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DEMOCRATIC
ACCOUNTABILITY
AND THE AUSTRALIAN
FEDERAL SYSTEM OF
GOVERNMENT

With better design, federalism can still bring government closer to voters,

argues Benjamin Herscovitch

n 1897, Robert Randolph Garran, an active

member of the Federation movement,

published a book aimed at educating

Australians about the soon to be established
federal system of government.! In the 113 years
since the publication of Garran’s handbook
of federal government, we have been slowly
approaching a point at which an obituary of the
system of government that he welcomed could be
written. This steady erosion of the federal system
is set to continue. Kevin Rudd has raised the
prospect of a federal takeover of hospitals, while
Tony Abbott has proposed federal control of the
Murray-Darling river system.?

These bipartisan calls for centralising reforms
reflect growing public dissatisfaction with the
Australian federal system that can clearly be seen
in opinion polls. A 2008 Australian National
University poll found that ‘[cJompared to the
late 1970s, public opinion has moved very
strong([ly] in favour of the federal government
taking powers from the states.” The percentage of
respondents who thought that the states should
give more powers to the federal government has
risen from 17% in 1979 to 40% in 2008, and the
percentage of respondents who thought that the
federal government has enough power already has
dropped from 66% to 39% in the same period.*
Waning support for the state governments can
also be seen in the 49% to 37% drop in the
percentage of respondents who thought that the
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federal government should provide more funds
to the state governments, while the percentage
of respondents who thought that the state
governments have enough money has risen from
30% to 38%.° This fall in support for the second
tier of the Australian federal system is consistent
with a 2005 poll that revealed a marked lack of
confidence in the state governments.®

As with all polls of public opinion, one
should be cautious in drawing conclusions from
the results of these surveys. Indeed, a charitable
federalist reading of these polls might find
support for reforming only some aspects of the
current federal system rather than abandoning it
entirely. Notwithstanding the possibility of this
interpretation, I believe these surveys demonstrate
not only disillusionment with the current federal
system but a more general lack of support for
federalism. This can be seen in both the reduced
support for greater funding of state governments
and a high level of support for a unitary system of
government with regional divisions.”

Benjamin Herscovitch is a PhD student
in philosophy at the University of Sydney.



Normative theories of federalism
According to Daniel Weinstock, one of the few
political philosophers to study the federal system,
‘[olne of the strongest arguments for federal
restructuring is the presence of national and
cultural divisions, particularly when they are based
on relatively natural territorial delineations.®
Australia does have many diverse cultural,
linguistic and ethnic groups, but these groups
are neither concentrated in particular regions nor
desirous of their own states. Even though this
diversity does not match Weinstock’s primary
justification of federalism, I maintain that we
nevertheless have a good reason to not only retain
but also strengthen our federal system.” As James
M. Buchanan observes, ‘[e]ven if the inclusive
polity is made up of similar persons, there
remains a normative argument for partitioning
effective political sovereignty between central
and state-provincial units of governance.”'* More
specifically, despite appearing counter-intuitive in
light of the woeful performance of many of our
state governments, the federal system actually
promotes democratic accountability.!' Though it
may be an overstatement to claim, as Wolfgang
Kasper has, that ‘genuine liberals around the world
have always favoured federalist arrangements,” in
light of the democratic accountability-promoting
characteristics of federal systems of government,
those who advocate liberal democratic values
ought to be, all other things being equal, in
favour of the federal system." In short, to quote
Buchanan again, the federal system serves to
‘maximize the protected sphere of individual
sovereignty’ by ensuring that citizens are able to
more effectively influence the legislative processes
that affect them."?

Democratic accountability

Political philosopher Wayne Norman rightly
argues that ‘a federal system [of government] ...
promote[s] both positive freedom (better quality
democratic  self-determination) and negative
freedom (less tyranny from a powerful, remote
central government).”* The reason for this is that
in a federal system, the influence of a citizen’s
political preferences on matters under their state’s
jurisdiction will be substantally less diluted
because their individual vote will be mixed with a
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relatively small number of votes.” This compares
favourably with a unitary system of government
in which the influence of a citizen’s political
preferences is diluted because their individual
vote is mixed with a much large number of votes.
Admittedly, in a federal system the influence a
citizen’s political preferences will remain diluted
in matters under the federal government’s
jurisdiction. Nonetheless, undiluted influence can
exist in areas of fundamental importance such as
health, education and law enforcement.

Due to the level of influence that citizens have
over the legislative processes of state governments
in a federal system, particular constituencies are
less likely to be subject to legislation that does
not reflect their political preferences. In a unitary
system, a government could retain power without
serving substantial regions of the country (e.g.
Tasmania in a unitary Australia). By contrast, in a
federal system, regions that would otherwise be at
the mercy of a remote and potentially indifferent
central government have their own representation
in the form of state governments. This means
that federal systems of government promote
democratic accountability by being responsive
to the varying circumstances of constituents in a
way that unitary systems of government simply
cannot.

Economies of scale in health,

education, law enforcement, and other
services favour state over smaller local

or regional governments.

In principle, this argument justifies creating
more powerful local or regional governments
rather than stronger state governments. However,
the economies of scale in health, education, law
enforcement, and other services favour state over
smaller local or regional governments. That said,
in light of the population and size of states such
as NSW and Queensland, and the population
imbalance between concentrated population
centres (e.g. Sydney and south-east Queensland)
and the rest of these states, the economies of scale
argument would not necessarily count against the
division of a state like NSW or Queensland into
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smaller states. Indeed, if one is to accept former
NSW Farmers Association president Mal Peters’
conclusion after years of lobbying politicians in
Macquarie Street that ‘country people could
never get a fair hearing from “city-centric” state
governments,” the option of dividing NSW
into smaller states is likely to seem increasingly
attractive. '

Competition between state governments

Federal systems of government further promote
democratic accountability through the horizontal
intergovernmental competition between state
governments that they foster."” When individuals
and businesses in different states can move
freely, the states must compete for population
and investment.'® This means that, as Jonathan
Pincus observes, ‘just as competition between
firms safeguards consumers against high prices
and shoddy goods and services, so competition
between governments can safeguard citizens
against bad service delivery and bad government,
and encourage good government."” For example,
a state that taxes individuals and businesses to
excess is likely to be punished by the emigration
of its populace and, crucially, the relocation of
businesses, resulting in a corresponding reduction
in its revenue stream.” As Buchanan explains,
‘[t]he federalized structure, through the forces
of interstate competition, effectively limits the
power of the separate political units to extract
surplus value from the citizenry’* This means
that those states in which legislation does not
reflect the political preferences of the populace
will be punished, while those governed in a
democratically accountable way will be rewarded.

When individuals and businesses

in different states can move freely,

the states must compete for
population and investment.

It might be objected that though it is functional
as an idealised theoretical model, a horizontally
competitive federal system cannot be reconciled
with insurmountable practical constraints. In
particular, the costs associated with migrating
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from one state to another are so prohibitive that
a competitive federal system is unlikely to punish
or reward state governments, which in turn means
that it is unlikely to ensure that legislation reflects
the political preferences of citizens.

The problem with this counter-argumentis that
demographic trends indicate that the theoretical
model of a horizontally competitive federal system
is, in fact, an accurate predictor of emigration
from poorly governed states. For instance, NSW
has experienced, by a wide margin, the largest
amount of negative net interstate migration,
which as a percentage of the population is only
surpassed by South Australia.”> Though not all
residents dissatisfied with the manner in which
NSW is governed will be able to emigrate because
of the high costs associated with migrating from
one state to another, the fact that some can and
will is significant. As Charles M. Tiebout points
out, ‘[wlhile the solution may not be perfect
because of institutional rigidities, this does not
invalidate its importance.”™ Though horizontal
intergovernmental competition may not be able
to guarantee that state government legislation
reflects perfectly the political preferences of
citizens, it does nonetheless ensure that legislation
reflects these preferences more fully than it would
in a unitary system of government.

Reforming Australian federalism

Though federalism can promote democratic
accountability, reforms are required to ensure that
the Australian federal system is able to have this
salutary effect. Chief among the faults that need
remedying are, first, the substantial Vertical Fiscal
Imbalance (VFI) between state governments
and the federal government, which makes state
governments dependent on federal taxation, and,
second, the lack of exclusivity in the division
of responsibilities between the two tiers of
government.**

A stark reminder of the extent of the VFI
in Australia is the fact that ‘[t]he centralisation
of the income tax and GST means that the
Commonwealth collects over 80% of all tax
revenues, although it is responsible for about 60%
of public spending.”® As a result, the provision
of state services and the functioning of state
governments are left, in part, to the discretion



of the federal government. Indeed, the fact that
Commonwealth grants make up 40% of state
revenue®® seems to violate American founding
father Alexander Hamilton’s dictum that ‘[a]
government ought to contain in itself every
power requisite to the full accomplishment of the
objects committed to its care, and to the complete
execution of the trusts for which it is responsible.”*”
The VFI diminishes democratic accountability
because it means that citizens need to seek funding
from a federal government that is less sensitive to
local political preferences for matters of regional
concern. The VFI is additionally problematic
because it undermines the benefits of horizontal
intergovernmental competition. To put it simply,
the federal government’s ability to compensate
states that lose population and businesses through
poor governance means that states have a revenue
stream not affected by whether legislation reflects
the political preferences of citizens. Accepting
the claim made by the American anti-federalist
‘Brutus,” that ‘a government without the power to
raise money is one only in name,’*® an appropriate
reform option to rectify the VFI might be to make
the GST a wholly state tax.”” The result would
be, first, that residents of a particular state would
not need to appeal to a relatively distant federal
government to fund matters of regional concern,
and, second, that horizontal intergovernmental
competition for GST revenue would induce
reforms that better reflect the political preferences
of citizens.

Health and education are two particularly
pertinent examples of the wrangling and
inefficiency that result from the absence of a clear
and exclusive division of responsibilities between
state governments and the federal government.
This undermines democratic accountability
by creating doubt in the minds of citizens as to
which level of government is responsible for
the provision—or lack thereof—of particular
services. The absence of exclusivity means that
democratic accountability is further hampered
by the federal government encroaching on the
jurisdiction of state governments, thus reducing
the areas of policy administered in a manner
that is sensitive to local political preferences. A
possible means of remedying this second chief
problem in the Australian federal system is to
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enshrine in the Constitution an exclusive division
of powers between state governments and the
federal government, as is found in, for example,
the Constitution of India.* This would clarify for
citizens which level of government should be held
accountable for providing particular services, and
also guard against the federal government taking
charge of areas of policy that would be dealt with
in a more democratic way if left in the hands of
state governments.

If we value democratic accountability,
we should not simply preserve but

actually strengthen our federal
system.

Conclusion

The Australian federal system is arguably at
its lowest ebb. Given a substantial VFI and
considerable ambiguity as to the division of
powers between state governments and the federal
government, it is hardly surprising that support is
falling. Despite both the significant imperfections
of the current federal system and the substantial
challenges that stand in the way of essential
reform, we should not institute a unitary system
of government. Indeed, if we value democratic
accountability, we should not simply preserve but
actually strengthen our federal system.

The author would like to thank Duncan
lvison and Divya Sivakumar for their helpful
comments on earlier versions of this article.
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