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Preface

Economists have two quite distinct approaches to the study of
govemment enterprises and regulatory agenclies. Both are
represented in this volume. .

The traditional approach has been a normative one: the
institution's performance is evaluated in terms al criteria
derived [rom the theory of efficient resource allocation.
This theory goes under the somewhat confusing name, wellare
econamics; and has numerows applied oflshoots, including
public utility economicy and cost-benefit analysis. The
normative approach s well exemplified here by Geoli
Edwards's discussion of natural gas pricing in Yictoria.

In the last couple of decades a new, positive, approach 1o
the study of institutionms has been developed. Explanations of
the activities of imstitutions (governmental and others) are
sought in the Incentives and comatraints confronting their
managers, on the assumption that the latter behave as
rational utility-maximisers (or economic menk Two ploneers
of the positive approach (which might be called comnparative
institutional analysis, but which has been termed - again
somewhat confusingly - ‘public choice') are James Buchanan
and Gordon Tullock. Professor Tullock opened the procesd-
ings reported in this volume with an informal intreduction fo
the ‘public choice' approach and a briel srvey of some
theories of regulation.

In his address Tullock remarked that ‘the history of
regulatory authorities nas been one not of designing
regulatory authorities which more and more serve the pablic
interest, but an increase in understanding of why they
don't’. One could add that developments in pure and applied
welfare ecomomics, and practical experience, have made ua
increasingly aware of the difficulties of prescribing and
enforcing a late policies [or public agencies.  The
derivation of ciency mnorms for an agency operating in an
econamy subject to numerous distortiona and non-optimal
interventions s a task of great analytical complexity.
Furthermore, a subjective element enters In that it s &
matter of opinion as to whather certain existing Interventions
should be assumed to persigt Indefinitely, or should be

amumed away. (For example, the iate price and use
pattern of Victorian fl!- dependy on w the existing ban
on exports remaind in force or nat.)  Another wource of
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difficulty is the subjectivity of the decision-making process
{within the enterprise or agency) and of the costs and benefita
that enter {nto it. Thus costs are not simply & givent it is
the oreative role of management to discover what the
relevant alternatives, and hence the opportunity cost af
actions; are. Requiring statutory bodies 1o present timely
and proper accounts (a3 discussed by Senator Peter Rael
serves a number of ussful purposes but dosd not necessarily
reveal inefficienmt performance.

It our ahbility to prescribe and monitor economic per-
formance by institutions is quite limited, greater
impartance attaches o the providlon of incentive structures
that will guide m ers themialves to rmake decisions that
are socially benefi In the market the principal means of
promating efficiency v competition, within and for markets,
and for control of amsets. Crude though they b, Even
these incentives are lacking in the public sector. radical
way of relorming inefficient public enterprises is to privatise
them, This theme s touched upon in several ol the papers.

This book inaugurates a new seried to be known as Policy
Forumi. Each volume will report the procesdings of a
seminar, and will consist of a number of thematically-related
shart papers, and the edited discussion.

Em“-l'“:“ will give tangible sxpression to the aim of the

e lor Independent Studisd of encouragl i tic=
ipation in the discussion of palicy isaues. .il?nw-um:‘ in
mm to tum speech into writing, it i hoped that the
publi Forums will preserve the spontaneity al the spolen
word, and the clash of opinlon,

Roas Parish

Wil
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Public Choice and Regutation

Gordon Tullock

L  PUBLIC CHOICE

The basic ldea that we at the Center for the Study of Public
Chuice have been developing i3 that politiciam and bureau-
crats aren't really different from the rest of us. Ve
acknowledge that the voter and the customer of a shop are in
fact the same person and we avume that they make their
decisions for much the same reasons..  In one case they are
choosing what political party they think will do best for
themaslves and their familles, and in the other case they are
choosing what will be best [or their familles by way of soup
or whatever it is they are thinking of buying.

You have to be a little careful about this because in the
private market place there are institutions that engage in
charitable activity or that do iry to benefit the public inte-
rest. There is no doubt that there i1 some money available
lor this type of thing, and it i3 undeniable that government
servants and politicians are in part interested in this kind of
activity - though they don't seem to be interested In it wery
much. This is a matter which involves empirical study, but |
think the rough rule of thumb is that most people are 93 per
cent selfish. In other words, a 5 per cent interest in the
public interest, or charity, is fairly good. There are people
who are members of churches which threaten you with hell
for eternity if you don't make contributions and they can
usually get 10 per cent or so, but roughly 3 per cent ssems 1o
be peasonable.

The politician should best be thought of as a businessman.
He is in the business of trying to make money by being elec-
ted o office lmtead of trying to make money by selling
products to you. He is primaridy engaged in making a living
by selling policies to people and he changes them just as read-
ily as a businessman does. We don't expect businesymen 1o
continue selling the same car for 20 yeary, and we sometimes
are a little | when we discover that paliticlans have
been selling the same palicy for 20 years - bat, generally,
they do t their positiona rapidiy.
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The Economics of Buresucracy & Statitory Authorities
Buressrats

Bureaucrats - the group which I'm really supposed to talk
about today - and particularly bureaucrats in regulatory
agencies and statutory authorities, are once again primarily
concerned with their own weil-being. What you want to do s
o et up the institution such that the well-being of the
people who run it coincides with that of the public or of the
organisation w9 which it is responsible.  This is unfortunately
terribly dilficult in the political sphare. | wouldr't say It was
irmpossible; but it iy certainly tercibly difficult.

Government employees are frequently alleged to be prim-
arily interested in seoking out some abstract entity called
‘the public good'. Another idea which Is very popular is that
they simply Implement basic policy decisions made by elected
officials. Bureaucrats in England and no doubt Australia too,
often reler 1o the politiciams at the very top of each depart-
ment or buresu as ‘our masters. This attitude at least
implies that the bureaucraty themseives have little power
over those ‘mastery’ who make all the basic decisions which
the buresucrats simply carry out.

Bureaucrats, snd [or that matter their political ‘masters’,
a3 | have said, are much like other men. There are among
them scoundrels and sainty, but both are rare. The average
bureaucrat or palitician I3 not markedly different from the
average businessman of college profesior. They are, like the
rest of us, 0 some extent interested in the public and in
helping their fellow men; but, like the rest af us, put {ar
more time and attention into their private concerns.  Thus
the bursaucrat, in making & declsion about some matter, s
likely to give more weight to the effect of his decision an his

carest than on the nation as a whole. Thess twa
categoried are not, of course, necessarily in conflict; but
sometimes they are. And then we must expect the buresu-
crat, most of the time, to choose his personal well-being
rather than the public good. These common human charact-
eristics affect the bureaucrat™ behaviour, and this in tum
will affect the function of the institution or instituticnal
Eramewark he s working in.

Burcaucraty are not pressed to work hard and be effi-
clent. They can avoid pressure from above because they
cannat be fired, This means not only that they are apt to be
overpaid but also that they are inelficient in other sensew
they do not sealk the most efficient methads, they do not
work hard, and 30 on. Here, | am mostly familiar with the
American data.



Tullock: Public Choice and Regulation

It is a little hard to get cases in which governments
directly compete with competing private indusiries becaine
in general when the government underlakes an activity it
makes i1 mlu private enterpfises to compele, of it
funds ity ser entirely out ol tages and provides them
Yree’, with the result that a private competitor cannot hope
to provide the service. There are iome exceptions, however,
and studies indicate considerable government inelfliciency.
They whow wery comiderably higher costy when government
provides & service than when it b provided privately. This is
particularly surprising, since often the private industry which
competes with thvﬁ“mm i & regulated monopoly, well
known to be relatively inetficient.

The exact cost inflicted on the citizenry because civil
servanis are both overpald and relatively inefficient, s hard
o compute. The rough rule of thumb ja that it costs the
government about twice as much as it would a private comp-
etitive producer. The only example | know of |n which there
is a clear-cut comparisaen of a government-provided service
with & private, competitively provided service concerns
garbage collection in an ares near Washington, DLC, 1t shows
that private provision B about hall av costly & governiment
provision, although it i5 not obwious that we showld draw Tirm
conclusions. It is amusing to consider what a GNP for modt
Western countries would be Il the governmenl sector were
evaluated nat at |ts rosource cost but at one-hall af i, which
i what these figures would seem to indicate i about right.

The history of regulatory authorities has been one not ol
designing regulatory authorities which more and rmore serve
the public interest, but of an increase in understanding of why
they don't. This is not a very helplul discovery, but at least
belore you st them up (or belare you demolish them [or that
matter) you should understand that they are not necessarily
going to serve the best interests of the public. They are
foing to ssrve the best interssts of the regulators and
frequently, but not always, the bewt interests of the people
who are regulated.

b. THEDRIES OF REGULATION

The public interest theory

I you look &t the history of regulatory suthorities and their
study = and here | have 1o talk about the American experience
= we fimnd that regulatory authorities were firsl sel up becarie
the government of the time, the Congress or the President,

3



The Economics of Bureaucrocy and Statutary Authorities

had sorme problem which they thought was & real '

They didn't know quite what 1o do so they appointed a regu-

iatory board to control it. The original [dea was that the

:Lwhuuﬂ would go about and do what it had to do in
c

The raliroads were the first major industry subject to
regulation in the United States. The rallroads were in part
monapalistic ard (0 part competitive and they tended to
charge hi ices on their monopalivtic runs than t
l:lur'. mm r competitive runs, In Iact; they undnﬂh::
get inte knife (a true-to-life example of cut-thraat
competitionT) reach terribly low prices on their compe-
titive rums.  The farmers; who in the maln had to deal with
the monopalistic runs because moat farms were clode to only
one rallroad, were unhappy about this, and the Interstate
Commerce Commission was sat up with the aim of sliminat-
ing this undesirable behaviour, The railroads thas came
under the confrol of the Interstate Commerce Commission
and this led to the regulation of other activities.

It began to oocur to oconomisis, however, that things
weren't working the way they should. It seemed that what
the Interstate Commerce Commission had done was not fo
lower the rates ln the monopolistic parts ol the railroad
system, but 1o ralse the rates [n the competitive part of the
sysiem. [ you look at the other areas where ation was
imstituted; you have this same sort of thing occurring.

The capture theory

From observations of this has developed what i3 known as the
capture theory of regulation: that the bureau had been st up
with the best of intentions and good people had been appoint-
ed w salf i1, but somehow or other the regulated industry
had taken control.  In the instance ol the railroads, they
lrm“T using the Interstate Commerce Commission to run
A car

This was & betler theory than the original idea that the
IEC was set up to do good, but it wasn't that satisfactory
because when you looked at the dats;, the first thing you
noticed was that 4 number of the rallroads had been very
active in getting the ICC organised. This would seem to
indhicate that the idea In the first place was o have a
cartel. Ay George Stigler put it, ‘a man who complain about
a regulatery authority running & cartel in the industry B i
the same sifuation as a man who complains about a dentisl
pulling teeth.' In both cases that h what they were et up

&
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for. Mow I'm not going to ywear that this is true in akl cases
but historical evidence seems to indicate that there are many
examples of it

Not nrrl:ﬁquﬂuhﬂrlcmTﬂnﬂm:h&Tdmlﬁl
l:mnpnr {the ) ran blg full page advertisements
in mw is there only one tele-
phﬂl Ln'rnl.ruwn'?‘ Thlnl enplained that an early
president ni Bell Telephone had come to the conclusion that
it was undesirable to have more than one telephone campany
in town, not of course becsuse he wanted monopoly profits,
but because it would be inconvenient fof people to have more
than one telephone company. The Bell Telephone Company
had succeeded in getting the establishinent of siate
latory commissions, later replaced by a Federal agency which
then created Bell Telephone monopolles all over the place. |
should say that Bell's prafits went up very sharply alter they
succeeded in getting governmerd regulation, although they
never mentioned this great swep lorward in any ol the
advertisements that they ran.

Recent studies of the development of state (now also
replaced by Federal) regulated electric power industries ance
again seem to indicate that the net effsct of these things was
o ralse the profits of the electric power induatry, Remem-
ber, too, that in such regulaied utilities, or in statutory
authorities as you have in Australis, much of the ‘prodit’ in
lact goes to those bureaucratic participants in the industry,
Thin can come about (0 & number al ways a1 | have indicated
such as employees not working very hard; overmanning of
oifices for reasons of prestige; or greater holidayy or more
generous pension schemes than could be justified in the
competitive privame sector.

L] example of this aititude towards a regulatory
commission (that they are set up with the purpose of running
a cartel) was the Civil Acronautics DBoard, organised in

1937, I you look back at edsonal debates, (T turns out
that the main thing that an ¥ arjjued in Iavour of the CAB
wal that they were afraid there t be destroctive

competition in the air industry. They didn't say that there
actually had been destructive competition up to that paint,
but they thought it mi ocour. The CAB was eatablished
and from that time until about [our years ago, no new major
alrline was permitied to start operation in the Unjted
Siates. This was price-setting cartel activity with a
vengeance. We have now succeeded in getting rid af it
This theary, that the regulatory agencies are actually et up
by a small pressure group - specilicatly the regulated (ndustry

T
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which wants cartel profits - does have certain elements of
ruth behind it.

The unbhusdgeted tramier theory

However, there ae several additional theories that have
emerged subsequently. One s what i3 called the unbudgeted
transler theory; that is, that the existence of (he regulatory
body makes it possible o ramiler money from one group of
people ©0 another. | should say, as an aside, that | have
alwayy been in favour of this. P a bachelor with a rather
high income and as almost all of my travel is business travel,
it b thers{ore deductible [or tan purposes and 4o | always [ly
first class. During the period when airline regulation was In
full flower in the United States, the tourists subsidised the
first class You can all see the social
of this kind of thing of course. | used 1o tell my coll
with families and wha therefores couldn't afford to [y Lirst
claw, that i they bought a martini they could say 1o
themselvesz 1 am making a social contribution = two cents of
this is for Tullock's free martinil® There are also a couple of
other subsidies that | have benelited from in this regulated
periad. Short flights were subsidised by long flight, and if
you flew from a small girport you were subsidised by peogle
who flew Irom major airports. Since | fly from Aoanoke,
Virginia, which s a small airport, and you have to change to
mmnﬂndmm to go any distance, | not only
sutﬁﬂnt clasy subsidy, | got the small airpor: and short
tance subsidies as well. ulation of tie airlines is
still not complete, and there i still some cros -subvidisation
within the system, but it (s pragressing. This is only one ol
many such tramsfers,

Thwe ‘pasdi tical lever" theory
For many years Piedmont Airlines; whi mm the. only
airline through Roanoke, was compelled to land each day five

narth-tsound and five south-bound seats umvh inla, in
order to subsidise that rather small group of people who lived
in Pulaski who wanted to fly. They wers made to do this in
order to maintain 3 monopoly on certain other routes that
they had,

H you look over the airline regulations you find an im-
meme web of special requirements of this sort, They lower
the total profit of the airling; they tramifer funds from one
group of persons o another; and presemably the reason they
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are there, and the reason the airlines didn't complain terribly
belore an, was that they regarded this as a way of
buying podlt support. It wasn't just the airline that was
benefitting from it either. There was also & set of small
concentrated which could bring palitical pressure fo
baar and the regulatory body was responding to iL.

The "agency benefit® theory

The response ol politicdl pressore in this way brings me to my
tifth theory of how a regulatory agency works amd that i that
the regulatory agency is simply trying to maximise T8 own
benefit. From my earlier remaris about whai | think of
bureaucracies, you will immediately recognise that 1 think
this is a particularly likely theory. Bureaucrats are smply
irying 1o maximise their ownbenelit and they engage in pali-
tical manipulation for that purpose. The ring of the
five seats in Pulaskl was an example - there was |n fact a
essman from Pulaski. One can go on.
he best study of this particular thing was done by
Aitcheson and Chant using the Canadian central bank as their
ary ¥. One af the things that economisis are
. wrmdw aboul |3 central bank policies. Central
bankers seem to behave like low-grade morons or perhaps like
vicious eriminals. There sre differences of opinions ay 1o
which of these i the best model. They don't seem pir & o
be these kinds of people - they seem very nice when you meet
them, Lairly intelligent in fact. In any event Aitcheson and
Chant looked into the ivue and they came to the conclusion
that vou could sxplain the central bank of Canada's policy not
on the grounds that they really didn't understand what they
were doing - which Is the favorite explanation used by most
economisty with respect to mod cemiral banky - bul on
grounds that they understood wvery well what they were
doing. What they were trying o do was to maximise their
political power, or minimise the political repression that the
chairman of the central bank of Canada received. They took
actions in such a way as to minimise the pressure brought 1o
benr of them and this lsd o all thewe disastromn consequences
ons and inflations and %6 {orth) because they were
adjusting to that situation.

I find that theory a very onhe, and of course it can be
used to include a number al others. U the regulators are
responding to political pressure they would also be responding
to pressure {rom the industry and hence would tend to give
some cartel profits, They would respond to palitical pressure
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from the Cangressman {rom Pulaskl and s2€ to it that sero-

fly in and out of Pulaskl, Whatever else anyone may
think about first class passengers, they clearly are politically
miare influential than tourist passengers. So there 5 a
response to palitical pressure there also.

The ‘random behaviour' theory

1 regret to say that there is & final theory invented by the
Harvard political scientist James Q. Wilson. This i that the
regulatory bodies simply engaged in random activity., Let me
give you one piece of evidence for this. There was a young
man who took & Bachelor's degree in nuclear en ing and
then went out t© get a |job with Babcock & Wilcox, a big
company that makes nuclear power stations. They told kim
that they would be glad to hire him, but it would be 7 or §
years belore he'd be permitted to design anything because of
a long training program. He thought that this sounded duill,
10 he didn't take the job and instead went to Washington and
of a job with the Nuclear Regulatory Commission. His firs

was o write the specifications for a new power
itation. He settied down 1o write these specifications which
the other members of his class would then take up and
proceed to spend 7 or 1 years learning belore they began

ng the devicew.

ndeniably this does occur in any regulatory commission
and in fact there B no real way you can avoid it I you
begin writing 4 long st of regulations, a very large part of
that list will be things where it is not possibie to 1=l what is
the right regulation; either at all; or &t the very least without
4 great deal of careful study which lan't really worthwhile,
50 you produce a long list of regulations; some of which are
very sensible, some of which may be silly or perverse; bBul a
very large part of which are simply regulations that have
been proguced because you have fo produce iations and
you have to have some kind of 5 rule, good or

Summar y

| have given you a number of theories of how regulatory
agencies act and | regret o say that inatead of telling you
now which one ol them is true, | think all of them are partly
true. | think there |5 no doubt that regulatory agencies to
some extent engage in trying simply 1o do good. The people
in them have a certain amouwnt of [resdom to do that and |
think they do. [ also think that they tend to get influenced
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by the very expensive people who are hired by the regulated
indusiries o influence them. [ you want o make money in
the United States you go in for that kind of sctivity.

There is also no doubt that to some exient the ofiginal
organisation of these things ks affected by paolitical prewwure
and they are 1ot up o some extent o establish cartels. In &
real sense what happend b that Congress pays off the indirect
costs of establishing a regulation by providing some henelits
to the regulated industry. This by the way i not recessarily
4 bad thing. If you force a company to do something which is
of public benefit rather than just ity own benefit, then

mmTI in some way to compersate lor this s not
reecessar iy (it often will be) an undesirable activity.

Undeniably, too, there are tramifers of resources back
and forth and it s alwo true that political pressure is
important and the individual regulatory boards resporsd to
that by trying to benefit themaelves. Last but not leasr, |
regret to say that they engage in some random behaviour. |
can't vee any way of avolding it.

Nl CONCLLUSION

The general picture here then is of an agency or a group of
or ganisations which do not work all that well. But remember
if they don't work so well, the alternatives may not work %o
well either. In general when you talk about government, you
should try 1o aim for something that is perfect. You won't
succeed but there 5 mo reason why you shouldn't try. We
shauld try 1o get the best institutional structure we can. We
should recognise that it won't be perfect but think of the alt-
efnatives. In some cases like the airlines and the railroads
the sensible thing 10 do would be just not regulate. In the
case of the telephone, it may well be that a regulated mono-
paly is better than doing nothing, even with the regulation
having all the defects that | have described.

The so-called rew regulation - the tlan al things
like air-pollution, water-pallution and salety charact-
eristics - provides wvery good arguments that government
should be in the business even government I8 going to
behawe rather Ineficiently; because the inefficiency of the
government [y no worse than the inefficiency that you would
anticipate without it. The courty don't do very well on these
istues and Congress would certainly be more responsive to
palitical prewures than the tory bodies.

The fact that | have said all these rather unkind things
about regulatory authorities doesn't indicate that we shouldn't

11
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have them, It really indicates that we just shouldn't have
dreams about thelr efficiency. The regulatory authority, we
hope, b establivhed in circumytances in which for some
reason It s really needed. | don't think In the case of
railroads or airlines that was true, and certaindy the sxtension
of railroad regulation to the trucki in the early part ol the
thirties was a very, very severe mistake, In other cases the
rather ineflicient structure that I've been describing to you
may well be the best way of dealing with things because the
alternatives are also highly inefficient. What we must do i
to think about the whole problem amrd then make our decisions
on what is the best kind of institution and we shouldn't do this
urider the sssumption that i we appoint & regulatory board,
the regulatory board will solve the problems. The regulatory
board s & problem in itvell. It may be better than
altermative solutions or it may be worse, but before we make
the decision we should carelully look at the regulatory board
and be very careful indeed not to assume that the regulatory
board will go about the world doing good in the way we would

It is fairly easy to discover cases where regulation has
done & great deal of harm, but let me close by giving you a
very minof, but for many people a very important example, in
which American regulation did considerable good. Children
in the United States, and | suppose in Australia too, alter
they get to big for the crib, are put in a bed which has slan
on the sides so they can't fall out. The Comumer Producis
Salety Division began collecting statistics on all sorts of
accidental injuries and they discovered something that na one
haal ever known belore and that is that these slaty an Ameri-
can beds were spaced (n such a way that the baby could get
its head through and strangle itsell. There were about 30 al
thess accidents happening a year in the United States.
Nobody had ever noticed it belore this because every single
hospital or doctor had assumed it was a freak ocTurrence.
There apparently was no place in the United States that twao
of these thingy happened to the same doctor. The discovery
that this risk could be reduced by changing the slats immed-
iately saved a considerable number of lives. MNobody really
complained about the new requirements. The information
that led 1o this discovery came out of a regulatory agency
which an the whole has been pretty [oolish and pretty badly
organised and has done all sorts of extraordinary things. 5o
there are profit as well o costs with regulatory agencies.

fut o repeats what you must do when you view these
agencies is 1o realise that they are not perfect. Most of us
aren't perfect elther w0 we shouldn't criticise thesn oo
heavily.
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The Australian Wheat Board:

Marketing Agency or Plaything for Politicians,

AS Watson

The formation of the Auwstralisn Wheat Board was a political
response to sconomic conditions in the wheat industry during
the 1930s, when depressed wheat prices coupled with the
inappropriste size distribution of wheat farms led to
widespread economic distress for wheatgrowers,  As has
usually been the case in the evolution of agricultural price
palicy in Australis, government intervention in  wheat
marketing was prompted by price and income-related goals,
and the many indirect eflecis of regulation on the marioeting
aystem were either not fully anticipated, of regarded as not
worth bothering about {(Watson and Parish 1932 The
marketing syvtemn that was created in resporse o those
earlier circumstances persisted with anly minor modificationy
untll 1979, ehen the Seventh Wheat Stabilisation Schemé was
introduced which embodied major changes with respect to the
baskh and speed ol payment of growers, and the abandonment
of price stabilisation through a buffer fund (Miller and White
1980}, At the same time, the Wheat Board was required to
raise more of its funds from commercial sources rather than
be flinanced exclusively by the Reserve Bank. This change
has increased greatly the complexity of ity operations.

Mevertheless, the institulional arrangements and
machinery lor making decisions aboul wheat markeling are
largely wnchanged. The Australisn Wheat Board retains 113
acquisition powers and (T3 monopoly on the domestic and
export markets,

The Wheat Board has sttracted some contraversy in the
last couple of years. It i required under the Wheat
Morketing Act 1979 "to receive wheat, establish standards
store and market wheat and make payments to growers'
(Aintrallan Wheatgrowers' Federation [931; po 2. By the
standards of other statutory suthorities, the Wheat Board s a
rather frugal organisation. Owverseas representation i3 kept
to a minimum as around half o export sales are arranged
through the [nterpnational grain trading houses. Para-
doxically, most of the arguments in wheal marketing have
concerned the domestic trade which s not s sgnificant as
the export market. The economic significance of the
Australian Wheat Board should not be overrated. Prices are
eusentlally determined on the world markel and the handling,

13
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storage and (nternal transport of wheat are largely outside its
controk. 11 s important as a financial intermediary and
because of the close rvalvement of its Doard memibers with
the politics af wheat.

Marketing cfficiency and cquity

Given the changes that have occurred in the wheat industry
and in social attitudes towards government regulation of
agricultural marketing, some reappraisal of wheat marketing
wiis long overdus. The wieat industry has been extremely
Prosperous most of the post-war period. The
maintenance of a regulatory apparatus that was introduced 1
deliver higher prices and incomes to struggling larmers |3
samething of an sRachronism, in terma aviivtance
actually aff orded to wheatgrowers through high prices, wheat
stabilisation has been irrelevant or even damaging (Longworth
and Enapke 198]1). Therelore, the scheme ought 10 be judged
according to its efiects on the performance of marketing
functiom and its elfects on equity between wheatgrowers.
The Wheat Board has come under pressure from three
sourcest an inguiry by the Industries Assiitance Commission
in 1977, legal action in the High Court of Australia (the Clark
King and Uebergang cases) and the Senate Standing
Committes on Finance and Government Operations. The
matiers that have been in contention are the central isswes of
serioos agricultural marketing discussion in Australias the
form and level of industry assistance, the rlliﬂm of
price-ralaing  sndfor  stabilising  imstruments the
performance of marketing functions, Cummm-u-lm-sutt
powers with respect 0 agricultural marketing, and the
accountability of indtitutions W8t wup uhder govermment
legislation. Since the Industries Asslstance Commission was
wiable to find much in the way ol assistance, (B3 attention
strayed to other matters and it recommended the fresing-up
of the domestic market for wheat (Industries Asshance
Commission 1978} Maturally, that recommendation was
unacceptable, particulerly to bulk handling authorities and
modt State Governments, because of the possible effects on
their revenues [rom provision of handling, storage and
wramsport facilities; but alwo to the Australian Wheatgrowery'
Federation becaine it would have removed for all time even
the potential for income transfers to producers via a higher
domestic price {or wheat. The Wheat Marketing Act of 1979
attempis to sdestep the ‘dilficultles® of private trade in
wheat by improving payment terms [or wheatgrowers, The
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econamic incentive for ‘over-the-border' trading is thus partly
rediuced whatever is the eventual sulcome the tortuous
legal processes in the High Court. The Senate Committee is
not concerned with wheat policy as such but with matters of
public administration concerning the Wheat Board. It has
raised the legitimate questionm ‘Are growes being fairly
treated? How can anyone judge i financial statements are
not made available? (Rae 1979, p. 2862)

One important outcoma of this varied debate |3 greater
recognition of the many conflicts of interest between
whoatgrowers brought about by the pooling of marketing
costs between producers.  Tha s particularly the case with
respect to differences in focation. An important factor in
the 'over-the-border* trading which precipitated the Section
92 caves (n the High Court was the ling perlormance of
the New South Wales Grain Elevators d (GEB), a3 it then
was, In handling and storing grain. Wheatgrowers in northern
and southern Mew South Wales were bearing the burden ol
this inelficiency and they wers tempied fo ewcape 3 siiuation
that was nat of their chooving.

Although that situation s in the process of being cleaned
up, and there has been the now-atandard name-change from
Hoard' to "Authority’; some serious matters have been raised
by the (excellent) reports of the New South Wales Grain
Handling Enquiry (1988, 1981). These lssues are deserving of
special comment because they show how thingl can go wrong
in & statutory authority when there s little [inancial
discipline and tenuous administrative authority. Perhaps the
most damning statement in those reports iv as Tollowss

Most growers were very critical of many aspects of
the system, but In particular of the lack of
communication to them of the true situation. Many
growers cxprenasd the view that the |ndusiry was
severely handicapped by the l[act that the Grains
Commitiee of the principal organisation
contained all ol the grower m of the GEB and
as 4 result their organisation did not objectively
raprasent them in matters relating to deficiencies in
the GEB. (para 0, p 2, 1981.)

This dereliction of duty, or self-protection by a few well-
individuals, does not merely Involve farm organisations

in Mew South Wales, {or wheal handling and storage charges
were pooled nationally ontil 1977, 1t was only when the New
South Wales growers were unable to shift the burden of mis-
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rnanagement clwwhere that this particular shambles became
public krowledge. In the smence af stock reconciliathon
betwesn firt receival of wheat and ity disposal the
seaboard terminals, wheat worth almost §10m, at toda
Frlcu. i3 apparently mislaid from the system each year.
Estimated from information in paras 90 and 9] of the Final
Report of the NS.W. Grain Handll Eng.ir-_u. I981; p §50
Incidentally, s the New South W EA did not keep
adequate records of its stocks, little wonder the Australian
Wheat Board found it hard to keep up to date with im
accounting, let alone Ity accountability.

The situation was In effect tolerated by the rest ol the
Australian wheat industry for around thirty years while
nati ol ing exiated. The experience of grain handling
and sorage in South Wales iy a example of the way
the composition of a board and ity economic decisions
interact. Grower members of Mew South Wales GEB were
elocied from r-fum. It was inevitable therefore that there
Was & gross im in the investment programme, with
over-provision of silos in wheat ing areas, 10 keep the
electorates happy, but grow neglect al maintenance and
operation ol seaboard terminals through which wheat must
Hlow for the system to operate efficiently.

The introduction of State accounting is only a small step
in reducing the costs of poaling. There is no doubt that a
great amount of economic ineffliciency, and cross-
subsidisation between producers, can still occur through the

of marketing expenies within States.  In the case of
Victorla, the infrastructure costs of any expansion of
cropping ints new areas in southern Yictoria ought to be
barne by the new producers rather than lost in & maze of
tramactions which disadvantage the established wheat-
growing areas and ignore considerations al comparative
advantage in cropping and livestock activities. The Victorian
GER might not be able to resist the pressure o invest in mare
grain handling facilities |l there were over to be a lew
swinging seats in the Weatern District, or the agronomists and
plant breeders gat the upper hand aver the veterinarians in
the State Department of Agriculture.

Irstitutional paralysis

It was not hard to shoot holes in previous wheat schemes
which were “stabilisation’ in name only. Any system based on
prices just has to be irrelevant to incorme stabilisation, given
the wvariability of yields. The buffer fund involved arbitrary
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translers between wheatgrowers, not to mentlon the losses in
economic efficiency brought about by distorted price
relationships between commodities. With such glaring faults
in pricing instruments and confuned policy objectives, it wai
pot  surprising that the more le =ffects ol wheat
marketing arrangments on the performance of marketing
func tions tended 1o be ignored by econamic commentalors

The long-term paralysis of thought and action in the
wheal (ndusiry can be explained in straightiarward terms.
The lollki-myth has been sustalned amon wheatgrosers that
their prosperity could be explained by marketing scheme,
rither than being the result of these more fundamential
economle foroes that sccount for Australlas comparative
advantage in whoat production. At the olficial level, most
of the participants in decision-making with reswpect to wheat
marketing have powerful incentives 1o support the stalis
gua. This is because o many compromites and dealy 'were
necessary o overcome the initial difficulties in establishing
the wheat scheme. Agreement between the States was
dilficudt 1o achieve in the first imtance, but once the wheat
marketing arrangements took their essential form, it was
even more difficult 1o get tham to disagree.

The problems of wheal marketing are largely the result
of the measores taken o influence prices. It |3 inevitable
that any measures designed to ralse prices or reduce their
variability will affect market organization and the perform-
ance of marketing functions These elfects necd not be
drastic il direct methods of price or income augmentation are
chosen imatead of the wsual Australian approach which
invalves elaborate contral by statutory marketing boards.
This i becauss our main price-raising device is the home
comumption price which requires the separation of markets

arrangements to emiure that farmers receive uniform
retiurnd [rom sales in difflerent marketn.

Importantly, from the point of adminkstrators and farmer
politicians, this indirect approach has the advantage that its
comnsequences are hidden from public In the case of
wheat, as stated, the net effect the opportunity for
discrimination between the domestic and éxport markets has
been 1o the detriment of wheatgrowers, becawse protection
has boen negative in many years. What remains, therefore,
from a structure created to give assistance b merely 4
labyrinth of devices to mal the pooling of m.-'hlll;lng
cos1s between producers. The pooling is not
producers boar thelr own transport char and can sarn
premiums and suffer dockages to & umm and arbitrary
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ewtent {or quality differences in thelr wheat - but the system
worla 50 that they cannot make their own economic decisions
with respect to time of marketing. This has pilaced
restriction on [inancial management of ndlvidual farms, and
on the economic development ol the wheat-using Industries
The majer factor underlying the politics of Australian
wheat has been the ambiguity of the | powers of the
Australlan Wheat Board with respect to interstate trade in
wharat, even when the Board is supported by complementary
Stme and Federal legisiation. S5tate Governments of
different political complexions, and their respective

bureaucracies, have supporied tion of the wheat
industry without serious question. relative affluence of
the wheat industry is the main explanation {or this because it
makes wheatgrowers generally with the current
situation. It I =asy o ithe defensivensss al

governments and farm organisations with reipect 1o
agricultural marketing schemes which clearly benelit
producers in the aggregate: eggs and dalry products are
obvious cases in poiot. It is a bit harder to explain inertia
when arrangementi do not seem 10 be conderring much
benefit at all.

A posaible explanation of the comservative behaviour of
the agricultural burcavcracy i the fear that any radical
change might upset the delicate balance between States with
réspect o ather commodities where the amsistance conse-
qguences of gowernment interventlon are really important.
.'n:u lﬂﬂ'ﬂﬂﬂﬂﬂ.l{lﬂﬂh Tasmania, rice in New South

in Victorian and horticultural products In
South Aurlr are all highly regulated or protected
irdustries of special interest o their respective States
These arrangements could be at risk if any State decided to
wep out of line on wheat marketing. The Australian
Agricultural Council, the Federal-5tate commities aof
Ministers of Agriculture, which is the forum that discusses
such potential conflicts, Is essentially a device 10 make sure
mothing ever happens in agricultural palicy.
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The Economics of QANGOS: SECV and ELCOM

Pegier L Swan

L INTRODUCTION

As slectricity conjumers subject to blackouts anad power
restrictions in both Yictoria and N.5.W. discovered in the
winter of [38], the twe quasi-autonomous-governmental
statutory authorities!, the State Electricity Commission af
Victoria (SECV) and the Electricity Commission of N.5.W.
(Elcom), are not responsibie o the average domestic of even
industrial consumer, who can be cul ol with lttle or no
warning, cannot go t other suppliers as he could for a loaf af
bread, and appears to lack even the common law right o sue
for damages. One might imagine that the Commissions, as
statutory monopolies, are responsible to Parlisment but this
is not the case. By law; the Commissions are responsible to
the relevant Minister, but in practice there [ a tendency lor
the reverse to be treer Ministers aflten come and go in rapid
FUCOEEsion - witness Yictoria - but the Commissions live on
indefinitely. In Victoria the monopoly position of the SECY
is not quite complete because of Alcoa's small but elficiently
run generator which supplies almost hall the power for Q18
Polnt Henry smelter.

Evernn i the Commissions were subject to control by
Parliament, and thus indirectly by volers and consumers, thia
would still be inappropriate because of the very diffuse
nature of the comman property rights of volers n state-
owned instrumentalities.  As Gordon Tullock and others have
pointed out, the informational and other costs associated with
each individual voter's monitoring the activities of these
or gannations are immerse, relative to the almost negligible
personal reward that each voter obtains from making an
infarmed choice at the ballot box.

The large scale production and distribution of electricity
is both complex and highly technical. The organisation which
is charged with the responsibility of supplying adequate power
in an efficient manner can be u-t!pmdmhmhlwn‘
in which monitoring of the performance of esach and every
team member s required o ensure the desired outcome and
10 prevent excessive ‘shirking' and wasteful misallocation of
FEAOUr CEY. Alchian and Demsetz (1972} point out that
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monitors or administrators are employed to carry out this
function, but avk, 'who will monitor the monitors™  #ith
privately-owned [irms subject to competition in the market
place snd by threat of takeover [ewchange of property rights)
part of this monitoring role s performed externally, but in
addition the monitor is usually nted the residual claim=
ant whote Incentive to thirk himsall & reduced by the
krowledge that his ‘profit’ or residual reward will be Jower il
he doss not perform well.

Given the lack al external competition arisl from
prohibition of rival power companies, the | ty to
ditcipline poorly periorming managerment by means of o take-
over (there are no explicit thares in the ¥ or Elcom et
alone trading on the stock exchange) and the complete lack of
a retidual claimant with a profit incentive, the dif ficulty is o
explain how the electricity Commiisions manage to perform
their uﬂTI-u task at all - ot to explain Wwhy it 15 perlormed
50 oo by

. WHAT DO THE QANGOS MAXIMISE?

The lack of accountability of the Commissons either to
confumers o W thelr | cit shareholders, who are the
ers of Victoria and N5 W., meand that in reality sach
organisation not only s&1% i1 own goals but also discards them
&% soon &% they have unpalatable consequences. For ex-
ample, the SECY's quantified targets, which up @ [979-80
included a 7 per cent return on capital (preswmnably in historic
cost terms which do not allow properly for inflation), have
now been deleted from the Annua!l Report for |979-80 along
with the goal of ¥ per cent internal financing. 1 imagine
that this return on c:um criterion was dropped because it
wat not being met, » internal funding has fallen to
e than 30 per centy but mruw to obtain & s=nsble
positive, in real inflation-adjusted terms, return on capital or
to reduce dependence on external borrowing comes into
conflicy with the retained objective ol kesping electricity
price incresses below the increase in the Consumer Price
Index. While such an objective soundsy, on the lace of Iy to
be in the public interest, this need not be the case, especially
il it means excesive eleciricity sales, an over-inflaved
authar ity and large-scale misallocation ol scarce resources of
capital and labour. Fortunately this oblective has been
noncured in the breach in the last couple of year,
Economists such as Willlamwon (1963} and Niskanen (1965)
have drawn attention to the importance of salary, pergquiutes,
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security, power, status, prestige, professional excellence,
patronage and rate of pramotion as motives of managers and
bureaucraty. These factors are often highly correlated with
the slze ol the organisation, B and ity output.
However Two i iate difficulties arise in assessing the
relevance of these dilferent prosies for the underlying
managerial goaly, First the constraints {acing the
or ganisation must be considered. Clearly, the ideal situation
for the organisation is when its budget is met fram the public
purse with the product given away. Universitiss and
Colleges of Advanced Education come closest to thia
organisational ideal, with students, many stall and most
university and higher education administrasions protesting
over the limived reintroduction of lees. The rallways closely
follow the higher sducation |deal, given the scale of their
Josses, but the electricity Commissions have not yet managed
w get themselves into the privileged position of higher
education and public transport. The Commisson must still
remain fnanclally viable in terms of a crude system of
historical cost accounting which takes no account either af
rising physical asset values and replacement prices or the
falling real value of Labilities lixed in money terms due to
inflation. However, the Commissions are not obliged to
intraduce a proper inflation-proofed system of accounting,
although they could do w0 wvoluntarily; nor are they obliged to
phtain & real inflation-adjusted return on funds employed
equivalent to the rate that a similar private organiation
would have (o pay for debt and equity capital withoul the
ability to be bailed out by the taxpayer should things go
Fortunately, things are now changing for the better.
iven that maost domestic consumers are probably still on
the inelastic portion of their demand curves, the Commissioans
must also consider what would happen if they were to adopt
the second and super{icially more appealing avenie of raising
the Commissions' budgets by Increasing tarilfs. The fear i
that higher dividends would need 10 b paid inte Comolidated
Revenue, leaving littie gain to the managers and smployees,
alt taxpayers mﬂﬁnum receive some compersation for
the risio they are hﬂn‘:ﬁ by underwrliing the Commissoni,
The SECY b already malking a small contribution to Consol-
idated Revenue by means of 4 3.3 per cent turnover tax snd it
s now proposed that they pay more via ‘dividend’ payments to
the Yictorian t, but Elcom makes no equivalent
contribution to the N5 W. Government colfers.
The bias towards electricity output mazirnisation subject
o & Tero accounting profit constraint 13 boosted by The
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dominance of two groups n the Commissions, the T
and the accountants, particularly the engineers e
increased output as & monument fo thelr professionalism.
Needless to say, economists, who might guestion the 510
billion expansion plans of the SECY or the plans of Elcom to
double output, in termi of the wasvte al societys scarce
resources wien tarifis are set well belaw econamic levels,
have no future in the SECY or Elcom.

This bias is alw reinforced by politiciam and large
customers of the authorithes such as the aluminium companies
who ute or, should | say, misuse the alleged employment
multipher elfects of new developments which rely on cheap
power such a3 smelters io argue that unemployment i
relieved by subsidising particular large  slectricity
consumers.  As Prolessor Michael Porter sald in evidence to
the Senate Standing Committes on MNational Resources, the
net employment miudtiplier effect over the life of a ymelter is
likely to be zera. Aggregate unemployment is better left to
macroeconamic policy, and policies relating to the minimum
wage and uremployment benelit.

HL. SOME UNFORTUNATE CONSEQUENCES OF OUTPUT
MA XIMISATION

A number of important (eatures ol SECY and Elcom policies
would aAppear o be ned by comtrained outpul
maximisation and the ‘pro ism' of SECY and Eloom
ENgIneers

I= Tarifl charges which are well below economic costs,

arly for large users with highly elastic demands. The
hypothesis is that in order to increase sales, tariffs will not
fully rellect economic costs so long as josses based on
hivtorical accounting covts are not foo great.

2. Crosi subsidies lrom consumers with relatively inelastic
demands to  aluminium  smeliers with elastic  demands
(because they could locate interstate or overseas)

3. The sale ol large blocks of electricity to particular
customers {the smelters) even when existing power supplies
are imsullicient o meet existing consumer demands and while
expecting that the supply position will warsen lor some years.

k. The prolessionalism of the planning enginesrs enables
technical decisions - such as brown coal versus black coal
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versut nuclear power stations = to be based on reasonable
economic criteria such as a 10 per cent real rate of
interest/discount, as in the case of the Victorlan
8000 megawatt Driffield stationy but tariff setting is done on
an entirely inconsistent basis in which average historical
costs are allocated in a traditional and largely meaningless
way to achieve real rates of return well below zero in many
instances.  The compartmentalisation of the organisations
Between  plans and tariff-setting operalions perpetuates
this schizophr behaviour. It is about tinme that the
Tarili Engineer' who englneers the tarill begin 1o v eye 1o
eye with the 'Planning Engineer’.

These points can now be amplified:

. Elsewhere (Swan |98] and Swan |982), | have provided
extenslve evidence of SECYV tarifls iet well below econamic
coats, Thiv i3 sasiest to check for aluminium smelters which
have an almoit continuous load corresponding to a base [oad
power station. Table I, which is partly derived from Swan
(1982); shows my estimates of the cost ol base load power
from the SECV's station, Loy Yang, which i currently under
comtructian. The estimates are based on real, inflation-
adjusted raves of interest/retum ranging from 5 to 10 per
cent per annum. For example, & real return ol 10 per cent
per annum would correspond 1o a nominal o maney return of
I{I p-' oent combined with an oxpected inllation rate of 10

t‘hrr E::-.r has adopted a |0 per cent real refumn criterjon
for costing purposes and oblains unit cost estimates of
between 1.2 10 1.6 centy per Kilowatt hour for Loy Yang and
the proposed Oriffield station [n 1980 prices.  An estimate
repared in this manner should ride in line with the inllation
rate generally. Thus if the inflation rate s |0 per cont per
annam, costs and hence prices should rive at the same rale.
My estimate at a |0 per cent rate in 982 prices s higher
than the SECY's at .51 centy per kilowatt hour because of
what | consider are overly optimistic assumptions made by
the SECV in relation to planned and unplanned mitages {(which
includes breakdownsl and in relation to operating, malnt-
enance and overhead costs, The figures shown In brackets in
the Table are estimates prepared by Cochrane (1981) as part
of his official inquiry into the SECY's base-load eleciricity
tariffs. They correspond approximately to SECY estimates
except in relation to tramaminsion costs to Portland.  The
SECVYS own estimates are higher,
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e the wery high Jlong-term interest rates
experienced in the last year of %0 a |0 per cent real rate of
return estimate may be a little too high given the experience
aver the last twenty or more years (Swan, 1932). A conserv-
ative figure of between 7 and § per cent may be more
reasonable while Professor Michael Porter has opted for a
figure of between 3 1o & per cent (in 1381, Table 1 shows &
range of estimates ol the annual subsidy to Alcoa's Portland
aluminium smelter at different real rates of return in 1982
dollars, My sstimate at .—‘::‘nlw cent rate b 393m.  These
estimates are based on full & operation of the smelter.

TARLE 7
Estimates ol Subsidiey o Alcsa®s Portlend
el wer WYl Pt L Beased o
Cowtz 1982 Prices
b il fiom per amam
Rl STaial Cosi  "Totsl Bevewse  Extamaisd
I'nlrn‘il-lh at Poriianl “rdr dy
RTE | Fiay | i * 14
(%wmn) [} I8 i 73 il
(5 wmn ) i P 5 (F 4] 1w
s tr aive 3 138 L7 (¥
Cinche ame 1o A Ly ¥

& Based on Tanle | w50 a0 anmail cemmengtion o TP prawat haur

5 Revenes |3 calculszed bedore an aliowance lof interruptibidity of the
snaiter gl iy Basd on T period Septemter [T - Sepieober [ S8

The average base price of electricity to the smelter has
been set by the lormer Thompson Gavernment in Victoria at
2,23 cents per kilowant hour in 1981-82 alter Alcoa
threatened not to proceed with the smeiter. This price
cannot increase faster than the CPI over the next ten
under the agreement. In 1982 Alcoa announced that it would
mothball the partly completed [irst stage of the smeiver
pecause of the depressed market for alumimum so that
completion of Stage | will be delayed beyond the originally
proposed date of [933. It is possible that the proposed

e to full-scale (Stage 4) could be postponed
indefinitely.

bl
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One of the reaswors [or the low price af electricity
generally and the very poor returns that the States have
obtained on huge investments in power generation s an
unwillingness of an inability 1o understand the relevance of
marginal coat pricing, let alone to implement it.  This is
illustrated by the discrepancy between the costings lor new
base-lnad plants and the pricing of the output.

Let ua examine more clisely the SECVS own cost esil-
mate {or the proposed Driffield power station. The crucial
factor in the SECV's Léc/kwh cost estimate for Driffield in
that it is in (real] September 1980 dollars, which means that
the cost estimate b unaffected by future general increases in
the price level (inflation) and, as well, pait increases in the
price level. In evidence given to the Driffield Public Works
Committee Inguiry, (4th :Eprllu. 1981, p. #0), the SECV exp-
laims the large discrepancy between the Driffield cost and
actual tariffs such as the 1980-31 price for Portland power
(Stage 1) ol 1.73 centaficwh:

The price that the tarilf structure is based on now v the
coat of production of the plant that we have an the
system at this point in time, the actual cost ol supply.
You have the advantage of all your jow cowt early
stations like Hazelwood which are reducing the average
cost o produce that.

Although this explanation for low tariffs may satisly the
SECY engineers and accountants, it will surely puzzie
economists. Harelwood s valued by the SECV at §130 per
kw belore allowing {or depreciation whereas Driffield would
cost 31200 per kw including interest during construction,
according to the SECY. There is no economic reason why the
cost of power from the two stations should differ signi-
ficantly. In fact efficient production requires that the
marginal cost of existing plant be ted 1o marginal cost
with the new plant. The tariff at least equal marginal
cost 1o ensure an allocation of resources which s socially
optimal.

The SECY ia not the only electricity commission appar-
ently to undercharge ity customers and hence shart-change
taxpayers. The final two columns of Table | shows some
estimates of the cost of electricity from a new black coal-
lired power station in N.5.W. such as Eraring. The capital
costs (presumably including interest during construction),
operating and coal costs have been computed from inform-
ation contained in the Zeidler Report (1981, Yol. 2, p. 13.0)

n
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and updated [rom |980 on the mssumption that costs Rave
escalated at the rate of |§ per cent per year. In other

ts3 the estimates have been prepared in a similar
fashion to the Victorian ones. For example, the elfective
capacity [actor has been assumed to be the same as my
estimate for Victoria.

The average cost estimates ranging from .31 to L.O4
cents per kilowatt hour for real rates of return between 3 and
10 per cent do not Include any allowance for transmission
costs and s therefore at the power stalion. Mﬂrﬂu_-r the
coal winning costs which make up the major element in the
operating cost include only the costs of coal
extraction and therefore siclude any rent component attach-
ing to the coal mine because the market price based on the
net esport parity price i3 above the extraction cost from
captive Elcom mines, Thete eitimates therelore understale
the true cost of electricity.

Drick (19510 has drawn attention o subsidies included in
the price of electricity o aluminium smelters located in the
N5 W. Hunter Valley. The |980-1] price anncunced by the
Wran Government was in the range [ tw |9 cents per
kilowatt hour, but it has been suggested that the effective
price after allowing lor discounts could be lower still.  Also
one of the jong established wsmelters could be paying
conslderably less under an old coniract. The kind of
indexation provision ncleded in the contracts has also not
boen revealed, but if the 1930-8] price W any guide the
revenue from smelters could be [ar lower than present coats

of supply.

2. In Swan (1981} 1 provide some evidence 1o fupport the
hypothesis that aluminiem smelters n Victoria are being
criogs-subsidived by other users because ol the manner If
whilch a disproportionately small fraction of capital charges i
included in the electricity tarifls of wery high load [actor
customers such as smelters. Commercial comumers
particularly and perhaps wrban domestic consumers pay
relatively more than they thould in Victoria while othsr
groups with ‘political clout' such as the rural community and
some major industrial users pay oo littke.  As werious as the
question of cross-subsidies i, the major problem has been the
very low overall return on capital iInvestment.

3. Both the SECV and Elcom made commitments 1o supply
major new or expanded customers like the aluminium
smelters when at the time it appeared rather unlikely that

»n
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sulficient power would be availabie to supply them. Existing
reseryve margine were low and, as 5 now hn.'urh h.t.ﬂmmi
and brownouts with severs power rationi

YVictoria in 1981 and N.S.W. in sarly 1982, IE artunately lur
the short-term supply position in Yictoria in 1983 and perhaps
I98s the (irst stage of the Portland smelter has been
mothballed for the time being. In N.5.W, the shori-term

supply position has remained tight but in the =LBFiTl @
position umu-ﬁ with the ion of a
number of smelter projects lhwn*prm-nud;rnﬂhln

demand due fo higher real power prices and the sever
downturn in the sconomy. Elcom |3 now beginning mﬂ:m
down fhe wery big increase in capacity swpansion which had
comimenced in the earflier boom period.

I¥. A NEW BROOM?T

A number of majper changes for the better have occurred in
the Victorian and N.5.W. power industries in 1982. Firstly
the new VYictofian Labor Government has accepied a
recommendation from the Office of Management and Budget
Task Force that overall pricing levels by the SECY vhould be
based on a real target rate of return of 3 per cent per annum
on tolal assets employed.  Assets are valued at replacement
costl prices and depreciation, alss measured at replacement
cost prices, is deducted before the rate of return s
determined. No deduction is made for interest payments as
the return |4 calculated on all assety independently of the
means of financing. Between 1978-79 and 1980-8] the return
calculated on this basis varied between about 2.1 and 2.8 per
cent per annum.  The return measured in this way s positive
largely because af the existence of the 5.3 per cent turnover
tax on the SECY. In M.5.%W. whers there b no turnover or
m'mtutmrﬂwnmmncmuMhhmh

The desired target rate of return will be phased in over
several years. Mofcover, it hai been announced that there
will be & gradual removal of some of the cross-subsidies as
the present discrimination against commercial users, for
exunple; s reduced.

In NS.W. a major tarilf reform was carried out in July
1952 with & rise in the average bulk tarifl rate o councily
from .8} w0 LEZ cents per kilowatt hour [or a user with a
contant all year round load factor. This 15 per cent rise
wit prompted partly by higher costs following the failure of a
number of units at the Liddell station. WNot only were prices

M
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to a more realistic level closer to long-run marginal
but alsa an t time of day element was included
tariff along with a winter surcharge. Both measures
at least help to improve the system load lactor and
hence make better use ol highly capltal intensive power
statian Investment.

While there is & great deal more to do In both Victorls
and N.5.W. there i3 some indication that moves are being
made in the right direction. Perhaps one day we may even
see privately built and operated power statioms selling
electricity to the grid.

Notes

I. Since QANGO stands for quasi-autonomous national

mental organisation | am using the term fo

denote the genve. The purist would no doubt insist on

o denote state rather than national

organisation or QASA 1o place the emphasis aon
statutory authority.

2. To be [air to the slectricity commissions their
administration amnd elficiency are, as lar as one can

gauge, vastly superior to some ather T
inlﬁm"ﬁﬂt-lllﬂﬂ such as, for example, the rf.s.m Sate

Railways where featherbedding practices and ower-
mamning have become endemic. The expected delicit
on the N.5.W. Rallways in [982 will be in excen of $500
million per annum once interest an capital funding Is
taken |nto account, MNonetheless restrictive work
practices, bam on shilt work and various [eatherbedding
arrangements are commonplace in the electricity
generating industry.
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Reguiating Arines in Australi

L INTRODUCTION

This paper deals with the regulatory envifonmant provided by
the activities al the Department of Tramsport. While the
testing of the various theories of regulation as interesting,
the thrust af this is the experience of regulation and its
performance in Australia Should the discusslon rewveal
samething about the theory of capture - of the regulated and
the regulator - then an additional purpoie will be served.
Thus the emphash in the paper is towardy policy approaches
and their implementation,

At the outset it is necessary to examine the Two-Ajrline
Policy. It is elfectively a framework ol palicies which have
been in existence one way of another for 30 years and, until
wery recently, had been in a form little chinged since about
[957-58,. The Two-Airline Palicy is the main [act of dom-
eatic aviation policy in Avstralia. It s couched in berms of
efficiency, the malntenance of a natlonal network, and other
objectives such as increased competition. What meaning s
to be attached to these objectives, in terms of the behaviour
of the regulating authority, (v a matter ol analysing the
perlormance and the possibilities.

went sections will examine the concepl of a net-
worl, Il only briefly, and then pricing and divcounting, A
final section attempts to give & perspective of issies in
regulation of alrlines

IL A TWO EQUAL AIRLINES POLICY

It is wrong to talk about the Two-Airline Policy. What in
fact we have had i3 a two oqual airlines policy. This policy
dictates first of ail that there should be equal fleet
capacitien. Initlally sn estimate must bé made of aircraft
productivity, reliecting speed, payload capacity, and the
number of hours an aircraft can be used to earn revenue.
These are used in calculations approved by the regulatory
authority al the frequency of flights In relation to established
schedules on the basis of a given joad factor, That the load
facvor used in making these calculations had little 1o do with
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the actual load factor In many years i3 enlightening but
purely coincidental. The significance ol this discrepancy is
to be found mainly In pricing and discounting. Having
establlshed [leet capacities to ensure that e=ach airline had
the same fleets for the main networks, the next tmsk was to
determine those capacities to be allocated to each woctor or
route. In short, it was a lorther rationing device to ensure
equal periormance, subject 1o some rationalisation between
the two airlines on those occasions when problems such as
sctual load factors became 100 demanding. Examples would
be reductions in the parallel flights of the twe alrlines on
routes with low passenger loadings such a3 between Alice
Springs and Darwin

From these aspects’of load [actors, route capacities and
fiest capacities, some obvious features emerge. Similarity
in capacities of the two airlines with the same Hypes of
alrcralt brought simllarity with réspect to scheduling. The
Hexibllity in the srrangement lay In the variation between
the actual load [actor realised compared with the nominal
Ioad factor used in the capacity calculation, and the scope
for using the aircraft for longer hours of operation than
provided in the edtablished passenger schedules for sach
sector of route., !

The new arrangements permitting Andett and TAA to use
different aircraft still require the regulator o determine
these capacities. Hence there are splendid possibllities for
argument as 1o what constitutes seat capacity in Boeing 7274,
T3s andd 7674, s well as the A0 Alrbus, subject to the
routes to be fown and aircraflt range. The working of the
long-range 727 on services between the sastern seaboard and
Perth may force the AMIO into a less economical pattern
through having to fly trom Sydney via Melbourne to Perth o
a4 to achieve a satiifactory load factor.

What comes out of this i3 & network [or each major
airline, Amnsett and TAA. They each have a national network
along major trunk and onal routes and sach network is
then supported by regi subsidiaries or | ts wha
are to some degree assoclated with them, his linking to
independents i1 to be explained by the lattery’ need of access
e terminal facilities. A network b sustained by the
capacity to load and unload passengers. The characteristic
of the Australian network scene, given the two equal airline
policy, is the absence of common-user [acllities at term-
inals. Most terminals are specific in their use by each major
airline af the main ports. in most invtances, The other
aperators, of which the most obvious is East=-West, have to

ag
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rent facilities in one of the major's terminals.  Thus as lan#
53 there are no commaon-user facilities; the scope [or entry

newer airlines 3 limited to say the least. Anybody who has
waliked from the Flight Facilities Area for general commuter
alrcraft at Mascot alrport to the main terminals of Ansett
and TAA would appreciate the restraints.  Moreover, the
fallure of Blzjets to sustaln a service between Melbourne and
sirports In north-east Tasmanis s partly explained by s
h.m to use Essondon rather than Tullamarine, thus making

ers w0 onward flights all the more difficult.

m. THE NETWORK

The character of the netwark in the Australlan setting s a
rellection af the atory environment. The network must
necessarily be filled by both airlines on the major trunk and
regional routes - Two equal airlines, each providing services
wibject o some minor rationalisation, On these routes they
have primacy ol accessy a primacy which in fact will be
relntuﬂd risther than diminished by recent legislation. This
s supported by the provision ol specilic user facilities a1
main airports and sustained by other measures, such as the
packaging of tourist arrangements, denied to others.

The special characteristics of the Australian network
mist be noted. In contrast one might think of a network as
relerring 1o the array of serviced offered by all airlines
supported by speciflic or common-user lacilities. A
characterintic feature Then would be the capacity to whift
people between airlines on different stages of a multi-stage
journey.  Thus the network would reflect the workingy of all
airline operators taken o w

The implications of the Australlan special case should ba
recognised. With two airlines operating aircralt in parallel
on the main tronk and regional routes the possibilities for
developing services applicable to varion segments of the
pimur tr t market are restricted.  For example,

ﬂmup:umshulhtrmpﬂdwml
su;u. Ay Htih'n Launceston and Tullamarine, Melbouwrne.
This means three arrival and departure times esach day as
each airfine uses its aircraft at about the same time. At any
one af these three times there will be a large number of sears
available. Widespread dincounting, including the provision of
standby Tares, must imperil revenue-earning capacity because
of moat days travellers will know that discounted seats will
be obtaimable. Should ane airline be able to offer four or
live or six services, each st different times during the day,
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then it would be possible to diflerentlate more elffectively
between the different types ol travelier without risking the
dilution of revenue always likely with the parallel service.
%0 long @y there were common-user facilities the elficiency
ol the network would be preser ved,

Qnly on the dente trallic stages and sectors between the
capital cities on the sasiern seaboard is it possible under
present arrangements, to pursue this market differentiation
without diluting the revenues. On an origin and destination
basis, travel betwesn Adelaide, Brisbane, Melbourne and
Srdl:ermm‘lw about 43 per cent of all passenger
traffic.

V. PRICING

The basis of pricing in the industry under the supervision ol
the regulatory authority has been cost recovery with some
leads and lags. Thia approach was clarified in the Repart ol
the | Public inquiry into Domestic Air Fares (The
Holeroft Inquiry) in February 1981.* This means that there
has been simply 4 recovery of cosis incurred whether the
purposes of incurring thote costs were realissd in terms of
revenyes of not. Moreover some of the concepts used, such
as amualived costs; are challenging 0 that whether one is
loaking . &t leads or lags when assessing costs b5 a matter of
S jec tule.

In addition there have been problems associated with the
accounting procedures when examining costs.  Mon-uniform
accounting procedures apply between the two major air-
lines. It is difficult o accept unreservedly the view that the
regulatory authority knew precisely what was Being taken
into account. Moreover, since [974, when the current
airfare structure way established, distinctions have been
inade between [ixed and variable costs. These dimtinctions
ersured & [ined slement as well as another element reflecting
the distance [lown. But such distinctions had no firm basis in
cost analysis. Furthermore; pricing determinations could not
have been founded on market demand because nelther major
girline had undertaken studies on the nature of the passenger
travel market.

Ever since |974, the examination of prices for the
recovery of costs was in terms of incremental accounting.
No consideration was given by the regulatory authority 1o the
base year 1973 to distribute those cost categories in ways
which would be required of any reasonable public company
operating in a competitive miliow. Instesd what took place



were assessments of what cowts had increased regardiess of
the basis from which they started. There was no breakdown
of the cost arr ts other than by what might gene-

rﬂf.n:,u!:n as an od hoe basis as between {ined and
War [ 11 Along with that incremental accounting
notion of simply recovering those increased costs from a base
year, was the abience of any measure of profit in these
assessments. There were simply increasss in costs.  Thus
the regulatory authority pursued activities in an industry in
which thete was no apparent provision for prafit.

The regulatory authority did not examine the relationship
between Ccost and actual prices char in the base year.
Hence, by default, it simply preser the profit margin of
157, whatever that may have been.

Along with this Litany of omisslons is the absence ol any
assessment of productivity change. It would be reasonable to
expect some productivity gains between [976 and 1980. Such

& realisation would further enhance it marging.
With mo systematic basis for ting Costs, #Eu.rml'nn
about cross-subsidies and direct operating costn could not be

resolved by Investigation, despite provisions requiring both
alflines o malntain services o aread with traffic problems,
%o long as they were covering their direct operating costs.  In
other words it was extremely difficult to find, on the basis of
the pricings and costings of the airlines, whether the
regulatory authority really knew much about what was going
Dy Lemons and oranges were joined in  accounting
inlormation.

The absence of any direct measure of the retwn on
capital employed raises other guestions sbout the wse of
capital in a regulated industry, The presumtion is that in
regulated activities subject to & maximum return on capital
emplayed, a muuu-tcl;itllﬂlb:nuﬂl'mlnml
competitive Inti.ll'ﬂ' y.* But Australian airline regulation, by
concentrating on anemning fleel capacitiey, aim at curtasling
an oxcessive application of capital. Hence invesiment
lsading to the espansion of airline capacity beyond existing
market reguirements 8 avolded, thus thearting possibilities
of substantial price competition to foster a greater volume of
traffic. That interpretation reflect the doctrine underiying
the two squal airfines policy.

HNevertheless this view must be challenged. For one
thing the estimate of capacity reflects a whole set of
assumptions about load factors;, routes [own and alrcraft
use, But, with a given fleet capacity, lurther investment in
ground facilities, especially for maintenance and servicing,

Lh
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would keep the alrcraft in the air for longer periods than
normal operating éxperience in a competitive market would
suggest. That possibility has ot been scrutinised by the
iory authority despite the evidence for wvery high

wtilisation of alrcraft by the two majed airlines

In all these circumstances the decision to establish an
independent alr fares committes i» most welcome. It would

mit & public scrutiny ol the many atlons about pricl
Er-uum wervices which the Hnln*nq# Inquiry :.HF
during the oourse of it thwarted activitiss. That a
thoroughly Independent commitiee s ewsential to elfective
work i demonstrated by the Price Waterhowuse recommend-
ations to the Minister of Tramsport in July 1981.% This
repori reflected establivhed industry and department views
without any significent analysis of the Holcralt Inguiry's
recommendations evon though that was the sk o which
Price Waterhouse was directed.? Souch an outcome was not
surprising in view of the very limited time available.

V. DISCOUNTING

The mitensible purpose of discount pricing v o [l ssati n
gircralt which would not otherwise be taken. The theme af
the belated submission by the Federal tment al Trans-
port to the Holcreft Inguiry was that discounts should be
commercially viable, self-financing and not dilute the
revenues by diverting passengers {rom full-fare payments. In
short the purpose of discounting was traffic generation and
not diversion.

The discounting exper ience suggests that these objectives
were not met,  Both the airlines and the regulatory suthority
laciked the information to determine a discriminatory pricing
policy owing io the failure to estimate markes? demand. Dis-
counts through tour-based fares stimulated tourist tralfic.
Orther discounts for social and commercial reasons have been
impiarnented on occasions.

From time 10 time discounts have been axtended widely
o foster an increase in load factors. This policy was parseed
by TAA during the latter part of 1979 and much of 1980 inan
elfort to increase its passenger tralfic. The repercussions
are well known, The airfine achieved its target, but at the
cost of having perhaps as much as 20 per cent ol ity pass-
engers iravelling on discount fares of one type or another.
Amett did not match this effort, recognising the implications
of such discounting for the dilution of its revenues,  This
controversial issue was resolved by ministerial intervention to

il
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fimit discounts and to refer the matter to the Holcroft
Indquiry on |2 September | 980

Ome pgeneral question is pertinent to the discussion of
discounts. How could discounting proliferate when there was
close supervision of fleet capacity? For reasons spelt out
earlier the estimates on which [leet capacities are based do
not reflect operating experience. Hence the available
aircraft exceed the number necesary o operate the
specilied tralfic schedules even supposing those schedules
were adhered to by the airlines.  Furthermore there was no
reason for thinking, &t least up o the time ol the Holerodt
Inquary, that tluns!plrtlﬂmt of Transport had developed a
model of the networks for both airlines which would have
permitted that re tory authority to judge the optimal
number and mit aircraft types to mest the needs of the
network.  Without such analyses the matching of aircrafe
with wvarious stages, seciors and moutes doss not enjure
optimal use or numbers of aircralt. The linear programming
model developed for the Holcrolt Inguiry aimed ar estimating
network costs with jet alrcralt but It gave same insight into
gircraft use. Although too moch may be made of this work
owing to the abrupt termination of the Holoroft Inguiry, that
analysls hinted a1 the alrlines having perhaps as much as 20
per cent excess capacity in relation to the requirements of
their networks.

In effect the provisions for supervising fleet capacity
have not been fight. Thus the airlines have 4 good Measjure
of capacity which could be turned to traflic generation should
that possibility exist.  But the nature of the Two Airline
Palicy hampers the dif ferentiation of markets = that revenue
dilution is an ever-present risk with any significant effort at
discounting.

The effect of discounting policies by alrline management
has been o strain further the purposes ol [eel capacity
limitations, Lacking knowledge of the nature of the markets
ard having certain beliefs in the nature of the capacity,
frequency and schedules to be operated, the authorities glve
little attention to the effects of discounting. "hat seems to
have taken place is that discounting has been expanded over
recent years. As a result the load lactors have been
imcreased. The hfp&uthnﬂ siriking. With the achieved
load factors higher than the load factors used 1o establish
what capacities were required, it was then possible o justify
more alrcraft because of the growth in passenger trafilc.
But the purpose of discounting Is to Nl existing sears,
whereas the problem has been that discounting seems to have

&3
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brought additions to [leety and, in all likelihood, substantial
crow-subsidied from the regular fare-paying patsenger fo
discaunt This has been shown by the growth of
holiday alr traflic in this country compared with other types
of passenger traffic.

In these circumstances it is difficult to interpret what is
megnt by commercially viable discounts. Yet that has been
the concept advanced by the Department of Transport. On
some (nlerprelations 3 standby fare as low as § or |0 per cent
of the regulated lare would be commercially viable. But
such & pricing approach would risk diversion by regular fare
passengers and thus would dilute revenue.  Under a cost
recovery pricing arrangeinent, ai has besn the cate in
-\mﬂ'ﬂilgr 0 many years, this could only lead to [urther
rises in regular fares thus making discount fares all the more
ATtraCTive.

VL FINAL COMMENTS

The competitive objective has had a negligible impact with
respect to alrline operations along the major trunk and
regional routes. TAA and Ansett under the new legislation
have primacy to 4 degree they have not had before. Cer-
taindy commuter airlines opsrations have expanded bul they
might now be retarded as the result of new requirements.
The only area in which one s likely to flind competition is in
the regiohal operators of which we have only two in this
country independent of the majors: East-West and Bush
Piles, It i3 there that the pressure ol competition between
the rise of the small commuter alrlines and the primacy of
the tes majors provides a competitive squeeze, That in av a
result of regulation and not marke! forces.

On reflection, the existing practices of regulating airline
activity in Australia hawe little 1o do with simulating &
competitive situation. Reguiation has been directed o the
preservation of a two alrline arrangement diess of price,
cost or elficiency. The Australian poait 5 an extra-
ordinary case of constrained behaviour whereby a national
network 15 deemed posiible anly by maintaining two egually-
stzed airlines,

Yot a national network can equally well be provided by a
number of airlines of varying sizes competing on some roules
and operating solely on others. The dense routes on the
eastern seaboard would accommodate more than one carrier
in & competitive environment. MNo doubt carriers on these
routes would offer & varicty ol services with respect to price,
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frequency and speed. The lew dense routes would see one
major operator surviving, probably in competition with one or
a lew commuter services. Such outcomes would depend upon
the availability of common carrier facilities at airporis.
This would a major re-orientation of policies about
the provision of domestic airport services.

One situation of immediate concern may help clarily this
distinction between the oxi concept of the netwaork and
one more attumed 10 stimulating a competitive outcome.
The Tasmanian position is that travel to and from the other
States - the "mainland’ in the jacal dialect = i3 only available
by alr as the other mode, by sea, s limited in access and
frequency. However there is equally no justification for &
general reduction in ar fares to and from Tasmania by

ison with other air fares around Australia. Business
and official wraffic from northern or southern Tasmania would
wse air services even were there freguent sea transport
services of a land bridge. But 50 long as & two airline policy
applies, given the present and prospective tralfic estimates,
there will be a few dual departures from the main ports in
Tasmania throughout the day with no prospect [or elfective
market differentiation leading 10 discounting off-peak
Ser vices,

A single major operator would be in a powition to secure
high load factors from full fare-paying passengers in
preferred hours [or businews and official travellers while
being in & position o discriminate more securely than at
present with two airlines. With open eniry the one operator
would face potential competition should the charges to full
fare-paying passengers earn substantial profit margins.
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Two aspects of this established passenger schedule should
be noted. First, the two airlines have o mutual intersyt
in ‘rationalising’ to the use of one aircralt on routes with
low load tactors when two sircralt would be operating.
In this way aircralt would be released 1o work on exira
Llights especially those serving tourist developments.
Secondly, there is no evidence of the regulatory suthor-
ity, the Department of Tramsport, having checked to soe
whether or not the established schedules were adhered to
a3 part of a regulated passenger transport servics,
Report of the Independenmt Public Mauiry into Domestic
Alr Foren (Australian Government Publishing Service,
Canberra 1981). Volume | - Heport, Yolumes 2 and 3 -
Selected Submissions.
A.A. Robichek, 'Regulation and Modern Finance Theory',
Journgl of Finance, Vol XXXII, June 974, pp. 693-704.
Price Waterhouse Associates, "Jet Metwork Air Fares.
Recommendationd’, July |981.
Without embarking on an exhaustive apprabal of the
Price #aterhouse document, two leatures may serve to
dlustrate the extent of regression: first, the decision 1o
recomimend the treatment of interest ay a cost with no
more than cursary acknowledgement of the detalled ar
menty and reasors in the Holoroft Repory; secondly, ©
dismissal of the Holcrolt recommendation on the allo-
m el overhead costs without any explanation or
¥l
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Energy Policy and the
Gas and Fuel Corporation of Victoria *

G W Edwards

L INTRODUCTION

The Directors of the Gas and Fuel Corporation of Victoria
{GFC) might reasonably expect to be assessed in termi of how
well they do what the Yictorian Governiment says they are to
do. To take that approach in thin paper would be 10 beg the
mosl important questions.  If one believes that the Yictorian
Government has given the GFC inappropriate terms of refer-
ence, that belief should not be set aside, It i3 more useful,
and more interesting, to examine the activities of the GFC in
association with the stated objectives of governmenta.
sy approach n, therelore, to start with a briel stateinent
of and commentary on the objectives al energy policy.
Because of the importance of the Federal Government's role
in averall energy policy in Australia, the objectives eminc-
jated by it are covered, as well as the objectives ol the
Victorian Gavernment. This is followed by an outline of the
objectives of the GFC and a consideration of wme features
of its behaviour, Because ol the importance that | believe
attached © the ssue of gas pricing, particulas attention s
given to this. Finally, some observations are made on ways
in which governments could make the behaviour of the GFC
- more closely with the community interest.
Examination of the behaviowr ol politicians, governments,
burcaucracies and statutory suthorities onder different
constraints ks an important part of the subject matter of the
economic theory of regulation or public chaice. (See, for
e, Buchanan et al (1978}, Peltzman (1976); Sieper
{1982), Tullock and Periman (1976).) The insights provided by
that approach appear to be Important both in understanding
the current situation in the Victor an natural gas industry and
in thinking about changes in Gowernment policies which might
allow larger and more evenly distributed economic gaim from

L] Helpful comments from R. Clarke, 0. Hocking, G.
Lindsay, C. Richardson and officers of the Department of
Mational Development and Energy are gratefully
acknowledged. However, an author must - and this one does
- pecept responsibility for the final product.
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Victoria's natural gax. Some of these insights are utilised in
this present paper.

. DAJECTIVES OF GOVERNMENT ENERGY POLICY
Federal Government

In s pudlication Auwstralian F Paolley - a Roview,
published in 1979, the ment ol Mational Development
repeated slx objectives of the Federal Governments energy
policy that had been stated initially in [977. These were:

+ 1o move crude oll prices to world parity over a number of

yrary
« 1 resrain the average rate of growth of energy

condumpilon, particularly of liquid fuels;
« W achieve the highest ree ol sell-sulficlency in liguid
fuels consistent with broadly economic use aof

Australian energy resources;

» 2 develop new economic oll and gas resources;

« B substantially increase energy ressarch and development,
particularly in coal lquefaction and solar power; and

« 10 encourage individual major projects to meel oversess
demand for energy materials where these would provide an
adequate return to Australia (ps &)

Four observations on this list are pertinent to my
PUrposes. First; Federal Government palicy has Been
directed primarily to improving the supply-demand balance
for liquid fuels. Second, aligning domestic crude oil prices
with prices in international trade is Lated as an objective in
its own right. This b an enlightened view; often world
parity pricing for oll has been viewed unrealistically as an
evii that is necewsary to achieve other real objectives (say,
items 2 to ¥ in the above list), Third, an important
qualification s attached o the sbjective ol a high degree of
sell sufficiency in liquid fuels. The intended message, |
expecl, i 'balance the value (in terms of security) ol extra
self -sulfici against the ocosts.’ Fourth, the final
objective citly recognises that, notwithstanding the
objective of a high degree of self-sufficiency lor liquid fuels,
W0mE  projects olving the expart ol energy resources
advance Australia’s economic interest.

52



Edwards: Gas & Fuel Corpordlion
Yictorian Government

The first listed aim in the latest statement on Victoria's
energy policy s rather rebualous:

Management of Victoria's resources to endure the sisest
allocation of energy forms to particular uses, having

regard 1o present and long term needs. (Energy Policy
for Victoria, March 1979 p. 4)

Other aims include conservation] ‘minimum dependence on

ted crude oil'y encouraging exploration; encouraging
and monitoring energy researchy ‘the provision af all forms of
ener gy for Victoria as cheaply as possible®; and "co-ordination
al activities with the Commonwealth and other Ststes and
continuing review of policies in the light of Australian and
overseas developments' [iid).

Apart [rom the predictable ufucmu with wihich sorme of
these alms ar= stated, there are clearly some conflicts. The
most abvious is the conflict between the aim of cheap energy
and the alm of conservation and avoidance of wasteful energy

. But there are also other conflicts - for example,
between low (producer) prices lor enefgy and Increased
exploration.

When we look for a more specilic statement on gas we
lind the following:

The prime objective of natural gas resource policy is o
extend the scope al natural gas in the Statey energy
supnly by continuing to replace scarce petroleum
products in stationary uses. The replacement af oil in
stationary uses Is achieved by matching fuels through
the price mechanism with their economically appro-
priate end uwses, thus precluding resort o Cosmurmer
coercion via physical allocation schemes. (ap. ¢il. p. 25)

Although they cannot be elaborated in this paper, it 15
important to bear In mind that general objectiven ol
governments, and not just the objectives of energy policy, are
relevant in evaluating energy policies. | suggest that the
general economic objective of wing all resources efficiently,
ihereby facilitating [ncreases in the level of real incomes, 5
especially inent in this context. The statement of the
Victorian ent's energy policy objectives shows much
less appreciation than does the Federal Government's
statement, ol the need to weigh what one would like 1o
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achieve n the energy ares against the costs in terms of
foregone achievement of other objectives.

. GFC OBJECTIVES AND BEHAVIOUR
Obyectives

Comslstent with the Yictorian Government®s policy on natural

gl. the Gas and Fuel Corporation Act says the Corpoaration is
encourage and promote the use of gas'. Recent annual

reports have incloded the fallowing staternent of abjectives:

As a public authority of the State owned jointly by the
Government and public sharcholders, the Corporation's
principal objectives ares;

= 0 enure 4 sale, economical and elfective supply ol
gas 1o the people of Victorna.

« to promoate the elficient use of gas o thase
applications where It can eflectively contribute 1o
meeting the energy demands of modern society.

« to operate 8y an efficient busines enterprise at a
level of profit comnalstent with its role as & publicly=
owned uthiity.

Meehawiour

Undoubtedly, the facior that has been overehelmingly
important in encouraging the use of gas has been price.

first contract negotiated between the GFC and Ewso/BHP in
1967 provided for the supply of 2 willion cubic [eet of natural
gas over I0 years at & price of approsimately ¥ cents per
thetm.  Another contract signed in May |374% covered the
provision af a further 3 trillion cubic feet of gas. In this
contract the base price was agaln approximately 3 centy per
therm, but the price was to be adjusted at & rate squal to half
the moavement in the Consumer Price Index,

This form of indexation has proved 3 very happy choice
for the GFC. The increase in the Consumer Price Index,
divided by two, In Australia between March quarter 1973 and
March quarter [ 93] was &| per cent. By contrast, measures
of international prices for gas suggest that the "world® price
for natural gln more than doubled in the same period [yee
Carrick; 1980y Hocking and Clarke, 1939).

The Chairman of the GFC, Mr Smith, makes the point
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that its contracts for the purchase of gas from Esso/BHP in
1968 (negotiations for 'l‘|‘l.i::ﬂ occurred in [967) -:l:“:!'ﬂ -:l:ﬂn
freely negotiated at ces acceptable to parties.
Questions have been r-p:ud about how Iree Esso/BHP feit
during the negotiation ol the second ol thess contracts.
Leaving such questions aside, | find Mr Smith’s argument an
this matter convincing and | also find reasonable the
statement:

The Corporation is mot averse 1o paying today's marked
price for today's gas. I Esso/BHP come forsard with
new reserves we will be happy to negotiate on today's
market price, but we are not prepared 1o pay today's
price for gas that was discoversd and developed over
ten years age (Chalrman's Address, 30th Ovdinary
General Meeting, 1989).

However, | do not think that higher prices for Esso/BHP on
existing contracts are what i sought by most of those (called
by Mr Smith 'a wmall bul vocal lobby') who claim that
Victorian gas prices are too low, What these critics af
Yictorian gas pricing policy support i3 movernent ol wser
prices for pas towards the prices that rellect the mariet
value of gas under conditions of free exchange, inclsding
international exchange. This b ewsentially the policy that
has been in existénce for "old' oll in Australia since 1978
comunners, but not Ews/BHP, have experienced fully the
movements that have occurred n world pricew

The price of gas to users reflects charges for the costs al

eiting the gas 1o thern and the permover tax imposed on gas
{’md electricity) sales by the State Government, as well as
the price that the Corporation pays Esso/BHP. Theie
charges account for most of the comumer price af gas. The
GFC opposes higher prices for consurmers.  This s, ne doubt,
to be expected given the GFCY charter, it businew and the
interests of s management in the Corporation’s growthe
Two important issues arise here.  One can be phrased as a
who should benefit from the large gay purchases
made by the GFT at prices much below current international
prices? The other lsue concerns the eflect of present
pricing policies on incentives to economise on the use of
staroe ratural gas resources.

The Corporation's view on the first issue is clear. Mr
Smith has said that the Corporation '. . . makes no apologies
for any MM! present contracts affer ity customers'
(Chalrman's y 27th Ordinary General Mesting, 1979)
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In support of this view |t can be argued that the GFC has
contracted legally o buy the gas and has the right to decide
upon the price and other conditions of its sale.  Against this
it might be held that & statutory corporation should represent
the interests ol all people in the 5tate where it s
established. In fact, it can be argued that the GFC, and
other statutory bodies, have a responsibility to their citizen
‘sharcholders’ which 3 as fundamental as Esso/BHP:
thon o ity shareholdeds - an abligation remarked
by Mr Smith (letter to The Age, 23 April, 1979 I this
argument in sccepied, i1 would appear to be incumbent upon
the Victorian Government to ensure that the GFC hndmhu
Government-established bodies) give priority o livln*
retumn o ther sharehaldeny'. The ‘citieen-owners’ of
natural gas rewource will benelit from higher usér prices.
Although | find the citizen-owners argument presented
above persunsive, | camnot prove thal it s correct.  The
argument rests ultimately on one's view on who owns the
property rights in gas purchased chedply by the GFC: s it
the GFC, gas consumers or all Victorians?  Some policy
that merit consideration if that gas is considered 1o
belong to all Yictorians are discussed in the final section of
the paper.
The second hsue distinguished earlier - the eflect ol
pricing on gas use - calls for & more detailed discussion.

I¥. PRICING AND EFFICIENCY

Putting the matter simply, the efficlent use of & resource
means using it where it is most valuable. In general, this
requires that the price of the resource in each use and 1o
each comumer should be equal (after allowance [or any
differences between uses or between consumers in the costs
of making it available)l. U there is more than one price the
value of the resource, at the margin, will differ between
individuals andfor between uses. More valie could be
obtained frormn & given amount of the resource by reallocating
some from lower price buyers or uses to higher price buyers
of ukes. Eilficiency also requires that the price that prevails
wherever & resource is used is not less than the price that
could be obtained In any use that ks foregone (opportunity
costh

One widely accepted means of valuing a product or a
resource  that s traded Internationally s to use a
representative world price.  Although it is considerably more
difficult to determine a world price for natural gas than for
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wheat or tin (largely because international gas contracts vary
;rnll.;r with respect to such factors as size, processing costs
and transport costa), this can be done. The value of natural
exported from eastern Australia to Japan, expressed as
::’pqu nethack' at the wellhead, has been Hﬂmlmhd by
Hocking and Clarke (19230) at 21 cents or 26 cents per therm,
depending on the size of the liquefaction « (The lower
al these figures was well above the mar price recelved
by the GFC for gas delivered to large industrial users |
1980}, This approach to the valuation of natural gas can be
regarded a3 putting a lower limit 1o its value. The freely
determined price of natural gas could be much hi than
ort parity in some locations and uses in Australia. The
T to Avstralisn users i 6 many situations influenced
strongly by the price of substitutes derived from crude oll,
prices for which reflect world values (and the costs of
tramport to Australial.  Often a rru:m: pattern givi
approwimately equal value to a unit ol energy in gas and ol
products would be expected to emerge. The size of depart-
ures from energy equivalent pricing would vary comiderably
acrosy space and uses, reflecting differences in such lactors
as relative distribution costs the importance attaching to
pollution abatement.

If natural gas were quite uncompetitive in the Victorian
market when priced at its export value - a situation very hard
te envisage while oil prices are tied to Iimport parity - it
would be better to sell the gas in the export market only. 1t
would then be possible, |l that were desired, 1o distribute the
procesds from the export of gas % that Yictorlams denied the
opportunity to buy matural gas could buy alternative energy
and be better ofl than il they had been sble 1 buy gas
cheaply.

If one holds the view that expori of Victorian natural f“
feven in conjunction with gas from clsewhere) i3 unattractiv
becaute the quantity lvolved s too small, one can Wil
conclude that it s being sold well below s value by
comparing its price to users with the price of competing
energy forms in Victoria and by comparing the return
Victorians corrently for this resource from local sales
with the returm ava from interstate salet.

Movernent of wkﬂ for natural gas 1o, or towards,
levels rellect imarket realities has besn
supported Ilr F “il‘lht-ll“l-,. the National Energy Advisory
Committes with least aﬂui'm:nim. the Australian
Treanry. ln Victoria, a Green Paper on Energy prepared for
the Minisiry af Fuel and Power and published in 1977 pointed
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out that 'cheap energy, although attractive as & short term
benelit, can give rise 1o substantial long Term costs’ but this
plece of conventional wisdom was presented in the abitract;
and not associated with the existing pricing policy for natural
gas [or any other energy ressurcel.  In fact, the existence of
short term economic adwvantages Drom low prices s unlikely,
when one counts losses o Victorians as natural gas owners as
well 8% gaind to Victorians a8 condumers of gas. Ewen
analysts who have been highly critical of market-oriented
approaches o energy policy have coriticieed unduly low
consumer prices for natural gas in Victoria (e.g. Saddier
19815

In pointing out the GFCY% complete opposition ‘to any
form of o called world pricing of matural gas', Mr Smith said:

As | have indicated on & number of occasions, | believe
that the availability of energy at reasonable prices is
one of the few faciors we have favouring the manufaci-
uring -l-nd'.ntrJ' i Yictoria and, notwithstanding all
anced by oll companies and other vested
interests, | 568 no reason to alter that oplnion (Chalr-
man's Address, ¥th Ordinary General Meeting, 19800

The GFC appears 10 consider that the costs of extracting
natural gas and making It avallable to customers s more
relevant than ity value in the energy market in determining
the price to useri. It takes a similar position in relation to
liquid petroleumn gas (LPG) a fuel that is exported and which
% sold in Australia at a price reflecting its value in the world
energy market, though this export parity pricing appliss only
while it glves a lower domestic price than results from ad-
justing & |980 base price for LPG at the same rate as the
movement in oil pricess A Federal Government subsidy re-
duces it price to domestic and some other consumers. The
GFC has called on the Federal Government to abandon ®. . .
it unrealistic export parity pricing policy' and 1o see ', . .
that Bass Stralt LPG Is supplied to the Australian market at &
price related o the true cost ol production . . .' [Chairman's
Address, 29th Ordinary General Meeting, 1979). This empha-
it on supply and neglect of demand considerations was once &
feature of the commaodity policy proposals of farmer organis-
ations in this countryy it i now less evidenti in that arca.
The crucial point s that given Australia’ small weight in the
relevamt international markets, the value of Australia®s oll or
gas production, like the value of its beel or sugar, is
determined primarily by supply and demand outside Australiag
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mnmmmmnmm?rmnmmﬂ
L e AN, i the wview |3 acoepted thal nternal

ive advantage is appropriately gauged in terms ol
ability o compete when tradeable oulputs and inputs are
priced at world ﬂ:.ntmu. :I I :tlmcm ;ﬁ reconcile the i-‘-Ffi
approach with objective of using Australia's package o
resources (labour, capital and natural resources) in those uies
where thelr values are highest.

Comsider for a moment the pricing of natural gas in the
context of the objective of increased self-suffliciency in ail
Mir Smith has sald that "every tonne ol Tuel ol or Reating ol
displaced from non-transport applications by matural gas in
Victoria increasss our ability to cope with this 'ail crisly’
(Mews Relesss, Gas and Fuel Corporation of Victoria, 19
February, 1979k  This |8 true, and given that more sell-
sufficiency s regarded as a good (has a positive value) there
W some gross benefit from substitution of natural gas for
oil. But five paints (at least) necd 1o be made. First, higher
self -sufficiency will not itsel! afford Australian ol users any

rotection from externally generated price shocks 5o long as
oll continues to be priced to refiners at import parity.
Second, [rom the point ol view of eking out the oil lor
Victoria's future use;, It may be noted that as Yicioria
accognts for a little less than one quarter of Australia's oil
consymption |t could expect to obtain lews than | extra barrel
af oil as existing domestic fields near depletion for each &
barrels of oil saved mow by turning o substitute Tuely in
Victoria. On the other hand; it B to be expected that
Victorians bear a high proportion of the costs involved in
using natural gas at a price below its value. Third, and this
is implicit in what has been said already, the sense in pricing
one scarce resource well below ity walue in order 1o econg-
mise an anather resource that |s i some way scarcer, o
diubbiouns. The effect i to increase overall use of the
FESOUTCES. Fourth, it needs to be recognised that the
elficient pursuit of higher sell-sutficiency in ol requires that
oil prices be raised; not that gas prices be held down.  Only
with domestic oil prices (1o comumers and producers) above
world prices and other energy resources priced on world
energy market values will more ‘self-sufficiency in oil" be
without causing production and consumption

patterns to diverge from those iabte to Australla®s
coifiparative sdvantage. The [mplication for Federal
Government policy on oil pricing nm obvious. {Perhaps
comsideration of this implication would lead to & reassessment
af the importance attached 1o the sell-sufficiency object-
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iwe.) Filth, the case against hig incentives 1o encourage
comumption i stronger i ity price v expected 0 rive
rapidly. It appears that the GFC sxpects this to happen. s
loan advertisement line that ‘energy will be moare precious
than gold' in tomorrow's Australia suggests that more gas
thould be lelt in Bass Strait to appreciate in valise.

Another strand to GFC land, it seems; Victorian Govern-
iment) thi is the idea that socially optimal decisions on
the choice of Is for particular uses can be made by a party
other than the individual comumer. ° . . We must influence
people 1o use gas when gas is obviously the right Tuel for the
job* [Chairman's Address, 27th Ordinary General meeti
1977).  Can the GFC; or anyone other than Mr and Mrs W.E.
Cook and family, say that gas or electric cooking s best lar
them given their cooking habits and preferences, their atti-
tudes 1o cleaning, their views on the sesthetics of and
eleciric appliances, thelr assessment ol their fdren's
safety, and perhaps their views an future prices for gas and
electricityT | would amswer no, and would give the same
amiwer in relation to choloes betweoen and alternative
fuels for purposes other than cooking. For those who are in
the business of providing one option to suggest that some
conwmer decislons are right while others are wrong strikes
me s improper pressure on the customer. [he criticism thate
such behaviour warrants is strengthened by the under-pricing
of gas. To attempt to define right uses for & resource,
whether that be labour, wool or natural gas, when price b
held below the opportunity cost is 1o attempt a form of sub-
optimisation. [t would be preferable to define and establish
a right price; and let the uses sort themselves outl.

The GFC has used considerations regarding right and
wrong uses of natural gas by Australia’s trading partners in
criticising the export of gas lrom the North West Shell. The
eriticiam of this project i in spite of GFC assurances that
esiablished Baws Strait reserves are suilicient w meet
cumulative demand (even, presumably, with present pricing
policies) lor some time into the mext century; that there s
Tige w be found in Basws Strait; and that substitute
natural gas produced Irom brawn coal will make a "significant
contribution’ to Victoria's energy needs "il, or perhaps | should
say when, the time does come (o switch over to manulactured
gad . . ! (Chairman®s Address, 27th Ordinary General Meeting,
1977).  Mr Smith said that the export of North West Shell gas
lust doesn't make sense’ and ‘the big financial interests who
stand to make millions . . . somehow or another have convine-
ced both Government and opposition parties in Canberra alike
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that money & more important than energy security’ (ibidL
Although it was pﬂ:hhlr only padding to an argument predi-
cated on other grounds, Japan's likely use of wome ol the gas

for ‘power generation ﬂmmumwt'ﬂnm-
anced &3 a point against its export. One thing that the North
West Shell pmh:l should do is to stimulate think ibuu-'l

the difference in prices received far exporied Shel
expoecied to be at least 30 cents a therm |nle-|nMu.th'd.H-1
Financiol Review, T July, 1980} = and for Bass Stralt gas sald
in Victorio,

It i worth moting that the decislons o bulld gas-fuelled
electricity generators In Victorla at Mewport and Jeeralang
would be leds susceptible to oriticism i it were clear that the
price paid by the SEC for gas purchased from Esso/BHP was
reasonable in relation to world prices, (The price is
confidential.)  SEC asiewwnents of whether to build gas
power stations, and of their sppropriate sige, would corre-
spand more closely to an overall cost-benelit analyiis with a
realistic price lor the fuel input. I the price s low, a3 ane
suspects; it provides & lirmer basin for criticism of these
Frﬁfﬂ!‘h than the conviction that natural gas iz the "wrong'

vel or use in electricity gereration,

In setting prices to users the GFC says that It endeavours
to charge cach class of user & price that covers the cost of
supplying them, thus avoiding cross-subsidisation. [The
policy of uniform rril:hrl; ol natural gas throughout Victorla
wiolaves this principle. In accordance with this approach,
the price per unit of gas supplied to commercial and (ndust-
rial users lalls progressively as one moves to higher
consumption blocks.  The domestic pensioner categary also
includes two consumption blocki. The lixed charge per
metsl per moanth which applies to other customer classil-
ications does not apply to pensioners; this s presumably an
equity rmessure intended to reduce the monthly bill faced by
pentiohors using very little gas. In the case of pool heating
andd air conditionkng In the domestic sector, the price
increases a3 one moves from the first o the sscond consump-
tion Block. This s Inconsistent with the cost-of-supply

andd appears to reflect & GFC judgement that,

ond & certain level, an individual's use of gas for these
purpotes becomes socially less table. However, the
Hhhthr.:lm.nﬁﬁi #thmn 'H'Erm
l:hlﬁl} the supply ge per monthl of the first
#0,000 MJ per month used for heating pools and for air
conditioning h the lowest domestic I-I'IH; sdditional gas
used 1 u-r these purposes shares the next lowest price (0L33]
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cents per MJ or 37 cents per therm with domestic space heat-
ingl, There is a good reason for the relatively low price of
gas for panl heating and for air conditioning: it is used in the
warmer months when the gas supply system does not operate
sy close o its capacity. Comparing the price schedule
operational at 16 August 1376 with the current one shows a
moderate overall increase in prices and 4 reduction in the
dispersion of prices across tarilf classifications. Does this
mesn that the costs of supplying gas for dilferent purposes
have become more nearly uniform o does the Corporation
see e uniform prices as desirable for other reasona?

The GFC carries out & range of prometional and inform-
ational activities. Some of these are intended io baliter the
effects of attractive prices on sales. Othery, such a3 the
demomitration of low energy ¢ education on ways of
reducing enorgy use and the advancing of credit at favourable
rates. to customers of the Corporations Home Insdation
Division, could be expected to result in energy savi
though not without cost. The GFCs publication Hmm
Waont Not presents & more pessimistic awessmant of the
availability of domestic ail at the end of the century than da
the Federal Government and the Mational Energy Advisory
Committes. (Presumably the Corporation i correcty (ts
E information Centre "supplies all the answers'l) The
hint that ‘paper can be made to go further by wsing a lighter
pen writing on bath sides' apparently holds no attraction for
the Corporation’s Energy Management Centre whose annual
reparts feature much blank paper. In an application of an
important principle in the writings on the cconomics of
regulation, Hocking and Clarke argue that a distributor
obtaining gas below world levels Is Hkely, unless there is
strict supervision by the Government, o disvipate the econ-
amic rent in unnecewiary expenditure. According to them, "it
seems unlikely, for sxample, that resources would be devoted
by gas distributors 1o energy conservation centres il
competition between distributors of different energy sources
were mare evenly balanced' (Hocking and Clarke, 1980, p. 85,

¥. NEW APPROACHES

The discussion in this section is predicated on two propos-
itiom. The first proposition i that Wictoriaw wvaluable
natural gas resource b being wasted and that the elimination
of this waste requires that users pay a price which refliects i1
market  value. The second proposition i that by selling
natural gas for much less than its value Victoria i foregoing
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opportunities to do better on objectives other than economic
efficiency - objectives such as making the distribution of real
incomes more equitable and increasing employment and indu-
strial development in the State.

The first proposition was supported in some detall earlier
in the paper. In brief, economic costs are incurred in selling
rnatural gas within Victoria at pressnt prices.

The second proposition warrants some discussion. It
concemns the collection and use' of the economic rent on the
large amounts of natural gas which the GFC has contracted
o buy. ‘Whatever the reasons [or the conditioms of the
contracts between GFC and Essof/BHP, they ensure that a
large share ol the increass in economic rent that would have
accrued to the Gippiland Basin producers had they recelved
the [l benefits [rom the energy price rises al the last
Filteen years are available lor wharever purpoies the
Victorian Government wishes 1o use them., By choosing o
keep increases in the price of natural gas to users well below
the [ncreases that would have occurred had prices followed
world ener gy markets, the Government has elfectively choden
not to collect much of the ecaonomic rent awvallable to iy
rather, |t has allowed this rent to pass o natural gas
conyumers, with sach consumer's share in the rent being
proportional to his use.

This bs, of course, ane way to distribute econamic rent.
However, apart from emuring that resourced are used in jess
economically productive ways than they would be with real-
istic gas prices, It s hard o réconcile it with statements by
governments on  other abjectives. The distributional
objective of tramsferring real income from the better off
people to the worse ofl b rarely achieved well
holding a price dowii Given that the biggest domestic
comsumers of gas are typically wsing it for ducted heating and
to heat swimming pools even the powsessor of the slickest
hired tongue might blush while arguing that distributional
equity is being promoted.

A large number of households wsing small amounts af
natural gas, of none, are worse off with pressent low gas
prices than they would be with prices that rellected values in
world energy markets mogether with a wide distribution of the
resul ting increase In Government revenue (through reductions
in other taxes and ar through extra publicly-provided
services). But a cautionary note is in order. The bene-
ficiaries from the reductions [or incroases avoided) in other
taxes andfor the increases in government services that occur
when government revenue from a particular source;, such as
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ratural gas, is increased by Sx million depend on which other
taxes are reduced (and by how much) and on which govern-
ment serviced are increased fand by how miuchi. The
distribution of benefits from a reduction of 5x million in
government revenue due to reducing payroll taxes, holding
down public transport I.ﬂmradur_'irq charges Tor liquor
licences will all be different. Similarly, the datribution of
benefits from extra lacilities lor the aged will be different
from that brom sxira resources {or education, and bath will
differ from the distribution of benelits from environmental
protection. Becane of this there would be muoch merit in
immpfm:utmmmrﬁgm ity
E 8 out of the increase in Government revenoe. i1
were judged that all Victorians should share in the economic
rent an annual cash payment could be made 1 each citizen 1o
use &b he pleased. Of course, users of large amounts of gas -
the largest customers are industrial and commercial users
which fogether account [of some two-thirds of the GFC'
sales - would lose more from the removal of current low
priced than they F-lﬂﬂ from equal division among Victorian
ol the benelits Iram the increase in value af natural gas
covered by the GFCS contracts.

Similarly,; objectives concerning the promotion of emp-
loyment and industrial development are highly unlikely to be
achieved &t the lowest cost by subsidising inputs of ratural
gas. 1f users of natural gas were char prices that corre-
sponded to energy valuss in world 15 substantial extrs
resources would be available to Government [or rewarding
Industry on a basis more closely related to job creation or
industrial expansion. A reduction in payroll taxes v one
example, albeit an important one, of what could be done.

It appears ironic that while so much attention k8 being
devoted o devising resource rent taxes and other devices o
obtiin a signilicant part of the economic rent from the
extraction of Australia’s natural resources for the comrimun-
ity the apporfunity that exists to collect and use in equity-
promoting ways much ol the sconamic rent from Victoria's
natural gas is being passed over. Thihy contrasts with the
gathering of much of the economic rent from Bass Strait “old
oil through the Federal Governument's policy of increasing its
tax take in responae to Increasss in world ol prices
Yictoria's failure to collect and distribute in an equitable
fashion the esasily collectible econamic rent from the natural
gas covered by the GFC% contracts could be held to streng-
then the case for the Federal Government to levy an excise
tax on Australian natural gas.
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What approaches could be [ollowed in order o raise uner
prices lor the natural gas that GFC has contracted to buy at
prices well below current market values, and 1o put the
benefits from the increase in value of the resource at the
disposal of the Victorian Government? There are several

L,

The first and perhaps the most obwious way to make
comumer prices of natural gas coversed by euisting contracts
mare realistic would be lor the Victorian Government to
increase the taxes it levies on the GFC turnover, This
would require no changes in the present institutional
arrangements of the natural gas market in Victoria.

A second approach would be for the Victorian Govern-
ment to require the GFC to cost natural gas into ik system
at its value on the basis of world energy pricey, even though
the price at which it buys lrom Eswa/BHP b well below this.
The GFC would then have to raise user prices and the amaunt
of turnover tan paid o the Government would increase.

A third approach, favoured by Hocking and Clarke (1%80),
would make the actual price pald lor natural by the GFC
(though not the price received by Essof8HP) equal to the
world price. Thia would involve placing & levy an gas
purchawed by the GFC to Increase city gate prices to world
levals. The GFC would then have t©o rame its selling
prices. This approach would be similar 1o the Federal
Governments policy for enwoering that oll refiners and
consumers of refined petraleum products pay world prices {or

|ndig:::m.cruhnil.

h of the above three approaches could give the
appropriate increases in the GFC's selling prices {or natural
gas. The sacond and third approaches have two advantages
over the first one. The tax per unit of gas is not higher lor
smaller wers as It |3 with the tumover tax miyse
consumers of small quantities pay a higher pricel.  And they
vide incentives to reduce natural gan Jost dus T
eakages. Using any of the three approaches the initial
market value af natural and subtequenl Mavemnents in
market value would to be determired by a party

independent of the GFC.
A fourth, and rather different; approach 1o using natural
in the interest ol cltizen-owners would be for the
vernment to direct the GFT 1o make as large a profit m
possible. Again, the tax collected by the Government with a
rate of turmover tax would increase. The reflex
reaction that profit maximisation s an inappropriate policy
for & public utlity is unwarranted (f it |3 accepied that part
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of the ht cheaply by the GFC to' each
vl-:miut“ Profit masimisation would uq-uim the price
of gas in diflerent segments of the market be set with regard
to the competition from substitutes,

With the wse of any of the shove fowr approaches the
interests of the citizen-owners of natural gas would be
advanced by requiring the GFPC 1o sell natural gas interstate
or averseas if this gave a good return. They would be further
advanced by requiring that the price charged for natural gas
in all locations and uses at feast equal the marginal cost of
sgplying it.  Refraining from supplying gas to country or
other users &t lems than marginal cost would be an ewsential
condition for implementing fourth (profit maximisation)
approach to rational wse of gas and should occur without
government directive il that approach were followsd,

Would private ownership help? Once omne Takes the
radical (or conservative?) step af admitting approaches
involving a bigger role for private ownership, a number of
options emner ge. The most obvious one, which has been
sefiously raised at various times in the past, would be to sell
the GFC, and ity contracts to purchase gas, 1o private
enterpr ive. M:-mlul;.cu- distribution of natural gas
could be left with the G '-MIIH'H;:JWMWI#-
contracts was sold to the highest bidder, With each approach
arrangeiments could be made [or payment to ocour aver time,
perhaps coinciding with the sale of gas by the successiul
bidder.  With either approach the State would receive a
higher price - and the most elficient use of gas would be
facilitated - if the sale included the right to export. This
Fight would appear likely to be forthcoming from the Federal
Government Il It was supported by the State Government.
With sale of the gas anly to private enterprise, steps would be
necded to ensure that the distribution network was available
to the purchaser. This could be achieved Ul the distribution
system, of appropriate parts of the system, were given
common carrier status.  [This status applied to the main
truni pipeline until 1971.)

A very different route to ‘privatisation’ would be to offer
property rights in the GFCY% natural gas to each citizen ol
Victoria, perhaps at a price sufficient to pay Ewo/BHP. This
approach would give meaning to the claim that ‘natural gas
belongs %o the people’. Like the sale of the GFC 1o the
private sector, this approach would directly overcome the
lundamental blems that arise because *. . . no one in the
gEneral mﬂ“m any of the property rights usually
associated with ownership' when a resource is 'publicly owned'
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(Spindier 1980, p. 162% 'That is, there b no specilic evidence
of ownership such as a share; there [s no right to receive
benelity or to exercine WB to controd over specilic
bureaus of Crown corpora there la no right o trade
one's right with others - that is to buy and sell shares; and
hence there B no market value o an individual’s non-existent
public ownership rights' {ibid). 1l each citizen were allocated
a share in the natural gas resource he would be able o sell i1,
1o buy extra shares, or borrow agaimt it.  Again, ol course,
the value of the shares would be greater, the lewer the
restrictions imposed on the use of natural gas. Citirens
would then see clearly that it was in thelr intereats to allow
the cxport of natural gas. But even without the right to
export, substantial competition could be expected lor natural
gas for marketing in Yictoria with suitable common carrier
&Fr, ents in the pipeling system.

e are many possible approsches o wing Victoria's
natural gas resources less wastefully. Ol the approaches
discussed abowve, all sxcept the last one = which involves
offering valuable property rights in natural gas 1o each
Victorlan citizen - have the attractive feature, from the view
of the Government, that they [ncrease public revenue as they
elect increases in efficiency. Approaches involving privat-
fsation or profit maximisation by the GFC would ensure that
wser prices for gas responded in a fairly direct way to the
changing realities of world energy markety the respomies
would be more direct the fewer the restrictions on the sale of
natural gas outside Victoria. Approaches involving a regulat-
ed |ndusiry, with Government action to make wer prices lor
gas correspond 1o those that would occur in a free market,
have the disadvantage that the relevant market price cannot
be determined with perfect accurscy. But s Hocking and
Clarke note, ‘this problem, while manifestly real, does not
make a case against attempting 10 imprave the current evid-
ently non-optimal situation. The direction, |l not the precise
extent, of the movement in prices required is obvious’ {p. 32

Postacript

Afrer this paper was finalised the incoming Labor Govern-
ment in Victoria announced a commitment o two [iscal
principles that have implications for pricing and investment
palicies of public authorities. The first principle was that
public authorities should pay an snnual 'dividend' on the
States {or peoples) equity in the authorities. The intention
is o give taxpaying Victorians a fairer return on their
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investments in public enterprises. The second principle was
o mowe o opporfunity cost pricing of scarce resources o
that the benefity from these are witely rather than
being received just by consumers in proportion to us
0 collect its extra revenue on behall of the Yictorian
cormmunity the Government increased the turnover tas on
GFC sales trom 15 por cont to 13 per cent and impased o new
energy consumption tax of, initially, 10 cents a gijajoule (0.01
units per megajoule) on consumption in excess of 10,000 gija-
joules per year. Although they will not apply for the full
flinancial year these two measwsres are expected by the
Government to ralse an extra 544 million and $10 million
respectively in 1982-83, giving the State revonue of some
3103 million from taxes on gas. In addition, doubling of the
trunk pipeline licence lee is expecied to raie a [urther §1)
million from oll and gas resources in |982-3), For gas con-
mEnEry these measures imeolved price increases late in | 982
aver 18.3 per cont, the increase being greater than this
:n:m!n ar domestic pool heating and air conditioning (33 per
and for gas in contract sales to industry (23 per comt).
Changes in user prices of natural gas consistent with the
principle of opportunity cost pricing of this scarce resource
and of the principle of ensuring a decent rate of return on the
investment of Victorians in the natural gas supply network
ire to be welcomed, Owverall, the price changes effected by
the Labor Government are a mowe in the right direction,
though substantial further increases are resded. It was
suggested in the previoun section of this paper that higher
Conumer tases were the easiest but not necessarily the best
method ol achieving needed increases in user prices. Al-
though there i no apparent sconomic basis for some of the
changes in price relativities - for example, the comparatively
big increase in gas wsed for heating swimming pools - the
Government, like its predecessor, ne trouble [inding
justifications for differential treatment that it lavours on
NeM=Conomic  grounds. H new investments in the GFC
system are reviricted o those showing a real rare of retumn
ol 3} per cent or nore (3 per cent being the dividend rate
payable 1o the State on its equity) the logic of departing from
the longstanding palicy of pricing natural gas (like electricity)
uniformly throughout the State should gquickly become more
widely appreciated as extensions to extra couniry centres are
shown to be unjustified at pricing on the State schedule but
attractive at prices that people in the centres would willingly
pay.
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In the short time avallable to me, | do not wish o canvaw the
major economic ivmues arising from the existence and opera-
tion of statutory authorities and the bureducracies thr
which they are responsible to the Commonwealth and States’
Parliaments. That has been done by the preceding speakers.

The four reports published already by the Senate Standing
Commitiee on Findnce and Government Operations indicate
very clearly that the economic impact ol statutory author-
ithes i3 as subsiantial an issue as the reporting and
accountabllity of those authorities to the parliaments which
created them,

The lssues of reporting and accountability have been
highlighted by the recent problems of TAA and the Federal
Government's proposal for restructor it as a public
company; by the Australian Wheat Boards accoiunting
difficuitiesy by the Australian Dairy Corporation and its
overseas subsidiary Asia Dairy Industries (HK) Lidg and by
the difficulties af the Victorian and M5W power generation
muthorities.

The Australian Financial Revidw editorlal of 26 June
198] entitled "Light Meeded in Dark Places' which deals with
the electricity authorities of ¥ictoria and NSW says clearly
what is becoming the bi-partisen view al the Sendte.

The technique of setting up statutory authorities, in the
hope that they will opetate in an expert fashion, free of
palitical interference, croated a series of inefficient
monsters exercising political influence o eicape any
real public examination or eritichvm . . . The funda-
mental economic and political problem of how to make
major public utilities operate efficiently in market
terms, while also limiting their monopolistic power has
o be faced.

There are substantial political, economic and social problems
associated with statutory authorities.  There has been a
tendency to belleve that by Creating a statutory authority the
problems will somehow go away. Thie opposite |y proving to
e the case.
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In Dctober,; 1977, the Senate referred 1o the Finance and
Government Operations Committes for investigation and
reporis

The continuing oversight of the [inancial and
administrative affairs oF undertakings of
Conmonwealth statutory authorities, and other bodies
which the Commonwedlth owns of contrals wholly or
substantially, @nd of the approprictencss and
significance of their practice in accounting to the
Parliarnent.

It has proved to be a substantial task. It has revealed
that the contral strecture and operation ol statutory
authorities s an area which has not received the attention i1
AR Wi,

At the Federal level there are over 237 authorities, ai
the last count, and between M5W and Yictoria the number s
about [,000 and thess only constitute the major authorities
and doms notl take count of the thousands of smaller
o ganisations. They imtrede deep into our political and
ecoramic life. The ioan raisings of the Commonwealth
statutory authorities alone are currently running in excess of
52 hilliong in 1978 they employed about 60% of all
Commonwealth employees and their land and investment is
equivalent o about 30% of the capitalisation of the
companies held on the Sydney Stock Exchange. The
Committes has no reason to believe that the relationship has
changed dramatically.

The Federal statutory authorities are established by acts
of the Commonwealth llament.  Their very exiytence
depends upan that legislation. The Parliament has a legiti-
iate interest in their operationi. While it chose to separate
the [unctions and powers they exercise from the departments
through whom they are responsible o the Minister and
eventually and witimately Parliament; it did not envisage that
the muthorities should live a lile of their own lres [(roinm
parliamentary scratiny.

All Federal legislation establishing statulory authorities
requires them to report to the Parliament and in many casey
the responsibie Minbter has power to nsum  directions;
appaintments to the suthorities are made by the Minisvter or
wre subject 1o hiv approval.

The Committes has identified five main classes ol
statutory authorities. They are:
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1. Banbmess Authorithesy

2. Primary Industry Authorithes;

% Administrative and Adjadicative Authorities;
b International Organisations; and

5, The Mon-Statutory Authorities

The Finance and Govemnmment Operatiom Commities's
concern has been to ensure that all the authorities should

cbserve the highest reporting standards and fullil their
accountability J:n;mm to the Parliament.

It may be uselul 1o state some fundarnental propositions
about statutory authorities before going into detall about
what | see a3 the accountability and reporting obligations of
statutory asuthorities to the Federal Parliament. The
propositions are:

I. Tax-payers have a valid interest in the operation of all
statutory authorities. [In addition to the [act that their
very existence deperiy upon the Parliament, fthe
Commonwealth would be expected to meet the bill in the
event al their linancial failure.

2. The Parliament confers rights and privileges on the
muthorities = it may be a trading monopoly; i1 may be
preferential financial arrangements and it may be
exemption from taxation and so on.  The bestawing of
the righty and privileges creates duties and obligations.

1. The Parliament which is responsible to the electorate at
large is the steward of the taxpayers’ funds, It has a
clear duty to ensure that to whomsosver it grants rights
and privileges the concomitant duties and ticwms are
fulfilled. This entails authorities reporting regularty and
in detail about their actions. A3 Minksters are
answerable to the Parllament for the action of the
statutory authorities for which they are i
Parliament is entitled tw full and complete disclosure.
The [act that the source of the creation of the statutory
authorities Is the Parllament reguires the highest
standards of accountability. The standard should be at
least equal to those cxpected from individuals or

ations who are subject o the sanotiond of commaon
law or the Cormpanies Acis.

. Members appointed to statutory outhorities, especially in
the irading ares, have special duties and obligations
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imposed upon them which at least require them o act in
a manner similar to directors of public liated companies
governed by the Companies Act and the rules ol the
Australisn Stock Exchanges.

During its Investigations the Committes noticed that
acrow the broad spectrum of statutory authorities there s
resistance to Parliament's exercising its proper function in
malnimining the oversight of ifs creatiom. The resistance is
bBased on the view that because & statutory authority has been
created it has no further or very linited obligations to the
Parliarment. It 8 & view of complete separation from the
Parliament. 1% is often explained by & desire on the part of
the triding authorities to be commercially independent.  This
notion N [alse. Be they trading or primary industry
authorities, personnel are olten emplayed in accordance with
the Public Service Act or within public service guidelines;
the Commonwealth Superannuation Scheme operates; in
some cases Commonwealth governmen! guarantees or letiers
of com{ort are given for loan ralsing and the chalrmen have
their salaries determined by the Hemoneration Tribunaly
egquEpment purchases are subject to Commanwealth guldelines
and s the list goss on, In some cases there are depart-
mental officers appointed under the enabling legislation as
voung members of the suthority.

commercial independence which some of the author-
ities seek v modified by the degree of legislative support
they seell 1o retain.  In the circumstances it s difficult o
s why there are so many problerns about the accountability
and reporting responsibllities of the authorities to the
Parliament. The obligations are statutory. They are spelt
out in enabling legislation. They are usually lew onerous
than the Companles Act and the Stock Exchange rules.

The Commiriee was given ity terms of reference in 1977
and it has [ound that in addition 1o some ol the major
authorities, which regard themselves as equivalent to listed
putlic companies, failing to present their annual reports
within either a reasonable or the prescribed time, they have
alw falled adequately to disclose the real state of their
firancial affairs.

In same instances the Auditor-General has disclosed and
commented upon the delays in presenting the Annual Reporis
and the defliciencies in accounts. The Committes has
often had to extract relevant information about the delays
and deficiencies in the same fashion in which a dentiat pulls a
tosth - sometimes with the wame painiul comeguencr.

Th



Roe: Reporting Requiremenia

The Committes has not had to go looking for work., It
uses o sell-select system. A statutory authority which lails
to present (13 annual repart within the prescribed time s
automatically referred to the Committes. Thus it v the
dilatoriness of the authority which ensures sn examination
and report by the Committee.

of the authorities which lalled to present their
Annual Reports within the prescribed Lime are:

The Austradian Film Commilssian

The Canberra Showground Trust;

The Australian National Rallways Commission] and
The Australian Whest Board,

Following the investigations and report of the Senate Select
Commlties on Securities and Exchange the Companies Acts
and the 5Stock Exchange listing requirementy  sere
substantially amended to:

I« require more [requent reporting by public companies;

1. secure greater disclosure of material information about
company affairs;

Y ralse the standards ol corporate behaviour and in
particular impose higher standards of conduct on
company directors)

b, ensure that the sharcholders and the public receive more
detailed, current and relevant (nformation about a
company's aperations and financial affairs; and

3. strengthen the sanctions imposed on company directors
for any breaches of the Act.

In terms of timeliness of reporting, accuracy of published
infarmation and the behaviour of 1he directors, comparison
betwesn public companies and the business and commercial
trldli‘.rlg'umuin I v;l:m .

Companles t and the 5Stock Exchange listing
reguirements specily that a company's acdited financial
statements and annual report be tabled within sin and [our
months respectively of balance date. The ultimate sanction
ls delisting which makes the shares untradeable. There s no
similar sanction for alfending statutory aathorities. In the
igreat majority of cases the time {or the presentation of
reports contained in the enabling legislation s longer than lor
listed public companies. I a report is not presented (n the
time required in the enabling legislation, the current
sanctions do not have the same effect as those potentially
applicable to a public company.
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The Companies Act and the Stock Exchange listing
requirements impose minimus standards {or inlormation o
be supplied, There has been no uniform standard lald down
lor businews and primary industry marketing authorities. The
Auditor-General and the Department ol Finance's activities
are moving atutory authorities wwards improved, standard-
ised financial reporting. However, a quick comparison ol the
major statutory authorities' reparts will show that lew meet
the 5tock Exchange listing requirements and many do not
disclose the type of information which shareholders would
expect and to which they are entitled. In some instances
superannuation obligations have not been properly disclosed;
assets are not properly valued and as a comoguence the

ing ratios can not be accurately calculated and stock
igures cannot be verifled.

The Committee has not received any evidence which
conwinced it that in terma ol accountability and reporting the
business and primary Industry marketing suthorities should be
treated any dilferently o public companies.

| note in the June issue of the Australian Director Mr
Gealiney Cohen, the Chairman of the Victorlan State Council
of the Imtitute of Chartered Acoountants comments

e Financial Times survey revealed the average length
of time between the financial year end and the Annual
General Meeting of it sample of publicly listed
Australian companies b alightly under four montha,
whersas the average lor a British company s five
montiia. Yeu every publicly livted American company
manages o report their resul B within three months.

H the Australian statutory authorities were added to the
comparisons there are very few which match the Australian
public company average of four months and Certainly none

which matches the American a ol three months.
While there has been a conscious effort by some of the
authorities to | the timeliness of thelr reports the

current nofm s six to twelve months alter the close of the
financial year [or the presentation of the Annusl Report and
the linancial statements to the resporsible Minister. The
Commitiee regards this as unsatisfactory.

The timeliness question is not new. In the third report of
the Commitiee released in January 1980 the Committes
observed:

Dur  investigations have disclosed a sarry story of
78
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prolonged disputes, deficiencies in foresight, problems
in decision-rnaking, lack of co-operation and plain efrors
o » = In briel, evidence portrayed a standard of
accountability 1o the Parliament which i completaiy
unacceptable.

The Committes proposes, and understands that the
Government has accepted in principle for inclusion in the
proposed Annual Reports Act, that business author ities should
be required to report within six months of the end ol the
financial year and other authorities to repert within nine
months immediately following the ond of the financial year,

A clause which has been suggested by the Committes for
inclusion in the Annual Reports Act is as lollows:

A Category One Authority shall, within six months
immediately following the end ol the financial year,
e for submission to the Minister for the time
ing administering the Act or ordisance that
constitules the Category One Authority; a report of s
aperations during that financial year together with
financial staterments in respect of that year in such
form as the Minister (or Finance approves. The
Minister shall cause the Report and the Financial
Statements to be |laid before each Howe of the
Parliament within fifteen sitting days of that House
after their receipt by the Minister.

In the same report the Committes proposed alwo that the
Annual Reports Act should include an interim report
requirement for all suthorities. This in to provide for the
situation in which an authority, for reasons boyond |5
control, may be unable to finalise ity Annuil Report. The
suggested clause is ay follows

It the report of a Category One authority is not ready
for presentation in & complete form to the Parllament
within six menths of the end of the linancial year, then
the authority shall, before the end of that ux manth

iod; prepare and [urnish through the Minister an

terim report on the activities of the authority
mgether with informal financial statements and an
explanation for the unavailability of the complete
report. The Minister shall cause the interim report and
the ion 1 be laid before sach Howse of the
Parliament within fifveen sitting days of that House
alter their receipt by the Minister.

mn
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Since that report was releqsad the Committee's thinking,
influenced by the changes in the Companies Acts, the
deficlencies in statutory suthorily reports and the economic
impact ol some of the larger business authorities, s moving
towards the view that business authorities should also adopt
the policy ol isuing six-monthly reports. The major public
companies engage in this practice and where businew
authorities such as Telecom, the Australien Wheat Board,
TAMA, Qantas and others have an impact on national economic
manageiment, 4 six monthly report would at least fulfil two
important functiony - keeping the Parllament informed and
providing the goverrment with current data about their
financial affairs and the lmpact that they might have on the
ecoromy generally.

The Committee in its third report recommended
sanctiom for suthorities falling to comply with the Annual
Reparts Act and as it continues (ts review of statutory
authorities which select themselves for examination it has
become abundantly clear that the need lar the Introduction of
the Annual Reports Act becomes more urgent.  The govern-
ment % already working an the introduction of the Act and as
the recomimendation [or L had the unanimous support ol the
Committes it expects to see the Act produced to the
Parllament in the not too distant future,

Timeliness i not the only issue concerning thee
Committee. The Commitiee s also determined to see the

cantents of asuthorities' reports |mproved, especlally by
increased disclesure of: '

deprecl ation;

asset valuationg
wmerannuation cormmitments;

‘I."m ritiong

capital expenditure programmes (which may have a
substantial national economic impact but the Annual
Eeport does not disclose that it is likely to be saly and
observance of specific statutory obligations or adherence
to directions from the Minister.

PEEN

bl

The arguments for full and frank disclowure have been
stated in the debate about Im ing corporate reporting
generally. Mr Cohen's article, which | gquoted earlier,
indicates that professional groups expect tar more disclosure
and greater analysls ol corporate objectives and strategies.
It would certainly conform with the spirit of the Fresdom of
Information Act which was recently pamsed through the
Federal Parliament.
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One aof the areas for greatest concern s that the
financial staterments do not accurately reflect the position of
an authority. For the three most recent years the accounts
of the Australian Wheat Board have not disclosed its true
flinancial position in the opinion of the Auditor-General.
However, the Board has annual sales exceeding 51 billion and
heis borrowed 5300 milllen over the last twelve months from
the Australian capital market - making it about the largest
trading enterprise in Australia. It is [nconsistent that while
lenders demand accurate, detailed, and mostly audited finan-
cial information from the privats wsector, a statutory
authority i able to borrow massive amounty without current,
ungqualified audited annual accounts. | wspect that the
reason that money is lent i because the lenders believe that
if all else failed the Australian government would foot the
Bl

In the imstance ol statutory authorities the case for
disclosure is stronger because of either the direct budget
assistance of the indirect support given the authority by the
Commonwealth. Il the Parfiament conlers rights and privi-
leges it i entitled to be fully informed about the body
receiving the benefits of those rights and privileges. There
is no room for the Parllament's being presented with a state-
ment which is mone notable fof it8 omissiom than for I
inclusans.,

¥hile there may be dilferent palitical emphasis about the
mix af private and public sector activity the majority view ol
the Parliament 4 that ehers statutory authorities trade or
operate in a businews environment they must satisly the
Parliament that they operate s elficiently and effectively as

ible. The unanimous resolution of the Senate passed in
Movember, 1979 and re-iterated in February | 930 condemning
the Australian Wheat Board for lailing to present proper
audited accounts is evidence of the bi-partisan view which s
adopted. The demand for scarce resources is too great lor
them to be allowed o do otherwise.

There is & wide range of lwues which have arisen as a
result of the Committee's investigations and reseach. It in
clear that the establishment, role and operations of the
Commonwealth statutory asuthorities are under closer
scruting, The Parliament has signalled already that it will
examine more critically the purposes for which an authority
is established, how it i3 to operate, the obligations of ity
board members and Its continuing existence.

Implicit in the attitude of some statutory suthorities to
investigations by the Committee and the demands by the
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Auditor-General for better accounting and u:—xi St
ards has been the notion that once shied 1 Hﬂu‘ilrn
the euclusive preserve of vested interest groups. Inherent in
the creation by legislation i the notion that & public purpose
i fulfilled. That public purpose may be something less than
the broad national interest. It goes boyond a wery narrow
industry interest. 11 requires that Commonwealth statutory
authorities must report regularly, in detail and with frank-
ness.  They must respond to the same pressures lor change as
the private sector in reporting to the Parllament or in the
case of companies w0 shareholders. 1l they fall to do so |
have lttie doubt that sconer or later the Senate Committes
will conduct a detalled investigation.

If the statutory authorities are unprepared or unwilling to
mest thelr statutory and wider responsibllities they should at
the same time consider [ they really wish to continue operat-
ing. under legislation or would prefer to adopt anather
corporate form. The Committes has not noticed & rush on
the part of the statutory suthorities to desert their parents
no matier how muach they mutter and complain about the
parents’ interest in the chilld's welfare.
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H Geoffrey Brannan

Soime years ago Ronald Searle, the cartoonist, produced a
little book on New York full of satirical skeiches. At the
very outset of this book the author remariked, in a rather
brazen way, that he had never boen to New York in his life.
He claimed that swech ignorance gave him & magnificent
objectivity. It is precisely that objectivity that | am going to
claim for myself this afterncon: | am totally ignorant af the
details af the operation of TAA and the SECY (and of statut-
ory authorities in Australia generally) and | have na way al
evaluating whother what we have heard this alternoon in
relation to thoss suthorities is accurate of mot.  Henoce it
would be more than uisally foolish of me o attempt sene
fatuous remarks on the implications of what we have heard.

On the other hand, as my colleague Gordon Tullock will
asure you, Ignorance has never prévented me [rom speaking
in the past; and | don’t intend to let it prevent me Ifrom
speaking now. What | do want o do i to try to extract from
the morass of imstitutional detall the central issues. That is,
| want to ask the sort of reflective question that one always
ass alter the event (the "what the hell am 1 doing in bed with
this slob anyway' sort of question). | betray the theorist's
presumption that asking this cosmic question is worthwhile,

[t seems to me that our ultimate goal in this conference
ought whmuvﬂwlmﬂgmuﬂuﬂm what we
might loosely call a theary, about ation al statutory
authorities - we might seck to do this for either ol two
purposes. We might conceivably do it for its own sake. Or
more likely - | think more respomsibly - might want to
have a theory of the way \n which particular instit-
utions work because we wani 0 be able o make decisions as
to whether to assign particular respormibilities in the [uture
0 Institutions of this type or o slternative institutional
ructures that might present themselves.

A crocial in any such theory is the underlying
imodel af human iour used. In this conhection, the thing
which characterises the so-called economic theory of buresi-
cracy and distinguishes it most swikingly from altermative
theories is the underlying set of assumption aboul the nature
of the agents who operate within the institutional struct-
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ures. Economics makes a very specific set of assumptions
aboui the nature of thote agents, mamely that they are
conventionsl utility-maximising or more specifically income-
maximising individuals. It i of course precisely this element
that proves (o be the most controversial element in the whole
theory thal economici seeks 1o provide of political processes
genarally.

In other words, economists typlcally assume that those
individuals who are assigned discretionary power within
palitical irstitutions will exerciie that power in their own
narrowly-conceived intercsts.  And in that context, the talk
about duty and obligations of statutory authorities striles the
more cynically-minded economist as pure rhotoric of hope-
lewsly utopian metaphysics.

| want %@ say something wvery generally about the
justification for the model of bureaucratic behaviour that
underlies such an econamic theory of statutory authorities.
What | want to do I to attempt 1o justify the particuler,
rather cynical, set of awumpriom which econamists tend
make (olten in the [ace al somewhat lling evidenoe 1o
the contrary). An ‘economic® theory of politics, in this sense,
has 1o explain why politiclans are not the richest people in
Australia. For, if it is rue that these people sxercise the
discrationary that we know that they do sxercise and if
they are th maximisers, then they are sither very had
calculators or there is omething wrong with the theory.

One way ol approaching this guestion about statutory
authorities would be to look at specific cases and 1o try to
determing emplrically something about the way in which
agents within those authorities seem to bshave. Thia i3 of
coure, something that has been at stake in a lot of the
discusuon this alterncon. But | want to suggest o you that
the sort of model of viatutory authorities that might emerge
aimply from an examination ol them - however savage the
scrutinyg = will tend to yield a model of behaviowr which is not
an appropriate one for evalusting those imtitutions for the
purposes ol whar | might call comparative imtitutianal
amalysiss  that is, lor the purposes ol comparing that
imtitutional sructure with alternatives. | will begin by
appealing to what the clavical political economists have to
tay about this swe. | am going to give you two quotes (1
always like 0 have some texts when | speak particularly from
& Dl-d:i-t like this), ore from David Hume ahd one from Jobn
Stuart Mill.  The one from David Hume s on the independ-
ence of Parllament and it reads this way: ‘In constraining
any system of governmert and [ixing the several checka and
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controls of the constitution every man ought 1o be supposed a
knave and to have no other end in all his actions than private
interest.' | should emphasise the syntax ol that sentence,
lgvery man to be supposed to be & knave', becaune |t
seems 1o y that that particular assumption is 1o be
justified not on empirical grounds, but on methodalogical
grounds. There is something in the nature of the compar-
ative imtitutional exercise that requires some such
assumption.

Jotn Stuart Mill, in Considerationa on Representative
Government, wrote: 'The very principle of constitutional
government requires it to be assumed that political power
will be abused 1o promote the particular purposes of the
halder, nat becaisme it always 5 5o, but became such Iy the
natural tendency of things to guard against which is the
wecial use of free institutions.' 5o it seems clear that the
classical political economista in approaching the comparative
Iinstitutional analysis of market and political institutions
adopted an approsch in wmlch the assemption that each man
i & knave - that political power will be abused to promole
the particular purposes of the holder - was central.  This
was, | believe, a working hypothesis which the classical
political economists used very conaciously, very specilically
for the purpose of comparing institutions. [ want to offer &
very simple analytic justification for this sort ol view.

Comsider as an example the moat familiar imatitutional
comparison in standard economics The accompanying
standard price-guantity diagram shaws the monapoly autcome
(PG} and the competitive one (P20} lor a good pro-
duced ounder constant cost and having a linear demand
curve. Mow we know that there sre various reasomns why a
monapalist may not seek 1o maximise profite he might be a
‘satisflicer'; he might be constrained by the threat ol entry, or
of government regulation - by & whole host of things. [ want
you 1o suppose we have a sample of monopalisty - they could
b statutory authorities, or something else, for that matter -
and that hall of them are profit-maximisers while the other
hall operate at the perlectly competitive equivalent level af
output (i.e. where the demand and the marginal cost curves
intersectl. Thus half of the monopolists produce at Q. and
haif at twice Q..

M, on the basis of this sample, we made an estimate of
price and catput behaviour [or this parlicular market [orm,
monopoly, we would getr a price, B, that i1 half-way between
the monopoly price and the competitive price; and an output,
@ that ks half-way between the monopaly output and the
competitive autput.

L
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But of course our |nterest lor comparative institutional
analysis focuses on the welfare losses that are generated by
the imtitution. Now the welfare loss that i generated by
this imstitution & ot egual te the wellare low that s
generated by the best-estimate predictive model of monopoly
behaviowr that we have just described. The little shaded
triangle that is generated on the basis of average output and
average price 15 not in [act the expected value of the wellare
loss associated with that institution. The expected welfare
loss is the side of the bigger triangle ABC divided by two,
because hall the psople are pure monapolists causing a loss of
ABLC, and hallf are causing no loss at all.

I we ask ourselves what single model of price-output
behaviour would generate as a wellare low an area equal to
hall of ABC, the answer is that the particular output will lie
to the lelt of mean output and the particular price will lie
above the mean price.

Mow this facy has implications, which need not bother us
here, for the way in which one goes about measuring wellare
loises for industries under monopaly. The important paint
that | want 1o draw out af this s a more general one about
institutional snalysis. One can sasily make an observatian of
a whole range of one’s (rlends and others who are bureaucrats

g
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the basis of thay observation that
tician b oot a bad sort of

wories well generate outcomes that are nol too bad.
% ;L'HII example indicates, however, v that, providing
we Can truzdm that the valyations which individualy place
an ngs by public institutions obey the normal
jaws ol demand, then the exsrcise of determining & model of
institutional behaviour on the basis of which to compare that
institution with some alternative, will require a sysiem-
atically more cynical model of human behaviour than mere
rics would indicate. While the exerciie ol trying to
draw together empirical observation of the behaviour ol
statutory authoritles s an important one both academnically
and intellectually, when we come to evaluate the [nstitutional
structure of the statutory authority we should for wery good
analytlc reasons make assumptions about the behaviour of the
agents within those organisations that are syviematically
more cynical than mere observation would juatify.

H
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Ray Evars, Deakin University:  As an elecirical engineer wha
regards the generation and comumption ol electricity as a
in itself, I'd like to take up & couple of paints with Dr
wan. The major problem, it would seem to me, for both
electricity supply and telecommunications sefvices, i3 that
the mature af the activity in itself is inevitably a monapaly:
you con only afford o have one reticulation system for both
electricity and communications purposes and it seems that
the blg question to be [sced i how this inherent monopoly i
to be regulated and made competitive.

Peter Swan, Australian National Universitytr | don't share
your view that electricity output is a good in itsell in that
particular sense.  But given that it s & monopoly, I'd like at
Isast to see a competitive rate of return imtead of what |
think is a negative rate of return being added on fo
electricity production. The evils of underpricing at the
moment are potentially more dangerous and driastious than
the evils ol overpricing.

The situation for private entorprise involvement that |
would like o ses us move towards nesdn't mean dismantling
all of public enterprise or public developments from the
puitset, bul would be a sort of "two-airling® policy with a fized
number of private and a lixed number of public enterprise
firms ‘competing’. There would be publicly-provided supplies
competing with privately-provided supplies and anyone who
wanted to, could set up and produce electricity. ll concede
that there are some sizeable econoimies al scale, o that the
number of potential private enterprise suppliers would be
limited into any one grid.  Also, il we went completely over
to private supply, then there might conceivably be a need for
oversight by some commission, but | would like @ see that
kept B0 a minlmum.

In the US the problem with private enterprise supply is
the fact that It is & ulated supply and this gives rise to
many Inefficiencies, of the same sorts of difficulties
we are now seeing in Australia. | am not an advocate of a
highly-regulated private supply. | do, however, leel that one
should lesk not only at the potential number of suppliers of
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electricity, but also the number of competing suppliers in
other energy-related arcas. | would of course alwo Jlke o see
competition reign there with the Gas and Fuel Corporation
reqguired at least to charge market prices lor (s gas,

Gordon Tullock, Virginia Polytechnic Imatitute and State
University: | deny that electricity provision must be a
monopoly. To hegin with, there are seventeen places in I:hl'
United Stares where there are two competing electric
companies. They are, you will not be aarprised 1o hear, the
places in the United States where service i best and where
on the whole prices are lower, though not strictly speaking
the lwest. One ol the more Aful leatures is that thewe
are the only places in the United States where the electric
company will put your TV antenna on top of the electricity
pates if you ask them .

Now, in sddition, there i3 a well-evtablished competitive
market in the United States at the whoalesale level for
electricity.  Mainly thess are lu;e femnm.; COMpEres
that tramsmit through the grid. regulated to some
extent, but the regulation s to a I#:E degres sscaped due 1o
the fact that a good deal of the regulations are sate
regulations and the efectricity networks go across state
boundaries.

The actual history of regulation is fairly certanly one of
theie cases where & regulatory body was wet up for the
purpase of increasing menopoly pralits in the irdustry,  The
original arr. was sort of gquasl-competitive: there
wefe 4 jot companies which kept dashing off to city
councils saying, "We would like to provide eleciricity, the
guys that are pmﬂm:m right now are robbing you'. The city
councis fairly y said, "Wes, that's true', withoul any
investigation at all, which made life miserable for the
existing electric companies. 5o they got state regulation put
in and the result was a rise in the profit for electric

ared highef rated.

when It comes (o telephones (' not w eavy. Onoe
again, we did have competing telephons companies and it was
the Bell Telephohe company, as they are wery proud of
reminding themselves, who abolished this by getling people to
pass laws agavmi competition.  I'monot absohitely certain
that i you repedled the laws agaimd competition you would
got competition, bul it seems 10 me that 1o argue that these
fhings are natural mamopolies when there are laes profilbiting
competition (except in these sevenloen places that | have
mentionedl, & undesirable. We should begin by repealing the

7
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laws agaimt competition and perhaps after a lew yoars make
up our minds whether they are natural monopalies of nat.

Bob Richardssn, Australisn Wool Corporation: [ work {or the
Australian Woal Corporation, one of the Qangss not relerred
to today, perhaps fortuitously, Unlike Mr Baxter | wasn't
sent here to represent my organisation in any formal sense at
all, but | do find disappointing the imbalance that there seems
to be |n the speakers we have heard today. | leel the type of
debate that I'mosure we'd all like 1o have is one that's very
dillicult 1o have [n the contekt of anly hl.\::i-l group of
speakers who don't represent and aren't invol in any way
that | can readily discern, with statutory authorities. 5o it
does seam to me that things are somewhat oot of perspect-
ive. I | could go back to Professor Tullock's analogy about
the size of bables' heads, perhapiy there are some thafgs that
slatutory suthorities can do and/or should do, subject of
course to appropriate accountability and comtraints. It
seems o me today there's been precious lttle sensible
discussion of that point, 1 think the points that have come
ot 5o far are that we ought to allow market farces somehow
to detérmine prices and 0 allocate resources. There are ot
many economists who need 10 be converted to that particular
Inclination

There has also been some comment about whether or not
we ought to have natural monopalies, but | wonder if any af
the speakers do have some jdesas ahout the types af criteria
that ought to be comidered in looking a1 whether statutory
authorities should do anything at all.

Gooffrey Brennan, Virginia Polytechnic Institute and State
Lntwersity: There 1§ 4 certain conventional srgument in
wellare economics about incressing-cost industries {of which,
with all due respect, | wouldn't have thought the sale ol wool
was onel, that would argue for the possibility of some
government intervention. But you see, part of the problem
that we confront is in the history of the way in which these
things have been discussed. We have & theory, a legacy Irom
Adam Smith, that went along the lines that markets weren't
periect. From Pigou on, certainly, and reaching its
xﬁnmi:lhwlhﬂ-ﬂﬂbnnﬂuﬂle:, there has been

of & theory o market fallure snd a whale
set of reasors why the market would not work perfectly. In
many contexts people smply sald, "Well, the market doesn't
work perfectly, therefore there i3 a case for government
intervention’. But what there wasn't, and hasn't been until
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relatively recently, is a theory of the way in which palitical
institutions work to set alohguide a theory af the way in
which the market actimlly does work. Until one has a theory
of political institutions, one can generatle some pretumptive
reasons g to why political imstitutions might work fairly well
in the provision ol services such as decreasing costy then
It seens to me that far Irom the debdte being stacked on the
side of the market, the intellectual |egacy which we now
inherit i1 one in which the aFguments have been almost
entirely stacked on the other side. The demonstration of
same ultimate market fallure was interpreted as a sufficient
case [or government intervention. I we are not moderately
familiar with some welfare economics arguments, then that iy
an explamition for the stance that certainly | take. In a
seme it i1 & question of the onus of proof. To date we have
no  presumption, | would have thought, that statutory
authorities are likely to do better than the market, even i it
doss {ail

Tom Tormasi, Gas and Fuel Corporation: | don't think that
an attempt has been made today to refer to and describe the
role of statutory authorities established by liberal govern-
ments in determining income distribution in free societies.
In my mind, and I'm only a practising not an academic
econamist, that would have been the real challenge that you
peaple; the acadernics, could have contributed to the iswue.
With due respect, of the four speeches here very few were
new or original. We have hammered out most of them in one
Wiy of anather,
I can really only talk about my subject, gas. With due
o Mr Edwards; whatever he has brought up here
ioday has been sald betier or earlier by others, therelore it
wann't really worthwhile. | can®t comment on electricity or
what, but | wouldn't be far wrong i the people expert in
thase fields would have come 1o the same conclusion.

I should like then to add a few comments on Mr Edwardss
paper. Concerning pricing of gas: gas b not like beel or
fagar or womatoes of oll. There is no market for gas, no
world-wide market or price for it. There i3 oo market day
for gas when you can clear the market. You have to have
long term comtracts specifying volumes lor gas and a certain
minkmal amount of gas available for export. It's obvious that
these pools which are at présent ln Australia don®t all gualily,
with the exception of the North West Shel.

Secondly to assume that substitution of gas for oil s a
negligible benefit, strikes me o being somewhal nalve.
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Obwiously there is an energy abundance in Awtralia. I there
is any problem energy-wise, it is transport fusl and it is crude
oil that provides trans fuel. Therefore any contribution
towards producing efficlency in tramsport fuel would be
applauded.

Geofl Edwards, La Trobe University: | would agree, Tom,
that thers is little that s new under the sun. | think,
however, the repeating of old ideas B womellmes a very
desirable thing. In relation to your comment that there b no
world market for gas, | would agree. In fact | said in the
paper that the world market for natural gas is not so clearly
dalined a3 the market [or wheat or for oil. Howewver, | think
thers i no doubt that we can point o international contracts
that are being made in natural gas and we can certaindy
conclude samething about the general order of prices from
those and we can compare thih with the prioes stipulated in
the contracts in Victoria. | am sere the Federal Minivter for
National Development and Energy would agree with me on
this matier. e sald, not s many month that worid
natural gas prices have approsimately doubled between 1975
and |980; but, ay | indicated i1 my paper; the price paid by
Gas and Fuel Corporation moved up very little owver that
period. Perhaps the crecial test is what would happen to the
price of gas covered by the current contracts by Essal/BHP
and Gas and Fuel If we were to try and sell it. 1f Gas and
Fuel were to try and sell that gas (reely on the Mustralian
market (even if for & moment we leave out the ability 1o
eikport) then certainly [or many uses, people would be willing
to pay significantly more [or that gas than they're asked o
pay now by the Gad and Fuel Corporation. | don't think that
iy in doubt.  Secondly, Il an it has been argued, &y you rightly
say, by various people in the past that il we were 10 [ree up
the eqport side and allow people with gas now (and certainly
those who find iT in the [uture) to export freely, that
certainly would be reflected in & higher price domestically

o iMd ar enti; perhaps, but does that mean they're
ol s 4

Graham Macmillan, Touche Rows: | don't know I this i Lalr
but I'd like to address a guestion to Ken Baxter on Senator
Rae’s paper. Dur  firm  has gm had the privilege of
completing a report for Dr Kevin Foley's Public Body Review
Committes an the reporting anel auditing of public bodies in
Victoria I motice that Ken mentioned that the
Commaonwealth has nearly a thousand statutory bodies. One
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of our first jobs was to count the statutory bodies In Yictoria
and we got to nine thousand before we stopped. We looked
at the conceptual aspect of accounting and reporting and
what we did come op with was a recommendation lor a e
ual framework that applies to all public bodies. L
didn't classily them between business and non-business or
primary and secondary, a3 Senator Rae has done in his
reports. He mentioned that business bodies should r i
within siz months and non-business within nine months my
usstion i3 why? Why should non-business bodies be any
[lerent in that respect to business bodiesT  What we
decided was that what we require out of [linancial
information, and that s distinct from the non-financial
performance indicators, b an ating statement; and It
doswn't matter if the bottom line is profit or surplus or
deficit: We need a statement of resources; in other words a
balance sheet, and we also nesd & flow of lunds for the
period, Mow that is common to all public bodies, not
necessarily only business or mon=bualness, Now given that,
why should there be any distinction between the two?

Een Baxter, Senale 5elect Committes on Finance and
Governement Operations: [noanswer to that, the Committes
in its Fourth Report set out in fairly detalled form the
categories and sb-categories of authorities. | dealt malndy
today, on Senator Ras's behail, with the first two. [ you
read that Fourth Report; a number of authorities - but partic-
ularly those categorised as ‘international organisations’ and
many of those categorised as ‘regulatory authorities’ - pose
certain prodlems at the Federal lovel which | suggest don't
exlst 4t a State level, For example, there are certain
limitations which rise in relation to the Asian Development
Bank, the International Monetary Fund, the Antarctic Treaty
Organination - which all {all inve that fourth category of
international organisations - which mean that, if [ recall
carrectly, their reporting standards were rather lew in some
cases than even the Commoneealth statutory autharities. It
Is very difficut to impose & requirement on, for example, the
argarisations  within Australia connected with those when
they in fact could not impose that same standard on the
international authority.

Thare is alsa a predicament as | recall it with the courts,
in which the judiciary have regarded themselves, and the
convention of law has established them, as being at arm's
length from the executive. If the executive starts to talk 1o
the judiciary about even ity linancial affairs, there will be a
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lairly major confrontation. Not that that puts Ithe
Committee off, but | think in conceptual terms there is no
real difference. It was a case of practical problems. |
believe | can say on the Committee's behall that there has
been a continuing discussion with the Auditor-General about
the problems of ling with the three last categories and the
sub-categaries within them, and that matter hasn't been
resolved.

Can | say, Mr Chairman, while I'm on my feet in relation
1 the two previous questioners: | hope that they rm!h-: Lake
the trouble to read the First Report of the Senate Standing
Committee, which makes rather good but boring bed-time
reading, because it serves to andwer some ol the matters they
have raised.

lan Wills, Monash Universityr Geolf Brennan implied that he
wasn't terribly happy with setting politicians, in particular
the Senate Committee, onto the business of keeping Tabs on
statytory authorities that they had in fact set up, o I'm
wondering whether we might have a littie more comment an
where all this lsady us policy-wite. What | take Geoff to be
pointing out is, ol course, that on many ol these statutory
guthorities we have somewnat of an unholy alliance Setween
the dermanders of ation on the one hand and the suppliers
ol regulation, namely the politicians, and perhaps to same
extent the bureaucrats, on the other. The palitical salution
would be 1o vote the rascals out of office. But it was also
implied, somewhere along the line, that there are real
informational problems for the average voler or even groups
of voters in getting their hands on the sart of Infarmation
that is required. We've heard alwo a lot today, by implic-
ation, about the importance of property rights in information
and the jealous way in which this i

Prolessor Tullock might like to comment by way of com-
parison with the U5 But in Australia; of course, the
problems associated with legal standing (1 think Or Swan
mentioned that can't sue the SECV), with class actions,
and with ouwr laws all militate against the private
initiative type salutiong that is, hiring a gunslinger-lawyer on
behall of & group of private citizens perhaps to Sort out some
af thess problems. [I'm wondering what comments in partic-
ular Professor Tullock might have about the sort of situation
we face in Australia, where some avenues which to some
extent are open in the US and not open in Australia to deal in
particular with the informational problem which I think is a
very serious one.
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Gordon Tullock: Actually | regret to say you're pralsing the
United 5tates too much, #e have these problems toa.
Generally class action sults and that sort of thing are not
availlable against government agencies, although sometirnes
they are.

The information problem is a very real one. It goes

the whale of government, not just these agencies,
Dine that can be done about it, putting it blunily, is 1o
arrange to have people make reports and then gel some
publicity for them. We've been doing that this afternoon and
that does have some effect.

There i+ ancther mechanism which is part of Anglo-Saxon
law and isn't used very much, but which does have same
effect, and that is the special Grand Jury. There s no
reason why you can't empanel a Grand Jury to investigate
absolutely anything. Mow you get a group of average
citizerm, who sren't usually very penetrati bui they are a
small group and have some motive to information
bocause there are just a few of them and it s available to
pick up some of the worst scandaly and is occasionally
resarted to in the United States though not very often. |
believe it is occasionally resorted to in England. | don't know
whether you ever do it in Australla. But the common law s
very clear that the Grand Jury can subpoena anybody to talk
before it in secret and it can investigate anything it feels
like. A special Grand Jury may be a way of improving
information. It has not been much experimented with and it
might be worth trying.

Geol Brennane | shall spell out in rudimentary detail the sart
of anxieties | have, which are twofold. Firstly we have,
apparently, 1ens ol thousands of these statutory authorities,
and now these tem of thousands of statutory authorities are
all going 1o be compelled, potentially, not just to
annyal reports, but wWx-monthly reports; and the question
that I'm pursuing |s, what are the precise incentives for the
generation of information and wha's going 10 read thes
reporta?  If you push this hard enough, what the aconomist
qua economist would say is that the person whao's likely 1o get
A job reading the report s the guy who is likely to be pushing
for ity existence. That is what | meant to say by
implication.

| think there is a very important and difficult question
which relates to the precise distribution of power between
HMatutory authorities, quasi-judicial bodies, ones that lis
outside the doamain of direct political constraint and political
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institutions in the parliamentary state, because | think that
mﬂhWhtF:ﬂtﬂﬁiﬂhﬂhﬂlﬂtlﬂuﬂm
about political institutions, parliamentary majority rule and
so on, is that it does not work particularly well You
constrain behaviour either ol parties or particular palitical
agent and theralore when one [ooks at the question of who
whould contral whom, the issue is somewhat ambiguous, and of
course the long tradition of the separation ol the judiciary
from the exocutive and the executive from the parfiament i
all at stake. | dom't think making statutory suthorities,
including potentially the judiciary, sccountable to parliament
s necessarily something that one should simpgly assume |3 a

good thing.

David Sharp, Barrister:  As | understood Professor Brennan,
he pestulated that theory reguires us to be more critical ol
regulatory agencies than perhaps empirical evidence might
suggest. I that i so, it brings me to Prolessor Tullock's
comment, which was to me tantalisingly brief, that on
balance, relatively, some bureaucratic regulatory bureau-
cracies would seem 1o be good and on balance, relatively,
same regulatory bureaucracies sould seem 1o be had. Those
itemised as bad a3 | understood him were the rallroad,
trucking, airlines and on the other hand those that were
relatively good the te or communication agencies. |
wonder i Professor Tullock would care to elaborate on the
Bases on which he has formed these judgments or how; or
what's been the course or passage of his reasan.

Gordon Tullocks Firstly a minor clarification. [ think you're
correct ln reporting what | waid but not what | intended o
say. May | now tell you what | imtended to say. | think the
telephone s & marginal case: [I'm not sare in that case,
therefore | used it that way.

| would say lirstly that gowernment itsell should mainly
be confined to areas where we have large externalities. For
the benefit of those of you who are not economisis that
means situatioms In which private citizens going about thelr
own business affect other people very severely. For example
we smoke in the atmosphere which causses difficult-
e government should be confined to that kind of
activity mainly because that's the only kind of activity (there
are a lew rare exceptions) we can hope it will do better than
letting private citizers handle matters. Now the areas
where regulation; in my opinion; is likely to work are areas al
that sort, but there is a traditional natural monopoly
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t which Geolf Brennan gave quite properiyt industries
where there are declining marginal costs.  [I'm not positive
there are very many examples al thiv, but i there are
industries with declining marginal cost you certalnly would
consider the possibility of either regulation or government
operation of something of that sort. But at that paint you
would have to make some carelul analysis of whether the
costs of just letting them run, without doing anything, are
greawer than the cost we would anticipate from government
regulation We have 1o learn more about government
regulation, and we have been |earning more about It guite
rapldly in recent years. What you actually do here is
attempl to consiruct & cost-benefit analysis of the two sets
of institutions, and decide which one has the best payoll.
This is of necessity an imperfect process and you are dealing
with two imperfect processes, 50 the result can't be given a
very high accuracy. But there are many cases which you see
that are very plain. It does not seem likely that converting
the entire road network, for example, into a private set of
toll roads would be a good idea. On the other hand | think
that most of us would agree that provision of lood, with some
restrictions on fraud and mislabelling, is probably something
that the government should keep its hands off. Unfortun-
ately the government doein't. Government effort o Keep
the price of food high have, owver the last thirty or forly
yeari, probably caused really quite a large number of deaths

malnutrition in the more poverty-siricken parts ol
the worid.

Jim Carlton, M.P. [ thought it would be worth making a
comment on the leelings of some politiclans about their
impatence in relation to statutory authorities, and the way in
which they thought they could overcome [t; namely, that the
best way is by being no langer responsible for them,

MNow the best you can get on a bipartisan basis, and this is
the approach adopted by tor Rag’s Committes, is 10 ask
thatl they at lsast do that which they are currently required
o do under leglsiation and that, | would think, s a minmem
requrement. [ that generates too many reparts to be read
then that in itsell would indicate the absurdity of having so
many suthorities to look after. Therefore | think that what
Serutor Rae b doing is extraordinarily valuable.

It is wxddenly dawning on more politicians in Canberra
that they don't really want personally to be held responsible
lor whether a certain type of plane goes between Sydney and
Melbourne, at what time it leaves and how much it will cost,
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hall years and one of the first things that happened after |
became 3 Member was thal womepne wrote o me complaining
about his telephone bill, | happen to be respomsible indirectly
through the Parliament, through the Minister, through the
statutory corporation, for telephone bills. [t w happens that
that corporation has made a decision somewhere along the
line 1o put metering equipment that only char ges but does not
record, 30 there is no way to prove whether or not you're
baing charged the right bill. The process you go through rum
something like th The Member writes to the local
manager of Telecom, wha writes back saying, ‘the customer
did incur that bill and we are sticking with it The Member
then writes to the Minkter, the Minster writes back to the
Member saying, Tl write to Telecom asking them to look into
it It to & higher level, but you get the same answer
back there is & stalemate. 50 what do [ do at that
stage? | shove it onto the Ombudsman and he goes through
the same procedure and linihes up with the wame answer, and
ultimately there i no way of proving o disproving the
charge. About fifty percent of my constituents get &
reduced mll and filty percent don't and I've got no way of
knewing whether any bill I8 correct or not.

What s really worrying about all this i that we're about
to go into an era of vast expansion of communications, We
are going beyond the basic telephone systemn which currently
acoounts for about 90 percent of Telecom®s revenueyy and, &%
things currently are structured, all the decisons for aur
communicationa future &re in the hands of a tiny band of

neers wha &re ol under Parliamentary of market
control.  The objective al some ol us, who are terrilied ol
this prospect, is to get Telecom out into the market. Market
control may be imperfect but it better than no control. We
don't mind the basc telephone system remaining in
hands for the time being, but we are terrificd of the thought
af all these new and modern connections and satellites
coming under the same area of impotence that we now have
to sufler.

(L]




Fhe Economics of Bureaucracy and Statutory Authorit(es

GFasmE Shell Company of Australla: The
gueition I'd like 1 ek, having liviensd ta the contributions
made, relites to whether or not they are biased towards an
Anglo-Saxon view of statutory authorities. Pm in the ail
industry and | hear my colleagues in France and Japan talk
highly of their buresucrats in MITI and %0 on,  Whereas
reading the trade press and listening to my American
colleagues, the American energy authority was a disaster. |
can't really see that the encrgy authorities here are terribly
much better.  Are we sulfering from an Anglo-5axon diseass
oF % sCcohomic man ﬂﬂr#lﬂlﬁ

Gordon Tullock: This is patriotism.  All Americans are
convinced that we have the worlds worst post office. The
E."r?tilh are convinced they have the world's worst post office

snce Pve been in Australia Pve heard what a terr ible post
office you hawve: we can do better at this kind af thing than
you can. There in & strong tendency to recognise your own
problems and not the other side of these things. The Anglo-
Sapon techniques are somewhat different from the non-
Anglo-Saxon, but not greatly.

Patrick Xavier, Swinbume CAE: What & lot of today's
proceedi lead me to ask |3, in cases where regulation
‘T':ght stlll be desirable, what hope is there that we might
gn a system of incentives andfor penalties which might
reduce the inefficiencies of bureaucracies and regulation?

Gordon Tullock: There v hope.  In some cases you can think
of ways of doing if. There are sometimes ways o fix
matters up fairly easily, so there i a straight-forward
incentive. Unfortunately there & no general rule that | know
of. What you should do obvioualy is to make & contribution
to centres that study Public Cholce so that we can continue
with our ressarch.

Colin Orr, Department of Finance: Pd just like io make ahe
observation, It seems to be one that pretty well pervades afl
sorts of meetings and discussions of statutory authorities.
That i that no one ever gets down to telling us exactly what
they are. For some time now, Pve besn interested profess-
tonally in the subject. If you go and read Osborne's Law
Dictionary, you will find out that an suthority is merely a set
of powers;, and presumably a statutory authority s a set of
powers glven to a specific set of people who carry oul spec-
ific functions on behall of the public. We've heard it
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mentioned that in Victoria there's something like nine
thousand statutory authorities. Those statutory authorilies
are emsentially legal creatures for carrying out specilic
parposes. There are also about twenty three thousand comp-
anies. Now, i there necessarily anything to be alarmed a7

Peter Swamne It not the numbers of statutory authorithes
which necemarily causes alarm - | was pretty o
hear that there are so many - it what they do or e,
and It's not the fact that they're not subject to the political
process as such, but they are not subject even to market
competition or o any real scruting through the political

In fact the political process itsell works in such a
way that it's generally the vested Intferest or concentrated
interedts that are going to dominate at the expense of the
public interest. 5o while one can't necessarily be alarmed at
the numbers of statutory authorities, although | do find it a
blt disturbing, 1 think one must be very concerned about their
result. The Age has been running a bit of a campaign lately
headlining the results ol the reports of Committess of the
Victorian Parliament and pointing out that quite a few of
these organisations, of members of these organisations, do
nothing but write letters to themselves. There were &
mumber of dillerent positions where an (ncumbent would
spend his dayy writing a letter to himsell in some other
position, and he in tum would reply to himsell and so on. It
sesimy to me thal there are better wiys @ conducling our
affairs than that.
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