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1.1 INTRODUCTION

Budget Paper No. 2 presents the overview of the State Budget and State
finances, including the Capital Program, as well as supporting information.

Major Changes in Budget Presentation

The 1991-92 Budget is presented in a different format and coverage to earlier
years.

The major changes in 1991-92 are -

o presentation of the Budget aggregates on a Government Finance
Statistics basis rather than on the traditional Consolidated Fund
approach;

o publication of forward estimates of the overall Budget position as well as
detailed revenue and Consolidated Fund recurrent payments for the
period 1991-92 to 1993-94;

o Parliamentary appropriation on a net basis, that is appropriation of
revenue from taxes, fines and regulatory fees but not of user charges
and other agency revenue which are now fully retained by agencies,
although identified in the Budget; and

o phased implementation of accrual accounting and budgeting for the
Budget Sector.

Details of these changes are provided in Section 10.1.

Guide to Budget Paper No. 2

Chapter 1 presents the overall Budget Sector financial position as well as
setting out the Government’s financial strategy and budget measures.

In order to put the Budget position into a proper historic perspective,
information is provided for the last five years on the revised presentation of the
Budget, consistent with the 1991-92 presentation. In addition, the Chapter provides
projections of the Budget position for the years, 1991-92 to 1993-94.

_ Chapter 2 places the Budget into its economic context and in Section 2.4
mforma',ttion is provided on the sensitivity of the Budget to various key economic
parameters.

In Chapter 3 detailed information is provided on Budget receipts paid into the
Consolidated Fund. Information on receipts retained by individual organisations is
not provided, though this information is provided by program in Budget Paper No. 3.
A feature of Chapter 3 is the provision, for the first time, of projections of receipts for
the forward years.

) Budget payments information is provided in Chapter 4. While the main focus
is on payments for the Budget Sector, total capital payments information is also
provided which includes the capital payments for the Non Budget Sector.




Information on total recurrent payments by functional area is provided in
Section 4.3, including an outline of the strategy and key issues in each functional
area, while Section 4.4 provides information on forward estimates of Consolidated
Fund recurrent payments for the years 1991-92 to 1993-94.

Chapter 5 presents the overall Capital Program, covering both the Budget and
Non Budget Sectors. Information is provided in Section 5.3 on capital payments by
functional area, including an outline of the capital strategy and key capital initiatives
in each functional area.

Chapter 6 provides a comparison of the actual relative to projected Budget
position and Capital Program for 1990-91. This is presented on a Consolidated
Fund basis.

Chapter 7 provides an overview of financial arrangements beiween the
Commonwsealth and New South Wales.

The States are dependent to a significant extent on Commonwealth payments
and Loan Council allocations. In the past a separate Budget Paper provided
information on these payments and allocations. Commonwealth Budget Paper No. 4
provides extensive detail on Commonwealth-State Financial relations. In order to
avoid duplication of this material and instead focus on the key issues and recent
developments, the information on financial relations between the Commonwealth
and New South Wales has been incorporated into Chapter 7 and the separate
Budget Paper deleted.

Microeconomic reform, including reform of Commonwealth-State financial
relations is an important issue facing the Australian community. The States play a
vital role in this reform agenda. Chapter 8 outlines recent developments in
microeconomic reform as well as providing updated summary performance
information on New South Wales government trading enterprises. More detailed
inngnat’gion on government trading enterprises performance is provided in a separate
publication.

Chapter 9 provides comparative information, based largely on Australian
Bureau of Statistics data, for the States and the Commonwealth. T¥19 comparisons
cover the key areas of revenue, outlays, employment, debt and debt costs.
Information is provided both at a total State sector level and for the general
government sector.

In addition, information on New South Wales charges is provided in Section
9.1.2, while Section 9.2 presents information on New South Wales debt, debt costs
and superannuation liabilities.

_ Finally, Chapter 10 outlines a number of financial issues that are considered
topical. Issues covered include the changes to Budgset presentation, details of asset
sales, the origins and approach to funding the common law third party (motor
vehicle) unfunded liability and budget funded concessions and obligations.
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1.2 FINANCIAL POSITION OVERVIEW

Budget Sector Financial Result

The financial result for the Budgset Sector for 1990-91 and 1991-92 is set out in
Table 1.1, while Table 1.2 provides a more detailed presentation.

Table 1.1: Summary of Major Budget Aggregates

1990-91 1991-92 1992-93 1993-94
$m $m % $m % $m %
change change change
Total outlays(a) 17,299 18,390 6.3 18,744 1.9 19,610 4.6
Total receipts 16,298 17,301 6.2 17,709 24 18,725 57
Total Financial Result
. unadjusted 51 ,001; 661 (135 (885)
. adjusted for extraordinary 1,001) (1,089) (1,035 (885)
items
- Current Financial result 1,027 1,069 1,307 1,728
- Capital Financlal result(a) (2,028) (2,158) (2,342) (2,613)

(a) excludes the impact of sale of business assets on capital outlays and caplital financial resuit.

For 1990-91 the Budget result was a deficit of $1,001 million, consisting of a
recurrent surplus of $1,027 million and a capital deficit of $2,028 million.

The Consolidated Fund result was a deficit of $158 million, compared to a
budgeted surplus of $34 milion. The substantial difference between the
Consolidated Fund result and the Budget Sector result reflects, in the main, the
exclusion from the Consolidated Fund result of substantial capital outlays funded by
off budget borrowings. :

The 1991-92 Budget result is projected as a surplus of $661 million. After
excluding extraordinary item, namely the sale of business assets, the result is
expected to be a deficit of $1,089 million.

Recsipts and outlays in 1991-92 are each projected to increase at broadly the
same rate of between 2.5 per cent and 3.0 per cent above inflation. However over
the two outyears, 1992-93 and 1993-94, budget recsipts are projected to decline in
real terms. Despite the pressure of a real decline in receipts, the Total Financial
Result is projected to improve over the course of the three years to 1993-94, with the
deficit projected at $885 million in 1993-94.

FINANCING TRANSACTIONS

For 1991-92 there will be a net level of debt retirement of $661 million. The
global borrowin?\I allocation for 1991-92 is $1,504 million of which $318 million is
required for the Non Budgst Sector and local government.

. In the event that the sale of business assets is not achieved within the
financial year, the financing requirement of $1,089 million would be funded by a
combination of cash rundown and use of the global borrowing limit. The global
borrowing limit is more than sufficient for this purpose.



Table 1.2:

New South Wales Budget Sector Financlal Resuilt

CURRENT
Current Outlays:

Interest payments
Superannuation
Subsidies to Non Budget
Sector agencies -
Redundancies
Other
Departmental payments -
edundancies
Other
Treasurer's Advance
Total, Current Payments
less user charges
Total, Current Outlays

Current Recelpts:

Taxes, fees and fines

Income from Government
Trading Enterprises

Grants from the
Commonwealth

Other

Total, Current Receipts

Current FInanclal Result
CAPITAL

Capltal Outlays

Gross fixed capital payments -
Olnmplc Games
Other

Capital grants

Advances made

Total, Capital Payments

less advances repaid to
Budget Sector

less asset sales

Total, Capital Outlays

Capltal Recelpts
Commonwealth grants

Capital Financlal Result
TOTAL

Total Financlal Result
Extraordinary items

Total Financlal Result
excl. extraordinary items

1990-91*
$m

1,787
624

164
734

4
11,867

15,180
987
14,193

7,941
681

5,650
948

i

1,027

3,025
541
220

3,786

518
162
3,106

1,078
(2,028)

(1,001)

(1,001)

1991-92 1992-93 1993-94
$m % $m % $m %
change change change
1,877 50 2047 91 2,051 0.2
750 216 823 84 898 9.1
175 67 150 814.3 167 113
702 78 761 )39 754 ()09
189
12,315 3.8 12,2;)/; 05 12,2?; 3.4
100 n.a. n.a. n.a.
w207 &% w33 10 foose 58
1023 36 _1,062 3.8 _1.145 7.8
5184 7.0 15301 08 75841 5
8832 112 9,117 32 9,943 9.1
908 333 925 1.9 893 ()35
R O M
732 (-)22. 1. )
; & . , . , 538
1,069 1,307 1,728
60 na 150 150.0 90 (-)40.0
2902 () 41 2960 20 3,176 7.3
620 146 651 50 683 49
133 (-)395 136 _ 23 _ 140 2.9
ﬁ,ﬂg AER 3,897 4.9 ) 49
21835.)183'? 1133()31 282 8;2'3
1456 ) 531 2543 3,760 482
1,048 () 28 1,101 51 1,156 5.0
(408) (1,442) (2,613)
661 (135) (885)
1,750 900
(1,089) (1,035) (885)




RECEIPTS

Over the past four to five years leading up to 1991-92 there has been a
dramatic real decline in a number of major receipt items.

Property and share based revenue (consisting in the main of contracts and
conveyancing duty, land tax, asset sales and share duty) has declined by $519
million in real terms since 1988-89. The decline is due to the collapse of asset
prices and the downturn in property market transactions.

Exacerbating the decline in own source revenuse, the Commonwsalth Financial
Assistance Grant has been reduced by $684 million in real terms since 1987-88.

In aggregate the real decline in property and share based revenue and
Financial Assistance Grants is $1.2 billion.

In 1991-92 net receipts are projected to increase by 6.2 per cent consisting of
a 6.8 per cent increase in current receipts and a 2.8 per cent decline in capital
receipts.

Taxes are projected to increase 11.1 per cent, due largely to improvement in
contracts and conveyancing stamp duty receipts, reflecting improved conditions in
the residential property markst as well as the impact of the increase in the tobacco
tax announced in the July Financial Statement.

The other major area of growth in receipts is contributions from government
trading enterprises, which is projected to increase by 33 per cent in 1991-92.

Offsetting in part the strong growth in these areas is a projected decline in
Commonwealth general revenue grants and specific purpose capital payments.

Beyond 1991-92 the receipt outlook is subdued, with little or no prospect of
any recovery in the commercial property market, the phased abolition of share
transfer duty, a severe decline in land tax revenue, as the decline in residential
property values feeds into reduced revenue, and continued real declines in
Commonwealth payments.

Details of receipts are provided in Chapter 3.

CURRENT OUTLAYS

Overall, current outlays are projected to increase by 7.0 per cent in 1991-92.
Factors contributing to the real growth include redundancy payments, interest costs
and a large increase in sugerannuation payments, reflecting demographic trends
and increasing coverage of the scheme.

Departmental current payments, which exclude redundancies, interest costs,
superannuation and the Treasurer's Advance, are projected to increase by only 3.8
per cent in 1991-92, broadly in line with the rate of inflation.

) The Government's budget strategy involves a three year phased
implementation of expenditure savings, with only a partial impact in 1991-92.
Savings in 1991-92 total $230 million but build to over $900 million by 1993-94.

) In 1992-93, the impact of the savings strategies is projected to result in growth
g14departm?ntal payments of only 0.5 per cent, while in 1993-94 the growth is only
.4 per cent.



Over the three years to 1993-94 departmental current payments are projected
to decline by 5 per cent in real terms.

While the overall situation is one of real decline in departmental current
payments, there are a number of areas which will experience significant real growth.

In the Community Services area payments are expected to increase in real
terms by nearly 9 per cent. This reflects substantial underexpenditure in 1990-91
and a carry forward of savings into future years, a budget initiative to address those
most affected by the recession and growth in Commonwealth funding.

Other areas experiencing real growth in current payments include -

. the TAFE Commission, with real growth of nearly 6 per cent (excluding
redundancy payments) largely due to the impact of the recent teachers
award, and increased fee for service activities.

. Corrective Services, with real growth of over 9 per cent due to the
opening of new prison facilities and the impact of increased prisoner
numbers.

. Department of Industrial Relations, Employment, Training and Further
Education, with real growth of over 6.0 per cent due to the Job Assist
Scheme, directed at retraining of surplus public sector employees.

« Health, with real growth of over 1 per cent.

Redundancy payments are estimated to total $364 million in 1991-92, up from
$168 million in 1990-91. The transport authorities will continue their downsizing
g{l(_)gram, with redundancy funding of $134 million for the SRA and $41 million for the

For the Budget Sector, redundancy payments have been provided to a
number of agencies, including Health, Department of Conservation and Land
Management, Public Works Department, Department of School Education, Roads
and Traffic Authority and the Department of Community Services. ’

Interest costs declined by 5.5 per cent in 1990-91 but are projected to increase
by 5.0 per cent in 1991-92 and 9.1 per cent the following year. This turnaround is
due to the impact of the funding of the common law third party liability of $1.4 billion
and the projected firming of interest rates as the economy recovers.

Details of recurrent payments are provided in Chapter 4.

CAPITAL OUTLAYS

Capital outlays in 1991-92 are projected to decline by 52 per cent. This is in
large part due to the impact of the sale of business assets, which are netted against
capital payments to obtain outlays. Adjusting for the sale of business assets, capital
outlays are projected to increase 3.2 per cent, broadly in line with inflation.
However, the 1991-92 program includes the first year of capital funding for the
Olympic Games. When this factor is excluded, capital outlays are projected to
decline by 2 per cent in real terms.

Beyond 1991-92 the Budget projections assume that capital payments are
capped in real terms, in accord with the Government'’s Financial strategy.

Details of capital payments are provided in Chapter 5.



FORWARD BUDGET POSITION AND NET DEBT

Beyond 1991-92, the forward two years demonstrate that the financial strategy
is expected to avoid any further deterioration in the Budget position, despite the
relatively weak revenue outiook. When combined with the privatisation proposals,

the result will be a significant real decline in the Budget Sector net debt position.

Projecting forward net debt, after taking account of the Budget result for the
next three years and including the funding for the common law third party unfunded
liabilities, net debt in June 1994 is projected to be over $600 million less in real
terms than in June 1991.

Figure 1.1

NET DEBT OF THE BUDGET SECTOR
(Real terms, 1991-92 base)

20

ZO0—rr—w wIu>»rrO00U

GENERAL GOVERNMENT AND TOTAL STATE SECTOR FINANCIAL
RESULTS

While the Government Finance Statistics presentation of the Budgset Sector is
the appropriate focus of the budget strategy, it is desirable to also provide
information on the basis of the Australian Bureau of Statistics (ABS) classification of
State agencies. The ABS classification divides agencies not on the basis of their
relationship to the Budget, but on the basis of their purpose. The two classifications
are general government, which consists of agencies that in the main do not charge
for the goods and services they provide, and government trading enterprises, which
charge for goods and services. This alternative presentation ?ulfils two important
purposes -

. first, it enables intergovernmental comparisons to be made based on
consistent concepts and definitions.



10

While the Budget Sector presentation covers largely the same agencies
and transactions as the general government sector, and is based on the
same statistical conventions, there are certain differences of coverage of
organisations. In particular, there are a number of organisations that are
not in the Budget Sector as they are not funded substantially from the
Consolidated Fund, but nevertheless have similar characteristics to
Budget Sector organisations and are thus included in the general
overnment sector. Examples of these are the Valuer-General’s
Gepar’tment, the Auditor-General’s Office and the Property Services
roup.

. second, it provides a presentation of the financial position of the
government trading enterprises sector and the overall State sector.

While in the past there were dramatic differences between the Budget, as
based on the Consolidated Fund, and the ABS presentation of the general
government sector, the two presentations now give very similar results.

Details of the ABS presentation of general government, government trading
enterprises and total state sector is provided in Budget Paper No 6.

PUBLIC SECTOR EMPLOYMENT

In the period June 1988 to June 1991 public sector emﬁloyment has declined
by 6 per cent or 19,600, whereas the overall New South Wales labour force
increased by 4.5 per cent over the same period.

The decline in employment has been concentrated in the Non Budget Sector
where employment has declined by 22,000 or 23 per cent, reflecting the increased
efficiency achieved in a range of government trading enterprises. In contrast the
Budget tsector employment has marginally increased over the period by 1,800 or 0.8
per cent.

Table 1.3: NSW Public Sector Employment, 1987 to 1992 (a)

June 1988 June 1989 June 1990 June 1991 June 1992
Sector No. % No. % No. % No. % No. %

(000) change (000) change (000) change (000) change  (000) change
Budget 216.8 1.3 215.7 (-)0.5  215.8 0.0 2186 1.3 2153 (1.5
Non Budget 95.7 (-)5.2 88.7 7.3 80.8 (-)8.9 73.7 (-)8.8 70.4 (-)4.5
Financial 91 1.2 9.3 22 9.8 5.2 9.7 (-)0.6 9.2 (-)5.2
Total 321.6 (-)0.7 313.7() 25 3064 (-)2.3 302.0 (-)1.4 2949 (-)2.4
Total NSW

Labour Force 2,705.5 3.0 27515 1.7 2,804.4 1.9 2,827.3 0.8 - -

(a) Table shows effective full time positions. Data for earller years have been refined to make them comparable
to the structure of Government administration In 1991-92 and are therefore not comparable with the data
appearing In the corresponding table In earlier Budget Papers.

Source: NSW Treasury; Australian Bureau of Statistics Catalogue No. 6203.0.
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While considerable caution is required in projecting staff numbers, the broad
outlook is for further decline in staff numbers in the coming year. Unlike the past
trend, the decline should occur across all sectors as pressure for improved efficiency
and focus on core functions leads to shedding of staff.

Between June 1991 and June 1992, staff numbers are projected to decline by
2.4 per cent or 7,100.

In the Budget Sector staff numbers are projected to decline by 1.5 per cent or
3,300 across a wide range of agencies including the Roads and Traffic Authority,
Department of Agriculture, cultural institutions, Department of Conservation and
Land Management, Department of Community Services, the Natural Resource
portfolio, the Office of Education and Youth Affairs and the head office of the
Department of School Education and a number of other agencies.

For the Non Budget Sector, staff numbers are projected to decline by 4.5 per
cent or by 3,300 also. The reduction in the Non Budget Sector reflects further
productivity improvement in a number of agencies, the principal ones being
Electricity Commission, State Rail Authority, State Transit Authority, Water Board
and the Maritime Services Board.

CAPITAL PROGRAM

The Capital Program covers both the Budget and Non Budget Sectors and is
presented below on a payments rather than outlays basis.

The 1991-92 Capital Program is projected at $5,517 million, a real increase of
3.2 per cent over 1990-91.

Table 1.4: Capltal Program and Source of Funding

1990-91 1991-92
$m $m %
change
Capital Payments
Budget Sector -
Olympic Games 60
other 3,605 3621 () 23
Non Budget Sector 1,565 1,936 23.7
Total 5,170 5,517 6.7
Financed by:
Commonwealth Payments 1,078 1,048 () 4.3
Current Bud?et Support 1,683 1,908 18.7
State Capital Receipts 844 625 (-)328
Government Trading Enterprises:
Revenue 697 768 10.3
Reserves 564 850 50.7
Borrowings 304 318 4.3
Total 5,170 5,617 6.7

The overall real increass, in the Capital Program involves a real decline in the
Budget Sector, due to the difficult financial position faced by the State, and a 23.7
per cent increase in the Non Budget Sector, mainly in the areas of electricity and
water supply.
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1.3 THE FINANCIAL STRATEGY

Objectives

Financial strategies and targets are not objectives in themselves, but are
means to an end. In order to understand the rationale for the financial strategy it is
necessary to set out the ultimate objectives that are to be achieved.

There are three key objectives, which were first set out in the July Financial
Statement.

MAINTAINING CONFIDENCE AND IMPROVING LIVING STANDARDS

First and foremost, it is vital to maintain confidence in the State’s financial
management and hence protect and further improve living standards. The
importance of confidence is illustrated by the example of other States such as
Victoria, Western Australia and South Australia where the loss of consumer and
business confidence has exacerbated the impact of the economic recession. This
loss of confidence affects investor and consumer attitudes and behaviour and
ultimately decisions on spending and, hence, employment.

A reduction in confidence of the business sector, domestic and overseas
investors and ratings agencies would have an impact first through the State’s credit
rating. At present, New South Wales enjoys, together with Queensland, a AAA
credit rating. A downgrading would have a direct impact on the Budget through
higher costs of funding which would in turn crowd out beneficial social expenditure.
This is highlighted by the fact that Victoria has to pay an extra one quarter of one per
cent for its borrowings relative to New South Wales.

Second, and more importantly, a reduction in confidence would have an impact
on consumer and business investment decisions, leading to further deterioration in
economic activity and employment. These direct impacts would also have indirect
effects on the Budget through reduced revenue collections. :

BETTER, MORE RESPONSIVE SERVICES
Secondly, it is desired to provide better, more consumer-responsive services.

The Commonwsealth’'s responsibilities are broadly confined to economic
management, external relations, setting of national objectives, income support and
security and funding other levels of Government.

In contrast, the States provide the full range of both general government
services such as education, health, community services, law and order, natural
resources and land management, as well as the provision of public infrastructure
such as roads, public transport, power, water supply and ports.

Citizens expect responsive, high quality public services. Achieving this
requires service providers to be more accountable to consumers. It also means
encouraging competition in service provision so as to give consumers more choice.
Producers, whether in the public or private sectors, become unresponsive when their
clients cannot turn to alternative sources of supply.
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The Government's program of management reforms has as its focus the need
to create a service culture for organisations, while at the same time improving
efficiency in the provision of services.

FLEXIBILITY FOR THE FUTURE

Thirdly, it is desired to contain the State's debt and debt costs so as to avoid in
the future the crowding out of high priority social expenditure by debt costs and
maintain the financial flexibility to respond to future needs and adverse
developments.

Debt has been successfully contained for the State public sector over recent
years. However, the financial deterioration due to the collapse of revenue has the
potential to increase Budget Sector debt and debt servicing costs quite dramatically
unless corrective action is taken.

Review of Medium Term Financial Strategy

In the 1988 Economic Statement and the subsequent 1988-89 Budget, the
Government set out a five year financial strategy for the State.

This was the first time that a comprehensive, multi year financial strategy had
been articulated in New South Wales.

The strategy involved -
o containing debt;

. improving Government efficiency by freezin%current expenditure in real
terms, with growth in priority areas such as health and law and order to
come from productivity savings;

o renewal of infrastructure in high priority areas such as roads, hospitals,
courts and prisons, financed increasingly from productivity ‘'savings and
strategic asset sales and leases rather than through debt; and

o transforming New South Wales from a high tax to a low tax State.

To a substantial degree the ob}'ectives set out in the strategy have been
achieved, particularly in the areas of debt containment, restraint in taxes and
charges and renewal of infrastructure. This strategy has placed New South Wales in
a strong position to weather adverse economic circumstances. However, a series of
external factors has put the Budget under severe pressure in the last two years and
}hte poor revenue outlook will continue to place severe pressure on the Budget in the
uture.

While the main focus of the strategy was the Budget Sector, elements were
also applicable to the government trading enterprises in the Non Budget Sector.
Success in improved performance of the government trading enterprises assists the
Budget strategy by increasing revenue from dividends and taxes.

Table 1.5 summarises the overall results achieved against the Government'’s
medium term financial strategy.
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Table 1.5: Summary of Results Achleved Against Medlum Term

Financlal Strategy
Performance
Strategy
1987-88 1988-89 1989-90 1990-91
Constrain Debt
. Budget Sector net debt/GSP (%) 11.9 10.3 10.1 10.4
. overall State sector net 19.2 15.7 15.1 15.0
debt/GSP (%)
. debt servicing costs
- % change 14.2 7.4 7.7 (-) 5.5
- % of Budget outlays 12.5 121 11.4 10.4
. Budget Sector (329) 173 (728) (1,001)
financlal result ($m)
. Government Trading Enterprises 129.0 261.0 344.0 590.1
payments to the Budget ($m)
Improve Efficiency
. freeze recurrent payments
in real terms
- annual % change 3.6 1.0 (-)0.3 2.4
- cumulative % change since
1987-88 1.0 (-)0.7 1.0
. contain public sector
employment ('000)
- Budget Sector 217 216 216 219
- Non Budget and other 105 98 91 83
- total 322 314 306 302
. GTE operating surplus ($m) 410 317 810 798
Renew Infrastructure
. real change in Budget (-)11.6 4.4 16.0 5.1
Sector capltal expenditure
(% change)
. Budget Sector asset sales ($m) 54 433 248 162
Reduce Relative Tax Burden
. NSW Tax Severity Index 104.6 103.3 100.2 na

(index = 100)
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Contalning Debt

Debt as a proportion of Gross State Product has been reduced consistently
over each of the |ast four years for the Budget and Non Budget Sectors.

The most appropriate measure of debt is net debt, that is gross debt less
financial assets.

On this measure, expressed as a proportion of Gross State Product, there has
been a consistent downward trend.

Figure 1.2

NET STATE DEBT

Percentage of Gross State Product
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The restraint in Budget Sector debt has curtailed the previous strong growth in
Budget Sector debt costs.

' In the five years to 1987-88, debt servicing costs for the Budget Sector
increased at an annual average rate of almost 20 per cent. Since that time, the
growth rate has slowed to less than the inflation rate. As a proportion of Budget
outlays, debt servicing costs have declined from 12.5 per cent to 10.3 per cent over
the same period.
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Figure 1.3

TRENDS IN DEBT SERVICING COSTS
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The origFinal tar?‘et of balancing the budget was expressed in terms of the
Consolidated Fund, which is a very partial measure of the financial position of the
Budget Sector. The Consolidated II';/und excludes substantial capital payments in the
health and public transport sectors and hence understates the financing
requirement. In addition, the Consolidated Fund is not governed by set accounting
or statistical standards so the coverage of transactions and organisations can
change over time, providing no basis for comparison with other Governments.
Finally, the Consolidated Fund can reflect both economic transactions and the
tBragsfetr of funds and so cannot be utilised to assess the economic impact of the

udget.

In view of these deficiencies, a comprehensive measure of the Budget
Sector's financial position has been adopted to replace the Consolidated Fund
presentation. The new presentation is based on the Australian Bureau of Statistics
Government Finance Statistics format, terminology and definitions as applied to the
Budget Sector.

) In 1988-89, a surplus of $173 million was achieved, reflecting the combined
impact ttnf the last boom year in property revenue and constrained Government
payments.
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Figure 1.4

BUDGET SECTOR FINANCIAL RESULT
(Real terms, 1991-92 base)
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Since that time the Budget position has deteriorated largely as a result of the
deteriorating revenue position due both to the collapse of the property market and
values and the cutback in Commonwealth payments to New South Wales.

The unchanged policy projections of the bud?et result for the years 1991-92 to
1993-94 were for a deficit of the order of $1.75 billion to $2.0 billion per annum due
to the continued impact of the revenue slowdown.

If this had not been addressed, it would have fed into the net debt position,
reversing the previous downward trend and increasing the debt cost burden.

Recurrent expenditure for the Budget Sector has been constrained broadly to
zero real growth over the period 1988-89 to 1990-91, in contrast to the previous
three years to 1987-88, when current expenditure increased on average by nearly
3 per cent per annum in real terms.

Public sector employment for the Budget Sector has been kept broadly
constant over the four year Eeriod, while employment in the Non Budget Sector has
declined by 23 per cent or 22,000 since June 1988. Associated with the decline in
employment for the government trading enterprises sector has been increased
output and hence significant increase in productivity. Details on these developments
are provided in Chapter 8.
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The government trading enterprises sector has also achieved an improved
operating surplus position, due to reduced cost and improved efficiency rather than
increased real prices. In 1987-88, the government trading enterprises sector
recorded an operating surplus of $410 million. This is estimated to increase to over
$940 million in 1991—82. This trend reflects both the cutbacks in State Rail Authority
and State Transit Authority operating losses, as well as improved profitability for the
commercial government trading enterprises, particularly the electricity sector.

Renewal of Infrastructure

The budget sector capital program has experienced strong real growth since
1987-88 in areas such as roads, hospitals, court facilities and prisons.

This strong growth reflects a number of factors -

o acceleration in the asset sales pro%ram for the Budget Sector which
increased from $54 million in 1987-88 to $433 million in 1988-89, before
falling back to $162 million in 1990-91;

. hypothecation of roads revenue and the 3 x 3 petroleum franchise levy
which has substantially boosted, in real terms, expenditure on the State’s
roads; and

o increased Budget support for the capital program.

While the strong growth of the last three years has assisted in addressing the
backlog in the State’s infrastructure, it will not be possible to sustain this level of
spending in the future due to the deteriorating Budget position and the decline in
asset sales.

Reduction In the Relatlve Taxation Burden

Despite the fact that the economic climate and revenue position have not been
conducive to reducing taxation, the tax burden in New South Wales has declined
relative to other States.

It is true that tax revenue per capita in New South Wales and Victoria is higher
than other States. This has been the case throughout the entire post war period and
will continue to be so until there is significant Commonwealth-State financial reform.

This largely reflects the impact of the subsidy provided by the taxpayers of
New South Wales and Victoria to those in other States. In 1991-92, the level of
subsidy is $2,361 million, the details of which are provided in Chapter 7. This
subsidy necessitates New South Wales and Victoria relying more on their own
revenue sources than the smaller States.

Using Commonwealth Grants Commission data it is possible to calculate a tax
severity index that takes account of the level of taxation relative to the State's tax
base. On this measure, the severity of taxes was 4.6 per cent higher than other
States in 1987-88, but by 1989-90, the latest years for which information is available,
the index is nearly on a par with the rest of Australia and is expected to be lower
again in 1990-91.
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Flgure 1.5

NEW SOUTH WALES TAX SEVERITY INDEX
(Average of other States: 100.0)
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As a result of the tax changes announced in the 1990-91 State budgets, New
South Wales has shifted from being a State with relatively high tax rates to one with
relatively low tax rates in most cases.

At present, tax rates in New South Wales are among the lowest for stamp
duties, land tax and gambling taxes and in the middie range for payroll tax and
business franchise licences (other than motor spirit). With motoring taxes, where
New South Wales has the highest rates, it is one of the few States to dedicate the
majority of these taxes to road construction, maintenance and safety.

From 1988-89 to 1990-91, it is estimated that New South Wales non tax
charges have declined 1.8 per cent in real terms.

Details of both relative tax burden and increases in charges are provided in
Chapter 9.

Despite the real decline in State charges, government trading enterprises have
substantially increased the level of payments to the Budget from $129 million in
1987-88 to $590 million in 1990-91. This increase was due to productivity
improvements and the growth in demand for services.

FINANCIAL PRESSURES
There are a series of factors that are placing severe pressure on State

finances. Most of the factors are external and beyond the direct control and
influence of the Government, though a few can be influenced by policy changes.
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Property Market Downturn

State revenue is particularly sensitive to the property market cycle, though it is
also influenced by the separate but related economic cycle.

Property revenue consists of broadly 18 per cent of State revenuse, though at
its peak in 1988-89 it constituted 27 per cent. The major elements of property
revenue are contracts and conveyancing duty, land tax, share transfer duty and
asset sales.

Between 1988-89 and 1990-91, property revenue has declined by $830 million
in real terms.

Figure 1.6

REAL LEVEL OF STATE PROPERTY
AND EQUITY REVENUE
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The major component of the fall was stamp duty on contracts and
conveyancing, with the fall reflecting the severe downturn in commercial property
values as well as residential dwellings. Moderate growth is projected for the forward
years, although as can be seen from Figure 1.6 this will not recover to any significant
degree the loss in revenue from the peak level of 1988-89. The recovery is due to a
projected improved turnover in residential properties, with little or no recovery
projected for the commercial property market.

Land tax revenue increased substantially in the period from 1987-88 to
1990-91, but Is projected to fall in real terms bé/ 34 per cent or $280 million between
1990-91 and 1993-94 as the impact of reduced land values flows through to land tax
assessments.
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Share transfer duty, which has been severely affected until recently by the
downturn in the equity markets will be phased out over the coming years in response
to the foreshadowed abolition of similar duty on the competing London Stock
Exchange. Duty has already been abolished in New Zealand.

Asset sale proceeds of the Budget Sector peaked at $433 million in 1988-89
and declined to $162 million in 1990-91. While there is projected to be some
improvement in 1991-92, this simply reflects the sale of certain major assets
deferred from 1990-91. Overall, for the period to 1993-94 and beyond, there is not
expected to be an improvement in the commercial property market and hence in the
State’s asset sales program.

Economic Recesslon

State Budgets are less sensitive to the economic cycle than the
Commonwealth Budget, particularly on the expenditure side due to responsibilities of
the Commonwealth for social security and unemployment benefits.

However, compounding the impact of the property market slowdown on State
revenus, the economic recession has impacted on a range of revenue sources, the
most significant one being payroll tax.

For the forward period there will be a moderate improvement as the economy
recovers, though by past standards, the economic recovery is expected to be
relatively subdued due to expected continuing tight monetary and fiscal policy
directed at restraining national spending so as to correct the balance of payments
deficit and reduce inflation.

Commonwealth Payments and Allocatlons

Commonwealth payments in 1991-92 will again be cut in real terms,
continuing a longer term trend.

Table 1.6: Commonwealth Payments to New South Wales

1990-91 1991-92 Real Year Real
Change of Change
(d) Peak from
Real Peak
Level Level
$m $m $m % $m
Financial Assistance
Grants 3,702 3623 (-) 1256 (-) 3.3 1986-87 (-) 685
General Capital
Payments 80 99 16 19.6 1975-76 (-) 1,375
Recurrent Specific
Purpose Payments (a) 1,940 2,190 182 9.1 1991-92
Capital Specific
Purpose Payments (a) 1,054 993 }~ _ 98 8 9.0 1983-84 (-)__ 130
Total Gross Payments (b) 6,776 6,909 ; 20 (- 0.3  1984-85 8 1,252
Total Net Payments (c) 6,262 6,001 ) 7 () o1 1984-85 (-) 1,151

(a) Excludes "letter box" payments (l.e. those for higher education, local government non-
Government schools, and coal Industry long service leave for which New South Wales acts
only as paying agent for the Commonwealth).

(b)  Includes special revenue assistance; excludes "letter box" payments.
(c)  Repayments of Commonwealth loans and advances are deducted from total gross payments.
(d) Real changes take account of the transfer of different taxln% powers to the States se.g. debits

tax), and the increased loan repayments resulting from the Loan Council decision on the
takeover by the States of Commonwealth debt raised on their behalf.
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Relative to their real peak level, total Commonwealth net payments are $1,151
million less in real terms in 1991-92.

Over the period since 1987-88 Commonwealth payments have declined by
$589 million in real terms, with $685 million of the decline in untied financial
assistance grants.

For the forward period it is unlikely that there will be any improvement in the
funding position duse to -

. the continuing pressure on all Governments to maintain fiscal restraint,
curtailing the ability of the Commonwealth to fund the States;

. the process of fiscal equalisation, whereby New South Wales and
Victoria subsidises the smaller States and Territories to the extent of
broadly $2.3 billion per annum. It is likely that New South Wales will
continue to experience a deteriorating share of financial assistance
grants as the constraint on the overall level of Commonwealth payments
to the States means that the relative proportion of such payments
required for fiscal equalisation of the smaller States increases.

Figure 1.7

COMMONWEALTH FINANCIAL ASSISTANCE GRANTS
(Real terms: 1991-92 base)
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Common Law Third Party and Workers Compensation Funding

In 1984 the then State Government adopted a policy of pay-as-you-go funding
for the Common Law Third Party (CTP) motor vehicle scheme.

In July 1989 a new private sector fully funded scheme was introduced. This
meant that the premium income was no longer available to fund the past
accumulated unfunded claims, which totalled $1.4 billion as at December 1990.

By the December quarter of 1991, the Third Party fund will be exhausted of
liquid assets and will require additional funding for the claims as they are finalised.
This will mean that the Budget Sector will progressively assume responsibility for a
$1.4 billion unfunded liability.

At the same time there is a smaller, unfunded liability for governmental
workers’ compensation.

It is intended to fund the additional liability for both the common law third party
scheme and workers’ compensation in the first instance from available surplus
borrowing capacity. While this will not increase the gross level of debt, it will
increase the net level of debt over the next four to five years as funds previously
borrowed and invested are drawn down to meet emerging third party claims.

The cost of the claims has been excluded from the Budget Sector financial
result as an extraordinary item, but it does impact through increased debt costs
which are estimated to be increased by $131 million per annum by 1997.

Flgure 1.8

COMMON LAW THIRD PARTY MOTOR VEHICLE FUNDING

1,200

1,000

800

600

400

ZO0—-rr—< oIl»rrQou

200

(o]

1991-92 1992-93 1993-94 1994-95 1995-96 1996-97

Cumulative Level —— Per Annum Debt Cost
of Borrowings

Details on this matter are set out in Section 10.3.
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Superannuation Funding

Employer superannuation costs have only been partly funded in the past, with
funding largely provided as cash costs emerge. Superannuation costs are projected
to increase significantly in the coming years dus to the impact of retirements and
redundancies. Also, in the case of the State Authorities Superannuation Scheme,
the increasing coverage of employees is projected to increase costs.

Figure 1.9

TOTAL SUPERANNUATION PAYMENTS

(Payments expressed in real terms, 1991-92 base)
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Microeconomic Reform

) The strategy of downsizing and improving the efficiency of Government has
significant benefits in terms of the cost of Government. However, the short to
medium term impact involves significant financial cost as redundancy payments are
funded and superannuation costs of those made redundant are paid out.

In the last three years the major area of redundancy funding for the Budget
Sector has been in the public transport area as the State Rail Authority has
downsized from approximately 37,000 employees to under 27,000 by June 1991.

This process will continue in 1991-92 and beyond and will be extended to a
number of other agencies. In 1991-92, redundancy funding will total $364 million
compared to $168 million in 1990-91. Increased redundancy payments not only
reflect the Government's policy of achieving improved efficiency, but also the
reduced opportunities for using normal staff attrition to reduce employment.
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In addition, the community service obligations arrangements with the State
Transit Authority have been restructured to facilitate the move to a fully commercial
model for the State Transit Authority (STA) and possible future corporatisation. In
the past, the community service obligations payments to the STA for non commercial
services have understated the actual cost for two reasons. The first is that the cost
was expressed in cash terms not accrual terms. Secondly, there was a significant
degree of cross subsidy from profitable to non profitable routes.

These factors have been adjusted for and, with the addition of certain other
community service obligations, have increased the cost to the Budget on the
gayments side by $91 million per annum, with an offset on the revenue side of

58 million.

Table 1.7: Redundancy Costs

1988-89 1989-91 1990-91 1991-92
$m $m $m $m
Budget Sector agencies 12.5 18.4 6.9 189.0
Subsidies to Non Budget
Sector agencies -
SRA/STA 10.9 159.0 163.6 174.7
Other 10.6
Total 234 188.0 170.5 363.7

Demand Driven Programs

There are a large number of programs in the Budget Sector, such as health
and education, that are demand driven in part or whole.

Some of these demand driven programs offer little discretion to manage the
level of demand without a policy change and are exhibiting strong increases in cost.

_The major program in this category is the School Student Transport Scheme
which has increased rapidly in cost over the years. With the impact of dezoning and
the shift to private schools, the costs are projected to further increase substantially in
real terms in the future.

1991-92 Budget Strategy

The medium term Budget Strategy remains an appropriate framework for
budget policy.

_ However, in 1991-92 and the two forward years, New South Wales is faced
with severe revenue pressures due to the impact of the economic recession, the
collapse of the property market and continued real cuts in Commonwealth funding.

Under such circumstances, it is necessary to de-emphasise, over the coming
three years, the strategy of renewing infrastructure and achieving further reductions
in tax burden and place prime emphasis on containing debt.
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Accordingly the 1991-92 Budget strategy has as its prime objective the
containment of Budget Sector net debt by -

. targetied reduction in current outlays

Ministers were provided with portfolio savings targets and asked to
advise on options to achieve these. The Expenditure Review Committee

evaluated all options and strategies.

Prime emphasis was placed on achieving savings through contracting
out, increased application of user charges and corporate support
downsizing and rationalisation of activities. Certain lower priority
programs were also reduced.

. minimisation of taxation Increases

Consistent with the medium term budget strategy and with the need to

avoid adding to inflationary pressures or exacerbate the impact of the

recession on the community, no further significant taxation initiatives are

gontained in the Budget other than those announced in the July Financial
tatement.

. reductlon In Budget Sector capital program

After several years of strong growth, particularly in the law and order,
health and roads areas, the capital program has been cut in real terms in
1991-92 and will be capped at this level in real terms for the forward
rears, despite the impact of the Olympic Games funding requirements.
ndeed when the impact of the Olympic Games funding is excluded, the
1B§Ig %tZSector capital program will decline by 5.7 per cent in real terms in

o sale of Business Asseis

As announced in the July Financial Statement, the Government is
proceedina with the sale of the GIO in 1991-92 and plans to sell the
State Bank in the next two years. The proceeds of the sales will be fully
applied to debt retirement.

Other business asset sales that are in train include the sale of the Grain
Corporation and the sale of Elcom’s collieries.
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1.4 BUDGET MEASURES

Budget Initiatives

In the context of the difficult budgetary outlook, it is not possible or appropriate
to fund major new initiatives.

However, in view of the difficult economic environment faced by the
community, select initiatives have been undertaken to assist those on low incomes,
the unemployed and the disadvantaged.

In addition, improvements in efficiency and in the approach to service delivery
and organisations will provide improved performance in key areas of law and order
and health.

EMPLOYMENT AND TRAINING SCHEMES

Various strategies have been put into place by the Government to combat
unemployment. Employment and training programs of the Department of Industrial
Relations, Employment, Training and Further Education are geared to developing
job skills and training infrastructure as well as providing employment generatin
packages based on community activities. The Department has been allocated $34.
million in 1991-92 for employment programs.

A major component of the empI%yment programs is the workplace initiative of
which $6.6 million has been earmarked to assist community based organisations in
providing training, counselling, job placement and post placement support services.
As part of this initiative $2.8 million has been allocated to the Mature Workers
Program and this represents an increase of 45.7 per cent on 1990-91 expenditure.
Approximately 1,480 people will be assisted under this program which reflects the
Government's commitment to assisting both retrenched and older workers in
re-entering the workforce.

As part of the stratedgy of achieving improved efficiency in the public sector,
the Government has introduced the Job Assist Scheme. The Scheme has been
provided with $6 million in funding in 1991-92 and is directed at providing a range of
assistance to surplus public sector employees, including retraining and
outplacement.

COMMUNITY SERVICES

Total payments for welfare services in 1991-92 are projected to increase by
12.0 per cent, a real increase of 8.2 per cent.

The economic recession has increased the number of low income and
unemployed seeking support from charitable and other community support
organisations.

In order to effectively channel assistance to those most in need, a $10 million
Recession Support Package will be funded In the 1991-92 Budget. The initiative
involves the provision of funding to a range of community support organisations to
enable them 1o help those adversely affected by the current recession.
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Specific Recession Support initiatives are -

° the provision of a total of $4 million in block grants to community based
organisations, including Careforce, the St Vincent de Paul Society,
Wesley Mission, the Sydney City Mission, the Salvation Army, the Smith
Family and Centacare to provide assistance in both urban and rural
areas to those individuals and families falling within the target group;

N once-off supplementation of $2 million to non-government organisations
providing emergency cash assistance to those in need. This amount
approximates the funding provided by the Commonwealth, which has
primary responsibility for this area, in the current calendar year;

. an amount of $1.75 million to provide mortgage and rent relief assistance
to the unemployed. This amount will be in addition to the $21.1 million
already allocated for this purpose in 1991-92 and will be administered
through the Department of Housing;

. a total of $2 million to provide additional support to existing welfare
recipients; and

o an amount of $250,000 to fund a toll free credit line which will provide
financial crisis counselling.

From the 1992 Land Tax year, boarding houses which allocate a substantial
proportion of their available accommodation to long term boarders on income
support schemes will be exempt from land tax. This measure will cost $6 million in
1991-92 and $8 million in a full year.

In addition to these Budget funded initiative, the Department of Community
Services is undertaking an extensive rationalisation program directed at downsizing
corporate support and administrative overheads and freeing up discretionary funds
for higher priority areas. Growth monies will be provided in 1991-92 for Home and
Community Care, Supported Accommodation and Children’s Services Programs.

The Home and Community Care Program is directed at assisting frail aged
people and people with disabilities who live in their own home. In 1991-92 recurrent
funding will increase by 7.1 per cent.

Supported Accommodation provides funding to organisations to assist in
providing short term emergency accommodation to those in need. Funding in
1991-92 will be up 11.9 per cent.

Protection of children programs are concerned with protecting children from
abuse and exploitation and will have funding increased 12.8 per cent in 1991-92.

Beyond the immediate pressures caused by the current recession, there is a
need to strategically reassess the community services area.

The area of community services has involved extensive duplication of effort
and confusion of roles and responsibilities between the Commonwealth and the
States. The Special Premiers’ Conference provides an opportunity to clarify
responsibilities in this area and hence provide a more effective service.

_Consistent with the trend at the Commonwealith level in the area of social
security, the major priority will be to more effectively target resources to the high
priority areas of need.

_ Complementary to this trend, it is also necessary to achieve the most effective
delivery of services through exploration of options to contract out service provision to
the volunteer and private sector.
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A third challenge for the coming year will be to more effectively link welfare
and health service provision, particularly to aged people and people with disabilities.

Finally, there will be further devolution of responsibilities from the centre to
local management to improve the effectiveness and responsiveness of service

provision.

HEALTH

The ageing of the population, together with the development of new
technology, and the need for infrastructure renewal will place major pressures on
health resources over the coming decade.

New South Wales will continue to work co-operatively durinlg_{ 1991-92 with the
Special Premiers’ Conference and the National Health Strategy Review to seek to
reform Commonwealth-State roles and policy in the health area.

A major priority is the reform of the medicare system, particularly in terms of its
approach to public hospitals. While accepting the need for universal health
coverage, it is clear that the current system imposes severe pressures on public
hospitals, acts as a barrier to the further development of an already under-utilised
private hospital sector, is producing significant pressures on health insurance and
encouraging cost shifting between Governments.

In view of the high Government priority in the health area, there has been no
portfolio savings applied, although growth funding has been removed. Total
payment for health in 1991-92 will increase by 4.9 per cent, a real increase of 1.3 per
cent.

_ In future, the health area will need to address the increased demands on its
services through more effective provision of services and resource reallocation from
low priority areas and need to high priorities.

The Minister for Health Services Management has announced initiatives to
achieve significant reforms in the health area, including -

. transferring resources from small, poorly equipped hospitals to
neighbouring teaching hospitals. This is expected to both improve the
efficiency and effectiveness of the health system and the quality of
services provided to the community;

. directing acute services to where the highest demand is, particularly in
the under-resourced west and south west; and

- building on existing strengths by providing specialist services which are
responsive to community needs in areas such as rehabilitation and aged
care.

A consistent long term trend in the hospital area has been the decline in the
length of stay of patients. This trend is expected to continue and indeed is likely to
accelerate. The National Health Strategy Review has concluded that Australia has
too many hospital beds and the continued decline in the length of stay of patients
will exacerbate this situation further. Throughput of patients rather than the number
of beds should be the standard by which the hospital system is judged.
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Major new facilities are being constructed at St George, Nepean, Liverpool
and Westmead. It is necessary fo effect a transfer of resources to these new
facilities and to where the needs are greatest by the rationalisation of existing poorly
located and under-utilised facilities. A number of hospitals will either be closed or
have their roles redelineated, including Marrickville, Parramatta, St Josephs,
Auburn, Sydney Hospital and Royal South Sydney Hospital.

Further rationalisation will be necessary in the event of the transfer of the
Concord Hospital to the State.

COURTS ADMINISTRATION

Consistent with the Government’s high priority in the area of law, order and
public safety, the Government will continue a range of initiatives to improve the
courts system.

The separation of the policy role of the Attorney-General’s Department from
the operational responsibilities of court services by the establishment of a separate
Department of Courts Administration will further assist in improving the efficiency
and effectiveness of the courts system.

The courts delay backlog program will continue in 1991-92, with the
appointment of additional Judges and Magistrates and the coming on stream of the
Downing Centre, with 16 new courts and the Campbelitown Court complex. Plans
for the further consolidation of the Sydney District Courts system are being explored,
involving the establishment of a consolidated complex for the civil courts.

Budget Savings

The Budget savings measures to achieve the financial target includes a
mixture of structural reductions in the deficit and once up initiatives designed to
ﬁ)rgduce a reduction in net debt. These measures are summarised below in Table

Overall, current expenditure savings (net of the cost of budget initiatives) total
$230 million in 1991-92, rising to $931 million by 1993-94.

Revenue initiatives will produce additional net revenue of $109 million in
1991-92 and $111 million in a full year.

Finally the sale of business assets is projected to realise $1,750 million in
1991-92 and a further $900 million in 1992-93.

The total budget savings in 1991-92 are nearly $600 million and over $1,300
million in 1993-94.



Table 1.8: Summary of Budget Measures

Current Expenditure

avings

. productivity dividend (b)

portfolio savings

- contracting

- user charges

- corporate support

downslzlngf

- other portfolio savings
. public transport reform (¢
. net savings from debt retirement

Initiative
. recesslon support program
Subtotal

Revenue Initiatives

. increase in tobacco tax

. indexation of petroleum tax
and extenslon of levy

. indexation of motor vehicle
taxation

. reduced payroll tax
diversion to Education and
Training Foundation

. Land Tax instalment system

. exemption from Land Tax
of Boarding Houses

Subtotal

ngital Prg%ram

. reduction in program in
1991-92 and cap In real
terms thereafter

Sale of Business Assets
. sale proceeds and tax

compensation

TOTAL
including sale of assets
excluding sale of asgets

Per Annum
Full Impact
Savings
1988-89 to
1980-91
$m

258
72

99
255

Impact of Measures in 1991-92 Budget

1991-92

$m

40.0
10.0
13.5
66.4
63.9
46.0
10.0
Y
88.0

9.0
12.0

27.0

(6.0)

é

a

)

a,

109.0(a)

260.0

1992-93 1993-94 Full

Impact
$m $m §m
80.0 120.0 120.0
50.0 100.0 100.0
59.7 67.7 78.8

168.6 175.0 190.0
96.8 93.0 93.0
133.0 196.0 196.0
164.0 179.0 (d)
752.1 930.7 777.8(d)
96.0 96.0 96.0
12.0 Sag 12.0 §a; 12.0 ébg
250(a) 25.0(a 25.0 (a
23.0 23.0 23.0
(8.0) (8.0) (8.0)
111.0 111.0 111.0
260.0 260.0 260.0
900.0

2,023.1

3 1,301.7
1,123.1 1,301.7 1,148.8

(@) Petroleum licence fee and motor vehicle taxation are fully applied to roads expenditure and
hence the Indexation of these taxes and the extension of the levy do not affect the Budget
result, as there Is a corresponding increase in roads expenditure. Hence these measures are

not included in the subtotal.

(b) Excludes productivity savings retained in agency.

(¢) Includes full savings from National Freight Corporation.

(d) Longer term impact on the Budget position in cash terms depends on future profit, tax and

dividend trends.
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The specific Budget savings measures are described below.
PRODUCTIVITY DIVIDENDS

Productivity dividends are a reduction in the funding of budget sector agencies
to reflect part of the benefits of productivity savings. Productivity savings involve the
provision of the same level of services at a lower cost by increased efficiency in the
delivery of the services and reduced overheads.

Productivity dividend requirements have been set for each year from 1988-89
onwards. In the period to 1990-91, productivity dividends totalled 258 million.

Not all organisations are required to achieve productivity dividends, the main
exemptions being the Department of Heaith and the teaching area of the Department
of School Education and TAFE. However, those areas that are exempted are still
expected to achieve productivity savings and reapply to priority areas. For example,
in the case of the Department of Health, productivity savings in the period to 1990-91
totalled $108 million and for 1991-92 further savings of the order of $56 million are
projected.

For the forward years, the productivity dividend has been set at a rate of
1.5 per cent per year.

In order to assist agencies with the achievement of productivity savings, the

Office of Public Management in the Premier's Department is developing a guide to
methodologies to achieve increased productivity and improved value for money.

PORTFOLIO SAVINGS

In view of the difficult Budget outlook, the Expenditure Review Committee
established savings targets for each portfolio and requested Ministers to evaluate
the options to achieve such savings.

Following consideration of the responses of Ministers, the Expenditure Review
Committee approved of portfolio savin‘?s that by 1993-94 will achieve savings of
$436 million, with a full year impact of $462 million.

The more significant savings initiatives are as follows -

Contracting

) The Government has embarked on a program of systematically reviewing and
identifying areas for contracting for services, whether contracting to the private
sector or to in house suppliers.

The potential benefits from contracting services include -
o improved cost effectiveness;

° ability to clearly specify the quality and quantity of the desired outputs
and outcomes; and

o benefits flowing from greater competition, including innovation and
greater focus on quality.
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Extensive analysis has been undertaken both in Australia and overseas of the
potential for contracting out and the savings and other benefits that can be achieved.
Typically, experience shows that savings of the order of 20 per cent can be achieved
after account is taken of all transitional costs.

Prospective areas for contracting out include cleaning, security, computer
services, research, purchasing, storage, records, printing, land management,
auditing, training, legal services, personnel services, welfare services and many
other services.

The Industry Commission has recently undertaken an assessment of the
potential for contracting out in the Australian public sector.

Broadly, the assessment concludes that for all levels of Government, further
savings of the order of $4,500 million per annum can be achieved.

Focusing on the States’ sector, the savings are of the order of $1,540 million
for current expenditure and $510 million for contracting out fixed asset construction.
Both avenues for savings and improved performance Wwill be pursued in New South
Wales.

Based on the Industry Commission research, substantial current expenditure
savings can be achieved in New South Wales by contracting out. Half of these
savings can be achieved in the health services area, which will be able to retain
these savings, particularly for much needed capital works.

The other half of savings can potentially be achieved in the balance of the
budget sector, with agreed distribution of savings between individual agencies and
the Budget to be established. Broadly speaking, one half of savings achieved will be
able to be retained for priority needs.

A high level Steering Committee has been established which will work closely
with individual agencies to oversight the process of contracting out. The Steering
Committee will produce best practice contracting guidelines, identify prospective
?relfs for contracting out and provide assistance for agencies in undertaking the
ask.

_ While the potential savings for the non health area are of the order of $250
million per annum, only half of these savings will be available to the Budget under
the incentive arrangements.

User Charges

A survey was undertaken during 1990-91 of all user charges activities.
Commercial and semi commercial activities which are separate and distinct from the
goze rc:le of the agency and can operate on a stand alone basis have been taken off

udget.

However, the great bulk of user charges provide supplementary funding to
core activities.

Agencies are being encouraged to review the level and structure of user
charges and, where appropriate, to restructure them to more properly reflect costs.
Agencies will be able to retain all user charges revenus, though where there is
significant real increases due to past neglect of such charges, there will be a
corresponding adjustment in the level of Consolidated Fund support.

~ In1991-92 reform of user charges will produce budget savings of $13.5 million
rising to nearly $80 million once fully implemented.
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The major areas for rationalisation of user charges will be as follows -

-  Agriculture

Agriculture colleges and tick control, over time, will be placed on a full cost
recovery basis.

. Arts

Cultural institutions will be able to introduce moderate entrance fees.

. Public Lands

The Department of Conservation and Land Management will be accelerating
the phase out of concessional terms and conditions for Crown land.

o  Health and Community Services

In the health area, charges for compensable patients will be reviewed with the
intention of moving to full cost recovery.

The Department of Community Services is reviewing its fees and charges in
areas such as Home Care Services with a view to achieving a more equitable

pricing policy.
. Courts

There has been substantial increases in the demands by the community,
particularly the business and commercial sector, on the civil courts. The current
fees have not been maintained in real terms and the structure of charges does not
reflect the structure of costs imposed on the system. In particular, the fees tend to
be imposed up front with little recognition of the complexity or duration of the
proceedings. It is proposed to increase civil court fees significantly in real terms in
1991-92 and to review the structure of fees during the course of the year to develop
a structure that more closely reflects the costs imposed on the system.

Targetted Ratlonallsation and Corporate Support Downslzing

On 6 June, the Premier and Treasurer announced a major restructure of
Government administration, directed at separating policy from service delivery and
combining areas that have common purposes.

The objectives of the restructure are -

o separation of strategic policy from operations in order to sharpen the
focus on each and improve performance;

. integration of organisations with common or related purposes;

«  exposure of the public sector to greater contestability in the provision of
services; and
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o achievement of economies in the operation of agencies through
rationalisation of corporate support, head office activities and regional
networks.

The major restructures were -

.  creation of the Conservation and Land Management portfolio, combining
the responsibilities of the Department of Lands, the Forestry Commission
and the Soil Conservation Service, as well as Land Titles Office and
Valuer-General’'s Department;

o establishment of a Natural Resources portfolio, combining the resource
management and exploration functions of the former Department of
Minerals and Energy, the Fisheries Division of the former Department ot
Agriculture and Fisheries and the Department of Water Resources;

o separation of the courts administration function from the policy role of the
Attorney General's Department, with the creation of a new portfolio of
Courts Administration, under the same Ministerial responsibility as the
Department of Corrective Services;

o substantial rationalisation of the business portfolios, with the retention of
the Department of State Development, augmented by responsibility for
secondary industry and the services sector, as well as the regional policy
and international business support role of the former Department of
Business and Consumer Affairs. The consumer affairs responsibility of
the former Department of Business and Consumer Affairs was
transferred to the Attorney General with the establishment of the
Department of Consumer Affairs; and

o combination within the one portfolio of the Department of Health and the
former Department of Family and Community Services, with a Minister
appointed for Health and Community Services and a second Minister
appointed for Health Services Management.

In addition to these agencies, restructures and rationalisation programs are
being undertaken at present in the Public Works Department, Roads and Traffic
Authority and the head office and corporate support areas of the Department of
School Education and the Office of Education and Youth Affairs.

Department Heads and Ministers, together with the assistance of Task Forces
drawn from the relevant agencies and the Central Agencies, are assisting in the
implementation of the changes. The restructure will both improve the quality of
policy advice and service delivery and facilitate the achievement of significant
economies through corporate support downsizing. The Task Forces will complete
their work towards the end of 1991 and this will be reviewed at the February
Ministerial Review Meeting.

Savings to the Budget in 1991-92 total $66.4 million, rising to $175 million by
1993-94 and $190 million once fully implemented.
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The major areas of savings are -

. Department of Conservation and Land Management

The aggregation of land management and conservation agencies under the
one portfolio has facilitated extensive rationalisation of programs without adverse
impact on services provided. Savings of $9.1 million have been identified in 1991-
92, rising to $13.8 million by 1993-94. Further savings are likely to be achieved as
further integration of the various functions is achieved.

. Community Services

Following a fundamental reassessment of the various programs undertaken by
the Department and a reassessment of corporate support and administration,
significant opportunities have been identified to reduce corporate support and
achieve efficiencies in service delivery. The savings achieved will be shared
between the Budget and high priority areas of Community Services.

o Minerals and Energy

The Joint Coal Board has reached the end of its effective life. New South
Wales will withdraw from 1992-93.

it is intended to wind up over time the various energy funds that have been
implemented and bring the full operation of the energy area within the Budget and
appropriation system. In 1991-92 the Industry Development Assistance Fund will
be abolished.

The changed arrangements are directed at ensuring the proper parliamentary
oversight for these areas of expenditure.

. School Education

The Department of School Education, through initiatives in the rationalisation
of the head office of the Department and the Office of Education and Youth Affairs,
will achieve savings of $16.6 million in 1991-92, rising to $24.8 million in the
following year and beyond.

. State Development

The aggregation of the various business sector responsibilities in one agency
has provided the opportunity to re-examine the role of the State and to rationalise
programs.

Overseas offices will be rationalised and replaced with contact points in key
overseas Austrade offices.

The Strategic Economic Development Package, which was introduced to
assist firms relocating to New South Wales, will be suspended, although existing
commitments will be honoured. Savings will amount to $8.3 million in 1991-92 and
$13.9 million in 1992-93 and 1993-94.

. Public Works Department

The Public Works Department has been reviewed with the intention to focus
attention on its core role of facilitating effective interface with the private sector in
the area of construction, design and project management.
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Reflecting both this refocus on its core role and the impact of the cutback in
the Budget Sector capital program, the Department will be downsized over time. A
reduction in funding of $10 million per annum has been made in 1991-92.

o Roads and Traffic Authority

The Roads and Traffic Authority is in the process of major rationalisation
programs. The first stage of this progl[am was the DRIVES program which has
computerised the registry function. he second stage involves an extensive
program of contracting out to the private sector both remaining construction
activities and support services.

These initiatives should achieve significant savings over time.

At the same time, the Government will extend the funding base for road
construction. Commencing in 1989-90, all State fuel levies, includin the 3 cents
fuel levy were dedicated to the State’s road program. It is now intended to extend
the 3 cent levy for a further three years and to index it, the petroleum franchise fee
and the motor vehicle tax.

In view of the additional resources provided, both by the savings initiatives and
through the indexing and extension of dedicated road funding, Budget support from
sources other than road levies will be eliminated from 1992-93, which will assist the
Budget to the extent of around $80 million per annum.

TRANSPORT AUTHORITY SAVINGS

Over the last three years there has been substantial downsizing and improved
efficiency in both the State Rail Authority and the State Transit Authority.

in the STA operating costs have declined by $38 million in real terms between
1987-88 and 1991-92 and are projected to decline by $68 million by 1993-94.
Between June 1988 and June 1991 staff declined from 6,398 to 4,916. The STA will
contintl_Je its program of reform to achieve a more efficient and fully commercial
operation.

In 1991-92, SRA operating costs will be $403 million less than for the base
year of 1987-88, while the Government contribution is $230 million less in real terms.
Between June 1988 and June 1991 staff declined from 36,717 to 26,602.

The SRA will continue the process of reform by focusing on the key areas of
comparative advantage in the freight and mass transit area and by reducing
operating costs and corporate support overheads.

In the freight area, the SRA plan to withdraw from TrackFast, reform pricing
structures for general freight to eliminate cross-subsidy of currently uneconomic
business and negotiate with rural users on rationalisation of services.

An important initiative that will achieve major improvements in effectiveness is
the establishment of the National Rail Corporation. The Corporation will take over
interstate rail freight operating between New South Wales, Queensland, Victoria,
South Australia and Western Australia.
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The Agreement for the establishment of the Corporation was signed at the
July 1991 Special Premiers’ Conference. The Commonwealth, New South Wales,
Victoria and Western Australia will provide the initial equity funds for the Corporation,
estimated to be in excess of $400 million over the next five years. In addition, the
current operators will fund the downsizing of their interstate freight prior to the
transfer of the business to the Corporation.

Over the next four years or so the Corporation will pro?ressively take over
existing operating interstate freight functions, starting in early 1992 with marketing
and pricing.

The integration of interstate rail into one system will enable significant
economies to be achieved and a more effective service to be provided to customers.

Once fully established, the Corporation will produce savings to the New South
Wales system of more than $100 million per year.

The Western Coal Freight Equalisation Scheme will be abolished as soon as
practicable. The Scheme was established in November 1983 to compensate
western coal producers adversely affected by the decision to locate the new coal
loader at Port Kembla rather than Port Botany.

Under the scheme, western coal producers pay only the freight cost to
Balmain. The Government pays a community service obligation to the SRA for the
additional cost of freight to Port Kembla.

The abolition of the scheme will save $8 million in a full year.

OTHER PORTFOLIO SAVINGS

1993 &ther portfolio savings total $64 million in 1991-92, rising to $93 million by

While there has been no cuts in the health sector allocations, it is no longer
intended to provide additional growth funding. The forward estimates previously
included $32 million in growth funds in both 1991-92 and 1992-93 which will no
longer be provided. ‘

Savings will also be achieved in a range of other portfolios, including the Legal
Aid.S'ervice, the Arts area, the Department of Industrial Relations, Further Education,
Training and Employment and the Department of Sport, Recreation and Racing.

The Government indicated in the July Financial Statement that it would be
reviewing the School Student Transport Scheme with a view to achieving economies
and greater disciPIine in the system. This review has not yet been completed.
However, once all options have been fully reviewed, the Government will give full
consideration to reforming the scheme.

REDUNDANCIES

. As a consequence of the various strategies to achieve savings and improve
efficiency, the Government recognised the need to provide additional flexibility for
the handling of excess staff.
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A Ministerial Statement was made in July 1991 which had the following main
features -

o emphasis to be placed on natural attrition to the maximum possible
extent,

o where attrition and redeployment are not practical, targetted, selective
redundancy packages can be offered.

The redundancy package involves two weeks pay for each year's service
up to a maximum of 26 weeks;

° in order to encourage early acceptance of redundancy, employees can
have their redundancy payment increased by an additional period of
between 2 weeks and 8 weeks, depending on the length of service,
provided employees indicate within two weeks of an offer of redundancy
being made that they would be prepared to accept it; and

. introduction of the Job Assist Scheme, which provides surplus staff with a
range of arrangements to assist staff find alternative work, prepare to
look for work or retrain for work in the public or private sector.

Funding has been made available to finance retraining for Budget Sector
employees who are excess to current needs.

CAPITAL PAYMENTS MEASURES

The Budget Sector capital program has grown strongly in recent years,
increasing in real terms by 22 per cent between 1987-88 and 1990-91. In view of
the difficult financial outlook, the initial program reviewed by Treasury involved an
increase of only 4.1 per cent, representing a real decline of $75 million.

Despite this, it was decided to make further substantial cuts of the order of
$260 million to produce a Budget Sector capital prc\:;\glqram of $3,581 million, down 4.2
per cent in real terms over the level in 1990-91. When the impact of the Olympics
funding is excluded, the real decline is 5.8 per cent.

Reductions have been made across a wide range of areas including deferrals
in school facilities, technical colleges, prisons, community service facilities, courts,
police and fire brigade capital expenditure, the Country Towns Water Supply and
Sewerage Scheme and the State Rail Authority non-commercial program.

Despite the severe constraints on capital spending, funding for health has
been maintained.

The capital program for the Budget Sector will be kept under tight control for
the forward years with the program capped at not greater than the 1991-92
expenditure in real terms.

The need for further cuts in the capital program in future years will be
assessed in the light of the emerging budget situation.
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SALE OF BUSINESS ASSETS

As announced in the Financial Statement, the Government is proceeding with
the privatisation of the GIO in 1991-92. The State Bank is planned for privatisation
in eighteen months to two years time.

Based on the latest financial information available, the sale of the GIO,
including tax compensation from the Commonwealth Government, should realise in
the range of $1,500 million to $2,000 million.

The proceeds of sale of both the GIO and the State Bank will be applied to the
retirement of debt so as to reduce debt servicing costs in the Budget.

Allowance has been made in the main Budget summary tables for the impact
of the sale of both organisations on capital receipts, dividend receipts and debt
servicing costs, but the Budget result is then adjusted to delete the sale proceeds as
an extraordinary item.

The sale of both the GIO and the State Bank is proposed as a responsible
financial strategy on the basis that -

o the sale price is likely to exceed the retention value that would accrue if
both were kept under Government ownership;

o in future years there could be demands on the Government for capital
injection to support growth which could not be funded in terms of
Governmental priorities;

o both organisations operate in highly compstitive markets on a fully
commercial basis and hence there is no public good purpose served in
continued Government ownership; and

o the level of financial risk of commercial financial institutions is such that it
is not appropriate for Governments to continue to own them.

REVENUE INITIATIVES
Details of revenue initiatives are set out in Chapter 3.

Apart from revenue initiatives announced in the July Financial Statement,
there have been no further tax increases.
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1.5 SUMMARY OF BUDGET RESULTS

On a Government Finance Statistics basis, the total financial result of the
Budget Sector is estimated to be a deficit of $1,089 million in 1991-92.

Consistent data for the Budget Sector is not available for all components of
the total financial result on an historical basis, however estimates of the overall resuit
are shown in Table 1.9, back to 1986-87.

On a real terms basis the 1991-92 result is significantly less than that of
1986-87. Over the intervening period, the property and share market booms
reduced substantially the deficit in the latter part of the 1980’s (resulting in a true
surplus in 1988-89) although this trend was reversed from 1989-90 with the collapse
of both markets.

The forecast results for 1991-92 to 1993-94 reflect a gradual improvement in
the State’s revenue base (although to significantly lower level than the latter part of
1980’s) and the restraint on outlays, both capital and recurrent, imposed to address
the financial position.
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2.1 OVERVIEW

1990-91 In Review

During 1990-91 the Australian economy experienced its third post-war classical
recession' with Gross Domestic Product (GDP) falling 0.9 per cent. In the previous
post-war classical recession in 1952-53 and 1982-83, output declined by 4.8 per
cent and 1.4 per cent respsctively.

Despite a series of interest rate reductions which began in 1989-90 domestic
demand and employment declined sharply. The components of domestic demand
mc|>st affected were business investment, dwelling construction and durable goods
sales.

After employment growth averaging 4.1 and 3.8 per cent in the previous two
years, the labour market suffered a major reversal in 1990-91. Average employment
growth fell by 0.4 per cent. In the 12 months between the peak in July 1990 and
July 1991, 305,000 jobs were shed and unemployment rose from 7.0 per cent t0 9.8
per cent.

Despite a 5.2 per cent fall in the terms of trade, Australia’s exports expanded
by 13 per cent during 1990-91. Combined with a 3.6 per cent decline in imports, as
a result of the slump in domestic demand, net exports contributed around 3
percentage points to GDP growth.

Accompanying the recession was a marked reduction in inflation. For 1990-91
as a whole the Consumer Price Index (CPI) increased by 5.3 per cent compared to
8.0 per cent in 1989-90. By the June quarter of 1991, the annual rate of inflation
was 3.4 per cent.

Although the nominal growth in average weekly eamings eased from 6.8 per
cent in 1989-90 to 5.8 per cent in 1990-91, the sharp drop in the inflation rate caused
real wages to grow by 0.6 per cent. The real disposable income of those in work
was also boosted by a mid year cut in personal income tax in lieu of a September
1990 wage increase.

In contrast to the 0.9 per cent fall in national GDP, Gross State Product (GSP)
in NSW is estimated to have increased by 0.3 per cent in 1990-91. Throughout the
year, NSW consistently outperformed the rest of Australia on all major economic
indicators. In the critical labour market area, NSW employment grew by 0.3 per cent
compared to a 0.4 per cent decline nationally. For the year as a whole, the NSW
unemployment rate averaged 7.5 per cent (up from 6.1 per cent in 1989-90)
?g?g%e)d to the national unemployment rate of 8.4 per cent (up from 6.2 per cent in

! Classical recessions occur when GDP actually declines for the year as a whole. The term growth
recession refers to periods when annual growth rates deciine but remain positive for the year as a
whole even though GDP may have declined for a number of quarters during the year. Qrowth
recessions occurred in 1956-57, 1961-62, 1974-75, 1977-78 and 1986-87.
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Figure 2.1
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New South Wales’ above average performance reflects -

. higher levels of consumer and business confidence compared to Victoria
and a number of other States where financial shocks, including
Government credit rating downgradings, have contributed to sharp
declines in confidence;

. the structure of the NSW economy, which is the most diversified of all
State economies; and

. the benefits of microeconomic reform which has gradually taken place
since the 1982-83 recession and which has, for example, resulted in a
major restructuring of the steel industry. Other areas subject to reform
include the coal and transport industries and, more recently, Government
Trading Enterprises.

1991-92 Outlook

In contrast to previous upturns in the business cycle, the recovery in 1991-92 is
expected to be more muted, with GDP expanding 2.0 per cent nationally and 2.5 per
cent in New South Wales. Major factors in this relatively slow recovery are the
depressed outlook for business investment and the intention of the Commonwealth
Government to keep monetary policy relatively tight in order to effectively eliminate
Australia’s high inflation bias.

The inflation outlook is for a 3.5 per cent increase in 1991-92 and 4.5 per cent
in the following two years. The outer year forecasts are conditional on the avoidance
of a wages outbreak during the transition to a more decentralised wage fixing
system. However, the prospective weak state of the labour market over the next two
|year?_ kalrI\d the forthcoming reductions in industry protection makes a wages outbreak
oss likely.

While employment is expected to begin a slow recovery before end-1991, it will

start from such a recessed base that the average annual level is forecast to be 1.5

er cent lower than in 1990-91 nationally and 0.8 per cent lower in New South

ales. Average unemployment also will be higher than in 1990-91 despite slow
improvement in the second half of 1991-92.

Although above average performance is forecast for the NSW economy in
1991-92, this will not be reflected immediately in the State’s budget position. Due to
the tax powers assigned to each level of government, State tax revenues are more
influenced by the asset price cycle than by the general economic cycle. Given the
oversupply of commercial pro#aerty, especially office space, the forecast employment
reductions and the focus of macroeconomic policy on making Australia a low
inflation country, there is little prospect of a substantial upturn in asset prices in the
medium term. The only exception to this outlook is the residential property market
which should experience increases in turnover and Frice as first home buyers and
others take advantage of lower interest rates. Overall, the revenue outlook for State
budgets will remain subdued.
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2.2 THE AUSTRALIAN ECONOMY

Overview

After growing strongly in 1987 through to the first half of 1989, the national
economy slowed progressively and growth turned negative from June 1990. The
downturn was brought about by tighter monetary policy in the context of an excess
build up of debt which had accompanied a speculative spiral in asset prices during
the late 1980s. After a long lag, high real interest rates produced lower levels of
business investment, dwelling construction and durable goods sales during 1990-91.
Other factors influencing the downturn were a 5.2 per cent fall in the terms of trade
and a slump in business and consumer confidence which were partly attributable to
financial shocks in a number of States. The decline in economic activity was
accompanied by a steep fall in employment, partly reversing the substantial gains
achieved during the preceding three years. A severe worsening of rural sector
conditions, due in part to weaker world commodity markets and in part to tighter
credit, added to the difficulties in the business sector.

While the recession has caused severe hardship for Australian families and
business, it has had the beneficial spin-offs of sharply lower inflation and a
temporary improvement in the balance of payments.

Table 2.1: Australia: Economic Performance and Outlook

89-90 90-91 91-92 92-93 93-94

(E) (F) (F) (F)

Output (GDP)®) % change 36 (0.9 2.0 3.5 3.0
Employment, % change 3.8 -)0.4 1.5 3028 25
Unemployment rate, % 6.2 8.4 10.5 9.0 7.5
Inflation (CPI), % change 8.0 5.3 3.5 45 4.5
Wages (AWE), % change 6.8 5.8 4.0 5.0 4.5
Current Account, ($B) ()223 (157 (160  ()21.0 {-)23.0
90-day bills (June), % 156.1 10.6 10.0 11.5 11.0
10-year bonds (June), % 13.6 10.8 10.5 11.0 11.0
USc/A$ Rate (June) 77 76 75 78 77

(a) Expressed in 1984-85 prices; (E) Estimate; (F) Forecast

The 0.9 per cent fall in GDP in 1990-91 was avera?e compared to the two
other major post war recessions (output fell 4.8 per cent in 1952-53 and 1.4 per cent
in 1982-83) but more severe than recent growth recessions (1956-57, 1961-62,
1974-75, 1977-78 and 1986-87) where GDP growth remained positive although low.

The occurrence of the two major recessions just under a decade apart has
prompted numerous comparisons of the two downturns despite some substantial
differences in the circumstances. Key differences in the downtumns were -

» the intemational recession preceded the domestic downturn in 1982-83
whereas in 1990-91 Australia preceded most of the OECD into recession;
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. the 1982-83 recession was preceded by a real wage breakout compared
to a sustained period of wage restraint pre 1990-91;

. credit growth remained relatively high during 1982-83 compared to very
weak growth in 1990-91; and

. weaker recovery in net exports in 1982-83 (lasting only 5 quarters
whereas net exports have risen further for longer in 1990-91 (8 quarters
with, as yet, no sign of abatement.

Key similarities between the two periods are -
. depressed rural conditions and declining terms of trade; and

. acollapse in the dwelling construction and business investment cycles.

Importantly, in terms of the recovery, Figure 2.2 shows that in 1990-91 both the
dwelling construction and business investment downturns have lasted longer. The
depressed outlook for investment is one of the principal reasons for expectations of
a slower recovery during 1991-92 than has been the case after previous recessions.
Other factors expected to contribute to a relatively slow recovery are the poor state
of private sector balance sheets, the capital expenditure constraints on State
%ovemments and the anti inflationary policy stance adopted by the Commonwealth

overnment.

In summary, GDP is forecast to rise by 2.0 per cent in 1991-92, much more
slowly than in the recovery from previous recessions. As a result, while employment
is forecast to rise over the course of the year, the low starting base will mean that
the annual average level of employment is forecast to be 1.5 per cent lower than in
1990-91. Consequently, the unemployment rate is also expected to be higher. On
the positive side, there will be only a marginal deterioration in the current account of
the balance of payments and a further substantial reduction in the rate of inflation.
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International Economy

During 1990-91, the major industrialised economies experienced a downturn in
the business cycle for similar reasons to Australia. The lagged effects of tight
monetary policy, contraction in credit growth and a reluctance by monetary
authorities to ease interest rates too early because of inflationary expectations
contributed to reductions in demand and industrial production. OECD growth
collapsed from 3 per cent in the first half of 1990 to virtually zero in the first half of
1991. Consistent with the growth pattern in the late 1980s, Germany and Japan
recorded growth performance above the OECD average.

In contrast to 1982-83, when the international downturn preceded the
Australian recession, the 1990-91 international and domestic business cycle
downturns were largely coincident. The impact of the decline in world industrial
production on commodity prices reduced Australia’s terms of trade by 5.2 per cent
during 1990-91.

Other factors influencing the terms of trade were recoveig in world wheat
production, increased predatory export subsidisation by the EEC and the United
States, and the demise of the Australian wool price support scheme. On average,
Australia’s rural commodity prices fell 27 per cent in 1990-91.

Figure 2.3

COMPARATIVE ECONOMIC GROWTH PERFORMANCE
Calander Year Change in Real GDP(GNP)

Forecast
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Source: OECD Economic Outlook,
ADB Asian Development Outlook
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Despite the deterioration in OECD demand, the volume of Australia’s exports
expanded by 13.0 per cent in 1990-91. However, the 3.1 percentage point growth
contribution to GDP from net exports was not sufficient to offset the 4 per cent
contribution from domestic demand.

A major contributing factor to the growth in export volumes was the continued
strong growth in East Asia. Japan continued as the leading growth country in the
OECD and the Newly Industrialising Economies (NIEs) in Asia averaged over 6 per
cent growth during 1990-91. Since East Asia (including Japan) accounts for over 50
per cent of Australia’s exports, continued growth in the region is vital to Australia’s
export performance.

The international outlook for 1991-92 has improved substantially in recent
months with signs that the US economy has entered the recovery phase and other
OECD countries are at the bottom of their downturn. The exceptions are Japan and
Germany where 8rowth is expected to slow as a result of continued tight monetary
policy. Overall, OECD growth of around 3 per cent is expected in 1991-92 with the
Asian NIE'’s again expected to average over 6 per cent growth.

Further falls in some rural commodity prices and weakness in mineral prices
will contribute to a further slight weakening in Australia’s terms of trade in 1991-92
thus limiting the growth in commodity export earnings. Manufacturing exports are
expected to continue the recent growth pattern. Total exports are forecast to grow 7
per cent in real terms.

Table 2.2: International Growth and Infiation

Calendar Years
1989 1990 1991 1992

F)
GDP Growth (F (
OECD (a) 3.3 2.6 1.1 2.9
Asian NIEs 6.2 6.6 6.3 6.2
Inflation®)

OECD (a) 4.4 4.6 4.5 4.0
Asian NIEs 57 7.4 8.3 5.8
World Trade 74 5.0 3.1 58

a; Hong Kong, Singapore, Republic of Korea, Talwan.
b) Consumption Deflator for OECD; Consumer Price Index for Asian NIEs.
F) Forecast

Source: OECD Economic Outlook;
Asian Development Bank Outlook

Domestic Economy

Australia’'s economic performance in 1990-91 is a consequence of a 5 year
struggle by policy makers to deal with the short term impact of the international
business cycle on the Australian economy and, at the same time, restructure the
economy to make it more flexible in accommodating external shocks and to improve
international competitiveness.
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During this period, which dates from the growth recession of 1986-87, the
economy has had to absorb the impact of the 1987 stockmarket crash and wide
swings in the terms of trade against a background of strong employment growth and
financial deregulation. The outcome has been a series of economic and policy
imbalances: insufficient savings to finance an investment boom; excessive imports
compared to export performance; rapid employment growth (reduction in
unemployment) accompanied by excessive inflation; over reliance on short term
variations in monetary policy at the cost of a more balanced policy mix; and financial
market deregulation without sufficient attention to prudential management (by both
regulators and financial institutions).

Aggregate output growth declined from 3.6 per cent in 1989-90 to -0.9 per cent
in 1990-91." Trend growth in GDP was negative for each of the four quarters. By
expenditure component, the steepest falls were in private dwslling construction
(down 11.4 per cent) and business investment (down 11.9 per cent). Private
consumption growth slowed from 4.3 per cent in 1989-90 to 1.0 per cent in 1990-91.
Of the main aggregates, public sector expenditure (which grew 2.9 per cent) and
exports (up a strong 13 per cent) experienced strongest growth.

In 1991-92, the economic recovery is expected to be far less dynamic than
after most previous recessions. While private dwelling construction may grow by 10
per cent on the back of lower mortgage interest rates, both house building and
private consumption will be constrained by a persistent high level of unemployment.
Plant and equipment investment is expected to recover relatively late in the cycle.
Due to current excess capacity, non-dwelling construction could remain depressed
for several more years until there is a better balance between accommodation
supply and demand. While net exports should continue to make a positive
contribution to growth, it will be less than in 1989-90.

Employment fell more sharply in the 1990-91 recession than in 1982-83 even
though wage growth was more restrained this time. Employment fell by 0.4 per cent
on a year on year basis, and was 2.7 per cent lower in June 1991 than a year earlier.
Average unemployment surged from 6.2 per cent in 1989-90 to 8.4 per cent in 1990-
91, reaching 9.8 per cent by July 1991. This collapse of the labour market reflected
surveyed business expectations that the recession would be steep.

In 1991-92, employment is likely to ease further, in the usual delayed response
to a steep downturn and slow recovery in production. Even if moderate growth
commenced immediately, the year-average result for 1991-92 will be constrained by
the carry-over effect of starting from levels far down from the previous year's
average. If employment remained unchanged over the remainder of the year, 1991-
92 year average growth would be minus 2.4 per cent nationally and minus 2.2 per
cent in New South Wales. Treasury's forecasts for year average growth (-1.5
nationally and -0.8 for New South Wales) imply that employment will be rising at
annualised rates of 1.9 per cent nationally and 3.0 per cent in New South Wales
within the financial year.

In the 1990-91 recession, asset deflation and credit compression were major
determinants of the speed of the downturn. In 1991-92, private credit is likely to rise
only slowly despite the steep drop in interest rates. This is in sharp contrast to the
period June 1984 to June 1989 when credit expanded by an average of 19.5 per
cent per annum. While house lending should be well up on 1990-91, borrowing by
most other sectors will be muted by high debt/equity ratios, poor balance sheets and
uncertainty about the strength of the recovery.
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Figure 2.4
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Figure 2.5
INFLATION IN AUSTRALIA AND OECD
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The recession has sharply reduced inflationary pressures in the economy.
Average growth in the national consumer price index dropped from 8.0 per cent in
1989-90 to 5.3 per cent in 1990-91, and is expected to drop to 3.5 per cent in
1991-92.

Provided that wages settlements remain low, the exchange rate holds steady,
and weak demand prevents a widening of producer and distributor price markups,
Australia’s inflation rate in the medium term will remain at or below the OECD
average, thus helping to maintain international competitiveness.

Rising unemployment has led to a shift in trade union priorities from wages to
job security, and average weekly earnings growth on a national accounts basis has
fallen from 7.1 per cent in 1989-90 to an estimated 6.6 per cent in 1990-91. Through
the year average earnings growth dipped to 3.0 per cent in the June quarter. This
reflects an effective wages pause following the ACTU-Government agreement to
forego the September 1990 CPl-related wage increase, the dissension between
parties over implementation of the subsequent $12 per week or 2-1/2 per cent wage
increase scheduled for May 1991 and the sharp fall in overtime pay as the economy
nosed further into recession.

Wage growth will ease further in 1991-92, but outcomes are much less
predictable given the tensions between the parties to the Wages and Prices Accord
and the Industrial Relations Commission as the system slowly evolves from
centralised wage fixing towards decentralised enterprise based bargaining. Average
weekly earnings growth of 4.0 per cent is forecast for 1991-92.

In summary, the 1991-92 outlook is for a fall in the rate of inflation and an
improvement in Australia’s international competitiveness. Those benefits will be
achieved at the short term cost of a slower growth rate than in previous economic
upturns and a rise in the rate of unemployment. If successful, the elimination of
Australia’s high inflation bias will underwrite sustainable economic expansion and
employment growth in the medium term.

Macroeconomic Policy Settings

The course of the 1986-1991 business cycle is broadly explainad by the
difficulty of fine tuning monetary policy to manage external economic shocks. During
this period the application of monetary policy was complicated by financial market
deregulation, which caused the lags between changes in monetary folicy and the
effect on economic activity to become longer and more uncertain; and by Australia’s
saving/investment imbalance.

By 1989, monetary policy was focused on reducing the balance of payments
deficit éhe outcome of the saving investment imbalance) and ultimately foreign debt
through the use of high interest rates to reduce the demand for imports. As a result
of financial deregulation, however, there was a long lag before monetary policy
rec_iéxcetd import demand. At the same time a number of serious side effects became
evident -

« acycle of tight monetary policy following the loose monetary policy used
to manage the aftermath of the 1987 stockmarket crash, caused inflated
asset prices to collapse with negative impacts on debt laden companies,
financial institutions and state govemment revenues; and
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. along period of tight monetary policy caused dwelling construction and
investment to fall sharply.

The result is that Australia now faces several years of relatively subdued
economic growth, compensating for the period of above capacity growth in the late
1980s.

Figure 2.6
INTEREST RATES
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The Commonwsealth Government continued to rely primarily on monetary policy
to change the short-run direction of the economy in the 1990-91 recession. Short-
term rates were eased eleven times between December 1989 and September 1991,
falling from 18.5 to 9.6 per cent. Bond rates also declined in response to lower
inflationary expectations. Home mortgage interest rates dropped to below 12 per
cent at selected banks. Despite these policy easings, money sup| ly growth fell
dramatically from 20 per cent in 1988-89 to virtually zero at June 1991; and private
sector credit growth fell from 25 per cent in 1988-89 to below 4 per cent at June
1991. Given the belated concern of financial intermediaries over the quality of their
assets, the need of the corporate sector to reduce debt levels in general and a lack
of business confidence about the economic outlook, credit growth is unlikely to
accelerate quickly in 1991-92. However, the expected recovery in residential
construction and the first home buyer market should boost housing finance growth
substantially. The Reserve Bank is unlikely to permit total credit growth in the
economy to return to 1980's rates as it believes that there was a direct relationship
between excessive credit expansion and the current account deficit.

The Federal Government kept fiscal policy settings essentially neutral in
1990-91, allowing cyclical effects from the recession to reduce the budget surplus
from a target level of $8.1 billion to an actual $1.9 billion. The structural component
of the budget balance weakened slightly due to cuts in income tax rates from
January 1991 which included a budgeted reduction plus the wage tax tradeoff
negotiated in November 1990.
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The 1991-92 Commonwealth Budget marks an adjustment in policy stance,
with monetary policy switched to medium term price stabilisation and fiscal policy
(through the automatic stabilisers) acting as the swing instrument to influence short-
term outcomes. But given the very limited scope for adjusting fiscal parameters in
the short run, it remains to be seen whether the government will still refrain from
active monetary intervention.

Figure 2.7

COMMONWEALTH BUDGET DEFICIT & NET PSBR

As Percentage of Nominal GDP
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Source: Commonwealth Budget 1991-92

Even without purposeful increases in expenditure, net fiscal stimulus has
undergone a strong cyclical swing due to these automatic stabilisers (mainly lower
tax receipts, and higher unemployment and welfare benefit outlays). The
Commonwealth has projected a 1991-92 deficit of $4.7 billion. This implies a
cumulative swing in the fiscal impulse from -2.2 per cent of GDP in 1989-90 to -0.5
per cent in 1990-91 and +1.2 per cent in 1991-92. Excluding asset sales ($0.6
billion) and debt transferred to the States ($2.3 billion) the effective Commonwealth
deficit is closer to $7.6 billion or 2 per cent of GDP. Adding the transactions of other
levels of government and public sector enterprises, the total net (Public Sector
Borrowing Requirement) PSBR is projected to rise from -1.6 per cent of GDP in
1988-89 to 4.3 per cent (or perhaps 5.1 per cent after adjusting Commonwealth
accounting) in 1991-92. This constitutes a strong stimulus to recovery, as well as a
sharp reduction in public savings.

The Commonwealth Government is expected to proceed very cautiously in
further adjustments to monetary settings in 1991-92 to avoid a surge in demand in
excess of economic capacity. It is likely that real interest rates are close to the
trough for this business cycle. Further declines in short rates (the Government’s
intervention instrument) are likely to depend on success in reducing inflationary
expectations, as reflected in market-determined interest rates for long-term bonds.
Australia is likely to be saddled with internationally high real interest rates for several
years until inflationary expectations subside and until foreign debt is stabilised.
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Wages policy in 1990-91 benefited from the downward pressure of falling
prices and rising unemployment on trade union expectations. The resulting "wage
pause” may have helped reduce labour shedding during 1990-91, just as the very
low or negative growth in real wages during the late 1980s probably had a strong
stimulatory influence on employment during that period.

The outlook for 1991-92 is more unsettied. The delayed May 1991 National
Wage Decision pay increases will flow quickly to workers in early 1991-92, while the
National Wage Case review in September is expected to provide scope for additional
increases under new guidelines for enterprise based bargaining. Taken together,
the Commonwealth Budget forecasts of 3.0 per cent inflation and 4.5 per cent wage
growth imply a strong 1.5 per cent rise in real wages. Combined with the proposed
implementation of legislated superannuation from July 1992, the aggregate labour
cost burden on employers during the next 12 to 18 months is due to increase
substantially. The question is whether productivity %rowth will be sufficient to keep
unit labour costs in check so that business viability is not compromised and
international competitiveness is improved. Performance in this respect is likely to be
obscured by the usual cyclical surge in productivity which accompanies every
recovery.

Figure 2.8

WAGES GROWTH AND REAL UNIT LABOUR COSTS
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Risk Assessment

The first area of risk to the forecasts outlined in this section is the conservative
bias usually present in forecasts which means that sharp changes in economic
aggregates tend to be underestimated. In the current circumstances, this would
mean that having failed to accurately forecast the magnitude of the economic
downturn, forecasters will, in general, underestimate the size and speed of recovery.

The three most likely sources of conservative bias are -

°

Underestimation of the recovery in residential construction;

Underestimation of export performance resulting from either a better
terms of trade result or higher export volumes; and

Overestimation of the reduction in business investment.

The second area of risk is the unforeseen shocks which impact on economic
performance. These are likely to have their greatest impact in the outer years of the
forecast period rather than in 1991-92. The key issues are -

Whether a sustained recovery is possible under the tight monetary policy
settin?s indicated by the Government, and the implied upward movement
in real interest rates;

Whether the fragmented Wages and Prices Accord will succeed in
delivering stable wages outcomes during the difficult transition to a more
decentralised system;,

Whether international economic conditions will remain favourable, offering
expanded markets for Australian products and strong prices for Australian
commodities; and

Whether microeconomic reform will reduce domestic production costs
enough to enable domestic producers to compete on international
markets as scheduled cuts in border protection are introduced.

The impact of a range of economic shocks on general economic aggregates
and the New South Wales Budget are examined in Section 2.4 below.
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2.3 THE NEW SOUTH WALES ECONOMY

Overview

The interstate variation in economic performance has attracted considerable
attention from commentators during the current downturn in the business cycle. Of
itself regional differences in economic performance are unremarkable given that
there are substantial differences in the structures and development paths of the
State economies. For example, during the 1982-83 recession State economic
growth rates ranged from -4.0 per cent in New South Wales to +4.2 per cent in
Western Australia.

Judged against that performance, the current downturn is more evenly spread
with Victoria standing out as the most affected economy. Excluding Victoria,
employment data show a range in through the year growth® for 1990-91 from -1.2
per cent for New South Wales to -2.7 per cent for Tasmania. The comparable
employment change in Victoria was -6.2 per cent. The more uniform performance
(excludin? Victoria) during the current recession is attributable to the dominance of
national factors such as high interest rates, high corporate debt levels, and the
collapse of asset prices as the triggers for the current recession.

Table 2.3: New South Wales, Economic Performance and Outlook

©
®»
©
@
©
KN

89-90 9091 9192 92
(E) (F) (F) (F)

Output (GSP)®, % change 23 0.3 25 3.0 3.0
Employment, % change 3.0 0.3 (-)0.8 2.0 25
Unemployment rate, % 6.1 7.5 9.5 8.0 7.0
Inflation (Sydney CPI), % change 8.2 4.9 3.5 4.5 45

(a) 1984-85 prices; (E) = Estimate; (F) = Forecast

As is evident across a wide range of economic indicators (see Table 2.4
below), New South Wales consistently outperformed the other States during
1990-91. This above average performance reflects two factors.

First, the State economy is more heavily concentrated in sectors experiencing
stronger economic performance, such as tourism and the service sector, and less
dependent on industries that are performing poorly such as motor vehicles and
textiles, clothing and footwear. Moreover, the early approach to microeconomic
reform in the steel industry, which is heavily concentrated in New South Wales, has
e|nabclied it to switch its output to export markets during the domestic economic
slowdown.

2.Growth rates for economic aggregates are generally presented in 'year average’ terms. This is the
difference between the average value In successive years. "Through the year' changes refer to the
change between the period at the end of one year and the same period at the end of the previous
year, e.g. June 1991 and June 1990.
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Figure 2.9
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Second, consumer and business confidence in NSW has been appreciably
higher than in the rest of Australia, due in part to the State’s success in avoiding the
worst of the financial collapses taking place elsewhere in Australia. Significantly, the
NSW Government was able to maintain its triple A credit rating during a period when
all other State Governments, except Queensland, experienced downgrading of their
credit ratings.

NSW’s above average economic performance is expected to continue in
1991-92 with GSP growth forecast to be 2.5 per cent compared to national growth of
2.0 per cent. Average employment in 1990-91 in NSW is forecast to fall by 0.8 per
cent compared to a 1.5 per cent reduction nationally. In large part this reflects the
very large employment loss at the beginning of the financial year. Within the
financial year these forecasts are consistent with 3.0 per cent emrloyment growth. If
there was no further change in employment over the course of the year, averafge
?glgpéoy?went in NSW during 1991-92 would be 2.2 per cent below the level for

-91.

The economic upturn forecast for 1991-92 is likely to vary in timing and
strength in different States. Queensland and New South Wales should lead the
upturn, in part because consumer and business confidence is higher in these States.
Queensland will also benefit from its large export oriented mining and agricultural
sectors. While agriculture in general is facing a severe recession, Queensland’s
beef and sugar industries should do reasonably well as should New South Wales’
rice and cotton industries. The coal industry in both NSW and Queensland should
also continue its growth. The New South Wales economy will also receive a
substantial boost from its highly cyclical residential construction industry.
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Like Queensland, Western Australia has a large export sector but its main
agriculture products are wheat and wool, both of which face depressed market
conditions. It is also suffering a severe credit squeeze which may slow the upturn.
The rapid growth in oil and gas exports will boost Western Australia’s recorded
economic growth but this may not flow back into the general economy. While the
South Australian economy was relatively flat durin? 1990-91 it may yet suffer
delayed business and consumer confidence shocks from the financial problems
of its State Bank and Government Insurance Office. In the absence of stimulus
from major new investment projects, recovery in Tasmania is likely to be subdued.

in Victoria, the aftermath of recent financial problems, necessary budget
restraint by the State government and low levels of business and consumer
confidence, will result in a slower and weaker upturn than in any other State.
Victoria’s stagnant economy will continue to retard national economic growth in
1990-91.

Economic Performance in New South Wales

Gross State Product (GSP) in New South Wales is estimated to have increased
by 0.3 per cent in 1990-91 compared to a decline of 0.9 per cent in GDP nationally.
in both economies weak domestic demand was offset by a positive contribution from
the external sector. In the case of the States, the external sector includes not only
trade with foreign countries but also trade with the other States.

The slump in motor vehicle sales provides a good example of trade with the
other States cushioning the NSW economy from the recession. The fall in sales of
new vehicles in NSW translated into reduced production in Victoria and South
Australia - but had a more limited impact on the manufacturing sector of the NSW
economy.

Naturally, the process works in reverse. New South Wales’ producers can lose
sales if demand slumps in the other States. That happened in 1982-83, particularly
in the case of the BHP steslworks in Newcastle and Port Kembla. As a result,
however, of early microeconomic reform following the last recession, BHP was able
to maintain production levels during the current recession by switching from
domestic to export sales. Similarly, other industries which also underwent
restructuring and rationalisation in the mid-80s were less vulnerable in this downturn.
For example, the newspaper manufacturer, Australian Newsprint Mills, was able to
keep its plants at Albury in New South Wales and Hobart operating at full capacity by
increasing market share at the expense of imports.

The recession has affected public finances in all the States with the collapse
in asset prices sharply reducing tax revenue and asset sales receipts. This problem
has been disguised to a certain extent because in 1988-89, the year prior to the
recession, public finances were in better shape in New South Wales than in most of
the other States. However, compared to the other States, the effects of the
downturn have been more pronounced on New South Wales’ public finances which
have a lower relative Ievel of transfers from the Federal Government than any other
State. New South Wales’ tax revenue is also more dependent on stamp duties on
financial and property transactions than the other States. These are the revenues
that were most affected by the recession. Thus despite a better financial result in
the year prior to the recession and tight financial management since then, New
South Wales has had a more severe budget downturn than the other States.
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Table 2.4 summarises the performance of New South Wales compared with
the other States and Australia in 1990-91. The NSW result is better than that for
Australia for virtually every indicator. The State’s labour market performed
particularly well with more rapid growth in employment and lower growth in
unemployment than Australia.

While no other State matched the NSW performance, a number of States have
achieved above average performance across a wide range of the available
indicators. The exception is Victoria, which performed worse than Australia in
virtually every indicator. It thus becomes clear that if the Victorian results were
removed from the national averages, the current recession has had a relatively even
impact on the other States.

The key economic performance indicators for NSW are discussed in more
detail below.

General Indicators of Economic Performance

Nationally, vehicle registrations fell by 13.3 per cent in 1990-91, with declines
in every State. The declines ranged from 2.8 per cent in South Australia to 25.9
per cent in Victoria. The 11.3 per cent fall in NSW was less than half that in
Victoria and was also well below the 15.3 per cent decline in registrations in Western
Australia. The impact of this drop in demand has been cited as one of the key
reasons why the Victorian economy has been so badly affected by the current
recession.

Retail sales have not been affected as much by the downturn as
registrations. Nonetheless, the 2.8 per cent rise in retail sales in Australia in 1990-91
represents a decline in real terms. Again there was substantial variation between
the States. In Victoria retail sales declined by 1.4 per cent in nominal terms implying
a fall of almost 7 per cent in real terms, whereas in South Australia and Tasmania
sales rose by almost 7 per cent in nominal terms. The increase in NSW was 3.9 per
cent, the same as in Queensland, while in Western Australia sales rose by just 2.9
per cent. Trend estimates showed stronger growth in sales early in 1991 following
the reduction in personal income tax on January 1. In the last few months retall
sale;gd growth has slowed a little as rising unemployment eroded gconsumer
confidence.

The value of NSW residential building approvals in 1990-91 was 1 per cent
lower than in 1989-90, a substantially better performance than the 8.1 per cent
decline in approvals for Australia. The national average was pulled down by
Victoria (-23.3 per cent) and to a lesser extent Western Australia (-13.1 per
cent). The value of non-residential approvals declined by 32.1 per cent nationally.
The largest declines were for offices (-44 per cent) and hotels (-43 per cent) but
shops (-35 per cent) and factories (-25 per cen\t) were not far behind. By State,
non-residential approvals declined most in Victoria (-44 per cent) and South
Australia (-35 per cent) closely followed by NSW and Queensland (both -30 per
cent). Tasmania was the only State to achieve an increase in non-residential
approvals in 1990-91.

Dwelling construction is expected to lead the economic upturn. In the June
quarter, the index of housing affordability for Sidney compiled by the Housing
Industry Association and the Commonwealth Bank was at the highest level since
September 1988, and there have been similar increases in other States. Loans
for owner occupied housing have also increased. As a result residential construction
should begin to pick up over the next few months.
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Non-residential building, however, is expected to continue to decline through
to 1992-93, due to an oversupply of offices, shops and hotels and the effect of the
recession on demand for factories and other business premises. Engineering
construction, which rose by about 6 per cent in 1990-91, is also expected to
weaken. While there is a strong underlying demand for engineering works, 70
per cent of engineering construction is funded by the public sector, predominantly
State governments, and all the State governments are experiencing budgetary
pressure.

In the first three quarters of 1990-91, private new capital expenditure in
Australia was 7.7 per cent lower than in the same period of 1989-90. With the
exception of Tasmania all of the States experienced a fall in private investment for
the period. The 2.2 per cent decline in NSW was the lowest for any State, followed
by Queensland (-3.4 per cent), South Australia (-5.8 per cent), Western Australia
(-11 per cent), and Victoria (-20.3 per cent). The 21 per cent rise in capital
expenditure in Tasmania was attributable to the commencement of a heavy
industrial project in the December quarter of 1990.

Although the effects of recession have been relatively evenly spread across the
States, with the excegtion of Victoria, there has been a much greater variation in
performance within NSW. While there is little contemporary economic data available
at the regional level, building approvals and labour market data (see discussion in
the Labour Market section %elow) give some idea of the regional impact of the
recession.

Most statistical districts in New South Wales experienced a decline in the
number of dwelling approvals in 1990-91. The decline in non-residential approvals
was less marked outside of Sydney with some statistical divisions showing large
increases. In general, the inland regions performed better durin? 1990-91 than the
coastal regions where activity declined from the high levels established by the boom
in the late 1980s.

Prices and Wages

The Sydney CPI rose by 4.9 per cent in 1990-91, equal lowest with. Brisbane
and Hobart among the Capital cities. Adelaide had the highest rate of inflation at 6.2
per cent, followed by Melbourne at 5.7 per cent. The Sydney price indexes for food,
clothing and transportation rose a little faster than the eight city averages for those
items, but that was more than offset by slower inflation in all other indexes. In
particular, the cost of health and personal care and the government charges
component rose much less in Sydney than in most of the other State capitals. The
New South Wales index of State Government charges also points to a slowing in the
rate of inflation. After peaking with an increase of 8.4 per cent in 1988-89 the rise in
the index slowed over the next two years to just 4.2 per cent in 1990-91. The rise in
the housing component of the CPI in Sydney was 3 per cent, well below the
increases of 4.2 per cent and 4.1 per cent in Melbourne and Adelaide respectively.



66

Figure 2.10

BUILDING APPROVALS 1990-91 BY STATISTICAL DIVISIO

Percentage change on previous year .

Statistical

Division

Sydney -23.5
Hunter 18.5
Illawarra -10.0

Richmond/Tweed -8.8
Mid North Coast -7.1
Northern District 22.8

North West -3.8
Central West -16.8
South East -11.0
Murrumbidgee  44.6
Murray -3.1
Far West 41.3
Source: ABS

For 1991-92 Treasury is forecasting further slowing in the rate of inflation. The
Sydney CPl is expected to rise by 3.5 per cent in the current financial year. General
inflation as measured by the GSP deflator is expected to be 3 per cent in 1991-92.

New South Wales recorded higher growth in wages and eamings than the
national average during the boom period 1987-1990, when growth in the financial
sector and construction activity created temporary labour shortages. With a
slackening of labour demand pressures since 1989, however, the wage growth gap
between NSW and the rest of Australia was reversed: in 1990-91 average weekly
earnings increased only 5.7 per cent in New South Wales compared to 5.9 per cent
for Australia as a whoie. The national average was pulled down by the growth of
earnings in Victoria of just 4.5 per cent.

Award wage growth averaged 4.3 per cent in NSW and 4.4 per cent nationally
during 1990-91. This amounted to a deceleration of over one percentage point at
the national level, and over two percenta?e points in NSW, from growth registered
the previous year. Factors behind this deceleration were the steep rise in
unemployment accompanying the recession, the wage-tax tradeoff implemented
during 1990-91 and the delays in reaching a%eement on the phase-in of the $12 or
2-1/2 per cent pay rise following the National Wage Decision in April 1991.
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Figure 2.11

CPI BY STATE

Percentage increase from previous year

—ZmO Mo

1989-90 1990-91

Source: ABS

In 1991-92, wage growth in NSW is expected to follow trends at the national
level, with award wage growth easing from 4.4 per cent to 4.2 per cent, ordinary pay
growth faIIin% to around 3.8 per cent, and total earnings (AWEEgrowth easing to 4.0
per cent. Il wage forecasts are subject to more than the usual uncertainty,
however, as labour, employers and government seek to work out the transition to a
more decentralised enterprise bargaining system relying more heavily on productivity
and profitability criteria.

The Labour Market

In terms of both employment and unemployment, New South Wales
performed better than the national average in 1990-91. The 0.4 per cent growth
in emﬁloyment in New South Wales was second only to the 0.9 per cent employment
?rowt in South Australia. The average unemployment rate in NSW during

990-91 was 7.6 per cent compared to 8.4 per cent for Australia as a whole. This
was the lowest unemﬁloyment rate of any State. The level of unemployment was
24.5 per cent higher than in 1989-90, the second lowest rise in unemployment of
all the States. Tasmania had the smallest rise in unemployment (14 per cent)
because although employment fell by 0.3 per cent, Tasmania had by far the slowest
growing labour force (1 per cent) of all the States. In NSW the labour force grew
by 1.9 per cent. Victoria had the worst performance of all the States in terms of
both employment (- 2.3 per cent) and unemployment (+75 per cent) growth.
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Figure 2.12
UNEMPLOYMENT RATES BY STATE

Annual Averages

12

—ZmO MU

VIC

1989-90

Source: ABS
Within NSW, the weakness in the labour market affected Sydney more than the
rest of the State in terms of employment growth. In the Sydney statistical district
total employment declined by 0.5 per cent whereas in the rest of the State
employment rose by 2.4 per cent. However, most of the non-metropolitan areas
have higher unemployment rates than Sydney. In the Richmond-Tweed and Mid
g\lggrgh Coast region the unemployment rate was 15.2 per cent in the May quarter of

Table 2.5: Employment and Unemployment by Statlistical Reglon

Employment Unemployment

growth rate
Statistical 1990-91 May quarter 1991
Region (per cent) (per cent)
Sydney (-)0.5 7.7
Hunter 5.9 10.5
lllawarra and
South East (-)1.8 9.7
Richmond-Tweed and
Mid North Coast 0.0 15.2
North, North West and
Central West 6.2 8.4
Murray-Murrumbidgee 0.4 8.6
Source: ABS

The deterioration in the labour market was accompanied by declines in job
vacancies and overtime hours worked, but also by a decline in the number of days
lost (per 1,000 employees) in industrial disputes. Job vacancies in NSW fell by 34.9
per cent, while average overtime hours worked per week declined by 10.9 per cent.
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The number of working days lost in industrial disputes per 1,000 employees was
10.7 per cent lower than in 1989-90. In all of these areas, performance in NSW was
better than the national average.

While unemployment is expected to continue rising for some time yet, there
are signs that the decline in employment has slowed, perhaps even reaching the
bottom of the cycle, and that the rise in unemployment will be much slower than
over the past year. The job advertisement series produced by the ANZ Bank,
which had been falling for two years, has been flat since March. The ABS job
vacancies series is also showing signs of flattening out. But before
unemployment begins to fall, employment will have to rise faster than the labour
force. Labour force growth derives not only from new entrants to the labour force
but also from people who had given up looking for work at the height of the
recession but who begin looking again as employment prospects improve. In the
current financial year employment in NSW is expected to decline by 0.8 per cent
while the unemployment rate is forecast to rise to 9.5 per cent on a year average
basis.

Finance

One of the reasons NSW outperformed the average of the other five States
in every area covered by the indicators discussed above was the fact that NSW did
not suffer a credit squeeze to quite the same extent as did the other States.
Likewise the stronger business confidence and activity levels in NSW explain why
more credit was demanded in NSW than in the other States. On average the
volume of bank loans in the other five States in 1990-91 was 12.3 per cent
higher than the previous financial year. In NSW the increase was 15.6 per cent. In
1990-91 finance commitments for owner occupied housing in NSW were 16.1 per
cent higher than in 1989-90. The average increase for the other five States was
L2.6 pler cent, due to very low growth in commitments in Victoria and Western

ustralia.

During 1990 NSW Treasury Corporation (TCorp) bonds came to be regarded
as the benchmark in the Australian fixed interest markets. In part this reflected the
strong liquidity of TCorp stock and the better financial management in NSW
compared to many of the other States but it was also due to the significant
decline in the supply of Commonwsalth bonds as a result of successive- Federal
government budget surpluses. With the liquidity of Commonwealth bonds declining,
TCorp stock became the most widely traded and its yields were priced at a discount
of up to 70 basis points on bonds of the other States. However, over recent
months, the impact of the domestic recession on the NSW budget and renewed
bond issuance by the Commonwealth have combined to reduce the discount on
TCorp stock relative to other semi-government securities. Indeed in mid-1991,
TCorp benchmark stocks were trading at similar yields to Queensland Treasury
Corporation (QTC) bonds. NSW and Queensland are the only States to retain a
AAA grading from Australian Ratings.

Industry Sectors

OVERVIEW

Table 2.6, which shows gross product by industry as a proportion of total output
for Australia and New South Wales, gives some indication of how the two economies
differ. For example, agriculture and mining are less important in the New South
Wales economy whereas finance, property and business services are more
important. The Table also shows production growth during the upswing in the
business cycle from 1986-87 to 1989-90. And finally, to give some idea of how
different industries have been affected by the recession, the Table shows the year
average employment change for 1990-91.
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Table 2.6: Output and Employment Growth, by Industry

GROSS PRODUCT EMPLOYMENT(b)
1989-90 share Average Annual Annual
of total Growth(a) Growth 1990-91
1986-87 to 1989-90
(%) (%) (%)

Aust NSW_ |Aust __NSW Aust NSW
Agriculture,
forestry and
fishing 4.3 3.4 0.7 4.0 1.9 8.8
Mining 4.6 2.4 7.0 2.7 (-)8.0 (-)10.8
Manufacturing 16.3 16.5 5.1 3.7 (-)4.4 (-)5.0
Electricity,
gas & water 3.3 3.0 5.3 5.1 ()46  (-)5.6
Construction 7.5 6.9 4.8 3.0 (-)4.8 0.1
Wholesale
and retail 14.9 15.2 5.0 4.1 (1.2 (-)44
Transport,
storage and
communication 8.4 9.3 2.9 5.4 0.8 7.0
Finance, property
& business
services 9.9 11.2 7.0 5.0 0.1 (-)0.8
Public admin.,
defence &
community
services 15.6 14.4 2.9 2.5 34 5.7
Recreation,
personal &
other services 4.2 4.8 4.1 6.3 0.3 5.4
TOTAL 100.0 100.0 4.6 4.4 0.5 0.4

(a)
(b)

1984-85 prices, using the national deflator for both Australia and NSW.

These data, which are the latest available at the industry level (year to May 1991), diverge

slightly from the more up to date labour force data examined elsewhere In this review.

Source: ABS
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These data show that there was little difference between New South Wales and
Australia in terms of total growth during the upswing of the business cycle, although
there were significant differences at the individual industry level. In the period 1986-
87 to 1989-90, leading national growth sectors were finance and mining. New South
Wales outperformed Australia in agriculture, transport and tourism.

There are, however, significant differences in performance during the
downturn. Strongest performing industries in New South Wales during the downturn,
as measured by employment growth, were tourism (recreation, personal and other
services), agriculture,  transport and community services. In the public
administration, defence and community service sector, all of the rise in employment
was in the health industry as employment in public administration fell.

The following sections discuss in more detail those industry sectors for which
contemporary activity data are available.

AGRICULTURE

According to estimates by the Australian Bureau of Agricultural and Resource
Economics (ABARE) the gross value of national farm production declined by 11.4
per cent in 1990-91 and a further fall of 7.8 per cent is expected in 1991-92. Wheat
and wool account for the bulk of that decline but the value of the sugar crop and milk
are also down. The value of cattle slaughterings eased an estimated 1 per cent in
1990-91 but is expected to more than recover with a 1.8 per cent rise in 1991-92.
The value of the cotton crop, which accounts for 7 per cent of NSW agricultural
production, is expected to decline by about 4 per cent in 1991-92 but will still be at
a historically high level. The value of rice production, on the other hand, is
expected to rise by more than 40 per cent in 1991-92. NSW produces most of
Australia’s rice but the crop represents just 2 per cent of the State’s agricultural
production.

While the value of farm output is expected to fall, prices paid by farmers are
forecast to rise by 3 per cent in 1991-92 following a 2 per cent rise in 1990-91.
That cost-price squeeze reduced NSW farmers’ terms of trade by 13 per cent in
1990-91 following a 10 per cent decline in 1989-90. Net farm cash income fell by 50
per cent in 1990-91 and a further decline of about 30 per cent is expected in 1991-
92. Very dry conditions across NSW will also have a negative impact on the farm
sector in 1991-92.

Although returns to wheat farmers for the 1991-92 crop are expected to
average $148 per tonne, up 23 per cent from 1990-91, tﬁe price is still low
historically. NSW growers plan to cut wheat plantings by 40 per cent while more than
doubling the area sown to oats and increasing plantings of barley by 35 per cent.
The largest wheat growing areas in the State are the North, North West and
Central West districts, but there are also substantial plantings in the Murray and
Murrumbidgee districts.
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Figure 2.13
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The latter two districts also account for all the rice grown in New South Wales.
A 23 per cent reduction in the area planted to rice in 1990-91, due to low world
prices, resulted in a 19 per cent fall in production. However, world prices are
expected to rise this year and plantings may increase back to the level cf)lanted
in 1989-90. The outlook for rice producers is also improving as a result of a decision
to trial production of rice varieties which are direct substitutes for Australia’s imports
(20,000 tonnes ofrice per year).

In the long run, the beef industry stands to gain substantially from the
replacement of import quotas with tariffs in Japan last April. The tariff was initially set
at 70 per cent but will be phased down in two steps to 50 per cent by April 1993. As
a_result, Australia’s beef exports to Japan are expected to more than double to
400,000 tonnes a year by 1995. However, the disruption caused by the change in
the marketing arrangements and the release onto the market of stocks of frozen
beef formerly held by the Japanese government is expected to hold the growth in
Australia’s beef exports to Japan down to 5 per cent this year. Beef exports to
Korea, which rose by about 30 per cent in 1990-91, are expected to rise by a further
6 per cent this year.

In the short term the beef industry also faces problems. The US has
threatened to impose quotas on imports of Australian beef which would sharply
reduce exports during the rest of 1991. During the first six weeks of this financial
year the rural commodity price index declined 6 per cent due to lower prices for beef,
cotton and wool.
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MINING

In the mid 1980s, NSW coal producers faced increasing world supply, relatively
stagnant demand and easing energy prices. As a result, investment rates and
performance in the coal industry dropped substantially, leading to mine closures and
steep falls in employment. Growth resumed in 1988-89, and surged by 16 per cent
in 1989-90, aided in part by reform of industry work practices. With the onset of
Australia's recession, the growth in raw coal production in New South Wales eased
to 2.3 per cent in 1990-91. Under these tighter conditions, activity declined in
underground mines with offsetting increases in lower-cost open cut activity. Average
employment in NSW coal mines declined by 1.9 per cent, providing a gross labour
productivity improvement of 4.2 per cent.

Like a number of other industries, NSW coal producers in 1990-91 shifted from
domestic demand to export markets. While domestic shipments fell by 1.6 per cent,
exports of NSW coal rose 19.9 per cent with increases of 11 per cent to Japan, 31
per cent to Europe, and 34 per cent to other markets. The export price of coal
finished the financial year unchanged from June 1990, after a strong 11.4 per cent
gain in the preceding year.

Figure 2.14

COAL EXPORT PRICES
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Most other mineral products also performed well in 1990-91, with growth in
output (for first 11 months of 1990-91 compared to the same period in 1989-90) of
copper (37 per cent), cadmium (13 per cent), antimony (11 per cent), lead (6 per
cent), and titanium (3.6 per cent). Gold fell by 20 per cent, however, and silver
output dropped by 11 per cent.
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Figure 2.15

NSW MINERAL PRODUCTION INDEXES
At Constant Price Weights
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Energy, and Treasury estimates.

The Australian Bureau of Agriculture and Resource Economics (ABARE)
forecast that Australian black coal production and exports will rise by about 4 per
cent in 1991-92. Market potential is particularly strong for steaming coal, while
coking coal prospects are less favourable. Positive market factors include a probable
reduction in United States export supply, political uncertainty in East European
producers, Germany’s intention to reduce subsidies to its industry and continued
strong demand from importing nations including Japan, Korea, Taiwan and India.
On the down side, the Australia-Japan Economic Institute notes the shift toward the
use of more efficient pulverised coal in steel production, Japan’s effort to diversify its
supply away from Australia, the rise of new supply sources (Indonesia) and the
return of old competitors (South Africa).

For other mining products, ABARE expects NSW copper output (at Cobar) to
decline as world prices continue to ease. With continuing weak world demand, NSW
lead production is forecast to slow with the closure of South Mine, reductions in
production from Elura and production problems at Pasminco’s North Mine. NSW zinc
production also will be constrained by soft world prices and mine operation

roblems. Mineral sand products (rutile, ilmenite and zircon) likewise face soft
international prices in 1991-92. Australian and NSW gold production is believed to
have peaked in 1990-91 and will fall some 10 per cent in 1991-92, reflecting flat
world prices, the exhaustion of mine reserves and the impact of the company tax on
some marginal mines.
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MANUFACTURING

Growth in NSW manufacturing has averaged 10.2 per cent per annum in
current prices during the last decade, or two per cent per annum less than Gross
State Product.

Figure 2.16

NSW MANUFACTURING AND GSP

Growth in Current Prices at Factor Cost
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Manufacturing activity dropped sharply in the 1990-91 recession. Whereas the
NSW economy has had a softer landing than the rest of Australia, NSW
manufacturing has had an earlier and steeper decline than other States. NSW
employment in manufacturing declined by 5.0 per cent, compared to a fall of 4.4 per
cent in Australia, in 1990-91." While turnover statistics for 1990-91 are not available,
the NSW Treasury index of industrial production (based on physical output indicators
including energy) confirms a steep fall in output in this sector. Key industry sectors
experiencing output reductions were building materials, paints and chemicals, and
metals manufactures.

While manufacturing has undergone a sharp cyclical downswing, the fall in
domestic demand was partially offset by increased exports of manufactured goods.
In the year ending June 1991, manufactured exports increased by 23 per cent,
compared to 8 per cent for total exports. As noted abovs, the steel industry is one
sector which has mitigated the effects of the domestic recession by switching
product into export markets.
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Flgure 2.17

INDEXES OF INDUSTRIAL PRODUCTION
September 1985 = 100

120
115

I 110

N

g

x 105f
100 F
95 i | \r—‘J-'.l 1 } | 1 L } bl | Il = 1 L 1 f L 1 |

Jun-85 Jun-86 Jun-87 Jun-88 Jun-89 Jun-90 Jun-91

— NSW - Australia

Sources: ABS, and
NSW Treasury estimates

In the current year, New South Wales manufacturing is likely to stabilise and
commence a slow recovery. Growth is likely to be led by producers of dwelling
construction materials, followed by interest-sensitive consumer durables. The
likelihood of a pickup in manufacturing from the start of 1991-92 is indicated by the
reversal in surveyed business expectations for the September quarter 1991, after
recording a negative balance in every quarter since March 1990.

While the results of the survey by the State Bank of New South Wales and
Australian Chamber of Manufacturing do not indicate a rapid recovery,
manufacturers are expecting a turnaround in business profitability, capacity
utilisation rates, and capital expenditure. The strongest changes in outlook have
been in the Clothing & Eootwear, Basic Metals, Paper, and Miscellaneous groups,
and in the Sydney metropolitan area. But the outlook has improved in most other
groups and regions as well.

The improved outlook for manufacturers in NSW parallels a similar recovery in
sentiment in most other States, although the national survey results by the
Confederation of Australian Industry (CAl) and Westpac are less optimistic overall.
But the CAl/Westpac survey (Figure 2.9) shows that NSW business has generally
been slightly more optimistic than firms located elsewhere during the recent
recession. This result corresponds broadly to the results from various other
interstate indicators of economic activity.

In the longer term, NSW manufacturing stands to lose relatively less than
producers in other States from the cuts in trade protection announced by the Federal
Government in March 1991, according to studies preeared by the Industry
Commission and independent analysts. This is because Victoria and to a lesser
extent South Australia each have relatively large shares of the highly assisted textile,
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clothing and footwear and transport equipment industries. Overall, NSW is likely to
gain nearly three-fifths of the total national short-run benefit, and about two-fifths of
the long run gains, from the March 1991 initiatives.

CONSTRUCTION

Residential construction is expected to rise strongly in 1991-92, following two
years of decline. Dwelling commencements fell by 18 per cent in 1989-90 and a
further 11 per cent in 1990-91. The slump in dwelling approvals began to bottom out
towards the end of 1990-91, but for the year as a whole the value of dwelling
approvals was 8 per cent lower than in 1989-90. There were substantial differences
among the States, however. In NSW approvals were just 1 per cent lower whereas
in Victoria they were down 23 per cent. Western Australia also had a larger than
average decline in approvals at 13 per cent.

Surprisingly, the drop in dwelling construction has not been accompanied by
any of the classic signs of a housin% shortage which were so apparent in Sydney in
1988. House prices and rent levels have been relatively stable and the vacancy rate
for rental accommodation remains fairly level. This indicates a downward revision in
price expectations and a reduced rate of household formation. While there was a
dip in the proportion of dwellings sold to investors in 1989-90, the proportion rose
again in 1990-91. Nevertheless, pent-up demand and lower mortgage rates, which
make housing more affordable, are expected to fuel a resurgence in residential
construction this year. The number of new dwellings commenced is expected to rise
by about 15 per cent. This will make dwelling construction the fastest growing
branch of the construction industry in 1991-92. Similar, or even stronger growth, is
expected in 1992-93, after which a growth slowdown is likely.

The non-dwelling building industry, on the other hand, is moving into a 3 to 4
year period of decline. After decreasing by an estimated 10 per cent in 1990-91,
non-residential construction is expected to decline by a further 20 per cent in 1991-
92. The decline has been more moderate in NSW than nationally. In the first three
quarters of 1990-91 the value of non-residential building commenced in New South
Wales declined by 14 per cent on the same period in the previous year. Increases in
commencements of shops, offices and health facilities partially offset an 88 per cent
decline in hotels commenced and falls in commencements of factories and
entertainment facilities of 10 per cent and 23 per cent respectively. For the same
period commencements at the national level were down 25 per cent.

The value of work done in the first three quarters of 1990-91 rose by 2.6 per
cent in New South Wales compared to a decline of 10.8 per cent nationally. With
commencements falling and the amount of work done rising there was an inevitable
fall of 2.6 per cent in the value of work yet to be done on building projects. That was
less than the decline of 10.8 per cent at the national level. However the ratio of work
yet to be done to work done, which gives an indication of how many years work is in
hand, declined in New South Wales to 2.9 in March 1991 compared to 3.4 in March
1990. Most of the decline in non-residential commencements in the State has been
{R/ Slydrluay. For Australia the ratio remained stable but well below the New South

ales level.

The engineering construction industry provides, among other things, roads and
other transportation infrastructure; the plant and facilities for supplying electricity
and water or handling sewerage; and the work required to establish heavy industry
such as mines. About 70 per cent of the work is for the public sector.
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Figure 2.18

CONSTRUCTION COMMENCEMENTS

Percentage Change from Previous Year
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Because such a high proportion of engineering construction is undertaken for
the public sector, there are some doubts about the national level of activity in
1991-92 as a result of the difficult budget circumstances facing State governments.
In recent years NSW has experienced very strong growth in budget sector capital
expenditure in areas such as roads, hospitals, court facilities and prisons. While
total capital expenditure is expected to be maintained in real terms, there will be a
switch to investment in the public utility sector, especially water and sewerage.

New South Wales started the move to using private equity finance for public
infrastructure projects under the previous Government. The first example was the
Sydney Harbour Tunnel. This development is already spreading to other States,
allowing infrastructure projects to proceed despite public financing constraints. In
NSW private prisons, hospitals and power stations are under consideration and
private tollways have already been approved.

In addition, Access Economics, in their June Survey, identified more than $14
billion of heavy industry projects in the private sector across Australia which are
either under construction or committed and due for completion in either 1992 or
1993. Some 40 per cent (by value) of the projects involved tourism while the
remainder was divided almost evenly between mining and manufacturing.

In the first three quarters of 1990-91 the value of engineering construction
commenced in NSW was 33 per cent higher than for the same period in 1989-90.
There were major increases in spending on roads and bridges (+61 per cent); water
and sewerage projects (+178 per cent); and heavy industry (+26 per cent). These
rises offset reduced spending on rail and harbour projects (-50 per cent); pipslines
(-38 per cent); and electricity projects (-31 per cent).

In Western Australia the increase in enginesring commencements was even
higher at 63 per cent while Tasmania recorded an 89 per cent rise. In the other
States, however, commencements were lower than the previous year and the
increase nationally was just under 12 per cent. The Construction Forecasting
Committee of the Department of Industry, Technolo% and Commerce has forecast
that engineering construction activity in New South Wales will rise by 5 per cent in
1991-92 while nationally their forecast is 2 per cent. However, engineering work yet
to be done rose by 16 per cent nationally in the first three quarters of 1990-91,
compared to an increase of 11.6 per cent in New South Wales. Furthermore the
ratio of work to be done to work done declined in New South Wales to 1.70'whereas
at the national level it rose to 1.79. These data suggest that engineering
construction is likely to be at least as strong in other States as in New South Wales
during 1991-92.

WHOLESALE AND RETAIL TRADE

Retail sales in NSW rose by 3.9 per cent in 1990-91, compared to 2.8 per cent
nationally. On a national accounts basis, real private final consumption (the driving
force behind trade sector performance) in NSW expanded (+1.6 per cent) at double
the national rate (+0.9 per cent).

Like many other industries, the trading sector has been affected by the
recession. NSW employment in the sector declined by 4.4 per cent compared with a
1.4 per cent decline nationally. In New South Wales male employment in the
industry fell by 3.1 per cent while female employment declined by 5.? per cent. Job
loss in the industry was much greater than for New South Wales as a whole.
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While separate figures for individual States are not published, the ABS report
on company profits for Australia showed that companies in the retail sector suffered
a 39 per cent decline in profits (before tax) in 1990-91 while for companies in the
wholesale sector profits were down by 48 per cent. The results for wholesalers
included losses in the second half of the financial year. By contrast, the decline in
profits for companies other than those in trade, was just 16 per cent in 1990-91.

The industry should do better in 1991-92 as the economy comes out of the
recession. While only a modest rise in consumption in real terms has been forecast
for Australia, the increase should be somewhat stronger in New South Wales
because of a stronger consumer confidence base and the projected smaller loss in
employment.

TRANSPORT

ABS data indicate that employment in transport, storage and communication in
NSW increased by 7.0 per cent in 1990-91, although there were large variations
between different sectors of the industry. Employment in the road freight sector rose
by 21 per cent during the year. By contrast employment in road passenger and rail
transport rose by 1.6 and 2.5 per cent respectively, while air transport employed 6.7
per cent fewer people. These data need to be treated with some caution because
of sample error at this level of disaggregation. In particular, the reported rise in rail
transport employment may be a statistical anomaly because State Rail Authority
figures show a decline in their labour force in 1990-91. Rationalisation of the rail
sector is expected to continue in 1991-92.

The airline industry has been restructuring following the ending of the two
airline policy. It is not clear, however, whether recent falls in employment in that
sector are the result of the new shape of the industry or simply a temporary
phenomenon due to the drop in traffic during the recession. The road passenger
industry is also in the process of rationalising the excess capacity that developed
when a number of new operators entered the industry following the deregulation of
intrastate passen%er transport. Employment in that sector has fallen from 24,300 in
May 1988 to 17,700 in May 1991.

TOURISM

New South Wales accounts for the dominant share of Australia’s tourist
business, with one-third of the nation's accommodation capacity at end-1990.
Nearly fifty per cent of overseas tourists spend their holidays principally in New
South Wales, compared to 23 per cent in Queensland, 14 per cent in Victoria, and 9
per cent in Western Australia. If those visiting "friends and relatives” in Australia are
excluded, New South Wales’ position moves further to the forefront of top
destinations in Australia. This reflects the State’s attraction for business and
convention travel as well as holiday activity.

_ Overseas tourism growth in New South Wales has been marginally below the
national average in recent years. This reflects the opening of new facilities in
Queensland as well as the problems of access through Sydney Airport.
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Figure 2.19
TRANSPORT STORAGE AND COMMUNICATIONS
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Figure 2.20
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New South Wales tourist capacity in terms of available rooms grew by between
4 and 5 per cent per annum in the 1980s, but growth accelerated to over 8 per cent
in 1989-90 and calendar year 1990. With the pilots dispute, occupancy rates
dropped sharply both in New South Wales and in Australia as a whole in 1989-90,
but occupancy rates have improved substantially since then. Air travel indicators
suggest that tourist activity improved in 1990-91 despite Australia’s recession,
although this partly reflects market share gains by airlines at the expense of ground
transport. Domestic air travel appears to have stabilised at record levels in the
second half of 1990-91, reflecting strong response to the price competition which
followed airline deregulation. International air travel also recovered strongly from the
low levels reached during the Gulf War.

Australian Bureau of Statistics (ABS) data for accommodation takings and
room occupancy levels up to December 1990 confirm a strong pick up in business
throughout Australia, although levels remain well below the peak reached in 1988
when tourism activity was boosted by the Bicentennial celebrations and Expo-88.

Flgure 2.21
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The principal sources of international tourism for Australia and New South
Wales are Japan, followed by New Zealand and the United States. According to the
Bureau of Tourism Research, nearly 500,000 Japanese tourists travelled to Australia
in 1990, an increase of 37.3 per cent over the previous year. From January to July
1991 the number of visas for travel to Australia rose by a further 36 per cent from
Japan, by 42 per cent from the US and by 32 per cent from New Zealand. The
Australian Tourism Commission (ATC) expects to reach its 1991 target figure of 2.48
million tourists, about 270,000 more than visited in 1990. Based on historical
shares, this could provide an increase of 135,000 in the number of overseas visitors
to New South Wales.
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The considerable investment in tourist infrastructure over the past few years,
heavy overseas advertising campaigns, greater availability of flights and competitive
pricing should have a positive effect on medium term tourism growth. Medium-term
demand prospects for tourism from Japan and other North Asian countries are
encouraging, given their high rates of income growth and their high marginal
propensity to spend on travel. A recent tourist industry analysis circulated by the
Economic Planning Advisory Council (EPAC) forecasts that international tourist
arrivals will grow by between 9 and 12 per cent per annum in the period to 1995 and
at almost as high a rate during the following five years. Achieving this performance,
according to the EPAC paper, depends on the speed of recovery of world growth,
the continued strength of the Asian economies, and the ability of the Australian
tourism industry to continue improving its product quality and competitiveness.
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2.4 THE ECONOMY AND THE BUDGET

There are two broad stages in preparing the economic framework for the
State’s budget. In the first stage, forecasts are made for the national and state
economies in the coming financial year. These forecasts have been detailed in
Sections 2.2 and 2.3. However, as pointed out in Section 2.2 there are a range of
risks associated with these forecasts. In the event that forecasts of key economic
aggregates are incorrect there will be compounding forecast errors in other
economic aggregates and in key Budget revenue and expenditure items.

Table 2.7 estimates the impact that an exogenous change in particular
economic variables will have on various aspects of the national economy during the
same year. For example, it shows that a one per cent rise in dwelling construction
would probably lead to a 0.04 per cent increase in GDP and a 0.02 per cent increase
in employment. It should be noted that the results in Table 2.7 are the same year
impact of an economic shock and furthermore are dependent on the timing of the
impact concerned; on the cause of the impact; and on whether the impact was
foreseen or unexpected. Thus a one per cent rise in dwelling construction could
have different effects on GDP and employment given different background
conditions; and have different results in the following year. In fact the lagged
impacts of many economic shocks are much larger than the current year impacts.
These lagged relationships are particularly important for changes in interest rates.
Caution should also be exercised in interpreting these results because of the
marginal impact (one per cent increase) used to derive the results. For example, a
sizeable change in the terms of trade will impact on current year GDP growth. Table
2.7 merely provides a guide to the types of resuits that might ensue given different
shocks to the economy.

Table 2.7: National Economic Sensitivity Analysis

Effect on: Effect of a one per cent increase in:

(percentage
change on base

forecast) Dwelling  Business 10 Year Terms

construc-  invest- bond of
tion ment Exports rate (a) trade

GDP 0.04 0.08 0.21 (-)0.07
Average
earnings 0.01 0.02 0.07 (-)0.03
Employment 0.02 0.05 0.03
CPI (-)0.03 0.34 (-)0.17
10 Year
bond rate (b) 0.04 0.03 (-)0.06 1 (-)0.08
Notes:

2a; Increase of one percentage point in the bond rate.

b) Simple change on Central Forecast; measured as percentage points change in the bond rate.
GDP - Gross Domestic Product

CPI - National Consumer Price Index

Source: Treasury estimates based on the Murphy macroeconomic Model of the Australian Economy.
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The second broad stage in the budget process is using these economic
forecasts to estimate budget revenue and expenditure. Variations in key economic
aggregates can have a wide range of impacts on budget revenues and expenditures.
For example, periods of economic growth and development create a need for
infrastructure  such as roads, electricity, water supply and drainage, land site
developments and so on. The level of interest rates affects the amount that must
be paid to service the State’s debts. The largest component of the State's
expenditure is on wages and salaries which are affected by national wage cases
and changes in occupational pay rates.

The revenue side of the budget is even more sensitive in the short term to
changes in economic and financial conditions. The level of employment, as well as
wage rates, determines payroll tax. Asset price movements impact on revenue in
New South Wales through the incidence of property based taxes. Contracts and
conveyances, land tax, loan securities, first home purchase scheme receipts and to
a lesser extent insurance are driven by changes in residential and commercial
property prices. Movements in the latter also have a small but inverse impact on
share transfer duty. Approximately $2.8 billion, or 35 per cent, of forecast 1991-92
revenue from taxes, fees and fines is asset-based. General economic conditions
affect spending on new cars, petrol, alcohol and tobacco, and gambling of various
types. All those types of spending generate tax revenue. Another important
source of revenue is stamp duty on property and financial transactions which are
affected by the state of the economy, asset prices, interest rates, household
formation and expectations about the future of the economy. Government trading
enterprise contributions to the Government (ie. dividends, income tax equivalent,
loan guarantee fees) are largely a function of their profitability. That in turn is
dependent on general economic conditions, as well as management performance
and Government policy.

Table 2.8 shows the marginal sensitivity of the Budget to the various economic
factors indicated. These data indicate that the most important factors determining
recurrent receipts are the general level of economic activity and the level of interest
rates. Of course not all receipts are affected equally by economic conditions.
Receipts that would be most responsive in 1991-92 include those based on
contracts and conveyancing, insurance, loan securities and vehicle registrations. On
the other hand, some tax receipts will be insulated by policy decisions from changes
in economic conditions. For example, land valuations for tax purposes are frozen for
1991-92 and therefore land tax revenues will be insensitive to asset inflation,
although there would be a strong correlation between movements in land values and
land tax receipts (with some lag) in normal years.

On the outlays side, the table shows the most important factors to be wage
rates and prices, although the effect varies according to expenditure category. A
one per cent rise in wages gives a 0.6 per cent rise in departmental costs, a 0.3 per
cent increase in superannuation costs and a 0.2 per cent increase in costs
associated with subsidies to the non-budget sector. While wages are the principle
cost component in recurrent payments, prices of goods and services (proxied by the
CPI) are the main component on the capital expenditure side. On average, a 1 per
cent rise in the price level adds 0.2 per cent to recurrent departmental costs, and 0.6
per cent to capital works costs. Since the State’s debt is covered by long term fixed
interest liabilities, only a small part of total interest payments (corresponding to new
debt issues and refinancing) is sensitive to changes in market interest rates. As a
result a percentage point increase in the bond rate (equivalent to an 8 to 10 per cent
increase in the cost of new borrowings) would add only about 1 per cent to this
year's outlays on interest.
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Table 2.8: Marginal Senslitivity of Budget A?g)regatas
to Changes In Economlic Conditions(a

Economic Recurrent_Receipts Recurrent Capital

Factors ~ Tax Non-Tax Payments Payments
$m $m $m $m

1. Gross State Product 79 38

2. Employment 26 3

3. Wage Rate 9 (27 80 11

4. Consumer Prices 26 8 25 22

5. Long Term Interest Rate(b) (-)58 -)4 19

6. Asset Prices 9 -

(a) This table shows the dollar increase in each Budget aggregate which is likely to result from a
one per cent Increase In a specified economic factor, sustained over the financial year. All
effects are Indicative full year effects, even if there Is a lagged relationship.

(b) Increase of 1 percentage point in the bond rate and mortgage Interest rate.

While Table 2.8 gives an idea of the final effect these economic parameters
may have on the Budget, the immediate impact in the current year may be less than
implied by the table. For example, expenditure aggregates for 1991-92 are
determined on the basis of the Budget forecasts and are largely fixed irrespective of
changes in economic conditions. This contrasts with Commonwealth Budget outlays
where transfers, such as income support schemes, are sensitive to changes in
economic conditions. Secondly, while most tax revenues are sensitive to variations
in current economic conditions, the impact on non-tax receipts (such as Government
Trading Enterprise dividends) can be spread over a number of Budgets.

Factors other than economic conditions can also have consequences for
the budget. An unexpected drought, for example, will create a need for additional
expenditure in rural assistance and finance support for State rail freight services
yvl(;ile»t at the same time causing a reduction in State revenue from country
industries.

While revenue and expenditure depend on economic conditions, the
relationship is not fixed. A given rate of economic growth may have different
effects on revenue and expenditure depending on how that growth has been
generated. A given rate of inflation does not affect all budget costs in a uniform
manner.

For example, inflation measured by the New South Wales CPI dropped by 3.3
percentage points between 1989-90 and 1990-91. But this fall was more beneficial
for the Commonwaealth Budget (a large proportion of its outlays are for CPi-pegged
transfer payments) than for the States (most of their outlays are for final goods and
services). When measured by the deflators developed by the ABS spacifically for
recording the impact of prices on the NSW State Budget, it is clear inflation declined
by only 0.9 of a percentage point between these same two years. On the other
hand, the rate of inflation within 1990-91 was lower in NSW than nationally on both
the CPI and the budget deflator measures.
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Table 2.9: Compérlson of Price Inflation Measures

Change on Previous Year
Per Cent

Inflation Measure 1985-88 1986-87 1987-88 1988-89 1989-90 1990-91

Consumer Price Index

- New South Wales 8.5 9.4 7.7 8.1 8.2 4.9
- Australia 8.4 9.3 7.3 7.4 8.0 5.3
General Government Deflator
- New South Wales Gov't 6.9 6.6 4.8 6.5 5.6 4.7
- All Governments 5.6 7.3 4.9 5.8 5.3 5.1
Final Consumption Expenditure
- New South Wales Gov't 5.8 6.7 4.5 6.6 5.3 4.6
- All Governments 5.2 7.4 5.0 5.9 5.2 5.4
Gross Fixed Capital Expenditure
- New South Wales Gov't 7.2 6.3 6.1 6.0 7.3 4.9
- All Governments 8.2 6.5 4.6 5.0 6.2 3.0
House Prices
- New South Wales 6.1 5.4 10.1 38.7 13.8 0.8
- Australia 5.8 3.9 7.0 25.7 15.1 0.0
Commercial Property: Sydney 125 13.1 35.6 5.4 (-)23.6 (-)21.1
Share Prices: All ordinaries 36.0 40.5 8.1 (-)4.3 7.2 (-)2.2

Source: ABS, RBA and Treasury

While there are few asset price series to compare, it is clear that in contrast to
mere reductions in consumer price inflation, some asset prices have plummeted.
The asset price cycle has a very strong impact on budget revenue because asset
prices and transactions tend to move together. As house prices fall, for example,
people become reluctant to sell. The opposite is true when asset prices rise. As a
result movements in asset prices have a very powerful effect on stamp duty
reveméllecs; and the budget outcome. Movement in asset prices are particularly hard
to predict.

As a second example of the variable impact of inflation, wages (the major
component of total outlays) show significant variation according to the measure
selected. An analysis of selected public sector occupations (Figure 2.22) shows
average growth in 1990-91 ranging from 0.8 per cent for a station assistant to 6.6
per cent for a teacher with four year job experience. After including wage
adjustments in other occupations (parﬁcularlrI Follce), the general NSW government
award pay index rose by 4.8 per cent, or slight % more than the 4.3 per cent increase
for the combined public and private sectors In New South Wales. The NSW Budget
Allocation Index, which measures the impact on the budget sector of general wage
decisions only, rose by 2.2 per cent in 1990-91.
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Figure 2.22

GROWTH IN MEAN SALARY LEVELS
Selected Occupations, NSW Public Sector
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While the forecasts on which the budget is based are Treasury’s best estimates
of how the economy will develop over the coming year, it is possible to suggest
how budget outcomes might differ if some of the economic assumptions behind the
forecasts turn out differently than expected.

Table 2.10 simplifies this sensitivity analysis by developing two alternative sets
of forecasts for the NSW economy. These scenarios have been developed on the
basis of input from the Forecasting Advisory Committee (FAC), a group of leading
private sector economists which counsels Treasury on the macroeconomic outlook.

In the pessimistic scenario, wages growth is assumed to break out by one
percentage point beyond the 4 per cent growth in the budget forecast. This causes
a rise in inflation as well as a slowing in economic growth due to weaker exports and
investment. Increased inflation pushes interest rates higher, and (together with
higher unemployment) weakens the market for real estate.

In the optimistic scenario, nominal wages growth remains steady but
productivity is assumed to improve enough to raise gross state product by half a
percentage point. Lower unit labour costs further reduce inflation, and as a
consequence long term interest rates are driven downward, with positive effects on
demand in the housing market.
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Table 2.10: Economic Scenarlos: NSW

Budget Pessimistic
Forecasts

1. Aggregate Demand (GSP) 2.5 2.0
2. Employment (-)0.8 (-)31.2
3. Wages 4.0 5.0
4. Consumer Prices 3.5 4.0
5. 10-Year Bond Rate 10.5 11.0
6. Property prices 2.5 1.0

Optimistic

1
~

—
POWROW
oooowo

Table 2.11 presents alternative budget outcomes prepared on the basis of the

economic forecasts outlined above.

Table 2.11: Budget Outcomes

Pessimistic Scenarlo

Optimistic Scenario

Outcome Change |Outcome Change

Budget on on

Estimate Budgset Budget

Estimate Estimate
$m $m $m $m $m
I. Current Result 1,069 882 (-)187 1,177 108
a. Outlays 15,184 | 15,286 102 15,162 ()22
b. Receipts 16,253 | 16,168 -)85 16,339 86
1. Tax 8832 | 8,763 )69 8,909 77
2. Non-tax 7.421 | 7.405 416 | (7,429 8
Il. Capital Result(@ (12,158 |()2,180 ()22 | ()2.147 11
a. Outlays(@ 3,206 | 3,228 22 3,195 ()11
b. Receipts 1048 | 1,048 0 1,048 0
lil. Total Result® (1,089 | (1,298  (-)209 (970 119

(a) Results shown are net of extraordinary items

The two altemative scenarios underscore the substantial impact on budget
outcomes flowing from even small changes in the economic environment which are
well within the range of potential outcomes. Under the Pessimistic Scenario there
would be a $210 million deterioration in the financial result; while under the
Optimistic Scenario there would be an improvement of around $120 million.

The parameters in the Optimistic Scenario provide a total 0.9 per cent boost to
taxes, fees and fines, compared to a 0.8 per cent drop under the Pessimistic

Scenario.

Most other revenue components also improve under the Optimistic

Scenario, although Commonwealth Grants are lower due to reduced inflation.
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At the same time lower inflation and reduced interest rates under the Optimistic
Scenario help by trimming $22 million from budget outlays. In the Pessimistic
Scenario, however, the wages overrun produces a $93 million rise in current outlays,
augmented by $9 million increase in interest charges.

This analysis underscores the importance, from the budgetary standpoint just
as much as from the macroeconomic standpoint, of a sustainable recovery path
which encourages cost control and productivity growth, and allows a continued
unwinding of inflation.

It must be stressed that the pessimistic and optimistic scenarios are not
expected outcomes. The expected resuit for the economy is that presented
earlier in this chapter and the expected outcome for the budget is that based on
the main economic forecast. The alternative scenarios are presented merely to give
some idea of how the outcomes might differ if the economy develops in some
unexpected manner.
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CHAPTER 3: BUDGET RECEIPTS

3.1 Introduction
3.2 Consolidated Fund Recelpts
3.3 Forward Estimates of Budget Recelpts
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3.1 INTRODUCTION

Section 3.2 deals with the Consolidated Fund receipts outlining tax changes
and the 1991-92 estimates. Estimated Consolidated Fund revenue in 1991-92 is
$19,738.8 million, an increase of $2,759.1 million or 16.2 per cent on 1990-91.
When extraordinary items (namely the sale of business assets) are excluded, the
increase is only 5.3 per cent.

Section 3.3 deals with the forward estimates of budget receipts providing
estimates of receipts for the period 1986-87 to 1993-94 by major receipt category.
This information gives an appreciation of the factors impacting on the future level of
receipts.

Table 1.1 presents the financial result for the Budget Sector for 1991-92 with
total recurrent receipts of $16,253 million and total capital receipts of $1,048 million.
A reconciliation between Consolidated Fund receipts and Table 1.1 for 1990-91 and
1991-92 is as follows -

1990-91 1991-92

$m $m
RECURRENT RECEIPTS
Consolidated Fund estimate 15,358 16,525
less
» Crown user charges (-) 125 (-) 78
« Payroll Tax paid by Budget Sector () 324 (-) 349
. Repays to credit (offset to outlays) (-) 15 (-) 6
« Repayments received (-) 72 (-) 84
plus
« Agency receipts 307 245
« STA dividend (adjustment for
comparison to 1991-92) 91
Table 1.1 estimate 15,220 16,253
CAPITAL RECEIPTS
Consolidated Fund estimate 1,621 3,214
less
» Asset sales - 79 . (-)1,983
« Repayments received (-) 464 (-) 182

Table 1.1 estimate 1,078 1,048
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3.2 CONSOLIDATED FUND RECEIPTS

Tax Changes

As announced in the July 1991 Financial Statement, tax initiatives will not be
used to any significant extent in the 1991-92 Budget to address the underlying
structural deficit. The only major tax change is an increase in the tobacco tax rate,
with minor revenue raising measures to be implemented in relation to petroleum
licence fees, motor vehicle taxation and payroll tax. The adjustments to petroleum
licences and motor vehicle taxation are fully dedicated to roads expenditure.

An interest-free instalment system for the payment of land tax is to be
introduced from the 1992 land tax year. In addition, one significant social welfare
measure is to be implemented in the form of a land tax exemption from 1992.

As indicated in the Financial Statement, the phased abolition of share transfer
duty has been deferred from November 1991 to July 1992 due to the delay in the
abolition of duty on the London Stock Exchange.

Details of the above measures, which will generate net revenue of $130
million in 1991-92 and $148 million in a full year, are as follows -

TOBACCO LICENCES

As announced in the July Financial Statement, tobacco licence fees have
been increased from 35 to 50 per cent, applying from the monthly licensing period
commencing on 28 August 1991. The revenue gain is $88 million in 1991-92 and
$96 million in a full year.

This increase brings New South Wales into line with rates in all other States
and Territories except Queensland. Additional resources have been allocated to
compliance effort to minimise the possibility of the importation into New South Wales
of lower taxed tobacco products from Queensland.

PETROLEUM LICENCES

From late 1991, the base component of the petroleum tax (currently 3.53
cents per litre of motor spirit and 3.57 cents per litre of diesel fuel) is to be indexed to
the Sydney Consumer Price Index. The resulting addition to receipts is $9 million in
1991-92 and $12 million per annum.

While not impacting on the 1991-92 Budget, the surcharge component of the
petroleum tax (three cents per litre of motor spirit and diesel) is to be extended for a
further three years upon its expiry in August 1992. In addition, the surcharge is to
be indexed to the Sydney Consumer Price Index. (Estimates of petroleum licences
from 1992-93 onwards reflect these tax changes.)

All revenue from petroleum licences will continue to be fully applied to roads
expenditure.
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MOTOR VEHICLE TAXATION

The weight tax component of motor vehicle taxation is to be indexed to the
Sydney Consumer Price Index from 1 January 1992. This tax change will yield
additional revenue of $12 million in 1991-92 and almost $25 million in a full year.
Again, the total amount collected from the weight tax will continue to be dedicated to
the roads program.

PAYROLL TAX

From August 1991, the Education and Training Foundation has operated on a
self-funding basis, following the suspension of the 2 per cent payroll tax diversions
by employers who elected to contribute to the Foundation. However, contributions
from employers will recommence in April 1992, at a reduced rate of 0.5 per cent of
payroll tax. The resulting revenue gain is $27 million in 1991-92 and $23 million in
a full year.

LAND TAX

As foreshadowed in the 1990-91 Budget, an interest-free instalment system
for land tax payments is to commence from the 1992 land tax year. This revenue
neutral measure will provide the majority of taxpayers with the option of three
instalments over five months, the last payment being due on or before 30 June.
Large taxpayers, whose assessments are generally not able to be issued before
March of any year, will have the option of restricted instalment arrangements
whereby all payments are generally due by 30 June.

From the 1992 land tax year, boarding houses throughout New South Wales
which allocate a substantial proportion of their available accommodation to long term
boarders on income support schemes will be exempt from land tax. This social
welfare measure will cost $6 million in 1991-92 and $8 million in a full year.

1991-92 Estimates

Table 3.1 provides details of Consolidated Fund revenue for 1990-91 and
1991-92 and shows changes between last year's actual revenue and this year's
estimates. The table is supported by a later section commenting on the principal
revenue items.

The presentation of this table was altered last year reflecting the adoption of a
classification system closely aligned to national accounting concepts.  Also,
ngustments have been made to 1990-91 actuals to provide comparability with 1991-

) Estimated Consolidated Fund revenue in 1991-92 is $19,738.8 million, an
increase of $2,759.1 million or 16.2 per cent on 1990-91. When extraordinary items
(namely the sale of business assets) are excluded, the increase is only 5.3 per cent.
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Table 3.1: Consolidated Fund Recelpts
1990-91
HEAD OF RECEIPTS 1991-92
“ESTIMATE | ACTUAL ESTIMATE INCREASE
$000 $000 $000 %
TAXES, FEES AND FINES
Stamp Dutles
Contracts and Conveyances 933,000 737,180 1,050,000 42.4
First Home Purchase Scheme 25,900 31,980 42,000 313
Insurance 203,000 187,806 218,000 16.1
Remissions 7,000 4,314 4,500 4.3
Loan Securities 110,000 102,180 120,000 174
Share Transfers 140,000 127,198 145,000 14.0
Motor Vehicle Reglstration Certificates 200,300 179,373 188,000 4.8
Cheques 9,000 4,887 (-) 100.0
Financial Institutions Duty 436,000 401,990 510,000 26.9
Hiring Arrangements 60,500 57,678 62,000 7.5
Leases 45,000 21,384 22,000 2.9
Deeds Agreements 3,000 2,018 3,000 2.8
Adhesive Stamps 7,500 4,967 4,200 () 154
Other 8,850 7,758 8,720 124
2,189,050 1,871,613 2,377,420 27.0
Payroll Tax 2,652,000 2,583,236 2,827,000 9.4
Land Tax 735,500 789,580 737,000 (- 67
Deblts Tax 66,800 56,854 142,000 149.3
Taxes on Motor Vehicle Ownership and
Operation
Weight Tax 530,000 499,102 525,000 5.2
Drivers Licence Fees efc. 130,200 120,297 26,000 (-) 784
Vehicle Registration and Transfer Fees 129,200 125,606 129,500 3.1
Other 31,600 16,018 16,597 3.6
821,000 761,023 697,097 () 84
Health Insurance Levy 45,000 47,095 49,000 4.0
Fire Insurance Levy 143,637 147,641 149,842 1.5
Gambling and Betting
Racing 319,004 311,700 336,480 8.0
Poker Machine Taxation 291,000 284,350 296,292 4.2
Keno Tax 2,650 .
Soccer Football Pools 2,040 1,812 1,853 2.3
Lotteries and Lotto 167,953 K 185,762 1.0
Footytab Commission 1,300 1,598 1,500 (-) 64
Amusement Devices 56,700 56,818 59,204 4.2
838,087 840,216 883,741 5.2
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Table 3.1: Consolldated Fund Recelpts (con’t)

1990-91
HEAD OF RECEIPTS 1991-902
“ESTIMATE | ACTUAL | ESTIMATE | INCREASE
~$000 %
Licences
Petroleum 450,000 438,701 464,000 7.0
Tobacco 301,000 297,484 407,000 36.8
Lk:Lucr 209,380 206,250 214,410 4.0
Other X 4,557 4,697 341
965,023 941,992 1,090,107 156.7
Fees
Motor Dealers 1,060 842 850 12.8
Firearms and Dangerous Weapons 1,880 2,174 3,632 67.1
Corporate Affairs 24,000 26,529 5,800 S-; 78.1
State Pollution Control Commission 5,400 8,286 7,935 - 4.2
Weights and Measures 1,539 1,163 1,600 38.8
Other 23,089 8,783 7,976 () 92
User charges retained by Agencies 33,185
90,263 47,767 27,893 | () 416
Fines 141,980 153,134 173,019 13.0
Other 7,650 6,735 5,030 (-) 253
TOTAL, TAXES, FEES AND FINES 8,695,890 8,246,986 9,169,149 1.1
LAND TRANSACTIONS AND ROYALTIES
Land Sales 51,559 51,919 46,998 (-) 95
Leaseholds and Other Land Revenue 24,981 25,707 26,956 4.9
Royalties on Minerals 137,680 156,008 145,550 (-) 641
TOTAL, LAND TRANSACTIONS AND
ROYALTIES 214,220 232,632 219,504 (- 56
INTEREST RECEIVED AND REPAYMENT
OF ADVANCES
Interest on Crown Funds 120,000 129,524 51,217 i-; 60.5
Other Interest 65,501 219,745 173,492 -) 21.0
Repayment of Advances 47,473 72,390 ,791 16.7
TOTAL, INTEREST RECEIVED AND
REPAYMENT OF ADVANCES 232,974 421,669 308,500 (-) 26.8
CHARGES FOR GOODS AND SERVICES
Rents - Government Bulldings 48,450 48,227 36,159 -) 25.0
Government Guarantee of Debt 21,000 19,271 17,010 - 1.7
Public Sector Insurance Scheme 42,500 42,500 -) 100.0
Other 24,832 14,763 25,311 714
User Charges Retained by Agencies 198,694
TOTAL, CHARGES FOR GOODS AND
SERVICES 335,476 124,761 78,480 (=) 371
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1990-91
HEAD OF RECEIPTS 1991-92
“ESTIMATE | ACTUAL | ESTIMATE | INCREASE
$000 $000 %
CONTRIBUTIONS FROM GOVERNMENT
TRADING ENTERPRISES, STATE
OWNED CORPORATIONS AND OTHER
BODIES
Government Trading Enterprises
Dividends
Gommercial Services Group 12,166 5,000 (-) 58.9
Electricity Commission 185,000 185,000 277,000 49,7
Forestry Commission .10,000 10,000 11,000 10.0
Hunter Water Board 3,000 10,000 5,070 (-) 493
Land Titles Office 8,849 9,141 9,463 3.5
Maritime Services Board 25,000 25,000 30,000 20.0
State Transit Authority 58,400
Sydney Cove Authority 70,000 71,703 9,000 (-) 874
Sydney Electricity 75,000 60,000 132,000 120.0
Sydney Market Authority 3,500 400 600 50.0
Sydney Water Board 67,000 84,748 162,600 91.9
Treasury Corporation 3,016 8,000 165.3
Waste Management Authority 1,700 3,100 5,350 72.6
Zoological Parks Board 400 114 31 (-) 728
Government Insurance Office
Dividends 30,000 30,000 28,280 {- 5.7
Tax Equivalents 75,500 78,248 38,300 -) 5141
554,949 582,636 780,094 33.9
State Owned Corporations
Grain Corporation
Dividends 400 400 6,000 n.a.
Tax Equivalents 4,100 4,748 4,400 () 7.3
State Bank
Dividends 7,000 4,000
Tax Equivalents 22,000 1,462 20,000 n.a.
33,500 6,610 34,400 420.4
Contributions from Other Bodles
State Fleet Services 54,000
Public Servant Housing Authority 19,000
Macarthur Development Board 50,000 20,000
FANMAC 839 (-) 100.0
50,000 839 93,000 n.a.
TOTAL, CONTRIBUTIONS FROM
GOVERNMENT TRADING
ENTERPRISES, STATE OWNED
CORPORATIONS AND OTHER BODIES 638,449 590,085 907,494 53.8
OTHER RECEIPTS
Transfer of SRA Sinking Fund 24,685 24,685 () 100.0
Energy Administration Fund 16,800
Other 45,946 67,526 55,016 (- 185
TOTAL, OTHER RECEIPTS 70,631 92,211 71,816 () 221
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Table 3.1: Consolidated Fund Recelpts (con’t)

1990-91
HEAD OF RECEIPTS 1991-92
“ESTIMATE | ACTUAL ESTIMATE INCREASE
$000 %
COMMONWEALTH GENERAL PURPOSE
PAYMENTS
Financial Assistance Grant 3,708,035 3,701,611 3,623,357 (- 21*
Roads in Unincorporated Areas 4,543
TOTAL, COMMONWEALTH GENERAL
REVENUE GRANTS 3,708,035 3,701,611 3,627,800 ) 20
COMMONWEALTH SPECIFIC PURPOSE
PAYMENTS
Legal Aid 33,015 33,015 34,864 5.6
Technical and Further Education 49,050 52,625 54,520 3.6
Schools 282,388 277,974 297,388 7.0
Medical Speciality Centres 5,680 7,941 39.8
Hospital Funding Grant 1,283,369 1,268,079 1,330,398 4.9
Home and Community Care 101,399 ,332 112,289 15.4
Supported Accommodation Assistance 39,714 36,197 35,742 -y 18
Rural Adjustment Scheme 19,778 18,806 27,232 448
Mortgage and Rent Relief 8,062 8,062 10,533 30.6
Debt Redemption Assistance 883 884 63,536 5,956.1
Natural Disaster Relief 28,000 47,968 19,300 () 59.8
Company Regulation Compensation 28,000 22,497 39,364 75.0
Other 87,748 79,340 128,948 62.5
TOTAL, COMMONWEALTH PAYMENTS
FOR SPECIFIC RECURRENT
PURPOSES 1,061,408 1,048,459 2,162,055 104
TOTAL, RECURRENT REVENUE 15,867,181 15,358,404 16,524,898 7.6
COMMONWEALTH GRANT FOR ..
GENERAL CAPITAL PURPOSES 79,756 79,766 98,700 23.8
COMMONWEALTH PAYMENTS FOR
SPECIFIC CAPITAL PURPOSES
Schools 65,000 65,000 75,015 154
Technical and Further Education 89,301 84,777 67,476 (-) 204
Teaching Hospitals 17,146 11,222 15,077 344
Public Housing 252,918 252,918 258,913 24
Pensioner Housing Grants 18,520 18,520 18,520 .
Housing Assistance for Aborigines 17,777 17,777 17,777
Badge?/’s Creek Road Upgradin 11,000 11,000 9,000 (-) 182
Australlan Roads Development Program 543,726 442,634 451,117 1.9
Natural Disaster Relief 56,876 -} 100.0
Housing 21,961 21,961 21,825 -) 06
Other 14,147 15,606 15,224 -) 24
TOTAL, COMMONWEALTH PAYMENTS
FOR SPECIFIC CAPITAL PURPOSES 1,051,496 998,291 949,944 () 48

*  After allowing for adjustment of the transfer of debits tax to the States the Financial Assistance Grant was
maintained in nominal terms.
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1890-91
HEAD OF RECEIPTS 1991-92
“ESTIMATE | ACTUAL | ESTIMATE | INCREASE
$000 $000 %
REPAYMENTS BY DEPARTMENTS AND
STATUTORY AUTHORITIES ARISING
FROM PREVIOUS YEARS
Department of Health 40,000 n.a.
Department of Conservation and
Land Management 2,212 1,682 1,569 - 0.8
Consumer Affairs 3,850 -) 100.0
Electricity Commission of NSW 404,252 -} 100.0
Public Works - Other 4,591 -) 100.0
Treasury - Misc. Loan Repayments 36,300 48,524 140,193 188.9
her 24,042 1,353 306 (-y 707
TOTAL, REPAYMENTS BY
DEPARTMENTS AND STATUTORY 62,564 464,252 182,158 (-} 608
AUTHORITIES ARISING FROM
PREVIOUS YEARS
TOTAL, ASSET SALES 324,425 79,004* 1,083,141 2,410.2
TOTAL, CAPITAL REVENUE 1,518,231 1,621,303 3,213,043 98.2
TOTAL, RECEIPTS - CONSOLIDATED
FUND 17,375,412 16,979,707 19,738,841 16.2

* Excludes $67.4 million from sale of McKell Building, treated as a financing transaction.
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RECURRENT REVENUE

Estimated Consolidated Fund recurrent revenue in 1991-92 is $16,524.9
million, an increase of $1,166.5 million or 7.6 per cent on 1990-91.

Figure 3.1

RECURRENT BUDGET RECEIPTS, 1991-92

State Taxes 55.4% $9,159m Other Recurrent Budget Receipts
9.6% $1,590m

Other State Recelipts
0.9% $147m

y Land Transactions
and Royalties
1.3% $2189m

4 Interest and
Advances Pald
19% $308m

Dividends and Tax
Equivalents

» 6.5% $908m
Commonwealth Specific

Commonwealth Purpose Payments
General Revenue 13.0% $2,1565m
Grants 22.0% $3,628m

Total $18,625m

Taxes, Fees and Fines - Estimate $9,159.1 million. Increase 11.1 per cent.

The two major sources of taxation are payroll tax and stamf) duties, together
contributing 57 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 differently bty the business cycle. Until recently, stamp duty
. collections ?_:'ew strongly, mainly reflecting the share market boom (until October

1987) and the real estate boom (until late 19881. Since then, stamp duties have
. fallen significantly, following the downturn during 1989-90 of the property market and
the downtum of the economy during 1990-91.
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Figure 3.2

STATE TAX RECEIPTS, 1991-92

T, Payroll Tax 30.9%
H i $2,827m
. i HHEY
Stamp Duties 26.0% % R
$2,377m % i ";%
- i
Fees and Fines 2.2%
$201m
Other 3.7%
Licences 11.9% $346m
$1,090m Land Tax 8.0%
$737m
. Motor Vehicle Tax
Gambling and Betting 76% $697m
. 9.7% $884m

Total $9,159m

Details of the bases, rates and concessions for the principal tax items are
shown in Table 3.2 at the end of this section.

Figure 3.3

TAXATION RECEIPTS

(Percentage change on previous year)
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Stamp Duties - Estimate $2,377.4 million. Increase 27.0 per cent.

The main components are as follows -
1990-91 1991-92

Actual Estimate Change
$m $m %

Contracts and Conveyances .......... 737.2 1,050.0 + 424
First Home Purchase ................ 32.0 420 + 313
INSUFANCE ...t viiiiiie e nanses 187.8 218.0 + 16.1
Loan Securities .. ...........c.oiienn 102.2 1200 + 174
Share Transfers .................... 127.2 145.0 + 14.0
Motor Vehicle Registration

Certificates . ...........ccivnint. 179.4 188.0 + 4.8
Cheques ........vovvernvraecnsnnns 4.9 .. (-)100.0
Financial Institutions Duty . ............ 402.0 510.0 + 269
Hiring Arrangements . ................ 57.7 620 + 75
LBESOS .. vt ittt 21.4 220 + 29
Other ... 19.8 204 + 25

1,871.6 2,377.4 27.0

Flgure 3.4

STAMP DUTY RECEIPTS

(Percentage change on previous year)
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. Coniracts and Conveyances

Following two successive years of declining revenue, a strong recovery in
receipts is expected in 1991-92. The projected growth is primarily based on an
upturn at the bottom end of the residential property market resulting from improved
buyer sentiment combined with lower mortgage interest rates. It is anticipated that
there will be a significant improvement in the volume of sales, with a moderate
increase in real dwelling prices. Turnover of properties at the top end of the market
is expected to remain slow.

During 1990-91, both sales and prices of commercial property fell
significantly. Turnover of Sydney CBD property, particularly the office sector, has
been severely affected during the current downturn. While some further downward
movement_in prices is expected, the value of commercial turnover is likely to
increase during 1991-92 as vendors gain more realistic expectations of prevailing
market conditions. However, the contribution of commercial property sales to total
revenue is likely to remain well below its historical average.

The projected increase in revenue includes one-off receipts for corporate
mergers.

o First Home Purchase Scheme

Collections are forecast to improve in line with the recovery at the bottom of
the residential property market. Revenue will also benefit from the high proportion of
home buyers who are taking up the discount options on payment of contracts and
conveyancing duty.

. Insurance

During 1990-91, revenue was adversely affected by a range of factors
including the recession, legislative amendments and the non-renewal of policies
following several natural disasters. Strong growth is forecast for 1991-92 due to the
expected diminution of these factors in conjunction with increases in domestic
premiums. T

o Loan Securities

Following a fall in 1990-91, receipts are expected to increase due mainly to
the forecast improvement in the property market. The requirement by financial
institutions for a high percentage of their loans to be secured is expected to continue
in 1991-92, providing a further boost to receipts.

. Share Transfers

The forecast improvement in revenue is based on the assumptions of a slow
economic recovery and the possibility of some further interest rate reductions.
Reduced corporate profitability will continue to have a negative impact on share
market activity.
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. Financial Institutions Duty

In 1990-91, revenue was adversely affected by the economic downturn and
the fall in credit growth. The slow improvement in economic activity and credit
growth will continue to impact on collections during 1991-92. The high projected
growth rate is primarily due to the fact that the doubling of the taxation rate to 0.06
per cent in last year's Budget did not impact on collections until November 1990.

o Motor Vehicle Registration Cerilficates

A modest recovery in the car market is expected in line with the forecast
improvement in economic conditions. However, on a year on year basis, the number
of registrations in 1991-92 is likely to be similar to 1990-91. Following a decline in
real terms during the recession, motor vehicle prices are projected to grow at a
slightly faster rate than general prices. Consequently a small real increase in
revenue is anticipated.

. Hiring Arrangements

Revenue is closely associated with the level of economic activity.
Consequently, receipts are projected to increase at a rate consistent with the
forecast growth in Gross State Product.

° Leases

Receipts are expected to remain constant following a large decline in 1990-
91. The major factor underlying this forecast is the current excess stock of
commercial property, a situation which will keep a lid on rental values.

Payroll Tax - Estimate $2827 million. Increase 9.4 per cent.

The forecast growth rate is mainly attributable to the full year effect of the
1991 policy change relating to the tax rate and threshold. This change did not
impact on revenue until November 1990.

Underlying growth in payroll tax receipts will be affected by the Budget
assumption of a 0.8 per cent (year on year) fall in NSW employment, following a 0.3
per cent increase in 1990-91." Furthermors, national average weekly earnings are
projected to increase by only 4.0 per cent, compared with 5.8 per cent last year.

Land Tax - Estimate $737.0 million. Decrease 6.7 per cent.

For the 1992 land tax year, equalisation factors -are to remain constant, that
is, property values will remain unchanged from their 1991 values. Consequently,
after adjusting for compliance effort during 1990-91, revenuse is expected to be at a
similar level to that in 1990-91.
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A revenue neutral instalment system for the payment of land tax is to be
introduced from the 1992 land tax year. Small taxpayers with static land holdings
will be offered the option of three instalments over five months, with the last payment
generally due by 30 June. Since assessments for major taxpayers cannot usually be
issued before March of any year, these clients will have the option of restricted
instalment arrangements with all payments generally receivable by the end of the
financial year.

Debits Tax - Estimate $142 million. Increase 149.3 per cent.

The Commonwealth Government handed over this tax to the States on 1
January 1991, which accounts for the high forecast growth rate in 1991-92. The
underlying growth rate is only 3.9 per cent, which is consistent with the low growth
rates achieved at the national level in recent years. The nature of the rate structure,
namely a flat amount of tax within each of several broad tax bands, limits the scope
for revenue growth.

Health Insurance Levy - Estimate $49 million. Increase 4.0 per cent.

The 1991-92 forecast is based upon the projected increase in the levy of 2.8
per cent (to 53 cents per week) in February 1992.

Taxes on Motor Vehicle Ownership and Operation - Estimate $697.1 million.
Decrease 8.4 per cent.

The category comprises -

. motor vehicle "weight" tax and related items;
. drivers’ and riders’ licence fees; and
N motor vehicle registration fees.

Details of the principal rates of these fees and taxes appear in Table 3.2
"Principal Rates of Tax".

. Motor Vehicle Weight Tax - Estimate $525 million. Increase 5.2 per cent.

The estimate reflects the increase in tax rates introduced from 1 January
1991, averaging 7 per cent, and allowance for a further increase of 4.9 per cent from
1 January 1992. It has been assumed that the slowdown in economic activity will
continue to reflect in a lower level of growth in vehicle registrations than has been
the case in recent financial years.

An amount equivalent to the proceeds of this tax is appropriated to the Roads
Program.

. Drivers and Riders Licence Fee - Estimate $26 million. Decrease 78.4 per
cent.

Since the introduction of photo licences from mid 1988-89, eligible drivers and
riders have been able to renew their licences for periods up to 5§ years. Following
the initial boost to Consolidated Fund revenue in the first two years of operation, the
revenue for this year will decline significantly because of the cyclical impact on
renewals. The estimate also reflects the average increase in fees of 4.5 per cent
effective from 1 July 1991,
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. Motor Vehicle Registration and Transfer Fees - Estimate $129.5 million.
Increase 3.1 per cent.

The estimate assumes that the reduced level of both new vehicle registrations
and second hand vehicle sales will continue this year and takes into account the
average increase in fees of 4.9 per cent effective from 1 July 1991.

o Other Motor Vehicle Fees - Estimate $16.6 million. Increase 3.6 per cent.

The estimate reflects increases in driving examination fees and heavy vehicle
inspection fees from 1 July 1991.

Gambling and Betting - Estimate $883.7 million. Increase 5.2 per cent

. Racing - Estimate $336.5 million. Increase 8.0 per cent.

Revenue from racing is mainly received from the operations of on and off-
course totalizators and are collected in accordance with the provisions of the
Totalizator Act, 1916 and the Totalizator (Off-course Betting) Act, 1964. Also,
turnover tax is collected from the operations of bookmakers in accordance with the
Bookmakers Taxation Act, 1917.

The predicted increase is marginally above the growth in revenue for
1990-91.

o Poker Machine Tax - Estimate $296.3 million. Increase 4.2 per cent.

From 1 December 1990 tax is assessed on profit derived from the machines
and is revenue neutral compared to the previous method of collection. Industry
sources have indicated that there will be little growth in profits throughout 1991-92
due to the present economic climate and as a consequence low growth in revenue is
forecasted. Revenue collected for 1990-91 was $6.7 million (2.3 per cent) below
estimate.

. Approved Amusement Devices - Estimate $59.2 million. Increase 4.2 per
cent.

Following the general economic trend, low growth in revenue is expected to
continue into 1991-92, although the revenue collected in 1990-91 of $56.8 million
was on target.

. Lotteries and Lotto - Estimate $185.8 million. Increase 1.0 per cent.

New South Wales Lotteries was commercialised on 2 March 1991. The
amount payable to the Crown equates to 29.7 per cent of Lotto, Draw Lottery and
Instant Scratchie subscriptions.

The estimate reflects an expected slowdown in the increase in overall sales.
This is associated with the likely increase in the range of competitive forms of
gambling, the expected introduction of Keno into NSW during 1991-92 and the
difficult prevailing economic conditions.
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Collection trends in revenue from gambling generally are shown in Figure 3.5.

Figure 3.5

GAMBLING AND BETTING REVENUE

(Percentage change on previous .year)
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Licences - Estimate $1,090.1 million. Increase 15.7 per cent.

. Petroleum Licences - Estimate $464 million. Increase 7.0 per cent.

Petroleum prices are expected to decrease in real terms }on a year on year
batsiszl following significant rises over the last two years. Therefore, it is expected
that there will be relatively strong underlying growth in demand, with revenue growth
in line with Gross State Product.

In addition, the base component of the petroleum tax is to be indexed to the
Sydney Consumer Price Index from late 1991. The estimated increase in receipts
as a result of indexation is $9 million in 1991-92 and $12 million in a full year.

. Tobacco Licences - Estimate $407 million. Increase 36.8 per cent.

The stron? projected growth is primarily a reflection of the increase in the
tobacco tax rate from 35 to 50 per cent (the first licence fees at the higher rate bein
due in August 1991). This policy change is estimated to increase receipts by $8
million in 1991-92 and $96 million in a full year.

Tobacco production has been stable in recent years, and consequently the
underlying growth in revenue is based on expected price movements.
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. Liquor Licences - Estimate $214.4 million. Increase 4.0 per cent.

This estimate is based upon forecasts of liquor purchases during the previous
financial year. Licence fees are payable in January and May of the budget year.
The small increass in revenue reflects the general downturn in the economy and the
poor prospects for a strong recovery in 1991-92. The shortfall of $3.1 million (1.5
per cent) in predicted revenue for 1990-91 is a reflection of this trend.

Fines - Estimate $173.0 million. Increase 13.0 per cent.

The main receipts under this heading relate to fines under the Motor Traffic
Act (estimate $150 million - an increase of 7.7 per cent). The bulk of these are
collected by the Police Service through on the spot infringement notices issued by
Police and Parking Patrol Officers.

These fines are also collected through Local Courts for the more serious
offences and through the Roads and Traffic Authority mainly where cancellation of
motor vehicle registrations or drivers and riders licences is threatened unless unpaid
on the spot infringement notices are paid.

The proportion of total fines paid directly to the Police Service increased from
76 per cent to 81 per cent during 1990-91. An increase in the public awareness of
"Fine Default” procedures and improved Police Service processing methods are
expected to further improve this direct payment rate during 1991-92. A National
Licensing Scheme for drivers of heavy vehicles is also expected to improve
enforcement resulting in increased payments.

Following the introduction of the first speed cameras earlier this year, twelve
are now in operation, four with flash units. Ultimately, all speed cameras will be
fitted with flash units for operation at night. The estimated revenue from speed
camera fines in 1991-92 has regard to the sites likely to be targeted for camera
operations and the anticipated deterrent effect of sign boards advising of the use of
speed cameras could have on drivers.

From 1991-92 the fines raised by the Roads and Traffic Authority from mass
overioad of heavy vehicles fines (estimate $8.9 million) are required under the net
appropriation system to be paid into the Consolidated Fund and an equivalent
amount being appropriated to the Roads Program as contribution towards the costs
of repairing damage done by overloaded trucks.

Land Transactions and Royaltles - Estimates $219.5 million. Decrease 5.6 per
cent

Land Sales - Estimate $47.0 million. Decrease 9.5 per cent.

Revenue is generated from the sale of homesites by the Department of
Conservation and Land Management outside the metropolitan area and the
Department of Housin? from sales within the metropolitan area. Receipts are
forecast to decline in 1991-92 because a number of land sales in 1990-91 were
conversions of existing leases. These Ieases were converted following the
introduction of the Crown Lands Act 1989 which linked the lease payments to CPI. It
is not anticipated that this trend in conversions will continue in 1991-92.
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Royalties - Estimate $145.6 million. Decrease 6.1 per cent.

The forecast decline in royalties is mainly attributable to higher than
anticipated receipts in 1990-91 from higher silver prices and from a rundown in coal
stockpiles which has reduced potential sales in 1991-92. Also, coal exports may
decline due to the lifting of sanctions on South Africa.

Interest Received and Repayment of Advances - Estimate $308.5 million.
Decrease 26.8 per cent.

Interest is projected to decline by 64.3 per cent in 1991-92 due to the
depletion of cash reserves by the projected deficit and the repayment of debt by
statutory authorities.

Charges for Goods and Services - Estimate 78.5 million. Decrease 37.1 per cent.

The projected decrease is due to a one off receipt in 1990-91 from the Public
Sector Insurance Scheme and reduced rental income due to property sold under the
asset disposal program.

Contributions from Government Trading Enterprises, State owned
Corporations and Other Bodles - Estimate $907.5 million. Increase 53.8 per cent.

Dividends represent a return on State Government equity and combined with
corporate tax equivalents are a key element in the Government's policy of creating a
commercial operating environment for Government businesses. Payments from the
GIO, State Bank and Grain Corporation all include corporate tax equivalent
payments, paid in lieu of federal income tax.

The large increase in estimated revenue over 1990-91 is largely due to
significantly higher dividends from the Electricity Commission, Sydney Electricity and
Sydney Water Board and the first payment of a dividend by the State Transit
Authority. Larger dividends are also anticipated from the Maritime Services Board,
Treasury Corporation, Waste Management Authority, Grain Corporation and State
Bank. These are partially offset by lower estimates of dividends in the 1991-92
financial year from the Commercial Services Group, Hunter Water Board, Sydney
Cove Authority and both lower dividends and tax equivalent payments from the
Government Insurance Office.

The large reduction in dividends to be paid by the Sydney Cove Authority
from $71.7 million to $9 million is due primarily to the payment of a special dividend
of $52.2 million in 1990-91 from the asset revaluation reserve. All other dividends
received from Government Trading Enterprises and State Owned Corporations in
1990-91 and 1991-92 are classified as normal dividends, that is, they are financed
completely from either the operating profit, accumulated surplus or reserves (other
than the asset revaluation reserve) of the organisation.

Contributions from bodies other than Government Trading Enterprises and
State Owned Corporations are estimated to total $93 million in 1991-92. This
includes a payment by State Fleet Services sourced from the sale and lease back of
motor vehicles and payments by the Public Servant Housing Authority and
Macarthur Development Board from the proceeds of property sales.
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Total contributions from government enteg:rises have increased significantly
in the five years since 1986-87 as demonstrated in figure 3.6 below. In that year
contributions from State Instrumentalities were $101.7 million, less than 1 per cent of
total consolidated fund receipts. In 1991-92 contributions are expected to total
$907.5 million, nearly 5 per cent of total consolidated fund receipts.

Flgure 3.6

CONTRIBUTIONS FROM GOVERNMENT ENTERPRISES

(Percentage change on previous year)

1,000

800

600

400

200

ZO0—-—rr— 0IJ>rrO00

1986-87 1987-88  1988-89  1989-90 1990-91 1991-92(e)

Other Receipts - Estimate $71.8 million. Decrease 22.1 per cent.

The significant decrease in this category is due to "one-off” receipts received
in 1990-91 from the transfer of the SRA sinking fund balance and the repayment of
Erev(;ous years expenditure being offset by revenue from the Energy Administration

und.

Commonwealth General Revenue Grants
Financlal Asslstance Grant - Estimate $3,623.4 million. Decrease 2.1 per cent

New South Wales’ financial assistance grant in 1991-92 is expected to
increase only marginally in nominal terms after allowing for the Commonwealth’s
decision to transfer the Debits tax to the States. This represents a reduction, in real
terms, of $125 million or 3.3 per cent compared with 1990-91. This reduction was
due largely to the Premiers’ Conference decision to fully implement the
Commonwealth Grants Commission’s recommended relativities.
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Figure 3.7

(Percentage change 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 conditiohs 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.

Those payments for which the State acts effectively as a paying agent only
(e.g. assistance to local government, private schools and universities) are not
passed through the State’s Budget.

The principal recurrent specific purpose payments relate to health and
education.

CAPITAL REVENUE

Estimated Consolidated Fund capital revenue is $3,213.9 million, an increase
of $1,618.1 million or 98.2 per cent on 1990-91. When extraordinary items are
excluded (namely the sale of business assets) the position is a decline of 13 per
cent.

Commonwealth General Purpose Capital Payments - Estimate $98.7 million.
Increase 23.8 per cent.

Under the Financial Agreement of 1927, the Commonwealth at Loan Council
each year sets the level of general purpose capital payments.

The 1991-92 payment is unchanged in nominal terms from the previous year.
However, following agreement between the Commonwealth and the States at the
July Special Premiers’ Conference, this year's total grant of $98.7 miliion includes
$19 million for a program of "Building Better Cities”. The latter figure is subject to
adjustment following further discussions with the Commonwealth. While the
Commonwealth is to take specific programs into account in determining the level and
distribution of grants for the "Building Better Cities” program, the funding provided is
unconditional and available to the State to use in accordance with its own budgetary
priorities.

Commonwealth Payments for Speclfic Capltal Purposes - Estimate $949.9
million. Decrease 4.8 per cent

The Commonwealth provides payments to the States for specific capital
purposes under Section 96 of the Commonwealth Constitution.

As with Commonwealth payments to the States for specific recurrent
purposes, capital payments are made under terms and conditions determined by the
Commonwealth and the differing range of payments made over time reflects
Commonwealth priorities and funding policies.

Road The major Specific Purpose Capital Payments are made for Housing and
oads.
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Repayments by Departments and Statutory Authorities - Estimate $182.2
million. Decrease 60.8 per cent

These repayments generally represent principal amounts in respect of
advances made to Departments and authorities in previous years.

A $404 million once-off repayment was made by the Electricity Commission in
1990-91.

Government trading enterprises have outstanding advances provided by the
Consolidated Fund which in the main, are Commonwealth loans paid to the State
and on passed as advances to the enterprises.

With the States progressively taking over the responsibility of Commonwealth
loans raised on their behalf, it is intended to replace all such advances by Treasury
Corporation borrowings. Repayments are generally at the lower of face value or
market value and hence do not financially disadvantage the enterprises.

Repayments by government trading enterprises of roundly of $125 million will
occur in 1991-92, with the balance of advances repaid in 1992-93.

Asset Disposals - Estimate $1,983.1 million. Increase 2,410.2 per cent

The amount of $1,983.1 million from proceeds of asset disposal in 1991-92 to
be credited to Consolidated Funds includes projected proceeds from the privatisation
of the GIO, provisionally estimated at $1,750 million being the mid point in the
assessed feasible range of between $1,500 million and $2,000 million. This total
includes sale proceeds, tax provisions and tax compensation.

Under arrangements introduced in 1987-88 departments within the budget
sector are permitted to retain at least 50 per cent of the net proceeds from the
disposal of assets by sale or long-term lease. Funds retained may be applied
towards funding capital program expenditure or the maintenance of existing assets.
The remaining amount of up to 50 per cent is credited to Consolidated Fund capital
receipts and applied as a funding source for the budget sector capital program.

An amount equivalent to 10 per cent of net proceeds from asset disposals
credited to Consolidated Fund is appropriated for transfer to the Open Space and
Heritage Fund and used to acquire land and buildings for community use such as
parklands, heritage buildings and environmentally based projects. An upper limit of
$10 million has been placed upon the amount to be credited to the Fund in 1991-92.
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3.3 FORWARD ESTIMATES OF BUDGET RECEIPTS

Introduction

For the first time the Budget provides estimates of Budget receipts for the
period 1986-87 to 1993-94 by major receipt category.

This information has been provided in order to give a proper appreciation of
the factors impacting on the future receipt outlook.

Overall for the period from 1990-91 to 1993-94 current receipts are projected
to increase by 5.5 per cent per annum, a real increase of only 1.3 per cent per
annum. In contrast for the two years to 1988-89 the average real increase was 4.9
per cent.

Similarly, for total Budget receipts the average annual increase over the
period is 4.5 per cent or 0.2 per cent in real terms compared to an average annual
real increase of 3.6 per cent for the two years to 1988-89.

Table 3.3 provides details of receipts for the period 1986-87 to 1993-94. The
table is supported by a preceding section commenting on the major receipt
categories.

Recurrent
TAXES, FEES AND FINES
Stamp Duties

o Contracts and Conveyances

Following the commencement of a recovery in 1991-92, the value of
residential turnover is expected to continue rising in line with increased housing
affordability and improved labour market conditions. While both volumes and prices
are forecast to increase across all segments of the residential sector, the top end of
the Sydney market should experience the most significant improvements following a
prolonged downturn. Given the projections regarding the quantity of excess stock in
the commercial property sector, the value of commercial turnover is not expected to
return to its 1988-89 peak level before at least the mid 1990s.

In comparison with the previous property market boom, the predicted upswing
over the next three years will be modest. The revenue forecast for 1993-94 is $450
million lower in real terms than the previous peak value in 1988-89.

. Other Stamp Duties

Receipts are expected to increase moderately over the period to 1993-94.
Collections from the First Home Purchase Scheme are forecast to improve strongly
in line with the expected increase in the bottom of the residential property market.
This growth will be offset by a fall in share transfer duty following the phased
abolition of this duty.



123

Payroll Tax

Underlying revenue will benefit from expected improvements in both wages
and employment as economic activity continues to recover. Combined growth of
average weekly earmnings and State employment is forecast to be 7.9 per cent in
1992-93 and 7.6 per cent in 1993-94, compared with only 3.2 per cent in 1991-92.

However, abstracting from policy changes, projected annual revenue growth
rates are around three percentage points less than those of the late 1980s as the
result of lower employment and wage growth expectations.

Land Tax

Following the freezing of land values for the 1992 land tax year, revenue will
be adversely affected by the return to prevailing market values. In particular, further
declines are expected in the average value of commercial land, which comprises the
major component of the land tax base.

In comparison with 1990-91 receipts, which reflected property values during
the previous boom, revenue in 1993-94 is projected to fall by $400 million in real
terms.

Business Franchise Licences

Licence fees relating to the sale of petroleum, tobacco and liquor are
expected to increase steadily at around 5 per cent for each of 1992-93 and 1993-94.
Petroleum and liquor revenue will benefit from improved economic conditions, while
tobacco collections should increase in line with general price movements.

Underlying growth rates are not expected to reach those of the late 1980s
which experienced higher rates of increase in relation to both general economic
activity and prices.

Other Taxes, Fees and Fines

The decline in the growth of other taxes is expected to turn around in 1992-93
as economic activity continues to recover.

OTHER STATE RECEIPTS

Contributions from Government Trading Enterprises, State Owned
Corporations and Other Bodies

In 1992-93 payments from State enterprises are projected to decline 20.1 per
cent, due to the impact of a number of one off factors in 1991-92 from the Electricity
Commission, Sydney Electricity and Sydney Water Board as well as contributions
from other bodies financed by asset sales.

Other State Recelpts
The estimates for 1992-93 are projected to decline 13.5 per cent due to

interest received on Crown funds being affected by the projected deficits and to the
uneven flows of repayments of advances
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COMMONWEALTH FUNDED RECEIPTS

Financlal Assistance Grants

Financial Assistance Grants are projected to increase by only about 2 per cent
a year, a real decline of the order of 3 per cent per annum. This reflects the net
impact of the assumptions that the overall pool of Financial Assistance Grants will be
maintained in real terms but that the share going to New South Wales will decline
due to the impact of the fiscal equalisation process.

Specitic Purpose Payments

Specific Purpose Payments are projected to decline in real terms over the
period to 1993-94 due to a nominal provision for natural disasters and reductions in
the estimates for debt redemption assistance.

Capital
STATE RECEIPTS

Asset Disposals

Estimated receipts in 1991-92 are inflated due to the inclusion of expected
proceeds from the Government Insurance Office and the State Office Block.
Similarly the 1992-93 estimate is boosted by projected receipts from the sale of the
State Bank. Proceeds from the disposal of both the Government Insurance Office
and the State Bank will be applied to debt reduction.

The current depressed state of the commercial property market is not
expected to show any appreciable recovery until the mid 1990’s. As a result the
estimated receipts from asset disposal in 1992-93 (excluding the State Bank
transaction) and 1993-94 are conservative figures.

Other

Receipts under this heading comprise generally repayments of principal
amounts in respect of advances made to Government agencies for various purposes
in previous years. The estimated 1992-93 receipt under this heading includes
significant projected repayments by the Water Board and the Maritime Services
I13831rdé2Estimated receipts in 1993-94 are at about the same level as expected in
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COMMONWEALTH FUNDED RECEIPTS

General Purpose Grant

The same level of estimated receipts is shown for each of the three financial
years 1991-92 to 1993-94. However the 1991-92 figure includes $19 million for the
Better Cities program and it is likely that this amount will increase in each of the two
following years, although no details are available at this stage.

Specific Purpose Payments

Estimated receipts in 1992-93 have been escalated by a nominal amounts of
S per cent over 1991-92 and similarly the 1993-94 estimate is a nominal increase of
5 per cent on 1992-93.
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CHAPTER 4: BUDGET PAYMENTS

4.1 Trends in Budget Payments
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4.1 TRENDS IN BUDGET PAYMENTS

Introduction

This section provides a summary of recurrent and capital payments for the
Budget Sector.

The Budget Sector comprises agencies which are wholly or largely dependent
on appropriations from the "public purse” (principally State taxation revenue and
Commonwealth grants) for their operations. It includes departments such as School
Education, Health, Corrective Services and the State Pollution Control Commission
and central agencies such as Treasury and Premier's Department.

While Budget Sector agencies are predominantly funded from the
Consolidated Fund, most also have access to other sources of funds. In the main
these would be Special Deposit Account balances, which may reflect user charges
(particularly since the adoption, from 1 July 1991, of net appropriation budgseting),
other income retained by the agency or past transfers from the Consolidated Fund.

In contrast, the Non Budget Sector consists of public sector agencies which
are largely self financing, although there may be some limited subsidy from the
Consolidated Fund. Some Budget Sector agencies may have discrete, commercial
activities which largely cover their costs through user charges; these activities are
also treated as Non Budget Sector.

A distinction needs to be drawn between payments and outlays. Payments
are the total amount of cash expenditure. Outlays are pa?/ments less user charges
and asset sales. Payments information shows the total level of cash resources
e?pended while outlays shows the net level of payments after deducting recoveries
of revenue.

For the presentation of the overall Budget position, outlays is the preferred
presentation while at the individual policy area, policy sector and program level, total
payments is the preferred approach as it shows the full level of cash resources
devoted to an activity.

Outlays data however are not available at this stage on a consistent basis for
the Budget Sector prior to 1988-89. Historical analysis covering a longer period
therefore needs to be undertaken on a payments basis.

Recurrent Trends

Budget Sector recurrent payments (funded from all sources) have increased
by an average annual rate of 8.7 per cent over the past five years, a real increase of
1.0 per cent per annum. For 1991-92, recurrent payments are projected to increase
by 6.8 per cent, a real increase of 3.2 per cent, while recurrent outlays are projected
to increase by 7.0 per cent, a real increase of 3.4 per cent (see Figure 4.1).
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4.2 FINANCIAL INFORMATION BY POLICY AREA
AND SECTOR

The purgose of the following tables is to group programs with common policy
oals. The tables have been compiled from the program statements presented in
udget Paper No. 3.

Table 4.1 shows the main financial aggregates (total payments, outlays and
Consclidated Fund payments) for each policy area and policy sector.

The policy area/policy sector classification is a means of grouping similarly
oriented programs and payments in a way that is independent of the traditional
Ministerial/departmental structure. This has two advantages -

. it enables consistency to be maintained when portfolio and departmental
structures change; and

. it allows for the payments and outlays of multi-faceted departments to be
dissected and aggregated with like data in other organisations.

Policy areas represent the broadest areas of Government responsibility.
Policy areas are aggregations of policy sectors, which are generally groups of
related programs representing particular functions of Government. (In some
instances, individual items in a program which are significant in size and which
clearly belong to a different policy area/sector than does the program, have been
separately classified.)

PrOé:;ram costs are allocated to the policy area/sector which they are
considered to be primarily serving. It is inevitable that there will be a degree of
arbitrariness in this procedure. An example of a dual purpose program is the
Department of Corrective Services program "Development and Education Services
for Prisoners” which could be classified to either the Education or the Law, Order
and Public Safety functions.

' Table 4.2 is an expansion of Table 4.1 showing the same aggregates but
listing each program under the policy area and policy sector categories.

Table 4.3 lists the aggregates for each program under the organisational and
Ministerial structure.
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4.3 RECURRENT PAYMENTS BY FUNCTIONAL AREA

Total recurrent payments, which include payments from sources other than
the Consolidated Fund, are projected to increase by 6.8 per cent in 1991-92,
compared with the anticipated inflation rate of around 3.5 per cent.

While the Consolidated Fund is the major source of funding for Budget Sector
agencies, there are nevertheless significant recurrent revenues ?some $627 million
in 1991-92) available to Budget Sector bodies from other sources. This is
particularly the case since the introduction of net appropriation budgeting from 1 July
1991, whereby agencies are able to retain moneys received from charging for goods
and services provided.

Any proper analysis of the level of resources devoted to the various
expenditure areas needs to take such other sources into account. Total payments
for recurrent services on a broad functional basis (by policy area) are shown in
Figure 4.4 together with the share of the total budget for the respective areas.

Figure 4.4

TOTAL RECURRENT PAYMENTS, 1991-92
BY POLICY AREA
General Administration
and Other 3.8%
$613m Law, Order and Public
Debt Charges 11.6% $1,878m Z Safety 11.3% $1,831m

Economic Services 10.4%
$1,684m

Recreation and

Culture 1.8% $289m ErEEEEg Education 27.6%

$4,475m
Services 0.9% $150m
Welfare 6.4% $1,036m N>

Health 26.2%
$4,251m

Total = $16,207m

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. They include a comparison in real terms since 1986-87, the Government’s
strategies and commitments and other factors relating to payments in the respective
areas. Highlights of the 1991-92 Budget allocations for each policy sector are also
briefly outlined.
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In 1991-92 payments will increase markedly in real terms in the areas of
Housing and Community Services, Welfare Services and General Administration.
Additionally payments in the areas of Law, Order and Public Safety, Education and
Health will increase in real terms while the areas of Recreation and Culture and
Economic Services will show real declines.

The substantial real increase in the level of payments on General
Administration reflects the increased pressures that the Government is facing in the

areas of debt charges and superannuation.
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4.3.1 LAW, ORDER AND PUBLIC SAFETY

Background

INTRODUCTION

The funding provided under this policy area is predominantly to meet the cost
of maintaining the State’'s police service, courts administration and corrective
services. The area also includes related expenditure for the State Emergency
Service, NSW Crime Commission, NSW Fire Brigades, Department of Bushfire
Services, the Independent Commission Against Corruption, Office of the Director of
Public Prosecutions,”Legal Aid Commission of NSW and the Attorney General's
Department.

EXPENDITURE TRENDS

Significant real growth in funding for the law, order and public safety area has
occurred over the last five years as illustrated in Figure 4.10. This trend reflects the
past result of demographic changes, the hardening in community attitudes towards
law and order, witﬂ demands for a greater application of resources, and the
propensity for increased litigation.

Courts

Costs in the Law Courts and Legal Services policy sector have increased
significantly in recent years as a result of the Judicial remuneration award, Local
Courts staff grading restructure and the $15 million, three-year program ($5 million in
1Qg1~92) fccj)r implementation of initiatives to overcome the backlog of cases waiting
to be heard.

Corrective Services

This policy sector has experienced increasing costs because of additional
inmate numbers, the opening of new and expanded institutons and the
consequential increase in custodial staff.

Police

The increased level of expenditure in the Police policy sector in recent years
is due mainly to the increase in the numbers of police over the period and new
awards for commissioned and noncommissioned police officers. During 1990-91 the
Government fulfilled the commitment to appoint an effective 1600 additional police
over its first term in office.
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Figure 4.5

LAW, ORDER AND PUBLIC SAFETY
(Payments expressed in real terms, 1991-92 base;
Percentage change on previous year)
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Total payments for law, order and public safet% will increase by 21.5 per cent
in real terms over the five year period to 1991-92 with the projected real increase in
the current year being 2.2 per cent.

RECENT DEVELOPMENTS

Courts

The major review of Courts administration undertaken during 1988-89
identified the main causes of delay in the system and developed strategies to both
address the problem of Court backlogs and to reduce arrears to an acceptable level.
A specific provision of $5 million has been provided in each year for the three years
commencing in 1989-90, to enable the implementation of a number of initiatives to
overcoms the immediate backlog problem.
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This increased funding has already provided for the appointment of additional
acting Judges and Magistrates, increases in staffing in key areas and the extension
of arbitration and mediation schemes. In addition, work is continuing in the further
development of information systems to establish a firm base for future management
decisions and to assist in the extension of caseflow management techniques
throughout the Court system. The enhanced systems will also provide for the more
efficient utilisation of Court facilities through more effective cost recovery in non
criminal cases.

The Downing Centre, comprising 16 new courtrooms and associated
administrative facilities, was opened in January 1991 and the new Campbelltown
Court complex, now nearing completion, is to come on stream during 1991-92.
These facilities should further assist in relieving court backlogs.

As part of the June 1991 restructure the courts administration function was
separated from the Attorney General's Department and established as the
Department of Courts Administration. In addition this responsibility was brought
under a single Ministerial portfolio with the Department of Corrective Services.

These developments should both assist more effective administration of the
courts and improved linkages between courts and corrective services. A future
development in this area, illustrating the potential for reform, is the proposal to link
prisons with courts by video facilities to avoid the need for transportation of prisoners
to courts.

Corrective Services

Over recent years, a variety of factors have impacted on the already serious
overcrowding problem in the State’s prisons. These include increased levels of
police activity, which have resulted in a higher arrest rate for offences invoiving gaol
sentences, changes to criminal law and decisions related to life sentence release, as
well as changes to Court and sentencing procedures.

Suitable alternatives to full-time imprisonment are also being pursued,
including expanding the Community Service Order legislation to encompass Family
Law Court and other Federal offenders, the opening of more Day Attendance
Centres and a home detention scheme. The Department of Corrective Services has
introduced a number of measures to meet its obligations, including -

» Legislation passed to "contract out" certain Departmental operations.

« Tendering for the design, construction and management by private
enterprise of a 600 bed institution at Junee.

« Restructure of the Department of Corrective Services in the areas of
Human Resources and Legal Services Administration, and the formation
within the Strategic Services Division of a multi-disciplined policy unit
which has enhanced the Department's policy making ability.

» Opening of Lithgow Correctional Centre, the first new maximum security
institution in the State for 20 years.

« Implementation of an innovative Ethnic Affairs Strategic Plan.
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. Review of custodial primary training course, including upgraded
curriculum and reduced training time.

. Establishment of a fully privatised prison industry at St Heliers,
Muswellbrook - a first in Australia.

Police

Since the present Government came to office, considerable improvements
have been achieved within the Police Service, including the implementation of
regionalisation of the Service, the introduction of community based policing patrols
and the expanded use of telecommunications interceptions to aid in crime detection.
Further significant productivity improvements are now also flowing from changes in
working conditions negotiated under the new Police Awards. These initiatives,
together with the successful completion of the four-year program for the appointment
of additional police and the release of police from extraneous duties, have
substantially increased the effective number of police available for active duties.

Community Based Policing remains the key operational strate%y of the Police
Service. Police operations are now orientated towards serving the community.
Better relationships are now being built with local communities through the
deployment of beat police and increased police participation in local forums and
activities.

One thousand police are now deployed on beats. The local Patrol is the
centrepiece of service delivery. The response to this strategy of community based
policing has been marked by increased public satisfaction with the Police Service
and a reduction in the rate of reported crime.

Other

The role and powers of the State Drug Crime Commission were expanded in
late 1988-89 to cover such things as organised crime and civil forfeiture of assets
and as a result the Commission’s name has been changed to the less specific NSW
Crime Commission. The key development in the last financial yéar was the
establishment of the Civil Forfeiture Division in order to implement the Government'’s
initiative in introducing the Drug Trafficking (Civil Proceedings) Act. This has led to a
major increass in the Commission’s operations.

The rescue and emergency services provided by Police, State Emergency
Service, the Ambulance Service, various volunteer rescue services and the Fire
Brigades were also the subject of a review during 1988-89. Under the new
arrangements, responsibility for the co-ordination of all rescues throughout the State
is vested i(’: accredited Police, Fire Brigades, Ambulance and other emergency
services units. :

The Commonwealth and State Governments have recently signed an
agreement for the future funding of the Legal Aid Commission of NSW. The
objective will continue to be to ensure that the costs of legal aid are contained and
that assistance is provided to those most in need.

The Independent Commission Against Corruption formally commenced
operations during March 1989. Major achievements are the continued
implementation ot its Corruption Prevention Program, and the presentation to
Parliament of its report on investigations into allegations of corrupt practices in the
issue of drivers’ licences.
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KEY ISSUES AND STRATEGY

Police

A key requirement is more flexibility in the provision of police services with
closer attendance to the needs of local communities. The Police Service recognises
that the key to the success of its mission of "Police and the community working
together to establish a safer environment by reducing violence, crime and fear" is to
improve its operational management. This will be achieved by focusing on an
increased use of crime prevention and the adoption of problem solving approaches
to policing.

At the same time, the Service will be supporting the improvement in
operational capacity through the implementation of an integrated strategic planning
process and by adoption of the following strategies -

. Maximisation of the abilities of members of the Service through the
development and implementation of an integrated Human Resources
Pian.

« Improved management through the introduction of models of best
professional practice, promotion of professional responsibility and
provision of appropriate infrastructure.

. Increased responsiveness to the expectations of the Service's
stakeholders by improving communications with members of the Service,
the community and Government.

Courts and Legal Services

The key issue currently facing the Department of Courts Administration is to
improve the efficiency of and access to the Court system. This is being addressed
by the provision of additional funds ($5 milion per year over three years,
commencing in 1989-90) to enable measures to be implemented for the reduction of
delays in the Courts, as well as by reform to improve the efficiency and effectiveness
of court procedures and processes.

Court fees in non criminal cases have been adjusted to achieve greater cost
recovery and as a means of rationalising the usage of court facilities. Also, with the
introduction of "net appropriations” in 1991-92, court fees in non criminal areas are a
significant component of the funds available for the provision of Court Services.

During 1990-91, the Office of the Director of Public Prosecutions assumed
responsibility for the prosecution of defended indictable matters before local courts
statewide, cutting the number of trials registered and thereby reducing significantly
the backlog of cases in District Courts. Additional strategies adopted by the Office to
further reduce delays include improved practices and procedures, enhanced liaison
witrtlt police, greater use of technology and tighter deadlines for the preparation of
matters.
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Corrective Services

In addressing the problem of overcrowding in the State’s prison system
various sentencing options as alternatives to imprisonment for the less serious
offences are being explored, in addition to the provision of new and upgraded prison
facilities. The following key measures are aimed at improved, more effective
management of the prison system -

. Privatisation, with the successful contracting out of design, construction
and management of the proposed Junee Prison and identification of other
opportunities for contracting out.

. Continued implementation of unit and case management of prisoners and
those on probation and parole.

. Allocation of substantial resources for consolidation and expansion of
training to bring about the desired changes in attitudes and management
practices.

. Reallocation of resources towards prisoner education, vocational training
and support programs.

1991-92 Budget

OVERVIEW

Total Payments

Actual Estimate
Policy Sector 1990-91 1991-92 " Variation

$m $m %

Police ......coviiiiiiiiniiins 914.5 954.8 + 4.4
Law Courts and Legal Services ......... 351.1 362.9 + 3.4
Corrective Services .............oovonn 263.2 297.5 +13.0
Other (including Fire Protection Services) . 201.8 215.9 + 7.0
Total ..o 1,730.6 1,831.1 + 5.8

A total sum of $1,831.1 million has been provided for this policy area in
1991-92, an increase of $100.5 million or 5.8 per cent over actual expenditure last
year.

The major thrust of initiatives being undertaken within this area in 1991-92 is
focused on the Government’s commitment to increase the effectiveness of Police
and the continuation and further development of strategies aimed at overcoming the
problems of Court arrears and prison overcrowding. Details of both Budget funded
and ?tlrler initiatives being undertaken by individual organisations within this policy
area follow.
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POLICE

The Police policy sector allocation has been increased by 4.4 per cent to
$950.0 million in 1991-92 and provides for the full year effect of the award increases
to police and the full-year effect of the additional police recruited last year. An
effective increase to the promised 1,600 additional police has been achieved by both
increased police numbers and more effective use of existing police. The police
service was effectively increased by 1,600 by the appointment of 1,071 additional
police and by a range of initiatives, such as the introduction of flexible rosters and
leave buy-back provisions, negotiated by the Government as part of the police pay
increase package, to provide the balance of an effective 529 additional police.

The Government has also released police for active police duties over its first
term by relieving them of clerical and other extraneous duties. This objective was
undertaken through re-organisations, progressive civilianisation and the introduction
of improvements in technology.

The capital program allows for the completion of the refurbishing of the
Sydney Police Centre at a cost of $7.7 milion to provide more usable
accommodation to permit the Police Service to rationalise its leased Sydney Central
gusiness District office requirements. Details of the capital program are provided in

ection 5.3.1.

Other initiatives in the Police Service area include -

. The progressive introduction of audio/video recording of police interviews,
in conjunction with the Department of Courts Administration and the
Office of the Director of Public Prosecutions, to provide more reliable and
accurate evidence for the Courts.

. The allocation of financial and human resources in accordance with the
strategy of Community Based Policing.

« The maintaining of over 1,000 police in beat policing roles, particularly in
areas with high crime levels.

. The ongoing installation of sophisticated information technology linking
police stations to the Police Service’s central computer facility.

LAW COURTS AND LEGAL SERVICES

The major review of Courts administration undertaken during 1988-89
identified the main causes of delay in the system and provided strategies to both
address the problem of Court backlogs and reduce arrears to an acceptable level.
One such strategy was additional resources for a three-year period to overcome the
immediate backlog problem.

The increased funding is being used for the appointment of additional Judges
and Magistrates, increases in staffing in key areas and the extension of arbitration
and mediation schemes. The Downing Centre also came on stream during 1990-91,
providing 16 new courts at a full year cost of $8.6 million.

In addition to the backlog problem, there are a number of strategic reforms
being implemented to improve the efficiency and effectiveness of the Courts system.
The further development of information systems will continue during the course of
the current year, establishing a firm base for management decisions and assisting in
the extension of case flow management techniques throughout the Court system.
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Court fees in non criminal cases are being increased in 1991-92, in line with a
plan for moving to greater cost recovery over the next two to three years.

These initiatives, together with the other major reforms in court procedures
and legal processes, are substantially improving the capacity of the Courts to cope
with increasing workloads in a cost effective manner while maintaining the rights of
the individual to a fair and equitable legal system.

Other features of the allocation provided for within this policy sector include -

. Funds have been made available ($544,000 in 1991-92) to provide an
extra Judge in both the Supreme Court and the Land and Environment
Court as a result of increased workload.

. Additional funds ($667,000 in 1991-92) have been provided for recurrent
costs associated with the newly completed Campbelltown Court Complex
and the Community Justice Centre.

« Funding of $69.0 million has been allocated to the Legal Aid Commission
to provide legal assistance over a wide range of Court proceedings.

. The provision of $37.6 million to support the operations of the Office of
the Director of Public Prosecutions - an increase of $4.2 million over
actual expenditure incurred last year. The increase is mainly due to the
provision for allowances to witnesses, previously paid by the Police
Service, and the additional operating costs that will be incurred following
the opening of the Campbelitown Court complex.

. A Consolidated Fund contribution of $27 million will make available total
funds of $35.4 million for the payment of compensation to victims of
crime, which will be augmented from funding becoming available under
the recently introduced confiscation of assets legislation in relation to drug
trafficking offences.

. Ovn IaIIoca’tion of $2.0 million for the Judicial Commission of New South
ales.

« Exploration of the option of further consolidation of the Sydney District
Court System with the assessment of the Downing Tower proposal to
consolidate the Civil Court and locate in close proximity to the criminal
courts.

CORRECTIVE SERVICES

An amount of $297.5 million has been provided for the Corrective Services
policy sector, an increase of $34.3 million over expenditure last financial year. This
increase is due to the full year operation of Lithgow Correctional Centre, the John
Morony Correctional Centre and Parklea Prison extensions coming on stream and to
the significant increase in prison population, resulting in the need for additional
custodial and support staff and additional expenditure on uniforms, food and other
provisions for inmates.
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OTHER

NSW Crime Commission

An allocation of $9.4 milion has been provided for the activities of the
Commission this year. The powers of the Commission now include investigations
into organised crime, rather than being limited solely to drug related offences.

The Commission is in the process of fully establishing a Civil Forfeiture
Division to co-ordinate the measures taken under recent legislation providing for civil
forfeiture of assets acquired from the proceeds of drug trafficking.

State Emergency Service

An amount of $7.8 million has been provided for the State Emergency
Service. This allocation includes provision for training of volunteers, contributions
towards volunteers' out-of-pocket expenses and a new program involving District
Emergency Management officers assisting police at District level in the preparation,
of counter-disaster plans and training.

The State Emergency Service is now responsible for the former
organisational unit, the State Rescue and Emergency Services Board. In 1991-92
the State Rescue Policy and the provisional State Disaster Plan (DISPLAN) will be
printed and distributed.

NSW Fire Brigades

Total funding of $174.2 milion will be available to the Fire Brigades for
1991-92, compared to $162.6 million in 1990-91.

NSW Fire Brigades recently adopted a Regional command structure and are

rationalising overall administration to ensure efficiency and effectiveness of the
whole organisation.

Initiatives to be undertaken during 1991-92 include -

. Completing the implementation of the consultants’ recommendations
regarding the contracting out and privatisation of certain Chullora
Workshop activities.

. Improvements in equipment and clothing, including new breathing
apparatus, protective gear and uniforms.

. Enhancing the Brigades’ ability to respond to and control hazardous
material incidents.

Department of Bush Fire Services

At present the Department of Bush Fire Service is not fully on Budget. In
1991-92 the Consolidated Fund will provide an allocation of $6.3 million which
includes the State contribution of $5.3 million (25 per cent) towards costs of the Bush
Fire Fighting Fund. Councils also contribute 25 per cent to the Fund, while
insurance companies contribute the balance.
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The allocation to the Department includes $687,000 for the control and
prevention of bush fires and assistance to emergency and community organisations.

Independent Commisslon Agalnst Corruption

The allocation for the Independent Commission Against Corruption is $12.9
million.

The Commission will continue its Corruption Prevention Program and
implement a public education program concerning the detrimental effects of
corruption.
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4.3.2 EDUCATION

Background

INTRODUCTION

Funding is provided under this policy area to meet the cost of State run
pre-schools, primary and secondary schools and financial assistance to
non-government schools. The area also includes funding for the operation of
Technical and Further Education Colleges and the non-tertiary program of the
Conservatorium of Music.

EXPENDITURE TRENDS
Figure 4.6

EDUCATION
(Payments expressed in real terms, 1991-92 base;
Percentage change on previous year)
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i It is expected that Education spending over the five years to 1991-92 will
increase in real terms by 9.0 per cent.

Student numbers in Government schools have declined gradually since 1978
whereas non government school enrolments have steadily increased over the same
?enod. The overall student population has remained relatively steady during that

ime.
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From 1988 major reforms of the education system were introduced, aimed at
devolving responsibility for education to the school level and achieving better
educational outcomes. These included a four year plan of initiatives funded from
reallocation of resources, implementation of schools renewal strategies, curriculum
reform and basic skills testing.

From the 1992 school year per capita grants to non government schools will
be increased from 23 per cent to 25 per cent of the cost of educating a student in a
Government school.

TAFE in New South Wales remains the largest provider of post school
education in Australia. Changes in the State’s industrial and economic base are
putting even greater pressures on the education and training infrastructure. As a
result, during 1991 TAFE experienced significant increases in enrolments across a
wide range of courses in both country and metropolitan areas.

Growth in TAFE has been targeted at educational programs in the 15 key
industries identified in the State Economic Development Strategy.

Commercial activities, especially TAFE’s international activities, have
increased significantly.  This has been balanced by increased numbers of
economically and socially disadvantaged people gaining access to TAFE through
changes to TAFE’s policy of exemptions from payment of the Administration Charge.

As a result of these developments, recurrent expenditure in 1990-91
exceeded expected levels.

RECENT DEVELOPMENTS

The Government is proceeding with the planned implementation of
recommendations flowing from a number of major reviews of education in New
South Wales.

Schools
Management Review of the New South Wales Education Portfolio

_Implementation of the Management Review of the Education and Youth
Affairs portfolio concerning the Department of School Education is proceeding and is
on target.

The major thrust of the recommendations is the devolution of the
responsibility from the centre to regions and schools. The centre, which has
reduced in size, will concentrate on policy and planning. Operational responsibilities
now belong to the regions and schools and are being supported directly in their
management and educational provision by Cluster Directors located in Education
Resource Centres (about 4 per region). Education Resource Centres are being
developed as the focus of educational support for the schools and communities they
serve.

Implementation of the Management Review is being staged and is planned to
be completed by December 1995.
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White Paper on Curriculum - Excellence and Equity

A White Paper which was released in November 1989, confirmed that a new
Board of Studies would assume responsibility for curriculum development from
Kindergarten to Year 12. The Education Reform Act, 1990 established the Board as
the authority responsible for curriculum development from Kindergarten to Year 12.
The Board has the power to manage its own staff. Membership is representative of
a wide range of educational and other community groups.

The White Paper also established patterns of studies in Key Learning Areas
(6 primary and 8 secondary) to be followed by all schools. It clarified requirements
for the School and Higher School Certificates for future years, identified additional
requirements to be met by students in years 7 to 10 in Government schools,
confirmed the place of valués in education and committed the Board of Studies and
the Department of School Education to reviewing existing provisions for
exceptionally gifted students.

Implementation of the White Paper recommendations is well advanced.

TAFE

The changes introduced to TAFE following the Scott Report strengthened
management skills, particularly in strategic planning, performance appraisal, finance,
systems, human resources and marketing. These improvements have now been
further refined by the removal of an excess layer of management (networks), and the
establishment of eight regional Institutes of Technical and Further Education and
three Institutes of Technology.

The regional Institute structure will encourage further devolution, facilitate the
more effective use of TAFE’s resources and put a greater emphasis on teaching.

Industry Training Divisions have enabled TAFE to improve its external
relationships with customers. Training Divisions form part of the regional Institute
structure in order to bring training closer to teaching. This should ensure the
Institutes satisfy customer needs and maximise commercial income.

The placing of the Education Training Divisions in regional Institutes ensures
appr%priate emphasis on TAFE’s role as a second-chance and community orientated
provider.

Recognition of in-house training and the training programs offered by private
providers has recently been strengthened by the establishment of the Vocational
Education and Training Accreditation Board. It is anticipated that TAFE will be
:jecl:ognti_sed as an authorised accrediting body under the Board’s powers of

elegation.

The new award for TAFE teachers allows for significant increases in
productivity which will offset to some extent the substantial pay increases which
have been handed down.

Office of Education and Youth Affalrs

‘The role of the former Ministry of Education changed significantly with the
establishment in April 1991 of the Office of Education and Youth Affairs.

Following the transfer of Ministerial responsibility for Technical and Further
Education from the portfolio, the Minister requested an Office of Public Management
(OPM) review of the Ministry and the Department of School Education.




191

The new structure reflects a more focused role of assessing and advising of
directions in education in NSW from an independent, non-operational perspective. It
includes the identification of priority issues and the provision of strategic leadership
for the portfolio.

KEY ISSUES AND STRATEGY

Schools

During 1991-92 the main issues to be addressed will be the implementation of
key recommendations of -

. Management review of the New South Wales Education Portfolio;
«  White Paper on Curriculum; and

. Office of Public Management Review of the Head Office of the
Department of School Education.

The Schools Renewal Strategy proposed by the Management Review of the
Portfolio is being implemented by a continuing process of devolution of responsibility
to the school, cluster or regional level which is being supported by appropriate staff
development provisions. Integral to this process is the progressive implementation
of school based budgsting and local resource management in schools.

Implementation of the White Paper on Curriculum is well advanced and will
continue over the next few years.

The Office of Public Management has recommended that the Head Office of
the Department of School Education of New South Wales be significantly down-
sized with further devolution of functions and resources to the Regional level. A
?g\g{ smaller, Head Office establishment is planned to be implemented by 1 October

TAFE

Major internal and external issues to be addressed in the 1991-92 financial
year include -

« the move to competency based training as a result of industry
restructuring. This has substantial implications for TAFE in the need to
deliver all major vocational courses on a competency standards basis;

. the need for increased provision for literacy, English language and
communication skills training, also a result of the restructuring process;

« the need to maintain a balance between generalist skills and occupation
specific skills in entry level training;

. the development of new relationships with other training providers,
including credit transfers with schools and universities and the better
coordination of on and off the job training;
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. the development of clear corporate and educational objectives and the
formulation of performance measures to ensure efficiency and
accountability;

. the further devolution of decision making to operational units;

. the continuing improvement in the quality of service to internal and
. external customers; and

. the expansion of TAFE's commercial activities while ensuring that the
second chance and community provider roles are propserly maintained.

Office of Educatlon and Youth Affalrs
Priorities in 1991-92 include -

« Advice on the implications of changes in participation, including the
recommendations in the "Finn Review" of Young People’s Participation in
Post Compulsory Education and Training. Implicit in these
recommendations is the increasing of the participation rate of young
people in post-compulsory education activities in the areas of education
and training to 95 per cent. Issues requiring further analysis include the
share of these additional young people between schools and TAFE
colleges, and the cost implications of this increase;

. Teacher education issues, including teacher supply and demand,
changes to pre-service and professional development programs and
negotiations with the Commonwealth on the number of teacher education
positions in higher education;

+ Strategic and resource issues concerning the planning and
implementation of new curriculum;

o Participation in major national reviews into Commonwealth and State
relations in education that are to be considered by the November Special
Premiers’ Conference;

. Consolidation and extension of strategic management information
systems in education;

. Development and co-ordination of advice on Commonwealth and State
funding arrangements for schools; and

« Community consultation and co-ordination around policy and equity
issues.

Board of Studles
Some of the key issues relate to -

« Completion, publication and distribution of all syllabuses required by
schools for implementation in 1992;
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. Implementation of the first year of reporting grades for all subjects on the
school certificate;

. Publication of teaching kits in some new syllabus areas;
. Development of a policy and strategy on vocational education;

. Finalisation of arrangements with TAFE and other education providers
whereby students receive course credits for previously completed
subjects in a similar course; and

. Development of curriculum, credentialling and support materials for
students with disabilities.

1991-92 Budget Highlights

OVERVIEW
Total Payments
Actual Estimate
Policy Sector 1990-91 1991-92 Variation
$m $m %
Primary and Secondary Education ....... 3,043.1 3,202.3 5.2
Tertiary and Vocational Education ....... 672.9 752.1 11.8
Pre-School Education ................. 8.6 8.6
Transportationof Students ............. 347.4 384.0 10.5
Other (Including General Administration) .. 116.9 128.4 10.8
Total i e 4187.9 4,475.4 6.9

The allocation for Education in 1991-92 shows a 3.2 per cent real increase
over 1990-91 expenditure levels. Funding for Primary and Secondary Education will
increase by 1.6 per cent in real terms due to schools renewal, redundancy
payments, the increase from 23 per cent to 25 per cent in per capita grants to non
government schools and the full year effect of teacher award restructuring.

A slight increase in student numbers is expected in 1991 resulting mainly from
increased primary enrolments.

The Tertiary and Vocational area reflects funding of the recent teachers’
award, redundancy payments, expansion of commercial activities and increased
Commonwealth specified training programs.

Factors contributing to the real increase of 6.8 per cent in the cost of
transporting students include the continuing growth in the student numbers in
Sydney's Western suburbs, dezoning of schools and the encouragement of students
to continue to years 11 and 12 or to take up tertiary study at TAFE colleges.
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The real increase of 7 per cent in the Other Education Sector is primarily due
'g) increased Commonwealth funding for the Adult Migrant English Education
ervice.

Department of School Education

1991-92 will see the continuation of the Government’s four year initiatives
plan, supported by further initiatives targeted to specific areas of emphasis in
education.

Schools Renewal

This is the second year of the five year $50 million Schools Renewal Strategy
Plan and $23.7 million will be spent on its further implementation.

Initiatives that will be implemented in 1991-92 include -

« expansion of school based budgsting;
» provision of annual reports by schools;

. further devolution of authority to school principals on issues such as
employment of casual teachers, industrial relations matters and building

maintenancs;
« local selection on merit;
. implementation of an external School Review process; and

« improvement in financial systems.

Excellence, Cholce and Equity

In keeping with the goal to "give recognition to individual or group
performance”, the Government has provided continued funding for the successful
"Centres of Excellence" initiative and for special awards recognising outstanding
achisvement. Amongst the awards for excellence are -

o The Premier's Award;
« The Minister's Award for Excellence in Student Achievement; and
« The Minister's Award for Excellence in Teaching.

Technology High Schools were established as a major Government initiative
to bring together schools, TAFE and business to provide a curriculum necessary for
future citizens. A total of $1.1 million has been provided for the continuation and
expansion of Technology High Schools.

Sixteen Specialist Laréguage HigFl:l Schools were established throughout the
State within the Multicultural Education Plan for 1991. An additional school will open
in the Western Region in 1992.
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Further initiatives in terms of Excellence, Choice and Equity include -

. Special Education

Emphasis will be placed on the extension of services to students with
disabilities and students with learning difficulties. There will be continued support for
professional development of special education teachers, Special Education Support
Centres and assistance to students in the transition from school to work. In addition,
the purchase and trial of technological advances for students with disabilities will be
undertaken. A total of $19.4 million has been allocated for these initiatives in
1991-92 out of the $223 million available for disabled students.

. Multicultural Education

A comprehensive Multicultural Education Plan will provide greater scope for
the study of languages and ongoing support for English as a Second Language.
The Plan will also focus on increasing intercultural understanding and combating
racism. A total of $2.9 million has been provided in 1991-92.

. Aboriginal Education

The Aboriginal Education Plan includes programs designed to increase
Aboriginal student participation and retention rates, with particular attention to
acquisition of the basic skills of literacy and numeracy. A total of $8.4 million has
been provided in 1991-92.

° Rural Education

As part of the decentralisation of distance education the Government has
established 17 new Distance Education Centres in strategic locations across the
State, including Dubbo, Casino, Port Macquarie, Walgett and Tibooburra. The Open
High School and the Learning Materials Production Centres have also been
established to service the needs of Distance Education Centres and other schools.
Communications technology facilities are being provided to all centres. --

Programs which give students access to year 11 and 12 in remote country
centres, using advanced teaching and communications technologies, will continue to
be trialled. An amount of $8.2 million has been provided for Rural Education
initiatives in 1991-92.

o Gifted and Talented Students

The Department has designed an initiative containing specific strategies to
identify and provide for the development of talented and gifted students. The
implementation plan encompasses a co-ordinated approach, linking schools,
clusters and regions. A total of $0.3 million has been provided in 1991-92.

Early Childhood Education

The new Parents as Teachers Program is being piloted in 1991. This
program, which is an educational program designed in the USA, intends to stimulate
development of language, nitive, social and motor skills in children, through the
use of everyday experience. A sum of $0.4 million has been allocated in 1991-92.
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Curriculum Implementation In the Key Learning Areas

Following the recommendations arising from the White Paper on the
curriculum in New South Wales Schools, funding has been provided to implement
Key Learning Areas Kindergarten to year six syllabuses. Funding has also been
provided to increase the number of Field Studies Centres ($0.26 million) and for the
development of a system to extend the assignment of grades in the School
Certificate to all subjects using a "performance description” for the various grades.

Curriculum development and State-wide assessment is the responsibility of
the Board of Studies.

Teacher Education and Staff Development

The Government has increased funding for formal Staff Development
activities and provided funding for additional measures to attract, develop and train
skilled, motivated teachers in the NSW Public Education System. In 1991-92, a total
of $12.7 million has been allocated to schools for the professional development of
teachers. An additional allocation of $2.2 million will be provided to implement a
merit system of promotion, based on performance appraisal.

Business and Industry Links

This initiative is aimed at building strong links with parents, business and
Industry to provide curriculum and educational experiences which are relevant and
responsive to the needs of the local community. An amount of $0.67 million will be
allocated in 1991-92.

Technology: Teaching and Administration

In 1991-92, the Computer Education Program will continue to support the
increased access of students to the potential of new information technology by
providing direct grants to schools and consultancy support. Also, communications
are to be improved with the installation of a facsimile machine in each State school
at a recurrent cost of $0.352 million. -

Parents and Community Education and Particlpation

An amount of $0.534 million has been allocated in 1991-92 to support the
expansion of School Councils through promotional activities in regions and
establishment grants for new School Councils.

TAFE

~New courses and materials are being developed in TAFE to meet the needs
of industry award restructuring in the fields of metals, building and textiles clothing
and footwear. A total of $2 million has been allocated to this in 1991-92.

TAFE will be responding to new training demands in previously under
serviced industries such as Food Technology and Chemicals. A total of $1 million
has been allocated to this in 1991-92.
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TAFE has a long standing commitment to the support of programs for
students from non-English speaking backgrounds, for aboriginal students, for
students with disabilittes and for women. The maintenance and ongoing
development of these programs has been allocated over $25 million in 1991-92.

TAFE's international marketing plan identifies a range of opportunities for
TAFE in the recruitment of full fee paying overseas students and in educational
development projects in the Asia/Pacific Region. A total of $0.9 million has been
provided as seed funding in this area.

The investment of $6 million in marketing will enable TAFE to position itself as
a provider of high quality, commercial training programs. The returns on the sale of
these new programs will allow TAFE to expand its range of short skill updating
programs for industry and commerce.

Provision is made in the budget for the implementation of new management
information systems which will allow TAFE to increase the utilisation of existing
resources and improve the quality of service to students. New systems under
development include a new student and course information program. This has a
nev; Estudent enrolment module and a new database of all major course subjects in
TAFE.

Colleges, institutes and training divisions will be able to monitor student and
employer satisfaction with their courses through a number of monitoring programs
which have been included in the budget.

Office of Education and Youth Affairs

Boatrd of Studles

An amount of $6.3 million will be allocated for Kindergarten to year 12
syllabus development within the context of the Key Learning Areas.

_ Provision of $0.7 million has been made for activities associated with the
registration and accreditation of non-Government schools.

Operation of the 1991 Higher School Certificate, and the 1992 School
Certificate is estimated to cost $31.5 million.
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4.3.3 HEALTH

Background

INTRODUCTION

Health care services in New South Wales comprise a diverse range of
preventive, primary, secondary, tertiary and long term care provided in the
community, in hospitals and in other institutional settings by the public, private and
voluntary sectors.

Preventive care involves the provision of information on better health and the
avoidance of illness and more pro-active educational initiatives promoting a healthy
lifestyle. Primary care is concerned with the provision of services of first contact and
includes general practitioners, accident and emergency services in hospitals,
community health services and a host of other health care services. Secondary care
includes services of a more specialised nature which primary care practitioners are
unable to provide. Whilst these services are sometimes available in a community
setting, they are more often provided at a hospital or specialist clinic.

Tertiary services require extensive use of skilled personnel and resources
which are generally provided in teaching hospitals. Long term care refers to services
such as those provided in nursing homes, small hospitals and to people in their own
home or supported accommodation. These services generally support people with
disabilities, chronic long term illnesses and the frail aged.

Since 1988, most public health services in New South Wales have been
administered and provided through sixteen Area Health Services and Regions.
Areas and Regions are funded on a population based Resource Allocation Formula
and are responsible for the co-ordination and provision of the appropriate mix of
preventive, Frimary, secondary and long term care for the people within their
geographical boundaries. Because of their specialised nature, tertiary services are
not provided in all Areas and Regions, but are available to all people in the State by
referral from their local services. The aim has been to create a population health
focus, with integration of service provision, including hospital services, community
health and public health services.

The total health allocation in 1991-92 is $4.25 billion, of which $3.9 billion, or
over 90 per cent, is funding for Area Health Services and Regions. Health transport
services, which are closely related to the provision of health services, account for a
further 3.2 per cent of the current year’s budget allocation.

The main roles of the central Head Office are to focus on strategic planning of
State wide health services, management of global health issues and financial
arrangements with the Commonwealth Government, and monitoring of the
operations of Area Health Services and Regions. This involves the formulation of
policy, development of planning guidelines, and the review and monitoring of the
overall management and direction of the health system.

The Department’s Head Office is also responsible for the administration of a
number of state wide services, regulatory functions such as analytical, forensic and
food inspection services, and grants to voluntary health organisations. This includes
providing specialised advice relating to community health services for women,
people of non-English speaking background, and Aborigines, and the centralised
administration of a number of specific services such as state wide health promotion
and education programs, the blood transfusion service and health professional
registration services.
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EXPENDITURE TRENDS
Figure 4.7

HEALTH
(Payments expressed in real terms, 1991-92 base;
Percentage change on previous year)
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Outlays Payments

Over the five years to 1991-92 total paéments in the Health area will increase
by 9.6 per cent in real terms. In addition, substantial productivity savings achieved
over this period have been reinvested within the health system to improve the
delivery of services.

As in all other advanced countries, the health system has experienced both
excessive demand and cost factors in recent years which have contributed to some
unacceptably long waiting times for admission to hospital. These demand and cost
factors have been caused by the combined effect of population growth, ageing of the
population and the greater number and cost of treatments made possible by
advances in medical technology. Growing community demands from an increasingly
well informed population have added to this pressure.

The Government has responded to this situation by providing the health
system with real funding growth and encouraging increased productivity, both of
which have helped to reduce these waiting times over the past year.

Major trends in health activity are shown below. The 1972 to 1981 period
shows the long term trend, while the 1986 to 1991 period shows the more recent
trends. The 1982 to 1985 period has been excluded because of the distortions from
the doctors dispute and its aftermath.
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Trends in Demand and Cost Factors in Health

Factors 1986-87 to 1990-91 1972-73 to 1980-81
% p.a. % p.a.

Population growth 1.2 1.2

Adjusted admissions per capita 3.5 2.8

Average length of stay (-) 5.3 (-)2.2

Real cost per bed day 4.6 5.8

Total Demand/Cost Increases 4.0 7.6

In 1990-91 admissions grew by a further 4.1 per cent and non-inpatient
occasions of service by an estimated 4 per cent compared to 1989-90. The extra
41,000 inpatients were able to be treated through continued improvements in
medical management, reduced lengths of stay, and increased productivity.

RECENT DEVELOPMENTS

Reform of the organisation and delivery of health services is being examined
in the context of both the National Health Strategy Review, established by the
Commonwealth Government, and the Special Premiers’ Conference process. These
processes provide an opportunity for New South Wales to work with the
Commonwealth and other States to improve the efficiency and effectiveness of the
health care system for all Australians.

The major focus of the National Health Strategy is reform of the financing,
organisation and delivery arrangements for health services between levels of
Government, including the reform of Medicare.

New South Wales has actively supported and participated in the process of
the review and has taken a major role in setting the terms of the debate on a number
of key issues. This has included holding a major conference to discuss the Area
Health Service model, undertaking a review of outpatient and accident and
emergency services on behalf of the National Health Strategy, and providing advice
to the Review. The papers released by the Review have indicated support for many
of the reform initiatives which have been pursued in this State, including population
based funding, the adoption of the Area Health Service model, and greater
integration of health services.

In relation to recommendations for the reform of public hospitals, financing
arrangements are of critical importance. Issues which will impact on the future
funding of health care include -

« the need for financing arrangements which meet the expected growth in
demand for hospital and associated health services;

« the need to address the financing of hospital infrastructure and
technological development; and

. the need to remove perverse incentives which inhibit the role of private
hospitals in responding to the growth in demand for hospital services and
encourage cost shifting between the State and Commonwealth sectors.

New South Wales is supportive of financing arrangements which build on
current frameworks for promoting integrated services.
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The Government is now in the third year of its ten year plan to redistribute
resources from areas of declining population to those where growth is occurring,
primarily in Western Sydney, Southern Sydney and the Central and North Coast
Regions. This involves the detailed assessment of the health needs of each Area
and Region on the basis of age and sex weighting, standardised mortality rate,
tertiary admissions and cross-boundary and intersectoral flows of patients.

The 1991-92 Health Capital Works Program maintains the high level of
commitment given by the Government to restructuring of health buildings and
equipment. Health capital expenditure continues to be directed by the Department’s
strategic plan to ensure appropriate redistribution and upgrading of service delivery
within the State. As part of the Resource Allocation Formula, capital works projects
are also being primarily targeted to growth areas to ensure upgraded diagnostic and
medical services are appropriately delivered. At the same time, specific programs
and projects have been targeted to rectify existing substandard facilities and
upgrade the high technology equipment necessary for modern health procedures.
Section 5.3.3 provides further details on the Health capital program.

A new focus is the measurement of the performance of the health system in
terms of health outcomes, rather than purely in terms of input or output measures
which do not always give a good indication of the efficacy of expenditure. It is
intended to set outcome criteria and performance targets for a wide range of
parameters which will give an indication of the effectiveness of the health care
system and identify clinical practices associated with optimal outcomes.

The Government's strategy to reduce hospital waiting lists has continued the
emphasis of encouraging the development and use of private hospitals and day
procedure centres. New private hospitals have been opened at North Sydney,
Berkeley Vale and Lismore, while existing hospitals at Wahroonga, Ashfield, Penrith,
Richmond and North Gosford have been significantly upgraded.

In addition, the John Hunter Hospital opened as a major teaching hospital in
the Newcastle area.

Mental health services continue to receive a high priority following the
commencement of the Mental Health Act. Community facilities have been funded in
four Areas and two Regions, with a further four new facilities to be comipleted during
the current financial year.

Significant gains have also been made in commercialisation and competitive
tendering for non service delivery areas such as cleaning and catering, where total
savings since 1988-89 amount to some $35 million. There is further significant
potential for improvements in this area.

Key performance indicators continue to be refined and activity and
performance targets have been introduced for Areas and Regions. In addition,
departmental reporting requirements for 1991-92 have been revised to dissect the
major hospital program, "Support for Area Health Services and Public Hospitals",
into nine sub-programs - this being the minimum consistent with the Central
Administration’s monitoring role.

These sub-programs reflect nationally accepted standards and will allow more
appropriate budget control over the major expenditure program, as well as providing
information on specific categories of public hospital activity. The sub-programs are
Medical, Surgical, Obstetrics and G‘gnaecology, Paediatrics, Critical Care, Other
inpatients, Accident and Emergency, Community Health, and Outpatients.
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From 1 July 1991, with the introduction of net Budget appropriation, the
Department has entered into Revenue Agreements with its Chief Executive Officers.
The revenue sharing arrangements associated with these Agreements will focus on
revenue collection procedures and better management of the level of receipts, with a
percentage of the revenues collected in excess of individual Area and Regional
budgets being retained for use on hospital services in those areas.

All Areas and a selection of Regional hospitals will proceed towards accrual
accounting during 1991-92, joining the five pilot sites which prepared formal
accounts on an accruals basis in 1990-91.

KEY ISSUES AND STRATEGY

The Department has developed a strategic framework within which resource
allocation decisions for both recurrent and capital allocations can be made. A key
element of the strategy is that all Areas and Regions are moving towards self
sufficiency in the delivery of primary and secondary health services. High level
tertiary services will be provided at a limited and defined set of centres.

On a global level certain key trends are evident. The State's population is
expsected to increase by around 16 per cent by the year 2000 and, along with the
ageing of the population, will put an increasing burden on the health system. While
hospital admissions are projected to increase by around 20 per cent over this period,
further reductions in the length of stay in hospital will continue to decrease the
number of beds required.

This will require a major rationalisation of services in order to contain
projected health costs. Strategies that are being developed in order to provide

responsive, quality services within the confines of the finite resources available
include -

. redistribution of facilities;

« changes in the mix of services;

»  better utilisation of the private sector;

« improvements in the efficiency with which services are provided;

« Increased support in health service research and improved information
systems;

« increased attention to treatment outcomes to assist in the setting of
priorities;

. development of the processes required for a fundamental review of
programs; and

. finalisation of the Relative Efficiency Index and its continued development
for health service funding.

Of necessity, particular emphasis is bein? placed on capital works to achieve
ijhescij strategies and obtain an optimal use of available resources over the next
ecade.
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1991-92 Budget Highlights

OVERVIEW

The allocation for the Department of Health of $4.25 billion represents a
continuing commitment to rationalisation and upgrading of the Health system in
difficult economic times. The allocation comprises 25.3 per cent of total State
recurrent funding, making it the largest departmental recurrent allocation.

Total Payments
Actual Estimate
Policy Sector 1990-91 1991-92 Variation
$m $m %

Area Health Services and Other Health
SOIVICES ...ttt 3,751.9 3,934.3 + 4.9
Community and Other Support Services .. 143.6 145.8 + 1.5
Public Health Services ................ 102.6 124.4 + 21.2
Other ..vii ittt i i 54.9 46.7 (-) 14.9
Total ooei e 4,053.0 4,251.2 + 4.9

Total payments for the health sector will increase by 4.9 per cent in 1991-92,
comprising an increase of 5.1 per cent in support from Consolidated Fund and
growth in patient fees, other user charges and other hospital revenues of 3.6 per
cent.

Further rationalisation and productivity savings will be achieved in 1991-92,
without affecting direct care services, and applied to fund new and expanded health
services. This funding is in addition to cost escalation required for maintaining
existing activities.

Major initiatives in 1991-92 focus on the rationalisation of health services and
the redistribution of funds to high growth, underfunded areas. As recently
announced, this will result in the closures of hospitals at Marrickville and Parramatta,
together with role changes for the Sydney and Royal South Sydney Hospitals and St
Joseph's Hospital at Auburn.

With the opening of the John Hunter Teaching Hospital at Rankin Park,
existing services in the Newcastle area will also require some rationalisation,
including the recently announced closure of Wallsend Hospital, to enable the new
facility to operate at its full capacity and to maximise Area funding provided under
the Resource Allocation Formula.
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A gradual reallocation of funds will also be co-ordinated with the opening of
new and/or expanded hospitals in growth areas. These new facilities will be built as
part of the Health capital works program, with funding assisted by the generation of
additional funds from the sale of surplus health assets.

A continuing feature of the budget is the funding of new State wide services
which will allow patients to benefit from the latest advances in technology.
Superspecialty services provided at teaching hospitals will receive separate funding
so that they can maintain the highest standards as centres of excellence.

Area Health Services and Other Health Services

Savings achieved through rationalisation and productivity improvements
within the total allocation of $3.9 billion will be used to upgrade basic services and to
redistribute resources to growth areas. Some specific areas for which additional
funding is to be provided include -

« over $1.0 million to enhance ambulatory care, the positron emission
tomography facility, the andrology unit, ‘and Oﬁen heart surgery and
ophthalmic surgery at the Royal Prince Alfred ospital; and provide a
multicultural co-ordinator for the Central Sydney Area.

«  $5.0 million ($7.5 million per annum) for the commissioning of the clinical
services block, St. George Hospital.

« $0.9 million to commission a day surgery unit at Canterbury Hospital; to
commission a hydrotherapy pool and provide additional Junior_medical
staff at Sutherland Hospital; and to upgrade geriatric services, Southern
Sydney Area Health Service.

« $1.3 milion to increase day only oncology and to enhance
Esychogeriatric services at the Prince of Wales Hospital; to expand the
one marrow transplant program and increase day only surgery at the
Prince of Wales Children'soglospital; and to increase patient activity in
cardiac catheterisation and cardiac vascular surgery at St Vincent's
Hospital, Darlinghurst.

o  $1.0 million to upgrade the special care nursery and for a CT Scanner at
Blacktown Hospital; to provide additional intensive care beds at
Westmead Hospital; to provide Jobst pressure garments for burns
patients and to increase inpatient oncology, stereotactic radiosurgery and
community based services, such as women’s health and child sexual
assault counselling services, Western Sydney Area Health Service.

+  $2.0 million to open 18 additional beds, to upgrade pathology services
and to enhance antenatal clinics and improve surgical throughput at
Nepean Hospital; and to commission a High Dependency ward at the
Blue Mountains District Anzac Memorial Hospital.

»  $1.0 million to expand outpatient services at the Health Services Building,
Liverpool Hospital.
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« $3.0 million to enhance and upgrade hospital inpatient, orthopaedic,
accident and emergency, outpatient and community health and support
services, South Western Sydney Area Health Service.

. $3.5 million to commission service developments at Gosford Hospital.

. $2.0 million to increase acute inpatient activity and existing day only
surgery, Central Coast Area Health Service.

. $1.8 million ($5.4 million per annum) to commission the Clinical Services
Block at Lismore Hospital.

. $2.2 million for increases in inpatient activity and oncology services at
Hastings District Hospital; for increases in inpatient activity and to
enhance orthopaedic and dental services at Coffs Harbour Hospital; and
to enhance orthopaedic, paediatric and physiotherapy services at Tweed
Heads District Hospital.

State Wide Services

Additional state wide services to be funded during the year amount to $17.6
million and include -

« $2.8 milion for the Brain Injury Program, directed at providing
rehabilitation services.

»  $2.3 million for Ambulance Services.

. $0.5 million for Drug and Alcohol Services.
«  $0.8 million for Community Nursing.

o $0.8 million for Aboriginal Health Services.
. $0.5 million for Cervical Cancer Screening.
« $0.8 million for Prison Medical Services.

o $1.0 million for various hospital and community based services (including
Trauma Plan implementation, radiography training and bilingual
counselling).

Other Speclal Provisions

. an annual provision of $53.5 million (up 9.7 per cent on 1990-91) to
prevent the spread of the disease AIDS and to treat AIDS patients in the
public health system. Roundly 56 per cent of this sum is being provided
by the Commonwealth.
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«  $15.0 million for the training of enrolled nurses and the provision of career
development courses for graduate nurses and post basic courses for
enrolled nurses.

o $35.2 million 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 1991-92,

. Some $262.8 million to provide ongoing services for the psychiatrically ill.
This provision includes $4.2 million to continue the implementation of the
recommendations of the Barclay Report.

» $3583.6 million for services mainly for the aged and disabled. Included in
this allocation is funding for both the HACC program and the provision of
aids and appliances to disabled persons.

« Roundly $12.9 million for medical and surgical services to inmates in
State prisons.

. $56.8 million (up 4.2 per cent) for the education of nurses at universities.

Community and Other Support Services

It is important to recognise that most of the funds provided for community
services have now been integrated into the "Support for Area Health Services and
Public Hospitals” program. This has been done to ensure that the delivery of health
services are undertaken in a co-ordinated manner, with a diverse range of
community and hospital based services being networked under one structure.

$145.8 million has been provided under this heading and comprises -
« $136.3 million for health transport.

« $9.5 million for the provision of grants and subsidies to non-government
organisations for complementary health services.

Public Health Services

The following provisions have been made for public health services -

« $15.0 million to maintain and improve public health and environmental
health standards.

- Some $13.9 million to improve the detection, prevention and control of
diseases.

« $20.1 million to improve the level of awareness of individuals and the
community concerning the benefits of a healthy lifestyle.
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. $19.3 million to ensure that an adequate supply of blood and blood
related products is available to meet medical requirements through the
Red Cross Blood Transfusion Service. Included in this allocation is some
$3.2 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 $4.8 million for grants to foster medical and health research.

. $44.7 million for services specifically for drug and alcohol dependent
persons including -

o $14.3 million for the joint State/Commonwealth program against
drug abuse.

. $ég.4 million for various drug abuse initiatives fully funded by the
tate.

. $4.5 million for grants to non-government organisations engaged in
education, counselling and treatment of drug and alcohol addicted
persons.

. Almost $15.0 million for services provided by Area Health Services
and Public Hospitals specifically aimed at combating drug and
alcohol abuse.

. $6.8 milion for the provision of supplementary health services to
Aborigines, an increase of aimost 26 percent on 1990-91. This allocation
includes $2.5 million for grants to non-government organisations for the
ﬁrovision of dental and drug and alcohol services and to conduct public

ealth awareness programs. Funding for this program will continue to be
increased over the next few years in line with a commitment to increase
expenditure on Aboriginal Health to 1 per cent of the total Health Budget.

Other

Other provisions include -

. over $2.0 million for various grants to external health services and $5.2
gﬁlrlion for the Isolated Patients’ Travel and Accommodation Assistance
cheme.

» $39.5 million to maintain an effective administration and planning service
and to support the implementation and review of Government health
policy and programs, including the continuing development of upgraded
management information systems.
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4.3.4 WELFARE SERVICES

Background

INTRODUCTION

Welfare expenditure essentially covers the operation of the Department of
Community Services, which provides services for disabled people, children and
families. Also included in this policy area is the provision of social security
concessions to the needy. These are grovided through a range of programs in a
number of portfolios and include rate rebates for pensioners, transport concessions
and mortgage and rent relief assistance.

Welfare funding involves a mixture of Commonwealth and State funds.
Commonwealth funds come mainly from specific purpose joint Commonwealth/State
agreements such as Home and Community Care, Supported Accommodation
Assistance and Children’s Services Programs.

These services are provided primarily by the Department of Community
Services and the Home Care Service. In addition, services are provided by a wide
range of voluntary organisations which receive Government grants.

The structure of welfare funding and delivery is summarised on the following
page -
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SUPPORTED
HOME AND COMMUNITY ACCOMMODATION
CARE PROGRAM* ASSISTANCE OTHER PROGRAMS
PROGRAM $832.6m
$186.9m $67.5m
Local Other
C'Wealth  State Gowt. C'Wealth State C'wealth  State Funds
$1 121.3m $71 Tm $3.1m $36,8m $3I.7m $23.jm $799.5m $1.5m
| | |
STATE WELFARE SERVICES*
$1,087.0m
Local
C'Wealth  State Other Funds C'Wealth  State  Gowvt.
$124.0m  $611.1m $9.5m $48.7m  $2980.6m $3.1m
i J \ j
DEPARTMENT OF
COMMUNITY SERVICES OTHER AGENCIES®
$744.6m $342.4m
$m $m
. Protection of Children 30.8 Department of Housing
. Substitute Care of Children 69.6 . Mortgage and Rent
. Family and Children’s Services 99.6 Assistance Programs 28.8
. Services for Disadvantaged . HACC program 6.9
Groups and Communities 88.9
. Supported Accommodation 67.5 Office of the Minister
. Disabillity Services 222.4 for Housing
. Youth Services 16.9 . Rate rebates for
. Organisational Support 52.3 pensioners 35.2
. Home Care Service 96.6
Department of Local
Government
. Rate rebates for
pensloners 43.0
Department of Transport
. Payments via the Minister
of Transport for Non-
Commercial Passenger
Services 184.4
. HACC program 6.1
Department of Health
. HACC program 34.9
Local Government Sector 3.1
TOTAL 744.6 TOTAL 3424

* Includes $51 million spent on the Home and Community Care Program by Departments in other
policy areas.
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EXPENDITURE TRENDS

Figure 4.8

WELFARE
(Payments expressed in real terms, 1991-92 base;
Percentage change on previous year)
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Outlays Payments

Over the five years to 1991-92, welfare service payments have increased by
32.3 per cent in real terms. The 1991-92 allocation allows for real growth of 8.2 per
cent over last year.

In recent years, the Department of Community Services has undergone a
major reallocation of funding from lower to higher priority areas. This has been
achieved through better targeting of services and has enabled many programs to be
enhanced at no additional cost to Government.

A further contributory factor to the real increase in recent years is the marked
increase in the level of funding provided as rate rebates and transport concessions
to pensioners. This trend is not surprising given the agein? population of New South
Wales and payments are expected to grow even further in future years.
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In the 1991-92 financial year the Department of Community Services will
achieve economies by restructuring administration, introducing fees and user
charges, contracting out of some services, transferring some administrative functions
to the Health Department and restricting the use of institutional care. These
strategies have been designed so that the number of direct client staff and the
number of direct client service outiets are maintained. The consolidation of these
strategies will ultimately lead to a more localised and more responsive service, more
cost effective delivery and some additional services in the Home and Community
Care, Supported Accommodation and Children’s Services Programs.

The strong growth in Welfare Services funding in 1991-92 reflects -

. underexpenditure in 1990-91 and the consequent carry forward of funds
into 1991-92.

. %rowth in the joint Commonwealth/State funded Home and Community
are and Supported Accommodation Assistance Programs.

. the provision of a special once off allocation of $10 million to assist those
most affected by the recession, and

. additional monies to meet redundancy payments.

RECENT DEVELOPMENTS

. The Juvenile Justice Program has been transferred to the Department of
Corrective Services.

. The Department will encourage a further move to specialised foster care
and will be promoting Frograms to recruit or train foster carers for difficult
to place, behaviourally disturbed children and adolescents. A small
review group has been established to examine various models of care for
these children.

. A strategic plan for the delivery of services to people with disabilities will
be finalised durin%the year. This plan will set the direction over the next
five years for the Disability Services Program.

. A major review of Children’s Services funding is currently in progress.
This review will make recommendations on installing more appropriate
arrangements for the administration and funding of Children’s Services.
Its principal aim is to ensure that resources are more equitably shared
among community based services throughout the State and that services
are not disadvantaged because of administrative processes.

« During 1990-91 a review of the Community Services Grants Program was
completed. Its aim was to provide a framework for the restructuring of
family and community services grants. In conjunction, and with the co-
operation of non-Government organisations, the first stage of this
program will be implemented in 1991-92.
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KEY ISSUES AND STRATEGY

. The impact of the worsening economic situation will place considerable
strain on the community and will generate a higher demand for welfare
services. A number of programs will be expanded to mest this demand
from savings generated through restructuring.

« The Department of Community Services has now been placed under the
same Minister as the Department of Health to ensure that services in
general will be better focused and better co-ordinated.

« The program structure of the Department has been reviewed and a new
structure will be implemented in 1991-92. The focus of this review has
been on outputs, outcomes, costs, linkages with other agencies, service
delivery mechanisms and linkages with the Health Department.

« In 1991-92 the Department will move to an Area Management model.
There will be 20 geographic areas (Local Government area based) and 4
Divisional Offices wil?replace the existing 7 Regions. The Central Office
will be restructured to better reflect accountabilities for program areas.

+ Up to 600 staff positions will be shed in 1991-92. This has come about
by the elimination of administrative duplication, contracting of some
services, elimination of waste and reduction in organisational structure.

1991-92 Budget

OVERVIEW

The table below sets out total payments in 1990-91 and estimated
expenditure for 1991-92,

Total Payments

Actual Estimate
Policy Sector 1990-91 1991-92 Variation
$m $m %
Welfare Support Services .............. 667.2 773.4 15.9
Soclal Secunty ...................... 257.4 262.6 2.0

Total ... 924.6 1,036.0 12.0
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Speclal Recesslon Support Measures

In recognition of the growing number of families and individuals who have
been adversely affected by the worsening employment situation and difficult
economic times a special once off Recession Support allocation of $10 million is to
be made available in 1991-92. These additional funds will be used primarily, but not
exclusively, to provide direct assistance, support and guidance to non traditional
welfare clients, many of whom have never known unemployment and require
assistance to support families and meet commitments generated in more favourable
financial circumstances.

Specific Recession Support initiatives are -

. the provision of a total of $4 million in block grants to community based
organisations, including Careforce, the St Vincent de Paul Society,
Wesley Mission, the Sydney City Mission, the Salvation Army, the Smith
Family and Centacare to provide assistance in both urban and rural areas
to those individuals and families falling within the target group.

. once-off supplementation of $2 million to non-government organisations
providing emergency cash assistance to those in need. This amount
approximates the funding provided by the Commonwealth, which has
primary responsibility for this area, in the current calendar year.

« an amount of $1.75 million to provide mortgage and rent relief assistance
to the unemployed. This amount will be in addition to the $21.1 million
already allocated for this purpose in 1991-92 and will be administered
through the Department of Housing.

. a total of $2 million to provide additional support to existing welfare
agencies, and

. an amount of $250,000 to fund a toll free credit line which will provide
financial crisis counselling. -

In addition to these measures, there will be an exemption from Land Tax
%ranted to approved boarding houses and the introduction of an Outplacement and
etraining Assistance Scheme for displaced Public Sector employees. Further
details on these initiatives are provided in Sections 3.2 and 4.3.7 of this document
respectively.

Protection of Children

Funding of $30.8 million (up $3.5 million or 12.8 per cent on 1990-91
expenditure) has been provided for projects associated with the protection of
children from abuse and exploitation, including child protection projects ($2.5
mi”!on;, financial assistance ($0.5 million) and Child Sexual Assault_Brogram $0.8
million). -

An amount of $400,000 has been allocated towards the implementation of
recommendations arising from the Child Protection Council’s report on the Physical

Abuse and Neglect of Children.
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Substltute Care of Chiidren

An amount of $69.6 million (up $4.7 million or 7.2 per cent on 1990-91
expenditure) for services involving the care of children separated from their parents
has been provided in 1991-92. Programs funded include grants to community based
residential care organisations ($13.8 million), child support allowances for foster
parents ($13.7 million) and family group homes ($1.0 million).

Family and Children’s Services

Funding of $99.6 million (up $19.9 million or 25.0 per cent on 1990-91
expenditure) ﬂas been allocated to assist the community to provide a range of
children’s services, including pre-school and day care services ($62.1 million),
vacation care ($2.4 million) and early childhood projects ($2.7 million).

Additional funds of $1.9 million will be provided to enable the payment of
special needs pre-school subsidies to address the growing demand from people in
economic difficulty, from non-English speaking backgrounds and for children with a
disability.

An amount of $11.3 million is provided to assist community organisations
working with families to overcome difficulties relating to stress, lack of social support
and other factors.

In January 1991, a two year $1 million program called the Family and
Community Development Strategy was established to encourage community funded
organisations to move toward an integrated approach to service delivery, including
family and community centres.

This program, which will continue in 1991-92, is seen as an innovative
approach to co-ordinated service delivery in New South Wales and involves two
interconnected strategies -

o Funding of short term development workers to increase access to
mainstream community services by people of non-English speaking
backgrounds.

« Provision of training workshops and resources to enhance service
delivery for families with children and adolescents.

Services for Disadvantaged Groups and Communitles

These services are directed at promoting and improving access to local and
regional welfare services which enhance the quality and participation in community
life of the elderly, the disabled, Aborigines and other disadvantaged groups. Spscific
funding is also made available to provide financial and other assistance to families
and individuals in special need as a result of declared disasters.

An amount of $88.9 million (up $15.2 million or 20.6 per cent on 1990-91
expenditure) has been allocated for services to disadvantaged groups and
communities with the accent on access to services, integration, independence and
eq7uality in community life. Specific provisions include assistance to the disabled
($7.2 million), community development projects ($11.0 million) and the provision of
financial assistance to the disadvantaged ($3.0 million).
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Home and Community Care Program (HACC)

The Home and Community Care Program is jointly funded by the
Commonwealth and State Governments. The Program is targeted at frail aged
people and people with disabilities and their carers, who live in their own homes.

In 1991-92 the Government will provide an increase in recurrent funding of
7.1 per cent for the Home and Community Care Program. Total estimated
expenditure in 1991-92 amounts to $186.9 million (including Community Options of
$13.1 million). The New South Wales State Government contribution will be $71.5
million, up $6.3 million on 1990-91.

These funds will enable the maintenance of all existing approved services as
well as continued growth in new services.

The 1991-92 State Plan will target persons living in the community who, in the
absence of basic maintenance and support services are at risk of premature or
inappropriate long-term residential care. The services to be expanded are -

Home Help -help with cleaning, cooking,
banking, washing etc.

Home Maintenance - changing Ii?ht bulbs, fixing taps
etc as well as arranging certain
home modifications.

Food Services - centre based meals, meals on
whesls, neighbourhood buying
services.

Community Respite Care - for those can'n? for frail aged or
younger disabled - giving them
respite from that role.

Community Transport - practical assistance with
individual transport needs.

Community Paramedical - for those needing physiotherapy

Service and podiatry at home.

Community Nursing - for those needing professional
nursing attention at home.

Education, Information - to keep those who need care,

and Co-ordination fully informed about availability
of services.

Estimated expenditure under the HACC program by the following agencies

is -
$m
Department of Community Services 49.0
Home Care Service 86.9
Department of Health 34.9
Department of Housing 6.9
Department of Transport 6.1
Local Government Sector 3.1

HACC provides funds to a wide range of support services to assist the target
group to continue to live independently and so avoid premature or inappropriate
admission to residential care in hostels, nursing homes or hospitals.

The co-ordinating Minister in New South Wales is the Minister for Health and
Community Services. The Program is administered through the Departments of
Community Services, Health, Housin% Transport and the Home Care Service of
New South Wales. The Capital Facilities Program is administered by the
Department of Local Government for the expansion of existing facilities and the
construction of new facilities.
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Non-recurrent funds have been provided for the acquisition of community
transport vehicles and for a range of equipment requirements for new and existing
projects.

Supported Accommodation

An amount of $67.5 million (up $7.2 million or 11.9 per cent on 1990-91
expenditure) will be spent on supported accommodation initiatives in 1991-92.

o Supported Accommodation Assistance Program (SAAP)

The Supported Accommodation Assistance Program is directed at providin?
short term, transitional or emergency housing for people in need. Within the overall
program there are a number of specific sub programs including those directed at
youth, women and the family.

The Supported Accommodation Assistance Program (SAAP) will receive
growth funds in 1991-92 of $3.2 million. The Government is keen to pursue new
objectives for SAAP over the next five years. These objectives include developing
and expanding models of services to improve the effectiveness and efficiency of
existing services, the development of innovative models of service for homeless
young people and to establish and evaluate new services to serve isolated and rural
areas and to rectify gaps in service delivery.

The program was established on 1 January 1985. New South Wales entered
into a new five year agreement with the Commonwealth on 1 July 1989, to continue
this program.

High priority groups include -

« Aboriginal people;

« People of non-English speaking background;

« Youth, especially the chronically homeless and young girls at risk;
. Single women, especially young single women with babies;

o Homeless families;

. Homeless people who are drug dependent (while receiving appropriate
support from other agencies);

. Homeless people with AIDS;

. Homeless people with physical, psychiatric or intellectual disabilities.

_ This Program is a joint Commonwealth/State Program which provides
assistance to community groups to operate a variety of supported accommodation
services and related support services to homeless people in crisis.




217

Funding will be provided to 377 projects, 134 under the Youth Supported
Accommodation Program for crisis youth refuges, medium term supported houses
and medium to long term multi-house schemes for young people 12-25 years of age
and detached liaising support workers.

An amount of $0.87 million in recurrent funding will be provided to the St
Vincent de Paul Society to run a family crisis service at their Lewisham facility. This
Centre can accommodate approximately 70 women and children.

The Women’s Emergency Services Program funds 94 services State wide.

The majority of these services are women's refuges which provide support for

women and children escaping domestic violence. The other services provide

accommodation and support for homeless women and children as well as continued

support from follow-up workers after leaving the refuge. This includes the Women'’s

gousin Program (WHP) which has a total of 22 schemes located throughout New
outh Wales.

The General Supported Accommodation Program provides, a range of
accommodation services to men, women and their dependants. A total of 94
services are funded.

o Youth Soclal Justice Strategy

New South Wales, in conjunction with the Commonwealth, has made funds of
$3.21 million available in 1991-92 to continue projects which increase the number
and range of accommodation oEtions for homeless young people up to 18 years of
age. This funding promotes links between agencies and co-ordinates services with
an emphasis on medium to long-term accommodation. The funding will also
promote the development of innovative support services that relate to individual
needs. A total of 38 services are funded.

Disabliity Services

Funds to the extent of $222.4 million (up $20.8 million or 10.3 per cent on
1990-91 expenditure) have been provided for the provision of services for the
treatment and care of persons with developmental disabilities.

Strategies will include the provision of an extensive range of accommodation
support and community based services for people with disabilities and their families.

In 1991-92 the Department will complete a program to provide community
accommodation and support services for 135 adults with disabilities currently
residing at Riverglade Centre, Gladesville.

) Additionally, a special program to assist staff in the management of clients
with challenging behaviour will be extended to the Western and South-Western
suburbs of Sydney and to the North Coast area of New South Wales.,

The Department is currently finalising a 5 year strategic plan for services to
people with disabilities and initiatives resulting from this plan will be considered in
the context of the 1992-93 budget.
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Youth Services

Funds of $16.9 million (up $2.4 milion or 16.6 per cent on 1990-91
expenditure) have been provided for the co-ordination and improvement of welfare
support services and facilities for employed young people. Major items are the
community youth projects and adolescent support programs ($9.2 million) and the
National Campaign Against Drug Abuse ($1.0 million).

Home Care

The Home Care Service of New South Wales is a statutory authority
responsible to the Minister for Health and Community Services through the
Director-General of the Department of Community Services.

Estimated total expenditure by the Home Care Service in 1991-92 is $96.6
million. This is an increase of $5.3 million on 1990-91 expenditure. The Home Care
Service is jointly funded by the Federal and State Governments under the HACC
Program. The contribution by the two Governments to total expenditure is $87.4
million of which New South Wales will provide $35.4 million.

This year additional funds with a full year effect of $3.0 million will be provided
to Home Care to expand services. This will allow Home Care to provide an
estimated additional 107,000 hours of assistance to approximately 1,300 new
customers.

The objective of the Home Care Service is to provide consistent, high quality,
cost efficient household based support services to frail or at risk aged people,
younger people with disabilities, carers and families in crisis.

A separate business unit of the Home Care Service facilitates the
development of accommodation options for the aged. This business unit
commenced operation in 1990-91 with an injection of State Government funds. In
1991-92 the State Government will provide $1.5 million for this initiative.

Organisational Support

An amount of $52.3 million has been provided (up $22.0 million on 1990-91
expenditure) to provide exscutive and administrative support for the Department's
welfare programs.

The allocation includes $22.5 million for redundancy payments.

Mortgage and Rent Assistance Program

The Mortgage and Rent Relief Scheme commenced in 1982-83 and assists
the States to provide short-term assistance to low-income earners having difficulties
in meeting mortgage repayments or private rental accommodation payments. The
program was incorporated as a sub-program of the Commonwealth State Housing
Agreement in 1984-85. Funds provided are on the basis of dollar for dollar matching
by the States. A total of $21.1 million has been provided for this scheme in 1991-92.

In 1990-91 the Commonwealth withdrew the First Home Owners Scheme and
replaced it with the Home Deposit Assistance Program and included it under the
Mortgage and Rent Assistance Program as a State delivered program. The scheme
provides deposit assistance for home purchase to these in need. Commonwealth
funding of $7.7 million has been provided for this program in 1991-92.
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Soclal Security

The social security provision of $262.6 million includes the following -

. $43.0 million for payment to Councils in respect of the State’s share of
concessions on Council rates payable by pensioners.

« $35.2 million for payment of subsidies to the Sydney and Hunter Water
Boards in respect of rebates on pensioners’ water rates.

« $184.4 million for the cost of travel concessions.
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4.3.5 HOUSING AND COMMUNITY SERVICES

Background

INTRODUCTION

The policy area covers programs related to recurrent assistance provided
through the Department of Housing, assistance to local government for water and
sewerage schemes, protection of the environment and a number of planning
initiatives.

Funding for Housing in the recurrent Budget mainly reflects the on-passing of
Commonwealth recurrent payments. In past Budget Papers, total payments of the
Department of Housing have reflected the operating costs of public rental housing,
including the financing of rental rebates.

The Classification Task Force report identified the Department as a non
budget sector entity which is predominantly self-funding in terms of its recurrent
budget. Accordingly, the Department's recurrent expenditure is no longer included in
the Budget Papers. Support from the Consolidated Fund for various housing
initiatives and funding on-passed from the Commonwealth is now shown under an
organisation titled "Office of the Minister for Housing".

EXPENDITURE TRENDS
Figure 4.9

HOUSING AND COMMUNITY SERVICES
(Payments expressed in real terms, 1991-92 base;
Percentage change on previous year)
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Over the five years to 1991-92 recurrent payments in the Housing and
Community Services Sector will increase by 27.9 per cent in real terms. This
substantially reflects increases in the area, Protection of the Environment, relating to
expanded community projects and assistance. The 1991-92 allocation represents a
further 8.6 per cent increase in real terms which is largely related to initiatives in
public housing and home purchase assistance.

RECENT DEVELOPMENTS

. Protection of the Environment

The Ministry for the Environment has progressed the establishment of the
Environment Protection Authority to the stage of enabling legislation being presented
to Parliament in May 1991. Although it passed the Lower House with amendments it
was not debated in the Upper House before Parliament rose for the election. It is
intended that the Administration Bill, the first stage of the EPA legislation will be
resubmitted to Parliament in the Budget session. A second stage of substantive
regulatory reform will be undertaken once the EPA is established to streamline and
consolidate the environmental protection legislation in the State.

. Planning

Recent initiatives have been -

o Planning studies in respect to the Murray River and North Coast
Heritage.

«  Restructure of the Heritage Assistance Scheme to involve a wider range
of interest groups.

o Promotion and Development of Urban Consolidation Policy.

. Preparation of a Regional Environmental Plan for the City West Urban
Strategy and major release areas.

KEY ISSUES AND STRATEGIES

. Protection of the Environment

The Environment Protection Authority is expected to be established during the
1991-92 financial year. The establishment of the Authority will involve the
amalgamation of existing environmental regulatory functions and the provision of
addigioqal resources to enhance policy development, standard setting and
monitoring.

The current source of funding for the functions to be undertaken by the
Authority (including the State Pollution Control Commission and the Waste
Management Authority) will be redirected to the Consolidated Fund.



1991-92 Budget
OVERVIEW
Total Payments
Actual Estimate
Policy Sector 1990-91 1991-92 Variation
$m $m %
Housing .....cvvviiniiiiniiinnennnns 22.8 31.7 + 39.0
Waterand Sewerage ................. 23.5 22.3 -y 5.1
Protectlon of the Environment .......... 86.6 96.0 + 0.8
Total ..o e s 132.9 150.0 + 12.8
HOUSING

An amount of $23.6 million has been made available to the Department of
Housing to meet recurrent expenditures under this policy sector. These include the

following -

Initiatives in public housing and home purchase assistance for which the
Department will meet associated conveyance, stamp duty and land tax
[)ayments totalling $13 million. This amount is an $8.5 million increase on
ast year's expenditure and reflects the cost of tax concessions
associated with the Rent Buy Scheme and the Public Equity Partnership
Arrangement for use of private sector funding to expand the availability of
public housing.

An allocation of $6.9 million for the Department's share of the Home and
Community Care Program.

WATER AND SEWERAGE

Country Towns Water Supply and Sewerage

This program assists local government in providing safe and adequate water
su;:ply bgn(il sewerage schemes and associated services in areas not serviced by
water boards.

The 1991-92 allocation of $22.3 million covers the provision of program
management services by the Government ($6.9 million), payment of alternative
funding, septic tank pump-out and debt charge subsidies ($14.3 million) and
statutory testing and investigation services ($1.1 million).
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PROTECTION OF THE ENVIRONMENT
Publlc Works Department

This policy sector covers services provided under the following programs in
the allocation to the Minister for Public Works -

o Coastline Hazards
« Floodplain Management

« Estuary Management

The 1991-92 allocation of $14.6 million provides for the cost of program
management services by the Government ($7.7 million) and the maintenance of
public assets ($6.5 million).

DEPARTMENT OF PLANNING

Expenditure of $25.2 million for the promotion and co-ordination of
environmental planning and assessment, including $8.5 million for Area Assistance
Schemes is planned for 1991-92. The Area Assistance Schemes operate in
Westiern Sydney, Hunter, lllawarra, Macarthur and Central Coast areas of the State.
The funding for the scheme in these areas is to be maintained and the scheme is
being extended to the North Coast region in 1991-92. Additionally, the Budget
includes provision to meet the ongoing costs of projects initially established under
these schemes in previous years. Effective from 1991-92 onwards, other than for
previously approved projects, there will not be funding provided to agencies for
ongoing support of projects. Any recurrent fundin%for projects, beyond their initial
establishment phase, will need to be provided by the community or from within the
existing allocation of the relevant agency. It will be important for the issue of
ongoing funding arrangements to be reviewed at an early stage for each project.

Development of Geography Information System for the Coastal Region is to
commence during 1991-92.

A comprehensive review of planning delegations is to be undertaken during
1991-92 with a view to devolving as far as practicable to local government.

State Pollution Control Commission

An amount of $30.2 million will be made available to the Commission in
1991-92, an increase of 17.5 per cent over 1990-91. The activities of the
Commission will be fully incorporated into the Froposed Environment Protection
Authority which is expected to become operational during 1991-92.
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4.3.6 RECREATION AND CULTURE

Background

INTRODUCTION

Funding is provided under this policy area to meet the cost of Recreation
Facilities and Services, together with Cultural Facilities ancj Support of the 'Arts. The
area includes funding for the cost of mounting Sydney’s bid for the Olympic Games,
the Department of Sport, Recreation and Racing, the Tourism Commission, the
National Parks and Wildlife Service, Royal Botanic Gardens and Domain Trust,
Bicentennial Park Trust, Centennial Park Trust and the Ministry for the Arts, inclusive
of the State’s cultural institutions.

EXPENDITURE TRENDS

Figure 4.10

RECREATION AND CULTURE
(Payments expressed in real terms, 1991-92 base;
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Total payments for Recreation and Culture will increase by 12.4 per cent in
real terms over the five year period to 1991-92. The increase reflects the staffing
and operating costs of the Powerhouse Museum, and of a number of redeveloped
cultural institutions including the Art Gallery, the Australian Museum and the State

Library.
RECENT DEVELOPMENTS

Department of Sport, Recreatlon and Racing

Work has been completed on the second and third floors of the Wentworth
Park grandstand. These have been developed to accommodate State sporting
associations, which transferred from outdated premises in Gloucester Street in the
city. The move to Wentworth Park in September 1991, provided sporting
associations with more modern office facilities and accommodation, as well as
improved access and parking.

Licences administered by the Department have been completely reviewed
and rationalised.

A Rugby League Academy has been completed at the NSW Academy of
Sport with funding provided by the New South Wales Rugby League.

The Metropolitan West Regional Office of the Department has been relocated
to Parramatta Stadium.

The method of management of the Sports Medicine Centre has been revised
and reformed.

The motor racing circuit at Eastern Creek has become operational. The
Department facilitated financing for the racing circuit's construction, to enable the
running of the Australian Motor Cycle Grand Prix in New South Wales.

A $2 million loan facility was provided through the State Bank in 1990-91,
towards the cost of construction. The interest cost was subsidised through the Sport
and Recreation Fund. ’

A comcruterised racing taxation system is being developed to assist in the
collection and protection of racing revenue. It will also provide detailed statistics on
the racing industry and be the most advanced racing taxation system in Australia,
with potential for marketing to other States.

The operation of the Sporting Grounds Improvement Fund has been
thoroughly revised with a view to more effective utilisation of available funds.

~Various Acts relating to racing operations are in the course of review and
legislative amendments will be recommended to accommodate new initiatives.

Tourism Commission

Another successful marketing year - the first year of the 1990-91 to 1992-93
Marketing Strategy - was completed by the Commission which aims to encourage
tourists to visit the State. Private sector support towards Commission funded
projects was approximately $4 million, which includes the Sydney Convention and
Visitors Bureau.
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Increased advertising expenditure by the Commission has led to a higher
profile for NSW tourism. me 400,000 travel brochures on NSW products were
distributed to consumers. Over 570,000 enquiries were handled through the
Commission’s Travel Centres in Sydney, Melbourns, Brisbane and Adelaide. These
Centres sold $8.4 million of NSW travel products in 1990-91, an increase of 30 per
cent over the previous year.

At 30 June 1991, ninety-nine (99) of the one hundred and fourteen (114)
recommendations in the NSW Tourism Development Strategy had been
implemented or are to be implemented as Government policy.

National Parks and Wildlife Service

During 1990-91, the Service finalised its Corporate Plan for the 1991 -94
triennium. The Plan identifies the key internal and external issues confronting the
Service and formulates a range of strategies to address these issues.

During the year the process of implementing accrual accountin% principles
was activated. Tasks commenced included a major upgrading of the existing
financial management system, commencement of the identification and valuation of
infrastructure assets and the determination of employee related liabilities.

Parks and Gardens Trusts

The Centennial Park Trust took over the management of E. S. Marks Field in
1990-91. With the acquisition of Moore Park in 1989-90, this has meant that the
area under the control of the Trust has virtually doubled and has led to a major re-
assessment of the Trust’s organisational structure.

The continual development of the cycle/pedestrian network has meant that
Bicentennial Park now has one of the most extensive cycle/pedestrian pathways in
Sydney with a total length of 7.6 kilometres.

The Royal Botanic Gardens and Domain Trust's Sydney Tropical Centre was
Cép;ener:i in September 1990. This building comprises the Arc and Pyramid
asshouses.

Ministry for the Arts

In 1990-91 a new formula was introduced for the disbursement of public
libraries funding which streamlined the application process and increased the
effectiveness of the available funds.

With the devolvement of recurrent building maintenance from the Public
Works Department to individual agencies, a review of existing systems and
resources available for asset maintenance was undertaken. This resulted in the
development of an asset maintenance plan for landmark cultural buildings.

The Archives Authority moved the Records Management Office and the
Government Records Repository off-budget in 1990-91 as the first step towards
possible commercialisation of these functions.

The Hyde Park Barracks was transferred to the Historic Houses Trust as part
of the consolidation and diversification of the Trust which now incorporates a public
buildings division.
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KEY ISSUES AND STRATEGIES

Department of Sport, Recreation and Racing

In the context of limited finances the broad strategy in 1991-92 to address the
needs and demand for services will be by the rationalisation of resources, the
targeting of activities towards those most in need and continued encouragement of
and co-operation with private enterprise in the provision of programs and facilities.

Tourism Commission
Through the finalisation of the Commission’s Corporate Plan and a review of
its organisation structure, the Commission has been able to identify the issues and

strategies needed to be addressed across all functions. Some of these issues and
strategies include -

. protection of the New South Wales share of tourism through integrated
marketing campaigns;

. promotion of awareness of the importance of tourism to the New South
Wales economy through focused awareness campaigns involving
government, business and community leaders;

. facilitation of the growth of private sector tourism industry through
assistance and advice to private sector operators; and,

. ensuring visitor information on New South Wales is readily accessible
}hrough a computerised information network and supply of appropriate
iterature.

National Parks and Wildiife Service

Significant issues to be addressed in 1991-92 by the Service include the
development and implementation of -

. Natural Heritage and Cultural Heritage Conservation strategies;

. strategies to provide and manage appropriate public use opportunities
within the Service’s park and reserve system, consistent with sound
heritage conservation principles;

. the development of a more realistic pricing policy in respect to park entry
and park use fees;

. effective financial planning and budgetary controls at all levels;

« a complete Information Technology strategy to provide for the effective
co-ordination and control of service delivery; and

. application of performance management systems at all levels.
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Parks and Gardens Trusts

The Trusts will be pursuing activities which develop awareness of their
operations. These will include the development of educational programs by the
Royal Botanic Gardens and the continuation of development opportunities which will
increase and diversify the revenue base of the Centennial Park Trust.

Minlstry for the Arts

With growing pressure on the State’s budgetary position, it has become
increasingly important for the Arts to develop and maximise alternative sources of
revenues and achieve continued productivity improvements.

The Government has indicated to the State’s exhibiting institutions that
admission charges may be introduced as a source of additional revenues, although
there remains t%e option to maintain free admissions if increased savings can be
achieved or other user charges applied more effectively.

The Ministry’s emphasis on asset management, reflected in the development
of asset maintenance plans for those institutions occupying landmark heritage
buildings, will ensure the conservation of those buildings, maximise their economic
life and assist towards optimising the income streams generated by those
institutions.

1991-92 Budget Highlights

OVERVIEW
Total Payments
Actual Estimate ~
Policy Sector 1990-91 1991-92 Variation
$m $m %
Olympics 2000Bid.................... 0.7 6.6 + 843.0
Recreation Facilities and Services ....... 152.9 146.7 (-) 4.0
Cultural Facllities and Support of the Arts 129.1 135.5 + 5.0
Total ... i 282.7 288.8 + 22

Olymplcs 2000 Bid

An allocation of $6.6 million has been provided as the Government's
contribution in 1991-92 towards the cost of mounting Sydney's bid for the Olympic
Games in the year 2000. It is estimated that total funding of $20 million will be
required to mount the bid and financial support will be sought from the public and the
corporate sector.
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To enhance Sydney’s prospects, a new Aquatic Centre and Athletics Centre
will be constructed at Homebush Bay at a cost of $300 million. An allocation of $60
million has been included in the 1991-92 Capital Program for commencement on

these works.

DEPARTMENT OF SPORT, RECREATION AND RACING

A total amount of $38 million will be made available to the Department of
Sport, Recreation and Racing for the purpose of encouraging individual fulfilment
within the community through participation in sporting and recreational activities and
fostering community esteem through excellence in sporting performance. Major
features of the Department’s 1991-92 allocation include -

. $19.7 million to encourage participation in sport and recreation.

. $9.1 million towards excellence in performance of New South Wales
competitors in sporting events.

. $4.1 milion towards implementation within the community of safe
practices in sport and recreation.

. $1.6 million towards the conduct of learn to swim classes for all sectors of
the community.

The total allocation of $38 million includes $13.2 million for the Sport and
Recreation Fund.

This Fund supports and develops sporting and recreation facilities within the

State and includes $3.76 million for the capital assistance program. While the 2 July

Financial Statement announced the Government’s intention to suspend the Fund

gue (}o the State’s budgetary difficulties, it was subsequently decided to maintain the
und.

TOURISM COMMISSION
An amount of $25.5 million will be made available for the purpose of
promoting and developing tourism to and within New South Wales, and also for co-

ordinating the development of ventures relating to tourism. Major features of the
Tourism Commission’s 1991-92 allocation include -

« $4.4 million for the provision of tourist information and sale of travel.

« $3.0 million for relaunch of NSW "Larger Than Life" marketing program
wi(tjh a new advertising strategy, and a further $1.5 million support from
industry.

« $1.3 million for the Sydney Convention and Visitors Bureau.

o $0.4 milion for the provision of grants to approved regional tourist
associations for information centre services.
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. $1.0 million for a special Sydney marketing campaign with a further $1.0
million support from industry.

. $330,000 for the extension of "Sydney and Beyond" international product
marketing initiatives, with a further $0.9 million support from industry.

. $375,000 for the establishment of a body to facilitate special events for
New South Wales.

. $200,000 for the preparation of a Tourism Master Plan.

NATIONAL PARKS AND WILDLIFE SERVICE

Funding will enable the Service to continue its program of providing quality
natural and cultural heritage experiences within the park estate.

A significant portion of the Service’s budget will be allocated to achieving the
goals of improving management performance and development across the
organisation.

One of the most significant self-funded enhancements in 1991-92 is the
implementation of accrual accounting. Although some limited budget funding was
received, the Service will fund from its own sources further essential refinements - as

well as ongoing staff training - that will be necessary for full conversion to accrual
accounting.

Other significant in-house enhancements for 1991-92 include the funding of
pest control, fire management and occupational health and safety programs.
PARKS AND GARDENS TRUSTS

An amount of $1.0 million has been made available for the maintenance and
development of Bicentennial Park.

Funding of $14.7 million has been provided for maintenance of the Royal
Botanic Gardens, the National Herbarium, the Domain, and Mount Tomah and
Mount Annan Gardens.

An amount of $5.3 million has been made available for the management of
Centennial Park, Moore Park and E.S. Marks Field.

CULTURAL FACILITIES AND SUPPORT OF THE ARTS

Total funding of $135.5 million has been provided in this area and includes

o $16.3 million for the Australian Museum
« $23.9 million for the Museum of Applied Arts and Sciences

o $3.3 million for the Archives Authority




231

$16.7 million for the Art Gallery
$3.0 million for the New South Wales Film and Television Office
$12.6 million for the annual endowment to the Sydney Opera House Trust.

$9.3 million for grants to be made in support of cultural, literary, musical,
dramatic and artistic activities.

$39.1 million for the State Library.

An additional $138,000 in 1991-92 and $240,000 in 1992-93 will be
provided to the Historic Houses Trust for exhibition development on the
First Government House project. The project has been financed from the
sale of development rights for this historical site.
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4.3.7 ECONOMIC SERVICES

Background

INTRODUCTION

The Economic Services policy area is divided into four policy sectors -

. The Agriculture, Forestry and Fishing Sector consists of the Department
of Agriculture, Office of Fisheries, Department of Conservation and Land
Management (Soil Conservation), Department of Water Resources and
Rural Assistance Authority.

. The Mining, Manufacturing and Construction Sector encompasses
minerals policy, licensing activities, engineering and construction services
to the community and energy utilisation and management.

« Transport and Communication, includes the Roads and Traffic Authority,
Department of Transport and subsidies to the various transport
authorities.

. Finally, there are a number of other activities such as the Department of
Industrial Relations, Employment, Training and Further Education, the
Department of State Development and the Department of Conservation
and Land Management (Other Activities).

EXPENDITURE TRENDS

Over the five years to 1991-92 payments in the Economic Services area will
decrease by 13.1 per cent in real terms.

By definition the Economic Services area, which provides economic services
to specific areas of the community, is capable of greater application of the user pays
principle and hence a higher level 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 retained by agencies.

The Departments of Water Resources, Agriculture, Conservation and Land
Management and the Office of Fisheries amongst other bodies, are introducing more
self funding arrangements. Accordingly, payments for Economic Services from the
Consolidated Fund are likely to decline in the future reflecting greater financial
self-sufficiency in these areas.
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Figure 4.11

ECONOMIC SERVICES
(Payments expressed in real terms, 1991-92 base;
Percentage change on previous year)
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RECENT DEVELOPMENTS

Agriculture

Significant recent developments include -

o Continued transfer of all Head Office functions of the Department to
Orange, with new facilities ready for occupation in December 1991.

» Establishment of the Elizabeth Macarthur Agricultural Institute at Camden.

. Provision of a range of relief to areas and victims of extreme flooding, fire
and droughts.

. Increased involvement with the private sector through Agsell so as to
increase investment in the value-adding processing of agricultural
products before export.

. Involvement of the private sector in various activities of the Department to
promote and enhance available resources.
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. Commercialisation and/or discontinuation of some activities outside
Department'’s primary functions.

Fisherles

Significant recent developments include -
. Creation of autonomous agency from 1 July 1991.

. Introduction of management plans for East Coast Prawn Trawl and
Abalone Fisheries.

. Comprehensive review of fisheries legislation and regulation.
. Introduction of oyster lease data base.

. Continued research on North Coast rivers, investigating the effects of
recreational and commercial fishing on fish stocks and loss of fish habitat.

. Negotiations with Australian Fisheries Service in Canberra on introduction
of quotas in South East Trawl.

Rural Assistance Authority

At 30 June 1991 the Authority had completed its second year of operations,
after it assumed the functions of the former Rural Assistance Board and the Rural
Industries Agency of the State Bank from 1 July 1989.

In view of the unprecedented number of natural disasters the main priority of
the Authority will be the continued provision of relief assistance to primary producers.

Department of Water Resources

Commercialisation of River Operations activities was introduced as from 1
July 1990. These activities involve the operation of rivers and regulation of flow from
major water storage areas in order to supply the requirements of various
downstream users. In recognition of the wider community interest in flood mitigation,
recreational and environmental aspects, the government contributes 30 per cent of
the cost of operations.

Department of Conservation and Land Management

The Department of Conservation and Land Management, which was recently
created, is responsible for advocating and leading the conservation and sustainable
use of the State’s land and forest resources by balancing the needs of the land,
providing management services and maintaining natural resource information
systems. The Department is an amalgamation of the former Department of Lands
and Soil Conservation Service. At a later date, the Forest Division of the Forestry
Commission, Land Titles Office and Valuer General's Department are to be included.
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Subsidies to Transport Authoritles
Major developments in 1990-91 for the SRA included -

. continuation of SRA downsizing program with 2,240 (8 per cent) reduction
in staff levels. This follows reductions of 4,271 (13 per cent) in 1989-90
and 3,604 (10 per cent) in 1988-89, making a total reduction over the
three years of 10,115 (27 per cent);

. reduction of SRA’s cash operating expenditure in 1990-91 by $45 million
in real terms and, relative to 1987-88, by $314 million, both in 1990-91
prices. The cumulative savings over the three year period are $728
million;

. reduction in the Government's cash contributon to SRA (for
non-commercial payments and operating losses) by $6 million in real

terms and down by $180 million relative to 1987-88, in 1990-91 prices.
The cumulative saving over the three years, in real terms, is $375 million;

. introduction of SRA community service obligation contracts with the
5)irec1tor General of the Department of Transport which took effect from 1
uly 1991;

Major developments for the State Transit Authority include -

. reduction in employee members. The workforce has been reduced by a
further 512, or 9.4 per cent,

. two additional Jet-cat vessels were introduced into the Manly-Circular
Quay Service. The hydrofoils were retired from service;

. improved operating efficiency -
- reduction in bus fleet size
- increased fare protection activity

- service reviews concluded on many routes

. conclusion of a contract with Department of Transport for the provision of
community service obligations.

Major developments for the Maritime Services Board include -

. decline in the MSB's expenditure in 1990-91 by 13.6 per cent in real
terms. This brings the reduction in expenditure since 1988-89 to 21.2 per
cent in real terms; and

. increase in the number of tonnes handled through NSW ports per MSB
employee by 63 per cent in the past year.
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Department of State Development

From 1 July 1991 State Development's economic services role was
broadened by the transfer to it of responsibilities of the Business Support Unit, which
was previously part of the former Business and Consumer Affairs agency. A
fundamental review of programs is also being undertaken to enhance the new and
enlarged Department of State Development's role of encouraging business
development and competitiveness, and assisting business to locate and expand
throughout the State.

State Development is committed to sustainable, dynamic business
development for New South Wales in an international economy. This commitment is
fostered through maintaining the lead for New South Wales in Australia and in the
Asia/Pacific Region, by attracting, promoting and encouraging strategic, beneficial
business for the State.

Department of Consumer Affairs

The Department was formed on 1 July 1991 following changes to the
machinery of Government. Major developments during 1990-91 under the former
Department of Business and Consumer Affairs were -

. Proposals for uniform Consumer Credit legislation adopted by the
Federal/State Standing Committee of Consumer Affairs Ministers in
December 1990. A Credit Bill has consequently been drafted, and was
released for public discussion earlier this month.

. The Building Disputes Tribunal was launched. It provides a low cost
mechanism for housing claims and building matters.

. The Business Licence Administration Service (BLAS) commenced issuing
master licences under the service station pilot scheme in May 1991.
Under the master licence system businesses will be able to deal with a
single authority in respect of Government requirements for operation of a
business. Legislation was passed in November 1990 to enable the
gradual phasing-in of master licences in other industries. Fhe timing of
the change over will depend on the completion of a new computer system
to link BLAS with the various regulatory agencies.

_ The Business Licence Information Service (BLIS) is continuing to provide
information on all Government licensing requirements and licensing regulations.
BLIS won a Gold Award for technology in Government in 1990.

Department of Industrial Relatlons, Employment Tralning and Further
Education

During 1990-91, responsibility for the newly constituted Board of Adult and
Community Education was transferred to the Department from the TAFE
Commission. Responsibility for Adult Migrant English Education Services was
"t&?fn.sferred to the Department from the former Ministry of Education and Youth

airs.

During the year stage one of the Public Sector Job Evaluation Project, which
involved the preparation of benchmark descriptions and evaluations of approximately
1,000 public sector jobs as a necessary part of implementing the "Structural
Efficiency Principle”, was commenced.
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The 1990-91 year also saw the enactment of industrial relations legislation to
encourage employers and employees to jointly determine their conditions of
employment through enterprise agreements and to provide for individual access to
the industrial tribunal in the case of alleged unfair dismissal.

The Department implemented an enhanced range of skills training and
employment generation projects during the year, in response to the deteriorating
labour market conditions occurring as a result of the national economic recession.
The programs are directed towards improving and consolidating vocational skills in
those occupations likely to be in demand during the next two years.

The Department has actively sought to implement restructured vocational
training arrangements. Apart from legislation to establish an independent vocational
training accreditation authority (the Vocational Education and Training Accreditation
Board), the Department has finalised recognition of a network of tripartite industry-
level advisory bodies under the umbrella of the Industrial and Commercial Training
Council. The Department has also participated in the national Review of Post-
Compulsory Education, and joint State/Federal discussions on a competency-based
vocational training system, mutual reco?nition in professional occupations, and
government responsibilities and delivery of training and labour market programs.

Department of Mineral Resources

The Department is a member of the Australian Minerals and Energy Council
Working Groups investigating ecologically sustainable development; access to land
for exploration and mining; the economic implications of expanding the National Park
estate; and the State’s Greenhouse Effect Strategy.

The Departiment has co-ordinated a number of industry task forces

commissioned to investigate ways of increasing the level of mining and value adding
processing in New South Wales. These strategic studies were -

» The Metallic Minerals Development Strategy
« The Industrial Minerals Development Strategy
. The Minerals Processing Development Strategy

« The Coal Development Strategy
KEY ISSUES AND STRATEGY

Agriculture

The key issues to be addressed include: increases in productivity, profitability
and sustainability of agricultural industries; assistance with maximising opportunities
for the development of these industries; and management of resources to protect the
environment, consumers and long-term industry viability.

The strategies adopted by the Department to deal with these issues have
been developed and included in a Strategic Plan with appropriate policies for action.
They broadly involve continued research, advisory services and marketing services;
as well as management improvement and continued review of functions for
commercialisation.
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Fisherles

The key issues and strategies to be addressed include: the development of a
corporate and strategic plan to maximise the efficiency and effectiveness of the
Office of Fisheries; implement the necessary research to assist in the introduction of
management plans to halt the decline in fish stocks and to ensure the recovery of
inland, estuarine and offshore fish stocks; review the cost of operating the licensing
and leasing functions; and to maintain control of the Pacific oyster.

Rural Asslistance Authority

The key issue is to maintain an efficient and effective delivery of rural
assistance measures to the primary producers of New South Wales.

Water Resources

Key issues include (i) the sustainable development of the water resource (via
projects such as Total Catchment Management, the Natural Resources
Management Strategy, Water Quality Research and Management, Drainage and
Salinity works and the State Rivers Policy), and (ii) the introduction of business like
practices and improved customer services - assisted for example by the creation of
Irrigation Management Boards.

Department of Mineral Resources

The Department’s Corporate objectives flowing from its mission are -
« To further the State’s economic development through the minerals sector.

» To encourage and advance the exploration for and assessment of the
mineral resources of New South Wales.

. To promote the safe, responsible, effective and efficient production and
use of minerals.

« To ensure a quality service to the Minister, Government, industry and the
community and to provide support services to affiliated and associated
organisations.

. To develop and maintain a highly skilled, motivated and professional
workforce in a responsive, fair and business like organisation.

Office of Energy

The Office of Energy was recently created and its role is to promote the
éesponsible development, management and utilisation of the energy resources of the
tate.
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Transport Authorities

In accordance with the commercialisation of the Authorities and the explicit
recognition of non-commercial services carried out by the Transport Authorities at
Government direction, formal contracts have been established between the
Director-General of Transport and the Transport Authorities in respect to community
service obligations.

These contracts specify the services to be provided, the quantum of
Government funding and relevant service standards and performance indicators. It
is intended that this will improve the transparency and certainty of the
Government/Authority relationship.

In addition, the capital program of the SRA Passenger Services is being
reviewed with the objective to properly assess the relationship between the program
and the achievement of operating economies.

The option of corporatising the State Transit Authority is still being reviewed.
Consistent with its commercial charter, the Authority is working towards achieving a
similar level of operating efficiency as the private sector.

Department of State Development

A Fundamental Review of Programs is being undertaken by State
Development during the second half of 1991. The Review will redefine State
Development's key business activities and objectives, the restructuring of
operational programs and activities and will result in a more effective allocation of
resources and delivery of services.

Implementation of the Fundamental Review will enhance ogportunities for
maintaining NSW's position as a leading economy in the Asia/Pacific Region.

Subject to the outcome of this review, likely key issues will include:

. Integration of the Industry Sector Strategies that have previously been
developed into a broad economic development strategy.

. Providing business economic advice to the Government and business
agencies.

. Coordinating and providing key input to the reform of the public sector
planning and approval process.

. Providing critical cross-agency management of major projects.

. Overcoming impediments to private sector participation in public
infrastructure.

. Resourcing Regional Economic Development Councils and activities in
the Hunter, lllawarra, South EastACT and Western Sydney regions;

+ Implementing and promoting a package of measures aimed at improving
business competitiveness.
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. Services to small business to link business clients with specialists in the
public sector to improve the overall competitiveness of this sector.

Department of Consumer Affalrs

The review of consumer law is continuing, especially with the introduction pf
Ie?islation reforming consumer credit laws. Options papers are being prepared in
relation to door-to-door sales and lay-by sales. These papers will be released to
encourage public discussion.

Uniform consumer credit legislation will be introduced which will take account
of views expressed by the public on the draft Credit Bill which was recently released
for discussion.

Co-operation with the Commonwealth is also continuing in regard to adoption
of uniform consumer affairs standards.

A fundamental review of the Department's programs is being conducted to
ensure efficient and effective service delivery.

1991-92 Budget
OVERVIEW
Total Payments
Actual Estimate
Policy Sector 1990-91 1991-92 Variation
$m $m %
Agriculture, Forestny and Fishing ........ 333.5 343.3 + 2.9
Mining, Manufacturing and Construction .. 159.1 128.0 (-) 19.5
Transport and Communication .......... 977.7 1,009.5 + 3.3
Other Economic Services .............. 188.4 203.5 + 8.0
Total ... 1,658.8 1,684.4 + 1.5

AGRICULTURE, FORESTRY AND FISHING

The following are some of the major allocations within this category -

o $53.6 million for plant industry programs which are concerned with
pastures and all field and horticultural crops, including the regulation of
plant imports and exports. The allocation provides for the costs of
research into crop diseases, pests, nitrogen deprivation in soils and other
applield research, including safety and quality standards for fertilisers and
cereals;
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$42.2 million for animal industq_/ 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;

$40.2 million for Support Services which comprises advisory services,
grants to promote the advancement of agriculture and agricultural
education, marketing services to improve performance by advice on
commodity prospects, economic conditions and the development of
agricultural prospects overseas;

An amount of $556,000 will be provided in 1991-92 under a State Rural
Adjustment Scheme which is specially for cereal growers, i.e. growers of
wheat, barley, triticale, ryecorn or rice crops;

$16.9 million for fish industry programs including $380,000 for shark
meshing of beaches;

$8.9 million for the Department of Conservation and Land Management to
provide services for the benefit of the community in the areas of
conservation of soil and farm water resources and rehabilitation of
degraded lands. The allocation provides for the continuing restoration of
Throsby Creek near Newcastle.

$98.4 million for the recurrent costs of the Department of Water
Resources for management of the State’s water resources, inciuding
maintenance and operation of major water storage areas, monitoring and
_regluldation of stream flows and sug)sidy to irrigation areas. The allocation
includes -

« $9.1 million as the State's share of the cost of the Murray Darling
Basin Commission;

. $35.2 million for debt servicing costs of the Departmént of Water
Resources capital borrowings;

. $2.2 million for the State’s contribution towards the cost of the
recently commercialised River Operations activities;

. $11.6 milion for the State’s subsidy to the Irrigation Areas and
Districts; and

. $3.1 million for the State’'s contribution to Commonwealth water
resources programs.

Public good contribution to the Forestry Commission in 1991-92 will be
$14.2 million. This represents payment for the non-commercial services
provided by the Commission on behalf of the Government, which include -

« Wood technology services
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. Wildlife and flora reserves

« Catchment management

» Recreational use of Forests
o Community fire protection

» Advisory services

MINING, MANUFACTURING AND CONSTRUCTION

Department of Mineral Resources

The Department’'s 1991-92 Budget allocation is $36.2 million. The major
expenditure will be incurred on operating costs. Other features are -

o $2.3 million for the State's share of the costs of administration of the Joint
Coal Board;

o $1.3 million grant to the Geological and Mining Museum Trust;

. $125,000 for primary and emergency rehabilitation of mined areas to
eliminate danger to the public; an

- $500,000 as special assistance to help clear the backlog of mining license
and lease applications.

Office of Energy

includ Major features of the Office's 1991-92 Budget allocation of $50.1 million
include -

» $5.6 million to help under-privileged families, unemployed and low income
earners meet electricity charges;

« $7.3 million for the remote area power assistance scheme;

« $3.6 million to County Councils in respect of concessions on electricity
charges for pensioners;

o $449,000 for the rural subsidy scheme;
o $8.4 million for Central Darling Zone electrification;
« $5.9 million special assistance to Councils; and

« $6.8 million for energy research and development.
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TRANSPORT AND COMMUNICATION

The direct budget funding for transport service is as follows -

Payments for Transport Services

Operating Subsidies

. SRA - City Rail
- Country Link
- Freight

. STA

Sub total

Payment for Non Commercial
§¥rvices

. SRA (1) - City Rail

- Country Link
- Freight
. STA (1)and (3
. DOT (1)
Sub total
Redundancies and Other
. Redundancies - SRA
- STA
. Superannuation - SRA
- STA
Sub total
Total

(1) Includes subsidies for specific user groups reflected In

follows -

1990-91
Actual
$m

156.3

1991-92 %
Estimate Change
$m $m
97.4 -y 377
124 8 72.8
12.9 n.a.

175.8 + 297
71.9 (-) 207
124.6 + 429
227.0 (- 20
268.9 +__11.3
868.2 +_104
1991-92 %
Estimate Change
$m $m
134.0 + 02
40.7 + 36.1
8.0 (-) 24.5
—_— e n.a.
1827 8 2.9
1,173.6 -)__03

(=}

ther policy areas as

Education $363.9 million, Welfare $184.4 million and Law, Order and Public

Safety $5.0 million.

(2) From 1991-92 the Crown has assumed responsibility for debt cost.

(3) The STA will be paying a dividend of $58.4 million to the Government in

1991-92.

The above table provides information on all payments for transport services,

including those payments that reflect in other policy areas.

In aggregate transport service payments are projected to decrease by 0.3 per

cent.
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The major features of the payments for transport services are -

o real decline In operating subsidies and payments for non commercial
services

SRA operating subsidies are projected to decline by 39.2 per cent, a real
decline of $86 million.

In part this decline reflects a change in method of assessing the level of
operating subsidies and the costing of payments for non commercial services and
hence it is more appropriate to consider the movement in the total level of
Government payments. Total payments to SRA for both operating losses and for
non commercial services are projected to decline 4 per cent or by $38 million in real
terms.

For the State Transit Authority, comparison between the two years is
complicated by the change in approach to funding community service obligations
(CSOs). For 1991-92 the payments for non commercial services have been
restructured to reflect -

- anincrease in funding to cover accrual costs such as for superannuation
and depreciation. Previously the STA was only funded for cash costs.

« the provision of a payment for the return on assets.

The underlying philosophy for the restructure of the STA payments is to place
the STA on a commercial basis in order to facilitate future corporatisation and
competition with private sector bus operators.

When the 1991-92 CSO payment is placed on the same cash basis as for
1990-91, the level of payment is projected to decline by 2.0 per cent or by $4.7
million in real terms.

Over the longer period, both the SRA and the STA have achieved substantial
real savings as illustrated in the table below -

Table 4.4: SRA and STA Operating Costs and Government Contribution

1991-92 Prices
1988-89 1989-90 1990-91 1991-92 1992-93 1993-94
$m $m $m $m $m $m
SRA
Operating costs 1,851 1,719 1,673 1,698 1,516 1,491
- per annum 150 282 328 403 485 510
savings since
1987-88
Govemment Contribution 703 543 537 495 408 345
- per annum savings 22 182 188 230 317 380
since 1987-88
STA
Operating Costs 440 358 372 341 313 311
- per annum savings since
1987-88 (-) 61 21 7 38 66 68
Govemment Contribution 220 181 161 169 161 156
- per annum savings 20 59 67 71 79 84

since 1987-88
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. continued redundancies In the transport authorities

Redundancy funding in 1991-92 will total $182.7 million for the transport
authorities, broadly similar to the level provided for in 1990-91.

Staff numbers for the SRA will decline by 1,323 in 1991-92, bringing total staff
numbers reduction since June 1988 to 11,438.

For the STA staff numbers will decline by 587, bringing staff numbers
reduction since June 1988 to 2,069.

Government Support for Transport Authorities

The payments information in the summary table for the SRA and the STA
excludes a range of costs, most notably debt servicing costs. In the past the finance
charges for the transport authorities have been shown under the Transport policy
area to reflect the full cost of public support for the transport area.

In the period up to 1989-90 the SRA and STA were required to borrow to fund
their capital payments. Given that the agencies were not able to cover operating
costs from revenus, this approach simply resulted in a debt spiral, particularly for the
SRA, that was outside the control of the individual authority.

In 1989-90 the financial structure of the SRA was reformed by the transfer of
debt to the Crown, together with surplus property. The reason for this restructure
was to reflect the philosophy that the financial accounts of the SRA should show
what the organisation and its Board are truly accountable for. In this context, where
non commercial capital works does not produce an economic return, the use of debt
funding is inappropriate.

At the same time the Freight area of the SRA was established on a
commercial basis, with an appropriate debt to equity ratio established. SRA Freight
continues to borrow to fund its capital program. The STA has gradually moved
towards a commercial, self funding position and is now, with the change of approach
to funding its communit¥ service obligations, able to be classified as a commercial
entity. In 1991-92 the STA will commence paying dividends.

As part of the financial restructure of the SRA the former finance charges
were assigned to the Department of Transport in order to reflect the overall level of
public support for transport services.

However, with the introduction of accrual accounting and budgeting this
approach is no longer appropriate. The debt of the SRA is on the balance sheet of
the Crown and similarly the finance charges need to be reflected in the accounts of
the same entity.

Moreover, the previous presentation was not fully adequate as it did not
reflect the opportunity cost of the capital employed.
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A more comprehensive measure of the level of Government support for the
transport authorities is presented in table 4.5 below.

Table 4.5: Government Support for Transport Authorities

SRA STA
$m $m
Net Expenditure for which
overnment Contributions

are Pald
Operating Losses Cityrail 97.4

Countrylink 12.4

Freight 12.9

Total 122.7
CSO Payments

Cityrail 175.8

Countrylink 71.9

Freight 124.6

Tota 3723 177.0
Other ExpendIture for
which Funding Is
recelved from
Government
redundancy 134.0 40.7
other 11.2() 36.9@
Total Net Expenditure for
which Government Funding
is received 640.2 254.6
unfunded operating expenditure 209.8 13.1
TOTAL cosT® 850.0 267.7

(1) include $8.0 million for retiring contribution to Government railways super fund
transferred to SASs and Interest on past 1/7/89 non commercial loan

(2) represents the return on assets.

(3) Note: opportunity cost of capital employed is not reflected In the above cost. Based on
a SRA asset valuation of $2,404, at 30 June 1990, there is an opportunity foregone
(or "economic”) cost to Government of $276.5 million, assuming a real retum on capital
of 10 per cent. It should be noted that this asset valuation is based on historical costs
and may not be a true reflection of the altemnative value of these assets. For the STA
the cost of assets employed In included is the cost.

Other Transport and Communication

Total payments by the Roads and Traffic Authority are projected at $1,694.4
million in 1991-92, including $366.9 million for recurrent services, i.e. $95.3 million
for vehicle registration and driver licensing services, $185.3 million to mest debt
servicing costs and $86.3 million for staff redundancy payments.

Provision has also been made within the Department of Transport of $19.3
million to meet the on?oing costs of co-ordinating, developing and implementing
transport policy including the regulation of private transport services and the
administration of subsidy payments for transport concessions.
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OTHER ECONOMIC SERVICES

Department of State Development

Major initiatives during the year will be -
. Co-ordinating and implementing the Industry Economic Strategies.

. Further rationalising the Department’s overseas representation and
contracting Austrade to represent the State’s interest in some
international markets.

+ Capturing major telecommunications investments for New South Wales.

. Formalisation of sister state/business relationships with Korea, the
Russian Republic and Colorado.

. Targeting potential business growth areas of aerospace, defence, and
telecommunications.

. ldentification of business opportunities from new technology in the
information, scientific medical instruments and processed food industries.

Department of Consumer Affalrs

An allocation of $30.8 million has been provided in 1991-92 for the new
Department of Consumer Affairs.

As well as undertaking its key role in consumer affairs matters, the
Department will also have responsibility for registration of business names and
operation of the Business Licence Administration Service. Development work on the
BLAS computer system is continuing and more industries will be converted to one-
stop master licences once the system is operational.

Department of Industrial Relations, Employment, Tralning and Further
Education

An allocation of $89.1 million has been provided in 1991-92. This allocation
reflects the revised structure of the Department following a 