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CORRIGENDA

Page 7 - Under Note (3), the figure

Page 153 -

461 should be shown at the
top of the Adjusted column
of the Budget Result for
1987-88 statement.

In paragraph 2 the
percentage figures of 17.2
and 7.6 should be amended
to 22.8 and 5.5
respectively.

In paragraph 3, the amount
of $90 million should be
amended to $65 million.
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1.1 BUDGET STRATEGY

1988-89 BUDGET STRATEGY

The 1988-89 budget strategy is the containment of growth in payments, taxation and
debt by a more efficient and effective delivery of Government services. It also includes major
initiatives in the education, health, law and order and transport areas. The broad outlines of
this strategy were presented in the June Financial Statement.

The strategy is broadly consistent with the New South Wales Commission of Audit’s
report of August 1988 which reviewed the financial position of the State public sector and
proposed a strategy to address the financial problems identified.

in the past there has been a tendency for the Budget to be determined by the
revenue outlook. In times of strong revenue growth, major expenditure initiatives would be
undertaken within a framework of achieving what was defined as a balanced budget result.
Conversely, when the revenue outlook deteriorated, tax rates were increased to maintain
previous expenditure initiatives. Given that State—own source revenue has tended to
increase over the longer term in line with growth in the economy, this has meant that the

State Budget Sector has grown very substantially in real terms.

Moreover, given that the balanced budgets of the past have been achieved by
treating loan funds as revenue, this approach has been associated with accumulating State

debt and hence an increased interest burden.

The Government is committed to the objective of containing the size of the State
Budget Sector and indeed reducing it relative to the size of the economy. This will be
achieved by improved administrative efficiency and effectiveness across the whole public
sector. Such a course of action is consistent with the need to address Australia’s balance
of payments problems by reducing the public sector call on savings and hence reducing
the degree of reliance on overseas capital inflows.

Recurrent Budget Strategy

The 1988-89 Recurrent Budget Strategy is to—

@ eliminate the underlying deficit which has always existed. In the past this deficit
has represented borrowings for largely non-revenue generating capital works within
the inner budget sector.

@ restrain growth in the Government’s Consolidated Fund recurrent payments to no
greater than the rate of general inflation (as measured by the Gross Non Farm
Product Deflator Index);

@ achieve productivity savings of at least 1.5 per cent on the existing level of
Departmental operating expenditure in order to, firstly, achieve zero growth on the
Government's overall Consolidated Fund recurrent outlays and, secondly, finance
high priority initiatives of the Government;

@ provide greater flexibility to Ministers by a global approach to budget allocations
that allows considerable freedom in moving a Department's resources between its
line items and programs, provided its total allocation and forward expenditure
commitments are not exceeded; .

® give priority to the health, law and order and education and training areas, by
meeting the Government's commitment of real growth of at least $30 million for
health and $60 million for law and order, while maintaining education and training
funding in real terms;

@ contain debt and debt servicing costs in the Inner Budget Sector by financing non
revenue generating inner budget sector capital works from the proceeds of asset
sales and taxes rather than borrowings.
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@ indexation of land and payroll tax scales and other tax concessions so as t0 relieve
the current burden of taxation;

® extension of user pays principles to the provision of services between Government
Departments to achieve economies in resource use.

Capital Budget Strategy

The Capital Works Budget Strategy is to——

® reallocate resources from lesser priority areas such as recreational and cultural
facilities and public buildings to the Government’s key priority areas, namely—

— roads, catching up on essential maintenance and achieving an appropriate
balance between urban and rural roads and between national, local and arterial
roads;

— court facilities and prisons, consistent with the emphasis on law and order and
public safety;

— hospitals and health facilities in order to upgrade the quality and effectiveness
of facilities;

— educational and training facilities.

® encourage, wherever feasible and economical, the involvement of the private sector
in the construction and operation of infrastructure such as toll roads and private
hospitals;

@ ensure efficient and effective use of scarce capital resources by the application,
across all areas of the capital works program, of cost benefit and cost effectiveness
evaluation;

@ reduce the use of borrowings in the non revenue generating social and economic
infrastructure areas as set out in the Recurrent Budget Strategy and by maximising
the use of internal funding and asset sales.

MEDIUM TERM BUDGET STRATEGY

The Government has adopted a Medium Term Budget Strategy, covering the five
year period to 1993-94. The Strategy may have to be adjusted to changing circumstances,
but its general thrust should remain in place.

In developing the Strategy the Government has had regard to the Audit Commission
report. At the same time it has been necessary to assess the likely financial position over
the medium term and to prioritise Government objectives.

The Government’s Medium Term Budget Strategy consists of four elements—

1. Containment of growth in recurrent payments
Consolidated Fund recurrent payments are to be kept constant in real terms, with
additional funding for priority areas such as health, law and order and education
and training to be achieved by a combination of productivity savings and
reallocation of priorities within portfolios.

2. Debt Containment Program

Borrowings by the Inner Budget Sector to finance non revenue generating capital

works are to be phased out—

@ borrowings for the Department of Main Roads will be eliminated as soon as
possible and by no later than 1990-91 while all petrol tax revenue will be
dedicated to roads within four years.

@ all other inner budget sector borrowings, principally for hospitals, will be
eliminated over the five year period of the Strategy.




3. Taxation Cuts

Substantial reductions in taxation will be provided by 1991-82 with the exact mix
of tax cuts and restructuring to be developed in the light of consideration of the
Tax Taskforce Report. The cuts will be sufficient to eliminate the level of excess
taxation currently experienced by New South Wales relative to other States.

4. Provision for Funding of Accruing Liabilities

As identified by the Audit Commission, the State does not adequately fund
liabilities such as public sector superannuation, long service leave and insurance
liabilities.

Subiject to a full review of accrual accounting and funding and the achievement
of parts one to three of the Strategy, provision will progressively be made for
accruing liabilities.

The Medium Term Budget Strategy will provide a number of significant benefits—

® by eliminating the underlying deficit in the inner budget sector and restraining
borrowings in the outer budget sector, the strategy will contribute positively to
addressing Australia’s serious balance of payments problem;

@ generate $200 million a year in interest savings by 199394, so freeing up resources
for high priority areas such as health, law enforcement and education;

®reduce State debt as a percentage of Gross State Product by about five
percentage points over the next five years and reduce debt costs as a proportion
of total recurrent outlays. Without such action debt charges would rise from 12.9
per cent to 19.0 per cent of the budget by 1993-94;

@ provide substantial tax relief to both households and business, making New South
Wales a more financially attractive place in which to work and invest. This is critical
to boosting the State’s economic growth and reducing its unemployment level.
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1.2 OVERALL BUDGET POSITION

CONSOLIDATED FUND BUDGET POSITION

The Consolidated Fund Budget position for 1987-88 and 1988-89 is set out in Table
1.1.

Table 1.1: Summary of Budget Position
Consolidated Fund

RECURRENT 1987-88(1) 1988-89 % Change

(Actual) (Budget)

$m $m %

Revenue (2)
State Taxation ........ ... ... ... 5,424 5973 10.1
Other State Revenue . ... ... ... ... ....... 1,519 1,669 9.9
Commonwealth Grants . ...................... 5,204 5,271 1.3
Total Revenue ... ... . .. . ... ..o 12,147 12,913 6.3
Payments (2)
Departmental ... . ... ... . 9,794 . 10,475 7.0
Payments to Authorities ........... ... ... ... 999 947 (=)5.2
Debt Servicing Costs . ............. ... .. ... 893 965 8.1
Total Payments ....... ... 11,686 12,387 6.0
Recurrent Result (Unadjusted) ................. 510(3) 526
CAPITAL
Revenue
State Capital Revenue . ....................... 36 204 466.7
Commonwealth grants and advances ........... 846 834 (—)14
Total Capital Revenue . ....................... 882 1,038 17.
Payments
Total Capital Payments ....................... 1,560 1,556 (—)03
Capital Result (Unadjusted) ................... (710)(3) (518)
TOTAL BUDGET RESULT .
Revenue .. .......... . 13,029 13,951 71 V
less Expenditure ... ... .. Lo 13,246 13,943 53
equals Budget Result (Unadjusted) ............. (200)43) 8
FINANCING
Budget result ... ... ... (200) 8
plus borrowings ......... .. i 502 392
fess loan repayments ... ... 57 61
equals CASH RESULT ... ... ... ... ..... 245 339

(1) 1987-88 revenue and payments have been adjusted to be on the same basis as the
1988-89 Budget. This involves subtracting from payments and revenue various items
transferred off-budget in 1988-89, namely the Forestry Commission, Auditor General,
Land Titles Office, Valuer General's Department, Protective Commissioner, the Public
Trustee and Tourism—Jenolan Caves and the elimination of double counting involved
with the Department of Motor Transport's statutory payments.

(2) In contrast to previous years' Budget presentation, financing transactions have been
eliminated from revenue and payments. Specifically, gross loan receipts have been
excluded from revenue and loan repayments have been excluded from payments and
both have been shown, ‘below the line', as financing transactions.




(3) The Budget Result for 1987-88 has been slightly affected by the adjustment listed in
footnote 1. However the actual budget result has been shown for 1987-88 which differs
slightly from that derived in table 1.1 as set out below.

Budget Result for 1987-88

Actual Adjusted

$m $m

Recurrentresult . ........ ... .. ... ... 510
46+ 46|
Capital result ............. .. .. (710) (678)
Total ... (200) 217
Plus Borrowings ... 502 502
Less Loan Repayments .................... 57 57
CASHRESULT ... . ... i 245 228

Recurrent budget payments are projected to increase by 6.0 per cent or zero real
growth. Total budget outlays, recurrent and capital, are projected to increase by 5.3 per
cent, a real decline of 0.7 per cent.

The 1987-88 budget payments have been adjusted to place them on a consistent
basis with that for 1988-88, reflecting the commercialisation of a range of Government
activities (see footnote to Table 1.1). Comparing 1988-89 payments with actual 1987-88
payments, recurrent payments are projected to increase by 4.4 per cent and total payments
by 3.6 per cent. A full reconciliation between the actual and adjusted 1987-88 payments is
provided in Budget Paper Number 3.

The Budget has been presented in a different format this year to provide a clearer
picture of the result, as a first step to adopting a national accounts form of presentation.
The main difference in approach has been to delete loan funds from capital revenue and
loan repayments from payments and treat them as a below the line financing item. This is
in accord with the approach adopted by the Commonwealth Government and the Australian
Bureau of Statistics but varies from the practice of other States. Accordingly, particular care
needs to be exercised when comparing the New South Wales Budget result with that of
other States. :

A recurrent budget surplus of $526 million is projected for 1988-89, compared to last
year's $510 million. In view of the projected slowdown in State revenue and Commonwealth
payments this demonstrates an underlying strengthening in the budget position. The capital
budget result for 1988-89 is projected as a deficit of $518 million, down on last year's deficit
of $710 million.

Overall the projected budget result, recurrent and capital combined, is a surplus of
$8 million compared to a deficit of $200 million in 1987-88.

On a traditional budget presentation basis, as shown by the cash result in Table 1.1,
the 1988-89 projected result will be a surplus of $339 million compared to $245 million last
year. This is the largest cash surplus as a proportion of total Budget outlays of any State
in Australia.

The cash surplus of $339 million will be fully applied to reducing borrowings as part
of the Government's Debt Containment Program, as set out in the Budget Strategy.

TOTAL PAYMENTS

The Consolidated Fund Budget reflects transactions that pass through the
Consolidated Fund. However, there are other payments financed by the use of Special
Deposits Account reserves and capital proceeds of outer budget sector authorities that are




not reflected in the Consolidated Fund. The total payments position for 1987-88 and 1988-
89, which takes account of funds from all sources, is set out in Table 1.2. Further details
are provided in the “Green Tables” in Section 3.3.

Table 1.2: Consolidated Fund and Total Payments (1)

Consolidated Fund Total Payments

1087-88 1988-88 % Change 1987-88 1988-89 % Change
$m $m $m $m
Recurrent payments 11,686 12,387 6.0 12,966 14,139 9.0(2)
Capital payments ... .. 1,560 1,556 (—)03 4,407 4,445 09
Total payments ...... 13,246 13,943 5.3 17,373 18,584 7.0

(1) Payments have been adjusted to exclude loan repayments.

(2) On a cash flow basis, treating the $244.7 million utilised in 1987-88 to eliminate the
State's overdraft as a loan repayment, total recurrent payments have increased by 7.5
per cent and total payments by 5.9 per cent.

Consolidated Fund recurrent payments and, in particular, total recurrent payments,
have been distorted by the carry forward commitments of the 1987-88 Budget and post-
Budget initiatives and the staff freeze introduced by the Government.

Total recurrent payments have been affected by carry forward commitments for
deferred maintenance, computer funding, the commercialisation initiatives and a range of
other factors.

The approach to total recurrent payments in the budget process is to be reviewed
and growth in such payments will be closely targeted in the 1989-90 Budget.

BORROWINGS

A key objective of the Government's Budget Strategy is to reduce debt and debt
servicing costs.

Recourse to borrowings to fund the Capital Works Program is substantially lower in
1988-89 in both real and dollar terms as can be seen from Table 1.3.

Table 1.3: Borrowings For Capital Works Funding

1987-88 1988-89 % Change
$m $m
Inner Budget Sector—
Commonwealth loans ...................... 1145 86.4
Global borrowings—
Capital Financing . ........... ... ... ..., 387.4 305.9
Other . ... . 367.9 183.6
Sub Total ... ... 869.8 5769  (—)338
Outer Budget Sector—
Global borrowings . .......... . .o 784.4* 781.1*
Other borrowings . ......... ... . ... ... 177.4 .
Sub Total ... ... ... .. 961.8 7811 (—)188
Total—
Commonwealthloans ...................... 114.5 86.4
Global borrowings ....... ... ... ... ... .. 1,639.7 1,270.6
Other borrowings .......................... 177.4
Total ... .. 1,831.6 1,357.0 (—)25.9

*Includes Transport Authorities’ borrowings of $235.2 million and $311.5 million for

1987-88 and 1988-89 respectively.




In 1988-89, borrowings will decline by 26 per cent in dollar terms or over 32 per cent
in real terms.

Reflecting restraint in borrowings in the inner budget sector, Consolidated Fund debt
charges are projected to increase by only 8.1 per cent (excluding Transport Authorities)
compared to 18.1 per cent growth last year and an average growth of 17 per cent per annum
over the last five years.
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1.3 RECURRENT PAYMENTS INITIATIVES

The 1988-89 recurrent payments include some $139.2 million in policy initiatives which
are estimated to have a carry forward cost to 1989-90 of $218.8 million. Details of the

individual policy initiatives are set out in table 1.4.

Policy initiatives are new or enhanced programs and include major initiatives of the
current Government implemented since the election. A distinction needs to be drawn
between real growth in payments and initiatives. Initiatives can be consistent with no real
growth or even a real reduction in recurrent payments. Conversely an increase in real
payments need not reflect new initiatives but rather be the result of the full year carry forward
costs of initiatives introduced during the previous year.

in the main the list of initiatives reflects the major Government priorities in the areas
of health, law, order and public safety and education and training. While the health and law
and order initiatives are financed from increased real resources, the education initiatives
reflect both increased resources and, more particularly, reallocations of priorities within the
education area. The education initiatives are thus in substantial part dependent on the
achievement of projected savings and realiocation of resources.

The major initiatives in the Budget are—

@ health initiatives of $29 million ($36.3 million in a full year), including the cost of
bringing on stream 11 new facilities; increased funding for AIDS, palliative and post
acute care and day surgery; and the commencement of the Brain Injury Program,
providing a network of rehabilitation units.

@ $27.5 million ($32.3 million in a full year) in initiatives in the law, order and public
safety area, including the establishment of the Independent Commission Against

Corruption.

Other initiatives in this area include the appointment of additional Judges,
Magistrates and ancilliary staff to clear the backlog of outstanding legal cases and
the setting up of the Office of the Director of Public Prosecutions. Moreover, it is
proposed to employ a further 1,600 police officers over the next four years and
extend the recruitment training period from 12 to 26 weeks.

® education initiatives in 1988-89 totalling $52.4 million and $111.8 million in 1989-90
as initiatives become fully established. The initiatives cover a wide range of areas
including—

* Improving Inservice Courses
School Link (Computer Education)
Fair Discipline Code
Education in Western Sydney
Equal Opportunity in Education
Examinations
Government Schools
Multicultural Education
Rural Education
School Councils and Grants

Special Education

Secondary Textbook Allowance
Non-Government Schools

Start to Life Program
Electronic Surveillance Systems

E I T T T R T S




11

@ Other significant initiatives include—

*

*

*

matching funding with the Commonwealth for new advances under the
Rural Assistance Scheme

increased funds for tourism promotion and marketing

establishment of the New South Wales Education and Training Foundation
to facilitate the linkage between business and education (the Priority
Business Program) and oversight the management of the new Start to Life
Program. The Start to Life Program replaces the previous Youth Employment
Scheme and will provide funding of $30 million in 1988-89 (including TAFE
initiatives) and $38 million in a full year (see section 7.2 for full details).
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1.4 REVENUE INITIATIVES

The Commission of Audit Report indicated that the level of taxation in New South
Wales compared with that of other States was excessive by approximately $300 million per
annum. The Government will be developing a Tax Relief Strategy to redress this situation.
The recent Report of the Tax Task Force will be reviewed in developing that Strategy.

As outlined in Section 1.1, the immediate Budget priority is to contain the growth in
public sector debt and to improve the productivity of public administration. Once the
Consolidated Fund debt cost pressures have been overcome, a major priority will be to
reduce the tax burden to facilitate economic activity.

‘The 1988-89 Budget incorporates a number of policy initiatives, including those
outlined in the 2 June Financial Statement by the Premier and Treasurer. These initiatives
address the more immediate needs for tax relief and are summarised in Table 1.5,

Table 1.5: Revenue Initiatives

Revenue Initiative Cost
Category
1988-89 Full Year
$m $m
Payroll Tax Indexation of tax scale from 1
January 1989 ' 7.0 16.5
Payroll Tax Diversion of part of employers' tax

payments to the NSW Education
and Training Foundation, from 1 ‘
January 1989 7.0 16.0

Stamp Duty on Increase in limit for eligible first
Contracts and home purchasers (deferred duty
Conveyances scheme) from $105,000 to $125,000

from 2 June 1988 125 125
Land Tax Indexation of land tax threshold

from $125,000 to $135,000 for 1989

Land Tax Year 50 9.0
Land Tax Introduction of 5 year land tax

holiday for investors in new rental
properties, from 1989 Land Tax

Year 05 2.0
Coal Royalties Extension to 30 June 1989 of

temporary reduction in coal royalty

rates 24.0

Total 56.0 5_66
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1.5 SUMMARY OF PAST CONSOLIDATED FUND
BUDGET RESULTS

The 1988-89 Budget result is an overall surplus of $8 million, comprised of a recurrent
surplus of $526 million and a capital deficit of $518 million.

[t is useful to compare this result with past Budget results. Table 1.6 shows the
budget results for the period 1983-84 to 1987-88. The actual budget results for these years
have been adjusted to place them on the same basis as the 1988-89 Budget. Specifically—

-~ payments and receipts for entities that have been removed from the budget
in 1988-89 have been similarly excluded for the earlier years.

— borrowings and loan repayments have been treated as ‘below the line’
financing.

— coverage of payments and receipts have been treated on a consistent basis
over the full period.

On the adjusted basis, there was a smali and declining deficit on recurrent operations
for the period 1983-84 to 1986-87, which moved sharply into surplus in 1987-88.

The capital deficit remained relatively steady between 1983-84 and 1985-86 but
increased sharply from 1986-87 as the global borrowing limit was diverted for Governmental
capital works purposes.

Table 1.6: Consolidated Fund (1)

1983-841984-85|1985-86{1986-87|1987-881988-89
$m $m $m $m $m $m
RECURRENT
Revenue
State Taxation ... ... ... ... 3,115 3,436 | 3,897 | 4,481 | 5424 5973
Other State Revenue ... .... . .. 1034 | 1,178 1258 | 1,823 | 1519 1,669
C'wealth Grants .............. 3536 | 3,890 | 4,440 | 4,858 | 5204 | 5271
Total Revenue . .......... ... 7,685 | 8504 | 9,595 | 10,662 | 12,147 | 12,913
Payments ..... ... ... ... ...
Departmental ......... ..... .. 6584 | 7342 8,195 | 8975 | 9,794 | 10,475
Payments to Authorities .. ... .. 730 769 802 960 999 947
Debt Servicing Costs .. ....... 470 523 656 750 893 965
Total Payments . ......... .. .. 7,784 | 8634 | 9,653 | 10,685 | 11,686 | 12,387
Recurrent Result .. ... ... .. . .. 99) | (130) (58) (23) 461 526
CAPITAL
Revenue
State Capital Revenue ... ... .. 22 26 33 29 36 204
C'wealth Grants & Advances . .. 830 882 908 928 846 834
Total Capital Revenue ......... 852 808 941 957 882 | 1,038
Paymenis ..................
Total Capital Payments .. ... ... 1,031 1,053 1,203 | 1,502 1,560 1,556
Capital Result ........... ... .. (179) | (145) | (262) | (B45) | (678) (518)
TOTAL BUDGET RESULT
Revenue ... ... .............. 8,637 | 9412 | 10,636 | 11,619 | 13,029 | 13,951
less Expenditure . ............ 8,815 | 9,687 | 10,856 | 12,187 | 13,246 | 13,943
equals BUDGET RESULT ...... (@78) | (275) | (320)| (568) | (217) 8
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Table 1.6: Consolidated Fund (1)—continued

1983-84/1984-85(1985-861986-87|1987-861988-89
$m $m $m $m $m $m
FINANCING
Budget Result ................ (278) | (275) | (320) | (588) | (217) 8
plus Borrowings .............. 317 337 325 550 502 392
less Loan Repayments ........ 59 66 68 53 57 61
equals CASH RESULT ........ (20) 4) (63) (71} 228 339

(1) Revenue and payments have been adjusted to be on a consistent basis over the period.
On an unadjusted basis there was a surplus on the recurrent operating resuit over the
period shown.
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SECTION 2: THE ECONOMY

2.1 Overview
2.2 Economic Conditions: 1987-88 in Review
2.3 [Economic Prospects
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2.1 OVERVIEW

1888-89 will be another good year for the NSW economy. Although the rate of
rowth is expected to slow to around 3 per cent, it should comprise a better mix between
onsumption and investment spending.

Both the NSW and national economies performed well in 1987-88. The October share
arket crash did not lead to the anticipated slowdown in economic activity. Strong world
-owth led to a rise in Australia's export earnings, both for manufactured goods and
>mmodities. Confidence in the Australian economy improved as a result of the stronger
alance of payments position, the steady reduction in inflation and interest rates and the
sntinuation of policies aimed at structural reform.

The prospects for 1988-89 are favourable, with further reductions in inflation and a
assible stabilisation of Australia’s net external debt as a proportion of Gross Domestic
‘oduct (GDP). The projected slowdown in growth should allow inflation to fall, despite a
se in real wages. The continuing reduction in public spending, particularly at the State level,
ould see the net public sector borrowing requirement fall to zero. A slight increase in the
>usehold savings ratio should allow the expected expansion in private investment to be
»urced domestically, given the decline in the public sector’s call on resources.

The dilemma for policymakers is to reap the benefits of strong growth in terms of
gher investment, whilst restraining consumer spending (on imports). The current account
sficit remains a crucial constraint to growth over the coming year. There are two main areas

concern. The first is the pressure placed on monetary policy to control domestic spending,

s a result of the Commonwealth Government's relaxation of fiscal and wages policy. If
nsumer spending continues at high levels, threatening to increase imports, monetary policy
il have to be tightened. This will raise interest rates and possibly damage investment
sending. Higher interest rates would also reduce international competitiveness by keeping
e exchange rate up.

The other major uncertainty over the coming months is commodity prices. It appears
ely that commodity prices will be maintained at present levels until the latter part of 1989,
Je to continuing strong demand and the lags involved in increasing output. However, if
e anticipated slowdown in world growth occurs earlier than expected, commodity prices
ay come under downward pressure. This would undermine an improvement in the current
scount, in the absence of success in restraining imports.
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2.2 ECONOMIC CONDITIONS: 1987-88 IN REVIEW

THE INTERNATIONAL ECONOMY

Economic growth in nearly all major economies increased strongly during 1987-88,
with Organisation for Economic Co-Operation and Development (OECD) countries growing
at around 3.5 per cent, while inflation has remained at low levels. 1987 saw a renewed effort
to co-ordinate policy amongst major industrial countries to attack the problem of external
trade imbalances. This was due, in part, to a recognition that the depreciation of the United
States (US) currency in 1985 and 1986 had failed to have the expected impact on trade
flows. Although significant time lags may be involved in this adjustment process, it has been
generally recognised that direct joint policy action is also required.

One result of this approach has been a more active use of fiscal policy, particularly
in the US, with the Federal budget deficit falling over the year. In addition, significant steps
have been taken to encourage domestic demand in trade surplus countries. This action has
begun to show rewards with a slight reduction in current account imbalances.

- Strong activity in the major industrial countries was partly a result of the world wide
downward trend in interest rates. This followed the injection of liquidity into financial markets
in the post October crash period to avert the prospect of weak growth.

Whilst co-ordination between the major industrial countries has increased in the areas
of fiscal and monetary policy, little progress was made last year towards policies to free up
trade. Despite the current General Agreement on Trade and Tariffs (GATT) round of
negotiations in Uruguay, there is a risk that continuing large trade imbalances may intensify
protectionism. This risk seems particularly acute in the rural sector, where levels of protection
have traditionally been very high.

The US, one of Australia’s major trading partners, has outperformed expectations in
the past year. In the first six months of 1988, GDP grew at an annual rate of 3.4 per cent.
This included a strong export performance, particularly in manufactured goods, and a
significant increase in the level of employment. However, healthy domestic demand and a
worsening in the terms of trade led to an increase in the trade deficit.

The unexpectedly good US growth experienced since the October 1987 sharemarket
crash has shifted concern away from the possibility of slow growth to concern about inflation.
Recent wage rises show that hourly earnings are running at an annual rate of 4.8 per cent,
which may put upward pressure on prices. This has been reinforced by the drought in the
MidWest, which is expected to add to inflation in the latter part of 1988.

Australia also has significant trade links with Japan, New Zealand and Europe. Japan
experienced growth of around 5.0 per cent in 1987-88. Although higher domestic demand
led to a rise in imports, the maintenance of export growth resulted in only a small fall in
Japan's trade surplus. In Europe, the German economy expanded steadily during the course
of the year, assisted by tax cuts at the beginning of 1988. Strong domestic consumption
growth was matched by overseas demand. As with Japan, the current account surplus was
stable. New Zealand has had a mixed performance in the past year, with falling inflation
and rising unemployment. A substantial package of reforms, including restrictive fiscal
Mmeasures, was announced at the end of 1987. An increasingly important source of trade
for Australia lies in the Newly Industrialised Economies (NIEs). Taiwan, South Korea, Hong
Kong, Singapore and Thailand experienced growth rates of around 5.0 per cent in the past
Xear. Improved living standards in the region are leading to greater trade opportunities for

ustralia.
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THE AUSTRALIAN ECONOMY
Overview

The outlook for the national economy improved steadily over the course of 1987-88.
Growth has exceeded expectations, with private consumption and investment expenditure
picking up strongly in the second half of 1987.

There have been improvements in key elements of the economy, in terms of a smaller
external deficit, lower inflation and interest rates, and strong employment growth. However,
a large part of the improvement in the external sector has been generated by strong
commodity prices. These higher prices have improved the terms of trade and have assisted
the appreciation of the currency, which has contributed to lowering inflation and reducing
debt payments.

As yet, improvements have not flowed from any significant fundamental structural
change to the economy. This will require a higher level of investment in the tradeables sector
than has occurred over the past year.

Aggregate Growth

GDP grew by 3.6 per cent during 1987-88. Domestic demand rose strongly by 4.1
per cent. This was partly offset by a negative contribution from net exports.

Figure 2.1
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Manufacturing production has been growing strongly since the beginning of 1987,
and in March 1988 recorded its fifth consecutive quarterly rise. Production now exceeds the
levels experienced during the 1981 boom.

Expenditure on investment equipment picked up during the year, rising 6.0 per cent
in real terms and contributing one tenth of GDP growth. The ift in manufacturing production
and the improved economic outlook have spurred business confidence and led to a steady
rise in the level of equipment expenditure. Recent surveys suggest that the trend will
continue into the coming year. This trend has unfavourable implications for the balance of
payments, as a significant portion of capital and intermediate goods is purchased overseas.

The strong activity in the building industry in 1987-88 has come from both the
dwelling and non-dwelling sectors, with the housing market expanding strongly towards the
end of 1987.

Although exports rose in real terms by 5.8 per cent, a substantial 9.1 per cent real
increase in imports led net exports to constitute a 0.5 per cent drag on growth in 1987-88.

The public sector also constituted a drag on growth in 1987-88, with a 2.7 per cent
increase in Government final consumption expenditure being more than offset by a 11.1 per
cent reduction in investment spending.

Consumer Demand

Private consumption has been running at reasonably strong levels since the latter
part of 1987 and currently represents approximately one half of GDP growth. This high level
of activity has been generated by strong employment growth, reduced personal income tax
rates (since 1 July 1987) and a lower level of interest rates in the year to April.

Retail sales grew steadily over the course of the year, with the trend estimate
reaching a peak in February, although this still represented only small real growth. The
tightening of monetary policy in the June 1988 quarter, and associated rise in interest rates,
may have begun to impact on consumer demand, with retail sales growth in the June 1988
quarter only 0.9 per cent above the level recorded in the June 1987 quarter in real terms.

The strong increase in employment and disposable income did not translate into an
increase in the savings ratio (the ratio of household saving to household disposable income),
which fell from 8.6 per cent in 1986-87 to 8.0 per cent in 1987-88. This low level has not
been seen since the 1960's.

investment

Overall, investment began to pick up during the year. The Australian Bureau of
Statistics (ABS) preliminary June 1988 quarter survey indicates that expenditure on new
buildings and structures rose dramatically. By contrast, expenditure on plant, machinery and
equipment remained subdued. Total annual investment rose by 6.0 per cent in real terms,
building expenditure rising by 10.0 per cent and equipment expenditure increasing by a
smaller 3.0 per cent.

Cutbacks in funding at both Commonwealth and State levels impacted on the level
of public sector building approvals in 1987-88. However, the 5.4 per cent decline in the
value of public sector building approvals was more than offset by a strong 43.9 per cent
rise in private sector building approvals. The concentration of investment in new buildings
rather than equipment over the past few years is shown in Figure 2.2.
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Figure 2.2
GROWTH IN PRIVATE NEW CAPITAL EXPENDITURE

(Index, 1983-84 = 100.0)
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External Sector

The combination of stronger than expected world growth and low stockpiles of many
commodities resulted in a dramatic rise in commodity prices in 1987-88. In the year to June
1988, the State Bank of Victoria's commodity price index rose by 33.0 per cent in Australian
dollar terms. This led to a large 9.0 per cent improvement in Australia's terms of trade over
the year, as shown by Figure 2.3.

Figure 2.3
TERMS OF TRADE
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The concerns over weak growth generated by the October share market crash led
to a sharp fall in the Australian dollar in the December quarter, However, since the beginning
of 1988 the improved current account position has increased demand for the Australian dollar
thereby appreciating the exchange rate. In addition, the tightening of monetary policy in
April/May lifted interest rates and led to a large inflow of funds. The Australian dollar rose
in 1987-88 by 9.9 per cent on a US dollar basis and 5.7 per cent on a trade-weighted basis,
over the previous year.

The improved terms of trade, along with the penefits of the last three years of real
wage restraint and the 1985 and 1086 depreciations, produced a steady improvement in
the monthly balance of payments in the latter part of 1987 and early 1988. As Figure 2.4
ilustrates, the trade account improved in the order of $1.9 billion in 1987-88 over the previous
year, with the current account deficit falling from $13.2 billion in 1986-87 to $11.9 billion in
1087-88. However, the improvements were less than they might have been. While export
revenues expanded during the year by 14.0 per cent, strong domestic demand for both
consumer and capital goods assisted in lifting both the value and volume of imports by 9.0
per cent. The import penetration ratio {the ratio of imports to sales) rose by 8.0 per cent
from June 1987 to June 1988.

Figure 2.4
EXTERMAL BALANCES
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Trade Balance

The services category of the balance of payments also recorded gains last year.
The improvement occurred primarily in the travel component, reflecting the short term impact
of the influx of tourists for the Bicentennial celebrations and the longer term growth of
tourism. However, the improvements in the trade and services categories were partly offset
by a $1.4 billion detericration in the net income balance, which recorded a $10.7 billion deficit
in 1987-88. This was mainly a result of higher interest payments on Australia's external debt.
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Despite the increase in the income deficit, the net external debt to GDP ratio appears
to be levelling off, at around 31 per cent of GDP. This is a result of the recent decline in
the current account deficit, reasonable GDP growth and the appreciation of the currency
over the past two years. However, it still remains a pressing problem, in terms of the
resources required to service interest payments. Approximately 17.0 per cent of total export
(goods and services) receipts were absorbed by interest payments in 1987-88. The growth
in gross overseas debt and its breakdown between the private and public sectors is
illustrated in Figure 2.5.

Figure 2.5

GROSS EXTERMNAL DEBT
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Public Sector

The tight fiscal poficy introduced by the Commonwealth Government in 1985-86
continues to have a significant impact in reducing the level of public sector outlays. As a
proportion of GDP, Commonwealth outlays have fallen from 29.5 per cent in 1984-85 to 27
per cent in 1987-88 and an estimated 25.6 per cent in 1988-89. State Governments have
also made significant reductions in their outlays. Since 1982-83, own purpose outlays by
the States have risen at an annual rate of 8.9 per cent compared with 11.8 per cent for
Commonwealth own purpose outlays. Over the past five years, giobal borrowings by the
States have also been cut back, falling by 38.0 per cent in real terms.
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The cutbacks at both State and Commonwealth levels have resulted in the Net Public
Sector Borrowing Reguirement (Net PSBR) falling from 6.7 per cent of GDP in 1983-84 to
an estimated 0.3 per cent in 1987-88 (see Figure 2.6).

Figure 2.6

NET PUBLIC SECTOR BORROWING REQUIREMENT
Percentage of GDP
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Labour Market

Employment recorded a rise of 3.0 per cent during 1987-88; a peak rate of growth
of 3.9 per cent was recorded in the March 1988 quarter. This strong growth is partly the
result of the fall in real unit labour costs since 1982-83 (shown in Figure 2.7). It can also be
attributed to strong domestic demand and the exploitation of enhanced export and import
substitution opportunities in the manufacturing and service sectors following the 1985 and
1986 exchange rate depreciations.
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Figure 2.7
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Growth in teenage employment (15-19 year olds) picked up in 1987-88 from the
negative rates experienced in 1986-87. In particular, strong job growth for teenage males
resulted in significant reductions in the teenage unemployment rate, from 25.8 per cent in
February 1987 to 20.7 per cent by February 1988.

Prices and incomes

The rate of inflation, as measured by the Consumer Price Index (CPl), fell steadily
from the beginning of 1987 to reach 6.9 per cent by March 1988. The recent 1.7 per cent
June quarter increase took the annual inflation rate back up to 7.1 per cent. However, this
result is not likely to represent a significant turning point, with a large part of the June quarter
rise being attributable to higher food prices following the poor weather in April.

The GDP price deflator rose in 1987-88 by 8.2 per cent, above the 7.3 per cent
recorded in 1986-87. Since the GDP deflator includes exports, its higher growth compared
with the CPI reflects the strong rise in export prices over 1987-88.

The wages agreement, established by the Federal Government in 1983, was modified
in March 1987 to incorporate a two tier approach whereby wage rises in excess of a general
increase were based on offsetting productivity improvements. The March 1987 Wage Case
awarded a $10 per week rise, payable immediately, with an additional 4.0 per cent available
for productivity offsets. In February 1988, an additional $6 per week general rise was
awarded. The movement in prices and incomes is shown in Figure 2.8.
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Figure 2.8

PRICES & INCOMES
Annual Percentage Change
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The slower than expected flow through of wage rises under this system, and
improvements in productivity, have served to reduce the impact of wage rises on costs and
hence on prices over the course of 1987-88.

Although real wages have continued to fall over the past year, total household
disposable incomes have grown by 1.1 per cent in real terms as a result of the July 1987
income tax cuts, strong employment growth, the expansion in manufacturing production
{which led to increased overtime earnings) and higher rural incomes.

Financial Markets

The gradual easing of monetary policy over 1987, and the reduction in inflation,
tacilitated a sharp fall in interest rates. Despite a temporary rise following the October share
market crash and the recent tightening of monetary policy, interest rates are still well below
the levels recorded in early 1987 (see Figure 2.9).




37

Figure 2.9
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The major event in Australian financial markets during 1987-88, as it was overseas,
was the October 1987 share market crash. Australian share prices fell 40.0 per cent over
the December 1987. quarter. In the aftermath of the share crash it appeared likely that the
world would move into a period of slow growth. This, in turn, indicated falling commodity
prices. Since the Australian dollar is perceived as being a predominantly commodity-based
currency, these fears were translated into a loss of confidence in the Australian currency.
As a consequence, despite significant support from the Reserve Bank, the Austrafian doliar
depreciated by 7.0 per cent on a trade ‘weighted basis over the December quarter. The
Reserve Bank was a net buyer of Commonwealth Government securities during this period
in an attempt to inject liquidity into the market and balance the Bank's heavy sales of foreign
currency. This relaxation of monetary policy facilitated a strong rise in private consumption
and investment in the property sector.

Financial markets at home and overseas were more settled over the early part of
1988. Sentiment in the Australian economy improved, spurred on by rising commodity prices.
Confidence in the currency was also underpinned by the December announcement that the
Commonwealth would record a Budget surplus in 1987-88. Foreign demand for Australian
securities and equities rose, putting further upward pressure on the currency.
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From March 1988 onwards, the Reserve Bank has frequently sold the Australian dollar
in order to stem its appreciation. This is the reverse of its activities during most of 1987
when it sought to buy Australian dollars to stop the currency depreciating. The rise in
Australian interest rates during the June quarter, reflecting a tightening of monetary policy
designed to curb demand and thereby stem rising imports, served to widen the differential
between domestic and overseas interest rates. This led to further upward pressure on the
Australian dollar in May and early June. The strengthening of the US dollar towards the end
of the financial year acted to take pressure off the Australian currency. The sharp rise in
the domestic currency since March is illustrated in Figure 2.10.

Figure 2.10

MOVEMENTS OF THE AUSTRALIAN DOLLAR
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Over the June quarter share prices continued to recover from the sharp falls in the
Decembeér quarter. By June, the All Ordinaries Index had risen by 34.8 per cent from its
November low point. Similar rises were recorded by the All Industrials Index. Australian share
prices were driven up by the combination of rises on overseas markets, good company profit
results and the May Expenditure Statement, which foreshadowed a cut in the corporate tax
rate from 49 per cent to 39 per cent. The announcement of a-15 per cent tax on
superannuation fund earnings in the May Expenditure Statement also assisted in boosting
activity in share markets, with investors moving out of fixed interest securities and buying
shares holding fully franked dividends.
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THE NEW SOUTH WALES ECONOMY
Overview

Partial indicators of economic activity suggest that the NSW economy performed
above the national average in 1987-88, in terms of stronger consumer demand, building
activity and employment growth. The widespread base of the State economy has enabled
it to benefit from both the rise in rural incomes over the last year and the improved

manufacturing outlook.

Aggregate Activity

Preliminary estimates for Gross State Product (GSP) indicate that New South Wales
has recovered from the 1982-83 recession, which had impacted heavily on manufacturing

industry.
Table 2.1: GSP and GDP at Market Prices
New South Wales  Percentage Australia Percentage

GSP Annual Change GDP Annual Change

$m % $m %
1982-83 60,477 6.86 169,854 9.06
1983-84 66,896 10.61 190,633 12.23
1984-85 73,063 9.22 211,483 10.94
1985-86 81,753 11.89 236,202 11.69
1986-87* 90,274 1042 260,379 10.24
1987-88* 101,406 12.33 291,887 12.10

*NSW Treasury estimates
Source: ABS, "State National Accounts”, Catalogue 5220.0.

In 1987-88, New South Wales is estimated to have recorded slightly higher growth
per capita than Australia as a whole, 11.5 per cent compared with 11.2 per cent.

Consumer Demand

Partial indicators of consumption, such as retail sales and motor vehicle registrations,
indicate that New South Wales has experienced strong levels of consumer demand since
the beginning of 1987. In New South Wales, 1987-88 year-on-year growth in retail sales was
8.6 per cent, compared to the national figure of 8.2 per cent. Above average growth was
particularly evident in the March 1988 quarter. This is shown in Figure 2.11.
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Figure 2.11

INDEX OF RETAIL SALES

(June 1983 Quarter = 100.0)
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The number of new motor vehicle registrations in 1987-88 rose by 3.1 per cent in
New South Wales, compared to a small 0.4 per cent national rise. These rises did, however,
occur from the very low base of registration numbers between September 1985 and May
1987. New South Wales above average performance in consumer demand appears to reflect
its stronger employment growth.

Investment

In New South Wales, ABS survey data shows that nominal expenditure on investment
rose by only 3.8 per cent in the nine months to March, compared with the same period in
the previous year. This was the result of a 38.3 per cent rise in building expenditure and a
9.0 per cent fall in equipment spending.

Preliminary NSW figures for 1987-88 indicate that investment in the finance, property
and business services sectors rose by 33.4 per cent, while the mining sector recorded a
substantial 52 per cent drop and manufacturing a small 0.2 per cent fall. (These figures are
based on actual results for the year to March 1988 and expectations for the June quarter )
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Dwellings

Residential building has steadily pulled out of its mid 1987 low point. This has
reflected the higher level of economic activity, a switch of resources into the property market
following the October share market crash and the restoration of negative gearing in
September 1987. The number of dwelling approvals rose by 37.0 per cent in New South
Wales, compared to 25.0 per cent nationally. New South Wales accounted for over 29.0 per
cent of all new residential approvals. In value terms, the increase was a strong 51.1 per
cent in New South Wales compared with 37.3 per cent nationally. Dwelling approval numbers
for Australia and New South Wales are illustrated in Figure 2.12.

Figure 2.12
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In the NSW dwelling sector, a 33.0 per cent fall in the number of public sector
approvals was more than outweighed by a 56.8 per cent rise in private sector approvals.

Non-Dwelling

Overall, the value of non-dwelling building approvals rose by 27.2 per cent in New
South Wales and 33.8 per cent on a national basis. .

The four year boom in the non-dwelling sector has led to a historically high level of
building, as shown in Figure 2.13. Particularly strong gains were made in the hotel sector,
with approvals up three-fold in New South Wales. Activity in the office and factory sectors
also showed significant rises.
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Figure 2.13
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A cutback in public sector retail developments was balanced by an increase in private
sector activity at both the State and national level. In Sydney, a feature of the high levetl of
activity over the past few years has been the development of secondary suburban sites
such as Parramatta, North Sydney and Chatswood. Significant additions to retail and office
stocks have occurred in these areas.

L.abour Market

in 1987-88, New South Wales recorded above average employment growth of 4.1
per cent, and accounted for approximately half of all new jobs created in Australia in the
twelve months to June. The NSW labour force also grew at a historically high rate during
1087-88. At 3.2 per cent, the growth in the number of people in or seeking work was double
that of the previous year. Participation rates rose, particularly for married females: by early
1988, 49.0 per cent of married females were in the labour force, compared to 47.0 per cent
in 1987 and 44.0 per cent in 1984. The contrast between NSW and national employment
growth over the past six years is shown in Figure 2.14.
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Figure 2.14

INDEX OF EMPLOYED PERSONS
(June 1983 Quarter = 100.0)
Seasonally Adjusted
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In spite of the higher participation rate trend, employment growth was strong enough
to generate significant falls in unemployment during 1987-88, . particularly during the
December quarter. The seasonally adjusted NSW unemployment rate fell from 8.8 per cent
in June 1987 to 7.5 per cent by June 1988, bringing the year average reduction in the number
of unemployed persons to 23,400. This compares to the seasonally adjusted national
unemployment rate of 7.4 per cent at June 1888, and an annual reduction in unemployment
of 12,200 persons. However, the NSW unemployment rate is still above the rate recorded
in Victoria (6.1 per cent in June). An index illustrating the reduction in the number of
unemployed persons in Australia and New South Wales is shown in Figure 2.15.
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Figure 2.15

INDEX OF UNEMPLOYED PERSONS
(June 1983 Quarter = 100.0)
Seasonally Adjusted
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PERFORMANCE OF SELECTED INDUSTRIAL SECTCRS

The structure of the NSW economy is very similar to that of the Australian economy,
partly as a result of its large share of the national economy. New South Wales relies relatively
less than other States on agriculture, but is relatively more specialised in labour intensive
mining operations, manufacturing, and areas of tertiary industry such as finance and business
services, transport and storage and the wholesale and retail trades.
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Figure 2.16

NSW EMPLOYMENT BY INDUSTRY — MAY 1988
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Mining

The NSW mining industry is dominated by coal mining, with 60.0 per cent of the
33,600 persons employed in mining involved in the extraction of coal. Other mining includes
metals such as lead, zinc, silver, copper, tin and gold; gemstones; and minerals such as
limestone and clay. Overall, net mining employment in New South Wales rose by 4,100
persons in 1987-88, in spite of a decrease of 300 jobs in coal mining.

In 1987-88, New South Wales accounted for approximately half of total Australian
saleable black coal production. Approximately 58 per cent of saleable coal mined in New
South Wales is exported. Exports of coal contributed 18.0 per cent of total NSW export
earnings in 1987-88. In the six months to end June 1988, raw coal production in New South
Wales fell by 16.0 per cent. However, export tonnages have been maintained by depleting

stockpiles.

A degree of uncertainty surrounds the prospects for the NSW coal industry,
particularly for the relatively high-cost underground mines. Employment losses have been
predominantly in the underground lllawarra mines. Some observers have pointed to the
improved US dollar price of coal on world markets as evidence of an improved economic
outlook for the industry. The US dollar price for Australian coking coal (per tonne) for 1988
ranges from 9.1 per cent to 12.5 per cent above 1987 prices. However, the appreciation of
the Australian currency has largely negated these price rises.

The world market situation appears to offer no relief for marginal mines in New South
Wales, with only modest growth in world coal demand anticipated over the coming year.

80830-37396—4
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Rural

The gross value of total agricultural production in New South Wales increased by
25.0 per cent in 1987-88, compared with a 14.0 per cent national rise. This difference was
closely matched by the respective increases in total exports from New South Wales and
Australia. A large part of the rise in production in New South Wales was due to price rises
in several products in which New South Wales is relatively specialised, namely wool, rice
and cotton. The increase in rural incomes assisted in creating 9,400 new jobs in the NSW
agriculture sector, which acted to reduce regional unemployment.

Table 2.2: Gross Value of Key Rural Products, NSW, 1987-88

$m Increase over % of Total

1986-87 Australian

% Production
Rice 102 27 96
Cotton 431 40 77
Wool 1,926 75 35
Wheat 659 -9 32
Beef and Veal 793 19 27
Mitk 261 4 i8
Barley 109 49 23
Total Agriculture 5,986 25 30

Source: ABS, “Value of Principal Agricultural Commodities Produced,” Catalogue
7501.0

The rapid increase in wool prices and an expansion of output led to a 75.0 per cent
rise in the value of wool production in 1987-88. The value of wool exports rose by over 50.0
per cent. Although wheat prices rose by 10.0 per cent in 1987-88, the switch in land use
to the more profitable production of wool caused a 9.0 per cent fall in the value of NSW
wheat production in 1987-88.

Australian production of beef and veal rose almost 5.0 per cent by weight in 1987-88,
with a relatively small 3.0 per cent rise in the saleyard price of catile. The value of NSW
output rose by 19.0 per cent, compared to a national rise of 5.0 per cent.

Cotton prices improved only marginally during 1987-88. Despite this, and the
damaging effects of the April/May wet weather, the gross value of NSW production rose by
40.0 per cent. Rice production also rose by 27.0 per cent in 1987-88, possibly in response
to higher export demand resulting from harvest failures in Asia.

Manufacturing

New South Wales accounts for approximately 40 per cent of manufacturing
production in Australia. The increase in manufacturing production in 1987-88 led
manufactured exports of NSW origin to rise by 18.0 per cent. Manufactured exports
(comprising mainly basic metal products) now account for 43.0 per cent of total NSW exports,
compared to 33.0 per cent for Australia as a whole (see Table 2.3). The proportion has
increased significantly since 1985-86, reflecting both the fall in commodity prices during 1985
and 1986 and a shift in production towards the tradeable goods sector.
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Table 2.3: Exporis 1987-88
Australia NSW

% %

Food, beverages and tobacco 235 15.0
Basic materials 27.7 214
Fuels 16.4 20.5
Manufactures:

Metals & metal manufactures 9.9 24.9

Magchinery & transport equipment 6.9 57

Other 15.6 12.5
Total 100.0 100.0

Source: NSW Treasury estimates based on unpublished ABS data

In 1987-88, 25,000 new positions were created in the NSW manufacturing sector.
These included 12,000 new jobs in food, beverages and tobacco, which were partly offset
by a decline of 8,300 jobs in transport equipment. The growth in manufacturing employment
was particularly encouraging given that employment fell in 1986-87.

Tertiary

Net tertiary sector employment in New South Wales grew by 4.8 per cent in 1987-88.
The only areas to record a decline were the public administration and defence sectors. In
total 87,900 new positions were created in the tertiary sector during 1987-88.

Retail/Wholesale Trades

Employment in the NSW wholesale and retail trades grew by 3.9 per cent in 198788,
compared to average NSW employment growth of 4.1 per cent. Nonetheless, because the
retail sector is a large employer, it contributed approximately 18,600 new jobs in 1987-88,
representing 19 per cent of all jobs created in New South Wales.

Finance

The impacts of financial market de-regulation in 1983 and 1984 have now largely
worked their way through the economic system. Sydney has been a major recipient of the
benefits flowing from these changes, particularly in terms of employment growth. Expansion
is now taking place at a more steady pace, with employment in the NSW finance and
investment sector rising by 3.5 per cent in 1987-88.

Tourism

Overseas tourism has recently had a significant impact on Australia’'s balance of
payments, with the number of visitor arrivals outnumbering Australia's departures overseas
for the first time. Sydney airport is a major port of arrival, and a large proportion of the income
generated by the tourism industry remains in New South Wales,

The growth in the number of incoming tourists has been particularly marked during
the Bicentennial celebrations, as is evidenced by the 5.0 per cent increase in the number
of guest arrivals in New South Wales in the March 1988 quarter over the same quarter in
1987. To cater for the increased number of tourists there has been a 7.6 per cent rise in
the number of tourist establishments in New South Wales over the same period.

The combination of increased tourist numbers and establishments has helped to
generate a strong 29 per cent increase in revenue from tourist accormmodation in New South
Wales in the March 1988 quarter, over the same period in 1987.
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2.3 ECONOMIC PROSPECTS: 1988-89

THE INTERNATIONAL ECONOMY

Following the strong economic performance of 1987-88, growth is expected to slow
somewhat in 1988-89, to between 2.5 to 3.0 per cent, although there are likely to be large
variations between countries.

The reduction in world trade imbalances remains one of the most pressing tasks for
policymakers. Further improvements in both the US Budget and trade deficits will depend
heavily on the action taken by the incoming Administration. Despite the introduction of the
Balanced Budget Act, which sought to control Federal spending, the Budget deficit is set
to remain unchanged in nominal terms in 1988 from the 1987 figure of US$144 billion.
However, the OECD estimates that the Federal deficit will in fact rise to $164 billion in 1988,
and thereafter decline slowly as the surplus in the social security funds builds up.

Some improvement in the US trade balance is expected. Although US imports have
risen steadily since the second half of 1987, the balance between domestic and foreign
sources of growth is moving in the right direction. The OECD estimates that the US current
account deficit will fali from $160.7 billion in 1987 to $150 billion in 1988 and further to $132
billion in 1989. This is a fall from 3.6 per cent of GDP to 2.6 per cent by 1989.

A continuation of strong export growth has been made more difficult by the recent
appreciation in the US currency. With interest rates already rising (putting further unwelcome
pressure on the US dollar), it is unlikely that monetary policy will be tightened. A more
restrictive fiscal policy, through a reduction in Federal spending and higher taxes, would
dampen domestic demand and hence allay inflationary fears.

The new US Administration will also need to make headway in increasing the level
of domestic savings, as slow progress in reducing the large trade imbalance may make it
increasingly difficult to attract overseas capital to finance the current account deficit. A
substantial rise in interest rates to attract funds could trigger stock market instability.
However, in the short term, business confidence appears to have recovered well from the
October crash, with markets moderately calm so far this year.

The injection of liquidity into financial markets foliowing the October share market
crash helped to facilitate interest rate falls over the latter part of 1987. The recent reversal
of this ﬁrenq, with a general rise in US, European and Australian interest rates, is forecast
to continue into the latter part of 1988. This should serve to slow growth in 1988-89.

‘ In Japan, strong domestic demand and business investment is expected to assist in
reducing the current account surplus from US$85 billion in 1988 to just under US$80 billion
in 1 989. A more significant inroad into the surplus is only likely to occur with further measures
to liberalise agricultural trade. In Germany, the announced shift to a more restrictive fiscal
policy stance in 1989 is expected to increase the current account surplus.

The anticipated slowdown in economic activity in 1988-89 may serve to limit any
further rise in Australia's terms of trade during the course of the year. However, current
levels of activity, and the inability to expand rural production in the short term, should see
revenues from commodities maintained over the coming year. Slower growth in the US and
Europe may impact on the ability of Australian manufacturers to lift their performance to
these countries in 1988-89. However, this may be offset by the increased trade opportunities
offered by the faster growing Pacific region.
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THE AUSTRALIAN ECONOMY

The outlook for the Australian economy remains favourable, with growth in 1988-89
expected to fall to a steadier and more sustainable 3 per cent, still in excess of the long
term average rate of growth of 2.75 per cent. Domestic demand is forecast to grow by 3%
per cent in 1988-89, with significant contributions from private consumption and private
investment in dwellings and equipment. Although a further expansion in export volumes is
forecast, a continuation of strong import growth will lead net exports to constitute a % per
cent drag on growth in 1988-89.

Actual outcomes for 1987-88 and forecasts for 1988-89 are given in Table 2.4.

Table 2.4: Economic Assumptions Underlying the Budget
(Percentage change on previous year unless otherwise stated)

1987-88  1988-89
% %

Economic Activity

Private Consumption 28 2V
Private Investment 11.3 9
Public Sector -1.1 1
Real GNE (Domestic Demand) 4.1 3%
Net Exports -0.5 -%
Real GDP (Production) 3.6 3
Real GSP (NSW) 38 3
Prices & Incomes
CPl—National 7.3 6
CPI—Sydney 7.6 6%
GDP non-farm deflator 7.7 6%
Average Weekly Earnings (ordinary full time) 6.2 6%
Award Wages 38 5%
Labour Market
NSW Employment (Year on Year) 4.1 2%
NSW Employment (June on June) 43 22
Balance of Payments
Current Account Deficit $11.9bn $9.8bn
% of GDP 4.1 3.1
Interest Rates
Average 90 day Bill rate 11.8 12
Average 10 year Bond rate 12.5 11%

The slowdown in employment growth, recent tightening of monetary policy and the
moderate outcome from the August 1988 National Wage Case will slow private consumption
growth to approximately 2% per cent in 1988-89, compared to the 2.8 per cent growth
recorded in 1987-88.

Business investment will continue to pick up in the coming year, spurred by the
strong 27 per cent rise in company profits over 1987-88 and the reduction in the company
tax rate from 49 per cent to 39 per cent. However, this growth is again expected to occur
primarily in the finance sector. The continued picture of relatively subdued investment in
manufacturing appears surprising, given the rapid expansion in manufacturing production
over the past 18 months. However, in real terms, the manufacturing sector has taken five
years fo recover from the 1982-3 recession. Production did not reach the level recorded
during the 1981 boom until the June 1987 quarter. Given this, there is likely to be sufficient
capacity to meet expansion in the short term.
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There are signs that activity in the dwelling sector may not remain at the current
high level. The higher prices generated recently in the housing market and the lift in
mortgage rates may act to discourage some buyers. However, on a historical basis, activity
will remain strong.

The current account deficit is anticipated to fall to $9.8 billion in 1988-89, representing
3.1 per cent of GDP. A larger surplus in the trade balance is anticipated. This will result
from commodity prices holding up at present levels, implying a higher year-on-year terms
of trade than in 1987-88. Slower domestic demand will ease import growth, although this
will be partly offset by increased imports of capital goods.

The continuation of strong tourist levels should lead to a further improvement in the
services category of the balance of payments, whilst the lower current account deficits of
the past two years and higher exchange rate will effectively reduce overseas interest
payments and thereby lower the net income deficit.

The external debt remains a crucial constraint to growth. Although the stronger
currency reduced the growth rate of debt and the repayment burden over 1987-88, it is still
a serious problem, in terms of the pressure placed on the trade and service sectors to square
the current account. However, a stabilisation of net external debt as a proportion of GDP
now looks achievable in the short term.

The 1988-89 Federal Budget represented a slight relaxation of restraint on
Commonweaith own purpose outlays, which are projected to rise by 5.3 per cent. The
Commonwealth non-Budget sector will receive additional revenue in 1988-89 for the
purchase of new aircraft by Qantas and Australian Airlines. By contrast, Commonwealth
allocations to the States, Northern Territory and Local Government have risen by only 1.4
per cent. Overall, the public sector is expected to contribute little to growth in 1988-89.

in the labour market, employment growth is anticipated to ease throughout 1988-89
as economic growth slows. In particular, the rate of growth of full-time employment is
expected to slow, but this trend may be partly offset by further strong growth in part-time
employment, in the faster-growing service sectors.

Whether lower employment growth will reverse the recent gains made in the reduction
of unemployment will depend on the rate of growth of the labour force. A slowing in the
labour force growth rate is anticipated and this could resutt in a slight reduction in the year
average unemployment rate.

Inflation is projected to decline slowly throughout 1988. The appreciation of the
Australian dollar during the June 1988 quarter should feed through into lower import prices
throughout 1988-89. The reduction in indirect taxes announced in the Federal Budget should
lead to a fall in the price. of several consumer items in the December quarter. Partially
offsetting these factors is the increase in mortgage rates in June which will start to feed
through into higher housing costs in the September quarter. Inflation, as measured by the
CPI, is forecast to record a year average rate of 6 per cent in 1988-89, below the 7.3 per
cent recorded in 1987-88.

The continuation of a downward trend in the inflation rate will depend significantly
on the flow-through of wage rises determined in the August 1988 National Wage Case, and
the extent to which higher costs are passed on to consumers. The Arbitration and
Conciliation Commission (ACAC) has determined that two wage rises will be available in
1988-89, the first up to a ceiling of 3 per cent and the second up to a limit of $10 per week.
The two rises are to be at least six months apart, with the initial rise available from 1
September 1988. In order to obtain a wage rise, parties to an agreement have to agree to
unde(t_ake a review of award structures to identify areas in which skills and labour market
flexibility can be improved.
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The rate at which outstanding second tier claims and rises from the latest Wage
Case flow-through the system will determine the increase in average weekly earnings. An
increase in average weekly earnings in the order of 6% per cent is forecast in 1988-89,
which assumes a fairly rapid flow through of wage rises. Lengthy negotiations at the industry
or enterprise level could serve to reduce the full year impact. The forecast year-on-year
inflation rate of 6 per cent implies a slight growth in real wages over 1988-89, following the
last three years of real wage decline.

The differential between inflation in Australia and overseas has been narrowing over
recent guarters. With an appreciating exchange rate competitiveness can only be maintained
and improved if costs of production are kept below those of our major trading partners.
With average wage levels growing by 4-5 per cent in OECD countries, an increase in
average weekly earnings of 6% per cent will damage Australia's competitiveness, unless it
is accompanied by substantial improvements in labour productivity.

Promised income tax cuts in July 1989 should assist in lifting disposable incomes
while easing pressures for wage rises. The Commonwealth Government has stated that the
tax cuts may be sufficient to maintain living standards over 1989-90. The size of the cuts
will therefore be conditioned not only by the expected inflation rate over 1989-90, but also
by the need to avoid fuelling consumer spending on imports.

Monetary policy is likely to remain tight over the latter part of 1988 in order to keep
domestic demand in check. The resilience of consumer spending over the June quarter may
lead to a further rise in short term interest rates. Once there are signs that consumer demand
has slowed, monetary policy is likely to be relaxed to stimulate further investment growth.
A continuation of improvements in the external account and inflation, combined with a
relatively stable exchange rate, should result in some reduction in interest rates in the March

1989 quarter.

One factor which may delay the predicted fall in interest rates is the trend tfowards
higher interest rates overseas. With Australia still running a substantial current account
deficit, domestic interest rates will have to be maintained at levels which are attractive to
overseas investors. This will be particularly crucial if there are signs that commodity prices,
and hence the currency, may weaken.

The Australian dollar should maintain its existing strength against other major
currencies in the coming year, as long as commodity prices remain around existing levels.
Expectations are for a reduction in commodity prices in the latter part of 1989 as a result
of slower world growth.

THE NEW SOUTH WALES ECONOMY

The prospects for the NSW economy will largely reflect national developments. The
current growth of consumer demand and employment in New South Wales should see the
State continue to perform relatively well in 1988-89.

However, with world growth set to slow next year, it is unlikely that manufacturing
exports will perform as strongly in 1988-839. A reduction in demand for minerals may also
occur due to the predicted slowdown in world manufacturing production. The impact on
both coal and alumina exports will probably not affect New South Wales until 1989-90.
Steady demand by the Japanese should see levels maintained in 1988-88.

ABS survey data suggests that New South Wales is set to record a pick up in
investment. A 20.5 per cent increase in investment spending is forecast in 1988-89, similar
to the forecast 21.0 per cent national rise. Investment growth is again anticipated to be
concentrated in the finance and non-manufacturing sectors. Building activity is expected to
remain at historically high levels in 1988-89. This should ease pressure on vacancy rafes.
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THE ECONOMY AND THE BUDGET

The forecasting of economic variables is a key stage in the Budget process. The
accuracy of the receipt and outlay estimates is partly dependent on the accuracy of the
economic forecasts underpinning them.

The major variables forecast are—
© Gross State Product

© Consumer Price Index (Sydney)
© Average weekly earnings

© Interest rates

Economic Growth

The growth of GSP impacts directly on many of the State’s taxes. A higher growth
rate would (for example) increase collections from financial institutions duty, as more
transactions occur and funds are deposited and re-deposited into bank accounts. Likewise,
revenue from petroleum would benefit as demand boosts the production and transportation
of goods. Growth in employment also raises revenue. In 1987-88, the rise in employment
of 4.1 per cent was above the 3.0 per cent national figure. Whilst this is expected to
moderate to 2% per cent in 1988-89, payroll tax revenue will nevertheless benefit from
employment expansion. Generally, the higher economic growth, the higher most receipt items
will be.

The long term trend relationship between growth in GSP per capita and tax revenues
in total is one of proportionality, but there are variations between taxes. Tobacco and alcohol
licence fee revenue rises less than proportionately, whilst the stamp duties, particularly
contracts and conveyancing, appear to respond more than proportionately to GSP per capita
changes. Payroll tax, which has been effectively indexed by having the exemption level
raised, appears to be proportional in its responsiveness. However, what holds over the longer
term is more tenuous on a year to year basis: tax revenue will keep up with the value of
GSP per capita in the long term but may not do so in each year.

Consumer Price Index

The NSW Treasury forecasts inflation in New South Wales will average 6% per cent
during 1988-89. Inflation affects tax collections of a number of items, both directly and
indirectly. Rises in real estate values will increase revenues from property: conveyances and,
after a lag of eighteen months, land tax.

While changes in real estate values are more volatile than the general rate of inflation,
a significant proportion of the recent rise in property prices can be attributed to ‘inflation
catch-up' for 1986 and early 1987, when property prices were stagnant. Beyond this factor,
the recognition of Sydney as a major international market has seen prices rise to reflect the
lower yields that international investors accept.

Inflation rates exert a more direct influence over expected receipts from business
franchise licences. A higher than expected inflation rate would push up the value of a
merchant’'s purchases on which the licence fee is based. As well, the indexation of Federal
excise duties acts to increase State revenue as the tax falls on the wholesale price.

Financial Assistance Grants from the Commonwealth Government are also affected
by the inflation rate. The Financial Assistance Grants Pool for 1988-89 stands at $12,313.2
million. An increase in the inflation rate of 1 per cent, for example, would boost this figure
by approximately $120 million, out of which New South Wales would receive an extra $48
million.
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The impact of inflation on the cost of Government services will vary from input to
input and from department to department. While salaries are the major component of most
departments’ costs, expenditures on (for example) rent, purchase of computer equipment
and motor vehicles, and medical and pharmaceutical requirements may all be affected by
inflationary pressures. Where appropriate, specific price indexes are used in determining
departmental budget allocations. The capital works program is also affected by inflation,
through increases in the cost of building materials, land and major plant and equipment.

Wages and Salaries

Award wages constitute the major proportion of departmental operating costs. They
are estimated to have risen by 3.8 per cent in 1987-88. A sample of recent wage movements
for selected NSW public service employees is shown in Figure 2.17. This sample suggests
that award wage growth for key groups employed in the NSW public sector may have
exceeded national growth. It indicates areas of cost pressures for the Budget.

Figure 2.17

GROWTH IN MEAN ANNUAL SALARY LEVELS
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Award wages are forecast to rise by 5% per cent in 1988-89. Average weekly
earnings are estimated to grow by 6% per cent in 1988-89. The impact on Budget outlays
of higher wage costs is partly offset by increased payroll tax receipts. The higher wages
growth, the larger an employer’s payroll, and consequently the larger their tax liability. At
current payroll tax rates, it is estimated that a 1 per cent increase in award wages will have
a net Budget impact of around $22 million. This comprises extra wage costs of $42 million,
which are partly offset by around $20 million in additional payroll tax receipts from private
employers.

To encourage employment growth and to maintain the neutrality of the tax, the NSW
Government has undertaken to adjust the payroll tax scale in line with inflation from 1 January
1989.

Interest Rates

The level of interest rates in the economy will impact significantly on several major
revenue items including property conveyances, loan securities and share transfers.

Home loan interest rates offered by the major banks stood at 15.5 per cent in July
1987, but by February 1988 had fallen to 13.5 per cent. This substantiai fall in interest rates
released pent-up demand for housing, pushing up both prices and turnover. Revenue from
property conveyances and loan securities rose substantially.

Interest rates have risen over the last few months, and the Budget forecast is for
higher levels to be maintained to the end of 1988. However, a reduction in both long and
short term interest rates is expected in the first half of 1989.

Sharemarket investment competes with other forms of investment opportunities. One
of these is fixed interest securities. Consequently, a rise in interest rates should divert funds
from shares to fixed interest securities, reducing the revenue from share transfers. However,
this effect is frequently offset by other developments, particularly those focused on
commodity prices or changes in tax aspects of financial investment opportunities.

Finally the NSW Treasury has large cash balances which it invests over the short
term. Higher interest rates increase this return.
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3: OVERALL BUDGET

3.1 Introduction
3.2 Trends in Budget Outlays

3.3 Gross Program Payments by Policy Area
and Sector and by Minister

(The Green Tables)
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3.1 INTRODUCTION

This section provides an overview of total payments, as well as detailed information
on payments by Ministerial responsibility and by policy area.

The prime focus of the Budget is the Consolidated Fund which is the account through
which payments and receipts for the Inner Budget Sector or general government pass. Inner
Budget Sector entities are basically funded from the Budget with littie or no recourse to
user charges and as such are not subject to the disciplines of price competition from
alternative sources of supply. Inner Budget Sector entities include Departments such as
Education, Health, Corrective Services, Family and Community Services and central agencies
such as Treasury.

While Inner Budget Sector entities are predominantly funded from Consolidated Fund,
there are other sources of funds, in the main special deposit account reserves, which may
reflect past transfers from the Consolidated Fund.

In contrast, the Outer Budget Sector consists of public sector entities which are
largely self financing, though there may be some limited subsidy from the Consolidated Fund.
Transport authorities such as SRA and UTA are classified as Outer Budget Sector, given
their commercial charter, though at present their operations substantially rely on budget
funds.

Table 3.1 Budget Payments

1986-87  1987-88 % 1988-89 %
$m $m Change $m Change

Consolidated Fund—

Recurrent ....... ... .. .. .. 10,685 11,686 94 12,387 6.0

Capital ................... 1,602 1,560 3.9 1,556 (—)0.3

Total ................ .. .. 12,187 13,246 87 13,943 5.3
Total Payments— .

Recurrent ........ ... ... .. 11,969 12,966 8.3 14,139 9.0

Capital ................. .. 4,680 4,407 (—)5.8 4,445 0.9

Total ... . ... 16,649 17,373 43 18,584 7.0
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3.2 TRENDS IN BUDGET OUTLAYS
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o Total Consolidated Fund Repayments

Consolidated Fund payments, recurrent and capital, have increased by 12.1 per cent
per annum over the five years to 1987-88, an average real growth rate of 3.3 per cent per
annum (see Figure 3.2).

Figure 3.2

CONSOLIDATED FUND RECURRENT AND CAPITAL
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e Total Capital Payments

Total capital payments have increased by 2.6 per cent per annum over the five years

see Figure 3.3). For 1988-89 capital

payments are projected to increase by 0.9 per cent, a real decline of 5.3 per cent.

to 1987-88, a real decline of 4.0 per cent per annum (

Figure 3.3

CAPITAL WORKS PROGRAM

(Payments expressed in real terms, 1983—84 base;

Percentage change on previous year)
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e Total Recurrent Payments

Total Recurrent payments (funded from all sources) have increased by an average
annual rate of 11.8 per cent over the past five years. They are estimated to increase by 9.2
per cent in 1988-89, reflecting in part a draw-down of funds from Special Deposits Account.

Figure 3.4

TOTAL RECURRENT PAYMENTS
{(Payments expressed in real terms, 1923-84 base;

Percentage change on previous yeor)
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3.3 GROSS PROGRAM PAYMENTS BY POLICY
AREA AND SECTOR AND BY MINISTER

The purpose of the following tables is to group programs with common policy goals
to show how they are funded (either from the Consolidated Fund or from other sources)
and by Minister. The tables have been compiled from the program statements presented in
Budget Paper No. 3 (“Consolidated Fund Estimates”) and from the summary of the State's
overall capital works program included in this Budget Paper. The figures, therefore, include
all payments (both recurrent and capital) by departments and authorities included in the
Consolidated Fund Estimates (those in the ‘Inner-Budget Sector’) and the capital works
programs of all other departments and authorities included in the State’s overall capital works

program (those in the “Outer-Budget Sector”).

The functional classification scheme used in the Budget is not exactly precise.
Program costs are allocated to the policy sector/area which they are considered to be
primarily serving. It is inevitable that there will be a degree of arbitrariness in this procedure.
Examples of dual purpose programs are the Public Works Department program ‘Beach
Improvement” which couid apply to both Community Services and Recreation purposes; and
the Department of Sport and Recreation program “Sport and Recreation Centres” which could
serve both Recreation and Education purposes.

it should also be noted that the figures in the foliowing tables are not directly
comparable with other tables in the budget documents classifying payments by function,
as they may relate to wider areas (e.g. by including statutory authorities) and hence are
compiled using classifications more appropriate for their purpose.
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SUMMARY OF GROSS PROGRAM COSTS
BY MINISTER, ORGANISATIONAL UNIT,
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SECTION 4: OPERATING BUDGET

4.1 Introduction
4.2 Recurrent Receipts
4.3 Recurrent Payments by Functional Area
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4.1 INTRODUCTION

The Operating Budget refers to recurrent outlays and revenue for the Consolidated
Fund.

Total operating revenue is projected to increase by 6.3 per cent, compared to 13.9
per cent in 1987-88.

The major reason for the lower revenue growth is the projected slowdown in State
taxation receipts, principally in the stamp duty areas. Stamp duty receipts in 1987-88 were
boosted by the impact of the real estate boom on receipts from stamp duty on contracts
and conveyances, loan securities and insurance. Nevertheless, State taxation is still projected
to increase by a buoyant 10.1 per cent (21.0 per cent in 1987-88) and other non-tax State
receipts by 9.9 per cent (14.8 per cent in 1987-88). In addition Commonwealth recurrent
payments will increase by only 1.3 per cent in 1988-89, compared to 7.1 per cent in 1987-
88, reflecting cutbacks imposed at the May 1988 Premiers' Conference.

Recurrent payments are projected to increase by 6.0 per cent compared to 9.4 per
cent in 1987-88. Department payments for the provision of services are projected to increase
by 7.0 per cent while payments to authorities, principally for subsidies to the transport
authorities, are projected to decrease by 5.2 per cent. Finally the increase in debt charges
is projected to slow markedly in 1988-89, increasing by 8.1 per cent, compared to 19.1 per
cent in 1987-88.

Overall, the greater restraint on recurrent payments more than offsets the slowdown
in revenue to produce an overall recurrent surplus of $526 million in 1988-89 compared to
$510 million in 1987-88.

Table 4.1 Operating Result for 1987-88 and 1988-89 Budget

RECURRENT 1987-88 1988-89 % Change

(Actual) (Budget)

$m $m %

Revenue
State Taxation 5,424 5,973 101
Other State Revenue 1,519 1,669 9.9
Commonwealth Grants 5,204 5,271 13
Total Revenue 12,147 12,913 6.3
Payments
Departments 9,794 10,475 7.0
Payments to Authorities 999 947 (~)5.2
Debt Servicing Costs 893 965 8.1
Total Payments 11,686 12,387 6.0
Recurrent Result 510* 526

* Unadjusted result—see Table 1.1




132
4.2 RECEIPTS

INTRODUCTION

Operating Budget receipts comprise moneys paid to the credit of the Consolidated
Fund (the State's principal account for Inner Budget Sector activities), various -fees for
services rendered which are passed through the Special Deposits Account and other funds
available to organisations within the Quter Budget Sector (authorities included in the State’s
overall capital works program but not included in the Consolidated Fund Estimates).

As from 1 July 1988, a number of accounting and presentational changes have
affected the range of organisations and activities included in the Consolidated Fund. These
changes principally relate to the commercialisation (and removal from the Consolidated Fund)
of organisations such as the Auditor-General, the Valuer-General’s Department and the
Forestry Commission. The revenues of these organisations, previously paid into the
Consolidated Fund, are now retained by the organisations to support their activities.

Tabie 4.2 provides detail of Consolidated Fund recurrent receipts for 1987-88 and
1988~89 and shows changes between last year's actual receipts and this year's estimates
of receipts. The table is supported by a later section commenting on the principal
Consolidated Fund receipt items.

To the extent possible, the 1987-88 figures shown in the following table have been
adjusted to make them comparable with 1988-89.

The detailed program expenditure statements for each organisation in Budget Paper
No. 3 also provide an indication of the level of revenues not passing through the Consolidated
Fund, but available to support those programs.

Details of the funding sources for the State's overall Capital Works Program are
contained in section 5.2 of this Budget Paper.

Table 4.2: Consolidated Fund Recurrent Receipts

Change
Actual Estimates
1987-88 1988-89 Amount Per cent
$m $m $m
STATE TAXATION
Stamp Duties—
Contracts and Conveyances ......... 1,020.9 12500 | + 229.1 + 22.4
Insurance ... ............... ... ... 180.3 1980 | + 177 | + 98
Loan Securities .................. .. 80.7 105.0 | + 243 | + 300
Share Transfers ................... 202.3 1600 [(—) 423 |(-) 209
Motor Vehicle Registration Certificates 147 .1 1680 | + 209 | + 14.2
Cheques ... .................... 26.3 270 | + 07 | + 2.7
Financial Institutions Duty 184.5 2000 | + 155 | + 8.4
Other ... ... ... . ... ... ... ... 116.1 107.0 | (=) 91 {(—-) 78
1,958.1 22150 | + 2569 | + 13.1
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Table 4.2—Continued

Change
Actual Estimates
1987-88 1988-89 Amount Per cent
$m $m $m
STATE TAXATION—Cont.
Pay-roll Tax ....................... 1,852.9 20057 | + 1528 | + 8.2
Land Tax ................... ... .. 4133 4550 | + "7 |+ 10.1
Health Insurance Levies ........ ... 39.6 420 | + 24 | + 6.1
Racing ................. ... ... 2304 2671 | + 367 | + 159
Poker Machine Tax ................ 212.2 2300 | + 178 | + 8.4
Business Franchise Licences (Petroleum
Products) ...................... 232.0 2400 | + 80 | + 35
Business Franchise Licences (Tobacco) 1705 183.0 | + 125 | + 7.4
Liquor Licences . .............. ..., 169.3 1829 | + 136 | + 8.0
Lotto ... ... ... L. 114.9 1226 | + 77 | + 6.7
Approved Amusement Devices 17.3 180 | + 07 | + 4.0
Other ............................ 126 121 | (=) 05 | (—) 40
54232 59734 | + 550.2 | + 10.1
MINING, LANDS AND FORESTRY
Mining ..... ... .. ... ... 105.9 1253 | + 194 | + 18.4
Lands ... ... . ... 66.2 68.8 + 2.6 + 3.9
1721 194.1 220 | + 12.8
RECEIPTS FOR SERVICES RENDERED
Fees—
Department of Motor Transport . ... .. 206.1 2337 | + 276 | + 13.4
Other .......................... .. 129.2 1348 | + 56 | + 43
Miscellaneous Services Rendered—
Health ... ....... ... ... . ... .. 82.0 912 | + 92 | + 11.2
Other ....... e 135.9 1502 | + 143 | + 10.5
553.2 6100 | + 567 | + 10.3
STATE INSTRUMENTALITIES
CONTRIBUTIONS
StateBank ........... .. .. ... 329 647 | + 318 | + 96.7
Government Insurance Office 514 879 | + 365 | + 71.0
Maritime Services Board ... ..... .. 18.1 16.3 | (~) 18 [ (=) 99
Other ............................ 26.5 407 | + 142 | + 53.6
129.0 2086 | + 806 | + 62.5
STATELOTTERIES ................ 83.6 837 | + 01 | + 0.1
OTHER RECEIPTS
Fines and Forfeitures . ... .. o 87.0 137 | + 267 | + 30.7
Unclaimed Moneys ........ .. ... .. 11.2 90 | () 22 |(~) 196
Interest ... ... ... ... . 156.8 190.1 R 33.2 + 21.2
Repayments—Previous years' votes . . 454 253 | (~) 201 | (=) 443
Recoupment by Commonwealth—
Administration Expenses of Migrant
Education ... ... .. ... ... ... 20.7 178 | (—) 29 | (=) 141
Employer's Liability—State Super-
annuation Fund— Contributions by
Authorities, etc ........... ... ... 22.1 218 | (-) 03 | (=) 1.3
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Table 4.2: Consolidated Fund Recurrent Receipts

Change:
Actual Estimates :
1987-88 1988-89 Amount Per cent
$m $m $m
OTHER RECEIPTS-—Cont.
Principal Repayments in respect of
Loans made under Natural Disaster
Relief Schemes ... ... ... .. .. 15.9 16.0 + 0.1 + 0.6
Sale of Government Property 55.9 11 | (=) 448 |(—) 802
First Home Purchase Scheme—
Repayments of Deferred Stamp Dut 23.0 247 + 17 | + 7.4
Other S e . 143.7 1424 | (—) 13 | (—) 0.9
581.7 5718 | (—) 9.9 |(—) 1.7
Sub-total—
Non Taxation Receipts 1519.6 16692 | + 149.6 | + 9.8

COMMONWEALTH GENERAL
REVENUE GRANTS

Financial Assistance Grant .. ..... . .. 3,594.9 3,654.1 + 592 | + 1.6
Special Revenue Assistance . . . .. . 12.4 + 12.4 n.a.
3,594.9 3.666.6 | + 717 |+ 2.0
COMMONWEALTH PAYMENTS FOR

SPECIFIC RECURRENT PURPOSES
Schools . ... ... ... 205.8 2344 | + 286 | + 13.9
Technical and Further Education . . .. 385 408 | + 24 | + 6.2
Participation and Equity Program ... .. 9.7 (=) 9.7 n.a.
Medicare/Waiting List Reductions . . .. 4518 96 | (—) 4422 n.a.
Health Grant ... ... .. ... ... .. . 674.0 ... 1 (—) 6740 n.a.
Hospital Funding Grant . ... .. S S 10762 | + 10762 n.a.
Home and Community Care . ... .. .. 415 700 | + 285 | + 68.7
Supported Accommodation Assistance 15.6 180 | + 24 | + 15.4
Legal Aid ... . ... ... . ... .. . 27.9 318 | + 39 | + 14.0
Mortgage and Rent Relief . . ... .. .. 8.8 93 | + 05 | + 5.7
Community Employment Program 35.6 05 | (—~) 351 n.a.
Natural Disaster Relief .. .. ... ... .. 1.6 200 | + 18.4 n.a.
Rural Adjustment Scheme ... ... ... 10.6 135 | + 29 | + 27.4
Assistance to Coal Mining . ... ... . 10.3 100 | (=) 03 |(—~) 28

Coal Mining Industry—long Servic
Leave . o o . . 29.8 172 1 (=) 126 | (—) 423
Other . .. . o . 47.7 528 | + 51 | + 10.7
1,609.2 16042 | (—) 50 | (=) 03

Sub-total—

Commonwealth Payments 5,204.1 52708 | + 66.7 | + 1.3

TOTAL, RECURRENT RECEIPTS 12,146.9 12,9133 | + 7664 | + 6.3
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CONSOLIDATED FUND RECURRENT RECEIPTS

Estimated Consolidated Fund recurrent receipts in 1988-89 are $12,913.3 million, an
increase of $766.6 million or 6.3 per cent on the adjusted 1987-88 figures.

Approximately 40 per cent of budgeted receipts will be in the form of general or
specific purpose payments from the Commonwealth, with the other 60 per cent coming from
taxation revenue and other State sources.

Figure 4.1

RECURRENT BUDGET RECEIPTS 1988-89

STATE TAXES 46.37%
$5973M

MINING, LANDS
AND FORESTRY 1.5%
$194M

RECEIPTS FOR

COMMONWEALTH GENERAL SERVICES RENDERED 4.7%

~ $B810M
REVENUE GRANTS 28.4% OTHER .
$3667M STATE RECEIPTS 6.7%
$eesM

COMMONWEALTH SPECIFIC
PURPOSE PAYMENTS 12.4%
$1604M

Total = $12913 m

The relativity between receipts from the Commonwealth and those from State
sources has been changing over time, reflecting both the constraints imposed by the
Commonwealth and the impact of economic conditions on the State’s revenue. This trend
is demonstrated in Table 4.3.

Table 4.3: Recurrent Receipts—RMajor Categories

CATEGORY 1983-84 | 1984-85 | 1985-86 | 1986-87 | 1987-88 | 1988-89
$m $m $m $m $m $m
State-sourced—
Taxation 3,115 3,436 3,897 4,481 5,423 5,973
Mining, Lands and Forests 143 164 162 184 172 194
Receipts for Services Rendered 383 431 447 497 553 610
Other 508 583 649 642 794 865
Total, State-sourced 4,149 4614 5,155 5,804 6,943 7,642
Commonwealth-sourced—
General Revenue Grants 2,630 2,699 3,013 3,350 3,595 3,667
Specific Purpose Payments 906 1,191 1,427 1,508 1,609 1,604
Total, Commonwealth-sourced 3,536 3,890 4,440 4858 5,204 5,271

TOTAL, RECURRENT RECEIPTS 7,685 8,504 9,595 | 10,662 | 12,147 | 12,813
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Table 4.3: Recurrent Receipts—Major Categories

CATEGORY 1983-84 | 1984~85 | 1985-86 | 1986-87 | 1987-88 | 1988-89
% % % % % %

State-sourced-—

Taxation 40.5 404 40.6 420 446 46.3

Mining, Lands and Forests 1.9 19 1.7 1.7 14 15

Receipls for Services Rendered 50 5.1 47 4.7 4.6 4.7

Other 6.6 6.9 6.8 6.0 6.5 6.7
Total, State-sourced 54.0 54.3 53.7 54.4 57.2 59.2
Commonwealth-sourced—

General Revenue Grants 34.2 31.7 314 314 29.6 284

Specific Purpose Payments 11.8 14.0 14.9 14.1 13.2 12.4
Total, Commonwealth-sourced 46.0 457 46.3 45.6 42.8 40.8
TOTAL, RECURRENT RECEIPTS 100.0 100.0 100.0 100.0 100.0 100.0

Within State-sourced receipts, revenue has grown most rapidly in the taxation area,
reflecting the impact of strong economic growth and, particularly for recent years, generally
buoyant conditions in the real estate and share markets.

Figure 4.2

STATE TAX RECEIPTS, 1988-89

STAMP DUTIES 37.1%
/

$2215M

LAND TAX 7.6%

3 e
#T_//i GAMBLING* 10.7%
$638M

$2006M

OTHER 11%
$660M

TOTAL $5974M

* Excluding lotteries revenue,
not included in Taxation
zection of Budget
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The principal items contributing to the State's recurrent revenues are commented
on in the following sections—

TAXATION

The two major sources of taxation are payroll tax and stamp duties, together
contributing 70 per cent of the State's tax collections. While payroll tax is a relatively stable
tax, the total stamp duties collected varies significantly from year to year as its components
are affected by various business cycles. In recent years, the strong growth in stamp duty
collections has been mainly attributable to the share market boom (until October 1987) and
the real estate boom.

Figure 4.3

TAXATION RECEIPTS

(Percentage figures represent growth on previous vear)
$m

3060

7000

6000

5000

4000

3000

2000

1000

0
1965-84 1985-86 1987-88
1984-85 1986-87 18553-89

Land Tax

Payroll Tax

2

T
D - . S Oy
gf%g//ﬁ Stamp Duties //////// Other

o




138

Details of the bases, rates and concessions for the principal tax items are shown in
Table 4.4 at the end of this section.

Stamp Duties—Estimate $2,215.0 million. increase 13.1 per cent.

The main components are as follows—

1987-88 1988-89

Actual Estimate
$m $m

Contracts and Conveyances . ......................... 1,020.9 1,250.0
Insurance . ... 180.3 198.0
Loan Securities . .......... .. .. .. ... 80.7 105.0
Share Transfers .......... .. .. .. ... . . 202.3 160.0
Motor Vehicle Registration Certificates .................. 1471 168.0
Cheques ... ... ... .. .. .. 26.2 27.0
Financial Institutions Duty  ............ ... . ... ... .... 1845 200.0
Other ... 116.1 107.0

1,958.1 2,215.0

Figure 4.4
STAMP DUTY RECEIPTS

(Percentage figures represent growth on previous year)
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Contracts and Conveyances

Revenue collected in 1987-88 was nearly double the amount collected the previous
year. The resurgence of the residential property market from mid-1987, after a number of
years of subdued activity, was fuelled by a pent-up demand for housing, by the decline in
mortgage interest rates and by substantial increases in the cost of renting.

Demarid for commercial property, particularly in the Sydney CBD was similarly very
strong, partly as a result of a move to more secure forms of investment after the October

1987 share crash.

1987-88 receipts were also boosted by the greater than expected impact of legislative
changes designed to overcome the avoidance of conveyancing duty whereby the transfer
of real property was being effected through the sale of shares in unlisted companies (thus
attracting the much lower rate of duty applicable to share transfers).

Despite the re-lifting of some mortgage interest rates in late 1987-88, housing
demand is expected to remain strong into 1988-89. However the value of sales is expected
to stabilize to more sustainable levels with a consequent lessening of the rate of increase

in prices.
A concession scheme operates whereby eligible persons are able to defer duty on

first home purchases up to a specified value. As from 2 June 1988, this value was increased
from $105,000 to $125,000.

Deferred duty under this scheme is repayable by 5 annual instaiments on an interest-
free basis. The total amount of duty to be deferred in 1988-89 is expected to be
approximately $32 million.

® Loan Securities

Stamp duty is levied on documents relating to secured loans (including mortgages),
based on the sum secured.

The strong growth in revenue in 1987-88 was largely associated with the real estate
boom and was despite the introduction of two exemptions in the last Budget (in respect of
mortgages for eligible first home purchases and in respect of debentures issued by financial
corporations).

The 1988-89 estimate is based on the assumption of continuing buoyancy in the
real estate market.

© Shares

The high level of collections from stamp duty on share transfers in 1987-88 was
largely a function of the level of activity in the share market prior to the October 1987 crash.

Since that time collections have generally been at a significantly lower rate reflecting
the more subdued level of stock exchange activity. The estimate for 1988-89 assumes a
moderate increase in both the volume of turnover and the share price index.

e Motor Vehicles

Stamp duty is paid on the registration of new vehicles and the transfer of registration
of used vehicles.

The 1988-89 estimate assumes a modest increase in the number of new vehicle
registrations, partly as a result of general growth in the economy and partly flowing from
the release of new model ranges by major manufacturers. The rate of price increase is
assumed to moderate with the stabilising of the Australian dollar and the reduction of import
duties on some vehicles.
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Death Duties—Estimate $1.0 million. Decrease 37.3 per cent.

Duty ceased to apply in respect of estates of persons who died on or after 31
December 1981.

The 1988-89 estimate is based on the expected finalisation of a number of
outstanding estates.

Payroll Tax—Estimate $2,005.7 million. Increase 8.2 per cent.

The increase shown reflects the Budget assumptions of employment and wages
growth for 1988-89 of approximately 2.8 per cent and 6.5 per cent respectively as well as
the carry-forward effect of the 1 January 1988 restructuring of the payroll tax scale.

As from 1 January 1989, the current scale will be further adjusted to compensate for
the effects of inflation. The threshold level, below which no payroll tax is payable, will be
increased from $400,000 to $432,000. This small business concession will phase out at
$1,512,000 (previously $1,400,000) and the full 6 per cent rate will apply from $2,268,000
(previously $2,100,000).

The cost of this measure to the 1988-89 Budget is $7 million ($16 million in a full
year).

The legislation to provide for these adjustments will also redefine the payroll tax
liability in terms of a marginal rate scale, rather than the complicated system of calculation

presently specified.

The 1988-89 estimate is affected by the Commonwealth decision to render a number
of its business enterprises (principally Telecom and Australia Post) liable to State payroll
tax. At the same time the Commonwealth is reducing the Financial Assistance Grants to
the States by 90 per cent of the amount they will raise in payroft tax from these bodies. The
1988-89 payroll tax estimate includes an amount of $65 million resulting from these changed

arrangements.

Finally the estimate allows for the cost of payroll tax revenue diverted to the New
South Wales Education and Training Foundation. From 1 January 1989, employers will be
able to nominate that part of their payroll tax liability (equivalent to 0.1 per cent of their
taxable payrolis) is to be diverted to the Fund, to be used for the development and provision
of new business-oriented courses. The estimated cost to Consolidated Fund revenue in

1988-89 is $7 million ($16 million in a full year).

Land Tax~Estimate $455.0 million. Increase 10.1 per cent.

For the 1989 land tax year (based on property held on 31 December 1988), the
statutory exemption limit below which land tax is not payable is being increased from

$125,000 to $135,000.

The increase in estimated 1988-89 collections reflects the above concession
(estimated to cost $5 million in this year and $8 million in a full year), forecast increases in
market values of property in the main taxpaying categories as well as further improvements
in the timing of issue of assessments by the Office of State Revenue.

To encourage the increased supply of rental residential accommodation, investors in
new rental projects will be given a 5 year land tax "holiday". The cost of this measure is
estimated at $0.5 million in 1988-83 and $2 million in a full year.

Health Insurance Levies—Estimate $42.0 million. Increase 6.1 per cent.

The levy is paid by health insurance organisations for the purpose of contributing
towards the cost of ambulance services.
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Racing—Estimate $267.1 million. Increase 15.9 per cent.

The strong growth forecast for this item continues the growth experienced during
1687-88. The major part of the increase is expected to be derived from off-course totalisator
operations, reflecting continued growth in public patronage as well as the impact of “Sky
Channel” telecasts of race meetings.

Poker Machine Tax—Estimate $230.0 million. Increase 8.4 per cent.

Annual licence fees are payable by registered clubs on a per machine basis and a
net revenue basis. The basic tax per machine varies according to the denomination of the
machine and the number of such machines operated by the club.

Supplementary and additional supplementary taxation is levied where the club’s
annual net revenue from poker machines exceeds $50,000 or $100,000 respectively.

Overall revenues from gambling generally (including Lotteries which is not classified
in the Taxation category of the Budget) are shown in Figure 4.5.

Figure 4.5
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Business Franchise Licences (Peiroleum Products)—Estimate $240.0 million.
Increase 3.5 per cent.

The basis of the licence fee remains unchanged with the fee being calculated as a
percentage of the value of sales in the relevant period.

The level of franchise fee collections is effectively a function of the gquantities of the
various petroleum products sold. While diesel fuel represents only about 20 per cent of the
dutiable base, the growth shown in the 1988-89 estimate assumes a continuation of the
strong growth in the consumption of diesel fuel evident in 1987-88.

Business Franchise Licences (Tobacco)—Estimate $183.0 million. Increase 7.4 per cent.

Wholesalers and retailers of tobacco are required to be licensed, with the licence
fee being levied on the basis of the value of sales in the preceding month. (Licence holders
are not required to pay the fee in respect of tobacco which was purchased from a licensed

wholesaler.)

Revenue from this source is largely driven by price-movements, with little growth in
recent years in quantities sold.

Liquor Licences—Estimate $182.9 million. Increase 7.8 per cent.

The estimate is based upon forecast liquor purchases by licensees during the
calendar year 1988. There is not expected to be any significant impact on 1988-89
collections from the Commonwealth Budget decision to reduce excise duty on beer.

Lotto—Estimate $122.6 million. Increase 6.7 per cent.

The estimate shown is based on forecast increases in subscriptions and the effect
of changes to the structure of the game. These changes comprise the introduction of the
‘6 from 44" game and the breaking of the linkage between the Monday and Wednesday

draws.

MINING, LANDS AND FORESTRY

The estimate shown for this category is affected by the Government decision to
transfer the Forestry Commission to the Outer Budget sector as from 1 July 1988.

Mining—Estimate $125.3 million. Increase 18.4 per cent.

The increase shown reflects the impact of the temporary further reduction for 1987-88
in the base royalty rate for coal. The estimate assumes a modest increase in production of

coal in 1988-89.
Lands Revenue—Estimate $68.8 million. Increase 3.9 per cent.

The 1987-88 collections were boosted by a substantial increase in revenue from the
sale of Crown Land home sites. Demand for residential land is expected to remain strong
into 1988-889, with the level of receipts marginally above last year's figure.

RECEIPTS FOR SERVICES RENDERED

The overall estimate shown for this category of receipts is affected by a number of
changed accounting arrangements.

The 1987-88 receipts included the recoupment from the Department of Motor
Transport in respect of the cost of Police Supervision and Control of Traffic. As the
Department of Motor Transport is now a Consolidated Fund department, this recoupment
is effectively a book entry only and inflates both sides of the Budget. No recoupment will
therefore be made in 1988-89 or later years.
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Secondly, in accordance with the Government's policy of generally removing
commercial operations from the Budget, a number of organisations have been taken ofi-
Budget from 1 July 1988. These include the Auditor-General, the Land Titles Office, the
Valuer-General's Department and the Public Trustee. As a result, both the revenue and
expenditure sides of the Budget will be reduced. The ‘Receipts for Services Rendered”
category is particularly affected by this policy.

Fees-—Department of Motor Transport-—Estimate $233.7 million. Increase 13.4 per cent.

With the introduction of photographic drivers' licences from mid 1988-89, eligible
drivers will be able to renew their licences for a 5-year period. There will be a substantial
cash flow boost to the Consolidated Fund in the first 12 months of operation of the new
arrangements (with a corresponding decrease in following years).

Other receipts in this category are expected to rise in line with, or below, cost
increases.

Services Rendered—Department of Technical and Further Education—Estimate $38.0
million. Increase 145.2 per cent.

The increase shown for 1988-89 reflects the introduction of an administration charge
covering the majority of TAFE courses/students.

STATE INSTRUMENTALITIES CONTRIBUTIONS—Estimate $209.6 million. Increase 62.5
per cent.

Revenue in this category is derived from the State Bank, the Government Insurance
Office, the Maritime Services Board and from other statutory authorities coming within the
Government's policy of requiring dividend payments as a means of ensuring an adequate
return on equity.

Payments from the GIO and the State Bank will total $146.4 million in 1988-89 (up
73.7 per cent on last year) reflecting increased profits and tax and dividend receipts.
Contributions from other authorities are forecast to be $57.0 million (up 27.8 per cent on
fast year). Included in this figure for 1988-89 is the dividend requirement from the Land Titles
Office, following its commercialisation from 1 July 1988. The capacity of other commercial
organisations previously funded from the Consolidated Fund to pay a dividend will reflect
in future years’ estimates.

STATE LOTTERIES—Estimate $83.7 million. Increase 0.1 per cent.

Revenue from lotteries is anticipated to show little growth in 1988-89, continuing the
pattern of recent years.

OTHER RECEIPTS—Estimate $571.8 million. Decrease 1.7 per cent.

The main items comprise;—

® Interest—increase of $33.2 million or 21.2 per cent. The major component of this
item is Interest on Term Deposits and the Treasurer's Bank Accounts, The increase
in interest earnings largely reflects increased cash balances as a result of
expenditure constraint and the stalling of any further decreases in market rates
during 1988-89.

@ Fines and Forfeitures—increase of $26.7 million or 30.7 per cent. Transport and
traffic fines, comprising $112 million are the targest component of this item. The
estimate for traffic fines in 1988-89 is based on the increased penalties introduced
from 1 July 1988 and the impact of the policy of cancelling drivers' licences and/
or vehicle registration where fines remain unpaid.
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® Sale of Government Property—decrease of $44.8 million or 80.2 per cent. The
1987-88 figure largely reflects the sale of the North Sydney Technical High School
site. From 1988-89, revenue from the sale of property will be generally treated as
a capital receipt.

@ First Home Purchase—Stamp Duty Deferred Payment Scheme—increase of $1.7
million. The estimate represents the repayments of annual instalments of duty
deferred for eligible first home purchasers.

COMMONWEALTH GENERAL REVENUE GRANTS

The "Identified Health Grant” previously paid to the States as a general revenue grant
(i.e. paid without any specific terms or conditions but as a general contribution towards the
cost of health services) has now been subsumed—together with the Medicare payment—
into a new Hospital Funding Grant. For comparative purposes in this Budget Paper, the
Identified Health Grant has been re-classified as a specific purpose payment—see following
section.

Financial Assistance Grant—FEstimate $3,654.1 million. Increase 1.6 per cent.

“The “pool” of Financial Assistance Grants to the States and the Northern Territory
will decrease by 1.1 per cent in 1988-89. When allowance is made for the reduction in the
pool due to the States being provided with access to payroll tax on a wider range of
Commonwealth authorities, there is an effective slight increase of 0.4 per cent.

The New South Wales share of the Financial Assistance Grant pool in 1988-89 is
expected to be $3,654.1 milion or 30.8 per cent of the total.

Figure 4.6
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Special Revenue Assistance—Estimate $12.4 million

This payment is made by the Commonwealth to compensate for a number of
programs which the Commonwealth has proposed handing over to the States. The estimate
shown differs from that shown by the Commonwealth as New South Wales has not at this
stage accepted that it should take over all the programs proposed.

COMMONWEALTH PAYMENTS FOR SPECIFIC RECURRENT PURPOSES—Estimate
$1,604.2 miliion. Decrease 0.3 per cent.

Figure 4.7

COMMONWEALTH SPECIFIC PURPOSE PAYMENTS

(Percentage figures represent growth on previous year)
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Payments to the States by the Commonwealth are made under Section 96 of the
Commonwealth Constitution. These payments generally relate to functions which the
Commonwealth is unable to provide for directly (e.g. payments to local government, grants
to private schools) or where assistance is provided to the States in meeting their expenditure

obligations.

Specific purpose payments are made under the terms and conditions determined by
the Commonwealth. The range of payments made has varied over time reflecting the differing
priorities and/or funding policies of the Commonwealth Government.
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Those payments for which the State acts effectively as a paying agent only (e.g.
local government assistance, private schools, universities) are not passed through the State's

Budget.

The principal recurrent specific purpose payments relate to health and education.
For 1988-89, the former Medicare payment and “Identified Health Grant” have been replaced
by a Hospital Funding Grant. Full details of all Commonwealth payments to New South Wales
are shown in Budget Paper No. 4.
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4.3 RECURRENT PAYMENTS

INTRODUCTION

in line with the Government's policy of expenditure restraint, Consolidated Fund
recurrent spending in 1988-89 will increase by 6.0 per cent to $12,448 million. This represents
no increase in real terms. By contrast Consolidated Fund recurrent payments in 1987-88
increased by 9.4 per cent or 1.5 per cent in real terms.

Total recurrent payments, which include payments from sources other than the
Consolidated Fund, are projected to increase by 9.0 per cent. Total payments have been
affected in 1988-89 by a number of major special payments financed from sources other
than the Consolidated Fund for commitments such as new computer facilities, the
retrospective component of award increases handed down in 1987-88, and arrears of school
maintenance. On a cash flow basis, inciuding the $244.7 million reduction in the overdraft
as a loan repayment, the increase is 7.5 per cent. Total payments for recurrent services on
a broad functional basis (by policy area) are shown in Figure 4.8 together with the share of
the total budget for the respective areas.

Figure 4.8

TOTAL RECURRENT PAYMENTS 1988-89
BY POLICY AREA

EDUCATION 22% K:g;., HEALTH 26.7%
P O b 3790 m

9.
’.f’&“:f&o,o‘
G

$258 m
RECREATION & CULTURE 1.8%

WELFARE 4.4% $484 m

GENERAL ADMIN. & OTHER 17.8% HOUSING & COMMUNITY SERVICES 5%

$2520 m \ $713 m
LAW ORDER & PUBLIC SAFETY 8.9%
ECONOMIC SERVICES 13.4%
$1286 m

$2040 m

Total = $14202 m
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The following statements in respect of recurrent payments within the various
functional (policy) areas refer to trends in the level of total payments over recent years. It
includes a comparison in real terms since 1983-84, the Government's strategies and
commitments and other factors relating to expenditure in the respective areas. Highlights
of the 1888-89 Budget allocations for each policy sector are also briefly outlined.

In 1988-89 payments will noticeably increase in the areas of Law, Order and Public
Safety, Health and Education, in accordance with the Government's priorities, while in areas
such as General Administration and Economic Services payments will decline in real terms.
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LAW, ORDER AND PUBLIC SAFETY

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Police ....... T 565.5 633.6 (+) 120
Law Courts and Legal Services ........... 219.2 272.0 (+) 241
Corrective Services ..................... 163.0 170.0 (+) 111
Other (including Fire Protection Services) . . . 167.3 190.4 (+) 138
Total ... 1,105.0 1,266.0 |(+) 14.6
OVERVIEW
Figure 4.9
LAW, ORDER AND PUBLIC SAFETY
(Payments expressed in real terms, 1983—84 base;
$m Percentage change on previous year) |
1200
1000

800

800

400

200
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~.)
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198485 1986-87  1988-89(e)

Funding is provided under this policy area to meet the cost of maintaining the State's
police force and courts administration. The area aiso includes funding for the Department
of Corrective Services, the State Emergency Services, State Drug Crime Commission, Board
of Fire Commissioners, Bush Fire Council and the Independent Commission Against
Corruption.
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Over the last five years there has been significant real growth in funding for the law,
order and public safety area. In part this reflects increased demands in this area due,
amongst other factors, to the demographic shift in the population with the aging of the baby
boom generation. In addition, there have been shifts in community attitudes to law and order
that require a greater application of resources.

Over the five years to 1987-88, total payments for this area have increased in real
terms by 17.2 per cent. In 1988-89 total payments are projected to increase in real terms
by 7.6 per cent, after adjusting for all special factors.

An election commitment of the Government was a $60 million real increase in funding
in this area. After excluding presentational changes such as the transfer of police
superannuation costs and SRA police, funding will increase in real terms by roundly $90
million.

There is a clear interrelationship between each of the policy sectors within the law,
order.and public safety area. An increase, for example, in resources for police will produce
flow through effects to the courts and prisons. Hence it is necessary to develop policies
and approaches that are properly integrated and consistent.

A major challenge for the future will be the further development of more cost effective
and efficient approaches to courts and prisons that will address Court delays and prison
crowding in an affordable manner. A major review of Courts administration and procedures
is to be undertaken in 1988/89 to assist in this regard.

Notwithstanding improvements that may be able to be made in the method of delivery
of services in this area, there are likely to be further increases in real resources required,
reflecting the impact of the Government's commitments to increased police strength, the
impact of an expansion in the' number of Courts and tightening of sentencing practices.

1988-89 RECURRENT BUDGET HIGHLIGHTS
The estimates allow:

POLICE

® An increase of 400 in the authorised strength of the Police Force to meet increased
staffing levels as part of the Government’s commitment to place an extra 1,600
police on the streets over a four year period.

@ Employment of 125 clerical staff as part of the Government's commitment to employ
an extra 500 clerical staff over a four year period, to enable a similar number of
police to be released for active police duties.

© The transfer of approximately 400 Transport Investigation Police from the State Rail
Authority, with associated funding of $13 million.

© $8.9 million for the maintenance of police buildings.

@ $168 million for the costs of the Police Superannuation Fund (up $63.7 million or

61.1 per cent on 1987-88). This item had been shown previously in the General
Administration Policy Area.
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LAW COURTS AND LEGAL SERVICES

During 1987-88 additional funds totalling $2.1 million were provided to enable an
increase in the number of Judicial and Magisterial positions and associated prosecution and
court support staff. These measures were introduced to facilitate reductions in delays
throughout the Court system. The current year's Budget, in addition to providing $11.8 million
for the ongoing support of these initiatives, will permit implementation of the following further
enhancements—

® Additional resources to implement improvements in collating crime statistics and

research to enhance the Justice Information System.

@ The appointment of additional Sheriff's Officers to provide a security service at the

Downing Centre Complex. ' '

@ The appointment of additional internal auditors to conduct more audits throughout

the Department, particularly in Local Courts.

@ Further resources to provide for the operations of the recently established

Community Justice Centre at Penrith.

@ Support to Supreme Court Judges and staff in the use of micro computers and

word processing equipment.

@ Creation of the new Office of Coroner.

Other highlights of the Budget ailocation include—

® Provision of additional funds for the continuing development of computerisation in
the Department. This includes $7 million for the Courtnet project (an Integrated
Court Registry Computer System); $3 million for the continuing computerisation of
records in the Registry of Births, Deaths and Marriages; and $200,000 for word
processing equipment for the Supreme Court.

© $23.6 million (up $11.3 million on 1987-88) for the payment of compensation to
victims of violent crime, reflecting the increase in maximum compensation payment
limits from $20,000 to $50,000 introduced last year.

@ $600,000 as a contribution towards the operating costs of the Commercial Disputes
Centre which provides for the efficient handling of commercial disputes outside the
Court system. This allocation provides for upgrading of the Centre's accommodation
this year.

@ $1.3 million for the arbitration of civil claims, a scheme introduced to provide for
the resolution of civil disputes outside the Courts system.

® $64.8 million for the Legal Aid Commission to provide legal assistance over a wide
range of Court proceedings, including $3.2 million for the new Child Support
Scheme which was recently introduced and is fully funded by the Commonwealth.

© Provision of $1.1 million for operations of the Judicial Commission.

@ $21.0 million for the new Office of the Director of Public Prosecutions, compared
with $15.0 million in 1987-88. The Office has been established as a separate
administrative unit from 1st July, 1988.

CORRECTIVE SERVICES

@ $6.0 million to allow for the opening of the Long Bay Special Purpose Prison
(Witness Protection Unit of 60 cells at Long Bay), Mulawa Women's Prison Stage
1 (64 cells) and the new Grafton wing (96 cells).

@ $9.3 million, an increase of 24.2 per cent, for the manufacturing expenses of prison
industries so that more prisoners will be gainfully employed. This reflects the first
stage of a major expansion in prison industry.
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@ $0.9 million for computerisation including continuation of the development of the
Offender Records System.

© $1.9 million for expenditure under the Commonwealth/States National Campaign
Against Drug Abuse on specialist facilities and services for drug and alcohol
dependent inmates of the State's prisons.

OTHER

State Drug Crime Commission—
@ $6.5 million for the State Drug Crime Commission to combat illegal drug trafficking
and related crime in New South Wales.

State Emergency Services—

© $5.5 million for State Emergency Services and Civil Defence {(up $799,000 or 17.0
per cent on 1987-88) for operating costs including provision for training of
volunteers, purchase of rescue and communication equipment and contribution
towards volunteers’ out-of-pocket expenses.

Board of Fire Commissioners—

® Funds totalling $154.6 million (up 8.5 per cent on 1987-88) will be available for the
Board of Fire Commissioners. The State's contribution is $19.0 million. The balance
is mainly funded by councils (12.5 per cent) and insurance companies (75 per cent).

From 1988-89 the Board will be included in the Inner Budget Sector as a separate
organisation. However, at least for 1988-89, revenue from insurance companies,
local councils and other sources will be outside the Consolidated Fund. In addition,
the funding structure of fire services generally is to be fully reviewed during 1988-

89.

Bush Fire Council—

® To help maintain rural fire fighting services throughout the State an amount of $21
million (up 26.5 per cent on 1987-88) will be available to the Bush Fire Council
which, as from 1988-89, will be included in the Inner Budget as a separate
organisation.

The payment to the Bush Fire Council from the Consolidated Fund will be $5.445
million. This includes the State contribution of $4.472 million (25 per cent) towards
costs of the Bush Fire Fighting Fund. Councils contribute 25 per cent to the Fund
and insurance companies contribute 50 per cent.

The Bush Fire Council allocation includes $636,000 for the control and prevention
of bush fires and assistance to emergency and community organisations.

Independent Commission Against Corruption—

© An amount of $3.4 million has been allocated to meet the initiai estimated recurrent
costs of establishing the Independent Commission Against Corruption. The full year
cost of the Commission is estimated at $5.2 mitlion.
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EDUCATION
Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Primary and Secondary Education ....... .. 2,186.9 2,335.4 6.8
Tertiary and Vocational Education ....... .. 474.3 5334 12.5
Pre-School Education ................. .. 59 6.5 10.2
Transportation of Students ............... 169.0 172.0 18
Other (including General Administration) 62.7 83.0 32.4
Total ... 2,898.8 3,130.3 8.0
OVERVIEW
Figure 4.10
EDUCATION
(Payments expressed in real terms, 1983—84 base;
§ Percentage change on previous year)
b m
3000
-4 — o R r
2500 1 3% 1% 0% — 2% 1 %
2000
1500 /
1000 %
500 %
. _
1983-84 1985-86 1987-88
1984-85 1986—87 1988—89(e)

Over the five years to 1987-88 total payments on education have been maintained
in real terms. In the same period payments for primary and secondary education have fallen
by 1.3 per cent, while payments for tertiary and vocational education have increased by
20.9 per cent.
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In regard to Government primary and secondary schools, student numbers have
declined by roundly 3 per cent over the past five years. At the same time payments
(excluding payments to non-state schools) have declined by only 1.8 per cent in real terms.
This trend will be arrested in 1988/89, with expenditure to be maintained in real terms.

TAFE has also been an area of strong growth in recent years, reflecting the high
demand for the courses offered. This trend will continue in 1988-89 with funding increasing
by 5.6 per cent in real terms.

The Government’s June Financial Statement placed particular emphasis on initiatives
in the Education area, including the transportation of school students. In broad terms the
approach involves the achievement of savings through productivity improvements, the
application of user charges in the TAFE area and the transfer of resources from lower priority
areas to areas of higher priority. In the first full year Education initiatives in the order of $195
million are planned to be funded from these measures. However, these initiatives are
dependent upon the projected savings and additional revenue being achieved.

1988-89 BUDGET HIGHLIGHTS

PRIMARY AND SECONDARY EDUCATION

Through a reallocation of Education resources a range of major enhancements will
be initiated in 1988-89 which are designed to improve the quality of education in this State.

The implementation of many of these initiatives, including special education, is to be
undertaken following consultation with relevant education, community and other groups. As
a consequence of this consultative mechanism and in recognition of the normal school cycle,
the implementation of these initiatives has, in the main, been aligned with the start of the
1989 school (calendar) year and the cost of these betterments will traverse financial years.
Accordingly, to provide a more accurate indication of the resources applied to the various
initiatives, the estimated payments over a four year period are shown. At the same time, it
must be stressed that these initiatives will be reviewed in light of the actual savings achieved.

The initiatives to be introduced include—
© Doubling of secondary textbook allowances over two years.

The secondary textbook allowance will increase to $26 per student in years 7-10
and $64 per student in years 11-12 by the 1990 school year at a per annum cost
of $8.3 million. This will provide schools with an extra $27 million over 4 years.

® Major initiatives in computer education under the “School Link" program.

Funds totalling $6 million (up $2.9 million on 1987-88) will be available in 1988-89
for computer education and over four years an additional $52.0 million will be
provided. Schools will be able to purchase hardware and software. Every primary
and secondary school will have a computer education co-ordinator who will receive
relief from classroom teaching time. Teacher inservice training and consultancy
support will also be provided to schools and teachers.

® Improving special education provisions for students with disabilities and learning
difficulties.

As part of the package of reforms to the N.S.W. education system roundly $4.7
million will be provided in 1988-89 for "Enhancements in special education”. Over
four years recurrent and capital funds totalling $80 million will be provided. Special
provisions will be made for students with disabilities and learning difficulties. The
new plan includes increasing the availability of diagnostic and remedial services,
setting up a regional network of Special Education Centres, providing special
schools and classes where needed and improving teacher training to raise
awareness of student needs and to equip teachers to manage the integration of
students with disabilities.
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@ A major funding boost to staff development.

An additional $15 million will be provided over 4 years for staff development. This
is to upgrade teaching skills and enable teachers to keep abreast of developments
in learning theory, subject content, classroom practice and teaching resources.

@ Improving rural education.
An additional $23 million is to be given for rural education over 4 years, to improve
the standard of education in rural areas. It will include increases in the living-away-
from-home allowance and a special per capita grant to isolated schools.

® Extend Schools/TAFE joint courses.
More Schools/TAFE courses will be offered to widen secondary students’ learning
opportunities and enable them to have their studies more widely recognised.
Business, hospitality and technological subjects will be emphasised.

@ Improving primary and secondary education in Western and South Western Sydney
by—

* Offering targeted teacher scholarships for students in Western Sydney.

* Providing leading teachers for secondary schools with fow retention rates. (see
below)

*Installing electronic security alarms in all schools at risk. Al schools in the
metropolitan area will have such systems installed by 1992.

* Extending Schools/TAFE joint courses by encouraging links between local
businesses and schools.

@ Appointing leading teachers to secondary schools with low retention rates.

200 leading teachers will be appointed over 4 years in secondary schools. The
leading teacher is to have the status and salary of a Deputy Principal. Duties involve
curriculum development, improving teaching methods and co-ordinating
_assessment/exam programs. In 1989, 52 schools will have leading teachers with
26 of these based in schools in Western and South Western Sydney. Cost over 4

years is $8 million.

@ Providing direct financial assistance from local secondary schools to needy families
with children enrolled.
From 1989, the existing secondary/tertiary bursary schemes will be phased out and
replaced by a system in which financial assistance is given directly at the local
school level. Government secondary and central schools will be given an allocation
for distribution to locally-identified needy families with secondary age students. In
1988-89 $2 million will be provided under this scheme in addition to funding for
Bursaries.

@ Increasing school maintenance by 50 per cent in 1988-89.
A total of $90 million is to be made available for maintenance in 1988-89, compared
with roundly $60 million in 1987-88. This includes a special provision for arrears of
maintenance as part of an ongoing program aimed at eliminating arrears of building
maintenance in the school area. Another initiative in this area is doubling school
grants to every school for routine maintenance.

® Development of a Fair Discipline Code.

The Fair Discipline Code is to be developed and trialled. It is to provide broad
guidelines for individual schools to establish discipline and student welfare
programs appropriate to student needs and local circumstances.

@ Improving core curriculum.

Additional teachers will be made available to assist schools in core curriculum areas
at regional level to assist schools in the development of programs in basic curricula
areas, such as mathematics and english.
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© Strengthening and extending the testing and examination system.

The Government is committed to strengthening secondary awards and providing
students with quality credentials to encourage achievement, pursuit of excellence
and retention. The School Certificate has been reintroduced to replace the
proposed Certificate of Secondary Education. The Higher School Certificate will see
the reintroduction of an aggregate (Tertiary Entrance Score) out of 500 (calculated
from 10 best units). It is envisaged that such arrangements will provide clear useful
information that has valued status in the community.

® The establishment of Senior and Selective High Schools.

A Senior High School is to be set up in Western Sydney to provide a wide curriculum
for Years 11 and 12 including: courses in limited demand; opportunities for specialisation:
and courses of a vocational nature. Initiatives will include the development of courses in co-
operation with TAFE, Nepean CAE and University of Western Sydney. The School will be
phased in over 4 years.

Eight additional selective High Schools have been established to broaden options available

to students and to provide challenging learning environments. The introduction of selectivity
will be phased in.

In addition to those initiatives funded by a realiocation of Education resources, the
Government is to gradually increase per capita allowances for non State Schools. This will
be implemented over 4 years beginning with a one percentage point increase, at an
estimated cost of $3.725 million in 1988-89, in the 1989 school year. This is being funded;
offset by changes to the School Student Transport Scheme.

TERTIARY AND VOCATIONAL EDUCATION

The recurrent budget allows for ongoing costs of 105 colleges and over 200 other
teaching centres throughout NSW, growth in student numbers and various service wide
payments and services.

Also included in the aliocation is allowance for a number of particular initiatives,
including—
© $30 million for Commonwealth funded general and particular purpose programs.
® $10 million for the new Start to Life Program targeted at young people (a further
explanation is provided in section 7.2).
© $2 million to augment the existing Joint Secondary Schools/TAFE program, to date
wholly funded from the allocation for the Department of Education.

@ Bringing into operation a number of new facilities including those at Orange,
Wollongong, Tweed Heads, Tenterfield, Crows Nest, Mt. Druitt, Ryde, and Wyong.

Special funding is also being provided as follows—

© $7 million for arrears of maintenance at colleges.

© $5.7 million for electronic surveillance systems in TAFE Colleges, with a further $1.9
million to be provided in 1989-80.

® Over $2.3 million for computer funding to implement new administrative systems
for Student Information, Finance, Capital Works and Personnel.

OTHER (including General Administration)

The estimate includes provision for—

® $5.8 million, in addition to the funds separately identified for TAFE, for other
education initiatives under the Start to Life Program (further details of which are
provided in section 7.2), together with $5 million seed monies for the NSW
Education and Training Foundation.
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© $19.2 million for the Adult Migrant Education Program.

@ $369,000 for the ongoing cost of the Youth Co-ordination unit which was established
in 1987-88.

® $524,000 for the Interim Council for Western Sydney University to oversight the
planning and construction of a University of International standing in Sydney's West.

As part of the Governments program to rationalise and.improve service delivery the
Higher Education Board and the Education Commission will be abolished and their functions
and responsibilities assumed by the Minister for Education and ‘Youth Affairs. The 1988-89
allocation to the Ministry of Education and Youth Affairs reflects these changes.
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HEALTH
Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Area Health Services and Other Hospital 3,069.6 3,365.1 (+) 96
Services ... .
Community and Other Support Services . .. 260.4 300.8 (+) 155
Public Health Services .................. 62.0 71.8 (+) 15.8
Other ... ... . 48.8 52.1 (+) 638
Total ... ... . 3,440.8 3,789.8 (+) 10.1
OVERVIEW
Figure 4.11
HEALTH

(Payments expressed in real terms, 1983—84 base;
Percentage change on previous year)
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For the five years to 1987-88, payments for Health have increased by 19.8 per cent

in real terms. The Government has an election commitment to increase funding for health
in real terms by $30 million in 1988-89.

80830-37396—12
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The Consolidated Fund allocation for Health represents a real increase of $62 million
while Total Payments will increase by $125 million in real terms.

A combination of factors are responsible for the significant real growth in Health
payments. These include the demographic factors associated with the aging of the
population, the development of new, high cost technologies, enhanced professional
requirements and increased payments for nurses and health professionals in general.

As part of the strategy to reduce waiting lists for hospitals, particularly for public
hospitals, the Government has announced a major program of controlied development of
private hospitals. The major objective is not the expansion of hospital beds in the private
sector but rather the rationalisation of available beds into more economic units capable of
performing a wider range of procedures.

Another important development is the improvement in resource allocation within the
public heaith system, a matter on which the recent Audit Commission commented. A full
review is being undertaken with a view to developing global budgeting for the health system.
indicators of health needs between the various areas will be developed to ensure that
resources are allocated in accordance with needs and the Government's priorities. The
revised procedures will also provide health managers with greater flexibility in managing
resources.

The number of Area Health Services in the metropolitan areas of New South Wales
have been reduced from 23 to 10, while five of the Department’s regional offices have been
abolished. This will achieve administrative savings while, at the same time, enabling more
effective rationalisation and networking of services within each Area.

in the area of Mental Health and Developmental Disability Services, a Committee
headed by Dr William Barclay is reviewing options for the future. Accordingly, the precise
resource needs in this area are not clearly defined at this stage. A reassessment of funding
requirements will be made once the Government has decided on the future approach in
this area in the light of the Committee's report.

New arrangements for funding public hospitals have been introduced by the
Commonwealth, replacing the Identified Health Grant and Medicare Compensation payments.
The Hospital funding grants will be indexed by award wage, CPl and an age-sex weighted
population factor. Incentives are provided to expand post accute care and palliative care,
designed to reduce patient length of stay, thus allowing more effective use of in-patient
facilities. Penalties will be applied if public bed days and fee for service medicine provisions
by medical practioners are at variance with the national average. The Commonwealth has
also recognised greater responsibility towards the treatment of AIDS patients in public
hospitals by providing a grant indexed to the actual growth in AIDS cases.

1988-89 BUDGET HIGHLIGHTS

® The State's contribution to health funding is $2,650 million (up 17.2 per cent)
including $451 million from revenues raised by Area Health Services/Public
Hospitals and $95 miftion from the provision of services by State hospitals,
ambulance services and Transcover claims.

® The Commonwealth's contribution, at roundly $1,140 million, is down 3.5 per cent
on 1987-88 which can mainly be attributed to the introduction of new funding
arrangements for public hospitals.
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AREA HEALTH SERVICES AND OTHER HOSPITAL SERVICES

The $3,365 miliion allocation, up 9.6 per cent over last year's payment, includes the
following initiatives—
© $7.5 million to open new facilities in refurbished or new hospital accommodation
including—
* $0.7 million for the Gosford Psychiatric Unit
* $1.3 miltion for the Geriatric Assessment Unit at Prince of Wales Hospital,
Randwick.

* $0.5 million for the South Block Wards at Sydney Hospital.

“ $1.5 million for the Services Block at St. Vincents Hospital, Darlinghurst.
* $1.2 million for the Sacred Heart Hospice redevelopment.

* $0.9 million for the Port Kembla Rehabilitation Unit.

* $0.5 million for the Rankin Park Teaching Hospital, Newcastle,
commissioning team.

* $0.4 million for the Immunology Centre at St. Vincents Hospital, Darlinghurst.
* $0.2 million for Lismore Base Hospital redevelopment.

* $0.2 million for staffing of the obstetric unit at Albury Base Hospital.

* $0.1 million for extensions to Tweed Heads Hospital.

@ $2.1 million or slightly under $3 million per annum is to be provided for the first
stage of the Brain Injuries Program, a joint venture of TransCover and the
Department of Health to first upgrade and then develop up to eight purpose built
Brain Injury Units to cater for the needs of the brain injured throughout the State.

® The State will also be fully funding the Coorabel Spinal Injuries Unit to the extent
of $536,000 following the withdrawal of Commonwealth funds.

® The Commonwealth will provide $12.5 million for the further development of
palliative and post accute care and day surgery.

Other special provisions inciude—

® A total of $22.6 million for the final year of the joint State/Commonwealth waiting
list program commenced in July 1987 to reduce waiting lists for hospital services.
The State is contributing $13.0 million in line with the Government commitment in
this area.

@ $30 million (up 60 per cent on 1987-88) to prevent the spread of the disease AIDS
and to treat AIDS patients in the public heaith system. Roundly 50 per cent is being
provided by the Commonwealth. Of this amount $2.3 million is aflocated under the
heading Public Health Services.

® $17.4 million to ease the shortage of nurses mainly by training of additional enrolled
nurses, providing career development courses for graduate nurses and post basic
courses for enrolled nurses.

© Close to $26.4 million (up 8.6 per cent) for Home and Community Care funding,
principally for home nursing services. Further funds will be made available through
the HACC program for any approved growth in services in 1988-89.

@ Roundly $4.5 million for the cardiac and liver transplantation program.

® Some $168 million (up 11.9 per cent) to provide ongoing services for the
psychiatrically il, including $31.6 million for community based services.

@ $112.8 million (up 3.8 per cent) for services mainly for the aged and disabled. Of
this amount roundly $50 million is provided by patients in approved nursing homes
and by the Commonwealth in the form of nursing home benefits.
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© Roundly $9.0 million for medical and surgical services to inmates in State pﬁsons.

@ $95 million to meet the debt servicing costs of the Department’s capital works
program.

© $12.3 million for the fifth year of the "Hospital Services Improvement Program” which
will improve a number of commonly used hospital and community health services.

© $6.8 million for the provision of aids and appliances to disabled persons.

@ Roundly $52 million to fund the 3 per cent superannuation benefit granted to
workers in Area Health Service/Public Hospitals and Ambulance Services.

© $48 million (up 20 per cent) for the transfer of nurses education to colleges of
advanced education.

© $9.9 million for the Dentures for Pensioners Scheme and-$0.8 million for podiatary
services.

COMMUNITY AND OTHER SUPPORT SERVICES

$300.8 mitlion (up 15.5 per cent on 1987-88) has been provided under this heading

and comprises—

© $130.3 million (up $16.2 million) for health transport, including an additional $5 million
for recruitment of additional ambulance officers and improved training.

@ $154.7 milfion for services mainly for the developmental disabled. This includes
$57.3 million for community based support services allowing developmental
disabled persons an independent life style in a normal community environment.

® $16.2 million for complementary services to those provided by area health services/
public hospitals including $10.3 million to non government organisations.

PUBLIC HEALTH SERVICES

The following provisions have been made for public health services—

® Over $5 million to maintain and improve public health and environmental health
standards.

@ Some $11.6 million to improve detection, prevention and control of diseases.

@ Close to $12.2 million to improve the level of awareness of individuals and the
community concerning the benefits of a healthy lifestyle.

@ Approximately $13.7 million to ensure that an adequate supply of blood and blood
related products is available to meet medical requirements through the Red Cross
Bload Transfusion Service. Inciuded in the allocation is some $2.3 million to combat
the spread of the disease AIDS, most of which will be spent on screening blood
donations to detect the presence of the AIDS virus.

@ Roundly $3.1 million for grants to foster research into specific health areas such
as cancer, heart disease, multiple schlerosis and dental health.

© $20.5 million for services specifically for drug and alcohol dependent persons
including:-

* $7.9 million for the joint State/Commonwealth program against drug abuse.

* $7.1 milion in grants to non-government organisations engaged in
education, counselling and treatment of drug and alcohol addicted persons.

* $2.3 miflion for services provided by Area Health Services/Public Hospitals
specifically aimed at combatting drug and alcohol abuse.

© Roundly $5.2 million (up $1.2 miltion) for the provision of supplementary health
services to Aborigines, including $2.1 million in grants to non government
organisations for the provision of dental and drug and alcohol services and to
conduct public health awareness programs.
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OTHER

© $5.2 million for various grants to external health services and $4.6 million for the
Isolated Patients Travel and Accommodation Scheme.

© Some $1.6 million for the registration of health services personnel to ensure the
maintenance of educational, professional and ethical standards.

@ $40.8 million (up 4.4 per cent) to maintain an effective administration and planning
service in support of implementation and review of Government health policy and
programs.




166

WELFARE SERVICES

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %

Welfare Support Services ... ............. 369.1 407 .4 10.4

Society Security ....... ... ... L 67.7 76.7 133

Total ... ... .. 436.8 4841 10.9.

OVERVIEW

Figure 4.12
WELFARE
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Over the five years to 1987-88, welfare service payments have increased by 7.4 per
cent per annum in real terms. The 1988-89 allocation represents further real growth of 4.1
per cent.

The increase in funding in part reflects an expanded Commonwealth funding role in
this area through the Commonwealth/State Home and Community Care Program (HACC).
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Welfare funding involves a mixture of Commmonwealth and State sources of funds
and a variety of agencies for delivery of services including the Department of Family and
Community services, Home Care Service and a range of voluntary agencies that are provided
with grants. The structure of welfare funding and delivery is summarised in Figure 4.13.

Figure 4.13

BROAD OVERVIEW OF WELFARE SPENDING AREAS

SOURCE OF FUNDS

C'wealth  State C'wealth  State
$72.1M  $49.7M $42.0M  $249.9M
HACC $90.5M FACS $318.3M
> Program $382.4M ———2 * Protection of Children
$121.8M * Substitute Care
* Juvenile Care
* Family and Children's
Services
* Youth Services
* Services for
Disadvantaged
Health Dept. Groups
$25.0M Communities
* Supported
Accommodation
* Policy Development
and Projects
Affecting Women
Housing Dept.
> $2.0M $64.1M
Transport Other Revenue
> SRA $7.5M
$2.5M
¥ Y
Local Govt. Home Care
> Department Service
$0.054M $71.6M
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The Home Care Service was established to assist the family and the individual to
live as independently as possible in the home, by providing assistance in times of iliness,
incapacity, crisis and stress.

Recently the Home Care Service has been restructured to be brought under more
direct Ministerial responsibility.

In terms of future developments, greater overall emphasis is to be placed on service
delivery, as distinct from the administration function.

Greater effort is to be made to utilise volunteer organisations and the private sector
in general where it can be demonstrated that it can achieve more effective results and lead
to a reduction in dependence on government for the provision of services and facilities.

1988-89 BUDGET HIGHLIGHTS
WELFARE SUPPORT SERVICES

Child Protection

$33.7 million (up $6.0 million or 22 per cent on 1987-88 expenditure) for use on
projects associated with the protection of children from abuse and exploitation, including
child care projects ($0.3 million), cash assistance ($1.3 million), Child Sexual Assault Program
($2.4 million).

Substitute Care

$62.9 million (up $6.9 million or 12 per cent on 1987-88 expenditure) for services
involving the care of children separated from their parents. ltems funded include $7.2 million
for grants to community based residential and alternate care; $12.5 million for child support
allowances, etc. for foster parents and $1.1 million for family group homes.

Family and Children’s Services

$74.9 million (up $5.6 million or 8 per cent on 1987-88 expenditure) to assist the
community in the provision of a range of children’s services, including pre-school and day
care services ($52.5 million), vacation care ($2.3 miilion), and early childhood projects ($1.6
million). The allocation for pre-schools and day care centres will enable all subsidies to pre-
schools to be maintained at existing rates and provides for an increase in session rates
payable from 1 January, 1989. Day care (including occasional care) subsidies will continue
to be paid at the rate of 20 per cent of approved salary costs.$2.0 million has been included
as a new initiative to enable assistance with funding for new or expanded pre-schools,
including one-off grants up to a maximum of $40,000 to assist with extensions or renovations
to such facilities.

The National Family Support Program, previously a joint program with the
Commonwealth but, following a decision by the Commonwealth to withdraw from the joint
arrangement, is now wholly administered and controlled by the State. Nevertheless, an
amount of $8.6 million (up $2.3 million or 35 per cent on 1987-88 expenditure) is provided
to assist community organisations working with families to overcome difficulties relating to
stress, lack of social support and other factors. The allocation will provide for continued
support to 100 Family Support Services and for some growth in service provision.

Services for Disadvantaged Groups and Communities

$51.9 million (up $17.2 million or 49 per cent on 1987-88 expenditure) for services to
disadvantaged groups and communities with the accent on access to services, integration,
independence and equality in community life. Specific provisions include Assistance to the
Disabled ($3.7 million), community development projects ($6.1 million) and financial
assistance ($4.6 million).
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Funds have been included to enable the following new initiatives to be commenced
during the 1988-89 financial year—
© Establishment of Guardianship Board to oversee and ensure that the rights of
people with disabilities, who are unable to make major informed decisions about
their life or circumstances, are respected and secured ($1.0 million).
© Additional Disability Services Field Staff ($0.6 million).
@ Enhancement of the role of the Disability Services Licensing Branch ($0.2 million).

Home and Community Care Program (HACC)

The Government accords a high priority to the provision of services to the eiderly,
the frail, the disabled and other citizens in need of such services. This is reflected in its
commitment to the Home and Community Care Program.

The amount available for the total HACC Program to 30th June, 1989, is $124.0 million
including other State contributions, of which $72.1 million is provided by the Commonwealth.

This figure includes provision of a 15.8 per cent increase on total 1987-88 expenditure,
subject to the Commonwealth Government's agreement to contribute accordingly.$113.2
million is required for the maintenance of services already approved under the HACC
Program. The following funds have been allocated to Departments in 1988-89 for
maintenance of approved services—

$000
Department of Family and Community Services .. .............. . 26,118
Home Care Service ............. ... ... .. ... .. .. .. .. ... ... . 64,129
Department of Health ............ ... . ... . .. . .. . .. .. .. .. . 25,950
Department Housing .................... ... . .. .. . .. . . . . ... ... 2,014
Ministry of Transport ........... ... ... .. .. . . . . .. . . . ... 2,541
Department of Local Government ............. ... ... ... . ... .. 54

In addition to these funds, a further $9.7 million is available for new services or
expansion to existing services to be approved in 1988-89. $1.0 million is also available to
meet the costs of anticipated salary and wage award increases, administration costs and
to provide for contingencies. These funds have been allocated to the Department of Family
and Community Services, pending approval of funding for growth in services in respect of
the above-mentioned organisations.

The key priorities for the development of new services and the expansion of existing
services in 1988-89 will be to improve access to services by Aboriginal Australians, ethnic
communities and people with disabilities.

Estimated contributions toward the Program’s total budget are $72.1 million from the
Commonwealth Government, $49.7 million from the State and $2.1 million from Local
Government.

Supported Accommodation

$34.3 million (up $2.4 million or 7 per cent on 1987-88 expenditure) has been provided
for services including refuges for men, women, youths and families and proclaimed places
for intoxicated persons. The Commonwealth is expected to contribute some $17.9 million.

Maintenance funding for 170 existing projects, funding to upgrade 74 existing services
and funding for the commencement of 4 new services in areas of particularly high need is
also provided.
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Youth Services

$8.4 million has been provided for the co-ordination and improvement of welfare and
support services and facilities for young people. Major items are the Community Youth
Projects and the Support Program for Adolescents and their parents ($4.9 million) and the
Department of Family and Community Services' contribution to the National Campaign
Against Drug Abuse ($1.0 million). The budget allocation for the Support Program for
Adolescents and their Parents includes growth funds of $0.7 million, which builds on last
year's major enhancement and will fund 10 more positions of Detached Family Counsellor
and an additional 20 District Officers (Adolescent Support).

Juvenile Justice

$38.9 million (up $11.6 million or 43 per cent on 1987-88 expenditure) to reduce
recidivism and harmful effects of intervention in those cases where children come into conflict
with the law and to provide secure facilities for dangerous offenders. The budget allocation
provides for the cost of documentation of a new high security facility to replace the existing
one at Tamworth.

Home Care Service

An estimated $71.6 million is available from all sources to meet the Service's operating
costs in 1988-89. The amount provided includes anticipated revenue of roundly $7.4 million
which is retained by the Service. The Service will also receive further funds from Home and
Community Care Program allocations to meet the current year costs of any new growth
approved under that program during 1988-89.

The Service is incorporated into the Home and Community Care Agreement which
is jointly funded by the State (including Local Government) and the Commonwealth.
Legislation has been enacted to establish the Service as a statutory body.

SOCIAL SECURITY

@ $46.0 million for payment to Councils in respect of the State's share of concessions
on Council rates payable by pensioners.

@ $16.5 million for payment of subsidies to the Sydney, Hunter District and Broken

~ Hill Water Boards in respect of rebates on pensioners’ water rates. The increase
on expenditure in 1987-88, $1.6 million, is due to an increase in the level of the
maximum Government rebate from $150 to $175 for eligible pensioners and an
increase in the number of eligible pensioners. ,

@ $149.1 million (up $24.5 million or 19.6 per cent on 1987-88) for the cost of travel
concessions, including drivers’ licence concessions of $14.0 million and other minor
concessions.
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HOUSING AND COMMUNITY SERVICES

—
Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %

Housing (including home site development) 548.4 617.9 + 127

Water and Sewerage .................... 340 354 + 4.1

Protection of the Environment .. ..... ... .. 574 59.8 + 42

Total ... ... 639.8 713.1 + 115
OVERVIEW

Figure 4.14

HOUSING AND COMMUNITY SERVICES

(Payments expressed in real terms, 1983—84 bose;
$m Percentage change on previous year)
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@ Recurrent payments for the Depariment of Housing were first included in the
Budget from 1986-87. Over the years 1985-86 to 1987-88 payments for Housing
and Community Services have increased by 2.6 per cent in real terms. For 1988-
89 total payments are projected to increase by 11.5 per cent or 4.7 in real terms.
The major part of the policy sector is Housing, which reflects the recurrent costs
of the Department of Housing's public and community housing program. The
funding of rental rebates continues to account for an increasing proportion of funds
available for public housing. This reflects Government policy that no tenant should
pay more than 20 per cent of household income in rent.

@ Within the area, Protection of the Environment, funding has been provided to the
Department of Planning to enable the Department to fulfill its important role of
planning future land use within the State.

1988-89 BUDGET HIGHLIGHTS

HOUSING (including Home Site Development)

@ $586.8 million (up $69.0 million or 13.3 per cent on 1987-88) for recurrent costs of
the Department of Housing associated with the management and administration
of Public and Community Housing, including $230 million for the provision of rental
rebates to eligible tenants, $220 million for interest costs, $66 million for salaries
and other working expenses and $70 million for property maintenance.

@ $4.2 million as a contribution towards the operating costs of the Public Servant
Housing Authority.

@ $8.2 (up $1.3 million or 19.2 per cent on 1987-88) as a contribution towards the
Teacher Housing Authority.

WATER AND SEWERAGE

© $2.6 million (up $488,000 or 23.0 per cent on 1987-88) for payment of a contribution
by way of subsidy towards capital debt charges to be met by the South-West
Tablelands Water Supply Undertaking.

@ $1.2 million as a subsidy to Gosford City Council for septic tank pump-out services.

PROTECTION OF THE ENVIRONMENT

@ $22.3 million (up $4.9 million or 28.5 per cent on 1987-88) for the promotion and
co-ordination of environmental planning and assessment including $8.5 million (up
$3.4 million or 67.5 per cent on 1987-88) for Area Assistance Schemes which
promote the development of a wide range of community services and facilities in
Western Sydney, Hunter, llawarra, Macarthur and Gosford/Wyong Areas. In addition
roundly $3.8 million has been included in aflocations to other Departments for
projects initially established under these schemes which have now been
incorporated into those Deparunent’s on-going programs.

@ $4.4 million for the program Provision of Land for Public Purposes, to meet the costs
of administration of land acquisition financed from capital resources.

@ $50,000 for the annual endowment to the Historic Houses Trust.
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RECREATION AND CULTURE

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Recreation Facilities and Services ......... 103.0 117 1 13.7
Cultural Facilities and Support of the Arts . . 1354 141.1 4.2
Total ... ... 238.4 258.2 8.3
OVERVIEW
Figure 4.15

RECREATION AND CULTURE
(Payments expressed in real terms, 1983—84 base:
Percentage change on previous year)
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Over the five years to 1987-88, recurrent payments in the Recreation and Culture
area increased by 29.7 per cent in real terms. For 1988-89 the increase in dollar terms is
8.3 per cent, a real increase of 1.7 per cent.

The substantial real growth in this area reflects the coming on stream of a number
of major facilities including the Power House Museum, expansion of the Art Gallery and the
State Library, and enlargement of the Australian Museum.
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1988-8% BUDGET HIGHLIGHTS

RECREATION FACILITIES AND SERVICES
e $19.8 million to encourage participation in sport and recreation including—
* $870,000 for Vacation and After-School Play Centres.
* $1.3 million for Vacation and Special Swimming Schemes.
@ $9.4 million for the operating costs of twelve Sport and Recreation Centres.

@ $12.1 million will be available for disbursement via the Sport and Recreation Fund
to councils and sporting associations for sports development and the provision of
associated facilities.

@ Excluding Cave Resorts managed by the Commission, $21.3 million, (up 41 per
cent or $6.1 million on 1987-88) will be available for Promotion and Development
of Tourism. The Minister for Tourism has recently announced a proposal to lease
to the private sector the operation of Jenolan Caves House in 1989. As from 1st
July, 1988 resorts at Jenolan, Wombeyan and Abercrombie Caves are being
operated as a “‘commercial” activity within the overall Government framework. Major
features of the Tourism Commission include—

* $5.5 million for advertising and publicity campaigns to attract tourists to N.S.W.
from other States and overseas.

* $2.5 million to promote Sydney to domestic and international markets following
a merger of the Sydney Convention and Visitors Bureau and the Sydney
Tourism Marketing Board.

* $1.1 million for further development of a computerised information/sales service
to assist and support the tourist industry.

* $162,000 for the Commission to establish a representative for New South Wales
in Singapore to cover the important Asian markets.

* $413,000 for the provision of grants to approved regional tourist associations
for information centre services.

* $4.7 million for the provision of Tourist Information and Sale of Travel.

© $47.0 million for the operating costs of the National Parks and Wildlife Service,
inclusive of collections from various fees and charges. Provision has been made
for the costs of maintenance of additional parks, including the Yengo National Park
and Parr State Recreation Area.

CULTURAL FACILITIES AND SUPPORT OF THE ARTS

© $23.2 million (up $7.9 million or 52.0 per cent on 1987-88) for the Museum of Applied
Arts and Sciences. This increase provides for additional costs associated with the
continued development of Stage I of the Power House Museum, inclusive of a
contribution of up to $200,000 by the Government to match on a dollar for dollar
basis funds raised by the Museum's Trust.

@ $6.9 million (up $1.6 million or 30.5 per cent on 1987-88) for the Art Gallery of N.S.W.
inclusive of $350,000 from the Consolidated Fund for the annual endowment to the
Trustees and a contribution of up to $400,000 by the Government under the
agreement to match on a dollar for doliar basis, contributions to the Art Gallery
Foundation.

® $10.5 million (up $1.4 million or 15.1 per cent on 1987-88) for the Australian Museum
inclusive of $300,000 from the Consolidated Fund for the annual endowment to the
Trustees and a contribution of up to $350,000 for special projects under the
agreement to match on a dollar for dollar basis, contributions from other sources.
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© $29.3 million (up $3.2 million or 12.0 per cent on 1987-88) for the State Library. The
estimate includes—

*$1.8 million (up $210,000 or 12.4 per cent on 1987-88) to the Library Council
of N.S.W. for the purchase of books, films and other library materials for the
State Library of N.S.W.

*$12.1 million for subsidies and grants to councils and other organisations for
library services generally. The esiimate includes $2.0 million for special grants.

@ $17.3 million from Consolidated Fund (up $2.5 million or 17.1 per cent on 1987-88)
towards the operating costs of the Sydney Opera House and to provide for
refurbishment and major maintenance and re-equipment.

© $364,000 as a contribution to the Festival of Sydney.

@ In line with the commitment to the containment of debt and debt servicing costs,
the Government has elected to retire the outstanding debt of the Sydney
Entertainment Centre.

The 1988-89 allocation to the Centre of $5.0 million represents the final interest
charge on loans repaid in the order of $40 million.

® $8.6 million from Consolidated Fund (up $375,000 or 4.5 per cent on 1987-88) for
general support of cultural activities.
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ECONOMIC SERVICES

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Agriculture, Forestry and Fishing .......... 267.9 294.7 10.0
Mining, Manufacturing and Construction . . .. 58.0 59.2 2.1
Transport and Communication ............ 1,326.5 1,421.9 7.2
Other Economic Services ................ 271.3 264.4 (—)2.5
Total ... 1,923.7 2,040.2 6.1
OVERVIEW
Figure 4.16
ECONOMIC SERVICES
(Payments expressed in real terms, 1983—84 base;
¢ m Percentage change on previous year)
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Over the five years to 1987-88 payments in the Economic Services area increased
by 9.4 per cent in real terms. This growth was principally due to increased payments in the
public transport area.
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By definition the Economic Services area, given that it is providing economic services
to specific areas of the community, should be capable of greater application of the user
pays principle and hence a higher ievel of self financing. Already initiatives have commenced
in this area to place certain activities on a more commercial basis by the application of user
charges, with receipts paid to working accounts. Both the Department of Agriculture and
the Soil Conservation Service, amongst other bodies, are moving to establish such
arrangements. Accordingly, while total payments for Economic Services may increase in real
terms in future, Consolidated Fund allocations are likely to decline reflecting greater financial
self-sufficiency in these areas.

Agriculture, Forestry and Fishing

While the impact of Rural Sector performance upon the economy is recognised, the
Government has examined areas in which subsidisation through the provision of low cost
services to farmers can be reduced or eliminated while at the same time redirecting resultant
savings into positive and dynamic initiatives aimed at improving the market performance of
the State's agricuttural products. The Government will, thereby, prepare the way for new
markets for industry to follow.

Transport Authorities

A prime focus of the June Financial Statement was the need for early reform of the
State’s public transport authorities. The correctness of this focus was confirmed by the report
of the State Audit Commission which identified major financial and performance difficulties.

Excluding Government passenger concessions, operating and financing losses for
public transport total $1,055.1 million (including $20 million for joint Commonwealth/State
assistance to the Coal Industry) or $184 per person. The issue is not whether it is appropriate
or not, to provide Consolidated Fund payments to support public transport but whether the
community is getting value for money. The future direction is to clearly identify the range
of services and associated costs and to deliver services in a more efficient and effective
manner. In certain areas, such as bulk freight, there is no 'public good’ rationale for
community subsidy to be provided. Such activities should fully cover cost and provide
sufficient surplus to cover future capital needs and liabilities and indeed provide an efficiency
dividend to the community. Simitarly, non-bulk freight activities should be capable of being
operated profitabily or, if not, should not be undertaken by the public transport system.

The June Financial Statement initiated certain steps that are estimated to save,
relative to forward estimates, $200 million in 1988-89. The initiatives included—
@ significant staff reductions due to the elimination of restrictive practices, improved
productivity and rationalisation of uneconomic services.
® greater role for the private sector in cleaning, catering and other services.
® increases in passenger fares to provide a more accurate signal of the economic
cost of the services provided.

The broad intention will be to progressively achieve further economies and so effect
further significant real reductions in the level of public support required.

In the past the main emphasis has been on what was termed the revenue
supplement. Finance charges were paid direct by Treasury and hence the transport
authorities did not have a financial incentive to achieve economies in capital payments.

In future a global approach is to be taken to public transport authorities, providing
a global public subsidy for operating losses (including financing charges) with the transport
authorities responsible for operating within budget.

80830-37396—13
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Other Economic Services

An element of the administrative restructuring undertaken by the Government shortly
after its election was to provide a more effective and focused approach to economic
development in New South Wales.

The new Department of State Development is responsible for co-ordinating major
development and liaising between the private sector and relevant, responsible Government
agencies. The Department also has a co-ordinating role for private sector proposals for
participation in public infrastructure.

Business and Consumer Affairs consolidates the former responsibilities of the
Department of Industrial Development and Decentralisation, the economic development role
of the former Premier’s Department, the Department of Consumer Affairs, the Corporate
Affairs Commission and the Department of Co-operative Societies. The objective of the
consolidation of these entities is principally to provide a more integrated approach to
business development and consumer affairs while, at the same time, achieving significant
administrative economies.

The Department of Mineral Resources is geared to improve efficiency and
effectiveness in mineral exploration and development of mining industry in New South Wales.
A major thrust during 1988-89 financial year will be the preparation of new legislation for the
mining industry aimed at deregulation and administrative efficiency.

The Department will deliberate with private enterprise to develop a number of modern,
efficient and cost competitive new coal mines to come into production over the next three
to five years. These mines will be developed to enable New South Wales to share in the
anticipated growth in World demand for coal for power generation.

Computer funding has been provided for the continued development of a
computerised mineral resources land information system to ensure effective, up to date
information is available to achieve the department’s goals. The system will also provide the
community with information on the needs, problems, opportunities and benefits of a
productive exploration and mining industry in New South Wales.

1988-89 BUDGET HIGHLIGHTS

AGRICULTURE, FORESTRY AND FISHING
The following are some of the major allocations within this category—

® $55.6 million for plant industry programs concerned with pastures and all field and
horticultural crops, and including the regulation of plant imports and exports. The
allocation provides for the costs of research into crop diseases, pests, nitrogen
deprivation in scils and other applied research, including safety and quality
standards for fertilisers and cereals.

© $47 4 million for animal industry programs, including the modified cattle tick control
program and the Tuberculosis and Brucellosis Eradication campaigns. The State’s
involvement in these schemes is continuing to decrease due to the success of the
eradication campaigns and the implementation of new control procedures.

® $45.1 million for Agricultural Support Services which comprises advisory services,
grants to promote the advancement of agriculture and agricultural education,
marketing services to improve efficiency by advice on commodity prospects,
economic conditions and the development of agricultural prospects overseas.

© The Government will match the Commonwealth's contribution ($2.1m) under the
Rural Adjustment Scheme for new debt reconstruction, farm buildup and farm
improvement. In addition an amount of $600,000 will be provided in 1988-89
{($200,000 will be allocated from the Consolidated Fund and $400,000 will be
available from funds unspent in 1987-88) under a State Rural Adjustment Scheme




179

which is specially for cereal growers i.e., growers of wheat, barley, triticale, ryecorn
or rice crops. To be eligible for assistance under this scheme, growers have to be
able to demonstrate that in a normal year at least 50 per cent of their farm income
is derived from cereal cropping.

© $15.2 million for fish industry programs including $380,000 for shark meshing of
beaches.

® $39.47 miltion for the Soil Conservation Service to provide services for the benefit
of the community directed to the conservation of soil and farm water resources
and rehabilitation of degraded lands.

© $98.7 million for the recurrent costs of the Department of Water Resources
management of the State’s water resources, including maintenance and operation
of major water storages, monitoring and regulation of stream flows and
administration of irrigation areas (excluding pensioner rebates). The allocation
includes—

*$1.6 million for administration of supply of water to irrigators from regulated
streams;

* $6.0 million as the State’s share of the cost of maintenance and administration
of the River Murray Commission;

* $250,000 towards the costs involved in relocation of administrative services to
regional offices;

*$29.0 million for debt service costs on the Department of Water Resources
capital borrowings;

*$29.1 million for administration and operation of Irrigation Areas and Districts
water supply scheme.

@ The Forestry Commission has been moved to the outer Budget sector and is now
responsible for funding most of its commercial activities. The Government has
undertaken to provide financial support to meet the Commission's ‘public good”
activities that is activities provided on non-commercial grounds. The contribution
in 1988-89 will be $13.3 million towards providing the following services—

* Wood technology services

* Wildlife and flora reserves

* Catchment management

* Recreational use of Forests

* Community fire protection and other emergency services
* Advisory services

* Environment enhancement

TRANSPORT AND COMMUNICATION

Transport Authorities

The following summarises the Government contribution to the State Transport
Authorities, excluding Government passenger concessions.

Actual Estimate
1987-88 1988-89 Variation
$m $m %

For payment to the State Transport Authorities
in respect of—
Contribution towards
Finance Charges—
State Rail Authority ................. .. 428,954 461,100 +75
Urban Transit Authority . ............. .. 28,322 30,720 +8.5
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Actual Estimate
1987-88 1988-89 Variation
$m $m %
Contribution towards.
Operating Losses—
State Rail Authority .............. .. ... 445597 469,990 +55
Urban Transit Authority ........... ... .. 93,390 73,274 —21.5
Joint Commonwealth/State assistance to the 20,000 20,000 —
Coal Industry (SRA) .....................
Total ... .. 1,016,263 1,055,084 +3.8

The distribution of the public sector subsidy between operating losses and finance
charges shown above is simply to provide an indication of the orders of magnitude involved.
The public subsidy is in fact a global allocation which the transport authorities are able to
utitize within their charter in a most appropriate and effective manner.

Other Transport and Communication

© $151.3 million (up 17.8 per cent or $22.9 million) to the Department of Motor
Transport to allow continuation of its present activities, including the main functions
of driver licensing and vehicle registration. The introduction to photo-bearing
licences is expected to commence during 1988-89.

@ The departments of Motor Transport and Main Roads and the Traffic Authority of
N.S.W. are being restructured with the intention of merging them into one Inner
Budget Sector Department, to be known as the Department of Roads and Traffic.
This is consistent with the Government’s policy to achieve efficiency and better
public sector management. It will enhance the efficiency of the State's road
pianning, construction, traffic safety and management and vehicle registration and
driver licensing operations.

@ An amount of $1.0 million has been provided for cycleway projects.

® The Ministry of Transport will provide $140,000 for the Air Transport industry
Council.

OTHER ECONOMIC SERVICES

Business and Consumer Affairs

The following are the main features of the allocation for Business and Consumer

Affairs—

® A total of $104.3 million will be available to meet the agency's expenses in 1988-
88. This includes $57.7 million for the business support program, $20.9 million for
the client services program and $10.5 million for the compliance program.

@ Included within the business support program are the following special assistance
measures—

*$11.4 million is anticipated to be paid from the Industries Assistance Fund for
provision of grants and subsidies to industries and is aimed at promoting
growth and international competitiveness.

*$2.5 milion to assist Australian companies improve their quality control
procedures.

*$8 million is expected to be spent under the National Industries Extension
Service, which is a joint Commonwealth/State initiative for the manufacturing
sector. The program is aimed at improving the performance of small to medium
size manufacturing organisations which have export potential,

@ Further details of initiatives aimed at promoting industry and small business in New
South Wales appears in the separate section “Assistance to Industry and Small
Business”.
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Employment Initiatives—

© $63.5 million has been allocated for special schemes to promote youth employment
and training and employment generally. (For further details, refer to separate section
in this paper "Employment and Training including Youth Initiatives™.)

Depariment of Mineral Resources

Details of the Department’s allocation are as foliows—
© $39.5 million to meet operating costs of programs which include a wide range of
services to the mining industry in three main areas—
*identification and development of mineral and petroleum resources ($8.0
million).
" assistance to the coal industry to ensure responsible exploration assessment
and utilisation of the State's coal resources ($20.3 million).
* provision of professional and promotional services generally ($8.5 million).
© Some specific allocations within these programs include—
*$380,000 to further encourage geological prospecting, resource assessment
activities and mineral exploration;
* $120,000 for primary and emergency rehabilitation of mined areas to eliminate
danger to the public;
* $2.1 million for the State's share of the costs of administration of the Joint Coal
Board;
*$2.5 million for payment of claims for mine subsidence;
*$1.7 million to continue the development of computer network required for
Mineral Resources Land Information System:

It should also be noted that a further $20 million has been provided through the
Ministry of Transport under the Commonwealth/State assistance scheme for coal
freight rate reductions for a number of NSW coal producers.

Department of Energy

® Expenditure by the Department of Energy is expected to reach $34.5 million in 1988-
88. Key energy schemes included in this amount are—

* $4.6 million for the Traffic Route Lighting Scheme;

*$2.4 million to County Councils in respect of the State’s share of concessions
on electricity charges to pensioners:

*$4.8 million (up from $2.3 million expenditure in 1 987-88) for the scheme
established to help under-privileged families, unemployed and low income
earners meet electricity charges;

* $4.5 million for an expanded program of research and development of energy
sources;

* $3 million for the remote area power assistance scheme—six times the amount
spent in 1987-88.

Department of Lands

© $18.0 million for the mapping and related surveying programs.

© $4.2 million to continue the development of computer systems required for mapping
and for the -State Land Information System.
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GENERAL ADMINISTRATION

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Legislative Services ..................... 49.0 518 (+) 57
Financial and Fiscal Services ............. 915.9 1,033.4 (+) 128
Payroll Tax ........... ... .......... .. 210.8 226.0 (+) 72
Superannuation . ............... . . 413.3 497 .4 (+) 203
Other oo 700.7 691.3 (=) 1.3
Total ... 2,289.7 2,499.9 (+) 9.2
OVERVIEW
Figure 4.17

GENERAL ADMINISTRATION

(Payments expressed in real terms, 19833~84 base;
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General administration covers a large number of activities provided by a range of
agencies, including—

@ legislative services

@ debt charges for Consolidated Fund entities

© operations of the Treasury’'s Offices of State Revenue and Financial Management
and the State Lotteries Office

® superannuation costs

@ activities of the Department of Administrative Services, covering part of Public
Sector accommodation and relocation costs, cleaning services, printing services,
Government purchasing.

Over the five years to 1987-88, payment for General Administration increased by 0.5
per cent in real terms. In 1988-89 payments will increase by 9.2 per cent, a real increase of
2.5 per cent.

A major recent development has been the application of user charges to transactions
between Government departments. This development followed on a Treasury report that
examined Service Wide Payments and Services. In the past a wide range of administrative
services and payments for items such as payroll tax, debt costs, superannuation,
accommodation and cleaning services have been handled by a group vote to Treasury or
some other central agency. The allocation to individual Departments of such costs has two
main purposes—

@ by imposing the full costs of services on individual Departments, it will encourage

economies in the use of services;

@ by allocating such costs to individual Departments, a more accurate reflection of
the cost of delivering programs will be provided.

In 1988-89, user charges have been introduced for payroll tax, cleaning and technical
services and certain of the superannuation costs have been allocated to specific programs.
Debt costs were to be allocated in 1988-89 but, in view of the Government's strategy to
eliminate borrowings by inner budget sector entities, action has been deferred.

In 1989-90 user charges will be extended to include all accommodation costs,
superannuation, maintenance and the balance of other common services.

Another major development has been the establishment of the Department of
Administrative Services to consolidate and improve the efficiency, economy and effectiveness
of the operation of common services Agencies such as the Government Supply Office, the
Government Printing Office, computer services and property and accommodation
management. The objective is to establish the Department as an efficient and effective entity
and then expose the Department to competition from the private sector.

1988-89 RECURRENT BUDGET HIGHLIGHTS

LEGISLATIVE SERVICES

The allocation for legistative services is $51.8 million, up 5.7 percent. An amount of
$8.0 million has been provided to meet the cost of payments to the Parliamentary
Superannuation Fund which was formerly met from the Treasury allocation.

An amount of $1.4 million has been made available to meet the operating costs of
Parliamentary Committees including funds for the establishment of new standing committees
within the Legislative Council, namely a Committee on Social Issues and a Committee on
State Development.
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Funds to the extent of $1.3 million_have also been provided for additional word
processing facilities in Parliament House and for additional work station facilities in each
electorate office.

FINANCIAL AND FISCAL SERVICES—

Debt Charges—

© $619.5 million (down $3.5 million or 0.6 per cent on 1987-88) to meet liability for
Commonwealth General Purpose Loans.

© $55.0 million (up $4.1 million or 8.1 per cent on 1987-88) to meet the repayments
on Commonwealth Specific Purpose Advances.

© $132.1 million (up $59.8 million or 82.6 per cent on 1987-88) for interest charges
and fees payable to the NSW Capital Works Financing Corporation.

@ $21.7 million (down $33.3 million or 60.5 per cent on 1987-88) for debts assumed
from various authorities.

Office of State Revenue—
© $4.7 million has been allocated to meet costs of providing relief from certain State
taxes, as follows—

Actual Estimate
1987-88 1988-89 Variation
$m $m %

First home purchase— ..................
stamp duty deferred
payments scheme .................... 6.540 2.500 (—) 618
Remissions and refunds— ...............
stamp duty on certain
instruments ........... ... L. 1.534 0.750 (=) 511
Remissions and refunds— ...............
petroleum licence fees

incertaincases ...................... 1.060 1.000 (=) b7
Other remissions and refunds ............ 0.620 0.460 (=) 258
Total ... ... . 9.754 4.710 (—)51.7

The 1988-89 allocation for the First Home Purchase Stamp Duty Deferred Payments
Scheme now only provides for administration costs following the change in accounting
arrangements during 1987-88 which allowed the payment of stamp duty in respect
of eligible purchases to be deferred. This removed the previous requirement for the
Government to pay itself the duty in the first instance.

The variation on the item, “Remissions and refunds - stamp duty on certain

instruments”, reflects mainly the effect of the exemption, under the amendment to
legislation, from stamp duty liability of certain asset reconstruction of companies.

@ $7.1 million has been provided for the purchase of additional computer equipment
in 1988-89. In addition, $170,000 has been allocated to meet recurrent costs of the
computer equipment.

© $203,000 has been provided to meet the costs of implementing the Diesel Fuel
Exemption Certificate scheme.
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State Lotteries Office—

$45.1 million (down $0.3 million or 0.7 per cent on 1987-88) has been provided for
administration costs of the State Lotteries Office. {The 1987-88 expenditure included
$7 million for the installation of the on-line Lotto computer system compared with the
$2.7 million to be spent in this regard in 1988-89.) $630,000 has been allocated under
the Sale of Lotteries Program for payment to the Commonwealth Government for the
permit required to allow Lottery sales in the A.C.T. The Director of State Lotteries
holds a joint ficence under the Lotto Act 1979, with Lotto Management Services Pty
Limited and is responsible for a range of functions, including appointment and control
of the network of agents, operation of the Lotto Subscriptions Account and the Lotto
Prize Fund, accounting for revenue and payment of prizes, initial processing of Lotto
entries and administration of the Lotto Rules.

Sixty percent of gross Lotto subscriptions will be payable for prizes. After payments
to Lotto Management Services in terms of the Act and the licence and some $2 miflion
to the Commonwealth for duty on Lotto sales in the A.C.T., the balance of
subscriptions are paid into the Consolidated Fund.

Payments to the Commonwealth for duty on Lotto sales in the A.C.T. and to Lotto
Management Services Pty Limited are made from the Lotto Subscriptions Account
and are not reflected in the Budget.

PAYROLL TAX

An amount of $226 million has been allocated to departments and authorities to meet
the cost of State Payroll Tax.

SUPERANNUATION

The total payment for superannuation will be $520.3 miliion (up $86.1 million or 19.8
per cent on 1987-88), as follows—

Actual Estimate
1987-88 1988-89 Variation
$m $m %
State Superannuation Fund (closed scheme) 261.5 2858 (+)93
Employer's liability to
Non-Contributory Superannuation (Basic
Benefit) ...... . ... ... ... ... .. 2.7 11.2 (+) 3148
Coal Mining Industry
Schemes ...... ... .. .. ... .. 29.0 17.2 (—) 407
Police Superannuation
Fund™ ..o 104.3 168.0 (+) 61.1
Contribution to Parliamentary
Superannuation Scheme* ............ .. 9.0 9.0
Contribution to Judges
Pension Scheme* ... .. ... .. ... . .. .. . . 39 4.4 (+) 128
Other . ... ... ... ... ... 29 1.8 (—) 379
Total ... . . 413.3 497 .4 (+) 203

* Provisions for these schemes have been included within the allocations for the
Police Department, the Legislature and Attorney-General's Department
respectively in 1988-89.
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OTHER—-

General Administration—

$147.0 million (down $171.7 million or 53.9 per cent on 1987-88) for administrative
costs to the Government including—

Actual Estimate .
1987-88 1988-89 Variation
$m $m %
Department of Administrative Services—
Government Communications .. ... . .... 1.6 1.8 12.5
Technical Services* ........ ... ... ... 7.7
Property Administration .......... .. ... . 67.4 93.3 38.4
Corporate Services ............... .... 46 2.7 (—) 413
Administration ..., ... L. 0.3 1.9 533.3
Government Printing Office—
Printing Services ................... .. 8.9 9.3 45
Government Supply Office—
Government-wide Supply and Technical
Services™ ... ... 34.0 20.3 (—) 40.3
Government Cleaning Services * ... . ..., 178.7
Government Courier Services ........... 15.5 17.7 14.2
Total ... ... 318.7 147.0 {(—) 539

* Computer, Centralised Payroll, Cleaning and Technical Services provided from
the Consolidated Fund in 1987-88 will be off-budget as from 1988-89.

The Department of Administrative Services allocation provides for—

© $87.6 million (up $26.2 million or 42.6 per cent on 1987-88) for the Office
Accommodation Program including—

. * $62.8 million (up $11.3 million or 21.9 per cent on 1987-88) for lease rental of
office accommodation for Government purposes, comprising—-

$59.2 million for rental commitments under existing leases.
$3.6 million to provide for the cost of new leases undertaken during the year.

The estimated expenditure allows for the full-year effect of increases in lease
rental rates in 1987-88, for anticipated increases this year, and for an expected
increase in the number of muiti-occupancy leases in 1988-89.

* $18.1 million (up $10.7 million or 144 per cent on 1987-88) for expenses
associated with the program for relocating Government offices to the suburbs.

* $3.2 million for the cleaning of multi-department office space.

* $1.9 million (up $466,000 or 33.2 per cent on 1987-88) to meet the debt servicing
costs of the Blacktown Office Block.

The Government Printing Office allocation of $69.6 million (up $10.8 miliion or 18.4
per cent on 1987-88) will enable it to meet the costs of printing, paper converting
and publishing services of the Printer for Parliament, Government Departments and
Authorities. The expenditure program will be financed by $60.3 million in revenue from
sales and charges and $9.3 million allocated from the Consolidated Fund to meet
the Printer's costs of producing the Government Gazette, providing standard forms
and stationery in common use by Departments and of operating Branch Offices
throughout the State to carry out short printing runs.
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The allocation to the Government Supply Office provides for—

© $14.9 million (down $15.0 million or 50.2 per cent on 1987-88) for the administrative
costs of the Government Supply Office as the State Government’s purchasing
agency.
The allocation excludes the cost of providing technical and passenger motor vehicle
services to Government Departments and instrumentalities as these functions
commenced to operate on a cost recovery basis from the 1st July 1988. By
charging out these costs to Departments a more accurate picture of the cost of
service delivery can be determined.

The allocation allows for the purchase of commercial motor vehicles ($4.1 million),
which remains on Budget this financial year. It is proposed that at a later date the
cost for commercial vehicles will be charged to Departments in a similar manner
to the service wide payments, such as technical and passenger motor vehicle
services introduced in this budget.

© $17.7 million (up $2.2 million or 14.3 per cent on 1987-88) to meet the costs of the
Government Courier Service associated with the mail and parcel delivery service
for Government Departments in the Sydney metropolitan area, Newcastle,
Wollongong and country centres.

@ $1.4 million for various Government Supply Office computerisation projects.

As a consequence of the adoption of full cost recovery within the Government
Cleaning Service this financial year, the total cost of providing these services ($196.6
million) has been allocated to user Departments.

Other—

$21.9 million (up $1.4 million or 6.8 per cent on 1987-88) to meet costs associated
with the management and administration of Crown Lands. The allocation aliows for
increased expenditure including the implementation of proposed legislative changes
to reform administration, sale and lease of Crown Lands. Also included is $1.1 million
for payment into the Public Reserves Management Fund for improvements to local
parks and reserves, walking tracks and for assistance to Trustees of showgrounds.

$40.2 million (of which $39.2 million has been provided in previous years and is held
in Special Deposits Account) is available for the co-ordination of State Government
Bicentennial Activities and Australia Day Celebrations, which includes the Bicentennial
program. The program consists of commemorative projects, community based
activities, history and education projects and arts and cultural programs throughout
the State.

$908,000 for the costs of preparation and promotion of Sydney's bid to host the 1996
Olympic Games.

$3.8 million for the Ombudsman's investigation of citizen's complaints (up $0.9 million
or 29.9 per cent), including provision for the additional inspection and reporting
obligations of the Ombudsman's Office arising out of new Commonwealth/States
complementary legisiation governing the interception of telephone calls.

An amount of $1 million has been provided within the allocation to the Treasurer to
provide for a study of methods of reducing workers’ compensation costs in
Government departments.
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OTHER PURPOSES
NATURAL DISASTERS RELIEF

$20 million is included in the recurrent estimates to meet expenditure in 1988-89 associated
with relief of personal hardship and distress, road and freight subsidies and loans to primary
producers and small businesses.

Additional provisions have been made in the capital works program to provide for
costs associated with restoration of assets such as roads, railways and buildings which were
severly damaged by the widespread storms and floods which hit the State in April/May and
early July.

Overall it is estimated that the Government will incur expenditure in excess of $60
million this year on costs associated with natural disasters.
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ADVANCE TO THE TREASURER
ADVANCE TO THE TREASURER

An amount of $50 million has been allocated to provide for supplementary charges and
expenses of a contingency nature during the financial year. This compares with $134 million
allocated for this purpose in 1987-88. (Details of the programs and items to which this
allocation was applied in 1987-88 are shown in Schedule 1 of the Appropriation Bill 1988—
Budget Paper No. 6.)
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SECTION 5: CAPITAL BUDGET

5.1 Introduction
5.2 Funding

5.3 Payments by Functional Area
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5.1 INTRODUCTION
INSTITUTIONAL FRAMEWORK

Australian Loan Council

The arrangements for managing public debt and borrowings of the Australian States
were established in an agreement in 1827 between the Commonwealth and the States,
known as the Financial Agreement. Under the Agreement the Australian Loan Council was
established to co-ordinate future borrowings of the Commonwealth and the States.

The Australian Loan Council, which consists of representatives of the Commonwealth
and each State, determines each year the borrowing program to be undertaken by the
Commonwealth for its own purposes and on behalf of the States, as well as the level of
borrowings of semi-government authorities. (Further details on these arrangements are
provided in Budget Paper Number 4.)

Capital Works Commitiee

The Capital Works Committee is chaired by the Premier and Treasurer and its other
members are the Deputy Premier, Minister for State Development and Minister for Public
Works, the Minister for Business and Consumer Affairs, and the Minister for Industrial

Relations and Employment.

The Committee has the overall responsibility for formulating the State’s capital budget
strategy, programming new capital works projects and oversighting the approved works
program.

Following decisions taken by the Australian Loan Council in May 1988 the Committee
met to finalise the capital works program for the current financial year.

During the year the Committee will meet regularly to review the current program as
well as the program for future years.

The Committee is serviced by the Capital Works Unit of the Premier’s Office. It also
receives direct input from the Budget Division of the Treasury which provides comprehensive
advice in relation to the draft capital works programs submitted by individual departments
and authorities. The Treasury is also responsible for monitoring the programs during the
year and for regularly reporting-to the Committee on the overall capital budget position.

Private Sector Participation

The Government has issued guidelines to encourage the private sector to play a
greater part in infrastructure projects including transport links, energy and water systems,
schools and hospitals.

The private sector already participates in the development of the State's
infrastructure, usually on a contract basis to the Government. However, it has dermonstrated
an increasing willingness to develop, construct and invest in public projects, often in
technically and financially innovative ways.

The guidelines for private sector participation in the provision of infrastructure
establish procedures under which worthwhile projects can be identified, evaluated and further
developed in a manner aimed at maximising community benefit. The guidelines also require
the private sector to assume the normal commercial construction and operating risks

associated with the projects.

All investment in infrastructure involves a cost which is borne by the community,
whether capital funds are provided by the public purse or by private investors. Investment
proposals therefore need to be carefully reviewed to determine their cost effectiveness and

their relevance to the community's needs.
80830-37396—14 )
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The Deputy Premier, as Minister for State Development has been appointed as Co-
ordinator General to co-ordinate the development of major infrastructure proposals. The
Capital Works Committee, of which the Deputy Premier is a member, will determine which
proposals should proceed, and the nature and extent of private sector involvement.

1988-89 CAPITAL BUDGET

In framing the 1988-89 Capital Budget the Government was faced with large real cuts
in the loan funds provided to New South Wales by the Commonwealth and rapid escalation
in the debt servicing charges being met on behalf of departments within the Inner-Budget

Sector.

At its meeting in May, 1988 the Australian Loan Council reduced the global borrowing
allocation to the State by 5.8 per cent to $1,449.9 million and allowed no increase in the
level of general purpose capital payments which will remain at $172.7 million. In addition,
specific purpose payments provided by the Commonwealth for capital purposes are
estimated to fall by $40.3 million, or 5.1 per cent, to $747.5 million.

In real terms, the funding sources controlled by the Australian Loan Council and the
Commonwealth Government have fallen by $291.8 million or over 10 per cent.

Over the last five years there has been significant growth in the debt servicing costs
of the Inner-Budget Sector. This trend had been brought about by the reliance on the use
of borrowings to finance social and community infrastructure which, for the most part, does
not produce income to service the associated debt charges. This cost therefore must be
met from the Consolidated Fund. Further details are provided in section 9.3.

The Government has a commitment to contain debt. At a time of large real cuts in
Commonwealth funds it has been necessary to effect significant reductions in some areas
of the capital works program.

Overall, the 1988-89 capital works program totals $4445.1 million, some $38 miflion
more than payments in 1987-88. However, payments last year were affected by the freeze
placed on the letting of new contracts following the Government’s taking office. Compared
to the 1987-88 projected program of $4,493.4 million (excluding Home Purchase Assistance
Program which is now funded outside the Capital Budget), the current year's program
represents a cut in real terms of $340 million or 7.1 per cent.

Despite the cuts that have been necessary, the Government has significantly
increased allocations, in real terms, in the priority areas of roads, health, law and order, and
education.
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5.2 FUNDING OF CAPITAL BUDGET

Over the last five years or so there has been a steady decline in the use of
borrowings to fund the capital works program. Borrowings were some 66 per cent of capital
works funding in 1982-83 and this proportion steadily declined to 42 per cent in 1987-88. In
1988-89 this trend will accelerate sharply, with borrowings only constituting some 30.5 per
cent of funding.

Figure 5.1
SOURCE OF FUNDS
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This year loans to be raised under the global borrowing arrangements will fall short
of the limit set for New South Wales by $179 million. This has been possible through a greater
reliance on general revenues available to the Consolidated Fund and a more intensive
program of asset sales.

However, while the overall recourse to borrowings has declined, the use of borrowings
by the Inner Budget Sector has increased markedly. This development has been associated
with the severe cutback in Commonwealth capital funding and the rapid increase in
expenditure on social infrastructure such as hospitals, educational facilities, courts, prisons
and recreational and cultural facilities. This trend is shown in Figure 5.2

Figure 5.2
TOTAL BORROWING BY INNER & OUTER BUDGET SECTORS

[R5
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As a result debt servicing costs for the Inner Budget Sector have increased markedly,
averaging 17 per cent annum for the last five years.

Debt servicing costs have increased from 9.3 per cent of recurrent Consolidated Fund
payments in 1983-84 to 12.6 per cent in 1987-88 and are projected to increase marginally
to 12.9 per cent for 1988-89. Further details are provided in Section 8.3.

The accelerating debt cost of the Inner Budget Sector has been stopped in
1988-89, with debt costs of the Inner Budget Sector increasing by 8.1 per cent compared
to roundly 18 per cent last year.

Figure 5.3 shows the sources of funds for the 1988-89 capital works program in total.

Figure 5.3
CAPITAL WORKS PROGRAM 1988—-89 (Estimate)

Source of funds

INTERNAL AND
OTHER FUNDING
$ 2254.3M 50.7%

COMMONWEALTH GENERAL

PURPOSE PAYMENTS
/ $172.74 3.9%

COMMONWEALTH SPECIFIC

GLOBAL PROGRAM PURPOSE PAYMENTS
$1270.8M 28.6% $747.5M 16.8%

TOTAL = $4445.1M

Table 5.2: Sources of Funds Statement
1987--88 and 1988-89 Capital Works Program

1987-88 1988-89 %
$m $m Movement
General Purpose Capital Payments—
Loans ... . ... ... ... . .. ... 114.5 864 (—) 245
Grants . ... 58.2 86.3 48.3
Sub Total . ...... .. .. ... ... ..... 1727 1727 0.0
Global Borrowings .......... ... ... ... .. .. 1,539.7 1,270.6 (—)17.5
Commonwealth Specific Purpose Capital Payments 787.7 747.5 (—)5.1
Internal Funding—
Consolidated Fund ... ... .. .. .. 2150 329.7 533
Revenue . e 816.1 1,041.8 21.7
Reserves . . S 575.0(a) 429.1 (—)25.4
Other . . 300.6 4537 50.9
Sub Total . o 1,906.7 2,254.3 18.2
TOTAL . o Lo 4,406.8 4,445.1 0.9

(a) includes unallocated loan funds from earlier years.
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General Purpose Capital Paymenis

Under the Financial Agreement of 1927, the Commonwealth and the States agree at
Loan Council each year on the level of general purpose capital payments.

The moneys paid under the program are raised by the Commonwealth and provided
to the States in the form of both grants and loans. In 1988-89 grants have been increased
to one-half of the overall allocation, compared to approximately one-third in previous years.
These payments are shown in Table 5.3 as Commonwealth loan and Commonwealth grants
respectively for the Inner Budget Sector.

States are able to nominate up to 100 per cent of the loan component for public
housing purposes. The loan moneys so nominated attract concessional terms. New South
Wales nominated the maximum for public housing in both 1987-88 and 1988-89. Budget
Paper No. 4 provides further details on this program and other areas of Commonwealth-
State financial relations.

Global Borrowing Limit

The global borrowing limit is the annual ceiling on new borrowings by semi
government authorities imposed by Loan Council. The limit includes all forms of external
financing, including conventional loans, leases, deferred payments and joint ventures. In New
South Wales these borrowings are undertaken by the N.S.W. Treasury Corporation which
on lends to statutory authorities.

Reflecting both the very severe cuts in the general purpose capital payments and
the increased concentration of the capital works program on the Inner Budget Sector, greater
flexibility was adopted in the application of the global limit. In 1987 the New South Wales
Capital Works Financing Corporation was established under the Public Authorities (Financial
Arrangements) Act to borrow from the N.S.W. Treasury Corporation and on pass funds to
Consolidated Fund Departments which traditionally have not had access to semi government
borrowings. Such borrowings are raised under the global limit and are only utilised to finance
capital works, not the recurrent budget. However, consistent with the overall budget strategy,
the use of borrowings for the Inner Budget Sector will be phased out.

In 1987-88, $387.4 million of the global borrowing fimit of $1,539.7 million was on
passed to the Inner Budget Sector while in 1988-89 $305.9 million will be applied for this
purpose.

Commonwealth Specific Purpose Payments

The Commonwealth makes payments to the States for specific capital purposes under
section 96 of the Constitution. The major payments are for public housing and roads. Budget
Paper No. 4 provides details on these payments.

Internal Funding

Under arrangements introduced in 1987-88, departments within the Inner-Budget
Sector are permitted to retain 50 per cent of the net proceeds from the sale or lease of
assets. Funds retained may be applied towards funding capital works expenditure or the
maintenance of existing assets and are regarded as internal funding available to the
departments. The remaining 50 per cent is paid to the Consolidated Fund and applied as
a funding source for the overall capital works program.

Capital repayments by departments and authorities to the Consolidated Fund
amounted to $27.9 million in 1987-88 and are estimated at $91.4 million for 1988-89. This
includes special repayments of $64.6 million by the State Rail Authority and Darling Harbour
Authority for funds advanced during 1987-88.
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In order to reduce the reliance of the Inner-Budget Sector on borrowings to finance
capital works, there has been a significant increase in the use of general revenues from the
Consolidated Fund to support the capital works program. Excluding forestry royalties now
retained by the Forestry Commission, which moved to the Outer-Budget Sector on 1 July
1088, funds from this source have increased from $29.5 million in 1987-88 to $34.0 million

in 1988-89.

The largest single item of internal funding is authority revenue. This consists of that
part of the income of semi government authorities, such as the Water Boards or the
Electricity Commission, which is applied to capital works expenditures. In 1988-89 this totals
$1,042.0 million compared to $816.1 million in 1987-88.

Assets sales, excluding capital repayments to the Consolidated Fund, will total $363.8
million in 1988-89 as a source of funding for the program. The strategy of using the proceeds
from sales in substitution of borrowings will make a significant contribution to containing

debt servicing costs.

(n addition to revenue, a number of authorities possess accumulated reserves which
can be utilised to assist in funding the capital works program. However, the level of reserves
has been substantially reduced over the last few years. Notwithstanding this trend, the 1987-
88 figure was inflated through the inclusion of borrowings of $177 million raised but not used
in prior financial years. This situation is unlikely to be repeated in future years as the
Government has a policy of limiting loan raisings to the maximum extent practicable. In 1988-
89 reserves will contribute $429.1 million to capital funding compared to $396.7 million in

1987-88.

The final internal funds category, “other”, includes miscellaneous funding sources such
as developer contributions and payments by Elcom Collieries.
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5.3 PAYMENTS

During the early 1980’s the State capital works program grew substantially in
real terms. The program reached a peak in 1984-85 and since that time has declined each
year in real terms. (See figure 5.4).

Figure 5.4

CAPITAL WORKS PROGRAM

(Payments expressed in real terms, 198384 base;

§{$ m Percentage change on previcus year)
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The reduction in public sector capital payments has created a climate conducive to
increased capital investment by the private sector. In real terms private capital expenditure
increased by 11.3 per cent and private equipment investment by 6 per cent over the 12
months ended June, 1988. The Government's strategy to encourage greater involvement of
the private sector in the provision of needed infrastructure will further contribute to the

strength of private sector investment.

There has also been a major shift in the program from the emphasis in the late 1970's
and early 1980’s on economic infrastructure, such as electricity development, railway
infrastructure and ports, to social infrastructure, such as housing and homesite development,
recreation and culture, public buildings and health. Social infrastructure will account for 47
per cent of the program in 1988-89 compared to 34 per cent in 1983-84.

Within the functional area of economic services, the most significant decline has been
in electricity development. In 1983-84 electricity development alone accounted for 27.2 per
cent of the overall capital works program whereas in 1988-89 it will represent 11.3 per cent.
Capacity now existing will meet electricity generation needs well into the 1990's.

Similarly, substantial investment has occurred in the areas of public transport. While
the community is now generally well served by public transport facilities, some $394 million
will be spent in this area in 1988-89 to ensure that the standard of infrastructure is
maintained.

Notwithstanding the increasing emphasis on social infrastructure, the roads
construction program (included within economic services) comprises the largest single
component of the overall capital works program at 25.3 per cent.

In 1988-89 significant declines have occurred in the areas of recreation and culture,
and public buildings. This is attributable to the substantial completion of the major projects
at Darling Harbour and those undertaken as bicentennial projects.

The decline in these two areas has enabled the 1988-89 program to be focussed on
the high priority areas of law, order and public safety, health, education and roads.

Figure 5.5 provides a functional break down of the 1988-89 capital works program.

Major features of the 1988-89 program are—

@ A record $1,125 million road construction program, representing an increase of 11.5
per cent or nearly 5 per cent in real terms. This does not include private sector
construction of toll roads estimated at $225 miliion.

@ A increase of $93.8 million in expenditure on law, order and public safety. The
program in this area will total $152.5 million. Major new works include
commencement of two maximum security prisons; commencement of the Sydney
Western District Court Complex at Parramatta and new court houses at Burwood,
Wyong and Byron Bay; and commencement of new police stations at Wollongong
and Hay.

© A significant increase of 23.5 per cent in the education program which totals $299.1
million. New works to be commenced include new permanent primary schools at
Northiakes and Erskine Park; replacement primary schools at Yamba and Freemans
Reach; a new permanent high school at Kincumber; and TAFE colleges at
Boggabilla and Sutherland.

© An increase of 21.1 per cent in the healith program taking the program to $211.4
million. Included in the program is planning for a new base hospital at Albury.
Provision has also been made for commencement of a $50 million program of
renovation, upgrading and improvement of existing hospital buildings.

@ A real commitment to public housing through an increase of some $80 million on
1987-88 expenditure. This has been achieved through a program of asset realisation
which has freed up resources to provide additional units of accommodation for
those most in need of public housing.
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Figure 5.5

CAPITAL WORKS PROGRAM 1988-89 (Estimate)
Functional classification of Expenditure

HOUSING & COMMUNITY SERVICES
$1105.0M 24.0%

ROADS

& 11250 25.3%

HEALTH
$211.4M 4.8%
OTHER

$ 504.0M 11.3%

$299.1M 6.7%

OTHER ECONOMIC SERVICES
$ 303.5M 6.8%

ELECTRICITY ,
$ 503.3M 11.3% \M
PUBLIC TRANSPORT

$ 303.8M B.9%

Total = §4445.1M
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LAW, ORDER AND PUBLIC SAFETY

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
PoliCe ... 12.2 38.0 (+) 2115
Law Courts and Legal Services .. ......... 14.6 53.6 (+) 267.1
Corrective Services .. ... ... ... 27.3 53.1 (+) 945
Other— .
Board of Fire Commissioners ........... 4.6 7.9 (+) 717
Total ... 58.7 152.6 (+) 160.0
OVERVIEW
Figure 5.6
LAW, ORDER AND PUBLIC SAFETY
(Payments expressed in real terms, 1983—84 base;
Percentage change on previous year)
$ m
120
100
it
80
40
20

198768

87  1988-89(e)
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Total capital payments for Law, Order and Public Safety are projected to increase
by 144 per cent in real terms over that for 1987-88.

In view of the substantial program of works in upgrading and expanding the Courts
system and increasing the capacity of the prison system, as well as the need to refurbish
and upgrade police buildings and provide improved police equipment, this trend of real
growth is projected to continue well into the future.

1988-89 CAPITAL BUDGET HIGHLIGHTS

POLICE DEPARTMENT

The allocation of $38.0 million includes $26.7 million for Police buildings, $10.5 million
for equipment and services and $0.8 million for Police housing.

The allocation of $26.7 million for the Police Buildings Program allows $16.1 million
for the continuation of works-in-progress at the Goulburn Police Academy, Sutherland and
Castle Hill Divisional Headquarters, Katoomba and Bossley Park Police Stations and the
Justice and Police Museum.

Provision has been made for New Works, as follows—

® $2.3 million for additional residential and teaching facilities at the Goulburn Police
Academy (ETC: $4.6 million).

© $0.7 million for construction of the Wollongong Police Station (ETC: $5.8 million).
@ $0.7 million for construction of the Hay Police Station (ETC: $0.7 million).

The $10.5 million for equipment and services includes $4.8 million for the replacement
of a helicopter and $3.2 million to replace obsolete telephone switchboards.

COURTS

The allocation of $53.6 million represents an increase of some 267 per cent over the
actual level of expenditure incurred last year. Work will continue on the fit-out of the Sydney
District Court in the Downing Centre and the new court house at Campbelitown, both
projects being an integral part of the overall strategy to reduce delays in the District Court
jurisdiction. The Sydney District Court project will cost almost $82 million and is expected
to be completed in mid 1990 while the Campbelltown court house is scheduled for
completion in April 1991 and will cost almost $14 million.

Provision has been made for commencement of the Sydney Western District Court
complex at Parramatta, this project also representing a vital link in the strategy to reduce
District Court arrears. Construction will commence on new court houses at Burwood, Wyong
and Byron Bay while work on new facilities at Sutherland and Katcomba will be completed
this year.

CORRECTIVE SERVICES

The main thrust of the Corrective Services program is the provision of additional cells
to relieve the overcrowding in prisons and the general upgrading of the existing
infrastructure. The average expenditure over the last three years was some $18.8 million
per annum which will increase to an estimated annual average of some $60 million over the
next 3 years.

The funding provides for the expansion of prison industries to help ensure that
prisoners are constructively employed.




218

The current year's allocation of $53.1 million includes provision for the following works-
in-progress—
@ $5.4 million for the construction of 60 maximum security single cells at Goulburn
(ETC $8.0 million)
@ $3.6 million for the construction of 2 cell blocks, each of 48 maximum security single
cells at Parklea (ETC $12.9 million)

© $3.6 million for Mulawa Women's Prison Stage 1 which consists of a 64-single cell
block and associated services, a 20-single cell segregation unit and a combined
Mulawa/Silverwater Prison Officers Amenities Block (ETC $13.5 million)

© $7.0 million for Mulawa Women's Prison Stage 2 which consists of a 66 single cell
block plus associated services (ETC $9.4 million)

® $12.3 million for the Long Bay Special Purpose Prison (ETC $17.4 million) which is
expected to be completed by January 1989 and will provide a self-contained 60
single cell witness protection facility

© Additional warks at Grafton, Long Bay, Parramatta and Siverwater

Within the New Works allocation of $13.6 million, provision has been made for the
following—

© $5.5 million for commencement of work on 2 maximum security prisons, each
consisting of 250 single cell accomodation (ETC $54.1 million each)

© $2.4 million for various industry buildings at nine locations throughout the State
(ETC $3.2 million)

® $1.4 million for redevelopment of the former Family and Community Services facility
St Heliers near Muswellbrook (ETC $2.4 million) which, when completed, will
accommodate up to 100 minimum security prisoners

© $2.0 million for the upgrading of the former Family and Community Services facility,
Brush Farm in Eastwood, into a Correctional Officers Training College

© $2.3 million for other new works

OTHER —

Board of Fire Commissioners

The Board's program of $7.9 million provides for expenditure of $4.0 million on new
fire stations and renovations to existing stations and $3.9 million for vehicles, major plant
and equipment and services.
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EDUCATION
=
Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Primary and Secondary Education ....... .. 152.0 199.7 314
Technical and Vocational Education ... ... 90.0 96.6 7.3
Other (including General Administration) ... 0.2 28 1300.0
Total ... .. . 242.2 299.1 235
OVERVIEW
Figure 5.7
EDUCATION

(Payments expressed in real terms, 1983—384 base;
Percentage change on previous vear)
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Over the five years to 1987-88, Education capital payments have decreased 4.8 per
cent in real terms. However, this outcome has been artifically deflated by the impact of the
capital works freeze imposed by the Government in the second half of 1987-88. A clearer
indication of the growth in Education capital payments is provided by the growth to 1988-
89, which shows an increase of 10.4 per cent.
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In regard to Primary and Secondary Education, while total Government School
enrolments have been declining, capital payments have been increasing in real terms. This
reflects, firstly, the need for upgrading of existing facilities, secondly, the requirement for
new equipment and, thirdly, shifts in the distribution of the population, particularly to the
West and South West of Sydney.

The TAFE area has had a very substantial ongoing building and equipment program,
which has also contributed to the large increase in expenditures.

1988-89 CAPITAL BUDGET HIGHLIGHTS
STATE SCHOOLS

The provision of $198.6 million (which includes $56.9 million from Commonwealth
Specific Purpose Grants) is for construction of 23 new schools, 12 of which are expected
to be completed during 1988-89, upgrading and additions to over 80 existing schools,
demountable classrooms, site acquisitions, school furniture and other general items.

Expenditure of $19.5 million will be incurred this year on major new works, including
new permanent primary schools at Northlakes and Erskine Park, replacement primary schools
at Yamba and Freemans Reach, a new permanent high schoo! at Kincumber and major
upgradings at Boorowa Central School and Chatham, Taree and J. J. Cahill Memorial High
Schools.

Upgradings and additions to existing facilities will be undertaken at a number of other
primary and secondary schools. Expenditure on primary and secondary schools works-in-
progress is estimated at $93.3 million in 1988-89.

A further $16.8 million will be expended on a wide range of minor works in 1988-89.

Expenditure on school furniture and equipment, site acquisitions, asbestos removal
and other miscellaneous items will be roundly $65.7 million in 1988-89.

TECHNICAL AND FURTHER EDUCATION

The allocation of $95.8 million includes $52.2 million from Commonwealth Specific
Purpose Capital Grants.

Major works to establish new colleges are to be undertaken at Boggabilla and
Sutherland. Major extensions are being undertaken at Blacktown, Deniliquin, Granville,
Campbelitown, Kurri Kurri, Macquarie Fields, Ryde, Sydney, Tamworth and Werrington.

Two joint TAFE/Industry projects, to construct a Building Industry Skills centre at an
appropriate location in the Western Suburbs and a Management Training Centre at Hamilton,
are due to commence.

Funds have been provided for a substantial program of upgradings to existing College
facilities at a number of locations including East Sydney and Sydney.

Provision has also been made for minor building works, site acquisitions and the
purchase of equipment for both the replacement of outdated equipment and the acquisition
of new high technology and computing equipment.

MINISTRY OF EDUCATION

The allocation includes $1.1 million for completion of the Newcastle Conservatorium
of Music and for the further upgrading of the Greenway Building, Sydney Conservatorium,
including sound-proofing of the Joseph Post Auditorium.
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An amount of $2.8 million has also been provided in 1988-89 to meet the first phase
of construction of a university of international standing in Western Sydney. The total cost
of Stage 1 is expected to be roundly $12 million (in current day prices), with construction
being completed for student occupation in 1990.

DEPARTMENT OF AGRICULTURE (Colleges)

Extensions to the C.B. Alexander Agricultural College, Paterson at a total cost of $1.4
million will be funded from Commonwealth sources.
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HEALTH
Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Area Health Services and Other Health 165.4 192.6 16.4
Services ... ..
Community and Other Support Services 78 174 123.1
Public Health (Including Inspection Services) 1.3 1.4 7.7
Total ... ... . 174.5 211.4 21.1
OVERVIEW
Figure 5.8
HEALTH

(Payments expressed in real terms, 1983—84 base;
Percentage changs on pravious year)
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For the five years to 1987-88, Health Capital Payments have increased by 66.8 per
cent in real terms. A significant part of this real expansion reflects the cost of the New
Teaching Hospital-Newcastle, Fairfield Hospital, Campbelitown Hospital Stage li, St Vincents
Hospital Darlinghurst, Sydney Hospital Redevelopment and the Sacred Heart Hospice.
Capital payments in 1988-89 will increase by a further 13.8 per cent over 1987-88 in real
terms.

From 1988-89 onwards the Health program is taking a new direction in that emphasis
will be placed in future years on replacement and upgrading the existing capital stock, rather
than increasing bed capacity. This policy is based on projections that the present number
of beds are adequate for future years, taking into account changing patterns of beds usage,
a decline in the length of stay for inpatients and a greater role by private hospitals. The
standard of Health facilities will improve significantly as the program is directed to upgrading

existing facilities rather than expanding capacity.

The new policy is contained in the Department’s five year forward plan which includes
major hospital redevelopment projects, a technology replacement program, an infrastructure
program to upgrade existing facilities and enhancement of psychiatric services in public
hospitals.

1988-89 CAPITAL BUDGET HIGHLIGHTS
AREA HEALTH SERVICES AND OTHER HEALTH SERVICES

An allocation of $192.6 million has been provided for area health services/public
hospitals and other health services. Brief details of major projects either in progress or
planned for commencement this year are listed below—

Works in Progress

oM
Acquisition of major hospital plant and equipment—X-rays, computers, new
technology (estimated total cost:.$99.8 million) ... 0 17.7
Campbelitown, Stage ll—Provision of new facilities including a maternity unit
and a day surgery unit and the refurbishment of selected facilities.
(estimated total cost: $24 million) ... ... ... .. . . 06
Fairfield—Construction of a new 200 bed hospital. (estimated total cost: $45
million) T 4.1
Gosford Psychiatric Unit—Construction of a new 30 bed centre (estimated total
cost: $6.4 million) ... T 3.0
Gosford District Hospital Stage 3 Development—Major redevelopment of
services (estimated total cost: $41.6 million) ... 1.6
Lismore Services Block—Provision of a new ward block to accommodate a
range of services (estimated total cost: $30.4 million) ... ... ... ... .. 3.0
Mercy Hospital, Albury—Upgrading obstetric facilities and hospital services
(estimated total cost: $3.5 million) ........... . . 14
New Teaching Hospital, Newcastle—Provision of a new 490 bed teaching and
referral hospital (estimated total cost: $169.0 million) .......... . .. .. .. 52.0
Nepean Hospital—Provision of a new kitchen block and a psychiatric unit
(estimated total cost: $8.1 million) ... ... 3.0

Port Kembla Hospital—Provision of a new rehabilitation unit (estimated total cost:
$34million) ... T T 3.2
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Royal Alexandra Hospital for Children—Major redevelopment (estimated total
cost: $64.8 million) .. ... ... ..

Sacred Heart Hospice, Darlinghurst—Construction of a new hospice on the
existing site to provide a range of facilities (estimated total cost: $16.5
million) ..

St George Hospital, Kogarah—Construction of clinical services building including
pathology facilities and cardiac intensive care facilities (estimated total cost:
$48.8 million) .. ...

St Vincent's, Darlinghurst—Provision for a new gastroenterological ward and a
new services block (estimated total cost: $35.0 million) ........ ... ....

Sydney Hospital—Major redevelopment involving renovations, restoration and
new buildings to provide operating theatres, accident and emergency ward,
intensive care unit and an Occupational Health Support and Services Unit
(estimated total cost: $45.7 million) . ... ... ... ... ...

Wollongong Hospital—Provision of a new diagnostic services block (estimated
total cost $55.8 million) .. ... ...

Other works will continue at Bulli, Holbrook, Liverpool, Parkes, Queanbeyan,
Royal Newcastle, Royal Prince Alfred and Sutherland

New Works

20

49

43

8.6

2.0

75

A range of new works will commence or will involve preliminary planning expenditure

in 1988-89. All of the major projects are subject to cost effectiveness appraisal.

Albury New Hospital-—preliminary planning for provision of a new base hospital
of approximately 180-200 beds, with full clinical support services. (estimated
cost: $72.5 million) ... ..

Greater Newcastle Services Building—Laundry and Linen Services for hospitals
in Greater Newcastle Area (estimated cost: $22.8 million) ........ ... ..

Hospital Buildings Infrastructure—renovation, upgrading and improvement of
existing stock of buildings (estimated cost: $50.0 million) ........ .. .. .

Hospital ' Enhancement Program—The Commonwealth will during 1988-89
provide $8.3 million to NSW towards the upgrading of the infrastructure of
public hospitals, replacing the Teaching Hospital Capital Equipment
Program which ended in 1987-88. The Commonwealth will distribute a
further $50 million among the States in each of the next two years on the
basis that $25 million will be matched $1 for $1 by the States (estimated
cost: $8.3 million 1988-89) . . ... ... . .

Legionnaires Disease—Installation of specialised equipment in warm water
storage systems of some hospitals to remove risk of Legionnaires Disease
(estimated cost: $0.7 million) . ... .. .. ..o o

Mater Misericordiae Newcastle—Completion and fitting out of Level 3 of the
Clinical Sciences Building (estimated cost $2.7 million) .. ............ ..

Royal Newcastle Hospital Kitchen—Refurbishment of kitchen facilities (estimated
cost: 326 million) ... ...

St. Joseph's Hospital, Auburn—Construction of a Day Care Hospital and
refurbishment of adjoining 20-bed ground floor ward area in existing hospital
(estimated cost: $0.6 million) .. ... .. ... .o

Sydney Eye Hospital Redevelopment—Provision of a new inpatient facility
(estimated cost: $24.2 million) .. ... ... o

03
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In addition, $6.0 million has been provided for the continuance of works associated
with the “Hospital Services Improvement Programme” begun in 1884-85 and directed at
improving community utilised facilities such as maternity, geriatrics, paediatrics and accident
and emergency care.

$5.7 million has been allocated for expenditure in 1988-89 on transferring nurse
education facilities from teaching hospitals to Colleges of Advanced Education.

A further $10.0 million has been allocated for the development of services for the
mentally ill.

$2.0 million has been provided for the State-wide upgrading of fire services and for
the removal of asbestos in health buildings.

$0.7 million has been allocated for expenditure during 1988-89 to provide further
facilities for the treatment and counselling of AIDS sufferers at the St. Vincent's Aids Unit.

COMMUNITY AND OTHER SUPPORT SERVICES

An amount of $7.4 million has been provided for Ambulance Services for new stations,
equipment, minor works and a new air ambulance.

The program of integrating the developmentally disabled into the community will
receive $10 million in 1988-89.

PUBLIC HEALTH (INCLUDING INSPECTION SERVICES)

Roundly $1.0 million has been provided for the Red Cross Blood Transfusion Service
and $0.4 million for subsidies payable under the Water Fluoridation Scheme and other minor

works.

80830-37396—16
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WELFARE SERVICES

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m 3m %
Welfare Support Services .............. .. 147 14.2 —34
Total ... ... 14.7 14.2 —-34
OVERVIEW
Figure 5.9
WELFARE

(Payments expressed in real terms, 1983~84 base;

Percentage change on previous year)
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Over the five years to 1987-88, capital payments in the welfare area increased by
43.7 per cent in real terms, though declining significantly in real terms in each of the last
two years. A further decline in capital payments will occur in 1988-89, with a nominal
reduction of 3.4 per cent or a real decline of about 9.0 per cent.
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Expenditure in past years reflects the emphasis placed on the areas of the
construction of Long Day Care Centres, the redevelopment of Young Offender and State
Wards residential accommodation, implementation of fire safety measures,
deinstitutionalisation of young offenders into community based cottages and State Wards
into family group homes and the purchase or construction of buildings for use as
Departmental District Centres at various localities.

As a result of the Commonwealth's cut in loan funds for this State and the need to
minimise the present debt charges burden faced by the State, Family and Community
Services projects (other than Long Day Care Centres), have had to undergo reductions both
in works-in-progress and new works.

1988-89 CAPITAL BUDGET HIGHLIGHTS
Works-in-Progress

Specific works-in-progress provisions are—

@ $0.7 million for the District Centres Program commenced in 1986-87.
© $0.8 million on the upgrading of Young Offender Units.

© $0.8 million for Long Day Care Centres.

© $0.8 milion on work associated with the Community Welfare Act.

@ $0.7 million for completion of the fourth stage of the Yasmar Youth Centre and
Children’s Courts, mainly using internal “assets sales” funding.

New Works

An amount of $3.9 million has been provided to construct a further 12 new Long Day
Care Centres, being the balance of the three year State/Commonwealth agreement involving
the construction of 77 Long Day Care Centres in New South Wales.

The Department plans to apply part of its retained proceeds of sale of assets to the
following projects—
© 0.6 million for improvements to the Cobham Residential Care Unit.

© 0.5 miflion for a new District Centre at Shalvey.

Annual Provisions

An amount of $2.9 million has been included for minor works at numerous locations
and a provision of $1.5 million has been made for furniture and equipment for various centres.
Also, finalisation payments involving an overall $0.5 million will be made in 1988-89 in respect
of various Long Day Care Centres and other projects completed in earlier financial years.

The balance of the allocation for annual provisions includes an amount of $0.4 million
to cover costs of preliminary planning, design, etc. for other new works planned to be
introduced into this program in a later year.
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HOUSING AND

COMMUNITY SERVICES

Total Payments
Policy Sector Actual Estimate
1987-88 1988-89 Variation
$m $m %
Housing ........ . ... .. .. . .. ... .. ... 5115 557.8 (+) 841
tfomesite Development .. ... .. ... ... ... 458 79.0 (+) 725
Water and Sewerage ... ... ... ... ... ... . 439.4 4275 (=) 27
Protection of the Environment ... ... . ... 53.7 40.8 (—) 24.0
Total ... . 1,050.4 1,105.1 (+) 52
OVERVIEW
Figure 5.10

HOUSING AND COMMUNITY SERVICES

{Payments expressed in real terms, 1983—-84 base;

Percentoge change on previous ysar) |
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Over the last five years to 1987-88 capital payments in the Housing and Community
Services area have increased in real terms by 9.1 per cent. In the Housing Sector, capital
payments have increased by over 15.0 per cent during the same period. From 1988-89 the
funding of home purchase assistance programs has been fully transferred from the provision
of direct loans to off-Budget methods of financing which significantly enhances the
effectiveness with which the programs are delivered. After taking into account this changed
approach, capital payments have increased in real terms by over 33.0 per cent.

Consideration is being given to alternative approaches in the provision of public rental
housing. At present the Government allocates capital funds for the construction of dwellings
and provides a rental subsidy, based on the tenants’ household income. Options that more
closely involve the private sector are being considered in the light of the success of the
Rental Property Trust.

The capital works program of the Water Board is highlighted by major expenditure
on the submarine outfalls project, improved drainage and dam safety.

The Public Works Department and the Hunter District Water Board will also allocate
significant amounts for water, sewerage and drainage programs, including the Hunter Fringe
Area Sewerage Scheme.

Funding will be provided to enable completion of the Gosford Regional Sewerage
Scheme in 1992, one year ahead of schedule.

In the Environment area, programs include funding to continue the policy of
acquisition of properties nominated under environmental plans. Funding has also been
provided for a number of environmental restoration and protection works and preservation
of heritage properties.

1988-89 CAPITAL BUDGET HIGHLIGHTS
HOUSING (including Homesite Development)

The overall allocation for public housing of $557.8 million is an increase of almost
$50 million on 1987-88 expenditure. This is in spite of cut backs in Commonwealth funding
for housing. Increases in State funding have been achieved by a program of asset realisation
which will be directed towards the target commencement of some 3,600 units of
accommodation.

Commonwealth payments for housing are made subject to the provisions of
successive Commonwealth State Housing Agreements (CSHA), the most recent of which
was negotiated in 1984 and includes a requirement for the States and Northern Territory to
match on a dollar for dollar basis certain Commonwealth assistance. For 1988-89
Commonwealth capital payments to New South Wales total $212.1 million and are again in
the form of outright grants. The State is required to match the “untied” component of the
grants from its own resources which amounts to $179.0 million in 1988-89.

The State again has the option, after satisfying matching requirements, of nominating
up to 100 per cent of the loan component of the General Purpose Capital Program for public
housing. Nominated funds are made available by the Commonwealth on concessional loan
terms, that is, repayable over 53 years with interest at 4.5 per cent per annum. Due to
changed arrangements agreed at the May 1988 Premiers’ Conference the maximum which
New South Wales can nominate in 1988-89 is $86.3 million, compared with $114.4 million in
1987-88. The State will however supplement the amount of nominated funds available by a
grant of $28.1 million in 1988-89 from its own sources, to maintain the level of funding
provided in 1987-88. :




230

Rental Housing Program

The Department of Housing has been allocated $550.0 million for public rental housing
needs, including the special needs of pensioners and Aboriginal people. The program
includes—

@ the completion of over 5,700 new dweliings which were in progress at 30 June
1988 or which will be committed and completed during the year;

@ the commencement of 3,600 new dwellings including approximately 2,000 units of
accommodation under a Land and House Package Program involving private
builders and developers;

@ continuation of major urban renewal projects in Waterloo, Glebe, Millers Point and
Daceyville;

@ commencement of 1,200 units of accommodation for aged people;

© provision of housing in country areas experiencing high growth rates particularly
along the North Coast and in the areas surrounding Newcastle and Wollongong;

@ an upgrading program of $61.5 million funded from Capital Works (an additional
$70 million is funded from revenue);

@ commencement of 520 units of accommodation for Aboriginal people.

The rental housing program will be subject to review during the year. Additional funds
may be made available depending on the results of the asset realisation program to be
undertaken.

Teacher Housing Authority and Public Servant Housing Authority

The Teacher Housing Authority’s program includes the construction of additional
dwellings for teachers in country areas and the upgrading of its existing housing stock.
Planned expenditure of $6.0 million will be funded from borrowings ($5.0 million) and internal
sources ($1.0 million).

The Public Servant Housing Authority's allocation of $1.75 million will enable the
Authority to continue its program of replacement, upgrading and acquisition of additional
housing stock.

HOMESITE DEVELOPMENT

A total amount of $78.0 million (including $15.0 million for Crown land homesites in
metropolitan areas) has been allocated to the Department of Housing. Lot production will
be geared to providing sufficient blocks cver a wide range of prices to meet the needs of
home builders.

In addition, an amount of $1.0 million will be available to the Department of Lands
for development of Crown land homesites in country areas.

WATER AND SEWERAGE
Water Board

The Water Board's $324 million capital works program in 1988-89 will be funded from
internal reserves ($276 million) and contributions from developers ($48 million).

The 1988-89 program includes provision for—

® Construction of submarine sewerage outfalls from the water pollution control plants
at Malabar, Bondi and North Head with outlays of $61.2 million in 1988-89;

® sewerage services to 3,200 lots in existing urban areas including completion of
facilities at Kiama, Albion Park, Mt Kuring-gai and Helensburgh;
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® relief from flooding in 10 drainage areas in which 150 properties are signficantly
affected;

@ water reticulation to 3,700 urban release lots;

© sewer 