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Preface 

E c o n o m i s t s h a v e tw o qu i te d is t inc t approaches to the study of 

government en te rp r i ses and regu la tory agenc ies . Both a r e 

rep resen ted in th is vo lume. 

T h e t rad i t i ona l approach has been a no rmat i ve one: the 

ins t i tu t ion 's p e r f o r m a n c e is e v a l u a t e d in terms of c r i t e r i a 

de r i ved f r o m the theo ry of e f f i c i e n t resource a l l oca t i on . 

Th i s theory goes under the somewhat confusing name, w e l f a r e 

e c o n o m i c s , and has numerous appl ied o f fshoots , including 

publ ic u t i l i t y e c o n o m i c s and cos t -bene f i t ana lys is . T h e 

n o r m a t i v e approach is we l l exemp l i f i ed here by G e o f f 

E d w a r d s ' s d i scuss ion of na tu ra l gas p r i c i ng in V i c t o r i a . 

In the las t coup le of decades a new, pos i t i ve , approach to 

the study of i ns t i t u t i ons has been developed. Exp lana t i ons of 

the a c t i v i t i e s of ins t i tu t ions (governmenta l and others) a re 

sought in the i n c e n t i v e s and cons t ra in t s conf ront ing the i r 

m a n a g e r s , on the assumpt ion that the la t ter behave as 

ra t i ona l u t i l i t y - m a x i m i s e r s (or economic men) . Two p ioneers 

of the pos i t i ve approach (wh ich might be ca l l ed c o m p a r a t i v e 

ins t i t u t i ona l a n a l y s i s , but wh i ch has been te rmed - aga in 

somewha t con fus ing l y - 'publ ic cho ice ' ) a r e J a m e s Buchanan 

and Gordon Tu l l ock . P ro fesso r T u l l o c k opened the p roceed-

ings repor ted in th is vo lume w i th an in fo rma l in t roduct ion to 

the "public c h o i c e ' approach and a br ie f survey of some 

theor ies of r egu la t i on . 

In h is address T u l l o c k remeirked that ' the h is to ry of 

regu la to ry au tho r i t i e s has been one not of designing 

regu la to ry au tho r i t i e s wh ich more and more serve the publ ic 

i n t e r e s t , but an i n c r e a s e in understanding of why they 

don't ' . One could add tha t deve lopments in pure and appl ied 

w e l f a r e e c o n o m i c s , and p r a c t i c a l e x p e r i e n c e , have made us 

i nc reas ing l y a w a r e of the d i f f i c u l t i e s of p rescr ib ing and 

e n f o r c i n g app rop r ia te po l ic ies for publ ic agenc ies . T h e 

de r i va t i on of e f f i c i e n c y norms for an agency operat ing in an 

economy sub jec t to numerous d is tor t ions and non-opt imal 

i n t e r ven t i ons is a t ask of great a n a l y t i c a l comp lex i t y . 

F u r t h e r m o r e , a s u b j e c t i v e e lement en te rs in tha t i t is a 

m a t t e r of opin ion as to whether c e r t a i n ex is t ing in te rven t ions 

should be assumed to pers is t i nde f in i te l y , or should be 

assumed a w a y . ( F o r e x a m p l e , the appropr iate p r i ce and use 

p a t t e r n of V i c t o r i a n gas depends on whether the ex i s t i ng ban 

on expo r t s r e m a i n s in f o r ce or not.) Another source of 

V l l 



d i f f i cu l t y is the s i i> jec t i v i t y of the d e c i s i o n - m a k i n g process 

(wi th in the en te rp r i se or a g e n c y ) and of the cos ts and bene f i t s 

tha t enter into i t . Thus c o s t s a r e not s imp l y a g i ven : it is 

the c r e a t i v e ro le of managemen t to d i scnve r wha t the 

re levan t a l t e r n a t i v e s , and h e n c e t h e oppor tun i t y c o s t of 

ac t ions , a r e . Requ i r i ng s t a t u t o r y bodies to present t i m e l y 

and proper accoun ts (as d i scussed by Sena to r P e t e r R a e ) 

serves a number of usefu l purposes but does not necessa r i l y 

revea l i n e f f i c i e n t p e r f o r m a n c e . 

If our ab i l i t y to p resc r ibe and moni tor econom ic per-

fo rmance by publ ic ins t i tu t ions is qu i te l i m i t e d , g rea te r 

impor tance a t t a c h e s to the p rov is ion of i n c e n t i v e s t r u c t u r e s 

tha t w i l l guide managers t h e m s e l v e s to m a k e dec is ions tha t 

a r e soc ia l ly b e n e f i c i a l . I n the m a r k e t t he p r inc ipa l means of 

promot ing e f f i c i e n c y is c o m p e t i t i o n , w i t h i n and fo r m a r k e t s , 

and for cont ro l o f asse ts . C r u d e though they m a y be, e v e n 

these incen t i ves a r e l a c k i n g in the pub l ic s e c t o r . The r a d i c a l 

way of r e f o rm ing i ne f f i c i en t pub l ic en te rp r i ses is to p r i v a t i s e 

them. Th i s theme is touched upon in s e v e r a l of the papers . 

This book inaugura tes a r»ew s e r i e s to be known a s P o l i c y 

Fo rums . E a c h vo lume w i l l repor t t he proceedings of a 

seminar , and w i l l cons is t of a number of t h e m a t i c a l l y - r e l a t e d 

short papers , and the ed i ted d i scuss ion . 

The se r i es w i l l g ive tang ib le exp ress ion to the a i m of the 

C e n t r e for Independent S tud ies of encourag ing pub l i c p a r t i c -

ipation in the d iscuss ion of po l i cy i s sues . A l though ed i t ing is 

necessary to turn speech in to w r i t i n g , i t is hoped tha t t he 

published Fo rums wi l l p r e s e r v e the spon tane i t y of the spoken 

word , and the c lash of opin ion. 

R o s s P a r i s h 
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Public Choice and Regulation 
Gordon Tullock 

L PUBUC CHOICE 

The bas ic idea tha t we a t the C e n t e r for the Study of I 'ubl ic 

C h o i c e have been deve lop ing is tha t po l i t i c ians and bu reau-

c r a t s a ren ' t r e a l l y d i f f e r e n t f rom the res t of us. We 

acknow ledge tha t t he vo te r arxJ the cus tomer of a shop a r e in 

f a c t the s a m e person and we assume tha t they make the i r 

dec is ions for much the s a m e reasons. In one case they a r e 

choos ing wha t p o l i t i c a l pa r t y they th ink w i l l do best for 

t h e m s e l v e s and the i r f a m i l i e s , and in the other case they a r e 

choos ing what w i l l be best for the i r f am i l i es by way of soup 

or w h a t e v e r it is they a r e th ink ing of buying. 

Y o u h a v e to be a l i t t l e c a r e f u l about th is because i n the 

p r i v a t e m a r k e t p l a c e t he re are ins t i tu t ions that engage in 

c h a r i t a b l e a c t i v i t y or that do t ry to benef i t the publ ic i n t e -

r e s t . T h e r e is no doubt tha t there is some money a v a i l a b l e 

for this t ype of t h i ng , and it is undeniable that government 

s e r v a n t s and po l i t i c i ans a r e in par t i n te res ted in th is k ind of 

a c t i v i t y - though they don't seem to be in teres ted in it ve ry 

much . T h i s is a m a t t e r wh i ch invo lves emp i r i ca l s tudy , but I 

th ink the rough ru le of thumb is that most people a r e 95 per 

cen t s e l f i s h . In o ther words , a 5 per cent in te res t in t he 

pub l ic i n t e r e s t , or c h a r i t y , is f a i r l y good. There are people 

who a r e m e m b e r s of c h u r c h e s wh ich th rea ten you w i t h hel l 

for e t e rn i t y if you don't m a k e cont r ibu t ions and they can 

usua l l y ge t 10 per cen t or so, but roughly 5 per cent seems to 

be reasonab le . 

Politiciam 

T h e po l i t i c i an should best be thought of as a bus inessman. 

He is in t he bus iness of t r y ing to make m o r ^ y by being e l e c -

ted to o f f i c e ins tead of t r y ing to make money by se l l i ng 

products to you . H e is p r i m a r i l y engaged in mak ing a l i v i ng 

by se l l i ng po l i c i es to people and he changes them just a s r e a d -

i ly as a bus inessman does. We don't e x p e c t businessmen to 

con t i rwe se l l i ng the s a m e car for 20 y e a r s , and we s o m e t i m e s 

a r e a l i t t l e indignant w h e n we d iscover tha t po l i t i c ians h a v e 

been se l l i ng the s a m e po l i cy for 20 years - but, gene ra l l y , 

they do s h i f t the i r pos i t ions rap id ly . 
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B u r e a u c r a t s 

Bu reauc ra t s - the group wh i ch I'm r e a l l y supposed to ta l k 

about today - and p a r t i c u l a r l y b u r e a u c r a t s i n regu la to ry 

ageixr ies and s ta tu to ry a u t h o r i t i e s , a r e once aga in p r i m a r i l y 

concerned w i th the i r own w e l l - b e i n g . What you want to do is 

to set the ins t i tu t ion such tha t the we l l -be ing of the 

people who run it co inc ides w i t h tha t of the publ ic or of the 

organisat ion to wh ich i t is respons ib le . T h i s is un fo r tuna te l y 

te r r ib ly d i f f i cu l t in the p o l i t i c a l sphe re . I wouldn't s a y i t w a s 

impossib le, but i t is c e r t a i n l y t e r r i b l y d i f f i c u l t . 

Government emp loyees a r e f r e q u e n t l y a l l eged to be p r i m -

a r i l y i n te res ted i n seek ing out s o m e a b s t r a c t e n t i t y c a l l e d 

' the publ ic good'. Ano the r idea wh i ch is ve ry popular is t ha t 

they s imply imp lement bas i c po l i cy dec i s ions made by e l e c t e d 

o f f i c i a l s . B u r e a u c r a t s in Eng land and no doubt A u s t r a l i a too, 

o f ten re fe r to the po l i t i c ians a t the v e r y top of e a c h depa r t -

ment or bureau a s 'our m a s t e r s ' . Th i s a t t i t ude at l eas t 

impl ies tha t the bu reauc ra t s t h e m s e l v e s have l i t t l e power 

over those ' m a s t e r s ' who m a k e a l l the bas i c dec is ions w h i c h 

the bureaucra ts s imply c a r r y out . 

B u r e a u c r a t s , and for tha t m a t t e r the i r p o l i t i c a l ' m a s t e r s ' , 

a s I h a v e sa id , a r e much l i k e o ther m e n . T h e r e a r e among 

them scoundre ls and sa in t s , but both a r e r a r e . The a v e r a g e 

bureaucra t or po l i t i c i an is not m a r k e d l y d i f f e ren t f rom the 

average businessman or co l l ege p ro fessor . They a r e , l i ke the 

res t of us , to some e x t e n t i n t e res ted in the publ ic good and in 

helping the i r fe l low m e n ; but , l i ke the res t of us , they put f a r 

more t ime and a t ten t i on in to t he i r p r i v a t e c o n c e r n s . T h u s 

the bu reauc ra t , in mak ing a dec is ion about some m a t t e r , i s 

l i ke l y to g ive more weight to the e f f e c t of h is dec is ion on h i s 

personal c a r e e r than on the na t ion a s a who le . T h e s e t w o 

ca tegor ies are not , of c o u r s e , n e c e s s a r i l y in c o n f l i c t , but 

somet imes they a r e . And then we must e x p e c t the b u r e a u -

c r a t , most of the t ime , to choose h is persona l we l l - be ing 

rather than the publ ic good. These common human c h a r a c t -

e r i s t i c s a f f e c t the bu reauc ra t ' s behav iou r , and th is in t u r n 

w i l l a f f e c t the func t ion of the i ns t i t u t i on or i ns t i t u t i ona l 

f r amework he is work ing i n . 

B u r e a u c r a t s a re not p ressed to work hard and be e f f i -

c ien t . They can avo id p r e s s u r e f r o m above because t hey 

cannot be f i r ed . Th i s means r»ot on ly t ha t they a r e apt to be 

over(>aid but a lso that they a r e i n e f f i c i e n t in other s e n s e s : 

they do not seek the most e f f i c i e n t me thods , they do not 

work ha rd , and so on . H e r e , I a m mos t l y f a m i l i a r w i t h t he 

A m e r i c a n da ta . 
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I t is a l i t t l e ha rd to get c a s e s in which governments 
d i r e c t l y c o m p e t e w i t h compe t ing p r i va te industr ies because 
i n genera l when the government under takes an a c t i v i t y it 
makes it i l l ega l fo r p r i v a t e en te rp r i ses to compete , or it 
funds i ts s e r v i c e s e n t i r e l y out of t axes and provides them 
' f r e e ' , w i t h the resu l t t ha t a p r i va te compet i to r cannot hope 
to prov ide the s e r v i c e . T h e r e are some excep t ions , however , 
and s tud ies i n d i c a t e cons iderab le government i n e f f i c i e n c y . 
T h e y show v e r y cons ide rab l y higher cos ts when government 
prov ides a s e r v i c e t han when it is provided p r i va te l y . Th i s is 
p a r t i c u l a r l y su rp r i s i ng , s i nce o f ten the p r i va te industry wh ich 
compe tes w i t h t he gove rnmen t is a regu la ted monopoly, we l l 
known to be r e l a t i v e l y i n e f f i c i e n t . 

T h e e x a c t cost i n f l i c t e d on the c i t i z e n r y because c i v i l 

s e r v a n t s a r e both o v e r p a i d and r e l a t i v e l y i n e f f i c i e n t , is hard 

to compu te . T h e rough ru le of thumb is that it cos ts the 

government about t w i c e as much as i t would a p r iva te comp-

e t i t i v e p roducer . T h e on ly e x a m p l e I know of in wh i ch there 

is a c l e a r - c u t compa r i son of a government -prov ided s e r v i c e 

w i t h a p r i v a t e , c o m p e t i t i v e l y provided se rv i ce conce rns 

garbage c o l l e c t i o n in an a r e a near Washington, D . C . It shows 

tha t p r i va te p rov is ion is about hal f as cos t l y as government 

p rov i s ion , a l though i t is not obvious that we should d raw f i r m 

conc lus ions . I t is amus ing to consider what a G N P for most 

Wes te rn c o u n t r i e s would be if the government sec to r w e r e 

eva lua ted not at i t s r esou rce cost but at one-hal f of i t , wh i ch 

is what these f igu res would seem to ind ica te is about r ight . 

T h e h is to ry of regu la to ry au thor i t ies has been one not of 

des ign ing r egu la to r y au tho r i t i es wh ich more and more s e r v e 

the publ ic i n t e r e s t , but of an i n c r e a s e in understanding of why 

they don't. Th i s is not a v e r y helpfu l d i scovery , but at leas t 

be fo re you set them up (or before you demol ish them for t ha t 

m a t t e r ) you should unders tand that they a r e not n e c e s s a r i l y 

going to s e r v e the best i n te res ts of the publ ic . They a r e 

going to s e r v e the best i n te res ts of the regu la to rs and 

f requen t l y , but not a l w a y s , the best in te res ts of the people 

who cire r e g u l a t e d . 

n. THEORIES OF REGULATION 
� 

The public interest theory 

If you look at the h i s to ry of regu la to ry author i t ies and the i r 

study - and he re I have to ta l k about the A m e r i c a n e x p e r i e n c e 

- we f i nd tha t r egu la to r y au thor i t i es were f i r s t set up because 

the gove rnmen t of the t i m e , the Congress or the P r e s i d e n t , 
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had some problem wh i ch they thought w a s a rea l p rob lem. 

They didn't know qui te what to do so they appo in ted a r e g u -

la to ry board to cont ro l i t . T h e o r ig ina l idea w a s tha t the 

regu la tory board would go about and do wha t it had to do in 

the publ ic good. 

The ra i l roads w e r e the f i r s t ma jo r indust ry sub jec t to 

regulat ion in the U n i t e d S t a t e s . T h e ra i l r oads w e r e in pa r t 

monopol is t ic and in par t c o m p e t i t i v e and they tended to 

charge higher p r i c e s on the i r monopo l i s t i c runs than they 

charged on the i r c o m p e t i t i v e r uns . I n f a c t , they tended to 

get into kn i fe f igh ts (a t r u e - t o - l i f e e x a m p l e of c u t - t h r o a t 

compe t i t i on? ) and reach t e r r i b l y l o w p r i c e s on t he i r compe-

t i t i ve runs. T h e f a r m e r s , who in the m a i n had to deal w i t h 

the monopol is t ic runs because most f a r m s w e r e c lose to only 

one ra i l road , were unhappy about th i s , and the I n t e r s t a t e 

C o m m e r c e C o m m i s s i o n was se t up w i t h the a i m of e l i m m a t -

ing this undesi rable behav iou r . T h e ra i l r oads thus c a m e 

under the cont ro l of the I n t e r s t a t e C o m m e r c e C o m m i s s i o n 

and this led to the regu la t ion of o ther a c t i v i t i e s . 

It began to occur to e c o n o m i s t s , h o w e v e r , tha t th ings 

weren' t work ing the way they should. I t seemed tha t wha t 

the In te rs ta te C o m m e r c e C o m m i s s i o n had done w a s not to 

lower the ra tes in the monopo l i s t i c p a r t s of the r a i l r o a d 

s y s t e m , but to ra i se the r a t e s in the c o m p e t i t i v e par t of the 

sys tem. If you look a t the o ther a r e a s w h e r e regu la t i on was 

ins t i tu ted , you have th is s a m e sor t of th ing o c c u r r i n g . 

The captire theory 

F r o m observat ions of th is has deve loped what is known a s the 

capture theory of r egu la t i on : t ha t the bureau had been set up 

wi th the best of in tent ions and good people had been appo in t -

ed to s t a f f i t , but somehow or o ther the regu la ted indus t ry 

had t a k e n con t ro l . I n the i n s t a n c e of the ra i l r oads , they 

were now using the I n t e r s t a t e C o m m e r c e C o m m i s s i o n to r u n 

a c a r t e l . 

Th is was a bet ter theory than the or ig ina l idea tha t the 

I C C was set up to do good, but i t wasn ' t a l l tha t s a t i s f a c t o r y 

because when you looked at the d a t a , the f i r s t th ing you 

not iced was tha t a number of the r a i l r oads had been v e r y 

a c t i v e in get t ing the I C C o rgan i sed . Th i s wou ld seem to 

ind ica te that the idea in t he f i r s t p l a c e w a s to have a 

c a r t e l . A s George S t ig le r put i t , ' a man who c o m p l a i n s about 

a regulatory au thor i t y runn ing a c a r t e l in t he indust ry is in 

the same s i tuat ion as a man who c o m p l a i n s about a den t i s t 

pull ing tee th . ' In both c a s e s t ha t is wha t they w e r e se t up 
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f o r . Now I'm not going to swear that th is is t rue in a l l c a s e s 
but h i s t o r i c a l e v i d e n c e seems to ind ica te that there a r e many 
e x a m p l e s of i t . 

Not v e r y long ago the A m e r i c a n Telephone & Te leg raph 

Company ( the B e l l C o m p a n y ) ran big fu l l page adve r t i semen ts 

in the newspapers wh i ch s a i d : 'Why is there only one te le -

phorte company in your t own? ' They exp la ined tha t an ear ly 

pres ident of B e l l Te lephone had come to the conc lus ion tha t 

it was undes i rab le to have more than one telephone company 

in t o w n , not of cou rse because he wan ted monopoly p ro f i t s , 

but because it wou ld be inconven ien t for people to have more 

than one te lephone company . The B e l l Telephone Company 

had succeeded in ge t t i ng the es tab l i shment of s t a te regu -

l a t o r y c o m m i s s i o n s , l a t e r rep laced by a F e d e r a l agency wh ich 

then c r e a t e d B e l l Te lephone monopol ies a l l over the p l a c e . I 

should say tha t B e l l ' s p ro f i t s went up ve ry sharply a f t e r they 

succeeded in ge t t i ng government regu la t ion , al though they 

neve r ment ioned th i s g rea t step f o r w a r d in any of the 

a d v e r t i s e m e n t s t ha t they ran . 

R e c e n t s tud ies of the deve lopment of s ta te (now a lso 

rep laced by F e d e r a l ) regu la ted e l e c t r i c power indust r ies once 

aga in seem to i nd i ca te tha t the net e f f e c t of these th ings was 

to r a i s e t he p ro f i t s of the e l e c t r i c power industry . R e m e m -

ber, too, tha t in such regu la ted u t i l i t i es , or in s t a t u t o r y 

au tho r i t i e s a s you have in A u s t r a l i a , much of the 'p ro f i t ' in 

f a c t goes to those b u r e a u c r a t i c pa r t i c i pan ts in the indust ry . 

Th i s can c o m e about in a number of w a y s a s 1 have i nd i ca ted : 

such as e m p l o y e e s not work ing ve ry ha rd ; overmann ing of 

o f f i c e s for reasons of p r e s t i g e ; or g rea te r hol idays or more 

generous pens ion s c h e m e s than cou ld be jus t i f ied in the 

c o m p e t i t i v e p r i v a t e s e c t o r . 

T h e f i n a l e x a m p l e of th is a t t i t ude towards a regu la to ry 

commiss ion ( tha t they a r e set up w i th the purpose of runn ing 

a c a r t e l ) w a s the C i v i l A e r o n a u t i c s Boa rd , organised in 

1937. I f you look back a t Congress iona l debates, i t turns out 

t ha t the m a i n th ing tha t anybody argued in favour of the C A B 

was tha t thiey w e r e a f r a i d there might be d e s t r u c t i v e 

compe t i t i on in the a i r i ndus t ry . They didn't say tha t there 

a c t u a l l y had been d e s t r u c t i v e compet i t i on up to t ha t point , 

but they thought i t might occu r . The C A B was es tab l i shed 

and f r o m tha t t i m e un t i l about four yea rs ago, no new ma jo r 

airlir>e was p e r m i t t e d to s t a r t operat ion in the L ln i ted 

S t a t e s . Th i s w a s p r i c e - s e t t i n g c a r t e l a c t i v i t y w i t h a 

vengeance . We have now succeeded in get t ing r id of i t . 

Th i s theo ry , tha t the regu la to ry agenc ies a r e ac tua l l y se t up 

by a s m a l l p ressure group - s p e c i f i c a l l y the regulated indus t ry 
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which wants c a r t e l p ro f i t s - does h a v e c e r t a i n e l e m e n t s of 

t ruth behind i t . 

The unbudgeted transfer theory 

Howeve r , there are s e v e r a l add i t i ona l t heo r ies that have 

emerged subsequent ly . One is wha t is c a l l e d the unbudgeted 

t ransfer theory ; that i s , t ha t the e x i s t e n c e of the regu la to ry 

body makes i t possible to t r ans fe r m o n e y f r o m one group of 

people to another . I should s a y , a s an as ide , tha t I have 

a l w a y s been in favour of t h i s . I'm a bache lo r w i th a r a t h e r 

high income and as a lmost a l l of my t r a v e l is business t r a v e l , 

it is there fo re deduct ib le fo r t ax purposes and so I a l w a y s f l y 

f i r s t c l a s s . Dur ing the per iod when a i r l i ne regu la t ion was in 

fu l l f lower in the U n i t e d S t a t e s , the tour is ts subsid ised the 

f i r s t c lass passengers . Y o u can a l l see the soc i a l advan tage 

of this kind of th ing of c o u r s e . I used to t e l l my co l l eagues 

w i t h f a m i l i e s and who t h e r e f o r e couldn ' t a f f o r d to f l y f i r s t 

c l a s s , tha t if they bought a m a r t i n i they cou ld s a y to 

themse lves : 'I am mak ing a soc i a l con t r i bu t i on - two cen t s of 

this is for Tu l l ock ' s f r e e m a r t i n i ! ' T h e r e are a lso a couple of 

other subsidies that 1 have bene f i t ed f r o m in th is regu la ted 

period. Shor t f l ights w e r e subs id ised by long f l i gh t s , and if 

you f lew f rom a sma l l a i r po r t you w e r e subsid ised by people 

who f lew f rom major a i r p o r t s . S i n c e I f l y f rom R o a n o k e , 

V i rg in ia , wh ich is a sma l l a i r po r t , and you have to change to 

another aeroplane if you wan t to go <iny d i s t a n c e , I not on ly 

got the f i r s t c l ass subsidy, I got the s m a l l a i rpor t cind short 

d is tance subsid ies as w e l l . D e r e g u l a t i o n of t^ie a i r l i n e s is 

s t i l l not comp le te , and t he re is s t i l l some c ros -subs id isa t ion 

wi th in the s y s t e m , but it is p rog ress ing . Th i s is only one of 

many such t r a n s f e r s . 

The 'political lever' theory 

For many yea rs P iedmont A i r l i n e s , w h i c h ope ra tes the on ly 

a i r l ine through Roanoke , was compe l l ed to land e a c h day f i v e 

north-bound and f i v e south-bound s ea t s at P u l a s k i , V i r g i n i a , in 

order to subsidise tha t ra the r s m a l l group of people who l i v e d 

in Pu lask i who wanted to f l y . T h e y w e r e made to do this in 

order to ma in ta i n a monopoly on c e r t a i n other rou tes tha t 

they had. 

I f you look over the a i r l i ne regu la t ions you f i nd an i m -

mense web of spec ia l r e q u i r e m e n t s of th i s sor t . T h e y lower 

the to ta l pro f i t of the a i r l i n e ; they t r ans fe r funds f r o m one 

group of persons to ano ther ; and p resumab ly the reason they 
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are there, and the reason the airlines didn't complain terribly 
before deregulation, was that they regarded this as a way of 
buying F>olitical support. It wasn't just the airline that was 
benefitting from it either. There was also a set of small 
concentrated groups which could bring political pressure to 
bear and the regulatory body was responding to it. 

The 'agency benefit ' theory 

The response of polit ical pressure in this way brings me to my 
f i f th theory of how a regulatory agency works and that is that 
the regulatory agency is simply trying to maximise its own 
benefit. From my earl ier remarks about what I think of 
bureaucracies, you wi l l immediately recognise that I think 
this is a part icular ly likely theory. Bureaucrats are simply 
trying to maximise their own benefit and they engage in poli-
t ical manipulation for that purpose. The requiring of the 
f ive seats in Pulaski was an example - there was in fact a 
Congressman from Pulaski . One can go on. 

The best study of this particular thing was done by 
Aitcheson and Chant using the Canadian central bank as their 
regulatory agency. One of the things that economists are 
always concerned about is central bank policies. Central 
bankers seem to behave like low-grade morons or perhaps like 
vicious cr iminals. There are differences of opinions as to 
which of these is the best model. They don't seem per se to 
be these kinds of people - they seem very nice when you meet 
them, fair ly intelligent in fact . In any event Aitcheson and 
Chant looked into the issue and they came to the conclusion 
that you could explain 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 
economists with respect to most central banks - but on 
grounds that they understood very well what they were 
doing. What they were trying to do was to maximise their 
polit ical 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 to 
bear on them and this led to all these disastrous consequences 
(depressions and inflations and so forth) because they were 
adjusting to that situation. 

1 find that theory a very good one, and of course it can be 
used to include a number of the others. If the regulators are 
responding to polit ical pressure they would also be respondmg 
to pressure from the industry and hence would tend to give 
some cartel profits. They would respond to political pressure 
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from the Congressman from Pulaski and see to it that aero-
planes fly in and out of Pulaski. Whatever else anyone may 
think about f irst class passengers, they clear ly are p>olitically 
more influential than tourist passengers. So there is a 
response to political pressure there also. 

The "random behaviour' theory 

1 regret to say that there is a final theory invented by the 
Harvard political scientist James Q. Wilson. This is that the 
regulatory bodies simply engaged in random act iv i ty . Let me 
give you one piece of evidence for this. There v/as a young 
man who took a Bachelor's degree in nuclear engineering and 
then went out to get a job with Babcock & Wilcox, a big 
company that makes nuclear power stations. They told him 
that they would be glad to hire him, but it would be 7 or 8 
years before he'd be permitted to design anything because of 
a long training program. He thought that this sounded dull, 
so he didn't take the job and instead went to Washington and 
got a job with the Nuclear Regulatory Commission. His f irst 
duty was to write the specif ications for a new power 
station. He settled down to write these specifications which 
the other members of his class would then take up and 
proceed to spend 7 or 8 years learning before they began 
designing the devices. 

Undeniably this does occur in any regulatory commission 
and in fact there is no reed way you can avoid it. If you 
begin writing a long list of regulations, a very large part of 
that list wil l be things where it is not possible to tell what is 
the right regulation, either at a l l , or at the very least without 
a great deal of careful study which isn't really worthwhile. 
So you produce a long l ist of regulations, some of which are 
very sensible, some of which may be silly or perverse; but a 
very large part of which are simply regulations that have 
been produced because you have to produce regulations and 
you have to have some kind of a rule, good or bad. 

Summary 

1 have given you a number of theories of how regulatory 
agencies act and 1 regret to say that instead of tell ing you 
now which one of them is true, I think al l of them are partly 
true. I think there is no doubt that regulatory agencies to 
some extent engage in trying simply to do good. The people 
in them have a certain amount of freedom to do that and 1 
think they do. I also think that they tend to get influenced 
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by the very expensive people who are hired by the regulated 
iridustries to influence them. If you want to make money in 
the United States you go in for that kind of act ivi ty. 

There is also no doubt that to some extent the original 
organisation of these things is affected by political pressure 
and they are set up to some extent to establish cartels. In a 
real sense what happens is that Congress pays off the indirect 
costs of establishing a regulation by providing some benefits 
to the regulated industry. This by the way is not necessarily 
a bad thing. If you force a company to do something which is 
of public benefit rather than just its own benefit, then 
arranging in some way to compensate for this is not 
necessarily (it often wil l be) an undesirable act ivi ty. 

Undeniably, too, there are transfers of resources back 
and forth and it is also true that political pressure is 
important and the individual regulatory boards respond to 
that by trying to benefit themselves. Last but not least, 1 
regret to say that they engage in some random behaviour. 1 
can't see any way of avoiding it. 

ni. C O N C L U S I O N 

The general picture here then is of an agency or a group of 
organisations which do not work all that wel l . But remember 
if they don't work so wel l , the alternatives may not work so 
well either. In gerieral when you talk about government, you 
should try to aim for something that is perfect. You won't 
succeed but there is no reason why you shouldn't try. We 
should try to get the best institutional structure we can. We 
should recognise that it won't be perfect but think of the al t-
ernat ives. In some cases l ike the airlines and the railroads 
the sensible thing to do would be just not regulate. In the 
case of the telephone, it may well be that a regulated mono-
poly is better than doing nothing, even with the regulation 
having all the defects that I have described. 

The so-called new regulation - the regulation of things 
l ike air-pollution, water-pollution and certain safety charact-
erist ics - provides very good arguments that government 
should be in the business even if government is going to 
behave rather inef f ic ient ly ; because the inefficiency of the 
government is no worse than the inefficiency that you would 
anticipate without it. The courts don't do very well on these 
issues and Congress would certainly be more responsive to 
polit ical pressures than the regulatory bodies. 

The fact that I have said all these rather unkind things 
about regulatory authorit ies doesn't indicate that we shouldn't 
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have them. It really indicates that we just shouldn't have 
dreams about their ef f ic iency. The regulatory authority, we 
hope, is established in circumstances in which for some 
reason it is really needed. I don't think in the case of 
railroads or airl ines that was true, and certa in ly the extension 
of railroad regulation to the trucks in the early part of the 
thirties was a very, very severe mistake. In other cases the 
rather inefficient structure that I've been describing to you 
may well be the best way of dealing with things because the 
alternatives are also highly inef f ic ient . What we must do is 
to think about the whole problem and then make our decisions 
on what is the best kind of institution and we shouldn't do this 
under the assumption that if we appoint a regulatory board, 
the regulatory board wil l solve the problems. The regulatory 
board is a problem in i tself . I t may be better than 
alternative solutions or it may be worse, but before we make 
the decision we should careful ly 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 
hope. 

It is fair ly easy to discover cases where regulation has 
done a great deal of harm, but let me close by giving you a 
very minor, but for many people a very important example, in 
which American regulation did considerable good. Children 
in the United States, and I suppose in Austra l ia too, after 
they get to big for the cr ib, are put in a bed which has slats 
on the sides so they can't fal l out. The Consumer Products 
Safety Division began collecting stat ist ics on all sorts of 
accidental injuries and they discovered something that no one 
had ever known before and that is that these slats on Amer i -
can beds were spaced in such a way that the baby could get 
its head through and strangle i tself . There were about 30 of 
these accidents happening a year in the United States. 
Nobody had ever noticed it before this because every single 
hospital or doctor had assumed it was a freak occurrence. 
There apparently was no place in the United States that two 
of these things happened to the same doctor. The discovery 
that this risk could be reduced by changing the slats immed-
iately saved a considerable number of l ives. Nobody really 
complained about the new requirements. The information 
that led to this discovery came out of a regulatory agency 
which on the whole has been pretty foolish and pretty badly 
organised and has done al l sorts of extraordinary things. So 
there are profits as well as costs with regulatory agencies. 

But to repeat: what you must do when you view these 
agencies is to realise that they are not perfect. Most of us 
aren't perfect either so we shouldn't cr i t ic ise them too 
heavily. 
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The Australian Wheat Board: 

Marketing Agency or Plaything for Politicians, 

Public Servants and Fann Organisations? 
A S . Watson 

The formation of the Austral ian Wheat Board was a political 
response to economic conditions in the wheat industry during 
the 1930s, when depressed wheat prices coupled with the 
ir»appropriate s ize distribution of wheat farms led to 
widespread economic distress for wheatgrowers. As has 
usually been the case in the evolution of agricultural price 
policy in Aust ra l ia , government intervention in wheat 
marketing was prompted by price and income-related goals, 
and the many indirect ef fects of regulation on the marketing 
system were either not fully anticipated, or regarded as not 
worth bothering about (Watson and Parish 1982). The 
marketing system that was created in response to those 
earlier c ircumstances persisted with only minor modifications 
until 1979, when the Seventh Wheat Stabilisation Scheme was 
introduced which embodied major changes with respect to the 
basis and speed of payment of growers, and the abandonment 
of price stabil isation 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 financed exclusively by the Reserve Bank. This chcinge 
has increased greatly the complexity of its of)erations. 

Nevertheless, the institutional arrangements and 
machinery for making decisions about wheat marketing are 
largely unchanged. The Australian Wheat Board retains its 
acquisition powers and its monopoly on the domestic and 
export markets. 

The Wheat Board has attracted some controversy in the 
last couple of years. It is required under the Wheat 
Marketing Act 1979 'to receive wheat, establish standards, 
store and market wheat and make payments to growers' 
(Austral ian Wheatgrowers' Federation 1981, p. 2). By the 
standards of other statutory authorities, the Wheat Board is a 
rather frugal organisation. Overseas representation is kept 
to a minimum as around half of export sales are arrimged 
through the international grain trading houses. Pa ra -
doxically, most of the arguments in wheat marketing have 
concerned the domestic trade which is not as significant as 
the export market. The economic significance of the 
Austral ian Wheat Board should not be overrated. Prices are 
essentially determined on the world market and the handling, 
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storage and internal transport of wheat are largely outside its 
control. It is important as a f inancial intermediary and 
because of the close involvement of its Board members with 
the politics of wheat. 

Marketing efficierxry and equity 

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 
was long overdue. The wheat industry has been extremely 
prosperous throughout most of the post-war period. The 
maintenance of a regulatory apparatus that was introduced to 
deliver higher prices and incomes to struggling farmers is 
something of an anachronism. In terms of assistance 
actually afforded to wheatgrowers through high prices, wheat 
stabilisation has been irrelevant or even damaging (Longworth 
and Knopke 1981). Therefore, the scheme ought to be judged 
according to its ef fects on the performance of marketing 
functions and its ef fects on equity between wheatgrowers. 

The Wheat Board has come under pressure from three 
sources: an inquiry by the Industries Assistance Commission 
in 1977, legal action in the High Court of Austral ia (the C lark 
King and Uebergang cases) a.nd the Senate Standing 
Committee on Finance and Government Operations. The 
matters that have been in contention are the central issues of 
serious agricultural marketing discussion in Aust ra l ia : the 
form and level of industry assistance, the relationship of 
price-raising and/or stabil ising instruments to the 
performance of marketing furKrtions, Commonwealth-State 
powers with respect to agricultural marketing, and the 
accountability of institutions set up under government 
legislation. Since the Industries Assistance Commission was 
unable to find much in the way of assistance, its attention 
strayed to other matters and it recommended the freeing-up 
of the domestic market for wheat (Industries Assistance 
Commission 1978). Natural ly, that recommendation was 
unacceptable, particularly to bulk handling authorities and 
most State Governments, because of the possible ef fects on 
their revenues from provision of handling, storage and 
transport faci l i t ies; but also to the Austral ian Wheatgrowers' 
Federation because it would have removed for al l t ime even 
the potential for income transfers to producers v ia a higher 
domestic price for wheat. The Wheat Morlceting Ac t of 1979 
attempts to sidestep the 'd i f f icul t ies ' of private trade in 
wheat by improving payment terms for wheatgrowers. The 
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economic incentive for 'over-the-border' trading is thus partly 
reduced whatever is the eventual outcome of 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 legit imate questions: 'Are growers being fair ly 
treated? How can anyone judge if f inancial statements are 
not made avai lable?' (Rae 1979, p. 2862) 

One important outcome of this varied debate is greater 
recognition of the many confl icts of interest between 
wheatgrowers brought about by the pooling of marketing 
costs between producers. This is particularly the case with 
respect to dif ferences in location. An important factor in 
the 'over-the-border' trading which precipitated the Section 
92 cases in the High Court was the appalling performance of 
the New South Wales Grain Elevators Board (GEB) , as it then 
was, in handling and storing grain. Wheatgrowers in northern 
and southern New South Wales were bearing the burden of 
this ineff ic iency and they were tempted to escape a situation 
that was not of their choosmg. 

Although that situation is in the process of being cleaned 
up, and there has been the now-standard name-change from 
'Board' to 'Authority', some serious matters have been raised 
by the (excel lent) reports of the New South Wales Grain 
Handling Enquiry (19S0, 1981). These issues are deserving of 
special comment because they show how things can go wrong 
in a statutory authority when there is l itt le f inancial 
discipline and tenuous administrative authority. Perhaps the 
most damning statement in those reports is as follows: 

Most growers were very cr i t ical of many aspects of 
the system, but in particular of the lack of 
communication to them of the true situation. Many 
growers expressed the view that the industry was 
severely handicapped by the fact that the Grains 
Commit tee of the principal grower organisation 
contained a l l of the grower members of the G E B and 
as a result their organisation did not objectively 
represent them in matters relating to deficiencies in 
the G E B . (para 10, p 2, 1981.) 

This dereliction of duty, or self-protection by a few wel l -
placed individuals, does not merely involve farm organisations 
in New South Wales, for wheat handling and storage charges 
were pooled nationally until 1977. It was only when the New 
South Wales growers were urable to shift the burden of mis-

1 -



The Economics of Bureaucracy and Statutory Authorit ies 

management elsewhere that this particular shambles became 
public knowledge. In the absence of stock reconcil iation 
between first receival of wheat and its disposal through 
seaboard terminals, wheat worth almost $IOm, at today's 
prices, is apparently mislaid from the system each year. 
(Estimated from information in paras 90 and 91 of the Final 
Report of the N.S.W. Grain Handling Enquiry, 1981, p. 15.) 
Incidentally, as the New South Wales G E B did not keep 
adequate records of its stocks, l i t t le wonder the Austral ian 
Wheat Board found it hard to keep up to date with its 
accounting, let alone its accountabil i ty. 

The situation was in e f fec t tolerated by the rest of the 
Australian wheat industry for around thirty years while 
national pooling existed. The experience of grain handling 
and storage in New South Wales is a good example of the way 
the composition of a board and its economic decisions 
interact. Grower members of New South Wales G E B were 
elected from regions. It was inevitable therefore that there 
was a gross imbalance in the investment programme, with 
over-provision of silos in wheat-producing areas, to keep the 
electorates happy, but gross neglect of the maintenance and 
operation of seaboard terminals through which wheat must 
flow for the system to operate ef f ic ient ly . 

The introduction of State accounting is only a small step 
in reducing the costs of pooling. There is no doubt that a 
great amount of economic inef f ic iency, and cross-
subsidisation between producers, can st i l l occur through the 
pooling of marketing expenses within States. In the case of 
Victoria, the infrastructure costs of any expansion of 
cropping into new areas in southern Victor ia ought to be 
borne by the new producers rather than lost in a maze of 
transactions which disadvantage the established wheat-
growing areas and ignore considerations of comparative 
advantage in cropping and livestock act iv i t ies. The Victorian 
GEB might not be able to resist the pressure to invest in more 
grain handling faci l i t ies if there were ever to be a few 
swinging seats in the Western D is t r ic t , or the agronomists and 
plant breeders got the upper hand over the veterinarians in 
the State Department of Agriculture. 

Institutional 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 income stabil isation, given 
the variability of yields. The buffer fund involved arbitrary 
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transfers between wheatgrowers, not to mention the losses in 
economic e f f ic iency brought about by distorted price 
relationships between commodities. With such glaring faults 
in pricing instruments and confused policy objectives, it was 
not surprising that the more subtle effects of wheat 
marketing arrangments on the performance of marketing 
functions tended to be ignored by economic commentators. 

The long-term paralysis of thought and action in the 
wheat industry can be explained in straightforward terms. 
The folk-myth has been sustained amongst wheatgrowers that 
their prosperity could be explained by the marketing scheme, 
rather than being the result of those more fundamental 
economic forces that account for Australia's comparative 
advantage in wheat production. At the off icial level , most 
of the participants in decision-making with respect to wheat 
marketing have powerful incentives to support the status 
quo. This is because so many compromises and deals were 
necessary to overcome the init ial di f f icult ies in establishing 
the wheat scheme. Agreement between the States was 
dif f icult to achieve in the first instance, but once the wheat 
meirketing arrangements took their essential form, it was 
even more di f f icul t to get them to disagree. 

The problems of wheat marketing are largely the result 
of the measures taken to influence prices. It is inevitable 
that any measures designed to raise prices or reduce their 
variabil i ty wi l l a f fec t market organization and the perform-
ance of marketing functions. These ef fects need not be 
drastic if direct methods of price or income augmentation are 
chosen instead of the usual Australian approach which 
involves elaborate control by statutory marketing boards. 
This is because our main price-raising device is the home 
consumption price which requires the separation of markets 
and arrangements to ensure that farmers receive uniform 
returns from sales in dif ferent markets. 

Importantly, from the point of administrators and farmer 
polit icians, this indirect approach has the advantage that i ts 
consequences are hidden from public gaze. In the case of 
wheat, as stated, the net ef fect of the opportunity for 
discrimination between the domestic and export markets has 
been to the detriment of wheatgrowers, because protection 
has been negative in many years. What remains, therefore, 
from a structure created to give assistance is merely a 
labyrinth of devices to maintain the pooling of marketing 
costs between producers. The pooling is not complete -
producers bear their own transport charges, and can earn 
premiums and suffer dockages to a limited and arbitrary 
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extent for quality differences in their wheat - but the system 
works so that they cannot make their own economic decisions 
with respect to time of marketing. This has placed 
restrictions on financial management of individual farms, and 
on the economic development of the wheat-using industries. 

The major factor underlying the poli t ics of Austral ian 
wheat has been the ambiguity of the legal powers of the 
Australian Wheat Board with respect to interstate trade in 
wheat, even when the Board is supported by complementary 
State and Federal legislation. State Governments of 
different political complexions, and their respective 
bureaucracies, have supported regulation of the wheat 
industry without serious question. The relat ive aff luence of 
the wheat industry is the main explanation for this because it 
makes wheatgrowers generally happy with the current 
situation. It is easy to understarid the defensiveness of 
governments and farm organisations with respect to 
agricultural marketing schemes which clearly benefit 
producers in the aggregate: eggs and dairy products are 
obvious cases in point. It is a bit harder to explain inert ia 
when arrangements do not seem to be conferring much 
benefit at al l . 

A possible explanation of the conservative behaviour of 
the agricultural bureaucracy is the fear that any radical 
change might upset the del icate balance between States with 
respect to other commodities where the assistance conse-
quences of government intervention are really important. 
Sugar in Queensland, apples in Tasmania, r ice in New South 
Wales, dairying in Victorian and horticultural products in 
South Australia are al l highly regulated or protected 
industries of special interest to their respective States. 
These arrangements could be at r isk If any State decided to 
step out of line on wheat marketing. The Austral ian 
Agricultural Council , the Federal -State committee of 
Ministers of Agriculture, which is the forum that discusses 
such potential confl icts, is essential ly a device to make sure 
nothing ever happens in agricultural policy. 
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The Economics of QANGOS: SECV and ELCOM 
Peter L Swan 

I. I N T R O D U C T I O N 

As e lect r ic i ty consumers subject to blackouts and power 
restrict ions in both Victoria and N.S.W. discovered in the 
winter of 1981, the two quasi-autonomous-governmental 
statutory author i t ies ' , the State Electr ic i ty Commission of 
Victor ia ( S E C V ) and the Elect r ic i ty Commission of N.S.W. 
(Elcom), are not responsible to the average domestic or even 
industrial consumer, who can be cut off with l i t t le or no 
warning, cannot go to other suppliers as he could for a loaf of 
bread, and appears to lack even the common law right to sue 
for damages. One might imagine that the Commissions, as 
statutory monopolies, are responsible to Parliament but this 
is not the case. By law, the Commissions are responsible to 
the relevant Minister, but in practice there is a tendency for 
the reverse to be true: Ministers often come and go in rapid 
succession - witness Victor ia - but the Commissions live on 
indefinitely. In Victor ia the monopoly position of the SECV 
is not quite complete because of Alcoa's small but eff ic ient ly 
run generator which supplies almost half the power for its 
Point Henry smelter. 

Even if the Commissions were subject to control by 
Parl iament, and thus indirectly by voters and consumers, this 
would st i l l be inappropriate because of the very diffuse 
nature of the common property rights of voters in state-
owned instrumentali t ies. As Gordon TuUock and others have 
pointed out, the informational and other costs associated with 
each individual voter's monitoring the activi t ies of these 
organisations are immense, relative to the almost negligible 
personal reward that each voter obtains from making an 
informed choice at the ballot box. 

The large scale production and distribution of e lectr ic i ty 
is both complex and highly technical. The organisation which 
is charged with the responsibility of supplying adequate power 
in an ef f ic ient manner can be regarded as a production ' team' 
in which monitoring of the performance of each and every 
team member is required to ensure the desired outcome and 
to prevent excessive 'shirking' and wasteful misallocation of 
resources. Alchian and Demsetz (1972) point out that 
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monitors or administrators are employed to carry out this 
function, but ask, 'who will monitor the monitors?' \Vith 
privately-owned firms subject to competition in the market 
place and by threat of takeover (exchange of property rights) 
part of this monitoring role is performed externally, but in 
addition the monitor is usually appointed the residual claim-
ant whose incentive to shirk himself is reduced by the 
knowledge that his 'profit' or residual reward will be lower if 
he does not perform well. 

Given the lack of external competition arising from 
prohibition of rival power companies, the inability to 
discipline poorly performing management by means of a take-
over (there are no explicit shares in the SECV or Elcom let 
alone trading on the stock exchange) and the complete lack of 
a residual claimant with a profit incentive, the difficulty is to 
explain how the electricity Commissions manage to perform 
their complex task at all - not to explain why it is performed 
so poorly!* 

U. WHAT DO THE QANGOS MAXIMISE? 

The lack of accountability of the Commissions either to 
consumers or to their implicit shareholders, who are the 
taxpayers of Victoria and N.S.W., means that in reality each 
organisation not only sets its own goals but also discards them 
as soon as they have unpalatable consequences. For ex-
ample, the SECV's quantified targets, which up to 1979-80 
included a 7 per cent return on capital (presumably in historic 
cost terms which do not allow properly for inflation), have 
now been deleted from the Annual Report for 1979-80 along 
with the goal of 50 per cent internal financing. I imagine 
that this return on capital criterion was dropped because it 
was not being met. Moreover, internal funding has fallen to 
less than 20 per cent; but any attempt to obtain a sensible 
positive, in real inflation-adjusted terms, return on capital or 
to reduce dependence on external borrowing comes into 
conflict with the retained objective of keeping electricity 
price increases below the increase in the Consumer Price 
Index. While such an objective sounds, on the face of a, to 
be in the public interest, this need not be the case, especially 
if it means excessive electricity sales, an over-inflated 
authority and large-scale misallocation of scarce resources of 
capital and labour. Fortunately this objective has been 
honoured in the breach in the last couple of years. 

Economists such as Williamson (1963) and Niskanen (1968) 
have drawn attention to the importance of salary, perquisites, 
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security, power, status, prestige, professional excellence, 
patronage and rate of promotion as motives of managers ar>d 
bureaucrats. These factors are often highly correlated with 
the size of the organisation, its budget and its output. 
However two immediate difficulties arise in assessing the 
relevance of these different proxies for the underlying 
managerial goals. First the constraints facing the 

organisation must be considered. Clearly, the ideal situation 
for the organisation is when its budget is met from the public 
purse with the product given away. Universities and 
Colleges of Advanced Education come closest to this 
organisational ideal, with students, many staff and most 
university and higher education administrations protesting 
over the limited reintroduction of fees. The railways closely 
follow the higher education ideal, given the scale of their 
losses, but the electricity Commissions have not yet managed 
to get themselves into the privileged position of higher 
education and public transport. The Commissions must still 
remain financially viable in terms of a crude system of 
historical cost accounting which takes no account either of 
rising physical asset values and replacement prices or the 
falling real value of liabilities fixed in money terms due to 
inflation. However, the Commissions are not obliged to 
introduce a proper inflation-proofed system of accounting, 
although they could do so voluntarily; nor are they obliged to 
obtain a real inflation-adjusted return on funds employed 
equivalent to the rate that a similar private organisation 
would have to pay for debt and equity capital without the 
ability to be bailed out by the taxpayer should things go 
wrong. Fortunately, things are now changing for the better. 

Given that most domestic consumers are probably still on 
the inelastic portion of their demand curves, the Commissions 
must also consider what would happen if they were to adopt 
the second and superficially more appealing avenue of raising 
the Commissions' budgets by increasing tariffs. The fear is 
that higher dividends would need to be paid into Consolidated 
Revenue, leaving little gain to the managers and employees, 
although taxpayers would then receive some compensation for 
the risks they are bearing by underwriting the Commissions. 
The SECV is already making a small contribution to Consol-
idated Revenue by means of a 5.5 per cent turnover tax and it 
is now proposed that they pay more via 'dividend' payments to 
the Victorian Government, but Elcom makes no equivalent 
contribution to the N.S.W. Government coffers. 

The bias towards electricity output maximisation subject 
to a zero accounting profit constraint is boosted by the 
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dominance of two groups in the Commissions, the engineers 
and the accountants, particularly the engineers who see 
increased output as a monument to their professionalism. 
Needless to say, economists, who might question the $10 
billion expansion plans of the SECV or the plans of Elcom to 
double output, in terms of the waste of society's scarce 
resources when tariffs are set well below economic levels, 
have no future in the SECV or Elcom. 

This bias is also reinforced by politicians and large 
customers of the authorities such as the aluminium companies 
who use or, should I say, misuse the alleged employment 
multiplier effects of new developments which rely on cheap 
power such as smelters to argue that unemployment is 
relieved by subsidising particular large electricity 
consumers. As Professor Michael Porter said in evidence to 
the Senate Standing Committee on National Resources, the 
net employment multiplier effect over the life of a smelter is 
likely to be zero. Aggregate unemployment is better left to 
macroeconomic policy, and policies relating to the minimum 
wage and unemployment benefits. 

ni. SOME UNFORTUNATE CONSEQUENCES OF OUTPUT 
MAXIMISATION 

A number of important features of SECV and Elcom policies 
would appear to be explained by constrained output 
maximisation and the 'professionalism' of SECV and Elcom 
engineers: 

1. Tariff charges which are well below economic costs, 
particularly for large users with highly elastic demands. The 
hypothesis is that in order to increase sales, tariffs will not 
fully reflect economic costs so long as losses based on 
historical accounting costs are not too great. 

2. Cross subsidies from consumers with relatively inelastic 
demands to aluminium smelters with elastic demands 
(because they could locate interstate or overseas). 

3. The sale of large blocks of electricity to particular 
customers (the smelters) even when existing power supplies 
are insufficient to meet existing consumer demands and while 
expecting that the supply position will worsen for some years. 

1*. The professionalism of the planning engineers enables 
technical decisions - such as brown coal versus black coal 
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versus 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 proposed Victorian 
1*000 megawatt Driffield station; 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 planning and tariff-setting operations perpetuates 
this schizophrenic behaviour. It is about time that the 
'Tariff Engineer' who engineers the tariff began to see eye to 
eye with the 'Planning Engineer'. 

These points can r»ow be amplified: 

1. Elsewhere (Swan 1981 and Swan 1982), 1 have provided 
extensive evidence of SECV tariffs set well below economic 
costs. This is easiest to check for aluminium smelters which 
have an almost continuous load corresponding to a base load 
power station. Table 1, which is partly derived from Swan 
(1982), shows my estimates of the cost of base load power 
from the SECV's station, Loy Yang, which is currently under 
construction. The estimates are based on real, inflation-
adjusted rates of interest/return ranging from 5 to 10 per 
cent per annum. For example, a real return of 10 per cent 
per annum would correspond to a nominal or money return of 
20 per cent combined with an expected inflation rate of 10 
per cent per annum. 

The SECV has adopted a 10 per cent real return criterion 
for costing purposes and obtains unit cost estimates of 
between 2.2 to 2,6 cents per kilowatt hour for Loy Yang and 
the proposed Driffield station in 1980 prices. An estimate 
repared in this manner should rise in line with the inflation 
rate generally. Thus if the inflation rate is 10 per cent per 
annum, costs and hence prices should rise at the same rate. 
My estimate at a 10 per cent rate in 1982 prices is higher 
than the SECV's at 3.51 cents per kilowatt hour because of 
what I consider are overly optimistic assumptions made by 
the SECV in relation to planned and unplanned outages (which 
includes breakdowns) and in relation to operating, maint-
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 SECV's base-load electricity 
tariffs. They correspond approximately to SECV estimates 
except in relation to transmission costs to Portland. The 
SECV's own estimates are higher. 
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f A B L E 1 

Estimated Base Load Eiectr ici ty C o i l s 

Real Rate of Return (%) 

Direct Capital Outlay $/kw 

Value on Completion $/kw 

(including interest 

during construction) 

Annual User Charge $/l<w 

(interest � depreciation) 

Operating and Maintenance $/l<w 
(including coal winning 
and some overheads) 

Total cost $/kw 

Average Energy Sent Out per 

Kw oi Capacity in Kwh 

Cost ot Energy Sent Out c/Kwh 

Transmission Cost and Line Losses 

- At Stage 2 (no line loss) 

- At Stage <t (2% line loss) 
- At Suge 4 (including SECV 

transmission costs only) 

Total Energy Cost, PorUand 

- Stage 2 

- Stage * 

- Stage d (transmission 
costs incurred by SECV only) 

Cochrane, September 

l-JSI prices 

Victoria (Loy Yang)* N.S.W. 

> S 10 1 10 

960 

(883) 

960 

(883) 
960 

(883) 

1117 

(1049) 
1233 1322 

(1257) 
773 832 

72 

(68) 

109 139 

(133) 

87.5 

50 

(24) 
)0 50 

(26) 

7: 

122 

(92) 

159 189 

(159) 

126 164 

5387 

(5775) 

5387 

(5775) 
5387 

(5775) 

2.26 

(1.60) 

2.95 3.51 
(2.75) 

2.33 3.04 

0.92 
0.51 
0.44 

1.13 
0.62 
0.51 

1.4 

0.77 

0.68 

(0.18) (0.27) 

3.18 

2.77 

2.70 

4.08 

3.57 

3.46 

4.91 

4.28 

4.20 

(1.78) (3.02) 

� Son Cochrane's (1981) estimates converted to September 1981 
prices are slwwn in brackets. 

Sourcei see text. 



Swan: SECV and Elcom 

Despite the very high long-term interest rates 
experienced in the last year or so a 10 per cent real rate of 
return estimate may be a little too high given the experience 
over the last twenty or more years (Swan, 1982). A conserv-
ative figure of between 7 and 8 per cent may be more 
reasonable while Professor Michael Porter has opted for a 
figure of between 5 to 6 per cent (in 1981). Table 2 shows a 
range of estimates of the annual subsidy to Alcoa's Portland 
aluminium smelter at different real rates of return in 1982 
dollars. My estimate at an 8 per cent rate is $93m. These 
estimates are based on full-scale operation of the smelter. 

f M i L E 2 

(Swan) 

(Swan) 
(Swan) 
Cochrane 
Cochrane 

Estimates o l Subsidies to Alcoa's Portland 

Smelter (Stage � ) at Portland based on 

OrUtieid Costs: 1982 Prices 

Real 

Interest Rate 

% 

'> 

S 
I I , 

-> 

10 

^Total Cost 
at Portland 

209 
268 
125 

H8 

234 

S million per annum 

''Total Revenue Estimated 

Subsidy 

9J 
150 
(37) 

59 

a Based on Table 1 with an annual consumption of 7717 gigawan hours 

b Revenue is calculated before an allowance for interruptibility of the 

smelter and is based on the period September 1981 - September 1982. 

The average base price of electricity to the smelter has 
been set by the former Thompson Government in Victoria at 
2.256 cents per kilowatt hour in 1981-82 after Alcoa 
threatened not to proceed with the smelter. This price 
cannot increase faster than the CPI over the next ten years 
under the agreement. In 1982 Alcoa announced that it would 
mothball the partly completed first stage of the smelter 
because of the depressed market for aluminium so that 
completion of Stage I will be delayed beyond the originally 
proposed date of 1983. It is possible that the proposed 
expansion to full-scale (Stage <>) could be postponed 
indefinitely. 

31 



The Economics of Bureaucracy and Statutory Authorities 

One of the reasons for the low price of electricity 
generally and the very poor returns that the States have 
obtained on huge investments in power generation is an 
unwillingness or an inability to understand the relevance of 
marginal cost pricing, let alone to implement it. This is 
illustrated by the discrepancy between the costings for new 
base-load plants and the pricing of the output. 

Let us examine more closely the SECV's own cost esti-
mate for the proposed Driffield power station. The crucial 

factor in the SECV's 2.6c/kwh cost estimate for Driffield is 
that it is in (real) September 1980 dollars, which means that 
the cost estimate is unaffected by future general increases in 
the price level (inflation) and, as well, past increases in the 
price level. In evidence given to the Driffield Public Works 
Committee Inquiry, ('»th April, 1981, p. 90), the SECV exp-
lains the large discreparKry between the Driffield cost and 
actual tariffs such as the 1980-81 price for Portland power 
(Stage I) of 1.75 cents/kwh: 

The price that the tariff structure is based on now is the 
cost of production of the plant that we have on the 
system at this point in time, the actual cost of supply. 
You have the advantage of all your low cost early 
stations like Hazelwood which are reducing the average 
cost to produce that. 

Although this explanation for low tariffs may satisfy the 
SECV engineers arxl accountants, it will surely puzzle 
economists. Hazelwood is valued by the SECV at $150 per 
kw before allowing for depreciation whereas Driffield would 
cost $1200 per kw including interest during construction, 
according to the SECV. There is no ecor>omic 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 equated to marginal cost 
with the new plant. The tariff should at least equal marginal 
cost to ensure an allocation of resources which is socially 
optimal. 

The SECV is not the only electricity commission appar-
ently to undercharge its customers and hence short-change 
taxpayers. The final two columns of Table 1 shows some 
estimates of the cost of electricity from a new black coal-
fired power station in N.S.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, Vol. 2, p. 13.3) 
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and updated from 1980 on the assumption that costs have 
escalated at the rate of U per cent per year. In other 
respects the estimates have been prepared in a similar 
fashion to the Victorian ones. For example, the effective 
capacity factor has been assumed to be the same as my 
estimate for Victoria. 

The average cost estimates ranging from 2.33 to 3.0ij 
cents per kilowatt hour for real rates of return between 5 and 
10 per cent do not include any cillowance for transmission 
costs and is therefore at the power station. Moreover the 
coal winning costs which make up the major element in the 
operating cost component include only the costs of coal 
extraction and therefore exclude any rent component attach-
ing to the coal mine because the market price based on the 
net export parity price is above the extraction cost from 
captive Elcom mines. These estimates therefore understate 
the true cost of electricity. 

Dick (1981) has drawn attention to subsidies included in 
the price of electricity to aluminium smelters located in the 
N.S.W. Hunter Valley. The 1980-81 price announced by the 
Wran Government was in the range 1.8 to 1.9 cents per 
kilowatt hour, but it has been suggested that the effective 
price after allowing for discounts could be lower still. Also 
one of the long established smelters could be paying 
considerably less under an old contract. The kind of 
indexation provision included in the contracts has also not 
been revealed, but if the 1980-81 price is any guide the 
revenue from smelters could be far lower than present costs 
of supply. 

2. In Swan (1981) I provide some evidence to support the 
hypothesis that aluminium smelters in Victoria are being 
cross-subsidised by other users because of the manner in 
which a disproportionately small fraction of capital charges is 
included in the electricity tariffs of very high load factor 
customers such as smelters. Commercial consumers 
particularly and perhaps urban domestic consumers pay 
relatively more than they should in Victoria while other 
groups with 'political clout' such as the rural community and 
some major industrial users pay too little. As serious as the 
question of cross-subsidies is, the major problem has been the 
very low overall return on capital investment. 

3. Both the SECV and Elcom made commitments to supply 
major new or expanded customers like the aluminium 
smelters when at the time it appeared rather unlikely that 
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sufficient power would be available to supply them. Existing 
reserve margins were low and, as is now history, blackouts 
and brownouts with severe power rationing occurred in 
Victoria in 1981 and N.S.W. in early 1982. Fortunately for 
the short-term supply position in Victoria in 1983 and perhaps 
198'* the first stage of the Portland smelter has been 
mothballed for the time bemg. In N.S.W. the short-term 
supply position has remained tight but in the longer-term an 
oversupply position is emerging with the corKellation of a 
number of smelter projects and a lower projected growth in 
demand due to higher real power prices and the severe 
downturn in the economy. Elcom is now beginning to slow 
down the very big increase in capacity expansion which had 
commenced in the earlier boom period. 

IV. A NEW BROOM? 

A number of major changes for the better have occurred in 
the Victorian and N.S.W. power industries in 1982. Firstly 
the new Victorian Labor Government has accepted a 
recommendation from the Office of Management and Budget 
Task Force that overall pricing levels by the SECV should be 
based on a real target rate of return of 5 per cent per annum 
on total assets employed. Assets are valued at replacement 
cost prices and depreciation, also measured at replacement 
cost prices, is deducted before the rate of return is 
determined. No deduction is made for interest payments as 
the return is calculated on all assets independently of the 
means of financing. Between 1978-79 and 1980-81 the return 
calculated on this basis varied between about 2.1 and 2.8 per 
cent per annum. The return measured in this way is positive 
largely because of the existence of the 5.5 per cent turnover 
tax on the SECV. In N.S.W. where there is no turnover or 
equivalent tax the return could be expected to be much 
lower. 

The desired target rate of return will be phased in over 
several years. Moreover, it has been announced that there 
will be a gradual removal of some of the cross-subsidies as 
the present discrimination against commercial users, for 
example, is reduced. 

In N.S.W. a major tariff reform was carried out in ]uly 
1982 with a rise in the average bulk tariff rate to councils 
from 2.83 to 3.82 cents per kilowatt hour for a user with a 
constant all year round load factor. This 35 per cent rise 
was prompted partly by higher costs following the failure of a 
number of units at the Liddell station. Not only were prices 
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raised to a more realistic level closer to long-run marginal 
costs, t>ut also an explicit time of day element was included 
in the tariff along with a winter surcharge. Both measures 
should at least help to improve the system load factor and 
hence make better use of highly capital intensive power 
station investment. 

While there is a great deal more to do in both Victoria 
and N.S.W. there is some indication that moves are being 
made in the right direction. Perhaps one day we may even 
see privately built and operated power stations selling 
electricity to the grid. 

Notes 

1. Since QANGO stands for quasi-autonomous national 
governtnental organisation I am using the term to 
denote the genre. The purist would no doubt insist on 
QASGO to denote state rather than national 
organisation or QASA to place the emphasis on 
statutory authority. 

2. To be fair to the electricity commissions their 
administration arxl efficiency are, as far as one can 
gauge, vastly superior to some other government 
instrumentalities such as, for example, the N.S.W. State 
Railways where feat her bedding practices and over-
manning have become endemic. The expected deficit 
on the N.S.W. Railways in 1982 will be in excess of $500 
million per annum once interest on capital funding is 
taken into account. Nonetheless restrictive work 
practices, bans on shift work and various featherbedding 
arrangements are commonplace in the electricity 
generating industry. 
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Regulating Airlines in Australia 
Warren Hogan 

I . INTRODUCTION 

This paper deals with the regulatory environment provided by 
the activities of the Department of Transport. While the 
testing of the various theories of regulation as interesting, 
the thrust of this paper is the experience of regulation and its 
performance in Australia. Should the discussion reveal 
something about the theory of capture - of the regulated and 
the regulator - then an additional purpose will be served. 
Thus the emphasis in the paper is towards policy approaches 
and their implementation. 

At the outset it is necessary to examine the Two-Airline 
Policy. It is effectively a framework of policies which have 
been in existence one way or another for 30 years and, until 
very recently, had been in a form little changed since about 
1957-58. The Two-Airline Policy is the main fact of dom-
estic aviation policy in Australia. It is couched in terms of 
efficiency, the maintenance of a national network, and other 
objectives such as increased competition. What meaning is 
to be attached to these objectives, in terms of the behaviour 
of the regulating authority, is a matter of analysing the 
performance and the possibilities. 

Subsequent sections will examine the concept of a net-
work, if only briefly, and then pricing and discounting. A 
final section attempts to give a perspective on issues in 
regulation of airlines. 

n. A TWO E Q U A L A I R U N E S P O U C Y 

It is wrong to talk about the Two-Airline Policy. What in 
fact we have had is a two equal airlines policy. This policy 
dictates first of all that there should be equal fleet 
capacities. Initially an estimate must be made of aircraft 
productivity, reflecting 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 of the frequency of flights in relation to established 
schedules on the basis of a given load factor. That the load 
factor used in making these calculations had little to do with 
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the actual load factor in many years is enlightening but 
purely coincidental. The significance of this discrepancy is 
to be found mairily in pricing and discounting. Having 
established fleet capacities to ensure that each airline had 
the same fleets for the main networks, the next task was to 
determine those capacities to be allocated to each sector or 
route. In short, it was a further rationing device to ensure 
equal performance, subject to some rationalisation between 
the two airlines on those occasions when problems such as 
actual load factors became too demanding. Examples would 
be reductions in the parallel flights of the two airlines on 
routes with low passenger loadings such as between Alice 
Springs and Darwin. 

From these aspects of load factors, route capacities and 
fleet capacities, some obvious features emerge. Similarity 
in capacities of the two airlines with the same types of 
aircraft brought similarity with respect to scheduling. The 
flexibility in the arrangement lay in the variation between 
the actual load factor realised compared with the nominal 
load factor used in the capacity calculations, and the scope 
for using the aircraft for longer hours of operation than 
provided in the established passenger schedules for each 
sector or route.' 

The new arrangements permitting Ansett and TAA to use 
different aircraft still require the regulator to determine 
these capacities. Hence there are splendid fwssibilities for 
argument as to what constitutes seat capacity in Boeing 727s, 
737s and 767s, as well as the A300 Airbus, subject to the 
routes to be flown arxl aircraft range. The working of the 
long-range 727 on services between the eastern seaboard and 
Perth may force the A300 into a less economical pattern 
through having to fly from Sydney via Melbourne to Perth so 
as to achieve a satisfactory load factor. 

What comes out of this is a rwtwork for each major 
airlirw, Ansett and TAA. They each have a national network 
along major trunk and regional routes and each network is 
then supported by regional subsidiaries or independents who 
are to some degree associated with them. This linking to 
independents is to be explained by the latters' need of access 
to terminal facilities. A network is 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 facilities at term-
inals. Most terminals are specific in their use by each major 
airline at the main ports. In most instances, the other 
operators, of which the most obvious is East-West, have to 
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rent facilities in one of the major's terminals. Thus as long 
as there are no common-user facilities, the scope for entry of 
newer airlines is limited to say the least. Anybody who has 
walked from the Flight Facilities Area for general commuter 
aircraft at Mascot airport to the main terminals of Ansett 
and TAA would appreciate the restraints. Moreover, the 
failure of Bizjets to sustain a service between Melbourne and 
airports in north-east Tasmania is partly explained by its 
having to use Essendon rather than Tullamarine, thus making 
transfers to onward flights all the more difficult. 

lU. THE NETWORK 

The character of the network in the Australian setting is a 
reflection of the regulatory environment. The network must 
necessarily be filled by both airlines on the major trunk and 
regional routes - two equal airlines, each providing services 
subject to some minor rationalisation. On those routes they 
have primacy of access; a primacy which in fact will be 
reinforced rather than diminished by recent legislation. This 
is supported by the provision of specific user facilities at 
main airports and sustained by other measures, such as the 
packaging of tourist arrangements, denied to others. 

The special characteristics of the Australian network 
must be noted. In contrast one might think of a network as 
referring to the array of services offered by all airlines 
supported by specific or common-user facilities. A 
characteristic feature then would be the capacity to shift 
people between airlines on different stages of a multi-stage 
journey. Thus the network would reflect the workings of all 
airline operators taken together. 

The implications of the Australian special case should be 
recognised. With two airlines operating aircraft in parallel 
on the main trunk and regional routes the possibilities for 
developing services applicable to various segments of the 
passenger transport market are restricted. For example, 
suppose each airline operates three aircraft per day on a 
stage, say between Launceston and Tullamarine, Melbourne. 
This means three arrival and departure times each day as 
each airline uses its aircraft at about the same time. At any 
one of these three times there will be a large number of seats 
available. Widespread discounting, including the provision of 
standby fares, must imperil revenue-earning capacity because 
on most days travellers will know that discounted seats will 
be obtainable. Should one airline be able to offer four or 
five or six services, each at different times during the day. 
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then it would be possible to differentiate more effectively 

between the different types of traveller without risking the 

dilution of revenue always likely with the parallel service. 

So long as there were common-user facilities the efficiency 

of the network would be preserved. 
Only on the dense traffic stages and sectors between the 

capital cities on the eastern seaboard is it possible under 
present arrangements, to pursue this market differentiation 
without diluting the revenues. On an origin and destination 
basis, travel between Adelaide, Brisbane, Melbourne and 
Sydney accounts for about it'i per cent of all passenger 
traffic. 

IV. PRICING 

The basis of pricing in the industry under the supervision of 
the regulatory authority has been cost recovery with some 
leads and lags. This approach was clarified in the Report of 
the Independent Public Inquiry into Domestic Air Fares (The 
Holcroft Inquiry) in February 1981.^ This means that there 
has been simply a recovery of costs incurred whether the 
purposes of incurring those costs were realised in terms of 
revenues or not. Moreover some of the concepts used, such 
as annualised costs, are challenging so that whether one is 
looking at leads or lags when assessing costs is a matter of 
conjecture. 

In addition there have been problems associated with the 
accounting procedures when examining costs. Non-uniform 
accounting procedures apply between the two major air-
lines. It is difficult to accept unreservedly the view that the 
regulatory authority knew precisely what was being taken 
into account. Moreover, since 197't, when the current 
airfare structure was established, distinctions have been 
made between fixed and variable costs. These distinctions 
ensured a fixed element as well as another element reflecting 
the distance flown. But such distinctions had no firm basis in 
cost analysis. Furthermore, pricing determinations could not 
have been founded on market demand because neither major 
airline had undertaken studies on the nature of the passenger 
travel market. 

Ever since 197't, the examination of prices for the 
recovery of costs was in terms of incremental accounting. 
No consideration was given by the regulatory authority to the 
base yccir 1973 to distribute those cost categories in ways 
which would be required of any reasonable public company 
operating in a competitive milieu. Instead what took place 
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were assessments of what costs had increased regardless of 

the basis from which they started. There was no breakdown 

of the cost arrangements other than by what might gene-

rously be described as an cxf hoc basis as between fixed and 

variable costs. Along with that incremental accounting 

notion of simply recovering those increased costs from a base 

year, was the absence of any measure of profit in these 

assessments. There were simply increases in costs. Thus 

the regulatory authority pursued activities in an industry in 

which there was no apparent provision for profit. 
The regulatory authority did not examine the relationship 

between cost and actual prices charged in the base year. 
Hence, by default, it simply preserved the profit margin of 
1973, whatever that may have been. 

Along with this litany of omissions is the absence of any 
assessment of productivity change. It would be reasonable to 
expect some productivity gains between 197'* and 1980. Such 
a realisation would further enhance profit margins. 

With no systematic basis for allocating costs, arguments 
about cross-subsidies and direct operating costs could not be 
resolved by investigation, despite provisions requiring both 
airlines to maintain services to areas with traffic problems, 
so 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 
on. Lemons and oranges were joined in accounting 
information. 

The absence of any direct measure of the return on 
capital employed raises other questions about the use of 
capital in a regulated industry. The presumtion is that in 
regulated activities subject to a maximum return on capital 
employed, a greater use of capital will be made than in a 
competitive industry.' But Australian airline regulation, by 
concentrating on assessing fleet capacities, aims at curtailing 
an excessive application of capital. Hence investment 
leading to the expansion of airline capacity beyond existing 
market requirements is avoided, thus thwarting possibilities 
of substantial price competition to foster a greater volume of 
traffic. That interpretation reflects the doctrine underlying 
the two equal airlines policy. 

Nevertheless this view must be challenged. For one 
thing the estimate of capacity reflects a whole set of 
assumptions about load factors, routes flown and aircraft 
use. But, with a given fleet capacity, further investment in 
ground facilities, especially for maintenance and servicing, 

<f3 



The Economics of Bureaucracy and Statutory Authorities 

would keep the aircraft in the air for longer periods than 

normal operating experience in a competitive market would 

suggest. That possibility has not been scrutinised by the 

regulatory authority despite the evidence for very high 

utilisation of aircraft by the two major airlines. 
In all these circumstances the decision to establish an 

independent air fares committee is most welcome. It would 
permit a public scrutiny of the many questions about pricing 
of airline services which the Holcroft Inquiry attempted 
during the course of its thwarted activities. That a 
thoroughly independent committee is essential to effective 
work is demonstrated by the Price Waterhouse recommend-
ations to the Minister of Transport in 3uly 1981.*� This 
report reflected established industry and department views 
without any significant analysis of the Holcroft Inquiry's 
recommendations even though that was the task to which 
Price iVaterhouse was directed.* Such an outcome was not 
surprising in view of the very limited time available. 

V. DISCOUNTING 

The ostensible purpose of discount pricing is to fi l l seats in 
aircraft which would not otherwise be taken. The theme of 
the belated submission by the Federal Department of Trans-
port to the Holcroft Inquiry was that discounts should be 
commercially viable, self-financing and not dilute the 
revenues by diverting passengers from full-fare payments. In 
short the purpose of discounting was traffic generation and 
not diversion. 

The discounting experience suggests that these objectives 
were not met. Both the airlines and the regulatory authority 
lacked the information to determine a discriminatory pricing 
policy owing to the failure to estimate market demand. Dis-
counts through tour-based fares stimulated tourist traffic. 
Other discounts for social and commercial reasons have been 
implemented on occasions. 

From time to time discounts have been extended widely 
to foster an increase in load factors. This policy was pursued 
by TAA during the latter part of 1979 and much of 1980 in an 
effort to increase its passenger traffic. The repercussions 
are well known. The airline achieved its target, but at the 
cost of having perhaps as much as 20 per cent of its pass-
engers travelling on discount fares of one type or another. 
Ansett 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 
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limit discounts and to refer the matter to the Holcroft 

Inquiry on 12 September 1980. 
One general 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 fleet capacities are based do 
not reflect operating experience. Hence the available 
aircraft exceed the number necessary to operate the 
specified traff ic schedules even supposing those schedules 
were adhered to by the airlines. Furthermore there was no 
reason for thinking, at least up to the time of the Holcroft 
Inquiry, that the Department of Transport had developed a 
model of the networks for both airlines which would have 
permitted that regulatory authority to judge the optimal 
number and mix of aircraft types to meet the needs of the 
network. Without such analyses the matching of aircraft 
with various stages, sectors and routes does not ensure 
optimal use or numbers of aircraft. The linear programming 
model developed for the Holcroft Inquiry aimed at estimating 
network costs with jet aircraft but i i gave some insight into 
aircraft use. Although too much may be made of this work 
owing to the abrupt termination of the Holcroft Inquiry, that 
analysis hinted at the airlines 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 tight. Thus the airlines have a good measure 
of capacity which could be turned to traffic generation should 
that possibility exist. But the nature of the Two Airline 
Policy hampers the differentiation of markets so that revenue 
dilution is an ever-present risk with any significant effort at 
discounting. 

The effect of discounting policies by airline management 
has been to strain further the purposes of fleet capacity 
limitations. Lacking knowledge of the nature of the markets 
and having certain beliefs in the nature of the capacity, 
frequency and schedules to be operated, the authorities give 
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 factors have been 
increased. The implications cire striking. With the achieved 
load factors higher than the load factors used to establish 
what capacities were required, it was then possible to justify 
more aircraft because of the growth in passenger traffic. 
But the purpose of discounting is to fi l l existing seats, 
whereas the problem has been that discounting seems to have 
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brought additions to fleets and, in all likelihood, substantial 

cross-subsidies from the regulctr fare-paying passenger to 

discount passengers. This has been shown by the growth of 

holiday air traffic in this country compared with other types 

of passenger traffic. 
In these circumstances it is difficult to interpret what is 

meant by commercially viable discounts. Yet that has been 
the concept advanced by the Department of Transport. On 
some interpretations a standby fare as low as 5 or 10 per cent 
of the regulated fare would be commercially viable. But 
such a pricing approach would risk diversion by regular fare 
passengers and thus would dilute revenue. Under a cost 
recovery pricing arrangement, as has been the case in 
Australia for so many years, this could only lead to further 
rises in regular fares thus making discount fares all the more 
attractive. 

VI. FINAL COMMENTS 

The competitive objective has had a negligible impact with 
respect to airline operations along the major trunk and 
regional routes. TAA and Ansett under the new legislation 
have primacy to a degree they have not had before. Cer-
tainly commuter airlines operations have expanded but they 
might now be retarded as the result of new requirements. 
The only area in which one is likely to find competition is in 
the regional operators of which we have only two in this 
country independent of the majors: East-West and Bush 
Pilots. It is there that the pressure of competition between 
tlie rise of the small commuter airlines and the primacy of 
the two majors provides a competitive squeeze. That is as a 
result of regulation and not market forces. 

On reflection, the existing practices of regulating airline 
activity in Australia have little to do with simulating a 
competitive situation. Regulation has been directed to the 
preservation of a two airline arrangement regardless of price, 
cost or efficiency. The Australian position is an extra-
ordinary case of constrained behaviour whereby a national 
network is deemed possible only by maintaining two equally-
sized airlines. 

Yet a national network can equally well be provided by a 
number of airlines of varying sizes competing on some routes 
and operating solely on others. The dense routes on the 
eastern seaboard would accommodate more than one carrier 
in a competitive environment. No doubt carriers on these 
routes would offer a variety of services with respect to price, 
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frequency and speed. The less dense routes would see one 

major operator surviving, probably in competition with one or 

a few commuter services. Such outcomes would depend upon 

the availability of common carrier facilities at airports. 

This would require a major re-orientation of policies about 

the provision of domestic airport services. 
One situation of immediate concern may help clarify this 

distinction between the existing concept of the network and 
one more attuned to stimulating a competitive outcome. 
The Tasmanian position is that travel to and from the other 
States - the 'mainland' in the local dialect - is only available 
by air as the other mode, by sea, is limited in access and 
frequency. However there is equally no justification for a 
general reduction in air fares to and from Tasmania by 
comparison with other air fares around Australia. Business 
and official traffic from northern or southern Tasmania would 
use air services even were there frequent sea transport 
services or a land bridge. But so long as a two airline policy 
applies, given the present and prospective traffic estimates, 
there will be a few dual departures from the main ports in 
Tasmania throughout the day with no prospect for effective 
market differentiation leading to discounting off-peak 
services. 

A single major operator would be in a position to secure 
high load factors from full fare-paying passengers in 
preferred hours for business and official travellers while 
being in a position to discriminate more securely than at 
present with two airlines. With open entry the one operator 
would face potential competition should the charges to full 
fare-paying passengers earn substantial profit margins. 
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Notes 

1. Two aspects of this established passenger schedule should 
be noted. First, the two airlines have a mutual interest 
in 'rationalising' to the use of one aircraft on routes with 
low load factors when two aircraft would be operating. 
In this way aircraft would be released to work on extra 
flights especially those serving tourist developments. 
Secondly, there is no evidence of the regulatory author-
ity, the Department of Transport, having checked to sec 
whether or not the established schedules were adhered to 
as part of a regulated passenger transport service. 

2. Report of the Independent Public Inquiry into Domestic 
Air Fares (Australian Government Publishing Service, 
Canberra 1981). Volume 1 - Report, Volumes 2 and 3 -
Selected Submissions. 

3. A.A. Robichek, 'Regulation and Modern Finance Theory', 
Journal of Finance, Vol. X X X I I , 3une 1978, pp. 693-705. 

tt. Price Waterhouse Associates, 'Jet Network Air Fares. 
Recommendations', July 1981. 

3. Without embarkmg on an exhaustive appraisal of the 
Price *aterhouse document, two features may serve to 
illustrate the extent of regression: first, the decision to 
recommend the treatment of interest as a cost with no 
more than cursory acknowledgement of the detailed argu-
ments and reasons in the Holcroft Report; secondly, the 
dismissal of the Holcroft recommendation on the allo-
cation of overhead costs without any explanation or 
analysis. 
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Energy Policy and the 
Gas and Fuel Corporation of Victoria * 

G.W. Edwards 

I . INTRODUCTION 

The Directors of the Gas and Fuel Corporation of Victoria 
(GFC) might reasonably expect to be assessed in terms of how 
well they do wh.it the Victorian Government says they are to 
do. To take that approach in this paper would be to beg the 
most important questions. If one believes that the Victorian 
Government has given the GFC Inappropriate terms of refer-
ence, that belief should not be set aside. It is more useful, 
and more interesting, to examine the activities of the GFC in 
association with the stated objectives of governments. 

My approach is, therefore, to start with a brief statement 
of and commentary on the objectives of energy policy. 
Because of the importance of the Federal Government's role 
in overall energy policy in Australia, the objectives enunc-
iated by it are covered, as well as the objectives of the 
Victorian Government. This is followed by an outline of the 
objectives of the GFC and a consideration of some features 
of its behaviour. Because of the importance that I believe 
attaches to the issue of gas pricing, particular attention is 
given to this. Finally, some observations are made on ways 
in which governments could make the behaviour of the GFC 
correspond more closely with the community interest. 

Examination of the behaviour of politicians, governments, 
bureaucracies and statutory authorities under different 
constraints is an important part of the subject matter of the 
economic theory of regulation or public choice. (See, for 
example, Buchanan et al (1978), Peltzman (1976), Sieper 
(1982), Tullock and Perlman (1976).) The insights provided by 
that approach appear to be important both in understanding 
the current situation in the Victorian natural gas industry and 
in thinking about changes in Government policies which might 
allow larger and more evenly distributed economic gains from 

* Helpful comments from R. Clarke, O. Hocking, G. 
Lindsay, C. Richardson and officers of the Department of 
Natiorwil Development and Energy are gratefully 
acknowledged. However, an author must - and this one does 
- accept responsibility for the final product. 
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Victoria's natural gas. Some of these insights are utilised in 

this present paper. 

U. OBJECTIVES OF GOVERNMENT ENERGY POLICY 

Federal Government 

In its publication Australian Energy Policy - a Review, 
published in 1979, the Department of National Development 
repeated six objectives of the Federal Government's energy 
policy that had been stated initially in 1977. These were: 

. to move crude oil prices to world parity over a number of 
years; 

. to restrain the average rate of growth of energy 
consumption, particularly of liquid fuels; 

. to achieve the highest degree of self-sufficiency In liquid 
fuels consistent with the broadly economic use of 
Australian energy resources; 

. to develop new economic oil and gas resources; 

. to substantially increase energy research and development, 

particularly in coal liquefaction and solar power; and 
. to encourage individual major projects to meet overseas 

demand for energy materials where these would provide an 
adequate return to Australia (p. it). 

Four observations on this list are pertinent to my 
purposes. First, Federal Government policy 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 listed as an objective in 
its own right. This is an enlightened view; often world 
parity pricing for oil has been viewed unrealistically as an 
evil that is necessary to achieve other real objectives (say, 
items 2 to 5 in the above list). Third, an important 
qualification is attached to the objective of a high degree of 
self-sufficiency in liquid fuels. The intended message, 1 
expect, is 'balance the value (in terms of security) of extra 
self-sufficiency against the costs.' Fourth, the final 
objective explicitly recognises that, notwithstanding the 
objective of a high degree of self-sufficiency for liquid fuels, 
some projects involving the export of energy resources 
advance Australia's economic interest. 
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Victorian Government 

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

Management of Victoria's resources to ensure the wisest 
allocation of energy forms to particular uses, having 
regard to present and long term needs. (Energy Policy 
for Victoria, March 1979, p. <*) 

Otl^er aims include conservation; 'minimum dependence on 
imported crude oil"; encouraging exploration; encouraging 
and monitoring energy research; 'the provision of all forms of 
energy for Victoria as cheaply as possible'; and 'co-ordination 
of activities with the Commonwealth and other States and 
continuing review of policies in the light of Australian and 
overseas developments' (ibid). 

Apart from the predictable vagueness with which some of 
these aims are stated, there are clearly some conflicts. The 
most obvious is the conflict between the aim of cheap energy 
and the aim of conservation and avoidance of wasteful energy 
use. But there are also other conflicts - for example, 
between low (producer) prices for energy and increased 
exploration. 

When we look for a more specific statement on gas we 
find the following: 

The prime objective of natural gas resource policy is to 
extend the scope of natural gas in the State's energy 
supply by continuing to replace scarce petroleum 
products in stationary uses. The replacement of oil in 
stationary uses is achieved by matching fuels through 
the price mechanism with their economically appro-
priate end uses, thus precluding resort to consumer 
coercion via physical allocation schemes, fop. cit. p. 25) 

Although they cannot be elaborated in this paper, it is 
important to bear in mind that general objectives of 
governments, and not just the objectives of energy policy, are 
relevant in evaluating energy policies. I suggest that the 
general economic objective of using all resources efficiently, 
thereby facilitating increases in the level of real incomes, is 
especially pertinent in this context. The statement of the 
Victorian Government's energy policy objectives shows much 
less appreciation than does the Federal Government's 
statement, of the need to weigh what one would like to 
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achieve in the energy area against the costs in terms of 

foregone achievement of other objectives. 

ni. GFC OBJECTIVES AND BEHAVIOUR 

Objectives 

Consistent with the Victorian Government's policy on natural 
gas, the Gas and Fuel Corporation Act says the Corporation is 
'to encourage and promote the use of gas'. Recent annual 
reports have included the following statement of objectives: 

As a public authority of the State owned jointly by the 
Government and public shareholders, the Corporation's 
principal objectives are: 

. to ensure a safe, economical and effective supply of 
gas to the people of Victoria. 

. to promote the efficient use of gas in those 
applications where it can effectively contribute to 
meeting the energy demands of modern society. 

. to operate as an efficient business enterprise at a 
level of profit consistent with its role as a publicly-
owned utility. 

Behaviour 

Undoubtedly, the factor that has been overwhelmingly 
important in encouraging the use of gas has been price. The 
first contract negotiated between the GFC and Esso/BHP in 
1967 provided for the supply of 2 trillion cubic feet of natural 
gas over 20 years at a price of approximately 3 cents per 
therm. Another contract signed in May 197'* covered the 
provision of a further 3 trillion cubic feet of gas. In this 
contract the base price was again approximately 3 cents per 
therm, but the price was to be adjusted at a rate equal to half 
the movement in the Consumer Price Index. 

This form of indexation has proved a very happy choice 
for the G F C . The increase in the Consumer Price Index, 
divided by two, in Australia between March quarter 1975 and 
March quarter 1981 was (fl per cent. By contrast, measures 
of international prices for gas suggest that the 'world' price 
for natural gas more than doubled in the same period (see 
Carrick, 1980; Hocking and Clarke, 1980). 

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 which occurred in 1967) and I97<» were 

freely rwgotiated at prices acceptable to both parties. 

Questions have been raised about how free Esso/BHP felt 

during the negotiation of the second of these contracts. 

Leaving such questions aside, I find Mr Smith's argument on 

this matter convincing and I also find reasonable the 

statement: 

The Corporation is not averse to paying today's market 
price for today's gas. If Esso/BHP come forward with 
new reserves we will be happy to negotiate on today's 
market price, but we are not prepared to pay today's 
price for gas that was discovered and developed over 
ten years ago (Chairman's Address, 30th Ordinary 
General Meeting, 1980). 

However, I do not think that higher prices for Esso/BHP on 
existing contracts are what is sought by most of those (called 
by Mr Smith 'a small but vocal lobby') who claim that 
Victorian gas prices are too low. What these critics of 
Victorian gas pricing policy support is movement of user 
prices for gas towards the prices that reflect the market 
value of gas under conditions of free exchange, including 
internatior^l exchange. This is essentially the policy that 
has been in existence for 'old' oil in Australia since 1978: 
consumers, but not Esso/BHP, have experienced fully the 
movements that have occurred in world prices. 

The pn-ice of gas to users reflects charges for the costs of 
getting the gas to them and the turnover tax imposed on gas 
(and electricity) sales by the State Government, as well as 
the price that the Corporation pays Esso/BHP. These 
charges account for most of the consumer price of gas. The 
GFC opposes higher prices for consumers. This is, no doubt, 
to be expected given the GFCs charter, its business and the 
interests of its management in the Corporation's growth. 
Two important issues arise here. One can be phrased as a 
question: who should benefit from the large gas purchases 
made by the GFC at prices much below current international 
prices? The other issue concerns the effect of present 
pricing policies on incentives to economise on the use of 
scarce natural gas resources. 

The Corporation's view on the first issue is clear. Mr 
Smith has said that the Corporation '. . . makes no apologies 
for any advantage that present contracts offer its customers' 
(Chairman's Address, 29th Ordinary General Meeting, 1979). 
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In support of this view it can be argued that the GFC has 

contracted legally to 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 a statutory corporation should represent 

the interests of all people in the State where it is 

established. In fact, it can be argued that the GFC, and 

other statutory bodies, have a responsibility to their citizen 

'shareholders' which is as fundamental as Esso/BHP's 

obligation to its shareholders - an obligation remarked upon 

by Mr Smith (letter to The Age, 25 April, 1979). If this 

argument is accepted, it would appear to be incumbent upon 

the Victorian Government to ensure that the GFC (and other 

Government-established bodies) give priority to giving a good 

return to their 'shareholders'. The 'citizen-owners' of the 

natural gas resource will benefit from higher user prices. 
Although I find the citizen-owners argument presented 

above persuasive, I cannot prove that it is correct. The 
argument rests ultimately on one's view on who owns the 
property rights in gas purchased cheaply by the GFC: is it 
the GFC, gas consumers or all Victorians? Some policy 
changes that merit consideration if that gas is considered to 
belong to all Victorians are discussed in the final section of 
the paper. 

The second issue distinguished earlier - the effect of 
pricing on gas use - calls for a more detailed discussion. 
IV. PRICING AND E F H C I E N C Y 

Putting the matter simply, the efficient use of a resource 
means using it where it is most valuable. In general, this 
requires that the price of the resource in each use and to 
each consumer should be equal (after allowance for any 
differences between uses or between consumers in the costs 
of making it available). If there is more than one price the 
value of the resource, at the margin, will differ between 
individuals and/or between uses. More value could be 
obtained from a given amount of the resource by reallocating 
some from lower price buyers or uses to higher price buyers 
or uses. Efficiency also requires that the price that prevails 
wherever a resource is used is not less than the price that 
could be obtained in any use that is foregone (opportunity 
cost). 

One widely accepted means of valuing a product or a 
resource that is traded internationally is 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 

greatly with respect to such factors as size, processing costs 

and transport costs), this can be done. The value of natural 

gas exported from eastern Australia to Japan, expressed as 

'export netback' at the wellhead, has been estimated by 

Hocking and Clarke (1980) at 21 cents or 26 cents per therm, 

depending on the size of the liquefaction plant. (The lower 

of these figures was well above the marginal price received 

by the GFC for gas delivered to large industrial users in 

1980). This approach to the valuation of natural gas can be 

regarded as putting a lower limit to its value. The freely 

determined price of natural gas could be much higher than 

export parity in some locations and uses in Australia. The 

value to Australian users is in many situations influenced 

strongly by the price of substitutes derived from crude oil, 

prices for which reflect world values (and the costs of 

transport to Australia). Often a pricing pattern giving 

approximately equal value to a unit of energy in gas and oil 

products would be expected to emerge. The size of depart-

ures from energy equivalent pricing would vary considerably 

across space and uses, reflecting differences in such factors 

as relative distribution costs and 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 
to envisage while oil prices are tied to import parity - it 
would be better to sell the gas in the export market only. It 
would then be possible, if that were desired, to distribute the 
proceeds from the export of gas so that Victorians denied the 
opportunity to buy natural gas could buy alternative energy 
and be better off than if they had been able to buy gas 
cheaply. 

If one holds the view that export of Victorian natural gas 
(even in conjunction with gas from elsewhere) is unattractive 
because the quantity involved is too small, one can still 
conclude that it is being sold well below its value by 
comparing its price to users with the price of competing 
energy forms in Victoria and by comparing the return 
Victorians currently get for this resource from local sales 
with the return available from interstate sales. 

Movement of user prices for natural gas to, or towards, 
levels reflecting world energy market realities has been 
supported by Federal Ministers, the National Energy Advisory 
Committee and, with least equivocation, the Australian 
Treasury. In Victoria, a Green Paper on Energy prepared for 
the Ministry of Fuel and Power and published in 1977 pointed 57 
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out that 'cheap energy, although at t ract ive as a short term 
benefit, can give rise to substantial long term costs'; but this 
piece of conventional wisdom was presented in the abstract, 
and not associated with the existing pricing policy for natural 
gas (or any other energy resource). In fac t , the existence of 
short term economic advantages f rom low prices is unlikely, 
when one counts losses to Victorians as natural gas owners as 
well as gains to Victorians as consumers of gas. Even 
analysts who have been highly c r i t i ca l of market-oriented 
approaches to energy policy have cr i t ic ised unduly low 
consumer prices for natural gas in Victoria (e.g. Saddler 
1981). 

In pointing out the G F C ' s complete opposition 'to any 
form of so called world pricing of natural gas', Mr Smith said: 

As I have indicated on a number of occasions, I believe 
that the availability of energy at reasonable prices is 
one of the few factors we have favouring the manufact-
uring industry in Victoria and, notwithstanding al l 
propaganda advanced by oil companies and other vested 
interests, 1 see no reason to alter that opinion (Chair-
man's Address, 30th Ordiriary General Meeting, 1980). 

The G F C appears to consider that the costs of extract ing 
natural gas and making it available to customers is more 
relevant than its value in the energy market in determining 
the price to users. It takes a similar position in relation to 
liquid petroleum gas ( L P G ) , a fuel that is exported and which 
is sold in Australia at a price ref lect ing its value in the world 
energy market, though this export parity pricing applies only 
while it gives a lower domestic price than results from ad-
justing a 1980 base price for L P G at the same rate as the 
movement in oil prices. A Federal Government subsidy re-
duces its price to domestic and some other consumers. The 
G F C has called on the Federal Government to abandon '. . . 
its unrealistic export parity pricing policy' and to see ' . . . 
that Bass Strait L P G is supplied to the Australian market at a 
price related to the true cost of production . . .' (Chairman's 
Address, 29th Ordinary General Meeting, 1979). This empha-
sis on supply and neglect of demand considerations was once a 
feature of the commodity policy proposals of farmer organis-
ations in this country; it is now less evident in that area. 
The crucial point is that given Austr j i l ia 's small weight in the 
relevant international markets, the value of Australia's oil or 
gas production, l ike the value of its beef or sugar, is 
determined primarily by supply and demand outside Austral ia; 
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costs and demand within Australia are relatively minor in 
importance. If the view is accepted that international 
comparative advantage is appropriately gauged in terms of 
ability to compete when tradeable outputs and inputs are 
priced at world values, it is diff icul t to reconcile the G F C 
approach with the objective of using Australia's package of 
resources (labour, capital and natural resources) in those uses 
where their values are highest. 

Consider for a moment the pricing of natural gas in the 
context of the objective of increased self-suff iciency in o i l . 
Mr Smith has said that "every tonne of fuel oil or heating oil 
displaced f rom non-transport applications by natural gas in 
Victoria increases our ability to cope with this 'oil crisis ' 
(News Release, Gas and Fuel Corporation of Victor ia , 19 
February, 1979). This is true, and given that more self-
suff ic iency is regarded as a good (has a positive value) there 
is some gross benefit f rom substitution of natural gas for 
oi l . But f ive points (at least) need to be made. F i r s t , higher 
se l f -suff ic iency wil l not itself af ford Australian oil users any 
protection from externally generated price shocks so long as 
local oil continues to be priced to refiners at import parity. 
Second, from the point of view of eking out the oil for 
Victoria's future use, it may be noted that as Victoria 
accounts for a l i t t le less than one quarter of Australia's oil 
consumption it could expect to obtain less than 1 extra barrel 
of oil as existing domestic fields near depletion for each 
barrels of oil saved now by turning to substitute fuels in 
Victoria . On the other hand, it is 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 its value in order to econo-
mise on another resource that is in some way scarcer, is 
dubious. The e f f e c t is to increase overall use of the 
resources. Fourth, it needs to be recognised that the 
ef f ic ient pursuit of higher self-suff iciency in oil requires that 
oil prices be raised, not that gas prices be held down. Only 
with domestic oil prices (to consumers and producers) above 
world prices and other energy resources priced on world 
energy market values wil l more 'self-sufficiency in oi l ' be 
obtained without causing production and consumption 
patterns to diverge f rom those appropriate to Australia's 
comparative advantage. The implication for Federal 
Government policy on oil pricing is obvious. (Perhaps 
consideration of this implication would lead to a reassessment 
of the importance attached to the self-sufficiency object-
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ive.) F i f t h , the case against big incentives to encourage gas 
consumption is stronger if its price is expected to rise 
rapidly. It appears that the G F C expects this to happen. Its 
loan advertisement line that 'energy wi l l be more precious 
than gold' in tomorrow's Austra l ia suggests that more gas 
should be le f t in Bass Strait to appreciate in value. 

Another strand to G F C (and, it seems, Victorian Govern-
ment) thinking is the idea that socially optimal decisions on 
the choice of fuels for particular uses can be made by a party 
other than the individual consumer. '. . . We must influence 
people to use gas when gas is obviously the right fuel for the 
job' (Chairman's Address, 27th Ordinary General meeting, 
1977). Can the G F C , or anyone other than Mr and Mrs W.E. 
Cook and family, say that gas or e lec t r ic cooking is best for 
them given their cooking habits and preferences, their a t t i -
tudes to cleaning, their views on the aesthetics of gas and 
electric appliances, their assessment of their children's 
safety, and perhaps their views on future prices for gas and 
electr ici ty? I would answer no, and would give the same 
answer in relation to choices between gas and aJternative 
fuels for purposes other than cooking. For those who are in 
the business of providing one option to suggest that some 
consumer decisions are right while others are wrong strikes 
me as improper pressure on the customer. The cr i t ic ism that 
such behaviour warrants is strengthened by the under-pricing 
of gas. To attempt to define right uses for a resource, 
whether that be labour, wool or natural gas, when price is 
held below the opportunity cost is to attempt a form of sub-
optimisation. It would be preferable to define and establish 
a right price, and let the uses sort themselves out. 

The G F C has used considerations regarding right and 
wrong uses of natural gas by Australia 's trading partners In 
criticising the export of gas from the North West Shelf. The 
crit icism of this project is in spite of G F C assurances that 
established Bass Strait reserves are suff icient to meet 
cumulative demand (even, presumably, with present pricing 
policies) for some time into the next century; that there is 
more gas to be found in Bass Stra i t ; and that substitute 
riatural gas produced from brown coal wil l make a 'significant 
contribution' to Victoria's energy needs ' i f , or perhaps 1 should 
say when, the time does come to switch over to manufactured 
gas . . .' (Chairman's Address, 27th Ordinary General Meeting, 
1977). Mr Smith said that the export of North West Shelf gas 
'just doesn't make sense' and 'the big financial interests who 
stand to make millions . . . somehow or another have convin-
ced both Government and oppositiofi parties in Canberra alike 
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that money is more important than energy security' (ibid). 
Although it was probably only padding to an argument predi-
cated on other grounds, Japan's likely use of some of the gas 
for 'power generation and other non-premium uses' was adv-
anced as a point against its export. One thing that the North 
West Shelf project should do is to stimulate thinking about 
the difference in prices received for exported Shelf gas -
expected to be at least 50 cents a therm in Japan (Australian 
Financial Review, 7 Ju ly , 1980) - and for Bass Strait gas sold 
in Victor ia . 

It is worth noting that the decisions to build gas-fuelled 
e lect r ic i ty generators in Victoria at Newport and Jeeralang 
would be less susceptible to cri t icism if it were clear that the 
price paid by the S E C for gas purchased from Esso/BHP was 
reasonable in relation to world prices. (The price is 
confidential.) S E C assessments of whether to build gas 
power stations, and of their appropriate size, would corre-
spond more closely to an overall cost-benefit analysis with a 
realist ic price for the fuel input. [f the price is low, as one 
suspects, it provides a firmer basis for cri t icism of these 
projects than the conviction that natural gas is the 'wrong' 
fuel for use in e lec t r ic i ty generation. 

In setting prices to users the G F C says that it endeavours 
to charge each class of user a price that covers the cost of 
supplying them, thus avoiding cross-subsidisation. (The 
policy of uniform pricing of r^tural gas throughout Victoria 
violates this prirKiple.) In accordance with this approach, 
the price per unit of gas supplied to commercial and indust-
r ia l users fa l ls progressively as one moves to higher 
consumption blocks. The domestic pensioner category also 
includes two consumption blocks. The fixed charge per 
meter per month which applies to other customer classif-
ications does not apply to pensioners; this is presumably an 
equity measure intended to reduce the monthly bill faced by 
pensioners using very l i t t l e gas. In the case of pool heating 
and air conditioning in the domestic sector, the price 
increases as one moves f rom the f i rs t to the second consump>-
tion block. This is inconsistent with the cost-of-supply 
guideline and appears to reflect a G F C judgement that, 
beyond a certain level , an individual's use of gas for these 
purposes becomes socially less acceptable. However, the 
price (at June 1982, 0.285 cents per MJ or 30 cents per therm 
excluding the supply charge of $3.8£f per month) of the f i rs t 
'fO.OOO MJ per month used for heating pools and for air 
conditioning is the lowest domestic ta r i f f ; additional gas 
used for these purposes shares the next lowest price (0.351 
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cents per MD or 37 cents per therm with domestic space heat-
ing). There is a good reason for the relatively low price of 
gas for pool heating and for air conditioning: it is used in the 
warmer months when the gas supply system does not operate 
so close to its capacity. Comparing the price schedule 
operational at 16 August 1976 with the current one shows a 
moderate overall increase in prices and a reduction in the 
dispersion of prices across ta r i f f classif icat ions. Does this 
mean that The costs of supplying gas for different purposes 
have become more nearly uniform or does the Corporation 
see more uniform prices as desirable for other reasons? 

The G F C carries out a range of promotional and inform-
ational activities. Some of these are intended to bolster the 
ef fec ts of attractive prices on gas sales. Others, such as the 
demonstration of low energy houses, education on ways of 
reducing energy use cind the advancing of credit at favourable 
rates to customers of the Corporation's Home Insulation 
Division, could be expected to result in energy savings, 
though not without cost. The G F C ' s publication Waste Sot 
Want Not presents a more pessimistic assessment of the 
availability of domestic oil at the end of the century than do 
the Federal Government and the National Energy Advisory 
Committee. (Presumably the Corporation is correct; its 
Energy Information Centre 'supplies all the answers'!) The 
hint that 'paper can be made to go further by using a lighter 
pen writing on both sides' apparently holds no attraction for 
the Corporation's Energy Management Centre whose annual 
reports feature much blank paper. In an application of an 
important principle in the writings on the economics of 
regulation, Hocking and Clarke argue that a distributor 
obtaining gas below world levels is l ikely, unless there is 
strict supervision by the Government, to dissipate the econ-
omic rent in unnecessary expenditure. According to them, 'it 
seems unlikely, for example, that resources would be devoted 
by gas distributors to energy conservation centres if 
competition between distributors of different energy sources 
were more evenly balanced' (Hocking and Clarke , 1980, p. 45). 

V. NEW A P P R O A C H E S 

The discussion in this section is predicated on two propos-
itions. The first proposition is that Victoria's valuable 
natural gas resource is being wasted and that the elimination 
of this waste requires that users pay a price which ref lects its 
market value. The second proposition is that by selling 
natural gas for much less than its value Victoria is foregoing 
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opportunities to do better on objectives other than economic 
ef f ic iency - objectives such as making the distribution of real 
incomes more equitable and increasing employment and indu-
strial development in the State. 

The f i r s t proposition was supported in some detail earlier 
in the paper. In brief, economic costs are incurred in selling 
natural gas within Victoria at present prices. 

The second proposition warrants some discussion. It 
concerns the collection cmd use of the economic rent on the 
large amounts of natural gas which the G F C has contracted 
to buy. Whatever the reasons for the conditions of the 
contracts between G F C and Esso/BHP, they ensure that a 
large share of the increase in economic rent that would have 
accrued to the Gippsland Basin producers had they received 
the fu l l benefits from the energy price rises of the last 
f i f teen years are available for whatever purposes the 
Victorian Government wishes to use them. By choosing to 
keep increases in the price of natural gas to users well below 
the increases that would have occurred had prices followed 
world energy markets, the Government has effect ively chosen 
not to collect much of the economic rent available to i t ; 
rather, it has allowed this rent to pass to natural gas 
consumers, with each consumer's share in the rent being 
proportional to his use. 

This is , of course, one way to distribute economic rent. 
However, apart f rom ensuring that resources are used in less 
economically productive ways than they would be with real-
istic gas prices, it is hard to reconcile it with statements by 
governments on other objectives. The distributional 
objective of transferring real irnrome from the better off 
people to the worse off is rarely achieved well through 
holding a price down. Given that the biggest domestic 
consumers of gas are typically using it for ducted heating and 
to heat swimming pools even the possessor of the slickest 
hired tongue might blush while arguing that distributional 
equity is being promoted. 

A large number of households using small amounts of 
natural gas, or none, are worse off with present low gas 
prices than they would be with prices that reflected values in 
world energy markets together with a wide distribution of the 
resulting increase in Government revenue (through reductions 
in other taxes and charges or through extra publicly-provided 
services). But a cautionary note is in order. The bene-
f ic iar ies from the reductions (or increases avoided) in other 
taxes and/or the increases in government services that occur 
when government revenue from a particular source, such as 
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natural gas, is increased by $x million depend on which other 
taxes are reduced (and by how much) and on which govern-
ment services are increased (and by how much). The 
distribution of benefits from a reduction of $x million in 
government revenue due to reducing payroll taxes, holding 
down public transport fares or reducing charges for liquor 
licences wil l al l be di f ferent . Similar ly , the distribution of 
benefits from extra fac i l i t ies for the aged will be different 
from that from ext ra resources for education, and both wil l 
differ from the distribution of benefits from environmental 
protection. Because of this there would be much merit in 
funding cash payments to those deemed deserving on equity 
grounds out of the increase in Government revenue. If it 
were judged that all Victorians should share in the economic 
rent an annual cash payment could be made to each ci t izen to 
use as he pleased. Of course, users of large amounts of gas -
the largest customers are industrial and commercial users 
which together account for some two-thirds of the G F C ' s 
sales - would lose more from the removal of current low 
prices than they gained from equal division among Victorians 
of the benefits from the increase in value of natural gas 
covered by the G F C ' s contracts. 

Similarly, objectives concerning the promotion of emp-
loyment and industrial development are highly unlikely to be 
achieved at the lowest cost by subsidising inputs of natural 
gas. If users of natural gas were charged prices that corre-
sponded to energy values in world markets substantial extra 
resources would be available to Government for rewarding 
industry on a basis more closely related to job creation or 
industrial expansion. A reduction in payroll taxes is one 
example, albeit an important one, of what could be done. 

It appears ironic that while so much attention is being 
devoted to devising resource rent taxes and other devices to 
obtain a significant part of the economic rent from the 
extraction of Australia's natural resources for the commun-
ity, the opportunity that exists to collect and use in equity-
promoting ways much of the economic rent from Victoria's 
natural gas is being passed over. This contrasts with the 
gathering of much of the economic rent from Bass Strait 'old' 
oil through the Federal Government's policy of increasing its 
tax take in response to increases in world oil prices. 
Victoria's failure to collect and distribute in an equitable 
fashion the easily collectible economic rent from the natural 
gas covered by the G F C ' s 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 followed in order to raise user 
prices for the natural gas that G F C has contracted to buy at 
prices well below current market values, and to put the 
benefits from the increase in value of the resource at the 
disposal of the Victorian Government? There are several 
possibilities. 

The f i rs t and perhaps the most obvious way to make 
consumer prices of natural gas covered by existing contracts 
more realist ic would be for the Victorian Government to 
increase the taxes it levies on the GFC ' s 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 G F C to cost natural gas into its system 
at its value on the basis of world energy prices, even though 
the price at which it buys from Esso/BHP is well below this. 
The G F C would then have to raise user prices and the amount 
of turnover tax paid to the Government would increase. 

A third approach, favoured by Hocking and Clarke (1980), 
would make the actual price paid for natural gas by the G F C 
(though not the price received by Esso/BHP) equal to the 
world price. This would involve placing a levy on gas 
purchased by the G F C to increase ci ty gate prices to world 
levels. Tlie G F C would then have to raise its selling 
prices. This approach would be similar to the Federal 
Government's policy for ensuring that oil refiners and 
consumers of refined petroleum products pay world prices for 
indigenous crude o i l . 

Each of the iibove three approaches could give the 
appropriate irKreases in the G F C ' s selling prices for natural 
gas. The second and third approaches have two advantages 
over the first one. The tax per unit of gas is not higher for 
smaller users as it is with the turnover tax (because 
consumers of small quantities pay a higher price). And they 
provide incentives to reduce natural gas lost due to 
leakages. Using any of the three approaches the init ial 
market value of natural gas and subsequent movements in 
market value would need to be determined by a party 
independent of the G F C . 

A fourth, and rather different, approach to using natural 
gas in the interest of citizen-owners would be for the 
Government to direct the G F C to make as large a profit as 
possible. Again, the tax collected by the Government with a 
given rate of turnover tax would increase. The re f l ex 
reaction that profit maximisation is an inappropriate policy 
for a public uti l i ty is unwarranted if it is accepted that part 
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of the gas bought cheaply by the G F C 'belongs to' each 
Victorian. Profi t maximisation would require that the price 
of gas in different segments of the market be set with regard 
to the competition from substitutes. 

With the use of any of the above four approaches the 
interests of the citizen-owners of natural gas would be 
advanced by requiring the G F C to sell natural gas interstate 
or overseas if this gave a good return. They would be further 
advanced by requiring that the price charged for natural gas 
in al l locations and uses at least equal the meu-ginal cost of 
supplying i t . Refraining f rom supplying gas to country or 
other users at less than marginal cost would be an essential 
condition for implementing the fourth (profit maximisation) 
approach to rational use of gas and should occur without 
government directive if that approach were followed. 

Would private ownership help? Once one takes the 
radical (or conservative?) step of admitting approaches 
involving a bigger role for private ownership, a number of 
options emerge. The most obvious one, which has been 
seriously raised at various times in the past, would be to sell 
the G F C , and its contracts to purchase gas, to private 
enterprise. Alternatively, the distribution of natural gas 
could be lef t with the G F C while the gas covered by the 
contracts was sold to the highest bidder. With each approach 
arrangements could be made for payment to occur over time, 
perhaps coinciding with the sale of gas by the successful 
bidder. With either approach the State would receive a 
higher price - and the most e f f i c ien t use of gas would be 
facil i tated - if the sale included the right to export. This 
right would appear likely to be forthcoming from the Federal 
Government if it was supported by the State Government. 
With sale of the gas only to private enterprise, steps would be 
needed to ensure that the distribution network was available 
to the purchaser. This could be achieved if the distribution 
system, or appropriate parts of the system, were given 
common carrier status. (This status applied to the main 
trunk pipeline until 1971.) 

A very different route to 'privatisation' would be to offer 
property rights in the G F C ' s natural gas to each ci t izen of 
Victoria, perhaps at a price suf f ic ien t to pay Esso /BHP. This 
approach would give meaning to the claim that 'natural gas 
belongs to the people'. L ike the sale of the G F C to the 
private sector, this approach would directly overcome the 
fundamental problems that arise because '. . . no one in the 
general public has any of the property rights usually 
associated with ownership' when a resource is 'publicly owned' 
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(Spindler 1980, p. 162). "That is, there is no specific evidence 
of ownership such as a share; there is no right to receive 
benefits or to exercise any rights to control over specific 
bureaus or Crown corporations; there is r»o right to trade 
one's right with others - that is to buy and sell shares; and 
hence there is no market value to an individual's non-existent 

public ownership rights' (ibid). If each cit izen were allocated 

a share in the rutural gas resource he would be able to sell i t , 
to buy extra shares, or borrow against it. Again, of course, 
the value of the shares would be greater, the fewer the 
restrictions imposed on the use of natural gas. Citizens 
would then see clearly that it was in their interests to allow 
the export of natural gas. But even without the right to 
export, substantial competition could be expected for natural 
gas for marketing in Victoria with suitable common carrier 
arrangements in the pipeline system. 

There are many possible approaches to using Victoria's 
r»atural gas resources less wastefully. Of the approaches 
discussed above, al l except the last one - which involves 
offering valuable property rights in natural gas to each 
Victorian ci t izen - have the at tractive feature, from the view 
of the Government, that they increase public revenue as they 
e f f ec t increases in e f f i c i e r K y . Approaches involving privat-
isation or profit maximisation by the G F C would ensure that 
user prices for gas responded in a fa i r ly direct way to the 
changing realities of world energy markets; the responses 
would be more direct the fewer the restrictions on the sale of 
natural gas outside Victor ia . Approaches involving a regulat-
ed irKlustry, with Government action to make user prices for 
gas correspond to those that would occur in a free market, 
have the disadvantage that the relevant market price cannot 
be determined with perfect accuracy. But as Hocking and 
Clarke rtote, 'this problem, while manifestly real, does not 
make a case against attempting to improve the current evid-
ently nor>-optimal situation. The direction, if not the precise 
extent, of the movement in prices required is obvious' (p. 52). 

Postscript 

A f t e r this paper was finalised the incoming Labor Govern-
ment in Victor ia anrtounced a commitment to two f isca l 
principles that have implications for pricing and investment 
policies of public authorities. The f i rs t principle was that 
public authorities should pay an annual 'dividend' on the 
State's (or people's) equity in the authorities. The intention 
is to give taxpaying Victorians a fairer return on their 
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investments in public enterprises. The second prirrciple was 
to move to opportunity cost pricing of scarce resources so 
that the benefits from these are shared widely rather than 
being received just by consumers in proportion to usage. 

To collect its extra revenue on behalf of the Victorian 
community the Government irKreased the turnover tax on 
G F C sales from 15 per cent to 33 per cent and imposed a new 
energy consumption tax of, ini t ial ly, 10 cents a gijajoule (0.01 
units per megajoule) on consumption in excess of 10,000 gi ja-
joules per year. Although they wil l not apply for the fu l l 
financial year these two measures are expected by the 
Government to raise an ex t ra million and $10 million 
respectively in 1982-83, giving the State revenue of some 
$103 million from taxes on gas. In addition, doubling of the 
trunk pipeline licence fee is expected to raise a further $33 
million from oil and gas resources in 1982-83. For gas con-
sumers these measures involved price increases late in 1982 
averaging 18.5 per cent, the increase being greater than this 
for gas for domestic pool heating and air conditioning (35 per 
cent) and for gas in contract sales to industry (23 per cent). 

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 
arc to be welcomed. Overal l , the price changes e f fec ted by 
the Labor Government are a move in the right direction, 
though substantial further increases are needed. It was 
suggested in the previous section of this paper that higher 
consumer taxes were the easiest but not necessarily the best 
method of achieving needed increases in user prices. A l -
though there is no apparent economic basis for some of the 
changes in price relat ivi t ies - for example, the comparatively 
big increase in gas used for heating swimming pools - the 
Government, like its predecessor, had no trouble finding 
justifications for dif ferent ia l treatment that it favours on 
non-economic grounds. If new investments in the G F C 
system are restricted to those showing a real rate of return 
of 5 per cent or more (5 per cent being the dividend rate 
payable to the State on its equity) the logic of departing from 
the longstarxling policy of pricing natural gas (like e lec t r ic i ty ) 
uniformly throughout the State should quickly become more 
widely appreciated as extensions to ext ra country 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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The Reporting and Accountability 
Requirements of Statutory Authorities 

P.E. Rae 

In the short t ime available to me, I do not wish to canvass the 
major economic issues arising from the existence and opera-
tion of statutory authorities and the bureaucracies through 
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 
Committee on Finance and Government Operations indicate 
very clearly that the economic impact of statutory author-
ities is as substantial an issue as the reporting and 
accountability of those authorities to the parliaments which 
created them. 

The issues of reporting and accountability have been 
highlighted by the recent problems of T A A and the Federal 
Government's proposal for restructuring it as a public 
company; by the Australian Wheat Board's accounting 
dif f icul t ies ; by the Australian Dairy Corporation and its 
overseas subsidiary As ia Dairy Industries (HK) Ltd. ; and by 
the di f f icul t ies of the Victorian and NSW power generation 
authorities. 

The Australian Financial Review editorial of 26 June 
1981 entitled 'Light Needed in Dark Places' which deals with 
the e lect r ic i ty authorities of Victoria and NSW says clearly 
what is becoming the bi-partisan view of the Senate. 

The technique of setting up statutory authorities, in the 
hope that they wi l l operate in an expert fashion, f ree of 
political interference, created a series of inefficient 
monsters exercising political influence to escape any 
real public examination or cri t icism . . . The funda-
mental economic and political problem of how to make 
major public util i t ies operate eff ic ient ly in market 
terms, while also limiting their monopolistic power has 
to be faced. 

Tliere are substantial polit ical, economic and social problems 
associated with statutory authorities. There has been a 
tendency to believe that by creating a statutory authority the 
problems wi l l somehow go away. The opposite is proving to 
be the case. 
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In October, 1977, the Senate referred to the Finance and 
Government Operations Committee for investigation and 
report: 

The continuing oversight of the firjancial and 
administrative a f f a i r s or undertakings of 
Commonwealth statutory authorities, and other bodies 
which the Commonwealth owns or controls wholly or 
substantially, and of the appropriateness and 
significance of their practice in accounting to the 
Parliament. 

It has proved to be a substantial task. It has revealed 
that the control structure and operation of statutory 
authorities is an area which has not received the attention it 
deserves. 

At the Federal level there are over 257 authorities, at 
the last count, and between NSW and Victoria the number is 
about 1,000 and these only constitute the major authorities 
and does not take count of the thousands of smaller 
organisations. They intrude deep into our political and 
economic l i f e . The loan raisings of the Commonwealth 
statutory authorities alone are currently running in excess of 
$2 billion; in 1978 they employed about 60% of all 
Commonwealth employees and their land and investment is 
equivalent to about 50% of the capitalisation of the 
companies held on the Sydney Stock Exchange. The 
Committee has no reason to believe that the relationship has 
changed dramatically. 

The Federal statutory authorities are established by acts 
of the Commonwealth Parl iament. Their very existence 
depends upon that legislation. The Parliament has a legi t i -
mate interest in their operations. While it chose to separate 
the functions and powers they exercise from the departments 
through whom they are responsible to the Minister and 
eventually and ultimately Parliament, it did not envisage that 
the authorities should live a l i fe of their own f ree from 
parliamentary scrutiny. 

Al l Federal legislation establishing statutory authorities 
requires them to report to the Parliament and in many cases 
the responsible Minister has power to issue directions; 
appointments to the authorities are made by the Minister or 
are subject to his approval. 

The Committee has identified f ive main classes of 
statutory authorities. They are: 
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1. Business Author i t ies; 

2. Pr imary Industry Authori t ies; 

3. Admin is t ra t ive and Adjudicat ive Authorit ies; 

I*. Internationa] Organisations; and 

5. The Non-Statutory Authorit ies. 

The F i n a n c e and Government Operations Commit tee 's 

concern has been to ensure that all the authorities should 

observe the highest reporting standards and fulfil their 

accountabi l i ty obligations to the Par l iament . 

It may be useful to state some fundamental propositions 

about statutory authori t ies before going into detail about 

what I see as the accountabi l i ty and reporting obligations of 

statutory authori t ies to the Federal Parl iament. The 

propositions are: 

1. Tax-payers have a valid interest in the operation of all 

statutory authori t ies. In addition to the fact that their 

very ex is tence depends upon the Parl iament, the 

Commonweal th would be expected to meet the bill in the 

event of their f inancial fai lure. 

2. The Par l iament confers rights and privileges on the 

authorit ies - it may be a trading monopoly; it may be 

preferent ial f inancial arrangements and it may be 

exemption from taxation and so on. The bestowing of 

the rights and privi leges creates duties and obligations. 

3. The Par l iament which is responsible to the electorate at 

large is the steward of the taxpayers' funds. It has a 

clear duty to ensure that to whomsoever it grants rights 

and privi leges the concomitant duties and obligations are 

fulf i l led. This entai ls authorities reporting regularly and 

in detail about their actions. As Ministers are 

answerable to the Parl iament for the action of the 

statutory authorit ies for which they are responsible, 

Par l iament is enti t led to full and complete disclosure. 

The fact that the source of the creation of the statutory 

authorit ies is the Parl iament requires the highest 

standards of accountabi l i ty . The standard should be at 

least equal to those expected from individuals or 

corporations who are subject to the sanctions of common 

law or the Companies A c t s . 

It. Members appointed to statutory authorities, especial ly in 

the trading a r e a , have special duties and obligations 
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imposed upon them which at least require them to act in 
a manner similar to d i rectors of public listed companies 
governed by the Companies A c t and the rules of the 
Austral ian Stock Exchanges-

During its investigations the C o m m i t t e e noticed that 

across the broad spectrum of statutory authorit ies there is 

resistance to Parl iament's exerc is ing its proper function in 

maintaining the oversight of its creat ions. The resistance is 

based on the view that because a statutory authority has been 

created it has no further or very l imited obligations to the 

Parl iament. It is a view of complete separation from the 

Parl iament. It is often explained by a desire on the part of 

the trading authorit ies to be commerc ia l l y independent. This 

notion is false. Be they trading or primary industry 

authorities, personnel are often employed in accordance with 

the Public Service Act or within public serv ice guidelines; 

the Commonwealth Superannuation Scheme operates; in 

some cases Commonwealth government guarantees or le t ters 

of comfort are given for loan raising and the chairmen have 

their salaries determined by the Remunerat ion Tribunal; 

equipment purchases are subject to Commonweal th guidelines 

and so the list goes on. In some cases there are depart-

mental off icers appointed under the enabling legislation as 

voting members of the authority. 

The commercia l independence which some of the author-

ities seek is modified by the degree of legislative support 

they seek to retain. In the c i rcumstances it is di f f icult to 

see why there are so many problems about the accountabil i ty 

and reporting responsibil it ies of the authorit ies to the 

Parl iament. The obligations are statutory. They are spelt 

out in enabling legislation. They are usually less onerous 

than the Companies Act and the Stock Exchange rules. 

The Commit tee was given its terms of reference in 1977 

and it has found that in addition to some of the major 

authorities, which regard themselves as equivalent to l isted 

public companies, failing to present their annual reports 

within either a reasonable or the prescribed t ime, they have 

also failed adequately to disclose the real state of their 

financial af fa i rs . 

In some instances the Audi tor -Genera l has disclosed and 

commented upon the delays in presenting the Annual Reports 

and the def iciencies in the accounts . The Commi t tee has 

often had to extract relevant information about the delays 

and def iciencies in the same fashion in which a dentist pulls a 

tooth - sometimes with the same painful consequences. 
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The C o m m i t t e e has not had to go looking for work. It 
uses a se l f - se lec t sys tem. A statutory authority which fai ls 
to present its annual report within the prescribed t ime is 
automatical ly re ferred to the Commit tee . Thus it is the 
dilatoriness of the authority which ensures an examination 
and report by the Commi t tee . 

Examples of the authorit ies which failed to present their 

Annual Reports within the prescribed time are: 

The Austra l ian F i l m Commission; 

The C a n b e r r a Showground Trust; 

The Austra l ian National Rai lways Commission; and 

The Austra l ian Wheat Board. 

Fol lowing the investigations and report of the Senate Select 

Commi t tee on Secur i t ies and Exchange the Companies A c t s 

and the Stock Exchange listing requirements were 

substantial ly amended to: 

1. require more frequent reporting by public companies; 

2. secure greater disclosure of material information about 

company a f fa i rs ; 

3. raise the standards of corporate behaviour and in 

particulcir impose higher standards of conduct on 

company d i rectors; 

ensure that the shareholders and the public receive more 

detai led, current and relevant information about a 

company's operations and financial a f fa i rs ; and 

5. strengthen the sanctions imposed on company directors 

for any breaches of the Ac t . 

In terms of t imel iness of reporting, accuracy of published 

information and the behaviour of the directors, comparison 

between public companies and the business and commerc ia l 

trading authori t ies is val id. 

The Companies A c t and the Stock Exchange listing 

requirements speci fy that a company's audited financial 

statements and annual report be tabled within six and four 

months respect ively of balance date. The ultimate sanct ion 

is delisting which makes the shares untradeable. There is no 

similar sanct ion for offending statutory authorities. In the 

great majority of cases the t ime for the presentation of 

reports contained in the enabling legislation is longer than for 

listed public companies. If a report is not presented in the 

t ime required in the enabling legislation, the current 

sanctions do not have the same e f fec t as those potentially 

applicable to a public company. 
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The Companies A c t and the Stock Exchange l ist ing 
requirements impose minimum standards for information to 
be supplied. There has been no uniform standard laid down 
for business and primary industry market ing authorit ies. The 
Auditor-General and the Department of F inance 's act iv i t ies 
are moving statutory authorit ies towards improved, standard-
ised financial reporting. However , a quick comparison of the 
major statutory authorities' reports will show that few meet 
the Stock Excliange listing requirements and many do not 
disclose the type of information which shareholders would 
expect and to which they are ent i t led. In some instances 
superannuation obligations have not been properly disclosed; 
assets are not properly valued and as a consequence the 
gearing ratios can not be accurate ly ca lculated and stock 
figures cannot be veri f ied. 

The Commit tee has not received any evidence which 

convinces it that in terms of accountabi l i ty and reporting the 

business and primary industry market ing authorit ies should be 

treated any differently to public companies. 

I note in the 3une issue of the Austra l ian Director Mr 

Geoffrey Cohen, the Cha i rman of the Victor ian State Counc i l 

of the Institute of Char tered Accountants comments: 

The Financial Times survey revealed the average length 

of time between the f inancial year end and the Annual 

General Meeting of its sample of publicly l isted 

Austral ian companies is slightly under four months, 

whereas the average for a Br i t ish company is five 

months. Yet every publicly l isted A m e r i c a n company 

manages to report their results within three months. 

If the Austral ian statutory authori t ies were added to the 

comparisons there are very few which match the Austral ian 

public company average of four months and certainly none 

which matches the Amer ican average of three months. 

While there has been a conscious effort by some of the 

authorities to improve the t imel iness of their reports the 

current norm is six to twelve months after the close of the 

financial year for the presentation of the Annual Report and 

the f inancial statements to the responsible Minister. The 

Commit tee regards this as unsat is factory . 

The timeliness question is not new. In the third report of 

the Commit tee released in January 1980 the Commi t tee 

observed: 

Our investigations have disclosed a sorry story of 
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prolonged disputes, def ic iencies in foresight, problems 
in decis ion-making, lack of co-operation and plain errors 
. . . in brief, the evidence portrayed a standard of 
accountabi l i ty to the Parl iament which is completely 
unacceptable. 

The C o m m i t t e e proposes, and understands that the 

Government has accepted in principle for inclusion in the 

proposed Annual Reports A c t , that business authorities should 

be required to report within six months of the end of the 

f inancial year and other authorities to report within nine 

months immediately following the end of the financial year. 

A clause which has been suggested by the Commit tee for 

inclusion in the Annual Reports Act is as follows: 

A Category One Authority shal l , within six months 

immediate ly fol lowing the end of the f inancial year , 

prepare for submission to the Minister for the time 

being administering the Act or ordinance that 

const i tutes the Category One Authori ty, a report of its 

operations during that f inancial year together with 

f inancial statements in respect of that year in such 

form as the Minister for Finance approves. The 

Minister shall cause the Report and the F inancia l 

Statements to be laid before each House of the 

Parl iament within f i f teen sitting days of that House 

af ter their receipt by the Minister. 

In the same report the Commit tee proposed also that the 

Annual Reports A c t should include an interim report 

requirement for all authori t ies. This is to provide for the 

situation in which an authority, for reasons beyond its 

control , may be unable to finalise its Annual Report. The 

suggested c lause is as follows: 

If the report of a Category One authority is not ready 

for presentation in a complete form to the Parl iament 

within six months of the end of the f inancial year, then 

the authority s h a l l , before the end of that six month 

period, prepare and furnish through the Minister an 

interim report on the act iv i t ies of the authority 

together with informal f inancial statements and an 

explanation for the unavailability of the complete 

report. The Minister shall cause the interim report and 

the explanation to be laid before each House of the 

Par l iament within f i f teen sitting days of that House 

after their receipt by the Minister. 
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Since that report was released the Commit tee 's thinking, 
influenced by the changes in the Companies A c t s , the 
deficiencies in statutory authority reports and the economic 
impact of some of the larger business authori t ies, is moving 
towards the view that business authori t ies should also adopt 
the policy of issuing six-monthly reports. The major public 
companies engage in this pract ice and where business 
authorities such as Te lecom, the Austra l ian Wheat Board, 
T A A , Qantas and others have an impact on national economic 
management, a six monthly report would at least fulfil two 
important functions - keeping the Par l iament informed and 
providing the government with current data about their 
financial af fa i rs and the impact that they might have on the 
economy generally. 

The Commit tee in its third report recommended 

sanctions for authorities fai l ing to comply with the Annual 

Reports A c t and as it continues its review of statutory 

authorities which select themselves for examination it has 

become abundantly clear that the need for the introduction of 

the Annual Reports A c t becomes more urgent. The govern-

ment is already working on the introduction of the A c t and as 

the recommendation for it had the unanimous support of the 

Committee it expects to see the A c t produced to the 

Parl iament in the not too distant future. 

Timeliness is not the only issue concerning the 

Commit tee . The Commit tee is also determined to see the 

contents of authorities' reports improved, especial ly by 

increased disclosure of: 

1. depreciation; 

2. asset valuation; 

3. superannuation commitments; 

I*, gearing ratios; 

5. capital expenditure programmes (which may have a 

substantial national economic impact but the Annual 

Report does not disclose that it is l ikely to be so); and 

6. observance of speci f ic statutory obligations or adherence 

to directions from the Minister. 

The arguments for full and frank disclosure have been 

stated in the debate about improving corporate reporting 

generally. Mr Cohen's a r t i c le , which I quoted ear l ier , 

indicates that professional groups expect far more disclosure 

and greater analysis of corporate object ives and strategies. 

It would certainly conform with the spirit of the Freedom of 

Information A c t which was recent ly passed through the 

Federal Parl iament. 
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One of the areas for greatest concern is that the 
f inancial s ta tements do not accurate ly ref lect the position of 
an authority. For the three most recent years the accounts 
of the Aust ra l ian Wheat Board have not disclosed its true 
f inancial position in the opinion of the Auditor-General . 
However, the Board has annual sales exceeding $1 billion and 
has borrowed $800 mill ion over the last twelve months from 
the Austra l ian capi ta l market - making it about the largest 
trading enterpr ise in Austra l ia . It is inconsistent that while 
lenders demand a c c u r a t e , detailed, and mostly audited finan-
c ia l information from the private sector , a statutory 
authority is able to borrow massive amounts without current, 
unqualified audited annual accounts. I suspect that the 
reason that money is lent is because the lenders believe that 
if all else fai led the Austral ian government would foot the 
bill . 

In the instance of statutory authorities the case for 

disclosure is stronger because of either the direct budget 

ass is tance or the indirect support given the authority by the 

Commonweal th . If the Parl iament confers rights and privi-

leges it is enti t led to be fully informed about the body 

receiving the benefi ts of those rights and privileges. There 

is no room for the Par l iament 's being presented with a state-

ment which is more notable for its omissions than for i ts 

inclusions. 

While there may be different polit ical emphasis about the 

mix of pr ivate and public sector act ivi ty the majority view of 

the Parl iament is that where statutory authorities trade or 

operate in a business environment they must satisfy the 

Parl iament that they operate as ef f ic ient ly and effect ively as 

possible. The unanimous resolution of the Senate passed in 

November, 1979 and re- i terated in February 1980 condemning 

the Austra l ian Wheat Board for failing to present proper 

audited accounts is evidence of the bi-partisan view which is 

adopted. The demand for scarce resources is too great for 

them to be al lowed to do otherwise. 

There is a wide range of issues which have arisen as a 

result of the C o m m i t t e e 's investigations and reseach. It is 

c lear that the establ ishment , role and operations of the 

Commonweal th statutory authorities are under closer 

scrut iny. The Par l iament has signalled already that it wil l 

examine more c r i t i ca l l y the purposes for which an authority 

IS establ ished, how it is to operate, the obligations of its 

board members ar>d its continuing existence. 

Implicit in the att i tude of some statutory authorities to 

investigations by the Commi t tee and the demands by the 
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Auditor-General for better accounting and reporting stand-
ards has been the notion that once establ ished the authority is 
the exclusive preserve of vested interest groups. Inherent in 
the creation by legislation is the notion that a public purpose 
is fulfi l led. That public purpose may be something less than 
the broad national interest . It goes beyond a very narrow 
industry interest. It requires that Commonweal th statutory 
authorities must report regularly, in deta i l and with frank-
ness. They must respond to the same pressures for change as 
the private sector in reporting to the Par l iament or in the 
case of companies to shareholders. If they fail to do so I 
have little doubt that sooner or later the Senate Commi t tee 
will conduct a detailed investigat ion. 

If the statutory authorit ies are unprepared or unwilling to 

meet their statutory and wider responsibi l i t ies they should at 

the same time consider if they really wish to continue operat-

ing under legislation or would prefer to adopt another 

corporate form. The Commi t tee has not noticed a rush on 

the part of the statutory authori t ies to desert their parents 

no matter how much they mutter and complain about the 

parents' interest in the child's wel fare . 
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Comments 
H. Geoffrey Brennan 

Some years ago Ronald Sear le , the cartoonist, produced a 

little book on New York full of sat i r ical sketches. At the 

very outset of this book the author remarked, in a rather 

brazen way, that he had never been to New York in his l i fe. 

He cla imed that such ignorance gave him a magnificent 

object iv i ty . It is precisely that objectivi ty that I am going to 

c la im for myself this afternoon: I am totally ignorant of the 

details of the operation of T A A and the S E C V (and of statut-

ory authorit ies in Aust ra l ia generally) and I have no way of 

evaluating whether what we have heard this afternoon in 

relation to those authorit ies is accurate or not. Hence it 

would be more than usually foolish of me to attempt some 

fatuous remarks on the implications of what we have heard. 

On the other hand, as my colleague Gordon Tullock will 

assure you, ignorance has r»ever prevented me from speaking 

in the past; and 1 don't intend to let it prevent me from 

speaking now. What I do want to do is to try to ext ract from 

the morass of institutional detail the central issues. That is, 

I want to ask the sort of ref lect ive question that one always 

asks after the event (the 'what the hell am I doing in bed with 

this slob anyway' sort of question). I betray the theorist's 

presumption that asking this cosmic question is worthwhile. 

It seems to me that our ultimate goal in this conference 

ought to be to develop a set of generalisations, what we 

might loosely ca l l a theory, about the operation of statutory 

authorit ies - we might seek to do this for either of two 

purposes. We might conceivably do it for its own sake. Or 

more likely - I think more responsibly - we might want to 

have a theory of the way in which these particular insti t -

utions work because we want to be able to make decisions as 

to whether to assign part icular responsibilities in the future 

to institutions of this type or to al ternat ive institutional 

structures that might present themselves. 

A crucijU ingredient in any such theory is the underlying 

model of human behaviour used. In this connection, the thing 

which charac te r ises the so-ca l led economic theory of bureau-

cracy and distinguishes it most strikingly from al ternat ive 

theories is the underlying set of assumptions about the nature 

of the agents who operate within the institutional s t ruc t -
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ures. Economics makes a very spec i f i c set of assumptions 
about the nature of those agents, namely that they are 
conventional ut i l i ty-maximising or more speci f ica l ly income-
maximising individuals. It is of course precisely this element 
that proves to be the most controvers ia l element in the whole 
theory that economics seeks to provide of pol i t ical processes 
generally. 

In other words, economists typical ly assume that those 

individuals who are assigned discret ionary power within 

political Institutions will exerc ise that power in their own 

narrowly-conceived interests. And in that context , the talk 

about duty and obligations of statutory authorit ies str ikes the 

more cynically-mlnded economist as pure rhetoric or hope-

lessly Utopian metaphysics. 

I want to say something very generally about the 

justification for the model of bureaucrat ic behaviour that 

underlies such an economic theory of statutory authorit ies. 

What 1 want to do is to attempt to just i fy the part icular , 

rather cynica l , set of assumptions which economists tend to 

make (often In the face of somewhat compelling evidence to 

the contrary). An 'economic' theory of pol i t ics, in this sense, 

has to explain why pol i t icians are not the richest people in 

Austral ia . For , if it is true that these people exerc ise the 

discretionary power that we know that they do exerc ise and if 

they are wealth maximisers, then they are either very bad 

calculators or there is something wrong with the theory. 

One way of approaching this question about statutory 

authorities would be to look at spec i f ic cases and to try to 

determine empirical ly something about the way in which 

agents within those authorit ies seem to behave. This is of 

course, something that has been at stake in a lot of the 

discussion this afternoon. But 1 want to suggest to you that 

the sort of model of statutory authori t ies that might emerge 

simply from an examination of them - however savage the 

scrutiny - will tend to yield a model of behaviour which is not 

an appropriate one for evaluat ing those Institutions for the 

purposes of what I might ca l l comparat ive institutional 

analysis: that is, for the purposes of comparing that 

institutional structure with a l ternat ives . I will begin by 

appealing to what the c l a s s i c a l pol i t ical economists have to 

say about this issue. I am going to give you two quotes (I 

always like to have some texts when I speak part icular ly from 

a pulpit l ike this), one from David Hume and one from John 

Stuart Mil l . The one from David Hume is on the independ-

ence of Parl iament and It reads this way: "In constraining 

any system of government and fixing the several checks and 
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controls of the constitution every man ought to be supposed a 
knave and to have no other end In all his actions than private 
interest. ' I should emphasise the syntax of that sentence, 
'every man ought to be supposed to be a knave', because it 
seems to imply that that particular assumption is to be 
justified not on empir ical grounds, but on methodological 
grounds. There is something in the nature of the compeir-
ative institutional exerc ise that requires some such 
assumption. 

John Stuart Mil l , In Considerations on Representat ive 

Government , wrote: T h e very principle of constitutional 

government requires It to be assumed that political power 

will be abused to promote the particular purposes of the 

holder, not because it always is so, but because such is the 

natural tendency of things to guard against which is the 

special use of f ree institutions.' So it seems clear that the 

c lass ica l pol i t ical economists in approaching the comparat ive 

institutional analysis of market and political Institutions 

adopted an approach in which the assumption that each man 

Is a knave - that pol i t ical power wil l be abused to promote 

the part icular purposes of the holder - was centra l . This 

was, I bel ieve, a working hypothesis which the c lassica l 

polit ical economists used very consciously, very specif ical ly 

for the purpose of comparing institutions. I want to offer a 

very simple analyt ic just i f icat ion for this sort of view. 

Consider as an example the most famil iar institutional 

comparison in standard economics. The accompanying 

standard pr ice-quant i ty diagram shows the monopoly outcome 

(Pfj^,Q^) and the compet i t ive one (Pj,,2Qfj,) for a good pro-

duced under constant cost and having a linear demand 

curve. Now we know that there are various reasons why a 

monopolist may not seek to maximise profits: he might be a 

'sat isf lcer ' , he might be constrained by the threat of entry, or 

of government regulation - by a whole host of things. I want 

you to suppose we liave a sample of monopolists - they could 

be statutory authori t ies, or something e lse , for that matter -

and that half of them are prof i t -maximisers while the other 

half operate at the per fect ly competit ive equivalent level of 

output ( i .e. where the demand and the marginal cost curves 

intersect) . Thus half of the monopolists produce at and 

half at twice Q _ . 

I f , on the basis of this sample, we made an est imate of 

pr ice and output behaviour for this part icular market form, 

monopoly, we would get: a pr ice, P, that is half-way between 

the monopoly pr ice ar>d the competit ive pr ice; and an output, 

Q, that is hal f -way between the monopoly output and the 

competi t ive output. 
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But of course our interest for comparat ive institutional 

analysis focuses on the wel fare losses that are generated by 

the institution. Now the welfare loss that is generated by 

this institution is not equal to the welfare loss that is 

generated by the best-est imate predict ive model of monopoly 

behaviour that we have just descr ibed. The l i tt le shaded 

triangle that is generated on the basis of average output and 

average price is not in fact the expected value of the wel fare 

loss associated with that institution. The expected welfare 

loss is the size of the bigger tr iangle A B C divided by two, 

because half the people are pure monopolists causing a loss of 

A B C , and half are causing no loss at a l l . 

If we ask ourselves what single model of price-output 

behaviour would generate as a wel fare loss an area equal to 

half of A B C , the answer is that the particular output will l ie 

to the left of mean output and the part icular pr ice will lie 

above the mean price. 

Now this fact has impl icat ions, which need not bother us 

here, for the way in which one goes about measuring welfare 

losses for industries under monopoly. The important point 

that I want to draw out of this is a more general one about 

institutional analysis. One can easi ly make an observation of 

a whole range of one's friends and others who are bureaucrats 
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or polit icians and argue on the basis of that observation that 
the average bureaucrat or polit ician is not a bad sort of 
fellow; he seems to be inclined to operate moderately in the 
public interest (or talks as if he seeks to). And on this basis 
we might be incl ined to think that the institutions In which he 
works may wel l generate outcomes that are rwt too bad. 
What this l i t t le example indicates, however, is that, providing 
we can postulate that the valuations which individuals place 
on the things supplied by public institutions obey the normal 
laws of demand, then the exerc ise of determining a model of 
institutional behaviour on the basis of which to compare that 
institution with some al ternat ive, will require a s y s t e m -
at ical ly more cyn ica l model of human behaviour than mere 
empir ics would indicate . While the exercise of trying to 
draw together empir ica l observation of the behaviour of 
statutory authori t ies is an important one both academical ly 
and inte l lectual ly , when we come to evaluate the institutional 
structure of the statutory authority we should for very good 
analyt ic reasons make assumptions about the behaviour of the 
agents within those organisations that are systemat ical ly 
more cyn ica l than mere observation would justify. 
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Ray Evans , Deak in Univers i ty : As an e lectr ical engineer who 

regards the generation and consumption of e lectr ic i ty as a 

good in i tsel f , I'd l ike to take up a couple of points with Dr 

Swan. The major problem, it would seem to me, for both 

e lect r ic i ty supply and telecommunications serv ices , is that 

the nature of the act iv i ty in itself is inevitably a monopoly: 

you can only af ford to have one reticulation system for both 

e lec t r ic i ty and communicat ions purposes and it seems that 

the big question to be faced is how this inherent monopoly is 

to be regulated and made competi t ive. 

Peter Swan, Austra l ian National University: I don't share 

your view that e lec t r ic i ty output is a good in itself in that 

particular sense. But given that it is a monopoly, I'd like at 

least to see a compet i t ive rate of return instead of what 1 

think I S a negative rate of return being added on to 

e lec t r ic i ty production. The evils of underpricing at the 

moment are potential ly more dangerous and disastrous than 

the ev i ls of overpr ic ing. 

The situation for private enterprise involvement that I 

would like to see us move towards needn't mean dismantling 

all of public enterpr ise or public developments from the 

outset, but would be a sort of ' two-airl ine' policy with a f ixed 

number of private emd a fixed number of public enterprise 

f i rms 'competing'. There would be publicly-provided supplies 

competing with privately-provided supplies and anyone who 

wanted to, could set up and produce e lectr ic i ty . I'll concede 

that there are some s izeable economies of sca le , so that the 

number of potential pr ivate enterprise suppliers would be 

l imited into any one grid. Also, if we went completely over 

to private supply, then there might conceivably be a need for 

oversight by some commission, but I would l ike to see that 

kept to a minimum. 

In the US the problem with private enterprise supply is 

the fact that it is a regulated supply and this gives rise to 

many inef f ic ienc ies . Many of the same sorts of dif f icult ies 

we are now seeing in Aus t ra l i a . 1 am not an advocate of a 

highly-regulated pr ivate supply. I do, however, feel that one 

should look 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 areas. I would of course also like to see 
competition reign there with the Gas and Fuel Corporation 
required at least to charge market prices for its gas. 

Gordon Tullock, Virginia Polytechnic Institute and State 
University: I deny that e lec t r ic i ty provision must be a 
monopoly. To begin with, there are seventeen places in the 
United States where there are two competing electr ic 
companies. They are, you wi l l not be surprised to hear, the 
places in the United States where service is best and where 
on the whole prices are lower, though not strictly speaking 
the lowest. One of the more delightful features is that these 
are the only places in the United States where the electr ic 
company will put your TV antenna on top of the e lect r ic i ty 
poles i f you ask them to. 

Now, in addition, there is a well-established competitive 
market in the United States at the wholesale level for 
electrici ty. Mainly these are large generatmg companies 
that transmit through tlie grid. I t is regulated to some 
extent, but the regulation is to a large degree escaped due to 
the fact that a good deal of the regulations are state 
regulations and the e lect r ic i ty networks go across state 
boundaries. 

The actual history of regulation is fa i r ly certainly one of 
these cases where a regulatory body was set up for the 
purpose of increasing monopoly profits in the industry. The 
original arrangement was sort of quasi-competitive: there 
were a lot of companies which kept dashing off to c i ty 
councils saying, 'We would like to provide e lect r ic i ty , the 
guys that are providing right now are robbing you". The ci ty 
councils fa i r ly normally said, 'Yes , that's true", without any 
investigation at al l , which made l i f e miserable for the 
existing electr ic companies. So they got state regulation put 
in and the result was a rise in the profit for e lectr ic 
companies and higher rates. 

Now when it comes to telephones it's not so easy. Once 
again, we did have competing telephone companies and it was 
the Bell Telephone company, as they are very proud of 
reminding themselves, who abolished this by getting people to 
pass laws against competition. I'm not absolutely certain 
that if you repealed the laws against competition you would 
get competition, but it seems to me that to argue that these 
things are natural monopolies when there are laws prohibiting 
competition (except in these seventeen places that I have 
mentioned), is undesirable. We should begin by repealing the 
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laws against competition and perhaps after a few years make 
up our minds whether they are natural monopolies or not. 

Bob Richardson, Australian Wool Corporation: I work for the 
Australian Wool Corporation, one of the Qangos not referred 
to today, perhaps fortuitously. Unlike Mr Baxter I wasn't 
sent here to represent my organisation in any formal sense at 
a l l , but I do find disappointing the imbalance that there seems 
to be in the speakers we have heard today. I feel the type of 
debate that I'm sure we'd all like to have is one that's very 
d i f f icu l t to have in the context of only having a group of 
speakers who don't represent and aren't involved, in any way 
that I can readily discern, with statutory authorities. So it 
does seem to me that things are somewhat out of persp>ect-
Ive. If 1 could go back to Professor Tullock's analogy about 
the size of babies' heads, perhaps there are some things that 
statutory authorities can do and/or sliould do, subject of 
course to appropriate accountability and constraints. It 
seems to me today there's been precious little sensible 
discussion of that point. I think the points that have come 
out so far are that we ought to allow market forces somehow 
to determine prices and to allocate resources. There are not 
many economists who need to be converted to that particular 
inclination. 

There has also been some comment about whether or not 
we ought to have natural monopolies, but 1 wonder if any of 
the speakers do have some ideas about the types of c r i te r ia 
that ought to be considered in looking at whether statutory 
authorities should do anything at a l l . 

Geoff rey Brennan, Virginia Polytechnic Institute and State 
University: There is a certain conventional argument in 
welfare economics about increasing-cost industries (of which, 
with all due respect, I wouldn't have thought the sale of wool 
was one), 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 a theory, a legacy from 
Adam Smith, that went along the lines that markets weren't 
perfect . From Pigou on, certainly, and reaching its 
apotheosis I suppose in the f i f t i es and sixties, there has been 
the development of a theory of market failure and a whole 
set of reasons why the market would not work perfectly. In 
many contexts people simply said, 'Well, the market doesn't 
work perfectly, therefore there is 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 political 
instit itions work to set alongside a theory of the way in 
which the market actually does work. Unti l one has a theory 
of political institutions, one can generate some presumptive 
reasons as to why political institutions might work fa i r ly well 
in the provision of services such as decreasing cost; and then 
it seems to me that far from the debate being stacked on the 
side of the market, the intellectual legacy which we now 
ir^erit is one in which the arguments have been almost 
entirely stacked on the other side. The demonstration of 
some ultimate market fai lure was interpreted as a suff icient 
case for government intervention. If we are not moderately 
familiar with some welfare economics arguments, then that is 
an explanation for the stance that certainly I take. In a 
sense it is a question of the onus of proof. To date we have 
no presumption, I would have thought, that statutory 
authorities are likely to do better than the market, even if it 
does f a i l . 

Tom Tormasi, Gas and Fuel Corporation: I 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 
economist, that would have been the real challenge that you 
people, the academics, could have contributed to the issue. 
With due respect, of the four speeches here very few were 
new or original. We have hammered out most of them in one 
way or another. 

I can really only talk about my subject, gas. With due 
respect to Mr Edwards, whatever he has brought up here 
today has been said better or earlier by others, therefore it 
wasn't really worthwhile. I can't comment on electr ici ty or 
wheat, but I wouldn't be far wrong if the people expert in 
those fields would have come to the same conclusion. 

I should like then to add a few comments on Mr Edwards's 
paper. Concerning pricing of gas: gas is not like beef or 
sugar or tomatoes or o i l . There is no market for gas, no 
world-wide market or price for i t . There is no market day 
for gas when you can clear the market. You have to have 
long term contracts specifying volumes for gas and a certain 
minimal amount of gas available for export. It's obvious that 
these F>ools which are at present in Australia don't al l qualify, 
with the exception of the North West Shelf. 

Secondly to assume that substitution of gas for oil is a 
negligible benefit, strikes me as being somewhat naive. 
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Obviously there is an energy abundance in Australia. If there 
is any problem energy-wise, it is transport fuel and it is crude 
oil that provides transport fuel . Therefore any contribution 
towards producing ef f ic iency in transport fuel would be 
applauded. 

Geoff Edwards, L a Trobe University: I would agree, Torn, 
that there is l i t t le that is new under the sun. I think, 
however, the repeating of old ideas is sometimes a very 
desirable thing. In relation to your comment that there is no 
world market for gas, 1 would agree. In fact I said in the 
paper that the world market for natural gas is not so clearly 
defined as the market for wheat or for o i l . However, I think 
there is no doubt that we can pomt to international contracts 
that are being made in natural gas and we can certainly 
conclude something about the general order of prices from 
those and we can compare this with the prices stipulated in 
the contracts in Victoria- I am sure the Federal Minister for 
National Development and Energy would agree with me on 
this matter. He said, not so many months ago, that world 
natural gas prices have approximately doubled between 1975 
and 1980; but, as 1 indicated in my paper, the price paid by 
Gas and Fuel Corporation moved up very little over that 
period. Perhaps the crucial test is what would happen to the 
price of gas covered by the current contracts by Esso/BHP 
and Gas and Fuel if we were to try and sell it. If Gas and 
Fuel were to try and sell that gas freely on the Australian 
market (even if for a moment we leave out the ability to 
export) then certainly for many uses, people would be willing 
to pay significantly more for that gas than they're asked to 
pay r»ow by the Gas and Fuel Corporation. 1 don't think that 
is in doubt. Secondly, if as it has been argued, as you rightly 
say, by various people in the past that if we were to free up 
the export side and allow people with gas now (and certainly 
those who find it in the future) to export freely, that 
certainly would be ref lected in a higher price domestically 
for gas. Old arguments, perhaps, but does that mean they're 
invalid? 

Graham Macmillan, Touche Ross: I don't know if this is fair 
but I'd l ike to address a question to Ken Baxter on Senator 
Rae's paper. Our f i rm has just had the privilege of 
completing a report for Dr Kevin Foley's Public Body Review 
Committee on the reporting artd auditing of public bodies in 
Victoria . 1 notice that Ken mentioned that the 

Commonwealth has nearly a thousand statutory bodies. One 
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of our first jobs was to count the statutory bodies in Victoria 
and we got to nine thousand before we stopped. *e looked 
at the conceptual aspect of accounting and reporting and 
what we did come up with was a recommendation for a single 
conceptual framework that applies to all public bodies. We 
didn't classify them between business and non-business or 
primary and secondary, as Senator Rae has done in his 
reports. He mentioned that business bodies should report 
within six months and non-business within nine months and my 
question is why? Why should non-business bodies be any 
different in that respect to business bodies? What we 
decided was that what we require out of f inancial 
information, and that is distinct from the non-financial 
performance indicators, is an operating statement; and it 
doesn'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 need a flow of funds for the 
period. Now that is common to a l l public bodies, not 
necessarily only business or non-business. Now given that, 
why should there be any distinction between the two? 

Ken Baxter, Senate Select Committee on Finance and 
Government Operations: In answer to that, the Committee 
in its Fourth Report set out in fa i r ly detailed form the 
categories and sub-categories of authorities. I dealt mainly 
today, on Senator Rae's behalf, with the first two. If you 
read that Fourth Report, a number of authorities - but part ic-
ularly those categorised as 'international organisations' and 
many of those categorised as 'regulatory authorities' - pose 
certain problems at the Federal level which I suggest don't 
exist at a State level. For example, there are certain 
limitations which rise in relation to the Asian Development 
Bank, the International Monetary Fund, the Antarc t ic Treaty 
Organisation - which al l f a l l into that fourth category of 
international organisations - which mean that, if I recall 
correctly, their reporting standards were rather less in some 
cases than even the Commonwealth statutory authorities. It 
is very di f f icul t to impose a requirement on, for example, the 
organisations within Austra l ia connected with those when 
they in fact could not impose that same standard on the 
international authority. 

There is also a predicament as I 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 to 
the judiciary about even its f inancial a f f a i r s , there wil l be a 
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fa i r ly major confrontation. Not that that puts the 
Committee o f f , but I think in conceptual terms there is no 
real d i f ference . It was a case of practical problems. I 
believe I can say on the Committee's behalf that there has 
been a continuing discussion with the Auditor-General about 
the problems of dealing with the three last categories and the 
sub-categories within them, and that matter hasn't been 
resolved. 

Can I say, Mr Chairman, while I'm on my feet in relation 

to the two previous questioners: I hope that they might take 

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 answer some of the matters they 

have raised. 

Ian Wills, Monash Universi ty: Geoff Brennan implied that he 
wasn't terribly happy with setting politicians, in particular 
the Senate Committee, onto the business of keeping tabs on 
statutory authorities that they had in fac t set up, so I'm 
wondering whether we might have a little more comment on 
where all this leads us policy-wise. What 1 take Geoff to be 
pointing out is , of course, that on many of these statutory 
authorities we have somewhat of an unholy alliance between 
the demanders of regulation on the one hand and the suppliers 
of regulation, namely the politicians, and perhaps to some 
extent the bureaucrats, on the other. The political solution 
would be to vote the rascals out of o f f ice . But it was also 
implied, somewhere along the line, that there are real 
informational problems for the average voter or even groups 
of voters in getting their hands on the sort of information 
that is required. We've heard also a lot today, by implic-
ation, about the importance of property rights in information 
and the jealous way in v/hich this is guarded. Perhaps 
Professor Tullock might like to comment by way of com-
parison with the US. But in Australia, of course, the 
problems associated with legal standing (I think Or Swan 
mentioned that you can't sue the S E C V ) , with class actions, 
and with our libel laws al l militate against the private 
init iat ive type solution; that Is, hiring a gunslinger-lawyer on 
behalf of a group of private citizens perhaps to sort out some 
of these problems. I'm wondering what comments in part ic-
ular Professor Tullock might have about the sort of situation 
we face in Austra l ia , 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 I regret to say you're praising the 
United States too much. We have these problems too. 
Generally class action suits and that sort of thing are not 
available against government agencies, although sometimes 
they are. 

The information problem is a very real one. It goes 
through the whole of government, not just these agencies. 
One thing that can be done about i t , putting it bluntly, is to 
arrange to have people make reports and then get some 
publicity for them. We've been doing that this afternoon and 
that does have some e f f e c t . 

There is another mechanism which is part of Anglo-Saxon 
law and isn't used very much, but which does have some 
ef fec t , and that is the special Grand Jury. There is no 
reason why you can't empanel a Grand Jury to investigate 
absolutely anything. Now you get a group of average 
citizens, who aren't usually very penetrating; but they are a 
small group and have some motive to collect information 
because there are just a few of them and it is available to 
pick up some of the worst scandals and is occasionally 
resorted to in the United States though not very often. 1 
believe it is occasionally resorted to in England. I don't know 
whether you ever do it in Aust ra l ia . But the common law is 
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. 

Geof l Brennarv: I shall spell out in rudimentary detail the sort 
of anxieties I have, which are twofold. F i r s t ly we have, 
apparently, tens of thousands of these statutory authorities, 
and now these tens of thousands of statutory authorities e^re 

all going to be compelled, potentially, not just to produce 
annual reports, but six-monthly reports; and the question 
that I'm pursuing is, what are the precise incentives for the 
generation of this information and who's going to read these 
reports? If you push this hard enough, what the ecorwmist 
qua economist would say is that the person who's likely to get 
a job reading the report is the guy who is likely to be pushing 
for its existence. That is what I meant to say by 
implication. 

I think there is a very important and d i f f icu l t question 
which relates to the precise distribution of power between 
statutory authorities, quasi-judicial bodies, ones that lie 
outside the domain of direct poli t ical constraint and political 
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institutions in the parliamentary state, because 1 think that 
one of the things that Public Choice has been able to tell us 
about political institutions, parliamentary majority rule and 
so orv is that i t does not work particularly we l l . You 
constrain behaviour cither of parties or particular political 
agents and therefore when one looks at the question of who 
should control whom, the issue is somewhat ambiguous, and of 
course the long tradition of the separation of the judiciary 
from the executive «»nd the executive from the parliament is 
al l at stake. 1 don't think making statutory authorities, 
including potentially the judiciary, accountable to parliament 
is rtecessarily something that one should simply assume is a 
good thing. 

David Sharp, Barr is ter : As I understood Professor Brennan, 
he postulated that theory requires us to be more cr i t ica l of 
regulatory agencies than perhaps empirical evidence might 
suggest. If that is so, it brings me to Professor Tullock's 
comment, which was to me tantalisingly brief, that on 
balance, re la t ively, some bureaucratic regulatory bureau-
cracies would seem to be good and on balance, relatively, 
some regulatory bureaucracies would seem to be bad. Those 
itemised as bad as I understood him were the railroad, 
trucking, airl ines and on the other hand those that were 
relatively good the telephone or communications agencies. I 
wonder if 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 reason. 

Cordon TuUock: F i r s t ly a minor c lar i f icat ion. I think you're 
correct in reporting what I said but not what I intended to 
say. May I now tel l you what I intended to say. 1 think the 
telephone is a marginal case: I'm not sure in that case, 
therefore I used it that way. 

I would say f i r s t ly that government itself should mainly 
be confined to areas where we have large externalities. For 
the benefit of those of you who are not economists that 
means situations in which private citizens going about their 
own business a f f ec t other people very severely. For example 
we dump smoke in the atmosphere which causes d i f f icu l t -
ies. The government should be confined to that kind of 
act iv i ty mainly because that's the only kind of activity (there 
are a few rare exceptions) we can hope it wil l do better than 
letting private ci t izens har>dle matters. Now the areas 
where regulation, in my opinion, is likely to work are areas of 
that sort, but there is a traditional natural monopoly 
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argument which Geoff Brennan gave quite properly: industries 
where there are declining marginal costs. I'm not positive 
there are very many examples of this, but if there are 
industries with declining mcirginal cost you certainly would 
consider the possibility of either regulation or government 
operation or something of that sort. But at that point you 
would have to make some carefu l analysis of whether the 
costs of just letting them run, without doing anything, are 
greater than the cost we would anticipate from government 
regulation. We have to learn more about government 
regulation, and we have been learning more about it quite 
rapidly in recent years. What you actually do here is 
attempt to construct a cost-benefit analysis of the two sets 
of institutions, and decide which one has the best payoff. 
This is of necessity an imperfect process and you are dealing 
with two imperfect processes, so the result can't be given a 
very high accuracy. But there are many cases which you see 
that arc 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 I think 
that most of us would agree that provision of food, with some 
restrictions on fraud and mislabelling, is probably something 
that the government should keep its hands off . Unfortun-
ately the government doesn't. Government effor ts to keep 
the price of food high have, over the last thirty or forty 
years, probably caused really quite a large number of deaths 
through malnutrition in the more poverty-stricken parts of 
the world. 

J i m Carlton, M.P. I thought it would be worth making a 
comment on the feelings of some politicians about their 
impotence in relation to statutory authorities, and the way in 
which they thought they could overcome i t ; namely, that the 
best way is by being no longer responsible for them. 

Now the best you can get on a bipartisan basis, and this is 
the approach adopted by Senator Rae's Committee, is to ask 
that they at least do that which they are currently required 
to do under legislation and that, I would think, is a minimum 
requirement. If that generates too many reports to be read 
then that in itself would indicate the absurdity of having so 
many authorities to look a f te r . Therefore I think that what 
Senator Rae is doing is extraordinarily valuable. 

It is suddenly dawning on more politicians in Canberra 
that they don't really want personally to be held responsible 
for whether a certain type of plane goes between Sydney and 
Melbourne, at what time it leaves and how much it w i l l cost, 
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and whether tea wil l be served or not. Currently I am 
responsible for that and, as Professor Hogan has pointed out, 
the instrument through which I'm trying to ensure that those 
responsibilities are met couldn't organise a tea party in the 
Country Women's Association. Therefore there is a pretty 
powerful incentive to my mind for politicians to get the devil 
out of airlines. 

Let me just mention one other example and that is 
Telecom. I've been a Member of Parliament for three and a 
half years and one of the f i rs t things that happened after I 
became a Member was that someone wrote to me complaining 
about his telephone bi l l . I happen to be responsible indirectly 
through the Parliament, through the Minister, through the 
statutory corporation, for telephone bills. It so happens that 
that corporation has made a decision somewhere along the 
line to put metering equipment that only charges but does not 
record, so there is no way to prove whether or not you're 
being charged the right bi l l . The process you go through runs 
something like this. The Member writes to the local 
manager of Telecom, who writes back saying, 'the customer 
did incur that bill and we are sticking with i t ' . The Member 
then writes to the Minister, the Minister writes back to the 
Member saying, ' I ' l l write to Telecom asking them to look into 
i t . ' It goes to a higher level, but you get the same answer 
back and there is a stalemate. So what do I do at that 
stage? I shove it onto the Ombudsman and he goes through 
the same procedure and finishes up with the same answer, and 
ultimately there is no way of proving or disproving the 
charge. About f i f t y percent of my constituents get a 
reduced bill and f i f t y percent don't and I've got no way of 
knowing whether any bill is correct or not. 

What is really worrying about all this is that we're about 
to go into an era of vast expansion of communications. *'e 
are going beyond the basic telephone system which currently 
accounts for about 90 percent of Telecom's revenues; and, as 
things currently are structured, al l the decisions for our 
communications fu ture are in the hands of a tiny band of 
engineers who are not under Parliamentary or market 
control. The objective of some of us, who are terr i f ied of 
this prospect, is to get Telecom out into the market. Market 
control may be imperfect but it's better than no control. We 
don't mind the basic telephone system remaining in public 
hands for the time being, but we are terrified of the thought 
of al l these new and modern connections and satellites 
coming under the same area of impotence that we now have 
to suffer . 

101 



The Economics of Bureaucracy and Statutory Authorities 

Graeme McNorton, Shell Company of Austral ia : The 
question I'd like to ask, having listened to the contributions 
made, relates to whether or not they are biased towards an 
Anglo-Saxon view of statutory authorities. I'm in the oil 
industry and I hear my colleagues in France and Japan talk 
highly of their bureaucrats in MITI and so on. Whereas 
reading the trade press and listening to my American 
colleagues, the American energy authority was a disaster. I 
can't really see that the energy authorities here are terribly 
much better. Are we suffering f rom an Anglo-Saxon disease 
or is economic man everywhere? 

Gordon Tullock: This is patriotism. Al l Americans are 
convinced that we have the world's worst post o f f i ce . The 
English are convinced they have the world's worst post o f f i c e 
and since Pve been in Australia I've heard what a terrible post 
o f f i c e you have: we can do better at this kind of thing than 
you can. There is a strong tendency to recognise your own 
problems and not the other side of these things. The Anglo-
Saxon techniques are somewhat different from the non-
Anglo-Saxon, but not greatly. 

Patrick Xavier, Swinburne C A E : What a lot of today's 
proceedings lead me to ask is , in cases where regulation 
might st i l l be desirable, what hope is there that we might 
design a system of incentives and/or penalties which might 
reduce the inefficiencies of bureaucracies and regulation? 

Gordon Tullock: There is hope. In some cases you can think 
of ways of doing i t . There are sometimes ways to f i x 
matters up fai r ly easily, so there is a straight-forward 
incentive. Unfortunately there is no general rule that I know 
of. What you should do obviously is to make a contribution 
to centres that study Public Choice so that we can continue 
with our research. 

Colin Orr, Department of Finance: I'd just l ike to make one 
observation. It seems to be one that pretty well pervades al l 
sorts of meetings and discussions of statutory authorities. 
That is that no one ever gets down to telling us exactly what 
they are. For some time now, I've been interested profess-
ionally in the subject. I f you go and read Osborne's Law 
Dictionary, you wil l find out that an authority is merely a set 
of powers, and presumably a statutory authority is a set of 
powers given to a SF>ecific set of people who carry out spec-
i f ic functions on behalf 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 authorities 
are essentially legal creatures for carrying out specif ic 
purposes. There are also about twenty three thousand comp-
anies. Now, is there necessarily anything to be alarmed at? 

Peter Swan: It's not the numbers of statutory authorities 
which necessarily causes alarm - I was pretty staggered to 
hear that there are so many - it's what they do or don't do, 
and it's f>ot the f ac t that they're not subject to the political 
process as such, but they are not subject even to market 
competition or to any real scrutiny through the political 
process. In f ac t the political process itself works in such a 
way that it's generally the vested interest or concentrated 
interests that are going to dominate at the expense of the 
public interest. So while one can't necessarily be alarmed at 
the numbers of statutory authorities, although I do find it a 
bit disturbing, I think one must be very concerned about their 
result. The Age has been running a bit of a campaign lately 
headlining the results of the reports of Committees of the 
Victorian Parliament ar»d pointing out that quite a few of 
these organisations, or members of these organisations, do 
nothing but write letters to themselves. There were a 
number of di f ferent positions where an incumbent would 
spertd his days writ ing a letter to himself in some other 
position, and he in turn would reply to himself and so on. It 
seems to me that there are better ways of conducting our 
a f fa i r s than that. 
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