's review of 
public housing [Industry Commission (1993), Public Housing, Volumes I & II, Report No. 34, November, 1993] 
or the House of Representatives Standing Committee on Transport, Communications and Infrastructure's review 
of road funding [(1994), Report on the Efficiency Audit Review of the National Highway Program]. 
 
Indirect overlap and duplication come in various forms. They include costs of policy and strategy negotiations 
(including Ministerial Councils), incentives which reward inefficiencies or have perverse effects, additional staff 
resources used in accounting for fund transfers and communications, and travel and conferences. Some of these 
items may be minor in financial terms, others more costly. They represent the leverage impacts of administrative 
and policy decisions on the actual program areas where the major expenditure occurs. Examples include: 
 
* the costs of delays to a major capital works program as a result of an unwieldy decision making process;  
* the costs of failing to address the most worthy projects because the funds allocation processes may involve a 

trade-off between differing Commonwealth and State objectives; and  
* the costs of delays in implementing decidable regulatory reforms, or of sub-optimal outcomes, as a result of 

complex trade-offs and "lowest common denominator" effects which can occur when several jurisdictions 
have overlapping responsibilities.  

 
These impacts of overlap and duplication may not be all negative, nor may the costs necessarily outweigh the 
benefits. As one commentator has observed: 
 

"Proponents of a more efficient system of government usually support a greater, and more clearly defined, 
role for Commonwealth and State governments... but eradicating duplication and overlap can be 
synonymous also with reducing available policy options... Administrative checks and balances contribute 
to the overall stability of the federal system; citizen demands are more likely to be addressed by the 
combined operations of several governments rather than through the limited efforts of one central 
authority." [Fletcher, C (1991), Responsive Government: Duplication and Overlap in the Australian 
Federal System, ANU Federalism Research Centre, Discussion Paper No 3, p.1] 

 
According to this view, duplication and overlap between the different levels of government help to ensure that 
checks and balances are maintained in the policy formulation process, with the different levels of government 
"keeping each other honest".  
 
While acknowledging these advantages, our conclusion is that the disadvantages, in terms of unclear objectives, 
poor accountability, perverse incentives and additional costs, outweigh them. 
 
What We Found  
 
Before coming to quantitative estimates, some of the qualitative conclusions we have drawn from our research 
are as follows: 
 
* the extent of overlap and duplication has been tending to increase over time, especially as the Commonwealth 

extends its involvement into issues once largely or exclusively the domain of States and Territories; quite 
apart from changing constitutional interpretations, the Commonwealth's financial dominance provides the 
muscle for this increasing role;  

* direct overlap and duplication are low and variable relative to total program expenditure; moreover, while 
they occur at both levels of government, care must be taken to avoid double counting;  

* in a number of situations, the conditions imposed by the Commonwealth can exert perverse incentives on the 
States:  

  - for example, in the health arena, the set of Bonus Pools and the Medicare Benefit Supplement contain 
penalties which, while designed to reduce costs to the Commonwealth, have the effect of encouraging the 
States to divert patients away from private hospital care, in the process adding to their own costs, not the 
Commonwealth's;  

  - other health cases where similar perverse effects arise are associated with the Home and Community Care 
Program and the National Mutual Health Strategy; these are described in some detail in ACIL's report;  

* while attempts have been made in many areas of expenditure in recent years to streamline Commonwealth-
State relations and reduce overlap and duplication, significant problems still remain and in some areas have 
intensified; and  

* a common criticism by the States is that the Commonwealth insists on remaining too involved in the details, 
and that the process for obtaining funds and accounting for their acquittal are excessively drawn out, complex 
and costly.  
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The following table provides our estimates of the extent of overlap and duplication in the four program areas 
studied, in 1993/94. 
 
Tentative estimates of the direct and indirect costs of overlap and duplication, 1993-94 (Sm)  
 Activity    Direct   Indirect  

 Transport    45    17  
 Housing    30    12  
 Education    6    70  
 Health    39    50  

 
Despite the detailed research which underpins these estimates, we remain cautious about their robustness, let 
alone the appropriateness of extrapolating them across all areas of government expenditure. 
 
To many people, the estimates may appear surprisingly small in the total scheme of things. Certainly, we have 
sought to err on the side of conservatism. Our two overall comments would be that: 
 
* merely "eliminating overlap and duplication" will not of itself solve the Commonwealth's fiscal problems; but
* opportunities to reduce, if not eliminate, such costs -- largely in the nature of deadweight losses on the 

economy -- should be vigorously pursued wherever they may be found, because doing so will make a 
valuable contribution to more efficient as well as smaller government. 

 
Sovereign Risk Arising from Overlap and Duplication  
 
The second, and in many ways the more interesting part of our study was to examine the issue of sovereign risk 
arising from overlap and duplication. The question being posed here is: to what extent would investors and 
financiers take a different, more favourable view of Australian projects if the risks flowing from the additional 
government involvement that is implied by overlap and duplication of decision-making responsibility between 
the Commonwealth and the States were eliminated? This is not an issue which, to our knowledge, has been 
widely or systematically studied previously. That it is an important one goes without saying.  
 
This is a somewhat different (more confined) concept than the more popular understanding of sovereign risk in 
current business parlance. Therefore we used the term government approval risk to denote that element of 
generalised country risk which relates to the possibility of government approval for a project being withheld or 
withdrawn, or the terms of such approval being unilaterally modified in a manner prejudicial to the project.  
 
To explore the concept we focused mainly on four recent examples: woodchip export licensing; Shoalwater Bay 
mineral exploration; the Hindmarsh Island Bridge construction; and the Port Hinchinbrook Resort proposal. 
These examples served to illustrate that government approval risk incorporates a wide range of actions by 
governments which can impact on the commercial performance of projects. Duplication and overlap between 
different levels of government turns out to be a factor in some, but not all, cases. Incumbent government effects 
(that is, following a change of government at an election), policy effects ("shifting the goalposts") and legal 
effects (such as the Mabo case or changes to royalty regulations) can be observed, both at an intra- and inter-
government level.  
 
Cases such as Shoalwater Bay owe little, if anything, to overlap and duplication between tiers of government, as 
they stem from decisions made by a single level of government. Other cases, such as Hindmarsh Island Bridge 
and the Port Hinchinbrook Resort, clearly involve Commonwealth intervention to override State authorisations. 
A third group (such as the Tully-Millstream Hydroelectric Project and the Century Zinc Project) involves 
indirect overlap of responsibility in that the Commonwealth's role, while crucial, was not directed against a 
project per se, but at a wider issue (such as world heritage listing or native title).  
 
The result of the Commonwealth having become more active in matters previously the main preserve of the 
States is to make the approvals processes more conservative: both tiers of government need to reach a positive 
decision for a project to proceed.  
 
In the course of ACIL's analysis, discussions were held with representatives of the business community -- both 
project developers and financiers -- to ascertain first-hand experience in dealing with government approval risk. 
There are clear examples of breakdowns in approval processes which have entailed significant costs for 
developers. The evidence suggests that the market has responded to the incentives built into these complex and 
often unpredictable approvals processes by adopting a particularly conservative approach to development 
prospects -- projects which stand a good chance of receiving approval are not being considered for development 
because of perceptions of the risks involved.  
 
The overall conclusion is that the risks which can be attributed to interactions across tiers of government 
constitute a relatively small component of project risks, and even of wider government approvals risk, for most 
projects. For the types of projects we considered, the approvals processes are complicated, costly and probably 
discourage the more marginal proposals, but are unlikely to cause great damage across the economy as a whole. 
 
However, in specific areas where past experience indicates a greater chance of projects being de-railed -- such as 
sandmining and tourism development in sensitive areas -- there is evidence that prospective developers are 
declaring "no go" areas in which the investment conservatism referred to above is probable. It is difficult to 
quantify the extent of these effects on the economy but, based on the examples and evidence assembled, it is 
likely to be quite significant.  
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Specific issues identified during these discussions include: 
 
* widespread and continuing anxiety that the validity of existing or future approvals remains suspect, 

particularly in the light of the Sackville decision;  
* the "shifting of the goalposts" problem is more apparent when a tier of government becomes involved in an 

approvals process midstream, such as in the case of the Wesley Vale pulpmill project;  
* some State agencies now seem loth to make decisions because they may be invalidated by the 

Commonwealth or the courts, inducing a form of decision-making paralysis at State level; and  
* financiers endeavour to pass the risks of approvals failure on to developers, but they note that, once proposals 

are put to financiers, they are rarely stopped because approvals are not forthcoming.  
 
The balance between pro-development and pro-conservation forces can be better managed by making decision-
making processes clearer and less susceptible to manipulation for political expediency or other reasons. Clear, 
robust and explicit guidelines, based on agreed principles, will allow improved decision-making accountability 
and transparency, regardless of who makes a decision and whether it is favourable or not to proponents. 
 
It is not difficult to show that this matter is important to the economy.  
 
According to official figures, private investment (expressed as "gross fixed capital expenditure by the private 
sector" in Australia) in 1994-95 totalled $78.6 billion [Australian Bureau of Statistics, Australian Economic 
Indicators, November, 1995 (Catalogue 1350.0)].  If an amount equivalent to just 0.5 per cent of that figure were 
deterred, that would represent roughly $400 million of investment not taking place. The GDP contribution of an 
investment will be the value added it generates (that is, wages and other returns to factors net of bought-in goods 
and services) and this is likely to be at least 25 per cent. Thus the GDP loss caused by deterred investment could 
be roughly $100 million annually.  
 
This is separate and distinct from the direct and indirect costs of duplication we referred to earlier. It suggests 
that the total costs of overlap and duplication to the Australian federation might be close to $400m per year in 
today's money. And since this is an annual cost, it may be fair to say that it is equivalent to a once-only lump 
sum of GDP of $4 billion -- an amount well worth saving indeed. 
 
Some Thoughts on Policy  
 
… we assert that the needless and pointless aspects of duplication and overlap -- that is, essentially the costs of 
SPPs which have no offsetting policy coordination or spillover internalising or uniformity of standards benefit 
for Australia -- arise only partly because of the mismatch of responsibilities and taxing powers of the two levels 
of government (ie VFI), and more particularly because of a deep-seated confusion at both levels about the proper 
role of government in society in the first place. Bureaucratic empire building is also a cause, but arguably a 
subsidiary of the other two. 
 
We would say this prognosis holds whether you view the States or the Commonwealth as the main perpetrators 
of duplication and overlap waste. Either way, it boils down to one or the other of them not "knowing their 
business" or not "minding their own business". But if you accept, as we do, the subsidiarity principle (which can 
be liberally interpreted as saying: "when in doubt leave it to the lower tier of government"), then much of the 
problem can be laid at the Commonwealth's door. 
… 
The implication one may draw is that the rationales for many long standing policies would not stand up to close 
examination.  
 
VFI has probably been given ample coverage, and in any case, duplication and overlap are not its most important 
casualties. By contrast, it occurs to us as economists that the analysis of the proper role of government, at any 
level, warrants much greater attention. The Commonwealth, in particular, should sponsor more analysis of this 
kind. We are confident that a substantial rationalisation of duplication and overlap would follow.  
 
The most lasting contribution of work such as the study ACIL undertook for the Leaders' Forum through IPA, 
may be the way it helps uncover and bring into public view the complex tangle of measures which many of the 
traditional SPP areas entail. Upon seeing them in detail for the first time, our reaction was that a great many 
would be difficult to justify no matter which level of government undertook them. 
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Table 3K-1 (Continued) 

Source Selected Extracts 

OECD (1997), 
Managing Across 

Levels Of Government 
Part One: Overview, 

OECD Public 
Management 
Committee, 

Paris. 

OECD (1997: 47): 
 
Regulation is widely used at all levels of government to carry out public policy, and must therefore be a 
major component of any comprehensive inter-governmental reform process. Although there is much 
rhetoric about attempts to rationalise and streamline government regulation, most OECD countries have 
reformed exclusively at the national level, and started to make progress only during the last few years 
towards greater regulatory co-ordination and the elimination of regulatory duplication between levels of 
government. 
 
OECD (1997: 91) [on Australia]: 
 
While there has been some support for overlapping jurisdictions (particularly from some advocates of 
state rights), in the 1990s the desire for rationalisation has acquired great prominence. The duplication of 
services and management between levels has become a focus for intergovernmental reform.  The 
problems have included substantial bureaucracies at more than one level and the resultant complexities 
and inefficiencies of the system. One argument is that responsibilities relevant to running the national 
economy should reside with the Commonwealth and that therefore, for example, industrial relations 
(which was originally regarded a state matter, except for issues spanning states) should form one system. 
The states' position has been that the Commonwealth is duplicating their services in areas such as 
environment, education, health and housing. 
 
National standards have been developed and inconsistencies in the regulations of different jurisdictions 
have been reduced. A more national (rather than a state-based) approach is increasingly being adopted for 
judging performance and reforms. There has been some rationalisation of shared responsibilities (e.g. road 
funding), and integration of aspects of national infrastructure networks (electricity and gas). 
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'Power Of Purse 
Passed To Howard', 

by Max Walsh, 
Sydney Morning 

Herald, 
6 Aug 1997, 

p. 29. 

"As the power of the purse in Great Britain established by degrees the authority of the Commons so it will in 
Australia ultimately establish the authority of the Commonwealth. The rights of self-government of the 
States have been fondly supposed to be safeguarded by the Constitution. It has left them legally free but 
financially bound to the chariot wheels of the Commonwealth. Their need will be its opportunity." - Alfred 
Deakin, 1902. Affable Alfred was right then; he is even more right today. Yesterday's decision by the High 
Court overturning business franchise fees could well turn out to be one of its cornerstone economic 
judgments on a par with the Engineers' Case in 1920 and the  Uniform Tax case of 1942.  In the former, the 
High Court rejected the American doctrine of "simplied prohibitions" or "mutual non-interference" which 
the US Supreme Court's Chief Justice Marshall had elaborated for the preservation of the Federal pact. 
 
The Australian constitutional conventions had given considerable weight to US constitutional law and many 
(including the High Court up to the Engineers' case) saw the spirit of federation as accepting the US view 
that Commonwealth powers had to be interpreted so that the traditional role of the States was maintained.  
The Engineers' case confirmed the Commonwealth's supremacy in the field of arbitration and wrote a new 
and much more centralist view into constitutional law.  The Uniform Tax case of 1942 is probably more 
pertinent to yesterday's decision because of the politics, not the legalities, surrounding it.  That decision 
changed permanently the fiscal balance of the Australian tax system. The four bills which virtually gave the 
Commonwealth a monopoly over income taxes received royal assent the day before the Battle of Midway 
and the High Court challenge was fought against the background of a grave national crisis. The 
Commonwealth relied only in part on its defence power and for this reason the High Court decision and the 
Commonwealth's income tax monopoly remained intact after the war.  
 
While there is no doubt that the wartime emergency was important in the Commonwealth's drive to extend 
its taxing powers, Arthur Calwell, at the time a rather rebellious backbencher, claimed that Prime Minister 
Curtin and his Treasurer Ben Chifley had another agenda.  Calwell claimed that the Government's real 
intentions were to implement party policy which was to "invest the Commonwealth Parliament with 
unlimited legislative powers and authority to create (or reorder) States or provinces with  delegated powers". 
He said that Labor was establishing a permanent system of unified income taxation and that unification of 
other sources of revenue would follow.  Calwell said this would lead to "the slow strangulation of the 
States", a proposition he warmly supported.  He predicted that the States might "linger superfluous a little 
longer, but if they would lose their right to impose income tax, they will become mendicants  existing upon 
the bounty of the Commonwealth. They will, in effect, be on the dole, and for practical purposes they will 
cease to exist as States." Paradoxically, it is now a Liberal-led Government that has now been handed this 
power by the High Court following an action that was initiated by a State Labor Government. 
 
John Howard probably will regard the decision as something of a poisoned chalice because he knows how 
destructive States' rights debates can be in his party. It was this issue which divided and destabilised the 
party under John Gorton's leadership.  Mr Howard's deputy, Treasurer Peter Costello, who has been the 
voice of conviction on tax reform, doubtless will see the High Court decision as an opportunity.  Tax reform 
has been given a legitimacy that goes beyond the urging of specific interest groups whose motives are often 
suspected by the electorate at large.  So encompassing is the High Court decision that it has given the 
Government as close to a clean sheet of paper to rewrite the taxation system as it could ever hope to have.  
The Government's stated strategy is to lower and broaden the direct tax system and to increase the weight of 
indirect taxes in the total mix.  The loss by the States of their indirect taxes on petrol, tobacco and liquor 
opens up the prospect of replacing this narrow tax base with a broadly based goods and services tax, the 
proceeds of which could be shared with the States.  Such a tax would have to be levied uniformly across the 
whole Commonwealth, though reimbursement need not be uniform.  
 
Where constitutionally the Commonwealth has the sole right to levy excise duty there is no legal barrier to 
the States levying income tax. The barrier here is a political one with the Commonwealth having "first 
rights" and the power to reduce payments to the States if they do levy their own income tax.  In terms of 
encouraging competition at the government level, it is desirable that there be a degree of differentiation. It 
would be possible to achieve that outcome by fencing off a certain proportion of a defined income tax pool 
for the States.  It could be left to the individual State to decide just how much of its  share of the pool it 
wants to levy.  Differential income taxes are not unusual in other Federal systems. 
 
The High Court has given the Howard Government the tax reform ball; the big question now is whether it is 
prepared to run with it. 

'Taxing Time For 
The States', 

by Michael Millett, 
Sydney Morning 

Herald, 
8 Aug 1997, 

p. 19. 

The High Court decision on States' tax rights is another chapter in the enduring war between Canberra and 
the former colonies over finances. 
 
"THROUGH the passage of time, the High Court ... has altered the power balance between the States and the 
Commonwealth. As we in NSW see the position, if the States are to endure as viable political organs in the 
service of the people, it is imperative that they have greater financial powers. Without statesmanship an 
impasse seems imminent".  Strong words. They could have emanated from Bob Carr, struggling this week to 
contain his frustration at the practical effects of the High Court's decision on Tuesday to outlaw State 
imposts on alcohol, tobacco and petrol.  In fact, they come from one of his predecessors, the NSW Liberal 
premier Sir Robert Askin, who railed in 1973 at the centralist approach of the High Court and its ruinous 
effects on the ability of the States to manage their own affairs. 
 
The easy interchange of the Askin-Carr positions highlights the enduring nature of the war between 
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Canberra and the States over finances. It has been a war that has been waged - and largely lost by the States 
– ever since Federation, when Alfred Deakin warned that the Constitution had left the former colonies 
"legally free, but financially bound to the chariot wheels of the central Government". 
 
One reading of this week's 4-3 judgment is that all the High Court has done, as it has so often before, is lash 
the cords a little tighter. The States, led by NSW, went into the case knowing they faced a good chance of 
having their business franchise fees tossed out as an illegal ruse to evade the constraints of section 90 of the 
Constitution. The section gives the Commonwealth exclusivity over "duties of excise".  Shelving, 
momentarily, their traditional abhorrence of High Court adventurism, the States sought the narrowest 
possible definition of the term, opening the way to broad-based State taxes. They gambled and lost, with the 
court deciding, albeit by the narrowest of margins, it could no longer turn a blind eye to the State attempts to 
disguise their imposts.  But does this mark just another lost battle for the States, with the power balance 
sliding even more towards Canberra in the "natural" evolution of federalism? The States have cried 
"Enough!" countless times before, without any indication of being able to coerce or persuade the 
Commonwealth into accepting a realignment of financial responsibilities. 
 
Malcolm Fraser relented slightly during his time, virtually daring the States to put their money before their 
mouths. His "New Federalism" arrangements including legislation allowing the States to top-up the national 
income tax rates with their own surcharges. They baulked, not willing to accept the political flak of lumping 
voters with extra taxes. 
 
In 1991, the States and Territories proposed a shared income tax scheme, capitalising on signs by then Prime 
Minister Hawke of a willingness to embrace reform. The move collapsed, falling victim to Labor's internal 
leadership struggle. 
 
Still, there are several forces at work which suggest this week's judgment may become pivotal in the future 
development of Federal-State relations.  As the States clearly envisaged in waging the court fight, the 
judgment sharpens the focus on the extent of the power imbalance in Australian federalism. This gives the 
States important leverage in widening the looming debate over tax reform to include an overhaul of Federal-
State financial relations.  And the issue inevitably collides with the still unresolved question of constitutional 
reform in the lead-up to 2000. 
 
The State strategy will now be to push reforms which address vertical fiscal imbalance (VFI) – that ugly 
term which describes the yawning gap between the demands placed on the States to provide services and the 
revenue available to them to fund those activities.  There is no doubt the lack of action on this front is 
pushing federalism towards straining point. Even before this week's decision, Australia was shown as having 
"by far the highest degree of VFI among the major federations in the Western world" – in the view of most 
tax experts, a major impediment to economic  efficiency.  The States, denied by a combination of the High 
Court and the Commonwealth's control over major tax revenue, have been forced to scrounge around for 
alternative sources of money. This has led to elaborate legal ruses, a reliance on "ebb and flow" revenue 
streams like stamp duties and in the search for new growth taxes, a fascination with gambling. 
 
Even if the moral issues are laid aside, the imbalance encourages wasteful competition between the states, 
such as the risky gambit of "picking winners", makes it difficult for them to reward their constituencies 
when implementing painful efficiency reforms and promotes political buck-passing. 
 
John Howard made some promising noises before the election about tackling Commonwealth-State financial 
relations. Since then he has steadfastly resisted State entreaties to put it on the table, a stance shaped by his 
centralist instincts and an acknowledgment of the political risks entailed in a broader reform agenda.  Selling 
tax reform is going to be hard enough without roping in complex issues like VFI. Yet in one way, the court 
decision is already working in the Commonwealth's favour. The farcical efforts being made to circumvent 
the court decision demonstrate the overriding need for a "clean" indirect tax system (read a GST).  But as 
State officials have said, a GST will do little to assist the States in the long term. The cost of replacing the 
Commonwealth's ramshackle net of wholesale sales taxes, over-compensating those at the bottom of the 
system and delivering tax cuts to the middle to buy voter support leave precious little for  addressing State 
needs.  A GST also effectively wipes out any State plans to move further into the constitutionally safe, but 
politically risky, area of taxing services. That leaves some stark options. The States can turn to other parts of 
their existing tax base, such as payroll taxes, to draw in extra revenue. Or they could shoot for the safest 
ground, simply seeking a guaranteed share of Commonwealth tax revenue to lock in certainty. 
 
Another option pushed by reformers is the adoption of State income taxes, with the Commonwealth cutting 
its own personal tax rates (and reducing grants accordingly) to allow the States to re-enter the field. It would 
be up to the States to decide their own rates, encouraging competition - although at a direct  risk of reducing 
Canberra's control over the national economy.  Another option, directly addressing the High Court decision, 
is a referendum on Constitutional change, allowing the States to set up their own broad-based indirect taxes.  
These are heady items to be throwing into the tax debate, particularly at this early stage. The onus is going to 
be on the State leaders, notably Jeff Kennett who takes the running on these issues both publicly and in 
internal forums, to come up with a political strategy to get the Howard administration to  move on the issue. 
It's a struggle between short-term political motivations and  the interests of long-term policy reform. 
Statesmanship is definitely going to be a necessary ingredient in breaking the "impasse". 
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'Reform taxes or 
States perish', by Alan 

Wood, 
The Australian 
17 Mar 1998, 

p. 13. 

The States are facing de facto abolition. ... 
... 
"As the power of the purse in Great Britain established by degrees the authority of the Commons, it will 
ultimately establish in Australia the authority of the Commonwealth," Deakin wrote in 1901. "The rights 
of self-government of the States have been supposed to be safeguarded by the Constitution. It left them 
legally free, but financially bound to the chariot wheels of the central government.  "Their need will be its 
opportunity. The less populous will first succumb; those smitten by drought or similar misfortunes will 
follow; and, finally, even the greatest and most prosperous will, however reluctantly, be brought to heel. 
Our Constitution may remain unaltered, but a vital change will have taken place in the relations between 
the States and the Commonwealth. The Commonwealth will have acquired a general control over the 
States, while every extension of political power will be made by its means and go to increase its relative 
superiority." 
 
DEAKIN'S prophecy has been fulfilled, eagerly aided and abetted by a centralist High Court. As a 
consequence, we are seeing what former Queensland premier Wayne Goss described as the de facto 
abolition of the States. This took a further big step forward with the High Court's decision last year to rule 
State franchise fees illegal, thereby wiping about $5 billion from the States' already narrow tax base.  
Emergency arrangements have been implemented to replace the lost revenue, but these are generally 
regarded as unsatisfactory and unsustainable. How this problem is resolved will be decisive in shaping the 
Federation that goes into the next century.  One choice is simply to have the Commonwealth go on raising 
the revenue, with its share of national tax revenues at about 80 per cent following the latest High Court 
decision and handing some more money back to the States. Queensland's befuddled Treasurer Joan 
Sheldon was effectively endorsing this at the Liberal Party's national convention at the weekend by 
demanding a fixed share of federal tax revenues. That would leave the States so tied to the 
Commonwealth's chariot wheels as to virtually complete the process of de facto abolition.  If this happens, 
then - as Goss warned the States will become a dead weight in our constitutional baggage and an 
impediment to an efficient and competitive nation. 

'Court Leads Money 
Move For States With 

Tax Bid', 
by Anne Burns, 

The West Australian, 
20 Mar 1998, 

p. 15. 

MONEY makes the world go around – especially at a Canberra Premiers' Conference. 
 
When State and Territory leaders meet Prime Minister John Howard today for their annual financial 
conference, money, or more precisely the lack of it, will be the focus of agenda items one to seven.  Guns 
get a mention too at the request of Mr Howard, who fears his hard-won uniform national gun laws are 
unravelling at the edges in WA, Victoria, Queensland and the Northern Territory. 
 
But what WA Premier Richard Court wants is more money from the Commonwealth pot.  Mr Court said 
this week the Commonwealth could not continue to collect 80 per cent of the cash while refusing to 
guarantee adequate funds for States.  He quoted former Liberal prime minister Alfred Deakin's claim that 
the Constitution financially tied the States to the Commonwealth's chariot wheels.  The message is if the 
States don't win some financial freedom, with the legal freedom guaranteed by the Constitution, the 
wheels may fall off.  Mr Court is looking for a commitment today that the national tax reform debate will 
encompass financial relations between the States and Canberra.  But he wants more than just a share of 
Commonwealth revenue. His answer to the growing financial imbalance is to give the States their own 
income tax.  State income tax would be set at varying levels by each government and collected by the 
Commonwealth, under Mr Court's proposal.  He also wants a seat at the table of the goods and services 
tax debate.  Mr Court is calling for the rate of a broad-based consumption tax to be set at a level to replace 
business-unfriendly State taxes such as payroll tax, financial transaction taxes and some stamp duties. 

'Is the Northern 
Territory Ready for 

Statehood?', 
by Alan Wood, 
The Australian 

1 Apr 1998, 
p. 11. 

Although Australia's Constitution was conceived as a federal one, since Federation there has been a steady 
shift of power to the central government via the Commonwealth's control of more and more of the nation's 
tax base.  The High Court's decision last year that State franchise fees were unconstitutional has increased 
the Commonwealth's share of national tax revenue to over 80 per cent, while the States are responsible for 
55 per cent of expenditures.  THIS makes Australia the most fiscally imbalanced Federation in the world, 
and combined with High Court-assisted encroachments on State power in other areas, amounts to de facto 
abolition of the States. Unless this situation is reversed via reform of Commonwealth/ State financial 
relations and a new agreement on roles and responsibilities in the Federation, then - as former Queensland 
premier Wayne Goss warned in 1994 - the States will become a dead weight in Australia's constitutional 
baggage.  If this happens, then the States will be a real impediment to an efficient and competitive nation 
and "someone, somewhere had better begin to work out right now how to finally and formally get rid of 
the States", to quote Goss. Until this great national issue is resolved, the last thing we want is a new State 
that is simply another Constitutional corpse chained to the Commonwealth's chariot wheels.  Even if the 
issue is finally resolved in a way that restores meaning to the Federation, it will be well past 2001 before 
the Northern Territory can make any serious claim to statehood. 
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Federal-State 
Relations Committee 

(1998), 
Australian 

Federalism: The Role 
of the States (Second 
Report on the Inquiry 

into Overlap and 
Duplication), 
Parliament of 

Victoria, 
Government Printer, 

Melbourne, 
October 1998. 

Federal-State Relations Committee (1998: xv): 
 
Terms of Reference of the Federal-State Relations Committee 
… 
The Governor-in-Council, acting under section 4F (1) of the Parliamentary Committees Act 1968 , by this 
Order requires the Federal-State Relations Committee to inquire into, consider and report to Parliament on 
overlap and duplication of roles and responsibilities between the Commonwealth and the State; and areas 
of responsibility for which the States should have an enhanced role for the benefit of the Federation … 
 
Federal-State Relations Committee (1998: 11): 
 
There is some expense involved in maintaining eight State and Territory Governments in addition to the 
Commonwealth Government.  This includes, most obviously, the cost of State Parliaments and State 
governors.  The budgeted cost of operating the Victorian Parliament in the 1998-99 Budget Estimates is 
$103.4 million [State of Victoria, Budget Estimates 1998-99, 1998-99 Budget Paper No 3, p. 22], and of 
supporting the governor is $4.5 million [State of Victoria, Budget Estimates 1998-99, 1998-99 Budget 
Paper No 3, p. 333].  It is obvious that, were the States abolished, not all of this expenditure would be 
saved, as the workload of the commonwealth Parliament and of the governor-General would be 
correspondingly increased. 
 
Federal-State Relations Committee (1998: 12): 
 
While there are other costs associated with overlap and duplication of activity between State and 
Commonwealth Governments,24 it is possible to make savings in these areas by pursuing more effective 
federal arrangementys, rather than by abolishing the States.  Any proposal to abolish the States would face 
both practical and constitutional difficulties, would result in uncertain moderate savings, and would bring 
to an end the political benefits conferred by federalism. 
… 
24 [Note 24 at the bottom of p. 12]:  In its consultation undertaken for the Leaders' Forum, ACIL 
estimated the cost of overlap and duplication in Australia, "measured in terms of additional administrative 
and overhead costs where two tiers of government are involved in service delivery and associated policy 
development," to be of the order of one-half to one percent of total program expenditure: ACIL 
Economics and Policy Pty Ltd, Cost of Overlap and Duplication Between Different Levels of Government, 
The Institute of Public Affairs for State and Territory Governments, p. xi.  Given that total 
Commonwealth expenditure in 1998-99 is forecast to be $141.6 billion (Commonwealth of Australia, 
Budget Strategy and Outlook 1998-99, 1998-99 Budget Paper No 1, Table 1, p 4-3), the estimate by ACIL 
is that the cost to government of overlap and duplication in Australia is something like $1 billion annually.
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Editorial: 'Unsexy 
Topic Hides Political 

Minefield', 
Canberra Times 

1 Oct 1998, 
p. 13. 

AS A POLITICAL issue, financial relations between the Federal Government and the states are about as 
sexy as false teeth in a glass on the bedside table.  It's a topic that seems to excite few minds even though 
it involves decisions about the way hundreds of billions of dollars are allocated and spent each year.  Yet 
this election, federal-state financial relations offer one of the most significant differences between the 
centrist Coalition Government and the centrist Labor Opposition. 
 
The Coalition didn't propose only to introduce a catch-all 10 per cent goods-and-services tax next year and 
replace a range of federal and state taxes the following year. Part of the package was a commitment to 
hand over to the states all the proceeds of the GST to fund a whole range of essential services such as 
hospitals, schools, police and transport bankrolled at present by state taxes or by direct Federal 
Government grants.  It added in a special condition, aimed at making a sceptical electorate believe that the 
10 per cent figure wouldn't ever, or easily, be increased. To increase the rate of GST, every one of the 
states and the Commonwealth would have to agree. Given that Australian history has demonstrated that it 
is virtually impossible for national referendum proposals to get through at all, let alone win the support of 
all states, this seemed like a good idea at the time, if only for political salesmanship purposes.  By 
contrast, the Labor Party proposals for federal-state financial relations are essentially a continuation of the 
present arrangements, which have existed since Malcolm Fraser's "new federalism" of the mid-70s.  
Fraser delegated more taxing powers to the states, established a formula that gave each state a guaranteed 
share of the federal income-tax collection, allowed each to levy some supplementary taxes, tidied up a few 
loose ends and formalised an annual talkfest what used to be called the Premiers' Conference and now is 
known by the politically correct title of Council of Australian Governments (COAG) to divvy up the loot. 
 
The states have been careful always to ensure that, wherever possible, the Federal Government should 
bear the odium for collecting taxes, and Labor doesn't propose any significant change. This is despite the 
fashionable view of some economists and commentators that spending decisions should be related closely 
to the requirement to find the money that is, if a state Savvy Deakin saw it coming government decides to 
fund major projects or expand services to its citizenry, so too should it be obliged to raise taxes to pay for 
such activity.  
 
For much of the first decade of Australia's life as a new federation at the beginning of the century, the 
states kept the fledgling national government broke and begging. The Feds couldn't afford to pay for even 
a second-hand navy and, although the new Government had the authority to collect customs duties, it had 
to pay three quarters of all it collected to the states.  The wily old bird Alfred Deakin, Australia's second 
PM, knew what was in store. As long ago as 1908, he noted that the states were "legally free but 
financially bound to the chariot wheels of the central Government". The heavy financial demands of 
World War I gave the Federal Government increased powers. By World War II the states had handed over 
their income-taxing powers to the national government and the taxation landscape has remained pretty 
much the same ever since: dominated by Canberra, with grumbling states appearing as mendicants on 
their annual pilgrimage to collect alms. 
 
Since it usually takes a good war to shake up federal-state financial relations in Australia, the move to link 
the Coalition Government's proposed GST so directly with state spending is, on the surface, a bold one.  
The sight of so many state premiers emerging grinning from the briefing organised by Prime Minister 
John Howard and federal Treasurer Peter Costello provided some clues as to the expected nature of the 
changes being proposed by the Coalition.  The question is whether the states will actually get a better deal 
under the division of GST spoils laid out by Mr Costello, or whether they in fact lose some autonomy by 
giving up some local taxes payroll taxes or tobacco levies for instance and increasingly bear the burden 
themselves of being the people who act to lift the rate of the GST at some time in the future. Peter 
Costello pointed out that there will be natural growth for the states in such a tax, as it applies at the 10 per 
cent rate across the board to growing (God willing) national economic activity.  An increase in the rate 
will put the spotlight squarely on the states for making such a change. As a disincentive to overspending, 
this is a powerful weapon. Whether it becomes a sort of institutional straitjacket that forces federal-state 
financial relations to atrophy is quite another question. 

Irving, H. (1999), 
The Centenary 
Companion to 

Australian 
Federation, 

Cambridge University 
Press. 

Irving (1999: 371): 
 
The Adelaide session of the 1897-98 Convention produced an even more complex three-stage system; 
with revenue returned per state contribution, minus expenditure for Commonwealth functions, followed 
by a 'book-keeping' period which recorded interstate customs; and a final stage with expenditure charged 
and surplus distributed on a state per capita basis.  Commonwealth expenditure during the first three years 
was to have a strict ceiling. 
 
Irving (1999: 371): 
 
It was assumed at the time of Federation that the bulk of Commonwealth revenue would come from 
customs and excise.  It was also assumed by many, if not all, that the Commonwealth would have 
relatively little to do and therefore relatively few expenses.  All of these assumptions were confounded as 
the twentieth century evolved. 
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De Mello, L. R. jr 
(1999), 

'Intergovernmental 
Fiscal Relations" 

Coordination Failures 
and Fiscal Outcomes', 
Public Budgeting and 

Finance, 
Spring 1999, 

pp. 3-25. 

De Mello (1999: 19): 
 

 

Federal-State 
Relations Committee 

(1999), 
Register of Specific 
Purpose Payments 

Received by Victoria 
(Fourth Report on the 
Inquiry into Overlap 

and Duplication), 
Parliament of 

Victoria, 
Government Printer, 

Melbourne, 
May 1999. 

Chapter 3: The impact of Specific Purpose Payments on policy 
 
3.0 Specific Purpose Payments can be a useful tool of intergovernmental co-operation, combining the 
financial resources of the Commonwealth with the administrative and service-delivery capabilities of the 
States to bring about policy outcomes in the national interest. However, they can also have a number of 
undesirable consequences, including costs resulting from overlap and duplication, a reduction in the 
effectiveness of policies, and a reduction in the autonomy of the States. This chapter will analyse in more 
detail the impact on Victorian policy of Specific Purpose Payments received by Victoria. 
 
Costs resulting from overlap and duplication 
 
3.1 Conditional transfers create a need for State officers to report back to Commonwealth supervisors. 
This can lead to additional bureaucracy at each level, duplicating the activity of the other level, and adding 
to administrative costs. The Victorian Treasury explained to the Committee that 
 

[I]f you have terms and conditions and they have to be spent on certain areas of expenditure, you tend 
to have two levels of government and two sets of bureaucrats crossing and checking that those things 
have been done, whereas with the untied grants basically only one set of bureaucrats is required - and 
they are State bureaucrats [Minutes of Evidence, FSRC, March 4th 1997, p 312 (per Mr D Yates)]. 

 
3.2 However, these administrative costs are not that great. Dr Michael Keating, formerly Secretary of the 
Department of Prime Minister and Cabinet and currently Visiting Fellow at the Economics Programme of 
the Research School of Social Sciences at the Australian National University, told the Committee that the 
Commonwealth Department of Finance has estimated the cost of administering Specific Purpose 
Payments as $60 million annually: 
 

A focus only on what is so often the topic of focus - the administrative costs of duplication and 
overlap - will not get the Commonwealth interested in reform. The money is not that large. We hear 
constant references to waste and inefficiencies by State and Commonwealth administrations 
duplicating and overlapping, but in 1995 the Commonwealth Department of Finance estimated the 
Commonwealth’s running costs of Specific Purpose programmes to the States – by the way, Financial 
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Assistance Grants cost next to nothing to administer - totalled $60 million. I am not saying that 
$60 million is not worth saving, but it is not big bickies in a total Commonwealth budget running at 
billions of dollars. One could think of it as 0.33 per cent of the total of the money transferred to the 
States under Specific Purpose programmes, and it is considerably less than 0.33 per cent of the total 
money transferred to the States [Minutes of Evidence, FSRC, February 22nd 1999, p 1018 (per Dr M 
Keating)]. 

 
3.3 Dr Keating suggested to the Committee that the simple prospect of saving money will not motivate the 
Commonwealth to seek reform of the way the Commonwealth funds the activity of the States; motivation 
for reform must focus on the quality of policy and the achievement of policy outcomes: 
 

So on the one hand I do not think the Commonwealth would bend over backwards just to pursue 
administrative savings. But on the other hand, I think the Commonwealth has an interest in good policy
[Minutes of Evidence, FSRC, February 22nd 1999, p 1018 (per Dr M Keating)]. 

 
3.4 Dr Keating’s assessment was shared by Professor Jeff Richardson, Director of the Health Economics 
Unit of the Centre for Health Programme Evaluation at Monash University: 
 

Turning first to overlap and duplication, it is true there is overlap but the extent of it is simply 
unknown, or at least it is unknown to me, and I have been looking for that evidence and talking to a lot 
of people. It appears that at least in terms of administrative costs it is not a quantitatively big issue. 
Certainly there are many joint responsibilities for different services. Medical costs and responsibilities 
are split between public hospitals, which are a state responsibility, and the private medical services, 
which come under Medicare, which is a Commonwealth responsibility. Similarly, pharmaceuticals are 
split between public hospitals and the PBS [Pharmaceutical Benefits Scheme], which is a 
Commonwealth responsibility. Public hospitals have a function in relation to nursing-home care, but 
they share that responsibility with the formal nursing-home sector. While there is joint responsibility in 
each of those important areas there is very little duplication of administration because you will have to 
administer in-hospital and out-of-hospital services in any system. 
 
The public health arena is another large category where there is joint funding and responsibility 
between Federal and State Governments. There is joint responsibility for most programmes such as 
National Women's Health, youth and health services, breast and cervical cancer, AIDS and so on. 
Outside public health there is joint responsibility in areas such as the blood bank, health and 
community services and so on. 
 
The first point to make here is that the maximum duplication would not be particularly costly. We 
know that because the entire cost of running the Commonwealth Department of Health is about 
$200 million. If 100 per cent of that Department's costs went on duplication, duplication would count 
for half of 1 per cent of the [total Australian] health bill. Clearly 100 per cent of the costs of running 
the Commonwealth Department of Health are not spent on duplicated services [Minutes of Evidence, 
FSRC, February 24th 1997, p 100 (per Professor J Richardson)]. 

 
3.5 A similar point was made by the Department of Human Services: 
 

Turning to the main problems with the existing arrangements, clearly there is some administrative 
duplication. For example, joint Commonwealth and State Ministerial approval is required for Home 
and Community Care projects, and 740 projects were recently sent to Minister Moylan for approval. 
The Commonwealth Minister must also approve any adjustment to a HACC project budget which is 
greater than 15 per cent or $50 000. 
 
Although there are significant administrative duplication issues and administrative complexities, I do 
not think they are the main issues in considering the reforms that are needed in Commonwealth-State 
relations. Far more important is the fact that Commonwealth funding to the States is provided in a 
fragmented and inflexible manner. There is difficulty in achieving continuity and co-ordination in 
service delivery when funding and management responsibilities between the Governments are divided 
[Minutes of Evidence, FSRC, December 17th 1996, p 71 (per Mr W McCann)]. 
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Table 3K-1 (Continued) 

Source Selected Extracts 

Richardson, J. (2000), 
Resolving Deadlocks 

in the Australian 
Parliament, (The 

Vision in Hindsight: 
Parliament and the 
Constitution: Paper 

No. 9), Department of 
the Parliamentary 
Library, Canberra. 

Richardson (2000: 21): 
 
The Commonwealth and the States were intended to be equal partners under the federal compact and the 
likely cost of the Commonwealth was not a serious debating point.  Indeed Sir Samuel Griffith, vice 
president of the 1891 Convention, speculated that the annual cost of the Commonwealth would be less 
than the price of a dog licence per head of population. 
 
The 20th century has been a different story.  In 1995-96 Commonwealth revenue from taxation was $117 
000 million compared with $30 000 million raised by all State and Territory Governments.  In the same 
year, total Commonwealth general government expenditure was $127 000 million including $35 000 
million transferred to the States mainly under income tax sharing arrangements.  State and Territory 
general expenditure totalled $64 000 million [See Australian Bureau of Statistics, Year Book Australia, 
1998, pp. 678-85].  The figures demonstrate not only Commonwealth fiscal ascendancy but also the need 
for any federal government enjoying the confidence of the Representatives to have control of its annual 
budget. 

James, D. (2000), 
Federal-State 

Financial Relations: 
The Deakin Prophecy, 

(The Vision in 
Hindsight: Parliament 
and the Constitution: 

Paper No. 2), 
April 2000. 

James (2000: i): 
 
• At Federation, the six Colonies ceded their most important source of revenue—duties of customs and 

excise—to the Commonwealth. Nevertheless, the States still bore most of the responsibility for the 
provision of public services. There was thus a pressing need for a workable system of Federal–State 
financial relations to be developed to ensure that the States were adequately resourced to meet their 
expenditure responsibilities. 

• The Constitution did set out transitional financial arrangements between the Commonwealth and the 
States. Section 87 provided that, for at least the first ten years after Federation, three-quarters of all 
customs and excise revenue raised by the Commonwealth should be returned to the States. Section 94 
also required that, after five years from the imposition of uniform duties of customs and excise, the 
Commonwealth should return all revenue surplus to its requirements to the States. Section 96 also 
permitted the Commonwealth to provide grants of assistance to the States as it saw fit, while section 
105 gave the Commonwealth the wherewithal to take over State debt. 

• However, the Constitution did not provide for any long-term resolution of Federal-State financial 
relations. These have thus evolved over time purely as a result of political processes. At least one 
commentator, Mr Alfred Deakin, foresaw the outcome of these processes. In a 1902 letter in the 
London Morning Post, Deakin argued that 'the rights of self-government of the States have been fondly 
supposed to be safeguarded by the Constitution. It left them legally free, but financially bound to the 
chariot wheels of the central government. Their need will be its opportunity'. 

• Over the past 100 years, Parliament has approved a large amount of legislation which has seen the 
consolidation of financial power in the hands of the Commonwealth. The Commonwealth currently has 
access to all the major fields of taxation and the States are highly dependent upon financial transfers 
from the central government. Commonwealth financial power has enabled it to regulate State 
borrowing and to provide specific purpose grants in order to impose its priorities on the States in a 
wide range of programs. 

 
James (2000: 1-3): 
 
When Australia's founding fathers framed the Constitution in the late 1800s, it is unlikely that they could 
have foreseen the extent to which the Commonwealth would come to financially dominate the States. 
Essentially, the Constitution was designed to preserve the powers of the States while reaping the benefits 
which would flow from federation. For this reason, the Constitution did not specify powers for the States. 
These powers were taken as given. Only the powers available to the Commonwealth were carefully 
defined and virtually all of these powers were granted on a concurrent basis with those of the States. [To 
say such powers are concurrent means that they may be exercised by both the Commonwealth and the 
States. Section 109 of the Constitution, however, ensures that where Commonwealth and State laws are in 
conflict, Commonwealth law will prevail to the extent of any inconsistency. Apart from the explicit heads 
of power provided in the Constitution, the High Court has also acknowledged the existence of an 'implied 
national power'. The High Court has held that the Commonwealth may legislate in respect of matters, not 
enumerated in the Constitution, that are inferred from the 'peculiar province of the Commonwealth in its 
capacity as the national and federal government' (see, for example, Davis v Commonwealth [(1988) 166 
CLR 79] and Victoria v Commonwealth (Australian Assistance Plan Case: AAP Case) [(1975) 134 CLR 
338].  Only where commonsense dictated that certain functions were unambiguously of a national nature 
were the requisite powers granted exclusively to the Commonwealth. Some of these functions include the 
right to raise armies, matters relating to the coinage, power over territories and the seat of government and 
the power to impose duties of customs and excise. 
 
Thus, the framers of our Constitution viewed the roles of the Commonwealth and the States as coordinate. 
Each level of government would carry out the tasks for which it was most suited and each would have 
access to the financial resources necessary for the exercise of those functions. That such an outcome has 
not eventuated would seem to imply that our founding fathers were perhaps overly optimistic about the 
political processes which would develop over successive generations. It must have been obvious to them 
that, as the nation developed, imbalances were bound to occur between the expenditure responsibilities of 
the various tiers of government and their available financial resources. However, the Constitution gave 
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very little guidance as to the longer term financial mechanisms which could be put into place to handle 
these developments. The Constitution concerned itself mainly with the financial provisions applying to the 
early, transitional period of federation. These provisions can be found in sections 86 to 97 of the 
Constitution. 
 
Three sections in particular deal with intergovernmental financial transfers. Section 87 (the so-called 
Braddon clause) states: 
 

During a period of ten years after the establishment of the Commonwealth and thereafter until the 
Parliament otherwise provides, of the net revenue of the Commonwealth from duties of customs and 
excise not more than one-fourth shall be applied annually by the Commonwealth towards its 
expenditure. The balance shall, in accordance with this Constitution, be paid to the several States, or 
applied towards the payment of interest on debts of the several States taken over by the 
Commonwealth. 

 
This section recognised that the main taxation revenue available to the colonies had been customs and 
excise revenue. The power to raise such revenue was now to be transferred exclusively to the 
Commonwealth [The transfer of power over duties of customs and excise was effected by section 86 of 
the Constitution. Federal exclusivity over this form of taxation was guaranteed by section 90].  It was 
further recognised that the overwhelming bulk of government functions would continue to be performed 
by the States. In 1909–10, for example, total Commonwealth expenditure was only $9.5 million compared 
with $65.7 million by the States. There obviously had to be some mechanism for ensuring the continuing 
financial viability of the States. The Braddon clause was not universally supported by the State Premiers 
but it was grudgingly accepted as the least objectionable way of ensuring that some financial security was 
provided to the States during the early years of federation [J. Quick and R. Garran, The Annotated 
Constitution of the Australian Commonwealth, Angus and Robertson, Sydney, 1901, p. 219]. 
 
Section 94, however, was designed to give longer-term guidance on the matter of 
intergovernmental financial transfers. This section states: 
 

After five years from the imposition of uniform duties of customs, the Parliament may provide, on 
such basis as it deems fair, for the monthly payment to the several States of all surplus revenue of 
the Commonwealth. 

 
The States saw this clause as establishing a permanent mechanism for ensuring that all revenue surplus to 
the requirements of the Commonwealth would be returned to the States in the form of grants. While this 
principle was endorsed by all States, it must be recognised that there were quite divergent views as to how 
such revenue should be distributed amongst them in the longer term. [The requirement for the return of 
Commonwealth surplus revenue to the States, which ultimately found force in section 94 of the 
Constitution, was one of the earliest issues agreed during the Constitutional debates. This principle was 
endorsed by the Colonies during the Constitutional Convention held in Sydney in March 1891.] 
 
Despite the perceived security afforded by section 94, the States still recognised that, from time to time, 
exceptional difficulties might arise in the financial circumstances of any State.  To provide a safety net in 
such a contingency, section 96 was inserted into the Constitution.  This section states: 
 

During a period of ten years after the establishment of the Commonwealth and thereafter until the 
Parliament otherwise provides, the Parliament may grant financial assistance to any State on such 
terms and conditions as the Parliament thinks fit. 

 
One can only wonder if the founding fathers had any inkling at all as to the power that they were 
providing the Commonwealth under this section. Not only has it been instrumental in allowing the 
Commonwealth to extend its influence into functional areas which were not assigned to it under the 
Constitution but it also allowed the Commonwealth, in the early 1940s, to gain sole access to the income 
tax base and hence consolidate Commonwealth financial domination of the States. 
 
With the Constitution providing such little guidance on the question of intergovernmental fiscal relations, 
the development of policies and institutions to address this question has been left up to political processes. 
These processes have not, however, been particularly happy ones. While at times they have reflected 
genuine attempts at cooperation and coordination, unfortunately they have also all too often reflected 
political self aggrandisement, suspicion, self-interest (often of a short-sighted nature) and ideological 
conflicts. There have been many occasions on which the problems of fiscal federalism could have been 
addressed, only to be thwarted by conflicting objectives on the part of the Commonwealth and the States 
or, as often happened, between the States themselves. 
 
The potential dangers to the financial independence of the States did not, however, go unnoticed by all 
early commentators. In a lengthy discourse published in the London Morning Post in 1902, Mr Alfred 
Deakin (Protectionist Party, Ballarat, Vic.), the Federal Attorney-General and a leading architect of 
Federation, wrote: 
 

Who shall be the master—the States or the Commonwealth? Our Constitution divided the political 
power of Australia between them but it left quite open the question of ultimate supremacy and, 
indeed, assumed that there would be nothing of the kind … 
 
Neither [the Canadian Provinces nor the US States] undertake the many risks of State railways, 
waterworks, or the many minor enterprises which the Australian colonies have provided for their 
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citizens at public expense. The Australian States have thus incurred liabilities the annual interest on 
which absorbs more revenue than they have been accustomed to raise or are likely to raise by direct 
taxes. They are therefore dependent upon receipts from the customs, which are now out of their 
hands, to pay their way; in other words, they are dependent upon the Commonwealth. It is true that 
for ten years to come they are entitled to a certain proportion of the duties collected by the 
Commonwealth department, but this is already insufficient to maintain their existing establishments. 
After the decade they will be able to claim nothing as of right, and must be content with an amount 
the Federal Parliament chooses to spare them. Subject, therefore, to the consent of the voters of 
Australia, the independence of our States is doomed … 
 
The Federal Parliament—if its Chambers agree together—having tasted the sweets of supremacy—
will not consent to finance the local treasuries except for value received. If it provides money for the 
States it will exact tribute from them in some shape … 
 
The rights of self-government of the States have been fondly supposed to be safeguarded by the 
Constitution. It left them legally free, but financially bound to the chariot wheels of the central 
government. Their need will be its opportunity … 
 

Our Constitution may remain unaltered but a vital change will have taken place in the relations between 
the States and the Commonwealth. The Commonwealth will have acquired a general control over the 
States, while every extension of political power will be made by its means and go to increase its relative 
superiority. [Alfred Deakin. 'From our Special Correspondent, Sydney', Morning Post, London, 12 May 
1902] 
 
The course of events since Federation has essentially confirmed the perspicacity of Alfred Deakin. While 
there have been periods of relative financial harmony between the Commonwealth and the States, during 
this first century of federation there has developed an inexorably growing vertical fiscal imbalance 
between them. Over time, the Commonwealth has come to control all the major revenue sources in 
Australia. The States have found themselves unable to raise sufficient revenue to meet their own 
expenditure responsibilities and have relied heavily upon financial assistance from the Commonwealth.  
This power of the purse has allowed the Commonwealth to achieve its objectives in a range of areas (e.g. 
health and education) for which it has no explicit constitutional head of power. [It should be noted that the 
exercise of Commonwealth powers has not been extended merely by virtue of its dominant financial 
position. High Court decisions have also validated the expansion of Commonwealth activities (for 
example, greater Commonwealth involvement in environmental issues by virtue of being a signatory of 
international environmental conventions, relying upon its external affairs power under the Constitution). 
Certain Constitutional amendments have also provided the Commonwealth with wider powers, such as the 
inclusion, in 1946, of placitum 51(xxiiiA) which authorises the Commonwealth to provide a range of 
social security and health benefits and service]  It has also enabled the Commonwealth to influence the 
distribution of its financial assistance amongst the States and has allowed it to regulate borrowings by 
State governments and their authorities. 
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Table 3K-1 (Continued) 

Source Selected Extracts 

'Children of the 
Commonwealth', 

by Rodney 
Cavalier, Deputy 
Chairman of The 
National Council 

For The Centenary 
of Federation 

Australian 
Financial Review, 

05 Jan 2001, 
p. 29. 

Even early in the evolution of federation, the new States began to realise the Constitution would offer no 
safeguard, writes Rodney Cavalier. 
 
In a felicitous arrangement for all concerned, the London Morning Post in 1900 arranged to receive a weekly 
letter from Australia about the new Commonwealth. The correspondent was someone obviously "inside'' the 
bedding down of the new arrangements for government and intimate with the personalities of the political 
leaders.  Only a tiny circle knew that the reporter was no less than Alfred Deakin, a minister in the Barton 
Government, effectively deputy to his leader. With secrecy preserved, Deakin was able to write an honest 
reflection of the passing parade. He was critical of friends, critical of himself.  In the convention debates of the 
1890s he had refined his thinking on what sort of government would emerge at the federal level. He had agreed 
with the broad approach of Edmund Barton that the new Parliament, rather than the Constitution, should be the 
place to settle many of the intractable questions.  Prescient to a fault, Deakin reckoned that the Commonwealth 
would acquire whatever powers it required to govern the continent, regardless of the black letter of the law. As 
early as April 1902, he was informing his readers in London that the verdict was in.  "The rights of self-
government of the States have been fondly supposed to be  safeguarded by the Constitution,'' Deakin wrote in a 
famous passage. "It left them legally free, but financially bound to the chariot wheels of the central 
government. Their need will be its opportunity.''  
 
The colonies had forfeited their autonomy within the Empire to enable a federal government to come into 
existence, but the powers ceded were thought to be limited to the express provisions of the Constitution.  Via 
the whip-hand of finance and a century of essentially benign interpretations of federal power by the High Court 
(established in 1903) the States soon apprehended that they had forfeited a good deal more. Two world wars  
dictated that all of the resources of the nation be made available to the government responsible for marshalling 
Australia's defences. Good commercial sense has dictated uniform laws or a single overarching authority. 
 
Largely overlooked now, on the first day of 1901, when the Commonwealth of Australia came into existence, 
so did the six pre-existing British colonies in Australia became States of that Commonwealth.   The financial 
needs of the States have eliminated the final discretion over expenditure on public policy when the 
Commonwealth has made a specific-purpose grant. Wider initiatives depend so much on intricate formulae for 
reimbursing Commonwealth income tax.  In 1942 the Commonwealth asserted its right to collect income tax 
and, in return for the States agreeing to cease levying their own, the Commonwealth would return some of the 
proceeds of that tax to the States. This single measure, compelled by war, altered irrevocably the balance of 
power. 
 
The States are far from done. They assert their position through raw political power and the party process. 
Premiers have remained major identities in Australian politics  particularly those re-elected. Preselections for 
both Houses of the Commonwealth Parliament in both major parties remains the domain of the respective State 
branches. Yet, it is curious that, with the exception of  the Lang machine in NSW Labor and the "Joh for 
Canberra'' push within the National Party, State premiers have not openly sought to undermine their federal 
colleagues via preselection. 
 
The solid bargaining chip of the premiers is the one inescapable truth that most Australians live in the States 
(and mainly in cities) and depend on the State for the basics of life: health, education, transport, protection 
against crime. Federal-State relations are usually played inside a prism of shifting blame and sequestering 
credit.  One hundred years after ceding revenues from customs, State treasurers continue their search for el 
dorado a source of tax revenue which is painless or at least untraceable  hence the allure of taxes on soft 
gambling.  State revenues depend on the volume activity of the wider economy sales of houses, motor vehicles, 
shares, payroll tax  and a host of licence fees and fines. None matters half so much as what a State manages to 
secure from the Commonwealth. 
 
The greatest single change in the culture of Australian politics in the past 10 years is the omnipresence of the 
credit ratings agencies. The ratings agencies are more potent than the media or an Upper House in curbing the 
grander visions of the States. Electors differentiate State from federal and vote accordingly. 
 
The century has ended with not a single State government in power that was there 10 years ago  in contrast to 
much of the past 100 years of multi-decade, one-party rule in most States. Factors including the uncertainty of 
revenue sources long term, agency over-sight and an electorate willing to punish, all combine to make re-
election much harder than it used to be for any State government. 

Australian Bureau 
of Statistics (2001), 

Year Book 
Australia: 2001 
Special Article - 

Taxation during the 
first 100 years of 

Federation, 
Australian Bureau 

of Statistics, 
Canberra. 

Australian Bureau of Statistics (2001): 
 
Taxation and total government revenues 
 
The major functions of government are the provision of mainly non-market goods and services to the 
community and individual households and the redistribution of incomes and wealth through transfers between 
sectors in the economy. Expenditures incurred in relation to these functions are generally financed out of 
taxation revenues. 
 
Table 27.18 compares taxation revenues to total revenue for Commonwealth, State and Territory and local 
government. It shows the importance of taxation as a source of Australian government revenues. Taxation 
forms the majority of revenues for the Commonwealth Government and, up until the 1970s, local governments. 
Because State taxes are not as broad-based as Commonwealth taxes and local government taxes, the proportion 
of State revenue from taxes is lower. Commonwealth grants financed from Commonwealth taxation revenues 
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have provided the main source of State revenues since Federation. Similarly, State grants have provided a 
major source of local government revenues. Commonwealth and State taxation revenues as a proportion of 
total revenues have increased over the period 1901-02 to 1998-99, while movements in local taxation revenues 
have been within a narrow but generally falling band. 
 

27.18 TAXATION AND TOTAL GOVERNMENT REVENUES(a) 

 Taxation revenues Total government revenues 
Taxation revenues as a 

percentage of total 
government revenues 

 
C’wlth 

 
$m 

States
 

$m 

Local
 

$m 

C’wlth
 

$m 

States
 

$m 

Local
 

$m 

C’wlth 
 

% 

States 
 

% 

Local
 

% 
1901-02 18 5 5 23 56 8 78.9 9.6 55.6 
1908-09 22 7 7 29 69 10 75.3 10.1 68.8 
1918-19 66 24 13 89 116 21 73.6 20.6 65.5 
1928-29 113 65 31 160 240 59 70.4 27.0 51.6 
1938-39 148 101 28 190 267 49 77.8 37.9 56.7 
1948-49 982 180 50 1,109 466 82 88.5 38.6 60.6 
1958-59 2,267 276 158 2,592 1,359 261 87.4 20.3 60.4 
1968-69 5,486 738 351 6,044 3,114 681 90.8 23.7 51.6 
1978-79 23,395 4,746 1,215 26,281 17,516 2,558 89.0 27.1 47.5 
1988-89 83,324 17,271 3,423 94,064 57,322 8,633 88.6 30.1 39.7 

(a) Some adjustments to previously published data have been made to maintain a consistent definitional 
coverage of taxation and total government revenues. Taxation revenue figures prior to 1998-99 have been 
adjusted to exclude fees and fines, and total government revenue figures prior to 1998-99 have been adjusted to 
include general government sales of goods and services. Data up to 1988-89 are on a cash basis and for 1998-
99 they are on an accrual basis, resulting in a break in series for which no adjustments have been possible. 
 
Taxation revenue per head 
 
Table 27.19 shows total Commonwealth, State and local government taxation revenues per head of population 
for the period 1901-02 to 1998-99. In current price terms, taxation revenue per head of population has 
increased markedly over the period (particularly since the 1970s). As expected (given the different taxes 
imposed by the different levels of government), Commonwealth taxes per head are much greater than the State 
equivalent, which is in turn greater than that for local government. The table also shows GDP per head, and 
total taxation revenue per head as a percentage of GDP per head. Total taxation per head as a proportion of 
gross domestic product per head has increased fivefold over the period. 
 

27.19 TAXATION REVENUE AND GDP PER HEAD 

 
C’wlth 

 
$ 

States 
 
$ 

Local 
 
$ 

Total 
 
$ 

GDP per 
head(b) 

 
$ 

Total taxation 
revenue per head 
as a percentage of 

GDP per head 
% 

1901-02 4.65 1.41 1.19 7.25 114.57 6.32 
1908-09 5.07 1.64 1.53 8.24 132.52 6.22 
1918-19 13.07 4.76 2.53 20.35 215.98 9.42 
1928-29 17.77 10.26 4.75 32.78 265.99 12.32 
1938-39 21.38 14.62 3.97 39.98 259.96 15.38 
1948-49 125.87 23.14 6.16 155.17 558.08 27.80 
1958-59 227.74 27.87 15.52 271.14 1,274.03 21.28 
1968-69 450.72 60.64 28.86 540.22 2,476.32 21.82 
1978-79 1,611.7 326.93 83.70 2,022.33 7,769.79 26.03 
1988-89 4,955.51 1,027.15 203.58 6,186.24 20,930.43 29.56 
1998-99 7,305.64 1,808.93 334.06 9,448.63 31,361.79 30.13 

(a) Taxation revenue data to 1988-89 are on a cash basis, and for 1998-99 they are on an accrual basis, 
resulting in a break in series. (b) GDP data up to and including 1948-49 are from the historical series published 
in Australian National Accounts: National Income, Expenditure and Product, 1995-96 (5204.0). GDP data after 
1948-49 are from Australian System of National Accounts (5204.0). 
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Source Selected Extracts 

Commonwealth 
Treasury (2001), 
The Centenary of 

Treasury 1901–2001, 
Commonwealth 

Treasury, 
Canberra. 

Treasury (2001: 90): 
 
Treasury is one of the few departments which could claim a mention in the Constitution. Yet when January 
1901 came around it was the smallest of the seven Commonwealth departments established at the time. It 
wasn't until 9 July 1901 that the Executive Council appointed the five men who made up Treasury. Others 
joined them the following year, but numbers remained very low during the first fifty years. 
 
While they had initially trained as book-keepers, the Treasury leadership almost immediately found themselves 
dealing with issues of policy in all sorts of fields.  Public service pay and conditions, inspectors and auditors, 
and bank notes were understandably within Treasury's scope, so too the development of the then new tax 
system, land tax and later income tax; but what of pensions, postage stamps, a national bank, statistical 
collections? Treasury also addressed these issues. Over the years, associated with the growing complexity of 
government, the Treasury gave birth to separate agencies and new departments (Commonwealth Bank 1912, 
Ministry of Social Services 1939, Department of Finance 1976, among others). The work of the Treasury 
focused increasingly on matters of fundamental economic policy. Treasury has not merely reflected the 
national economy — its policy role has made it a key player and influence on the life of our nation. 
 
The birth of a federal public service 
 
Treasury and six other departments were foreshadowed in the Federal Constitution. The other departments 
were Attorney-General's, Customs, Defence, External Affairs, Home Affairs, and Postmaster-General's. These 
seven were the seed of the federal public service which was to develop from January 1901. 
 
Treasury (2001: 92): 
 
The 1901-02 Budget 
 
Receipts for 1901-02 were estimated to be £10,339,750. Commonwealth expenditure was estimated at 
£3,777,207, leaving the balance of excess revenue to go to the States. 
 
Of the receipts, the major portion consisted of tariff and excise revenue (£8,009,000). Of the tariff receipts 
(£7,358,056) the major item (£2,975,374) was in respect of stimulants (alcoholic drinks) and narcotics (tobacco 
and opium products). 
 
First Commonwealth payment to the States 
 
Before 1901, a major source of revenue for the States was customs duty and excise.  With Federation, the 
constitutional right to impose customs duty and excise was passed to the Commonwealth. The Commonwealth 
was required under the Constitution to pass surplus revenue back to the States. The States received £6.5 million 
from the first Commonwealth Budget. 

'Our flawed 
Federation', 

by David Day, 
The Age, 

11 May 2001, p. 15. 

Throughout the last century, it has been an ongoing struggle for the national government to assert its 
supremacy over the states.  In effect, the constitution had simply added another layer of government to the 
existing colonies. 

'Mobile tracking', 
by Mary Vernon, 

Townsville Bulletin 
9 Aug 2001, p. 10. 

FUNNY thing occurred to me yesterday when it was revealed that last year taxpayers forked out more than 
$354 million for perks for Federal MPs, over and above their salaries ... that's $1.58 million for each member 
and senator. When Federation was being discussed, one of the main concerns was about cost and the electors 
were firmly assured that the cost of a Federal Government would never exceed the cost of a dog licence to each 
taxpayer ... some dog licence 

Hancock, J. (2001), 
'The Future of Federal 

Financial 
Arrangements', in 
Hancock, J. and 

Smith, J., 
Financing the 
Federation (A 
Centenary of 

Federation project 
prepared by the South 
Australian Centre for 

Economic Studies, 
and funded by the: 
South Australian 
Department of 
Treasury and 

Finance), 
September 2001. 

Hancock (2001: 71-72): 
 
A key feature of a federal system is that there are at least two levels of government. Thus there is a lower tier 
of governments, with each lower tier government having essentially the same range of powers and 
responsibilities, but each operating in a distinct geographic area.  There is of course some risk of duplication 
and overlap, both between the lower tier governments themselves and between the lower and higher tier of 
government. So why not simply have one centralised government and avoid costs of overlap, duplication, etc? 
Oates (1999) describes the rationale for fiscal devolution in the following terms: 
 

Decentralised levels of government have their raison d’etre in the provision of goods and services whose 
consumption is limited to their own jurisdictions. By tailoring outputs of such goods and services to the 
particular preferences and circumstances of their constituencies, decentralised provision increases 
economic welfare above that which results from the more uniform levels of such services that are likely 
under national provision. The basic point here is simply that the efficient level of output of a ‘local’ 
public good (i.e. that for which the sum of residents’ marginal benefits equals marginal cost) is likely to 
vary across jurisdictions as a result of both differences in preferences and cost differentials. To maximise 
overall social welfare thus requires that local outputs vary accordingly. (pp.1121-1122) 

 
This argument is widely accepted in principle. Even nations which notionally have unitary systems of 
government often establish decentralised decision units with democratic input to allow better tailoring of local 
decisions to local costs and preferences. 
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Lindell, G. (2001), in 

Lindell, G. and 
Bennett, B., 

Parliament – The 
Vision in Hindsight, 

The Federation Press, 
Sydney, 

 December 2001. 

Lindell (2001: xxxiii): 
 
The main problem foreseen by the framers with respect to federal financial relations was the vast amount of 
'surplus revenue' that the Commonwealth would obtain from having exclusive access to the levying of duties of 
customs and excise. After all it was thought that the annual cost of federation would be 'less than the cost of a dog 
licence per head of population of Australia' while the States would be deprived of their most important source of 
revenue. 

Fisher, R. and 
McManus, J. (2002), 

The Long and 
Winding Road: A 

Century of 
Centralisation in 
Australian Tax, 

ATAX, Faculty of 
Law, The University 
of New South Wales. 

Fisher and McManus (2002: 21): 
 
After a century of traversing the long and winding road, the States, which started the 20th century as 'masters of 
their own destiny', find themselves at the end of the century as effectively almost totally beholden to the 
Commonwealth in terms of revenue.  The Commonwealth, for practical purposes, has established a stranglehold 
on the two major forms of revenue raising, having effectively centralised income tax, and constitutionally having 
a monopoly to impose a GST.  Interestingly, in the midst of all this, the Commonwealth Government has 
ostensibly abandoned its control over GST revenue collection and consequently a major fiscal policy tool.  
However, the States do not actually gain control over that revenue.  All State Governments must firstly agree to 
any change, and then the Commonwealth must accept the decision of the States and pass the relevant legislation 
to effect the change. 

'Cane farmers told to 
'sink or swim' ', letter 
David Clarke of Tully 

Cairns Post 
11 Jul 2002 

p. 9 

THE Hildebrand sugar industry report has just delivered to both state and federal governments the ultimate 
scapegoat. The buck now stops fairly and squarely with the report, and will absolve governments from all 
obligations to save the sugar industry, cane farmers and rural communities on the Queensland eastern coast.  
Clive Hildebrand and his trusty bean counters have come up with a remarkable recommendation - "sink or swim, 
you're on your own mate!" Perhaps they have forgotten there is a human side to this problem as well. 
 
Governments should look from the comfort of their ivory towers at their own acts of inefficiency, duplication, 
waste and wrong decisions before they abandon the primary industry that has contributed so much in the past to 
this country and to government coffers!  Without government intervention now, in the form of price support, 
whole communities on the Queensland coast will disintegrate financially, socially and morally, as despair, 
desperation and doom take over. 
 
The report shows little concept of agriculture. Farmers have no control or influence over international factors, and 
have already practised diversification and co-operative operations in all practicable areas. It also shows little 
understanding of factors such as weather, timing, human personalities, geography and distance. 

'Blue-chip ladders', 
by Tim Knapton, 
Shares Magazine, 

01 Aug 2002, p. 26. 

Coles Myer  ...  On the food and liquor side, the group has announced a major cost overhaul aimed at eliminating 
operational duplication between Coles and Bi-Lo across a combined network of almost 700 locations. The 
benefits could add $100 million to the bottom line, which equates to a cumulative earnings increment of 30 per 
cent. Sales in the office equipment (Officeworks) segment, meanwhile, have been solid and there is further 
expansion potential. 

'Export or we Wither 
and Die', letter by 

Nick Begakis, 
Chairman of CITCSA 

City Messenger 
4 Sep 2002 

p. 6 

I NOTED with interest your letter from Steve Harrison (August 21), regarding the proposed Export Centre for the 
CBD.  ...  The Council for International Trade & Commerce SA Inc (CITCSA) certainly did receive a Federal 
Government grant to undertake a feasibility study, but not for capital works, the major issue with the cited 
examples.  This study was to test and progress the concept of co-location of export oriented groups, in an effort to 
encourage companies to export, improve service delivery to potential and current exporters and minimise waste 
and duplication among these groups and government agencies, both state and federal.  At CITCSA we believe the 
future of this state is in export - in essence, "export or slowly wither and die", and such co-operative behaviour 
will help maintain and lift our standard of living. 

'Is there any return 
from state overseas 

missions?', 
letter by Robert 

Armstrong of New 
Farm 

The Courier-Mail 
10 Apr 2004 

p. 22 

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. If my hypothesis is wrong, it should be easy to disprove with audited examples 
demonstrating where international contracts, initiated and implemented solely by the State Government without 
federal assistance, have resulted in substantial trade or direct investment benefits for the state. 
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'Tasmania's devil is in 
the details', 

by Mike Nahan, 
the executive director 

of the Institute for 
Public Affairs, an 
independent think-

tank based in 
Melbourne, 

National Post, 
15 Apr 2004, 

p. A14. 

MELBOURNE – Last month's federal budget renewed one of Canada's most sacred policy cows – our 
$10-billion equalization program – for another five years. The second of a three-part series looks at how 
equalization doesn't work Down Under. 
 
Tasmania, Australia's island state, is caught in a classic welfare trap. While not quite the Appalachia of 
Australia, it is on the same path and subject to the same type of jokes, with its economy in relative decline, 
its best and brightest people leaving and poverty and despondency on the increase.   
 
How could a resource-rich state be failing within a federal system of redistribution designed expressly to 
avoid large divergences in economic and governmental capacity? In the main, the fault lies with that 
system itself. In spite of good intentions, it has created a perverse set of incentives that lures states into 
dependency and locks them into decline.   
 
The Commonwealth's domination of taxing powers sets the context. Even at the time of federation in 
1900, Australian states were more dependent on the central government than their North American 
counterparts, the United States and Canada. Over time, the Commonwealth steadily accreted more taxing 
power to itself. As a result, the average state now relies on the Commonwealth for 43% of its total 
revenue, with the smallest state, Tasmania, dependent on the Commonwealth for 65%.   
 
Australia's most articulate founding father, Alfred Deakin, warned of this flaw prior to federation, when 
he stated that the Constitution left the states "legally free but financially bound to the chariot wheels of the 
central government." His successors did not listen. While the state leaders have at times complained about 
the imbalance, in the end they acquiesced. Their rationale was best expressed by a former premier of 
Queensland who said "the only good tax is a Commonwealth tax," meaning he and his colleagues were 
happy for the Commonwealth to do their taxing for them.   
 
The tax imbalance naturally led to a large flow of payments from the Commonwealth to the states. The 
growth of the equalization program was augmented by the fact that the Australian Constitution gives the 
lion's share of spending responsibilities to the states. 
 
Initially, the Commonwealth's surplus funds were allocated on a one-off basis to struggling states. There 
was no attempt to equalize income or services across the states and the grants were viewed, at least by the 
Commonwealth, as temporary. Starting in the 1930s, the perennially struggling states, including 
Tasmania, demanded a more comprehensive and permanent system. They also argued that the system 
should be put at arm's-length from the political process and turned over to a dedicated bureaucracy.  The 
Commonwealth and the more prosperous states resisted these demands. But in the 1930s a successful pro-
independence referendum in Western Australia frightened the Commonwealth into acceding. It set up a 
Commonwealth grants commission to devise a methodology for the transfers and provide advice on their 
allocation amongst the states. Under the commission, the scope and purpose of the grants steadily changed 
from providing temporary respite from hardship to permanent relief, and from considering the 
equalization of some services and revenue to the equalization of all.  From its inception, the process was 
criticized for its potential to create dependency, as well as the potential for gaming and other unproductive 
activity. Despite efforts to avoid these distortions, the commission inevitably failed. The task of 
simulating something as complex and malleable as a "standard level of service" in an independent and 
objective manner across a large continent nation such as Australia was simply impossible.  Indeed the 
commission's process has a number of central flaws. First, it gives no consideration to the effect of the 
state's own decisions on its economy. Second, the benchmarks used to determine an acceptable level of 
services are not based on effectiveness or efficiency, but rather on other values. As such, it not only 
compensates for inappropriate policies but at times perpetuates them.  As Tasmanian governments lock 
away larger chunks of the state's resource base from development, they suffer no penalty for poor choices 
but instead receive more compensation for the loss of revenue-earning power. As they impose 
disincentives for job creation and economic growth, such as higher levels of tax and regulation, they face 
no consequences. As they borrow heavily to fund unproductive jobs in government-owned businesses, 
they receive additional compensation. 
 
Over the past two decades, Tasmania's economy has stagnated, but its per capita grants have increased. 
They now stand 87% above the all-state average.  Official reports have tended to blame natural causes, 
such as the state's small size and remote location, for its poor economy. But the evidence points clearly to 
poor policy choices, aided and abetted by the federal equalization system. The system has sheltered 
Tasmanians from taking responsibility for their own future and induced them to become dependent on the 
generosity of their fellow Australians. This has bred a culture of complacency and political resistance to 
change. 
 
The future is not rosy for Tasmanians. Federal generosity is under strain and donor states are pressing for 
change in the direction of less welfare and more self-reliance.  The question is: After decades of 
equalization, dependency and a lagging economy, can Tasmania change and recover? Only one thing is 
clear. The adjustment cost will be high. 
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'Dubling up a losing 
bet', by Joe 
Poprzeczny, 

WA Business News, 
6 May 2004. 

IT'S easy to forget that, tucked-away between both Burke Governments (1983-88) and the 36-month 
Lawrence Government (1990-93), an even shorter-lived Labor administration existed.  It was led by 
overly acerbic Perth lawyer Peter Dowding, who was premier for a year less than Dr Lawrence, and has 
emerged this election year as a fortnightly columnist for The West Australian.  ...  Mr Dowding's nearly 
two years at the top have largely faded from public consciousness. 
 
In one important respect that's regrettable, because he did one other thing that's unfortunately also now 
largely forgotten, but which State Scene never ceases to highlight when hearing his brief premiership 
criticised.  Shortly after taking office, either Mr Dowding, his press officer, or one of his advisers – we'll 
never know which – decided he should highlight and publicly condemn the enormous amount of 
duplication of services between Australia's Federal and State tiers of government. 
 
A simple scan of the ministerial titles of State and Federal cabinets starkly demonstrates the existence of 
wasteful duplication on a grand scale with transport, health, education, the arts, and other such portfolios 
at both levels.  All such areas of responsibility, plus more, should of course be handled by State-based 
administrations, not held by Canberra, which should basically oversee defence, national finances, 
international relations plus migration, social welfare, and an array of smaller nationally-oriented 
responsibilities (weights and measures, some pertinent scientific endeavors, and the like).  Instead there's 
duplication on a grand scale, which means an additional burden on already overburdened taxpayers.  The 
main beneficiaries of this doubling-up between Canberra and each of the States are, of course, senior 
bureaucrats who constantly fly between capitals, coordinating and discussing their duplication.  This 
means Qantas, Virgin Blue and big capital city-based hotel chains are major beneficiaries of lots of 
taxpayers' money. 
 
Precisely what Australia's abundance of duplication and coordination costs adds up to is something no-
one, until recently, could quantify; not even State and Federal auditors general, and the battery of well-
paid boffins at the top of their respective treasuries.  But it's been known for years that it was an enormous 
amount of taxpayers' cash, which was outlayed year in, year out.  However, just before Christmas – more 
than 16 years after Mr Dowding highlighted this wasteful and enormously costly burden – the House of 
Representatives Economics Committee (HREC) disclosed in a little-publicised report that it was – wait for 
it – $20 billion.  That means every man, woman, child and infant is being charged $1,000 annually for this 
huge exercise in extravagant doubling-up annual super spending spree.  In the case of, say, 10,000,000 
taxpayers, that figure doubles to $2,000 annually for each taxpayer, or about $40-a week.  In other words, 
if all duplication and coordination costs were scrapped, each taxpayer could expect to have their tax 
burden lightened by that amount.  And that's over and above the amount that should be adjusted for 
bracket creep, which neither Prime Minister John Howard nor Labor's Mark Latham are likely to promise 
to do away with by introducing tax indexation.  On the day of the HREC report's tabling that committee's 
chairman, David Hawker, a Victorian Liberal MHR, basically repeated what Mr Dowding had stressed 17 
years earlier.  "Our system of federalism is fracturing under the weight of duplication and coordination 
costs between three levels of government," Mr Hawker said.  The report carried several sensible 
recommendations, including that an urgent meeting of Federal, State and local government representative 
be convened to develop an Inter-Government Agreement where Australia's $20 billion duplication 
problem be remedied.  It went on to recommend that an inter-government summit be convened in 2005, 
17 years after Mr Dowding first urged reform in this hugely wasteful area. 
 
But, and unfortunately, several of the HREC's reform proposals are likely to mean Canberra's powers will 
be further boosted as a coordinator, especially of local government activities, which shouldn't be allowed 
to be snatched from State governments.  In other words the Canberra-based Federal Parliament wants 
Canberra to gain a greater say over governance within States by involvement in local government – the 
very opposite to what's required if we're to see duplication and coordination costs severely cut back. 
 
If the Hawker committee ends up seeing greater intrusion by Canberra into local government, State Scene 
confidently predicts that we'll simply witness yet more duplication and a further explosion in coordination 
costs.  Let's hope Mr Dowding turns his acerbic skills against this threatening move in his fortnightly 
newspaper column.  If he did that, and won out on the duplication issue he first highlighted 17 years ago, 
he'd be assured of going down in the history of governance as far more significant that his predecessor, 
Brian Burke, and successor Carmen Lawrence, who both presently overshadow him. 
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'Innovation's Leaky 
Pipeline', by Amanda 

Gome 
Business Review 

Weekly 
17 Jun 2004 

p. 42 

Despite government tinkering, gaps between concept and sale mean too many ideas never make it. 
 
If Australia is a nation of inventors, it is not adept at reaping the rewards. Fewer than 5% of inventions 
ever make it to market, and fewer still are selling after five years. This need not be cause for concern: 
many deserve to fail. But some great ideas never get to market because of Australia's poor 
commercialisation processes. Last year, the Federal Government, in a report called Mapping Australian 
Science and Innovation, documented what had long been suspected: that the nation is poorer at 
commercialisation than other countries and that the data on commercialisation is poor. The development 
times for Australian inventive activity are longer than for any other comparable country, and only a low 
percentage of Australian businesses are strong in the development of innovative technologies and 
processes.   
 
The report also listed many gaps in the "pipeline" (the process from idea to final product) and noted the 
need for more collaboration and linkages between industry and public research institutions.   
... 
Collaboration 
 
Another link that must be strengthened is the strained relationship between state and federal governments, 
which prevents the development of a national innovation map.  The federal and state governments are 
running good programs, but there is some duplication and a lack of co-ordination of services to help 
inventors get their ideas on the market. Sources in government say AusIndustry, which runs some good 
programs such as R&D Start, has become a big bureaucracy that is "looking after its own" and does not 
want any Australia-wide innovation audit done that might reveal a duplication of services. State 
governments rarely have any idea of the commercialisation programs and initiatives in other states.   
… 

'Little on offer for a 
large sector', 

by Peter Switzer 
The Australian 

5 Oct 2004 
p. 25 

TONY Steven, who heads the peak small business body, the Council of Small Business Organisations of 
Australia (COSBOA), is flabbergasted that political parties have paid so little regard to small business 
owners on the specifics of their promises.  "There are 1.1 million small businesses and each one on 
average employs three workers," he calculates out loud. "And if only one family member voted in 
sympathy, then there would be 6 million voters out of 12 or 13 million voters." 
… 
Margy Osmond, the chief executive of the State Chamber of Commerce (NSW), decries both parties 
going soft on the big issue for small business.  "It is disappointing that neither party has announced any 
significant measure to tackle the No1 concern of small business -- red tape," she says. "The State 
Chamber's 2004 Red Tape Register of almost 600 businesses across NSW found that more than a third of 
businesses would prefer a reduction in red tape to a reduction in business tax."  To understand the time-
cost impact of conforming to government regulations, 37 per cent of respondents say they will be happy to 
forgo cuts tax cuts in return for lower compliance costs. 
 
Osmond ponders why vote-chasing parties can't see the obvious waste associated with governments 
chasing information. "There is still a lot of needless duplication of information required across 
government departments and whoever wins the election needs to take a close look at ways of avoiding this 
duplication through the use of technology and information sharing," she says. "Our Red Tape Register 
found that two-thirds of businesses would support the sharing of information across departments and 
between state and federal agencies -- an initiative often dismissed because of privacy issues." 

'Upper house party, 
by Max Walsh, 
The Bulletin, 
19 Oct 2004. 

… THE LIBERALS HAVE ALWAYS POSITIONED THEMSELVES AS THE CHAMPIONS of 
federation as opposed to the centralising proclivities of Labor. This has had as much - probably more - to 
do with organisational reality as it has with any sense of conviction.  After all, Alfred Deakin, regarded as 
one of the founding fathers of Liberal philosophy, revealed his centralist roots when he wrote in 1902: 
"The rights of self-government of the states have been fondly supposed to be safeguarded by the 
constitution.  "It has left them legally free but financially bound to the chariot wheels of the 
Commonwealth. Their need will be its opportunity."  That is as true today as it was then, despite Howard's 
claim to have given financial independence to the states courtesy of the GST. That tax is capped, while 
Canberra retains its lock on high growth taxes, both individual and corporate.  Mix Howard's possible 
control of the Senate, his strong pro-choice approach to the issues of health and education and the absence 
of any state Liberal figures with any popular or organisational clout and it is not difficult to see 
Commonwealth-state relations becoming a battlefield.  If this were to bring a more rational and efficient 
structure to our health and education areas, it would be welcomed. But all the signs are that we are headed 
for a long, expensive arm-wrestle over turf rights. 
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'Doctors agree 
federal-state health 

system must change', 
by Michael Vincent, 

The World Today 
program on ABC 
radio and online, 

20 Oct 2004 

HAMISH ROBERTSON: As we've been hearing, today's move by Peter Beattie follows that overture by 
Bob Carr to his state counterparts and the Federal Health Minister to begin a complete redesign of the 
health system. 
 
According to Mr Carr in an "ideal" world, the Federal Government would take it over completely. That 
proposal has been met with interest by doctors, nurses and health analysts who are all frustrated by the 
inefficiencies inherent in a duplicated system. 
...  MICHAEL VINCENT: And for the patients the dual-fed-state system is a nightmare as well. 
 
Acting Federal Secretary of the Nursing Federation, Ged Cowin, says the duplication of services such as 
record keeping, is a daily occurrence. 
GED COWIN: What we find ourselves doing is repeating tests, repeating questions, searching for files 
that exist elsewhere, really the whole system is just a mish-mash of things.  And what we find it boils 
down to in the end is just a bit of cost shifting here and there, you know – it's cheaper to have this patient 
under Commonwealth funding so we've got them in here so they don't (inaudible) people who are under a 
state-funded system and it just gets all terribly complicated and impossible for the patients to work 
through this maze, and it's almost impossible for health professionals to work through it. 
...  MICHAEL VINCENT: Stephen Duckett is a Professor of Health Policy at La Trobe University and 
was the Secretary to the Commonwealth Department of Health in the mid-1990s.  He says the Federal 
Government should not take over the entire health system. But it should be responsible for all the funding.
STEPHEN DUCKETT: I think takeover is sort of a confrontationalist word, and the Commonwealth is, I 
think, well placed to be the funder of the system, to actually set the overall parameters and to fund 
hospitals, to fund doctors, to fund nursing homes and so on. 
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'Howard's big bogy', 
by David Uren   
The Australian 
25 Nov 2004 

p. 11 

The greatest obstacle to economic reform is finally being tackled, reports David Uren   
 
DYSFUNCTIONAL, feral and failing: this is how federalism is described by John Howard, Tony Abbott 
and Peter Costello respectively.   
… 
 The Productivity Commission concluded that failure to be clear about the roles and responsibilities of 
commonwealth and state governments in the delivery of services led to:   
* Duplication of effort;   
* Cost and risk shifting between the two tiers of government;   
* Lack of effective co-ordination between different components of the overall service package, such as 
acute hospitals and aged care;   
* Reduced accountability of governments, encouraging political point scoring and the shifting of blame.   
 
The Victorian Government has tried to bring some creative thinking to the issue with a study by Allen 
Consulting chairman Vince FitzGerald into ways federalism could be made to work better. FitzGerald is a 
leading economist and has intimate experience of the workings of federalism as the former secretary for 
the department of employment, education and training and deputy secretary of the department of finance. 
He is a believer in federalism.  …  FitzGerald argues that the community wants both federal and state 
governments to be involved in the delivery of these services.  "For example, in health, the citizens of this 
country would certainly want the federal government to be in there and to have its financial resources used 
to make sure that everyone right across the country has access to a good standard of health care," he says.  
"Certain things are best organised nationally, such as initiatives on vaccination. There is an important 
leadership role for the commonwealth that the community wants to see.  "There is the other role for the 
states to make sure that the services are delivered in the right place and are responsive to needs."  
FitzGerald says there is a problem of governance. It is incredible that there are no permanent institutions 
to govern collaboration between the commonwealth, which spends through its own services about $180 
billion, and the states, which together spend about another $120 billion.   There are meetings of the 
Council of Australian Government bringing together the Prime Minister and the premiers and chief 
ministers, although these are held irregularly.  There are also ministerial councils attended by 
commonwealth and state ministers (and often by their New Zealand counterpart as well). However, there 
is no permanent secretariat.   
… 
FitzGerald's study argues that the idea floated by Hawke and Greiner in 1990 for a council of the 
Australian Federation should be revived. It should have a full-time secretariat and a set schedule of 
meetings with agendas to which both sides may contribute. It should also be supported by a new 
intergovernmental agreement, with agreed objectives for collaboration.  However, FitzGerald is concerned 
that with the strength of its majority in both houses, the commonwealth will be more inclined to act 
unilaterally, as it has with its proposal for technical schools.  "I really doubt the best way to go is for the 
commonwealth to set up an alternative, separately administered system of technical education instead of 
doing the harder work of working out a way for the two levels of government to work together to achieve 
those ends," he says. 
 
The inclination to "go it alone" is also present at a state level. The NSW Government has been 
preoccupied during the past year by the formula for dividing the GST take among the states and believes 
that if it got its fair share, it could exercise greater independence from the commonwealth.  The Victorian 
spat with the commonwealth over what has become the Scoresby tollway resulted in both sides telling the 
other to keep their money. 
… 
Commonwealth v the states   
THE federal Government has steadily expanded its powers over the states since Federation.  Originally, 
states were responsible for all education, health and social services, as well as for income taxation.  The 
commonwealth won the power to raise income tax during World War II and to provide welfare services as 
a result of a set of constitutional amendments in 1946.  Today, the commonwealth raises 71per cent of tax 
revenue while the states raise 29 per cent.  The GST, which is raised by the commonwealth, delivers more 
than one-third of state income. State taxes make up about one-third. Special purpose payments, tagged to 
services such as education, are made by the commonwealth to the states; other non-tax revenue provides 
the remainder.  Commonwealth spending, excluding payments to the states, totals about $180 billion a 
year, while state spending totals $120 billion.  Many areas overlap. In health, the commonwealth looks 
after general practitioners and aged care while the states look after public hospitals.  In education, the 
states have prime responsibility for public schools and TAFE colleges, while the commonwealth is 
responsible for private schools and universities.  States have prime responsibility for roads, with some 
contribution from the commonwealth. 
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'An all-out tax attack 
on the idea of 
Federation', 

by Tim Colebatch, 
The Age, 

29 Mar 2005, 
p. 15 

The Liberals were once the party of federalism. Not any more.   
 
MAYBE it was good for West Australians that Labor won last month's state election. But it was a black 
day for the nation. A Coalition victory in WA would have given the Liberal and National parties 
something they do not have now: a stake in a truly federal system. When all eight states and territories 
belong to one side of politics, and Canberra to the other, it is too easy for political opportunism to 
overpower good policy in federal-state relations. 
 
John Howard's comment on Neil Mitchell's program on Thursday that Australia would be better off 
without state governments is something one could not imagine any Liberal leader saying in the past, or 
Howard himself saying when his side ran seven of the eight states and territories.  For decades, the 
Liberals have been the party of federalism, Labor the party of centralism. Now the roles have reversed, 
not because of any philosophical shift in the Coalition, but because it controls the centre but is shut out of 
the states. 
 
Peter Costello's bullying ultimatum ordering the states to abolish seven financial taxes they had pledged to 
"review" in 2005 is the most dangerous assault the Howard Government has launched on states' rights. 
Yet there's no doubt he will win, because the states remain, in Alfred Deakin's famous words, "legally 
free, but financially bound to the chariot wheels of the central government. Their need will be its 
opportunity." 
 
Canberra has a strong case for a single set of national laws on industrial relations, although the fact that it 
lacks full constitutional authority for them is not a minor quibble. The Howard Government's intrusive 
conditions on state grants are increasingly silly – such as its politically correct demand that each school 
have a functioning flagpole – but matter less.  Its attempt to dictate tax policies to the states is the most 
serious attack on federalism since John Curtin used wartime powers to end state income taxes in 1942. It 
is driven not by principle, or utility, but by sheer opportunism. Yet it sets a precedent that, if it succeeds, 
will never be undone. It can and will be used by future federal Labor governments to dictate tax policies 
to Coalition governments in the states. 
 
The estimate by Access Economics that more than 20 per cent of the states' losses would end up in 
Costello's coffers via company tax underlines the hypocrisy of his ultimatum. As Access argues, if 
Canberra wants to get rid of the seven taxes, the minimum it should offer is to return those gains to the 
states, as partial compensation for the heavy losses they will suffer (Costello's demand would wipe out 10 
per cent of the states' tax base).  But just a minute, some of you may say. Wasn't it the original plan to 
wipe out these taxes? Didn't the states promise that they would do so in 2005? And aren't they rolling in 
money as a result of the GST?  Yes, no and no. Certainly all seven taxes were to be eliminated in 
Costello's original plan in 1998, and the list was selected by state treasury officials. But the original plan 
also included a GST on food. When that was knocked out by Howard's deal with the Democrats in 1999, 
it punched a hole in the GST revenue base that Access estimates will cost the states $4.7 billion in 2005-
06 (and, by implication, $5.3 billion in 2007-08). That is why the seven taxes were dropped from the plan, 
and why the states in 1999 pledged merely to "review" the need for them in 2005. Can they afford to do 
without them now? Yes – but only if they devote virtually all their windfall gains to that end.  Federal 
Treasury estimates that in 2007-08 the states will receive windfalls of $2.3 billion more than the revised 
deal forecasts. It also estimates that Costello's tax ultimatum that year would cost the states $2.1 billion - 
or $1.9 billion after budget balancing aid for NSW.  On federal Treasury's figures, that is, all but $400 
million of the windfall would be used up in these tax cuts. It has produced no analysis arguing that cutting 
these taxes is the best use of the states' money, yet the ultimatum will drain the states of funds that could 
deliver bigger returns if invested in education and skills training, in infrastructure, or in cutting other state 
taxes. 
 
For the record, Access estimates that the six taxes slated for abolition in 2006-07 are well down the list in 
priorities. On its assumptions, the worst state tax is stamp duty on conveyancing for business properties 
(which Costello proposes should be abolished at some future date), followed by stamp duties on insurance 
and motor vehicle sales, fire brigade levies, land tax and duties on third party insurance. I should add that 
its assumptions to me are deeply flawed; I do not share its priorities, or Costello's.  Nor does Victorian 
business. The Victorian Employers Chamber of Commerce and Industry has called on state Treasurer 
John Brumby to use the coming budget to make ambitious cuts to payroll tax rates and lift the thresholds. 
The Australian Industry Group, representing manufacturers, has proposed well-targeted reforms to give 
exporters a payroll tax rebate and cut land tax at the valuation levels where firms are now facing 
horrendous tax rises.  Both urge Brumby to cut workers' compensation premiums, reduce business 
compliance costs, lift investment in infrastructure and skills training. Neither asks for the taxes on 
Costello's list to be scrapped.  But even were his priorities correct, it is wrong for a federal government to 
dictate to the states on their own revenue choices. This is a profound change to the federal system, and we 
will live to regret it. 
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'Old flaws in 

federalism rise again', 
by George Williams, 
the Anthony Mason 

Professor and director 
of the Gilbert + Tobin 
Centre of Public Law 
at the University of 

NSW 
Sydney Morning 

Herald 
12 Apr 2005. 

State governments have always been on the defensive in their financial dealings with the Commonwealth, 
writes George Williams.  
 
AUSTRALIAN federalism has been dysfunctional for a long time. Recent disputes over GST revenue, a 
national industrial relations law and state referrals of power are just the latest examples of deep-seated 
problems.  
 
These can be traced back to when the constitution came into force in 1901 when Alfred Deakin, 
Australia's second prime minister, predicted that the states would find themselves "legally free, but 
financially bound to the chariot wheels of the central government". 
 

Pape, B. (2005), 
'The Use and Abuse 

of the Commonwealth 
Finance Power', in 

Upholding the 
Australian 

Constitution Volume 
Seventeen 

(Proceedings of the 
Seventeenth 

Conference of the 
Samuel 

Griffith Society, 
Greenmount Beach 

Resort, 
Coolangatta, 

8-10 April 2005), 
pp. 132-146. 

Pape (2005: 135-137): 
 
Enactments beyond power? 
 
"My Government also employed for the first time on any scale direct money grants 'for the purposes of the 
Commonwealth' under s. 81. For a number of reasons the making of grants through State Governments 
unnecessarily complicates the machinery of government. In the case of the Australian Assistance Plan and 
the Australian Legal Aid Office, for example, several States had shown their unwillingness or their 
inability to provide urgently needed services". [E G Whitlam, The Labor Government and the 
Constitution, in Gareth Evans (ed.), Labor and the Constitution 1972-1975 (Heinemann, 1977), p. 308.] 
 
The Roads to Recovery Act 2000, consisting of 13 sections, provides for the appropriation by 30 June, 
2005 of $1.2 billion to local government for roads, of which $850 million is being spent in rural and 
regional Australia (e.g., Wagga Wagga City Council $5.0 million) and the remainder in capital cities (e.g., 
Blacktown City Council $4.9 million) [Roads to Recovery Programme, Annual Report 2002-2003 at p.15 
and at p.11; www.dotars.gov.au/transprog/downloads /Road_R2R_AnnualReport-02-03.pdf , viewed 
19/2/2005]. 
 
Section 4 simply states that "the main object of this Act is to provide $1,200,000,000 for road expenditure 
by local governing bodies", and s. 6(3) again simply provides "that the Consolidated Revenue Fund is 
appropriated for payments under this section". In short, there is no pretence by the Parliament that the 
appropriation of these moneys is for any purpose of the Commonwealth enumerated in s. 51 or elsewhere.
 
After 30 June, 2005 the Roads to Recovery programme is pending continuation under Part 8 of the 
AusLink (National Land Transport) Bill 2004, and payments as provided by s. 89 will be made in 
accordance with the appropriation for ordinary annual services under Appropriation Act (No.1). These 
appropriations will be for a further $1.2 billion to be paid directly to local government in the four years to 
30 June, 2009. 
 
By putting the Nelsonian telescope to the blind eye the States have treated these payments to local 
government as windfall gains. It has allowed them to avoid any potential burden to provide this type of 
finance. A ditty attributable to Sir Robert Garran, composed in the context of the States feigning a desire 
of regaining the income tax power, reveals their acquiescent approach: 
 

"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". [Sir Robert Garran, Prosper the Commonwealth, 
(Angus and Robertson, 1958), p. 208] 

 
Here the States have simply acquiesced to the Commonwealth invading the financing of local 
government. They are in truth de facto grants to the States. It is a good illustration of what has been 
described as "fruitcake federalism". In short, a bit of everything, where both the States and the 
Commonwealth are financing the same activity. 
 
The same formula is applied by the Commonwealth under the Regional Partnerships Programme, for 
which the Commonwealth plans to spend $308 million over the next four years to 30 June, 2008 
[www.budget.gov. au/2004-05/ministerial/download/trans port.pdf, at p.15, viewed 19/02/2005].  For 
2004 the estimated actual expenditure was $91 million and for 2005 it is also estimated at $91 million 
[Table 2.7: Administered programmes that contribute to Outcome 2 (operating expenses), Department of 
Transport and Regional Services 2005 Budget Statements, Budget Related Paper No. 1.15 at p.66; 
www.dotars.gov.au /dept/budget/0405/dotars_pbs0405.pdf, viewed 27/02/05].  This expenditure purports 
to be authorized by ss. 6 and 15 of the Appropriation Act (No.1) (2004-2005), [Appropriation Act (No 1) 
(2004-2005) at p.135] which appropriated $178.628 million for Outcome 2 (greater recognition and 
development opportunities for local regional and territory communities) of the Department of Transport 
and Regional Services. Unlike the Roads to Recovery Act 2000, where the appropriation is a standing 
amount, the regional partnership expenditure is part of an appropriation for ordinary annual services and 
related purposes. 
 
Appropriations under the Roads to Recovery Act 2000 and the Regional Partnerships Programme appear 
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to rely upon ss. 81 and 83 of the Constitution. If this proposition is correct, then the activities which the 
Commonwealth can engage in are unlimited. This, of course, is tantamount to substituting a unitary 
system for a federal one. 
 
What head of power did the Parliament rely upon to enact the Australian Sports Commission Act 1989? 
By s. 5 the Commission is established as a body corporate with perpetual succession, and under s. 43 (1) 
"there is payable to the Commission such money as is appropriated by the Parliament for the purposes of 
the Commission". 
 
There is nothing in s. 51 of the Constitution which deals with sport as such. Is the Commission a trading 
corporation for the purposes of paragraph (xx)? Was it established under the Commonwealth Authorities 
and Companies Act 1997? How does the appropriation [Appropriation Act (No 1) (2004-2005) at p.53] of 
$128 million for 2005 to the Commission answer the description of being "for the purposes of the 
Commonwealth" under s. 81 of the Constitution? Of this amount, $31 million is allocated to "Outcome 1--
-an effective national sports system that offers improved participation in quality sports activities by 
Australians", and $97 million to "Outcome 2---excellence in sports performances by Australians". 
 
Another topical illustration is likely to be in respect of the goal of the Commonwealth to establish 24 
Australian Technical Colleges throughout Australia. It is a guessing game as to which head of power 
under s. 51 will be relied upon. The candidates could be the trade and commerce power under paragraph 
(i), or perhaps more likely, the corporations power under paragraph (xx). Yet again reliance may be 
sought on s. 81 to authorize the appropriation of money to fund this activity. 
 
All of this ought to attract the same cutting criticism made by Professor Colin Howard in lamenting the 
High Court's decision in the AAP Case: 
 

"The most basic question posed by the litigation, however, was not squarely confronted at all. This 
was whether any government should be permitted to utilize an Appropriation Act for the purpose of 
acquiring Parliamentary sanction for a policy which could not be legislatively supported in any other 
way. It ought to be obvious that, federal questions apart, it borders on the scandalous in terms of 
governmental practice for Parliament to be presented with two lines of text, amounting to no more 
than brief and vague headings, as a basis for expending millions of public dollars in such a context. 
Those two lines concealed an important policy departure which was both new, in the sense that 
parliamentary sanction had not been gained by normal legislative methods, and highly contentious. 
The missing legislative methods include debate upon the proposed legislation which deals with the 
substance of the matter and not simply what it is expected to cost". [Colin Howard, Public law and 
common law – parliamentary appropriation, in D J Galligan (ed.), Essays in legal theory 
(Melbourne University Press, 1984), at pp. 24-25] 

 
Pape (2005: 139-141): 
 
Overruling the law on the grants power 
 
By way of illustration, for 2005 the Commonwealth has appropriated $1.5 billion48 to the States for local 
government under the Local Government (Financial Assistance) Act 1995 (LGFA Act). Through the 
Investing in Our Schools Program the Commonwealth is spending $1 billion in small capital projects of 
up to $150,000 for 2005-08, in schools for library resources, computer facilities, air conditioning of class 
rooms, etc., under the Schools Assistance (Learning Together—Achievement Through Choice and 
Opportunity) Act 2004. The paragraphs of s. 51 of the Constitution have nothing to say on these topics. 
 
The power to undertake these expenditures comes from the conditions attached to the grants to the States. 
Relevantly s. 96 provides: 
 

"S. 96 During a period of ten years after the establishment of the Commonwealth and thereafter until 
the Parliament otherwise provides, the Parliament may grant financial assistance to any State on 
such terms and conditions as the Parliament thinks fit".  

 
A good illustration of how s. 96 works is given by s. 3(2) and (3) of the LGFA Act, which relevantly 
provides: 
 

"(2) The Parliament wishes to provide financial assistance to the States for the purposes of 
improving:  
a) the financial capacity of local governing bodies; .....  
"(3) The financial assistance is to be provided by making to the States, for local government 
purposes, of general grants under section 9 and additional funding under section 12".  

 
Here the Commonwealth has the capacity to invade any field of activity it likes. University education is a 
first class example. As Sir Robert Menzies said: 
 

"The practical effect of all this, of course, has been that in the revenue field, the Commonwealth has 
established an overlordship. .........[T]his was a major revolution without any formal constitutional 
amendment at all". [Sir Robert Menzies, Central Power in the Australian Commonwealth: An 
examination of the growth of Commonwealth Power in the Australian Federation (Cassell, 1967), 
pp. 91-92] (Emphasis added). 

 
This development was not foreseen by the drafters of the Constitution. It was apparently assumed that the 
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terms and conditions would be strictly relevant to the circumstances which called for financial assistance, 
which were expected to be rare [Cheryl Saunders, The Strange Case of Section 96, Paper 11, 
Intergovermental Relations in Victoria Program, Law School, University of Melbourne, 1987, pp. 11-12 ].
 
Pape (2005: 141): 
 
Conclusion 
 
If the use of s. 96 by the Commonwealth and its tame acceptance by the States brought about a 
constitutional revolution, (without any formal amendment of the Constitution), then the abuse of the 
appropriation power to bypass the States has effectively destroyed the federal union [Note that the 
Constitutional Commission recommended that s. 81 be amended to allow the appropriation of the 
Consolidated Revenue Fund "for any purpose that the Parliament thinks fit"; per Sir Maurice Byers, E G 
Whitlam & Ors, Final Report of the Constitutional Commission, (Australian Government Publishing 
Service, 1988), para. 11.296 (i)]. 
 
The torpidity of the States in failing to effectively repel the Commonwealth's invasion of their fields of 
activities, invites consideration as to whether there is now some undisclosed reason for this occurrence. 
On its face, such an invasion is against their interests. Or is it? The political ideology of the present six 
State and two Territory Labor governments is for a unitary system of government, despite some 
occasional feigned protestations that they subscribe to the masquerade of so called co-operative federalism 
[Cf. Brian Galligan and John S F Wright, Australian Federalism: A Prospective Assessment, in Publius, 
(2002) Vol. 32(2), p. 156].  The Commonwealth, by enthusiastically doing what the States should be 
doing, is being drawn into a financial vortex. 
 
Unwittingly, the drafters of the Constitution do not seem to have provided against the States and the 
Commonwealth acting in a way which has brought about change from a federal union to a de facto unitary 
system. It is trite law that the Constitution does not provide for a national government with unlimited 
power; it provides for a federal government with specific enumerated powers. A perusal of the Acts listed 
in the Schedule to the Administrative Arrangements Order [www.pmc.gov.au/parliamentary/docs/aao.pdf, 
viewed 8/03/05] signed by the Governor-General on 26 October, 2004, together with Appropriation Acts, 
shows that some of them are likely to have exceeded the power of the Parliament to enact. 
 
If Australians desire to ratify this state of affairs, then a formal amendment of the Constitution needs to be 
made by a referendum. Such a move would bring on a debate for review of the federal system, including a 
reassignment of powers between the States and the Commonwealth. 
 
Under the Constitution, the Parliament does not have plenary power; unlike the United Kingdom 
Parliament, it cannot do what it likes [Simon Jenkins, Big Bang Localism–A Rescue Plan for British 
Democracy (Policy Exchange, 2004), p. 133].  What is alarming, is that the citizen is denied access to the 
High Court to challenge appropriations which are beyond power. In short, the High Court needs to be 
afforded the opportunity of reconsidering the issues of standing and justiciability. 
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'Taxpayers cheated by 
bloated bureaucracy', 

by Mike Nahan 
The Australian 

2 Feb 2006 
p. 10 

The report on government services released by the Productivity Commission this week provides little 
cause for optimism.    
… 
The problem lays with the failure of the states to change the structure of the system. The states have tied 
the hands of public hospital administrators with budgetary restrictions. They have reduced the use of 
competitive tenders among public hospitals.  They have imposed restrictions on staffing levels, such as the 
maximum ratio four-patient-to-one-nurse imposed across Victorian hospitals. And they have reduced 
contracting out of public patients to private hospitals. Of course, Australia is not alone in the struggle to 
restrain health costs and the balkanised structure of the Australian system limits the scope for systemic 
reform and promotes cost shifting. Nonetheless, the states could and should be doing more to drive value 
for money in health.  The states have also invested heavily in schools, in particular in teacher numbers and 
wages, reduced class sizes and more teacher aids. At the same time, the commonwealth has increased 
funding for non-government schools thereby reducing demands on the public system.    
… 
For all of the rhetoric about state governments investing in "front line professionals" in the form of police, 
teachers and nurses, the greatest growth in numbers has been in the bureaucracy.  Over the five years to 
2003-04, the states increased the size of their bureaucracy by 82,700 staff, representing an increase of 24 
per cent. Over the same period, wage rates of public sector managers at the state level increased in real 
terms by 25 per cent. Victoria was again the most profligate, increasing its bureaucrat work force by 49 
per cent.  The growth in state bureaucracies took place in spite of reductions in some administrative 
responsibilities including taxation, consumer and corporate affairs and energy regulation.  The growth in 
the state bureaucracies has been driven by a number of factors, including a decline in contracting out, 
growth in the complexity and number of state regulations and the expansion of central agency control. In 
short, the states have used the GST bonus to expand the bureaucratic burden rather than reduce it.    
 
The stock response to this is for the commonwealth to take over. However, the commonwealth has no 
skills in running schools, hospitals, police, public transport, prisons or national parks. And the evidence is 
that replacing the state bureaucracy with federal bureaucracy achieves little.  On the other hand, leaving 
leadership on reform to the state will not work. Under the existing fiscal arrangements where states spend 
without responsibility for raising funds, they have inadequate incentives to act in the interest of all 
taxpayers. Moreover, given the growing influence of public sector unions within the labour movement, 
state Labor governments are under huge pressure to act in the interest of unionised service providers 
rather then consumers. 
 
The solution lies with the application of a vigorous competition policy for the services supplied by state 
governments. And the best form of competition is from the consumer.  The commonwealth has already 
moved down this path in reform of employment service, TAFE and aged care. What we must now do is to 
bring the states into the game and expand the agenda to new areas, including hospitals and schools. 
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'It's no wonder NSW 
and Victoria cry foul 

over GST 
imbalances', 

by George Williams, 
the Anthony Mason 

Professor and director 
of the Gilbert + Tobin 
Centre of Public Law 
at the University of 

NSW. 
Sydney Morning 

Herald 
21 Feb 2006 

p. 11. 
 

It is time Australia held a national summit on the federal-state system, writes George Williams.    
 
AUSTRALIA needs a summit on federalism. It should be charged with proposing a new deal for how the 
Commonwealth and the states divide power and money and govern the nation. Reform of our 
dysfunctional federal system is long overdue.  Rather than promoting good government and enabling 
change, it is often a blockage to getting things done. The signs have been there for years in areas such as 
health and education and in the parlous financial position of the states.  Instead of each tier exercising the 
powers most appropriate to it, we have government prone to administrative duplication and buck-passing. 
We also have a system in which the states cannot raise the money they need to provide the most basic 
services. Instead, they rely upon the largesse of the Commonwealth, an economic and political dependency 
that is neither healthy nor consistent with the best delivery of services to the public.    
 
The last time Australian federalism was examined from the bottom up was when it was designed in the 
1890s. The framers of our constitution decided to confer power upon the Commonwealth over a limited 
number of areas, with the states left with everything else. Hence, the Commonwealth has, for example, the 
power to make laws for defence, quarantine and marriage, but not for the environment or other more recent 
concerns. It was thought that this division would leave the states with the greater responsibilities and in the 
dominant position.  It has not turned out that way. The framers did not foresee just how wide some of the 
topics they granted to the Commonwealth might be, especially as interpreted by a High Court appointed by 
the Commonwealth and willing, at least since 1920, to take a generous approach to the scope of the 
powers.  The framers never imagined, for example, that the Commonwealth would use its power over 
corporations to enact a national scheme of industrial relations, nor did they foresee that the external affairs 
power would assume such importance due to the proliferation of treaty making after World War II.    
 
The constitution was also meant to secure the states' financial position and independence. At Federation in 
1901, it was the states and not the Commonwealth that levied income tax. However, the demands of two 
world wars and changes to the economy, as well as some canny manoeuvring by the Commonwealth, left 
the states with no income taxation.  Combined with High Court decisions that states cannot levy their own 
GST, the states now cannot raise the income they need. They have instead turned to new sources of 
taxation, such as gambling, and to grants from the Commonwealth.    
 
Today, the financial position of the states is dire. NSW, for example, depends on the Commonwealth for 
about 40 per cent of its revenue. This was predicted by Alfred Deakin, Australia's second prime minister, 
who said soon after Federation that the states would find themselves legally free, but financially bound to 
the chariot wheels of the central government.  These issues are not susceptible to a short-term fix working 
around the problem. Such fixes have a habit of unravelling with changes in government or, even worse, of 
becoming entrenched in a way that magnifies the underlying difficulties.    
 
An example of the latter is the distribution of grant money from the Commonwealth based upon formulas 
that skew the benefits to some states, such as Queensland and Western Australia. The burden upon the 
donor states, NSW and Victoria, is considerable. In 2005-06, NSW and Victoria will subsidise the other 
states by $3.4 billion. It has been estimated that NSW alone will raise $13.2 billion in GST revenue and 
receive only $10.4 billion back, amounting to a subsidy to other states of $2.8 billion.  We need to revisit 
whether such subsidies can still be justified and, even if they can, whether the transfer of wealth should 
continue at the same level. This should be part of a process that also looks at the other problems of the 
federal system, such as who should have the power and the responsibility for what.    
 
While Australia has achieved important reforms in other areas, it has a poor record of retaining the 
structural weaknesses in our system of government. This is especially a concern given that Australia now 
has one of the oldest systems of government in the world. To get this process off the ground we should, 
like the conventions of the 1890s, hold a summit that will focus national attention and create space for new 
thinking. We need to fix our federal problems and in doing so ask ourselves what should be the role of the 
states in the second century of our Federation. 

'NSW wants 
independent review 
of federal-state tax 

sharing' 
Australian 

Associated Press 
General News 
30 Mar 2006 

An independent review should be carried out into tax-sharing arrangements between the federal 
government and the states, a report commissioned by the NSW government has found.  Treasurer Michael 
Costa will use a meeting of Australia's treasurers in Canberra tomorrow to argue for NSW to be given a 
bigger share of GST revenues.  To support its case, the government today released a report by tax expert 
Neil Warren, which argues for an overhaul of Australia's tax and spending arrangements.  The report found 
the states had inadequate taxing powers and criticised their reliance on federal grants.  It found Australia's 
tax system was more centralised at the national level than systems in other federations, and criticised the 
formula used to distribute GST revenue to the states.  The report noted an overseas trend for areas such as 
health to be the sole responsibility of one level of government, while Australia still shared it between the 
states and the federal government.  "Australia needs an effective political champion to review and reform 
current arrangements," Associate Professor Warren said in his report.  "COAG (the Council of Australian 
Governments), having the authority to initiate significant reform of Australia's intergovernmental fiscal 
relations, could consider establishing an independent review of intergovernmental financial arrangements."
 
NSW Premier Morris Iemma today said NSW generated 35 per cent worth of GST revenue but only 
received 28 per cent of it in grants.  He called on federal Treasurer Peter Costello to use tomorrow's 
meeting to announce NSW would get back more money.  "NSW is not getting a fair deal," Mr Iemma said.  
"We are being cheated out of almost $3 billion a year from the GST rip-off." 
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'Big 
government 
addicts can't 

afford tax cuts 
[CORRECTED

]', by Janet 
Albrechtsen 
10 May 2006 

The Australian 
p. 24 

WHAT is it with this country's budget obsession? Newspapers devote entire sections to tracking the winners and the 
losers. Being rather canny, presumably editors know what readers want. But the "what's in it for me" obsession is 
matched only by that other obsession that rarely gets any attention.  It's the "what can you do for me?" addiction to big 
government.  If you look around, big government surrounds us. And we seem to love it. If significant tax reform has 
eluded us again, it's because there is no constituency for putting our bloated governments on a diet. Indeed, the opposite 
seems to be true. Everywhere we turn, there is a clamour for governments to step in, hand out, lift up. For every evil, 
there must be a government remedy. 
 
Instead of pushing for small government, the Howard Government continues to draft more and more people to the cause 
of big government by collecting taxes and handing them back, somewhat redistributed, in the form of family tax 
benefits. But this is not simply, or even mainly, a complaint about the federal Government's failure, once again, to bring 
about real tax reform. As government spending goes, a churning exercise that sends money back to taxpayers is at the 
soft drug end of the addiction spectrum because at least people receiving welfare benefits get to choose how they spend 
it.  What's worse is the growth in the government beast. Here, the real culprits are the state governments; especially 
NSW. A Kiwi friend told me recently he was astonished at the nanny state he discovered when he landed on our shores. 
It sounded a bit rich coming from a citizen of Helengrad. Until you add some numbers to the accusation.  NSW has 
about 380,000 state and local public servants servicing a population of 6.7 million people. And that's not counting more 
than 40,000 public servants working in government-owned businesses. With a population of about four million, that 
should mean that New Zealand should have about 225,000 public servants. Right?  Wrong. According to Statistics New 
Zealand, our cousins across the Tasman have fewer than 69,000 public servants. That's one public servant for every 58 
New Zealanders, compared with one NSW public servant for every 17.5 NSW residents. The comparison only gets 
worse when you realise the NZ figure includes almost 12,000 defence force personnel and other public servants who, in 
Australia, would be working for the federal Government.  The comparison was even more embarrassing for NSW before 
Helen Clark took office and began quietly rebuilding the state edifice, boosting the public service by about 25 per cent, 
or 10,000 extra bureaucrats, in the past five years alone. It's getting to the point where Kiwis call their tax department 
the "tax army" because it's growing at a faster rate than the NZ defence forces. 
 
Delivering big government is an expensive business. Just ask a NSW resident. Ballooning public expenditure -- 
spending on health and education is about 50 per cent higher than it was five years ago -- has left no room for tax cuts. 
In its latest report, Access Economics sums it up in five words: "How the mighty have fallen." Squandered taxes; falling 
economic growth; rising unemployment; people and businesses are moving to other states.  And increased public 
spending and the abundance of NSW public servants have not translated into an abundance of public services. Ask any 
Sydneysider about public transport or public schools, or a resident of regional or country NSW about public hospitals.  
With a hungry public service to feed, it's no wonder that NSW has been dragged kicking and screaming to the table over 
the GST deal. That deal meant a new tax, the GST, would replace a plethora of other taxes. Last week, the slow-moving 
NSW Government finally agreed to abolish five stamp duties. But with a six-year timetable for abolition, all the Iemma 
Government is doing is bequeathing tax cuts to its successor in power. 
 
Big government is not smart government. In fact, big government is usually dumb government. Why? Because it can be. 
Remember P.J. O'Rourke's All the Trouble in the World? He quoted Milton Friedman on the four ways money is spent. 
When you spend your money on yourself, you're keen to get the thing you want most at the best price. Think middle-
aged men haggling with a Porsche dealer. When you spend your money on other people, you still want a bargain but 
you're less interested in pleasing the recipients of your spending. That's why children get underwear at Christmas. 
 
When you spend other people's money on yourself, you get what you want but price concerns go out the window. 
O'Rourke points to second wives, riding around with the middle-aged men in the Porsches, who shop at Neiman Marcus 
(think girl heaven) as this type of spender.  And finally, when you spend other people's money on other people you don't 
give a damn. That would be government. It's so bad that even the Fairfax press is editorialising on the dopey 
Government running the country's largest state economy. 
 
Last week The Australian Financial Review suggested the NSW Government "should be looking to the example of the 
former Kennett government in Victoria, which transformed the then rust-belt state's economy by shaking up state-owned 
businesses and hospitals, privatising the energy and transport industries and slashing state debt".  Unfortunately there are 
two reasons why the Iemma Government probably won't do that. First, the NSW Labor Government is beholden to its 
union paymasters. Cutting the state's bloated public service means cutting off campaign finance. That's why attempts at 
reform, to date, have been only half-hearted. Recall former treasurer Michael Egan being booed off stage at the 1997 
state Labor conference for proposing privatisation of the state's electricity industry. The reforms were duly canned.  The 
second reason brings us full circle. Australians, sadly, seem to like big government. They won't vote to slash the size of 
government until, as in Victoria, big interventionist government has brought the state to the door of the bankruptcy 
court. Then, as Jeff Kennett discovered, as soon as voters have forgotten about the last crisis, they will vote the taxers 
and spenders back into government.  So don't blame politicians for your tax bills. If we want lower taxes, we need to 
wean ourselves off government services and the belief that the answer to every problem is that the government ought to 
"do something". As a Massachusetts governor, William Weld, once said, it's not just a case of governments doing more 
with less. It's about governments doing less with less. When that realisation dawns, we may discover that most things 
the government can do, we can do better and a whole lot cheaper. 
 
CORRECTION - IN her column on Wednesday (``Big government addicts can't afford tax cuts'', page 24), Janet 
Albrechtsen compared the size of the public services in Australia and New Zealand using figures put out by the 
Australian Bureau of Statistics and Statistics New Zealand. The comparison was incorrect because the figures from SNZ 
did not include some public sector areas that were included in the ABS figures. As a result, the size of the public service 
in New Zealand is much larger than indicated in the column.(AUSTLN,12/5/2006) 
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'Tax system 
stifles growth', 

by Imre 
Salusinszky 

The Australian 
27 May 2006 

p. 2 

AUSTRALIA'S federal system is an obstacle to economic growth and higher living standards and is in urgent need 
of reform.  A report by tax expert Neil Warren, due to be released next week, is the first to measure Australia's 
system of federal-state financial relations against comparable federal countries.  The report benchmarks federal 
systems in Australia, Canada, Switzerland, Germany, Austria, Italy and the US against criteria such as fairness, 
simplicity, accountability and how well they match taxation to spending.  It gives Australia a failing grade on most 
of the benchmarks. "Australia performs comparatively poorly against many of the criteria which define best-
practice fiscal federalism," the report says.  "Australia's federal financial system is clearly in need of review in the 
national interest."  The report finds "vertical fiscal imbalance" -- the superior revenue-raising powers of the central 
government -- much more pronounced in Australia than in any of the other countries studied, bar Austria.  State 
governments in Australia undertake about 40 per cent of total spending, but only account for 16 per cent of tax-
raising. In Canada, Germany and Switzerland, state governments raise over a third of all taxes.  And because they 
are shut out of the income-tax system, Australian states rely on taxes such as stamp duties that tend to dampen 
economic activity.  The report finds that Australia's system for transferring taxes from the central government to 
the states is devoted to absolute equality rather than guaranteeing minimum standards.  While most of the other 
federal countries equalise the per capita income of the states, only Australia tries to compensate them for their 
"disabilities" -- the higher costs some of them confront in service delivery.   
 
Professor Warren's report was commissioned by NSW Treasurer Michael Costa, who flagged a national summit on 
federal-state financial arrangements when he was appointed three months ago. Mr Costa will use it as a launchpad 
for a meeting of federal, state and territory treasurers later in the year.  "I'm signalling to Peter Costello the issues 
are not going to go away," Mr Costa said yesterday.  "I don't care how much he dismisses us in terms of having a 
summit. I want to use the report to shape the debate."  He insisted this was not just the usual complaint by NSW 
and Victoria that they were ripped off by the current system.  "I'm not even arguing there's not enough money," he 
said. "But because of the structure we get massive inefficiencies. The issue for us is the way it's collected, the way 
it's distributed and the way it's administered."   
 
Professor Warren told The Weekend Australian his report looked deeper than the formula for GST distribution.  
"It's really going after fundamental questions, such as what you want of your intergovernmental fiscal relations."  
The report's findings dovetail with Productivity Commission material showing the tangle of federal-state 
responsibilities in areas such as health and freight hinder efficiency and growth, and are a recipe for blame-shifting.

'Struggling 
state demands 
fiscal reform', 

by Steven Scott 
Australian 
Financial 

Review 
30 May 2006 

p. 4 

The NSW government will host a national summit on ways to reform Australia's fiscal system later this year, to 
address a report that found a serious imbalance between the states' revenue-raising powers and expenditure 
responsibilities.  But federal Treasurer Peter Costello has refused NSW Treasurer Michael Costa's requests to 
convene a national summit on the matter and is unlikely to attend the summit.  "Mr Costa is using this report as a 
red herring to distract attention away from his own financial mismanagement of his state's finances," Mr Costello's 
spokeswoman said.  The call came as Mr Costa, who will hand down a 10-year infrastructure plan today before the 
state budget on June 6, conceded the state was struggling to meet spending promises on health services and capital 
works expenditure. Treasury officials said health spending would blow out to 27.5 per cent of the state budget in 
2006-07, up from 25.8 per cent in 2002-03.  "Our health expenditure - with longevity, ageing, new technologies - 
has reached the point where our narrow revenue base and the dysfunctional nature of state-federal arrangements are 
putting us under pressure," Mr Costa said. 
 
While the NSW budget will contain record spending on infrastructure, funded by borrowings, Mr Costa said this 
would not be enough to meet the state's needs.  "We'll never be able to spend as much on infrastructure as the 
public demands. Let's get that clear. We will be able to spend what we fiscally, prudently can afford to spend."  
Private-sector lobbyists have expressed concern over the state's capital works planning, which has been marked by 
grand plans with unclear time frames.  "An infrastructure plan with no time frame, money or implementation 
mechanism is not worth the paper it's written on," Property Council NSW executive director Ken Morrison said. 
Infrastructure Partnerships Australia called for greater use of private-sector finance to supplement debt funding.  
"We need more, not fewer options for critical infrastructure," a spokesman said. 
 
Mr Costa announced the summit after releasing the full version of a report by tax expert Neil Warren, which found 
Australia had one of the most complex and inflexible systems of federal-state fiscal relations. The report called for 
an overhaul of the division of tax and expenditure between state and federal governments.  Other countries with 
comparable federal systems reviewed their arrangements regularly, the report found. Mr Costa said the report 
showed that state taxes were inefficient and cyclical, with NSW overly reliant on the property sector.  "We at the 
state government level, given our fragile tax base, are not in a position to fundamentally provide the resources that 
are required to keep those essential services going," Mr Costa said.  He said he had already shown an interim 
version of the report to other states at the treasurers' conference in March and they all agreed to attend a briefing 
with the author.  "If you take away the GST issue, which we do have differences on, you'll find that there's a fairly 
unanimous position on the imbalance question," Mr Costa said.  The summit should consider radical solutions, 
including states handing over control of their health systems to the federal government, Mr Costa said.  The report 
also found that the GST exacerbated fiscal imbalance, but Dr Warren said this was only a small part of the 
problem.  "The debate about the Grants Commission is largely a divisive, zero-sum type of exercise. That's one 
state versus another state. That's not going to build a better situation."    
 
KEY POINTS 
* A report says Australia has one of the most complex systems of federal-state fiscal relations.    
* NSW has proposed a national conference to discuss the findings.    
* Federal Treasurer Peter Costello is unlikely to attend. 
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'Inefficiencies built 
into special grants 

system, says Bracks', 
by Rick Wallace and 

Ewin Hannan 
The Australian 

9 Jun 2006 

AN Aboriginal training program worth just $240,000 cost almost as much to set up under the 
commonwealth's "Soviet-style" centralised control of state grants. 
 
Stepping up his push to reform the $20 billion special purpose grants system, Victorian Premier Steve 
Bracks yesterday said that, in some cases, for every dollar spent on worthy programs another was wasted 
on "Byzantine bureaucracy".  "The story is one of excessive bureaucracy strangling flexibility and Soviet-
style centralism killing innovation," he told a Melbourne Press Club lunch.  "Special purpose payments 
often come with requirements that are nothing short of tortuous."  His comments stem from a damning 
review of the system, commissioned by consultant Vince FitzGerald and revealed in The Australian 
yesterday.  Mr Bracks has proposed reducing the red tape associated with the payments provided the states 
met improvement targets on literacy and health. 
 
Special purpose grants are payments made to the states by the commonwealth in areas of state 
responsibility such as health, education and training.  Dr FitzGerald analysed a series of the payments to 
the states including the $240,000 indigenous training program cited by Mr Bracks.  While they often 
received little extra funding, the states were forced to meet a range of bureaucratic conditions, setting up 
separate structures, providing overly detailed reports and attending unnecessary meetings. 
 
Under the Home and Community Care Program - a joint scheme to service the elderly, young people with 
a disability and their carers - the commonwealth requires detailed plans and reporting across a dozen 
different services, including Meals on Wheels, by regions within states.  Federal vetting of plans can take 
several months and queries relating to very small amounts of money have delayed approvals of plans and 
the release of funds to providers.  Both levels of government provide parallel services to program 
recipients, resulting in inefficiencies and confusion for clients and providers. 
 
To receive funds from the Australian Government Quality Teacher Program, Victoria must set up a State 
Co-ordinating Committee of representatives of all school sectors and stakeholder groups.  The committee 
must submit a four-year plan to the federal Education Department, including participating numbers, names 
and addresses of involved schools, its duration and cost, and reports against program performance 
indicators.  The committee must consult on priority areas to be targeted by each project and the types of 
activities to be offered. 
 
The Drug Education Forums Program that provides $950,000 in federal grants to schools requires an 
annual plan for each year, mid-year progress reports, monthly statistical reports and a final report. 

'So much for service', 
letter by John 

Williams of Forrest 
Canberra Times 

20 Jun 2006, p. 10 

Prior to self-government there were less than 2000 public servants involved in running the ACT - and they 
did it well. We now have more than 15,000 ACT public servants and my perception is that we are not 
better served. In the area of services for example, we get no regular street sweeping service or bulk pick-
ups. If you take rubbish to the tip you pay through the nose. How come other councils can provide better 
services and charge less? I suspect their wages bill is much lower. 
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'Start by reforming 
payments to states', 
by John Brumby, 

Treasurer of Victoria. 
Australian Financial 

Review 
4 Jul 2006 

p. 59 

Reform should start with special purpose payments, writes John Brumby. 
 
There is nothing new about the notion of "new federalism". In the modern era, three successive federal 
governments - the Whitlam, Fraser and Hawke/Keating administrations - used the same phrase to 
describe successive reforms of the relationship between the states and territories and the commonwealth.  
The phraseology may have been identical, but the approaches and outcomes of new federalism mark I, II 
and III were radically different. Whitlam's "new federalism" was about greater centralisation of 
commonwealth-state relations; Fraser's about reversing Whitlam's and restoring the autonomy of the 
states; and Hawke/Keating's about reforming the economy.  The most successful was unequivocally the 
Hawke/Keating version. Why? Unlike the Whitlam and Fraser governments' attempts, which were, in 
effect, a revolution and counter-revolution, the Hawke/Keating one was a consensus-driven collaborative 
evolution. They developed a model that had as a central feature accountability for results through 
incentive payments. In contrast, Treasurer Peter Costello's idea of accountability is about diversions such 
as flagpoles.  At the last Council of Australian Governments meeting in February, the Prime Minister and 
Premiers signed off on new federalism, mark IV, a collaborative effort to implement the national reform 
agenda proposed largely by the Victorian government.  That agreement was a significant achievement, but 
is in danger of being scuttled by the uninformed comments of the federal Treasurer, who is now mugging 
for national media attention by declaring he wants to abolish state taxation powers.  This kind of attention 
seeking may please headline writers, but there is no evidence it will add a dollar to our gross domestic 
product, make it easier for businesses to compete or create a job, or ease the oil and interest rate squeeze. 
In short, Costello is once again creating an avalanche of headlines, but very little in the way of realistic 
reform proposals. 
 
Grand ideas without evidence that they lead to better outcomes from Australian business and the 
community is not reform.  Costello's apparent attempt to hijack new federalism mark IV - in practice, little 
more than kite-flying and state-bashing - has not advanced national debate, but only served to remind the 
public of his leadership ambitions. In the process, a disservice has been done to the work of the members 
of COAG, including the Prime Minister, and the national reform agenda. 
 
If Costello is serious about national reform and new federalism he should focus on matters of substance 
and importance. I propose he start with special purpose payments (SPP).  SPPs account for 40 per cent of 
payments from Canberra to the states. Most are in health and education, two areas where the national 
reform initiative found Australia has the most to gain from improved service delivery.  According to an 
Allen Consulting Group assessment, commissioned by the Victorian government, SPPs are limiting 
Australia's prospects for boosting the health and skills of its citizens, and holding back the economy. The 
report found that the SPPs approach is not just bureaucratic and inefficient, it "seems almost designed to 
inhibit innovation and improvement".  For example, one small Joint Indigenous Funding training program 
in Victoria received commonwealth funding of $240,000 a year for three years, but, by the time all of 
Canberra's attached "requirements" had been adhered to, the set-up costs were almost as much as the first 
year's funding of $240,000.  That is just one example of Canberra's increasingly Soviet-style bureaucracy, 
and penchant for regulation and red tape.  I would encourage Mr Costello to demonstrate his aptitude for 
leadership by loosening the SPP straitjacket and initiating a new round of national reform payments based 
on agreed reforms and real results. 

'We can't trust states 
on tax', letter by Ray 

Van Haven of 
Chapel Hill 

Courier-Mail 
5 Jul 2006 

p. 26 

AUSTRALIA is a country with great potential but the population of greater London. It has a federal 
government, state governments and local governments. All of these levels of government make decisions 
and laws/regulation that might or might not conflict with one another and likely only serve short-term and 
local interests.  How much sense does it make to streamline all of the different legislation and wasteful 
duplication of administration?  Keep up the good work Peter Costello. Let Australia come to terms with 
the requirements of the 21st century. 

 
 

 


