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Editor’s  
welcome

Welcome to edition 4 of Dialogue.  

In this issue, we examine the important issue of 
the future of Australia’s Federation.  Federalism, 
decentralisation and the existence of checks and 

balances on absolute power were the fundamental 
principles underpinning the work of the founding 

fathers of our Constitution. 

Now, with issues such as the referendum proposed to recognise local 
government, Labor’s Gonski funding plan for schools and funding 
cries from the States coming to the fore, it is time to re-evaluate how 
much we value these principles in our modern system of government.  

On 2 July 2013 the Coalition’s education spokesman, The Hon. 
Christopher Pyne MP, said of the Gonski plan:

“There is a fox in the chicken coop in this plan and that is that the 
federal minister for education will have unprecedented power over 
state schools, and Tasmania, Western Australia, Queensland, Victoria 
and the Northern Territory don’t want that and I agree with them.”

It is just one example of a centralising tendency that has gradually 
emerged at the Federal level.  

To my mind, the continual improvement of policy and efficiency is 
best achieved by a system of competitive federalism.  The kind of 
changes often advocated by those who would seek to “modernise” 
our Constitution are often well-intentioned, but ultimately distorting 
and centralising.

Part of the answer to many Australians’ disillusionment with politics 
generally lies in government that is as close to the people as possible, 
visible and accountable, and constantly striving for improvement and 
efficiency.  The Constitution and Federation we gained in 1901 is still 
capable of achieving those aims.  

While opinions will differ on this subject, it is fair to say that this debate 
is one which is central to the future of Australia’s system of government.  

The editorial team hopes you enjoy engaging with the range of 
views expressed in this issue.  Particular thanks must go to Roderick 
Schneider and the whole of the Federalism and Decentralisation Policy 
Committee for their considerable effort in bringing together the ideas 
and authors for this edition.  

Amanda Stoker – Editor, Dialogue magazine 
Policy Standing Committee Member



You wouldn’t know it if you were to stumble across 
a press conference from Labor, the Independents, 
or the Greens. They are tripping over themselves 
to point out that the 43rd parliament passed a 
new piece of legislation approximately every 
two days (approximately 18,000 pages). If tying 
Australia in bureaucracy is the legacy Labor 
wanted to leave, their legacy is secure.

As passionate believers in small government the 
reflex reaction to dysfunctional policies, and even 
governments, can often be “just abolish it!”

While Labor controlled, and ran into the ground, 
all 8 State and Territory governments it was 
common to hear people call for the abolition of 
State governments. Despite a number of these 
governments progressively turning their fortunes 
it is still common to talk to people who believe we 
are over governed and could slash a whole tier 
of government – suggesting the states could go. 

We can all sympathise with people who want to 
reduce the extent to which they are governed, 
and as LNP members I can’t help but think that 
it is our duty to harness people’s frustrations with 
government and use them to achieve positive 
policy outcomes.

However, we must be careful to distinguish 
between reducing government intervention, and 
compromising our structure of government – the 
federalist system enshrined in our constitution 
which delivers a dispersal of government 
power, increased scrutiny through checks and 
balances, and increased democratic participation 
and representation.

As the Federalism and Decentralisation 
Committee of the LNP it is our role to ensure that 
the principles of our federalist system are upheld 
by the party. This is a daunting task given the 
gradual erosion of these principles by various 
governments over time. 

True competitive federalism targets efficiency 
of government through a “ground-up” system 
of governance instead of a “top-down” 
approach.  But 112 years of political evolution 
has fundamentally changed our federation from 

those original ideas, and given 
us instead a system of confused 
responsibilities, blame-shifting, 
duplication, increasingly 
centralised power, and little 
effective competition between 
different states.

To restore this, there are three 
key principles which members 
can use to gauge whether 
proposed policy measures have 
the LNP philosophy in their heart; 
subsidiarity, decentralisation 
and competition. 

The principle of subsidiarity states that wherever 
possible, government should be as close as 
possible to the population governed. If you have 
ever been frustrated by the lack of accountability 
in government – then this principle should 
particularly appeal to you. 

Complimentary to this is decentralisation, ensuring 
that powers and functions of government do not 
reside in a central location of authority.

Finally, just as businesses have to compete for 
profit and market share, governments should be 
forced to compete with each other, both to attract 
people and business to their jurisdiction, and also 
to justify their performance with their constituents. 

As you draft policies for consideration, and 
consider policy motions at your branches, at 
State Councils and State Conventions – keep 
these concepts in mind. If we’re to start the long 
road back to making our federation strong the 
LNP needs to promote motions which are built on 
these principles.

Roderick Schneider 
Chair of the Federalism and 
Decentralisation Policy Committee

RODERICK 
SCHNEIDER 
Chair of the Federalism 
Policy Committee

Getting rid of bureaucracy 
is an admirable pursuit. 
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REFORMING 
FEDERALISM – WHERE 

TO START?
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A federal system 
needs to be firmly 

anchored to a 
rational allocation 

of roles and 
responsibilities 
for the different 

levels of 
government.

In an era of budget deficits – federal and state – 
government policy is preoccupied with bringing 
spending and revenue back into alignment. But 
‘how much’ is only one question, whereas in a 
federal system such as ours another important 
fiscal dimension is the allocation of functions 
and funding to each level of government. 
Unlike persistent deficits, this structural feature 
of Australian federalism is not a new issue; 
it is one that surfaces from time to time but is 
never resolved.

Few people would say that federalism is serving 
us well, but there is a wide range of opinions as to 
what the problem is. Some see it in behavioural 
terms – blame-shifting, buck-passing, politically 
motivated obduracy and a lack of cooperative 
spirit. But behaviour is not the fundamental 
problem, nor is it directly amenable to public policy 
solutions. Rather, the fundamental problems are 
structural features of our federal system as it has 
evolved, which are amenable to public policy.

Structural problems include duplication and 
overlap of functions, misalignment of revenue 
powers and expenditure 
responsibilities, too much 
or too little centralisation, 
and endemic inefficiencies 
in service delivery. Structural 
problems go some of the 
way to explaining political 
behaviour within the system. 
While a degree of tension in 
federal-state relations in any 
federation is unavoidable and, 
up to a point, healthy, it is 
structural problems that make 
the tensions worse.

In 2007 Kevin Rudd promised 
cooperative federalism and 
more principled behaviour in 
federal-state relations. There is little sign that he 
delivered, or that the situation has done anything 
other than deteriorate under his successor. This 
is because they had little to offer in the way of 
structural reform of federalism. What they offered 
was more of the same: more Commonwealth 
money to cajole the states to implement 
Canberra’s policies in what have traditionally 
been state functions, such as school education.

The ultimate structural reform is abolition 
of the states, but this is neither realistic nor 
desirable, despite its significant popularity with 
public opinion.

The allocation of roles and responsibilities to the 
tiers of government is a key structural issue and 

a logical starting point in reforming federalism. 
Other aspects of the structure of federalism flow 
from it. Often the analysis starts from revenue 
allocation, but that is the wrong starting point 
because we don’t know what revenue powers 
or revenue allocations each level of government 
needs until we know what it is they should be 
expected to do.

A federal system needs to be firmly anchored to a 
rational allocation of roles and responsibilities for 
the different levels of government. This is essential 
for accountability, efficiency, and effectiveness 
in the delivery of public services. Australian 
federalism, if it ever had such an anchor, has 
broken free of it and drifted a long way in the 
direction of centralisation. The public, encouraged 
by the behaviour of federal politicians, has 
fallen into the habit of thinking that if there is a 
problem in any sphere of service delivery, federal 
intervention must be part of the solution. The idea 
has taken hold that it does not matter which level 
of government performs this or that function as 
long as it is performed. The end (delivery of the 

service in a particular fashion) 
justifies the means (delivery by 
any or all governments).

The inexorable drift 
towards federal intervention 
has systemic roots. The 
Commonwealth’s takeover 
of income tax in the Second 
World War, as well as 
other developments such 
as judicial interpretation of 
the constitution, gave the 
Commonwealth far more 
revenue than it needed to 
discharge the functions of 
a central government in 
peacetime. Rather than 
pass the revenue-raising 

power back to the states (with the exception of 
payroll tax in 1971), the Commonwealth has 
taken on additional spending and regulatory 
responsibilities encroaching on what were once 
exclusively state functions.

One measure of this is the growth of specific 
purpose payments (tied grants) from the 
Commonwealth to the states. These SPPs, as they 
are known, have ballooned from 20% of total 
Commonwealth payments to the states in the 
1960s to almost half now, the other half being 
GST revenue distributed to the states for general 
purposes. SPPs finance about one in every five 
dollars of state government spending. In 2011-12 
SPPs for health services, for example, were over 
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$15 billion or almost 30% of state spending on 
health; in school education almost $14 billion or 
36%; in welfare over $3 billion or 22%; and in 
housing over $2 billion or 34%.

Availability of spare revenue alone is not a 
legitimate reason for the growth of Commonwealth 
policy influence. The threshold test for involvement 
by the national government in any function should 
be: is there a genuine national interest; and can 
Commonwealth involvement add value (and not 
just money) that the states can’t? With much of 
what the Commonwealth does now, the answer is 
‘no’ on both counts.

Unquestionably the states are failing to deliver 
services that satisfy the reasonable demands of 
many users, but it is a mistake to assume that the 
allocation of responsibilities to the states, rather 
than to the Commonwealth, is the cause. The 
states do not have a monopoly over inefficiency. 
The reasons for their shortcomings are likely to 
be found in a failure to apply suitable financial, 
operational and workforce-management 
practices, and the opportunity that the tangle of 
Commonwealth-state overlaps and duplications 
gives the states to avoid their responsibilities. 
The solution is not to emasculate the states, 
but for them to reform their own policies and 
operations and to be held to account through the 
democratic process.

But for the democratic process to work, it needs 
to be clear exactly what the responsibilities of the 
states and the Commonwealth are. This brings us 
back to the importance of a rational allocation 
of roles and responsibilities. A review of roles 
and responsibilities is the logical starting point 
in any attempt to make Australian federalism 
work better. Such a review would start from first 
principles, and define the respective functional 
roles of each level of government in areas such 
as health services, education, welfare, public 
housing, law enforcement, transport, and 
environmental regulation.

The ‘first principles’ to start from can be simply 
stated. One is the so-called ‘subsidiarity’ principle, 
whereby each function should be assigned to the 
lowest level of government that can efficiently 
carry it out. Another is that to the maximum extent 
possible (and it will not always be possible) each 
function should be assigned to one and only one 
tier of government so as to avoid duplication and 
maximise the clarity of accountability. A third 
principle is that as much as possible each level 
of government should have the means to finance 
the functions assigned to it out of its own revenue 
sources (although this needs to be balanced 
against efficiency in taxation).

A principles-based approach does not mean 
turning the clock back to 1901. Nor does it 
necessarily rule out shared responsibilities for 
some functions, but Commonwealth involvement 
in any function should always be within carefully 
defined parameters, and limited to cases where 
there is a bona fide national interest.

The nature and extent of reforms to the federal 
system in areas such as SPPs and the allocation of 
revenue raising powers hinge on the outcome of 
this review of roles and responsibilities. The review 
may point to constitutional change, but will not 
necessarily do so. The constitutional assignment 
of responsibilities has in practice been overridden 
by the section 96 power, which enables the 
Commonwealth to make grants to the states 
on such terms and conditions as it sees fit. Just 
altering the Commonwealth’s involvement in state 
services through SPPs could effect much change.

The leader of the opposition, Tony Abbott, in his 
recent budget reply speech committed a future 
coalition government to a white paper on what 
he called “COAG reform and the responsibilities 
of different governments to ensure that, as far 
as possible, the states are sovereign in their own 
sphere”. In practice, the terms of reference would 
determine how far-reaching such a white paper 
could be in reshaping federalism, but it is at least 
the right place to start.

* * * * * *
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Constitutional 
Recognition of Local 

Government – for 
and against

In this edition, Dialogue examines 
the significance  of the proposed 

referendum to change the  
Commonwealth Constitution to 

recognise local  government, and 
canvasses the arguments for  and 

against the change.  

What changes does the 
referendum propose to  

the Constitution?

The case for recognition:   
Senator Barnaby Joyce

The case against recognition:   
Julie Novak, Senior Fellow,  

Institute of Public Affairs
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What are the changes  
proposed to 
the Constitution?
At present, section 96 of the Commonwealth Constitution reads:

FINANCIAL ASSISTANCE TO 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.

It is currently proposed by the government that, at the time of 
the next federal election, a referendum be held seeking the 
approval of the Australian people to change the words of 
section 96 so that they read:

FINANCIAL ASSISTANCE TO STATES AND 
LOCAL GOVERNMENT

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, or to any local government body 
formed by a law of a State, on such terms and conditions as 
the Parliament thinks fit.

(NEW WORDS ARE UNDERLINED)

In order to change the Constitution, the referendum would have to 
achieve a “double majority”: that is, a majority of people across the 
country as well as a majority of people voting in a majority of States 
must choose to vote “for” the change.

This article examines both the reasons for supporting, and the 
reasons against supporting the change, by two learned writers on 
the subject:  Senator Barnaby Joyce writing the case “for”, and Julie 
Novak writing the case “against”.  



Those opposed to the recognition of local 
government in the constitution often present 
local governments as mere appendages to State 
governments, as if they only hold their position 
thanks to the continual grace of State Ministers. 
In fact, local government mayors and councillors 
are elected by the people. Their positions are 
no more or less legitimate than higher levels 
of government.

They play the same game as other politicians, 
but in different positions. Local governments are 
best at making decisions about issues that mainly 
affect only the local population, local roads, 
water services, rubbish and community services. 
They are worst when they seek to extend their 
influence to global geopolitics, such 
as a Sydney council who recently 
tried to try their hand at solving the 
Middle East peace process.

Our constitution is an important 
document but it is a living document, 
not a dead relic. As Edmund Burke 
said “a state without the means of 
some change, is without the means 
of its conservation”.

The proposed change to the 
constitution to recognise local 
governments is a conserving 
change, not a radical one. The 
Commonwealth has been operating 
under the presumption that it 
could make direct payments to 
local governments for more than 
110 years.

I think our Federation has served 
Australia well but we have changed since 
1901. In 1901 about 3.7 million people lived in 
Australia. Back then many states had populations 
vastly smaller than many local governments 
today. Today, Brisbane has more than 2 million 
people, the Gold Coast in excess of 500,000 
and Townsville more than 200,000. These areas 
demand the facilities to provide the services that 
they have been asked to provide.

That is why we are proposing to amend the 
Constitution to allow the Commonwealth to 
provide funds to local government, just as they 

can to state governments. This change protects 
how our Federation currently works.

That Federation has allowed the Commonwealth 
to establish a program that funds local roads by 
providing direct grants to local government. The 
Roads to Recovery program has provided more 
than $4 billion to local governments to fund 
local roads over the past 12 years. It has helped 
maintain and upgrade more than 650,000 
kilometres of local roads.

These investments are especially important in 
regional areas and small towns. Without this direct 
funding, those councils would be reliant on the 
good grace of State governments, who are at times 

based far away from their concerns. 
Cairns is as far from Brisbane, as 
Brisbane is from Melbourne.

The Commonwealth has provided 
this funding without strings to 
local government. It’s the elected 
officials of the local government that 
decide which roads are funded, the 
Commonwealth has no control.

The slight problem is that, after some 
cases in the High Court, known 
as the Pape case and the Williams 
case, this program is probably 
unconstitutional. More than 200 
programs could be impacted. 
Others say we could send the money 
via the States, but this would be 
unwieldy and impractical for many 
programs that provide community 
infrastructure to local government.

Some argue that local governments don’t deserve 
recognition because some of them are corrupt. A 
level of government is never corrupt or not corrupt. 
It is individuals in those governments that are 
corrupt or not corrupt. We will not shut down the 
federal government because of Craig Thomson, 
nor state governments because of former NSW 
Minister Ian Macdonald. So the position that we 
must shut down local governments because of the 
corruption of a few is a flawed argument.

The federal government cannot get rid of state 
governments but state governments can get rid of 
local governments. They can make them bigger, 

–FOR–

The proposed 
change to the 
constitution to 

recognise local 
governments 

is a conserving 
change, not a 

radical one. The 
Commonwealth 

has been 
operating under 
the presumption 

that it could make 
direct payments to 
local governments 

for more than 
110 years.
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make them smaller or make them disappear 
altogether. The amendment to the Constitution 
proposed, far from removing this right, reinforces 
that state right.

Local governments will remain strictly under the 
remit of state governments. The proposed change 
to the Constitution is that the Federal government 
can only send money to a local government 
“formed by a law of a State”.

There have been just 8 changes to our Constitution. 
They have included changes to senate elections, 
the ability of the Commonwealth government to 
take over state debts, allowing the Commonwealth 
to provide social services, counting Aborigines in 
the census and allowing Territorian Australians to 
vote in referenda.

The change to allow the Commonwealth to provide 
funds to local governments fits this pattern.

It is not radical a change, an expert panel inquiry, 
with representatives from all sides of politics 
concluded that.

It builds on what is already there. The 
Commonwealth can already provide funds to 
State Governments, why shouldn’t it be able to 
fund local government directly as well?

And, most importantly, the change responds to 
a need given the uncertainty created by recent 
court cases.

This change will make our nation’s Constitution 
more responsive to local needs, reflective of the 
geographic dispersal of Australians in modern 
Australia and provide a foundation of the 
continuation of programs that have worked well.

* * * * * *

ABOUT THE AUTHOR
Barnaby Joyce is the Nationals’ Leader in the Senate and Shadow Minister for Regional Development, Local Government 
and Water. After seven years in the Senate, Barnaby has set his sights on the Lower House and will contest the seat of New 
England at the September election.

Barnaby is unashamedly pro small business and was a voting member of the Senate Economics Committee and wrote “The 
Birdsville Amendment” to protect small business. He has also developed a policy to revamp Australia’s zonal taxation system 
to provide an incentive for Australians to move to the remote, undeveloped parts of our nation.
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The Gillard government and proponents for the referendum ‘yes’ case 
are pitching their arguments for local government recognition in the 
Australian Constitution as ‘small’ and ‘modest’ change.

However the reality is that the effect of this proposal, to be put to the 
public at the Federal election, would be large and immodest, most 
notably because it will exacerbate centralising tendencies in our federal 
system of public sector governance.

Prior to detailing the longer term, more systemic concerns about the 
referendum proposal, it is necessary to first directly address some 
of the key arguments employed by supporters of local government 
constitutional recognition.

Assertions by the federal government, local government lobby groups 
and others that constitutional recognition is required because of the 
recent Pape and Williams High Court cases threatening direct funding 
programs, such as Roads to Recovery, are false.

What this line of argument fails to disclose to the public is that the 
Gillard government itself undertook legislative action last year in an 
attempt to secure direct federal funding of local government authorities.

The Financial Framework Legislation Amendment Bill (No. 3) 2012 
authorises the commonwealth to spend on local government, and 414 
other areas of public policy, without having to seek future authorisation 
from the parliament.

Furthermore, constitutional lawyers agree that the commonwealth can 
validly pass local funding through the states under the present form of 
Section 96 of the Constitution, which they have undertaken since the 
1920s with respect to roads funding.

Some proponents of the ‘yes’ case assert that federal funding of 
local governments, passed through state government, is wasteful and 
inefficient, and that constitutional change will remove the states as 
middlemen from federal/local financial relations.

–AGAINST–

ABOUT THE AUTHOR
Julie Novak is a Senior Fellow with the Institute of Public Affairs. She has previously worked 
for Commonwealth and State public sector agencies, including the Commonwealth Treasury 
and Productivity Commission. Julie was also previously advisor to the Queensland Chamber of 
Commerce and Industry. Her opinion pieces have been published in The Australian, Australian 
Financial Review, The Age, and the Courier Mail, on issues ranging from state public finances to 
social services reform.
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Such claims of waste in this 
regard have as much validity 
as stating other institutional 
checks and balances, such as 
parliaments, the separation 
of powers, elections, and 
federalism, is wasteful since 
they place obstacles against 
the unlimited exercise of 
discretionary political powers.

Funding local governments 
through the states is compatible 
with local government’s status 
as administrative subunits of 
the states, and such funding 
arrangements allow for 
appropriate state scrutiny of the federal/local 
financial relationship.

The ‘yes’ case argument that local government 
recognition is needed to modernise the Australian 
Constitution is simply a ruse for permanent federal 
interference in local community affairs.

A constitution is an enduring rule book of the 
allowable scope of collective action within a 
community, and thus should only be amended 
after lengthy and careful scrutiny by the public.

Four short months for Australians to weigh up 
a substantial change such as local government 
recognition is clearly insufficient, and it is 
evident the Government and local government 
associations are trying to buy constitutional 
change by rigging public funding heavily in favour 
of the ‘yes’ campaign.

For those who argue against local government 
constitutional recognition, it is the long term 
implications of this proposal for Australian 
democracy and our constitutional balance 
of powers which are deemed as the most 
significant effects.

Constitutional recognition of local government 
would lead to unprecedented Canberra control 
over local communities, as the federal government 
imposes prescriptive conditions on funding 
for councils.

The policy and service delivery autonomy of the 
states has withered away since the early twentieth 
century, as successive federal governments have 
attached increasingly prescriptive conditions to 
funding, and the same problems will apply to 
local governments under this proposal.

Local government constitutional 
recognition would also damage 
Australian democracy, diluting 
effective political representation 
for local people as mayors and 
shire presidents become ever 
more responsive to Canberra 
funding demands.

The blurring of democratic 
accountabilities, as a result of 
different levels of government 
simultaneously spending and 
raising revenues, will magnify 
if local governments become 
further ensnared within the 
federal funding web.

Finally, the referendum proposal would harm the 
constitutional balance of power by undermining 
the states and their oversight of inefficient, or even 
corrupt, councils.

While the ‘yes’ campaign proponents are at 
pains to suggest that councils will remain subject 
to state imposed amalgamations or dismissal, 
under the referendum proposal mayors and local 
government associations will vigorously campaign 
against the application of state laws by waging 
scare campaigns against the potential loss or 
rearrangement of federal funding.

Ratification of the referendum proposal would 
lead to the growth of a substantial new federal 
bureaucracy, solely charged with setting and 
monitoring tied grant conditions on local councils.

The commonwealth government bureaucracy 
includes many public sector employees engaged 
in activities not backed by a federal head 
of constitutional power, such as agriculture, 
education, environment, health, infrastructure, 
regional development, and it will only worsen 
should a direct funding relationship with local 
governments be ratified.

For the sake of preventing Canberra infiltration in 
every town hall and keeping local governments 
responsive to local ratepayers, Australians should 
vote ‘no’ against local government constitutional 
recognition this September.

Dr Julie Novak is a Senior Fellow at the Institute of 
Public Affairs, based in Melbourne.

* * * * * *

CONSTITUTIONAL RECOGNITION OF LOCAL GOVERNMENT – FOR AND AGAINST
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Queenslanders asked to shape a 
30 year vision for the state

In our busy day-to-day lives, it is not often we get 
the chance to pause and start to think about what 
we want the future to look like.  To look beyond the 
current issues of the day and consider what is really 
important to us as a state.

The Queensland Plan is a once-in-a-generation 
opportunity for all Queenslanders to have their say 
in a long-term vision for the state. 

It will be a plan for Queenslanders, created by 
Queenslanders.  It will outline where we all want 
the state to be in 30 years’ time, and detail our 
priorities for the future.

Premier Campbell Newman said The Queensland 
Plan was above politics.

“If we don’t know where we want to be as a 
state, we could end up anywhere.  This is about 
Queenslanders taking ownership of our long-term 
future,” Mr Newman said.

“This will not be a State Government plan.  It 
will be a plan created by Queenslanders, for 
Queensland and will influence the future decision 
making of all levels of government, industry and 
community groups.”

The plan will be developed through a genuine 
bipartisan grassroots engagement process, the 
first of its kind in scope and scale in Queensland.

The development of The Queensland Plan kick-
started at a summit in Mackay on 10 May 2013, 
with more than 400 people from across the state 
gathering to determine the questions that will guide 
discussions in the coming months.

Mr Newman said that MPs from all sides of 
politics came together in a bipartisan spirit to start 
the process.

“The summit was a Queensland first and the 
largest of its type ever to be held in the state,” Mr 
Newman said.

“Never before had representatives from every state 
electorate and most local government areas come 
together to collaboratively develop a community 
engagement process.

“The diversity of representatives at the summit 
ensured strong debate, and from debate came 

great ideas which will lead to innovation and a 
better Queensland.

“The Mackay summit was only the beginning.  Over 
the next four months all Queenslanders will have 
the opportunity to have a say on the state’s future.”

The key output of the Mackay summit was 
six questions, developed collaboratively by 
the delegates:

• In the context of living in the community, how 
do we move our focus from me to we? 

• How do we create and foster an education 
culture that teaches skills and values to 
meet global challenges and optimise 
regional strengths?

• How do we empower and educate individuals, 
communities and institutions to embrace 
responsibility for an active and healthy lifestyle?

• How do we structure our economy to ensure 
our children inherit a resilient future? 

• How do we strengthen our economic future 
and achieve sustainable landscapes?

• How do we attract and retain the brightest 
minds and ideas where they are most needed  
and capitalise on global opportunities?

The next phase in the development of The 
Queensland Plan is to have Queenslanders 
provide answers to these questions from May to 
August of this year.

“You can get involved by contacting your local 
MP, having your say online or attending local 
community engagement events,” Mr Newman said.

“We want to hear from as many Queenslanders as 
possible to ensure the plan is a true reflection of 
the aspirations we have for this great state.”

A second summit will be held in Brisbane in 
October to identify key themes from the feedback 
received and workshop key elements of the plan. 
The Queensland Plan will be released in late 2013

Find out more and get involved at  
qld.gov.au/queenslandplan.

* * * * * *

A message from the State Parliamentary Team
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The States have long been treated like mendicants.

When Kevin Rudd became Prime Minister in 
2007, promising to “end the blame game”, it 
seemed our days of going to Canberra, cap in 
hand, might finally be over.

It wasn’t to be. State and Federal financial 
relations have only deteriorated.

We are today beholden to a Federal Government 
that favours megaphone diplomacy over 
meaningful dialogue and reform.

Queensland’s dependence on Commonwealth 
funding is now more pronounced than ever before.

Almost 45 per cent or $19.5 billion of 
Queensland’s revenue will come from the Federal 
Government in 2013-14, compared to just 35 per 
cent in 1999-2000.

The reason behind this vertical fiscal imbalance, 
as it is referred to by economists, is largely twofold: 
revenue and responsibility.

The gap between the States’ ability to raise revenue 
and their expenditure responsibilities continues to 
widen, causing significant Budget pressure.

Revenue growth in Queensland has slowed since 
2007-08 with the downturn in property and 
commodity prices.

The States’ already narrow tax base – focussed 
predominantly on employer payrolls, land, motor 
vehicles, gambling, insurance and royalties – is 
particularly vulnerable to external shocks, such as 
the Global Financial Crisis, the high Australian 
dollar and falling commodity prices.

Yet, at the same time, expectations on the States 
to deliver services have grown.

Weight of  
imbalance on 

States
TIM NICHOLLS MP 

TREASURER AND MINISTER FOR TRADE
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With so few revenue raising levers available to us, there is limited 
action the States can take. Haphazard tax hikes can unduly increase 
the cost of living and the price of doing business, putting the 
handbrake on spending and, subsequently, economic growth.

Since World War II, when the Commonwealth first wrested the 
collection of income tax from the States to fund the war effort, 
there has been an ongoing shift in the main taxing powers to the 
Federal Government. This has markedly diluted the financial power 
of the States.

The Federal Labor Government’s most recent attempt to erode 
States’ rights is the failed Mineral Resources Rent Tax (MRRT).

In its 2012-13 Federal Budget, the Government forecast the MRRT 
would bring in $3 billion this financial year. The 2013-14 Budget 
now shows they overestimated net receipts by $2.8 billion, raising 
just $200 million in 2012-13. It has been widely reported the ATO 
has spent $50 million just administering the tax.

This problem is compounded by the fact the Gillard and now the 
Government likes to spend money it doesn’t have and will now 
need to fund more than $14 billion worth of promises, which are 
linked to the MRRT, by going further into debt.

The Federal Government raises between 75 and 80 per cent of 
total government revenue, but is responsible for only about 60 per 
cent of expenditure.

The increasing vertical fiscal imbalance has made it easier for the 
Commonwealth to attach conditions on the use of funds, which 
are more and more about their politics rather than fair dinkum 
service reform.

Meaning, more than ever before, the Federal Government has the 
power to intervene in areas which are historically and constitutionally 
the domain of the States.

It has become increasingly common for Labor to publicly announce 
massive new programs, such as the National Plan for School 
Improvement (Gonski), and then demand the States magically find 
the extra money.

As I have consistently said, State Governments only have three 
options to fund such programs: higher taxes, decrease other 
services or more debt.

Knowing this, Labor makes its demands through the media, 
claiming the credit and making the States look bad if they don’t 
immediately agree.

And if the States try to raise taxes or reduce spending to fund the 
new program, the Government will publicly object to that too.

This is no way for our country’s leaders to behave. It is no way to talk 
about improving school standards or increasing student outcomes; 
let alone public policy in general.

WEIGHT OF IMBALANCE ON STATES
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The joint funding of services, such as education 
and health, brings with it significant problems.

In many cases it can double bureaucratic 
processes and stymie innovation. States can be 
locked into funding even if Budget requirements 
change over time.

It has also resulted in the 
Commonwealth employing 
10,000 health and education 
bureaucrats, even though 
it doesn’t provide a single 
medical procedure or teach a 
single student.

The best thing we can do in 
these financially constrained 
times is sit down and have an 
adult conversation about who 
is best placed to be responsible 
for what.

The Independent Commission of Audit, in its final 
report, recommended the Newman Government 
pursue an agreed protocol that sets out the 
functions to be performed by the State, those which 
ought to be performed by the Commonwealth 
and where shared responsibilities should remain.

A clear protocol would reduce the cost of 
confusing, overlapping and inconsistent 
requirements between jurisdictions.

The Commission of Audit makes the point that, 
if unresolved, this confusion over responsibility 
could outweigh any gains made in the future by 
States gaining access to more efficient taxes.

It also says there are significant complexities 
in the current grant arrangements, which limit 
the capacity of the States to deliver their policy 
objectives in a way which is fiscally sustainable.

In view of these difficulties, the Commission 
recommends we negotiate with the Federal 
Government on measures to reduce the States’ 
reliance on narrowly based and inefficient taxes.

Negotiation would only be possible with a Federal 
Government that is careful, collegial, consultative 
and straightforward. That’s what Tony Abbott is 
offering: a Government that says what it means 
and does what it says.

There has been no significant taxation reform of 
value to the States since the introduction of the 

Goods and Services Tax (GST) by the Howard 
Government in 2000; 13 years ago.

A major aim of the GST was to give the States 
access to a more robust tax base, given their 
limited capacity to raise their own revenue. GST 
growth has since slowed due to a realignment of 
consumer spending patterns.

As noted in our submission 
to the 2012 Review of GST 
Distribution, any productivity 
gains achieved in a State are 
reduced through the horizontal 
fiscal equalisation process.

Australia’s wealth-generating 
resource States, which are 
far more decentralised than 
NSW and Victoria and have 
higher infrastructure costs, 
are effectively penalised for 
their success.

In its final report, the GST Distribution Review 
acknowledges the inherent unfairness of the 
redistribution methodology, but instead of 
addressing this systemic issue it largely makes 
recommendations that would exacerbate 
the inequality.

The report (GST Distribution Review) is now 
gathering dust on Wayne Swan’s book shelf, 
along with the Henry Tax Review.

The Henry Tax Review addresses the issue of 
vertical fiscal imbalance, recommending the 
Federal Government keep some of the GST 
but share a portion of the income tax base with 
the States.

The States would have to be given access to more 
reliable revenue sources before they could “phase 
out their inefficient taxes”, as recommended in the 
Gillard Government’s Asian Century White Paper.

The stark reality is that the abolition of State 
taxes, such as stamp duties and payroll tax, would 
present a multi-billion dollar loss of revenue for 
the States. Queensland would lose $7.6 billion 
in 2013-14 and $34.3 billion over the next four 
years if we abolished duties and payroll tax.

Coupled with the fact that service delivery costs 
are only going to increase as the population ages 
and grows, cutting State taxes would only make 
the vertical fiscal imbalance worse.

WEIGHT OF IMBALANCE ON STATES

The increasing vertical 
fiscal imbalance has 

made it easier for the 
Commonwealth to 

attach conditions on the 
use of funds, which are 
more and more about 

their politics rather than 
fair dinkum service 

reform.
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The debt we inherited from the Bligh Labor 
Government means we cannot afford to reduce 
taxes beyond the cuts already made to address 
the growing cost of living.

The Newman Government remains committed to 
maintaining Queensland’s status as the low-tax 
State, but we can only do this if we accept the 
trade off: lower spending.

The alternative - substantially increasing existing 
State taxes to fund services - would not be 
sustainable either.

In the absence of any meaningful reform from 
the Commonwealth, Queensland must instead 
preserve, and hopefully increase, its revenue 
by stimulating economic growth and boosting 
consumer confidence.

As recommended by the Commission of Audit, 
the Newman Government is also embracing 
the concept of “contestability” to ensure we are 
getting the best bang for the taxpayer dollar.

“Contestability” is not an outcome. It is a process 
whereby Government tests the market to ensure 
it is providing the public with the best possible 
solution at the best possible price.

While it may be that many services are best 
delivered by Government, opening some 
contracts up to the market will benefit business, 
create jobs and stimulate the economy.

By also fostering public private partnerships and 
cutting red tape, we are getting out of the way 
of business.

This is all about making Queensland the best 
place in Australia to live, work and invest, which 
is why the doctrine of “competitive federalism” is 
one the Newman Government is unashamedly 
committed to.

Competition between Governments is vital to 
having a properly functioning Federation, but 
so too is co-operation when it comes to reforms 
aimed at growing the economy.

“Co-operative federalism” is something that is 
often preached in Canberra ahead of Council of 
Australian Governments (COAG) meetings, but 
this is another area where the Rudd and Gillard 
Government failed to practise what it preached.

COAG meetings have increasingly become a 
vehicle for the Federal Government to impose its 
will on the States.  The States want to participate 
in policy discussions that address issues of 
national interest. They don’t want the Federal 
Government’s own political agenda shoved down 
their throats.

That’s why Mr Abbott’s promise that a Coalition 
Government will produce a white paper on 
COAG reform, within two years of being elected, 
is so important.

I am confident that, if elected, a Coalition 
Government will work towards restoring the 
balance. We know it won’t happen overnight, but 
it does have to happen.

In his Budget-in-Reply speech, Mr Abbott made 
the very welcome promise to finish the tax 
reforms that the Henry Review started but that the 
Government squibbed. We enthusiastically await 
the opportunity to submit a proposal.

The vertical fiscal imbalance in Australia has been 
let go to such an extent that it is now higher than 
in Canada and other similar Federations.

The problem goes to the heart of the States’ long-
term financial viability.

Reform is critical to Queensland’s future.  The 
next federal election can’t come soon enough!

* * * * * *

WEIGHT OF IMBALANCE ON STATES

ABOUT THE AUTHOR
Hon Tim Nicholls MP 
Treasurer and Minister for Trade 
Member for Clayfield 

Mr Nicholls began his career as a senior associate at a major Australian law firm, specialising in commercial law. He 
was first elected to Queensland’s Parliament in 2006 as the Member for Clayfield, after six years in local government 
as a councillor for the Hamilton Ward in the Brisbane City Council. During his time at Council, Mr Nicholls was the Lord 
Mayor’s Finance Spokesman and a member of the Expenditure Review Committee. 

| 16 |



C O M P E T I T I V E 
F E D E R A L I S M

Bryan Pape

(A) single courageous State may, if its citizens choose, serve as a laboratory; and try novel 
social and economic experiments without risk to the rest of the country.1

Federalism is about competition among the States. It serves not so much to empower the 
States but to discipline them.2

Tax competition among States rather than tax collusion
is an objective to be sought in its own right.3

Reform consists in taking a bone from a dog. Philosophy won’t do it.4

INTRODUCTION

The practical implementation of competitive 
federalism has been ignored, if not shunned, 
by all parties, both at federal and state levels. 

Labor hates the idea of federalism. Is it any 
wonder that Australian productivity rates 

for several years were stationary and 
are now shrinking.

Long overdue is the need for 
rigorous fiscal discipline to be 
imposed through competition 
among the States.

The aim of this essay is to show 
how competition between the states is 

an essential element in improving national 
productivity. To achieve this increase in 
productivity voters need to embrace the idea 
of limited Government. It is directly opposed 
to the present received wisdom of the ‘nanny 
state,’ where every ill or disadvantage is to 
be cured by Government. As Goethe said, 
‘the best government is that which teaches 
us to govern ourselves.’

First, the present productivity position is 
considered. Secondly, the effect of too much 
taxation and spending is discussed. Thirdly, 
the need for the reassignment of taxation 
powers to produce effective tax competition 
among the states is examined. Fourthly, the 
creation of new states as a way of improving 
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federalism and increasing competiveness 
especially in the context of the proposed 
development of Northern Australia is remarked 
upon.  Finally, continuing with the Council of 
Australian Governments (COAG) is scrutinized.

PRODUCTIVITY AND FEDERALISM

Increasing productivity is fundamental to 
economic growth and prosperity. It also underpins 
the nation’s defence capacity and its survival.

For 2011, of the 34 countries in the OECD, the 
rankings of GDP per hour worked at current 
prices put Australia at 13th with $US 49.10 per 
hour compared with the top ranking of Norway 
at $US 83.00 per hour. The United States was 
ranked fourth at $US 60.20 per hour. In other 
words Australian productivity is 
about 60 per cent of Norway’s and 
80 per cent of the United States.5

We have lower average 
incomes than the Americans not 
principally because we work less, 
but because our productivity is 
significantly lower. Our average 
incomes are lower because our 
work is worth less — and not just 
less than in the United States.6

By State the Gross State Products (GSP) in $’000 
per person for 2012 were as follows:7

NSW 61
Vic. 57
Qld. 61
S.A. 55

W.A.  99
Tas. 48
N.T.  78
ACT. 86

Australian av. 64

Other than Western Australia, all of the States 
recorded GSP per person figures below 
the Australian average. New South Wales, 
Queensland and Victoria were about 60 per 
cent of that for Western Australia. Tasmania 
was less than one half.  Seemingly the seat of 
Government in Canberra bears the character of 
a ‘special economic zone’ with a GSP of $86,000 
per person.

The following figures have been derived from 
statistics8 produced by the Australian Bureau of 
Statistics (ABS) to compare the GSP per hours 
worked by States and Territories. No official ABS 
statistics of this kind are produced, nor do there 
appear to be any official figures produced by the 
States. In short neither the Commonwealth nor 

the States seem to know the score.  All of which 
appears to show an unsatisfactory approach to 
improving productivity.

Gross State Products ($’000) per hours worked 
for 2012 were as follows:

NSW 74
Vic. 68
Qld. 69
S.A. 67

W.A. 107
Tas. 65
N.T. 83
ACT. 92

Australian av. 75

Labour productivity reflects not only the 
contributions of labour but also takes into account 
the contribution of capital and other factors 
of production. The standout figure is Western 
Australia at $107,000 per hour, compared with 

the Rest of Australia at $71,000 per 
hour. It was  51 per cent greater.

So far as the contribution from 
the Queensland mining sector is 
concerned the alarm bells should 
be ringing with a multifactor 
productivity decline of 9 per cent 
per year for the ten years to 2012.9

Imagination and innovation are 
the keys to improving long term 
productivity, as is the provision of 
high quality infrastructure. The ABS 

produces a multifactor productivity (MFP) statistic 
on a national basis and says that:

(I)n the long term it represents improvements 
in the ways of doing things (technical 
progress), which is the primary source of real 
economic growth and higher living standards. 
In the short term however, multifactor 
productivity also reflects unexplained factors 
such as cyclical variations in labour and 
capital utilisation, economies of scale, and 
measurement error.10

The most recent MFP figures show a decrease of 
2.7 per cent in 2009 over 2008 after several years 
in which the productivity index had plateaued.11  

Disturbingly there appear to be no corresponding 
official figures produced and published on a 
state by state basis.12 As the famous management 
consultant and educator Peter Drucker said, “if 
you can’t measure it, you can’t manage it.”

Increasing 
productivity is 
fundamental to 

economic growth 
and prosperity. It 

also underpins the 
nation’s defence 
capacity and its 

survival.

COMPETITIVE FEDERALISM
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TOO MUCH TAXING AND SPENDING

For 2012, the Government sector represented 
about 23 per cent of GDP of $1.5 trillion 
at current prices. Because of vertical fiscal 
imbalance (VFI) there is a significant transfer of 
funds from the Commonwealth Government to 
State Governments.

These figures conceal the true involvement 
of the public sector in the economy when the 
proportion of taxation is calculated. A different 
result is found when looked at from a national 
income perspective. The eminent and omniscient 
economist Colin Clark remarked:

The customary practice of measuring 
taxation and expenditure as percentages of 
the Gross National Product (sic GDP) is to 
be deplored. By raising indirect taxation you 
raise Gross National Product, and thereby 
appear to reduce the percentages. This is 
not the case if National Income at Factor 
Cost is used as the base.13

For the 2012 financial year all Australian taxes 
levied were $395 billion14 which represented 31 
per cent of Gross Domestic Product at factor 
cost of $1.3 trillion.15 Colin Clark  reckoned 
intuitively and which he supported empirically, 
that growth would decline if taxation, ‘in all its 
forms’ was more than 25 per cent of the net 
national income at factor cost.  A proposition with 
which Lord Keynes appeared 
to accept.16 Clark’s hypothesis 
seems to be established, if 
decreasing productivity is taken 
as signalling a period of low 
growth.  Drucker thought that 
‘the evidence would indicate 
that it might be closer to 40 
than to 25 per cent.’17

When consumption of fixed 
capital of $227 billion,18 (i.e. 
depreciation of fixed assets) 
and net income payable overseas of $45 billion 
are deducted, then the National Income (i.e. net 
national disposable income) is $1.1 billion and on 
this basis taxation would represent 37 per cent; 
- 75 years ago it was 18 per cent. Significantly 
this exceeds Clark’s 25 per cent benchmark by a 
factor of 50 per cent.

Winding back spending by Commonwealth, 
State, Territory and Local Governments is needed 
to reach Colin Clark’s 25 per cent benchmark. 

Here it would be useful to adopt the technique of 
‘zero based budgeting’ as modified for the public 
sector. The introduction of such a technique 
should encourage administrators to take a hard 
look at incremental spending. Hopefully it might 
cause a re-examination and justification of present 
discretionary programmes.

By their unceasing efforts in increasing regulation, 
Government’s unnecessarily burden businesses 
with extra administrative costs making them less 
productive and profitable.  All of this results in 
lessening their capacity to employ. What is 
startling, is a lack of relevant data to measure 
productivity in the Government sector, namely 
health, education and training, and public 
administration and security.19

TAX COMPETITION BETWEEN THE STATES

The eminent constitutional lawyer Geoffrey Sawer 
pithily explained vertical fiscal imbalance when 
he said: ‘those who tax do not have to justify the 
expenditure and those who spend do not have to 
justify the taxation.’ 20

Presently, the Commonwealth raises more than 80 
per cent than of all taxation revenue in Australia, 
leaving the States with less than 20 per cent to 
fund their responsibilities. That part leaves them 
with less than half of the revenue needed to do 
this. The balance is supplied by Commonwealth 

grants, too many of which 
come with conditions attached.

Unless the States become 
responsible for raising the taxes 
needed to fund the activities 
for which they are primarily 
responsible, like education and 
health it will be impossible for 
effective tax competition to 
start. The Commonwealth’s 
invasion of State activities for 
more than fifty years needs 

to be reversed. It should not be overlooked that 
roughly 90 per cent of the value of the public 
physical assets in Australia are owned by the 
States; e.g. schools, universities, hospitals, roads, 
bridges, etc.  The Commonwealth’s main physical 
public assets are in defence assets like, aircraft, 
warships including submarines (of which one third 
are under long term repair), armoured fighting 
vehicles and artillery weapons. They have little if 
anything to do with productivity.

Unless the States become 
responsible for raising the 
taxes needed to fund the 
activities for which they 

are primarily responsible, 
like education and health 
it will be impossible for 

effective tax competition 
to start.

COMPETITIVE FEDERALISM
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It is generally accepted that the present federal 
fiscal arrangements are dysfunctional.  However, 
those who are responsible for this imbalance do 
not have the courage to fix it. Their spines are like 
chocolate éclairs.

For the States to match their spending with their 
taxing, the Commonwealth must give up its 
taxation of personal income and allow the States 
to fix their own rates of income tax. Administratively 
the tax could be collected by the Commonwealth 
as agent for each State. This kind of arrangement, 
operated before 1942, albeit in reverse, when 
State Taxation Departments collected income tax 
on behalf of the Commonwealth.  What is critical 
is that each State must legislate for its own rates 
of tax, whether at progressive rates, a flat rate or 
as a surcharge on the Commonwealth’s tax. 21

Under this arrangement company 
income tax would continue to 
be levied and collected by the 
Commonwealth. It may also 
require an overdue review of the 
taxation of trust income.

Part of this re-arrangement may 
result in the Commonwealth 
keeping the Goods and Services 
Tax for its own purposes, rather 
than distributing it to the States.

A collorary of this rearrangement 
must be for the Commonwealth 
to stop making ‘tied grants’ to the 
States by overreaching its powers 
under s.96.

State Governments should abolish payroll taxes, 
stamp duties and land taxes, as was originally 
accepted in 1999 when the GST rate was agreed 
with the Commonwealth.

Hopefully the end result might be an Australia 
with six States levying significantly different rates 
of personal income tax. It would also give each 
State the capability of creating development zones 
for the levying different rates of tax. In the case 
of the Commonwealth this kind of concession 
is impermissible because it would discriminate 
between parts of a State; s. 51(ii) and s.99 of 
the Constitution.

It is possible that a resource rich State might be in 
a position to choose to not levy personal income 
tax (like Texas).

A premise on which competitive taxation is 
based is that citizens are mobile because they 
are prepared to move to a lower taxing state, 
if the state in which they currently reside taxes 
excessively.  This is the discipline which the citizen 
can impose upon the state.

An inkling of the potential of competitive federalism 
is to recall what happened in the late 1970s when 
Queensland abolished death duties. There was 
an immediate emigration of wealthy citizens 
from the Southern States to Surfers Paradise 
and or transfer of assets to Queensland. Soon 
afterwards all of the States abolished death duties 
and the Commonwealth abolished its estate and 
gift duties for persons dying or making gifts on or 
after 1 July 1979.

Collusion between the States in agreeing to 
impose the same taxation rates 
is more likely where there are 
few States such as in Australia. 
In other words the likelihood of 
collusion varies inversely with the 
number of States. If this is correct 
then it seems that there a case 
might be made for the creation 
of new States as provided for in 
Chapter VI of the Constitution. 
For example the creation of City 
States and Rural States.

NEW STATES UNDER 
CHAPTER VI OF 
THE CONSTITUTION.

Professor Geoffrey Blainey has noted that the 
newest state created in Australia is Queensland.

Australia has created no new state since 
1859: the United States in contrast has 
created close to 20. For a land of this size 
we do not have enough states. We thus miss 
one of the advantages of federalism.22

At the First Federal Convention in 1891, 
Queensland separationists demanded that 
Queensland be admitted to the Commonwealth 
as three separate states. Queensland is the only 
state in which there have been three parliamentary 
resolutions in favour of subdivision as in 1910, 
1922 and 1948.23

Sir Samuel Griffith introduced the Queensland 
Separation Bill 1894 to divide Queensland 
into three provinces, South, Central and North 

COMPETITIVE FEDERALISM
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Queensland, to be called the United Provinces 
of Queensland.

On 22 December 1910 the Legislative Assembly 
of the Queensland Parliament resolved:

That in the opinion of this House, the time 
has arrived when Queensland should be 
divided into three States, and when Central 
and Northern Queensland should each be 
granted separate Constitutions subject to 
the Constitution Act of the Commonwealth 
of Australia.24

It was envisaged that there would be a State in the 
tropical north centred on Townsville, a State in the 
semi-tropical centre based on Rockhampton and 
a State in the temperate South with Brisbane as 
the capital.

Whether there should be 
additional States was spoken of 
by the Governor of Queensland 
in opening Parliament, on 17 
August 1948, when he said:

To have a properly balanced 
Commonwealth Parliament it 
would be advantageous to have 
at least three States across the 
northern parts of the continent, 
each with representation in the 
Federal House. It was with that 
end in view that the Premiers 
of Queensland and Western 
Australia waited on the Prime 
Minister to secure the appointment of a 
Northern Australia Development Committee 
which has been formed and is now planning 
for the development of the North.

My Advisers are prepared to recommend 
the establishment of additional States 
in Queensland when as a result of their 
developmental policy, the new States will 
have a reasonable degree of financial and 
economic stability.25

On 21 June 2013 the Liberal National Federal 
Coalition published its Green Paper setting out its 
2030 Vision for Developing Northern Australia.26  
On attaining Government it undertakes to 
produce a White Paper with a plan to maximise 
the development of the North ‘through private 
sector investment and ingenuity.’

The 1948 Northern Australia Development 
Committee bears a great deal of similarity with 
the idea of a Northern Australia Partnership 
comprising the Prime Minister, the Premiers of 
Queensland and Western Australia and the Chief 
Minister of the Northern Territory.

In preparing the White Paper consideration might 
be given to parts of Queensland and Western 
Australia being surrendered, leased, or sold to the 
Commonwealth27 so that they become Territories 
of the Commonwealth. As Territories there would 
be no constitutional bar to tax discrimination 
under s. 51(ii) or s. 99 of the Constitution in 
providing reduced income tax rates or rebates for 
persons living north of the Tropic of Capricorn. It 
would avoid any challenge to the idea of zone tax 
concessions.28 On the expiry of the leases, these 

territories might be re-established 
as new States.

Alternatively Western Australia 
and Queensland might consider 
creating new territories in 
the north of their respective 
States as a forerunner to their 
eventual statehood.

THE FUTILITY OF COAG.

With the enactment of the COAG 
Reform Act 2008 (Cth) and 
the Federal Financial Relations 
Act 2009 (Cth), Parliament 
sanctioned Executive Federalism. 

It is the product of Intergovernmental agreements 
between the Commonwealth and the States 
and the Commonwealth’s financing of these 
agreements. This scheme is founded on the 2009 
Intergovernmental Agreement on Federal Financial 
Relations and a delegation of Parliamentary 
power under s 96 to the Executive.

Its working is illustrated by the $16.2bn, Building 
the Education Revolution programme in making 
grants to the States for multi-purpose halls, libraries 
and class rooms for primary schools ($14.1bn), 
science and language centres for secondary 
schools ($0.8bn) and minor capital items in the 
national school pride program ($1.3bn). All for 
non Commonwealth purposes.

This program was established by Schedule D 
of the National Partnership Agreement on the 
Nation Building and Jobs Plan made by the 
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Alternatively Western 
Australia and 

Queensland might 
consider creating new 
territories in the north 

of their respective 
States as a forerunner 

to their eventual 
statehood.

| 21 |



COMPETITIVE FEDERALISM

Under this arrangement company income tax would continue to be levied and 
collected by the Commonwealth. It may also require an overdue review of the 

taxation of trust income.

Commonwealth, States and Territories on 5 
February 2009.

Intergovernmental agreements and National 
Partnership Agreements are political agreements. 
They are unenforceable domestic treaties 
made between the States’ Executives and the 
Commonwealth Executive. They are not laws of 
any State, Territory or of the Commonwealth.

Presently there are six national agreements, and 
more than 140 National Partnerships.

Statist agreements of this kind deny competitive 
federalism. They can only be made because the 
Commonwealth raises more money than it needs.

The abolition of COAG will be the turning point 
to increasing productivity. It will give the States the 
opportunity to pursue what Justice Brandeis’s said 
of ‘trying novel social and economic experiments’ 
against Canberra’s edict of ‘one size fits all.’

CONCLUSION

If the Australian economy is to avoid a long period 
of low economic growth or worse still, stagflation, 
after the end of the mining boom, then it needs 
to be reinvigorated by significant and sustainable 
increases in productivity. This will only come about 
by the each State becoming more productive.  
This is where the work is done.

A first step is to collect and publish relevant 
productivity statistics. What seems to be an 
extraordinary situation is that neither the 
Commonwealth nor the States publish officially, 
Gross State Product per hours worked and 
multifactor productivity statistics. To repeat Peter 
Drucker’s maxim, ‘if you can’t measure it, you 
can’t manage it.’

Next, there needs to be a reduction of taxation 
and government spending to get it down from 
37 per cent to about 25 per cent of the net 
national income. There needs to be an audit, 
by a constitutional censor, of all Commonwealth 
legislation with the aim of recommending the 
repeal of Acts and Regulations which duplicate or 
interfere with State functions.  The idea of taxation 
and expenditure limitations needs to become 
accepted doctrine. Less is more.

The States must have the power to fix personal 
income tax rates.  No objection ought be taken 
to the Commonwealth administering these taxes 
and collecting them as agent for the States.
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Consideration needs to be given to the creation 
of new States. The coalition’s vision for the 
development of Northern Australia offers a good 
opportunity for this to occur.

Further, the abolition of COAG is a necessary 
prerequisite for the States to regain the full 
administration of functions like education 
and health.

Real federalism requires confidence in 
the creative energies of a free society; a 
healthy suspicion of interest group schemes 
and a willingness to tolerate uncertain and 
diverse results.29

The nations ultimate survival depends upon 
sustainable productivity increases brought about 
by an increase in competition among the States.

© Bryan Pape – 24 June 2013

* * * * * *
1  Justice Louis Brandeis, dissenting in, New State Ice Co v Liebmann, 285 U.S. 262, 311. (1932)
2  Michael S. Greve, Real Federalism – Why it matters, How it could happen, (1999), 2.
3  Geoffrey Brennan and James M. Buchanan., The Power to Tax – analytical foundations of a fiscal constitution, (1980), 186.
4 John Jay Chapman, Practical Agitation, (1900), 140.
5  OECD Stat Extracts – Breakdown of GDP per capita in its components < http://stats.oecd.org/Index.aspx?DatasetCode=DECOMP> 17 June 2013
6  Dr Ken Henry, ‘Time to Get Real on National Productivity Reform’, Productive Reform in a Federal System
  27-28 Oct 2005, at p. 338. <http://www.pc.gov.au/__data/assets/pdf_file/0019/9217/productivereform.pdf > 16 June 2013.
7  Table 1: ABS – 5220 ; Australian National Accounts State Accounts– 2011-12 at p.11
8  Table 20: ABS – 6202.0 Aggregate Monthly Hours Worked by State 2012 Time Series Spreadsheet and Table 1: ABS – 5220.0 Gross State Product Chain Volume Prices
9  Queensland Treasury and Trade, Queensland Productivity Update 2011-12, Feb 2013 at pp. 3-4.
  <http://www.oesr.qld.gov.au/products/publications/estimates-qld-productivity-performance/qld-productivity- update-2011-12.pdf > Accessed 22 June 2013.
  Queensland Treasury and Trade, Estimates of Queensland Mining Productivity Performance 1990-2012, Feb 2013 at p 2.
  <http://www.oesr.qld.gov.au/products/publications/estimates-qld-mining-productivity-performance/estimates-qld-mining-productivity-performance.pdf > Accessed 22 

June 2013.
10  ABS Cat. No. 1370.0. 55. 001 Measures of Australia’s Progress: Summary Indicators, 2012 <http://www.abs.gov.au/ausstats/abs@.nsf/Lookup/by%20

Subject/1370.0.55.001~2012~Main%20Features~Productivity~20#> Accessed 19 June 2013
11  ABS Cat. No. 5260.0.55.002 Experimental Estimates of Industry Multifactor Productivity, Australia: Detailed Productivity Estimates.
  <http://www.abs.gov.au/AUSSTATS/abs@.nsf/DetailsPage/5260.0.55.0022008-09?OpenDocument> Accessed 19 June 2013.
12  ACIL Tasman Pty. Ltd., Report on ‘Victoria’s productivity, competitiveness and participation’ for the Victorian Competition and Efficiency Commission, June 2011 at p. 7.
  <http://www.vcec.vic.gov.au/CA256EAF001C7B21/WebObj/ACILTasmanReportPDF/$File/ACIL%20Tasman%20Report%20PDF.pdf> Accessed 22 June 2013
13  Colin Clark, ‘Taxmanship’, Hobart Paper 26 – The Institute of Economic Affairs (2nd ed, 1970), n 2 p.18 and p.21.
14  Table 39 – Taxes: ABS 5206.00 Australian National Accounts: National Income March 2013 at p. 58.
15  Tables and 13 12 – Income from GDP: ABS 5204.00 Australian System of National Accounts: 2012 at pp.36-37.
16  Colin Clark, ‘Principles of Public Finance and Taxation’, The Third Arthur Capper Moore Research Lecture to the Federal Institute of Accountants, Brisbane (1950), at pp. 

17-18. [Colin Clark (1905-1989) was then Director, Bureau of Industry, Under Secretary, Department of Labour and Industry and Financial Adviser to the Government 
of Queensland.]

  Colin Clark, ‘Public Finance and Changes in the Value of Money’, The Economic Journal, (1945) Vol. 55 at pp. 371-389.
17 Peter F Drucker, ‘The Limits of Government’ in The New Realities, (1990), p. 69.
18  Table 13 National Income Account: ABS 5204.00 Australian System of National Accounts: 2012 at p. 37.
19  Productivity Commission Update, May 2013 a p.5. < http://www.pc.gov.au/__data/assets/pdf_file/0004/123970/2013-pc-productivity-update.pdf > 16 June 2013
20  Geoffrey Sawer, “New Federalism”, in Dean Jaensch (ed), The Politics of New Federalism, ( 1977), 17.
21  Robert Carling, ‘State Taxation and Fiscal Fedralism’ CIS Policy Monograph 73, The Centre for Independent Studies, (2006) at pp.19-21.
  See too Keith Kendall, ‘The Case for State Income Tax’, in Proceedings of the Twenty-fourth Conference of The Samuel Griffith Society, Brisbane 17-19 August 

2012 (forthcoming).
22  Geoffrey Blainey, ‘The Centenary of Australia’s Federation: What Should We Celebrate?’ Department of the Senate Occasional Lecture Series at Parliament House on 26 

October 2000.
23  Victor S Barnes et al (ed), “New State Movement” in The Modern Encylopaedia of Australia and New Zealand, (1964), 730.
24  Queensland Parliamentary Debates, 18th Parliament – Second Session, Vol. CV, at 221-238.
25  H.E. Lt Gen Sir John Lavarack, Queensland Parliamentary Debates, 31st Parliament – Second Session, Vol. CXCIII, 1948-1949, at p 3. See history of separation agitation 

generally; Ross Fitzgerald, A History of Queensland – From the Dreaming to 1950, (University of Queensland Press, 1982 – paperback 1986), 288-289; Ross Fitzgerald,  
A History of Queensland – From 1915 to the 1980s, (University of Queensland Press, 1984 – paperback 1985), 62-63, 289-291.

26  The Coalition’s, 2030 Vision for Developing Northern Australia.
  <http://www.liberal.org.au/sites/default/files/The%20Coalitions%202030%20Vision%20for%20Developing%20Northern%20Australia.pdf > Accessed 22 June 2013
27  C.f. the surrender on 7 December 1907 of the Northern Territory by South Australia to the Commonwealth under the Northern Territory Acceptance Act 1910 (Cth).
28  Federal Commissioner of Taxation v Clyne (1958) 100 CLR 246 per Dixon CJ at p.268: ‘that s.79A (zone allowance) was invalid ab initio.’
29  Michael S. Greve, ‘Laboratories of Democracy: Anatomy of a Metaphor’, American Enterprise Institute. May 2001 at p.6.
  http://www.aei.org/files/2001/03/31/Laboratories%20of%20Democracy%20Anatomy%20of%20a%20Metaphor.pdf > Accessed 22 June 2013.

COMPETITIVE FEDERALISM

ABOUT THE AUTHOR
Bryan Pape is an International Arbitrator and Barrister practising in taxation, financial and constitutional law matters. 
He is a sometime member of Taxation Board of Review No.1 and the Australian Accounting Standards Board. 

He had over thirty years active participation in the affairs of both the NSW Nationals and the Liberal Party (NSW 
Division) as State Treasurer of the NSW Nationals, Member of the State Executive and Chairman of its New England 
Federal Electorate Conference and President of the City of Sydney Special Branch of the Liberal Party (NSW Division) and 
Member of its State Council.

| 23 |



Inhaling 
the
Canberra 
Kool-Aid

ABOUT THE AUTHOR
Senator Cory Bernardi was sworn in as a Senator for South Australia in May 2006. Senator Bernardi has served as the State 
President of the Liberal Party in South Australia and the Federal Vice President of the Liberal Party of Australia. Before entering 
Parliament, Cory was a member of the Australian rowing team, a publican, an investment portfolio manager and venture 
capital entrepreneur.

Senator Bernardi founded the Conservative Leadership Foundation – a not-for-profit educational, research and training 
organisation dedicated to developing Australia’s future leaders around the guiding principles of limited government, 
personal responsibility, free enterprise and traditional values. He has also written five books including two children’s books.

| 24 |



| 25 |

Something happens to sensible people when they 
enter the airspace of our nation’s capital. A sense 
of confidence in the Australian citizen is often 
replaced by a firm faith in the omnipotent wisdom 
of government.

Shrugging off the shackles of independent thought 
and personal responsibility, lobbyists demand 
government solve their client's problems. So 
too do the local MPs, engaging their ministerial 
colleagues with a wish list of demands for 
their electorate.

The satisfaction of these demands always 
comes at a price and the cost is borne by the 
tax paying citizenry. This is an inescapable part 
of government function; although in recent years 
the boundaries previously applied by prudent 
spending seem to have all but disappeared. The 
result is a procession of budget deficits and a 
massively ballooning national debt.

But it is not just private interests that petition the 
federal government. State and local government 
are also rapacious demanders of more money, 
special concessions and preferential treatment as 
they seek to pass their constitutional responsibilities 
up the governance chain.

The end result is a fiscal and moral over-reach 
with far-ranging consequences.

The financial difficulties arising from bloated 
government largesse can be seen throughout 
the European Union, where many nations have 
intergenerational and unsustainable debt. 
Attempts to address the solvency of governments 
have resulted in civil unrest and localised 
economic depressions.

This is a direct result of the citizen becoming the 
servant of the state rather than the state serving 
the citizenry. Some may think this analysis is 
contradictory to rational thought. After all, isn’t 
the state serving its citizens by fulfilling their wants 
and immediate needs?

That conclusion may be correct if you only consider 
the responsibilities to the current generation. 
However, conservative thought encourages us 
to think about more than ourselves. Not only 
did Edmund Burke advise us to see further by 
standing on the shoulders of our ancestors, he 
also highlighted our responsibility to our children, 
grandchildren and those yet to be born.

It is for the future generations that we must temper 
any desire to indulge in short-term, populist policy. 
Mortgaging the future of our next generations 
would be a grotesque moral failure on our behalf.

And yet too few in government look beyond the 
next election. Many are even blinded by the 24-
hour media cycle and launch desperate bids to 
win some national acclaim or shut down criticism.

The examples are plentiful and litter the landscape 
of successive governments, although perhaps 
none more so than in recent times.

We are all familiar with Labor’s cheques to dead 
people and those living overseas in the name of 
domestic stimulus, and billions wasted building 
school halls that many didn’t want. There was 
even a new library constructed for a school 
with one pupil that was scheduled to close the 
following year! There was the pink batts fiasco, the 
computers in schools rollout and I could go on.

Yet, lost in the expensive public policy failures 
are the incessant demands for more benefits and 
more programs by seemingly clever people. I have 
heard several politicians argue for a doubling 
of the first home owners grant in order to make 
housing more affordable.

I asked one of them what would happen if we 
removed the current grant and he told me that 
house prices would probably fall by more than the 
amount withdrawn. I then suggested that doubling 
the grant might actually increase house prices, 
making them even less affordable. Couldn’t we 
remove the current subsidy to help affordability 
and save taxpayers money? He couldn’t be 
convinced and in the end, we agreed to disagree.

The only proven perpetual motion machine is 
perhaps most demonstrable in the Canberra 
hotel market. The day after politicians receive an 
increase in their parliamentary travel allowance, 
the hotels lift their prices by as much as a captive 
market can afford. This then leads to further 
increases in the travel allowance and on it goes.

Perhaps the greatest misjudgement by government 
is in the realm of the family. Lowering taxes or 
allowing income splitting or utilising tax free 
threshold flexibly are all far superior ways to deal 
with the financial burdens attached to family life. 
Instead, government opts to take more from pay-
packets and then do the money shuffle; clipping 
the ticket to pay the bureaucracy and handing the 
balance back as some type of ‘reward’ for which 
we hope the citizens will be grateful.

It’s not much different in the corporate sector. 
Billions of dollars are spent propping up jobs that 
will eventually disappear due to market pressures. 
Often the cost per job of such programs is many, 
many multiples of what the worker earns. How 
spending hundreds of thousands of dollars 



annually to support a worker that earns the 
minimum wage is a good investment requires a 
rather unconventional cost-benefit analysis.

Still, any cost-benefit analysis (even a dodgy one) 
would be welcomed within some government 
initiatives. At least that way the public might get 
some idea about whether their taxpayer dollars 
are being spent wisely.

It seems incredible to me that the largest 
infrastructure project in the history of the country 
- the National Broadband Network - has never 
been subject to a rigorous examination of whether 
the benefits merit the extraordinary cost. It was 
by decree of Emperor Rudd and his previously 
loyal servant Stephen Conroy that this plan was 
put into place. The sheer weight of numbers in 
the parliament enabled this massive spend of 
borrowed money to be implemented without any 
business plan or cost-benefit analysis; surely a 
shameful example of the self-decreed wisdom of 
the political class. I would hazard a guess that 
most ensconced in the Ministerial wing wouldn’t 
spend $1000 of their own money in the same 
cavalier manner they splash billions of your 
dollars around.

As I wrote at the outset, there must be something in 
the ACT air that suspends the common sense and 
personal responsibility pathway in the brain. How 
else can you explain the conduct of successive 
governments that seem to be acting in their own 
interest rather than that of the nation?

That’s why we should be very concerned about 
concentrating any more power in Canberra. 
Our forefathers understood the inherent wisdom 
of separating powers between the states and 
Commonwealth, understanding that the division 
of powers protects the people and the nation.

Yet the latest referendum proposal, initiated by 
the Labor Party and unfortunately supported by 
elements within the Liberal-National Coalition, 
would see a power transfer to Canberra, the likes 
of which we have not seen since federation.

This agenda has always been a part of Labor’s 
DNA, with two previous referenda on the same 
topic failing dismally thanks to the inherent wisdom 
of a sceptical electorate. On both occasions the 
Liberal Party stood in support of the checks and 
balances inherent in our federalist structure.

This time the deck has been stacked. Not only 
are Labor dismissing the custom of equal public 
funding for both the Yes and No cases, they 
have enlisted the support of elements within 
the Coalition.

Labor are providing ten million dollars of public 
money to support their power grab and a paltry 
$500,000 to the principled and common sense 
opposition case.  If anyone was ever concerned 
about the potential egregious misuse of 
Commonwealth power then this decision alone 
provides all the evidence you need.

The centralising power grabbers maintain this 
change is necessary due to some recent High 
Court decisions. This is simply false as local 
governments can be funded as they always have 
- via the states. It also doesn’t explain why Labor 
have had a multi-decade long policy to pursue 
this ambition, long before the handing down of 
the legal decisions referred to above.

Put simply, the left of the political spectrum have 
always loved having control and power over 
everyone else. They believe that they are better 
placed to make decisions on your behalf than you 
are and want no other pesky authorities to get in 
their way whilst they wield their influence.

It is just unfortunate that the Canberra Kool-Aid 
seems to have been inhaled by some on the right 
side of politics too.

Freedom lovers will be voting No at this  
referendum.

* * * * * *

This time the deck has been stacked ... Labor are providing ten million dollars 
of public money to support their power grab and a paltry $500,000 to the 

principled and common sense opposition case.  If anyone was ever concerned 
about the potential egregious misuse of Commonwealth power then this 

decision alone provides all the evidence you need.
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Ending the blame-game
John Humphreys

The problems of our federation are well known. Canberra raises 
80 percent of all revenue but spends around 60 percent, passing on 

the remaining money to the states. This ‘vertical fiscal imbalance’ 
(VFI) leads to low quality state government, ever more centralization 
of political power in Canberra, bureaucratic duplication and blame 

shifting, precious little diversity or competition, warped incentives, and 
poor public policy.

The only real solution is fundamental tax reform 
that gives significant taxing powers back to 
the states.

The federal income tax should be abolished, and 
replaced with state-based income taxes. While 
this may sound like a radical step, it is actually the 
most pragmatic of all options since the federal 
government can do it unilaterally – not requiring 
a constitutional change or the agreement of the 
states. It is worth remembering that when Australia 
first became a nation, income tax was solely the 
domain of state governments, and it was only 
in 1942 that the federal government took over 
income tax from the states. They can just as easily 
give it back.

The immediate objection is that people do 
not like to deal with different rules across state 
borders. However, this cost is often overstated, 
and the benefits of fixing our federation are 

significant. States income taxes are relatively easy 
to navigate in other successful democracies such 
as Switzerland and the United States, and we 
already have a modified state income tax in the 
form of payroll taxes. Indeed, bringing income 
taxes back to the states would allow them to be 
combined with payroll taxes to create a more 
efficient tax system.

In exchange for income tax, the states would give 
up the money they currently get through the GST, 
which they do not control anyway. Further, with the 
decentralization of revenue it is possible to fully 
decentralize health, education and non-pension 
welfare spending to the states, thereby removing 
the pointless duplication and blame shifting that 
we have the in the current system.

Looking at the numbers, by switching income 
tax with GST revenue the states would have 
$150 billion more money by 2015-16. This is 
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roughly equal to the projected total of federal 
health ($71b), federal education ($34b) and 
non-pension welfare ($47b) costs. Moving these 
responsibilities to the states would significantly 
lower administrative costs, thanks to less 
bureaucratic duplication.

More importantly, having all health and 
education responsibilities controlled by one level 
of government would end the blame game and 
allow for meaningful reform and policy innovation. 
These two policy areas are in desperate need of 
microeconomic reform and new approaches, 
which is simply impossible while they are managed 
across two layers of government.

By shifting all health and education responsibilities 
to the state level, not only will reform become 
possible, but also there will be eight jurisdictions 
competing to discover better policies, meaning 
eight times more policy innovation and an 
improved incentive to copy successful policy and 
abandon failed policy.

Further, as the states would no longer be reliant 
on Canberra for their financing they would have 
much better incentives to improve productivity 
and efficiency, while the federal government 
could focus on meeting its core responsibilities. 
In other words, a federation that works properly.

* * * * * *
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One consequence of the significant vertical 
fiscal imbalance that exists in Australia is the use 
of an extensive system of ‘tied’ grants whereby 
the Commonwealth can dictate policies in areas 
that are intended in the Constitution to be the 
jurisdiction of States.

In 2012-13, 44 per cent of the Queensland State 
Government’s revenue was from grants. Whilst the 
States in theory can refuse to accept tied grants, 
their fiscal dependence upon the Commonwealth 
is so great that their budgets cannot withstand 
significant reduction in the level of grant funding.

Below are five examples of intrusive, irrelevant or 
unconnected conditions attached to grants both 
here in Australia and in the United States:

• The Rudd Government in 2010 as part of the 
grant funding to the States for the Building 
the Education Revolution (BER) required 
schools to hold recognition ceremonies and 
affix plaques and roadside signs praising the 
Federal Government.

• In the United States between 1974 and 
1995 the Federal government required as 
a condition of highway grant money that 
a 55-mile-per-hour national speed limit 
be enforced.

• A four year education grant in 2004 was only 
available on the condition that each school 
in the State would have a “working flagpole” 
and fly the Australian flag as a condition of 
receiving a four year education grant.

• The Australian Health Care Agreements 
2003–08 between the Commonwealth and 
States had a number of conditions with States 
required to (i) provide free services at public 
hospitals (ii) increase their own funding at a 
rate matching the Commonwealth increase 
in funding and (iii) meet performance targets 
and prepare performance reporting.

• In the United States the No Child Left Behind 
(NCLB) Federal grant funding required states 
to ensure: 

1. teachers were ‘highly qualified’ 

2. that Spanish-language versions of tests 
were administered, and that 

3. particular categories of children be 
provided with after school tuition.

• 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 – regardless of 
whether this expenditure was still required 
after the upgrade.

• In 2004 the Federal government placed 
conditions on infrastructure funding under 
the multi-billion dollar AusLink program 
conditional on delivering industrial relations 
reform in the construction industry (a very 
loosely connected issue).

* * * * * *

Tie up my hands!
Duncan Maclaine
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Regional communities are Australia’s 
backbone. Collaboration – between all levels of 
government and between the public and private 
sectors – is key to ensuring the sustainability 
of these communities and driving Australia’s 
agricultural growth now and into the future. 

As referenced by the Queensland Government’s 
Queensland agriculture strategy, the 
opportunities for growth in the sector are many 
– with global food consumption levels rising 
rapidly, driven predominantly by the Asian 
Century – but so too are the challenges. 

An extended property asset price boom 
(associated with easy access to credit) and 
significant input cost increases, compounded 
with extreme environmental conditions like 
droughts and floods, have placed strain on 
many rural businesses. Succession issues 
and failing attempts to keep young people in 
the regions are also creating uncertainty in 
the sector. 

In 2012, Bentleys Chartered Accountants 
was commissioned by the Queensland Rural 
Adjustment Authority (QRAA) to analyse the 
financial health of 15,822 borrowers as part of 
its biennial Rural Debt Survey. The analysis 
showed rural debt (as of 31 December 2011) 
totalled almost $17 billion, with the average 
borrower owing $1.073 million. This represents 
an increase of 361 per cent on rural debt since 
1994 to 2011, compared to a 121 per cent 
increase in gross value of production (GVP) over 
that same period.

A significant measure of financial sustainability, 
the ratio of debt to GVP, has now increased 
markedly to 145 per cent. This growing gap 
between farm debt and production values, 
particularly in Queensland’s beef, grain and 
grain/grazing sectors, forecasts longer term 
concern over producers’ viability to service future 
debt and funding security. 

Improving business in the rural sector requires 
dedicated efforts to develop more efficient 
on-farm practices and resilience within primary 
production businesses to navigate through the 
inevitable environmental, economic and global 
market influences.  

There are also a number of actions which 
all levels of government can undertake to 
support the rural industries, including reviewing 
taxes and providing tangible support to 
rural communities.

REVIEWING TAXES

Both state and federal government tax 
regimes have a significant impact on 
agricultural businesses.

As a sector, small business is Australia’s 
biggest employer. According to the Australian 
Government report Key Statistics: 
Australian Small Business, small business 
represents 97.8 per cent of all businesses 
in the agriculture, forestry and fishing sector 
and accounted for 85.7 per cent of the 
sector’s employment. 

Collaboration is key to 
driving Queensland 
agriculture forward

Ben Cameron 
Managing Director and Head of Agribusiness,  

Bentleys Brisbane

EDITORIAL MESSAGE
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With small business representing such a 
significant proportion of the economy, it is no 
surprise that, government policy and regulation 
has a major impact on the sustainability of 
the sector. 

Apart from the direct economic impacts, 
many small businesses operating in regional 
areas face the added pressure of being relied 
upon by local employment markets and for 
community livelihood.

The planned expansion of the payroll tax 
exemption threshold from $1 million to $1.6 
million by the Queensland Government 
will reduce some of the financial burden on 
small business operators, particularly those in 
rural areas.

In addition, there needs to be careful 
consideration of the impact of new taxes – such 
as the carbon tax – and their effects on the 
sector, particularly in regards to increasing the 
cost of living and other expenditure in rural 
areas where costs are already higher. 

As well as tax review, initiatives such as the zone 
tax offset could be further considered. This tax 
concession offered by the Australian Tax Office 
supports people who live and work in remote 
areas, as well as enticing others to relocate 
or move back. Review of the current zoning 
system could help create more relevant and 
fairer frameworks, especially around the fly in/fly 
out workforce.

PROVIDING SUPPORT

To nurture and develop a stronger agricultural 
sector, there needs to be dedicated effort 
by operators, underpinned by strong 
government support. 

There are several initiatives, such as QRAA’s 
Productivity Loans, specifically the 
concessional First Start Loan and Sustainability 
Loan (which recently increased the maximum loan 
amount available to producers) that help attract 
new primary producers and assist many rural 
families with their succession planning issues.

In addition, the Queensland Government has 
identified agriculture as a central pillar for the 
state’s economy, with its 30-year Queensland’s 
agriculture strategy covering a range of 
approaches and initiatives that intend to improve 
opportunities in the sector and building the 
competitiveness of the state’s rural industries.

The recent Queensland State Budget 
2013-14 announced increased funding for 
regional and rural access to health services ($83 
million over four years) while the expansion of 
Queensland’s Royalties for the Regions 
(R4R) program will make available another 
$95 million to regional councils in key mining 
areas to help fund community infrastructure 
and roads. Supporting regional communities by 
making it possible to deliver new hospitals, aged 
care facilities, highways and ports can drive real 
change and progress.

Federally, these efforts are backed up by 
packages and assistance that help to improve 
the sustainability of agribusinesses, such as 
the Farm Management Deposits (FMD) 
Scheme. FMDs are an effective tool, attracting 
commercial rates of interest. The increase of 
non-primary production income thresholds for 
FMDs from $65,000 to $100,000 from 1 July 
2014 is a positive step. Bentleys’ business 
advisors spend countless hours advising 
clients to diversify into other non-farming 
income streams, and FMDs are an effective, 
straightforward way to achieve this. 

* * * * * *
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Have you read 
our previous 

Issues of 
Dialogue?

Dialogue is a new way for you to help our Party lead the public 
conversation. Between the pages of these magazines we bring you a 

range of views from members, community leaders and experts. Dialogue 
is not official party policy – it is an opportunity to stimulate debate among 
us about how to tackle the big issues facing Australia and Queensland. 
Together we will build upon our culture of freely exchanging ideas and 

opinions to formulate real and lasting solutions.
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WHY DOES QUEENSLAND 
NEED A MANDATE ON ETHANOL?

Have you got one of these stickers near the petrol cap on your car? 
Noticed it when you go to fill up? Heard about ethanol but not sure if it’s right for 
you? Read on to learn more about ethanol and what it can do for you, your car and 
our State.

FIRST, WHAT IS ETHANOL?
Bioethanol - or ‘ethanol’ - is an alcohol made by fermenting the 
sugar and/or starch components of plant materials by using yeast 
such as saccharomyces cerevisae.  Ethanol can be used as a fuel for 
vehicles in its pure form as a replacement for petrol, but it is usually 
blended with petrol as a 10% blend (eg: E10) or 85% blend (E85).

Almost all ethanol in Queensland is produced sustainably from either 
molasses (a by-product of sugar cane) or sorghum (grain).  After 
the production process has extracted the sugar/starch from the 
feedstock for ethanol production, what remains is either recycled as 
a fertilizer or as stockfeed - ensuring nothing is lost from the food 
production cycle.

WHY IS ETHANOL GOOD FOR THE ENVIRONMENT?
The environmental benefits are significant, providing a sustainable 
alternative to fossil fuels, with lower carbon and particulate 
emissions.  A 10% ethanol blended biofuel could reduce greenhouse 
gas emissions by between 3-7% compared to unleaded petrol.

WHAT ABOUT HEALTH BENEFITS?
The Australian Medical Association (AMA) has supported the view 
that there are strong community health benefits from ethanol use, 
due to reduced carbon and particulate emissions.  Ethanol at 10% in 
petrol reduces hydrocarbon emissions by up to 30% and particulate 
emissions by up to a massive 50%.

BUT IS IT GOOD FOR MY CAR?
The common E10 blend in Australia provides greater combustion 
efficiency and is sold at a reduced cost to normal unleaded (due 
to fuel excise exemption).  According to the NRMA, E10 has been 
shown to have little to no effect on fuel economy.  Car enthusiasts 
commonly use higher ethanol blends.

SO IS IT MORE EXPENSIVE?
Ethanol blended fuel is the cheapest fuel type available because 
ethanol is exempt from Federal Government excise duties.  At today’s 
average prices, motorists should purchase ethanol blend E10 for 
around 3 cents per litre cheaper than unleaded petrol.  Unfortunately 
not all of the major fuel companies and petrol retailers elect to pass 
on the full excise benefits.

Ethanol blended fuels have the added advantage of environmental, 
health and performance benefits – which are hard to put a price on.

IS THERE PLENTY OF ETHANOL AROUND?
Despite some contrary media reports, the Queensland ethanol 
industry has the ability to supply 140 million litres per year right now 
with the option to expand to 165 million litres without considerable 
additional investment.  Future plans exist to expand production to 
240 million litres.

DOES ETHANOL PRODUCTION IMPACT ON FOOD 
PRODUCTION, THAT IS DO WE HAVE TO CHOOSE FOOD 
OR FUEL?
One myth about ethanol production, especially from grain, is that 
it negatively impacts on food production and cost.  In the case of 
sorghum, traditionally this grain is fed to livestock as it is high in 
protein.  Nothing changes once the grain is processed in an ethanol 
plant, all of the protein remains and distillers’ grain is still used as 
feedstock as a protein feed.

It is not a question of food versus fuel, rather fuel plus food.

WHAT DOES THE LNP HAVE TO DO TO ENCOURAGE THE 
ETHANOL INDUSTRY?
The LNP Convention recently voted in favour of a mandate 
on ethanol.  If this mandate is legislated it would mean certainty 
for the ethanol industry (which means jobs, investment and 
industry diversity in the sugar cane and grain growing regions) and 
more choice for motorists.  It would also mean environmental 
and health benefits for the entire community.  It is proposed that 
Queensland commence with a 3% mandate with an increase to 
5-6% in July 2014.

WILL QUEENSLAND BE THE FIRST STATE TO INTRODUCE 
A MANDATE?
No, New South Wales has enjoyed the benefits of a similar 
mandate since 2007 – including massive investment in regional 
grain production, manufacturing and distribution infrastructure 
and the considerable flow on benefits to employment and economic 
activity. Australia is one of the few OECD countries yet to implement 
a mandate.

GIVEN THE STATE OF QUEENSLAND’S FINANCES, WOULD 
AN ETHANOL MANDATE COST THE GOVERNMENT MONEY?
A mandate has virtually no cost to the State but can deliver great 
benefits to Queenslanders.  The major oil companies and retailers can 
deliver the 3% mandate without additional costs for infrastructure.

Comment by Gavin Hughes, General Manager, United Petroleum

HOW DO I FIND OUT MORE?
For more information please visit www.biofuelsassociation.com.au
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Ethanol is better 
for the air 

we all breathe

...by replacing Australia’s total annual 
consumption of gasoline with ethanol, 

we would reduce our CO2 emissions 
to 4 million tonnes, saving 40 million 

tonnes per year.
Source: Biofuels Association of Australia

85% ethanol

octane

with ethanol
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