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p9 - Table 1.2

Replace existing figures with the following:

1988-89 1989-90

Recurrent Payments -
Departmental 10,278 11,123
Debt Servicing Costs 1,102 1,157

pl8 - Table 1.8
Replace existing figures with the following:
1984-85 1985-86  1986-87 1987-88  1988-89
Recurrent Payments -
Departmental 7,276 8,105 8,879 9,693 10,278
Debt Servicing Costs 603 752 368 1,026 1,102

Total Budget Result -

plus Adjustment 68 75 74
equals BUDGET RESULT (241)

Financing---
(total) NN 241

p96 - Table 3.4

% Change

~ o
O™

1989-90

11,123
1,157

Last line - figure for 1989-90 Capital Works and Services - Other should read 80,014.

pll5 - Table 3.4

Last line - second last figure should read 3,068,932.

pllé - Table 3.4

Replace last 7 figures of "sub total" with the following:

3,036,427 2,576,065 3,259,050 14,618,746 4,178,389 16,136,535
p262 - Highlights of 1989-90 Program

First sentence should read "Following four years ...."

p266

Last sentence should read "Conversely, internal and other funding (including ....

p272 - first paragraph

Last sentence should read “"Economic infrastructure ...
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1.1 THE BUDGET ENVIRONMENT

The 1989-90 Budget and Capital Program have been framed in the context of cutbacks
in Commonwealth funding and a deteriorating economic environment, with resultant impact on
the State's own source revenue.

At the same time community demands in the Government's high priority areas of health
and law and order, as well as the Government’s commitments in these and other areas, have
placed pressure on the limited available funding.

These factors have required short-term trade-offs to be made in the Government's
Medium Term Financial Strategy. In the area of taxation it has been necessary to defer taxation
reforms and, indeed, increase certain taxes.

However, overall, the 1989-90 Budget and Capital Program are in broad conformity with
the Medium Term Financial Strategy. In the key areas of recurrent expenditure restraint,
borrowings and debt restraint and addressing the backlog in the State's social and economic
infrastructure, the implementation of the strategy is on track.

Ccommonwealth Funding

Commonwealth funding in 1989-90 was again cut substantially in real terms, continuing
a longer term trend.

Table 1.1: Commonwealth Payments and Loan Allocations to New South Wales

1988-89 1989-90 Real Year Real

Change of Change

Peak from

Real Peak

Level Level

$m $m $m % $m

Financial Assistance Grants 3,665 3666 (-)274 (-)7.0 1986-87 (-)482

General Capital Payments (1) 173 173 (=13 (-)7.0 1975-76 (-)1,173
Recurrent Specific Purpose

Payments (2) 1,629 1818 +66 +38 198485 (-)165

Capital Specific Purpose

Payments 765 910 +8 +1.0 1983-84 (-)304

Total Payments (3) 6,247 6470 (-)246  (-)3.7 1984-85 (-)1,304

Global Borrowing Limit (4) 1450 1,144 (-)415 (-)26.6 1982-83 (-)2,042

(1) In order to ensure conformity between the years, 1989-90 general purpose capital payments include
the housing nomination which was transferred to the Commonwealth-State Housing Agreement in
1989-90.

(2) Excludes “letter box" payments (i.e. those for higher education, local government Financial Assistance
Grants and non-Government schools, for which New South Wales acts only as paying agent for the
Commonwealth).

(3) Includes special revenue assistance; excludes “letter box" payments.

(4) Actual borrowings in 1988-89 and estimated borrowings in 1989-90 are $1,038 million and $835million,
respectively.

In 1989-90 Commonwealth payments in total will be some $246 million less in real terms
relative to 1988-89. This continues a longer term trend of real reductions which were initially
concentrated in General Capital Payments, but had extended to all Commonwealth payments
by the mid-1980’s. Comparing Commonwealth payments to their past peak level (expressed in
real terms), there has been a real decline of $1,304 million per annum.
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Similarly, the Loan Council global borrowing limit will be $415 million less in real terms in
1989-90 compared to 1988-89 or $2,042 million less (in real terms) relative to its peak real level,
which was in 1982-83.

Commonwealth funding (recurrent and capital but excluding the global borrowing
limit), now accounts for 40.2 per cent of total Consolidated Fund revenue compared with 47.3
per cent five years earlier. This trend reflects the deliberate strategy of the Commonwealth to
achieve a significant part of its overall restraint in Commonwealth outlays through reductionsin
payments to the States. Over the five year period to 1989-90, Commonwealth own purpose
outlays have increased 40.5 per cent while payments to the States increased by only 24.5 per
cent.

The major feature of the Commonwealth's 1989-90 cutbacks was a virtually zero
increase in dollar terms in the Financial Assistance Grant to be paid to New South Wales. This
was the product of two factors, firstly a cut in the level of Financial Assistance Grants available
to the States in total and, secondly, a reduction in New South Wales' share of the total.

Following a long history of linking Commonwealth payments either to the level of
Commonwealth taxation receipts or inflation and growth factors, Commonwealth Financial
Assistance Grants are now determined on an annual basis with no forward indication or
commitment to the States. The 1989-90 Financial Assistance Grant for the six States and the
Northern Territory was determined on the basis of a reduction on the estimate included in the
Commonwealth forward estimates which resulted in the grant for the six States and the
Northern Territory increasing by only 3.0 per cent.

The New South Wales share of the Financial Assistance Grant was reduced from 29.5
per cent in 1988-89 to 28.6 per cent in 1989-90. The reduction was the result of the updating of
Commonwealth Grants Commission relativity factors for the latest revenue and expenditure
data. The major cause of the reduction in the New South Wales share was that the
Commonwealth Grants Commission’s calculations took account, for the first time, of the
buoyant 1987-88 revenue growth.

Details of Commonwealth funding are provided in Budget Paper No. 4.

Economic and Revenue Outlook

The Budget and Capital Program were framed within the context of an assumed
downturn in economic activity, particularly in the interest sensitive areas of dwellings and
business investment.

Despite the projected slowdown in economic activity, inflation, interest rates and the
deficit on the balance of payments are projected to remain high. The major uncertainty in the
economic outlook is wages growth. Whereas the Budget for the previous two years, 1987-88
and 1988-89, benefited from a decline in real wages, this factor will not assist the 1983-90
Budget and indeed, the risk is of a real increase in award wage costs. A wage tax trade-off has
been negotiated by the Commonwealth Government with the ACTU and the August 1989
National Wage Case links award increases to the Structural Efficiency Principle. Nevertheless,
there is the risk of an acceleration in wages growth. State Budgets are particularly exposed to
wage increases as broadly two thirds of expenditure is on employee-related payments.
Accordingly, caution is required in framing a Budget in such a context.

Another major linkage between the economic outlook and the Budget is the impact of a
subdued property market on revenue, particularly contracts and conveyancing duty and asset
sales. In 1989-90, contracts and conveyancing revenue is projected to decline by over $500
million in real terms relative to 1988-89. While there are partial offsets from other State revenue
such as payroll tax, the overall position is (excluding the 3 cent/litre fuel levy devoted to roads)
a projected increase of only 6.0 per cent in own source State revenue, a real decline of nearly
$100 million over the previous year.
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Finally, continuing high interest rates will impact directly on debt servicing costs.
Despite the substantial reductions in the level of borrowings in 1989-90 and the overall
containment of debt, debt costs are projected to increase in real terms in 1989-90.

Further details of the economic outlook are provided in Chapter 2, while the revenue
position is set out in more detail in Chapter 4 (recurrent budget) and Chapter 5 (capital

pudget).

community Demands and Government Commitments

Budget payments for health, education and law, order and public safety in aggregate
account for 66 per cent of Consolidated Fund recurrent expenditure. Government
commitments in these areas, combined with the impact of high interest rates on debt cost,
mean that expenditure restraint has to fall primarily on the remaining 34 per cent of Budget

expenditures.

Health is the Government's highest priority area. In 1988-89, public hospitals
experienced a 7 per cent increase in admissions and further increases in demand will occur in
1989-90. Compounding the pressure on the health area are major cost increases in 1988-89
which will have flow through impacts in 1989-90.

Education is in the process of consolidation as the major resource reallocation
initiatives of 1988-89, modified somewnhat for decisions of the Industrial Commission, are
implemented. In the area of schools education, the Government has endorsed in principle the
objective of maintenance in real terms of resources for teaching as proposed in the Scott

report.

Law and order, encompassing police, courts, corrective services and associated
activities, is a complex, interrelated function in which demands in one area flow through to and
impact on other areas. The Government's major commitment is to increase policing and
reduce Court backlogs. The Budget has been framed to address these commitments.

Finally, in the transport area, the Budget and Capital Program are significantly affected
by a range of factors. One factor is the accelerated road construction program, funded by a
three cent per litre fuel levy. Another is the restructure of the transport authorities, which
involves the funding of large redundancy payments, with resultant ongoing savings in the
operating subsidies.



1.2 BUDGET AND CAPITAL PROGRAM STRATEGY
Medium Term Budget Strategy

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

The Government’s Strategy consists of four elements -

1. Containment of Growth in Recurrent Payments

Consolidated Fund recurrent payments are to grow at no greater than inflation, with
additional funding for priority areas such as health and law, order and public safety to be
achieved by a combination of productivity savings and reallocation of priorities within
portfolios.

A real decline in 1989-90 recurrent expenditure will be achieved and the forward
estimates for 1990-91 and 1991-92 project a continuing real decline.

2. Debt Containment Program

The debt containment program is directed not at eliminating debt, but at reducing the
State's exposure to a more prudent level. The specific elements of the program are as follows -

* Elimination of Borrowings fo Fund the Budget

The Budget is now presented with financing transactions shown “below the line" rather
than the past practice of including loan funds as a receipt, “above the line". In 1988-89, a large
surplus was achieved and this will be used to finance a projected deficit in 1989-90 without
resort to borrowings. Beyond 1989-90, the projected Budget position indicates that the
objective of not borrowing to fund the Budget will be achieved.

* Elimination of Borrowings to Fund Inner Budget Sector Capital Expenditure

Traditionally a number of areas of the inner Budget sector have utilised off budget
borrowings to assist in financing capital expenditure. The major areas are the Roads and Traffic
Authority, Health Administration Corporation and the non commercial activities of the State
Rail Authority.

In 1989-90, all fuel taxes will be dedicated to roads to achieve a substantial boost in the
road construction program, thus alleviating the need for recourse to additional borrowings.
Beyond 1989-90, every effort will be made to eliminate borrowings for these activities within the
Medium Term Financial Strategy timetable.

 Capital Appraisal and Rate of Return Requirements

In addition to the measures outlined above, there are a number of general measures
directed at achieving restraint in borrowings by influencing decision making processes. All
new capital projects are now required to be evaluated in terms of costs and benefits. In
addition, for outer Budget sector authorities, rate of return performance targets are being
developed that will provide a discipline on the level of borrowings at the organisation level.
Similarly, the corporatisation process, with its establishment of commercially based debt to
equity ratios, will reinforce this process.
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Overall, the medium term target is to reduce gross debt as a proportion of Gross State
Product from 25.6 per cent at June 1988 to 20 per cent at June 1993. As at June 1989 the
proportion has been reduced to 22.6 per cent. This reduction has been achieved well ahead of

target.

Details of borrowings, debt and debt servicing cuts are provided in Chapter 9.

3, Taxation Reform

Substantial reforms in taxation are planned to be implemented by 1991-92, with the
exact mix of tax cuts and restructuring to be developed in the light of consideration of the Tax
Task Force Report. Itis planned to eliminate the level of excess taxation currently experienced
by New South Wales residents relative to those of other States. Chapter 8 includes a
comprehensive response by the Government to the Tax Task Force Report and an indication of
the general approach to future reform.

In 1988-89, and also in the current Budget, there have been a number of increases in
taxes, the most significant of which are temporary. These increases reflect a trade-off in the
short term between one or more of the Medium Term Financial Strategies. The fuel levy and the
environmental levy were both introduced as a means of funding high priority areas by broad
application of user pays principles, without recourse to borrowings. The levies have sunset
provisions and the funds raised will be applied to specific purposes. In these cases, the
trade-off involves an emphasis on containment of debt and addressing the priority areas of
roads and environment protection at the cost of increased taxation burden.

The increase in the tobacco franchise fee was undertaken both to provide an increased
price incentive to further discourage smoking and to assist in providing real growth funding for
health, an area responsible for the treatment of tobacco induced health disorders. In this case,
the trade-off was to place greater emphasis on health funding at the expense of increased
taxation.

4. Provision for Funding of Accruing Liabilities

The State does not adequately fund liabilities such as public sector superannuation,
long service leave and insurable risks.

The first step in addressing this issue is to properly account for the liability. Accrual
accounting is to be phased in for the inner Budget sector.

In regard to funding, priority is to be first accorded to addressing the level of debt. Once
that has been contained to an appropriate level, a start will be made on addressing the
unfunded non debt liabilities.

1989-90 Budget and Capital Program Strategy

The 1989-90 Strategy is consistent with the Medium Term Strategy but, in view of the
difficult revenue outlook, revenue initiatives directed at reducing the taxation burden have had
to be deferred.

The 1989-90 Budget and Capital Program Strategy involves the following -

« a real decline in Consolidated Fund recurrent expenditure both in 1989-90 and over
the forward years, 1990-91 and 1991-92. In 1989-90 recurrent expenditure is projected
to decline 0.5 per cent in real terms and over the period 1988-89 to 1991-92 the real
decline is projected at 1.7 per cent on present policies.
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within the context of overall recurrent expenditure restraint, priority is being given to
health and law and order. Real growth in funding has been achieved in these areas. In
addition, both teaching and welfare have been given preferential treatment in terms
of portfolio and productivity savings. Education expenditure is projected to increase
in real terms in 1989-90 and be maintained in real terms over the forward estimate
period. The welfare area is subject to only partial application of productivity savings
and any portfolio savings are available for reallocation to other priority areas within
welfare.

productivity savings of broadly four per cent of recurrent operating expenditure have
been applied, other than in designated priority areas, in order to achieve the overall
zero growth in expenditure target and free up resources for allocation to higher
priority areas.

microeconomic reform, both in the State public sector and in the economy generally,
is being assisted with funding provided for major redundancies in the transport area
and for payments to facilitate deregulation of the egg industry.

increased flexibility has been provided to Ministers to manage within their budgetary
allocations, while tightening control on their overall spending.

all fuel taxes have been dedicated, effective from 1 July 1989, to the roads program.

debt and debt servicing costs have been restrained by elimination of borrowings
within the Consolidated Fund and by minimising recourse to borrowings for the
overall Capital Program.

major progress will be made in addressing, in a cost effective way, the backlog in
essential economic and social infrastructure by means of a record $5.1 billion Capital
Program, with borrowings constrained to a record low level of 16 per cent of the
Program.

a commencement is to be made on the Government's commitment to a phased
approach to the introduction of accrual accounting and funding in the inner Budget
sector.



1.3 BUDGET AND CAPITAL PROGRAM OVERVIEW

Budget Position

The Consolidated Fund Budget position for 1989-90 and a comparison with 1988-89 is
set out in Table 1.2.

Table 1.2: Summary of Budget Position

- Consolidated Fund (a)
1988-89 1989-90 % Change
(Actual) (Budget) %
$m $m

RECURRENT
Revenue
State Taxation 7,042 7,551 +72
Other State Revenue 1,543 1,750 +13.4
Commonwealth Grants 5,296 5,412 +2.2
Total Revenue 13,881 14,713 +6.0
Payments
Departmental 10,625 11,253 +6.9
payments to Authorities 1,235 1,215 (-)1.6
Debt Servicing Costs 855 1,028 +20.2
Total Payments 12,615 13,495 +7.0
Recurrent Result 1,266 1,217 (-)3.9
CAPITAL
Revenue
State Capital Revenue 256 243 (-)5.1
Commonwealth grants 831 997 +20.0
Total Capital Revenue 1,087 1,240 + 141
Payments
Total Capital Payments 1,901 2,576 + 355
Capital Result (814) (1,336) + 64.1
TOTAL BUDGET RESULT
Revenue 14,968 15,953 +6.6
less Expenditure 14,516 16,072 +10.7
less adjustment (b) 24 —
equals Budget Result 428 (119) n.a.
FINANCING
Borrowings 86 —
less loan repayments 94 165
plus transfer from Revenue Equalisation

Account — 284
less transfer to Revenue Equalisation Account 420 —

(428) 119

(a) For consistency, 1988-89 data (except for the Budget result) have been adjusted to reflect
changes from 1 July 1989 in the range of organisations/activities operating on the
Consolidated Fund.

(b) Net effect on 1988-89 Budget result of adjusting for organisations taken off-Budget from
1989-90.
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Recurrent expenditure is projected to increase by 7.0 per cent, a real decline of 0.5 per
cent relative to the Consumer Price Index. Expressed as a proportion of Gross State Product,
recurrent expenditure is projected to decline from 10.9 per cent in 1988-89 to 10.5 per cent in
1989-90.

The overall Budget result is projected as a deficit of $119 million, consisting of a
recurrent surplus of $1,217 million and a capital deficit of $1,336 million.

Despite the projected deficit, there will be no recourse to borrowings in the Budget, the
deficit being funded by the use of part of the 1988-89 surplus via the Revenue Equalisation
Account.

A particular feature of the 1989-90 Budget is the very large increase in Consolidated
Fund capital expenditure, which is projected to grow by $675 million or 35.5 per cent over
1988-89. This has produced an 11.1 per cent increase in overall Consolidated Fund
expenditure. The major factors contributing to the increase in Consolidated Fund capital
expenditure are increased road funding, transport redundancies and egg industry payments.

Commencing in 1989-90, a three cent per litre fuel tax levy has been applied and
dedicated to accelerate the road construction program. The levy is for a three year period. In
addition, all petroleum licence fee revenue is now applied to the roads program. This has
meant that in 1989-90, Budget funding for roads has increased by $344 million relative to
1988-89.

Transport redundancy payments of $250 million are provided in the Budget. These
have been classified as a capital payment as they are directed at achieving a reduction in
operating expenditure. Similarly, the payment for egg industry deregulation is classified as a
capital payment as it involves the repurchase of property rights.

When adjustment is made for the above special factors, growth in Consolidated Fund
capital payments is reduced to 7.4 per cent and overall Budget expenditure growth to 7.0 per
cent. These factors have a “once-up” impact on expenditure growth in 1989-90. In addition,
each of the measures is of a set duration which means that over the next three to five years
there will be an offsetting decline in Budget expenditure as these arrangements terminate.

Productivity and Portfolio Savings

The 1989-90 Budget incorporates a comprehensive program of expenditure reductions
directed at both achieving the recurrent expenditure restraint target and freeing up resources
for reallocation to high priority areas.

The major savings initiatives are -

« a productivity savings target involving a 2.5 per cent reduction in employee related
payments and a freeze on maintenance and working expenses, subject to partial or
full exemption for certain priority areas;

+ a freeze on a wide range of grants and subsidies;
+ a major restructure of the transport authorities; and
o targetted portfolio savings in a large number of individual programs.

Productivity savings involve the provision of the same level of service at a lower cost by
increased efficiency in the delivery of the services and reduced overheads. Strategies to
achieve these savings are developed by Departments in the context of the Corporate Planning
process. The Office of Public Management is available to assist Departments in developing
strategies to achieve the target and will be developing a range of initiatives to assist generally
in this objective. These savings are distinct from any reforms to be achieved as part of the
Structural Efficiency Principle.
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Productivity savings are equivalent to broadly 4 per cent of Departmental operating
expenditure where the savings targets are fully applied. However, there are a number of areas
where no or reduced productivity savings were required. The Health and Education areas,
other than in respect of Head Office administration costs, are exempt from productivity saving
requirements in 1989-90. Both areas have instituted their own internal productivity savings

rogram which are targetted to freeing up resources for reallocation within the portfolio to
higher priority areas. Productivity savings in the welfare area have been kept to a 1.5 per cent
reduction in operating expenditure.

Portfolio savings, in contrast to productivity savings, involve reduction or elimination of
services. Ministers were required to nominate portfolio saving options amounting to 3 per cent
of recurrent expenditure. These were carefully reviewed by the Ministerial Expenditure Review
Committee and a large number of specific savings effected across a wide range of portfolios.
However, once again, teaching, health, police and welfare were exempt from these savings. In
the case of welfare, a number of initiatives have been undertaken which involve reductions in
resources in certain areas and their reallocation to high priority areas, such as the Home and
Community Care, and Supported Accommodation Assistance Programs.

In aggregate, savings amount to $284 million in 1989-90. This consists of $65 million in
productivity savings, a $145 million real reduction in operating subsidies for the State Rail
Authority and the State Transit Authority and $74 million in portfolio and other savings.

In addition, the reform of the Government cleaning service, while not providing
significant savings in 1989-90, will produce savings of $70 million per annum in a full year.

When the savings achieved in 1989-90 are combined with the full year productivity
savings achieved in 1988-89 of $110 million, the total is $394 million per annum.

Microeconomic Reforms

A feature of the 1989-90 Budget is the funding support provided to the Government's
microeconomic reforms. An extensive review of these reforms, together with public sector
financial and management reforms, is provided in Chapter 8 of this Budget Paper.

The Budget facilitates a number of microeconomic reforms -

» restructure of the transport authorities, particularly the State Rail Authority, by means
of major reductions in staff levels in order to eliminate operating inefficiencies. While
substantial emphasis is being placed on natural attrition to achieve these reductions,
nevertheless there is the need for targetted redundancies. A provision of $250 million
has been made for redundancy payments in the transport sector. The payback for
these payments is in terms of reduced operating expenditure, which should more
than pay for the up-front costs in about 18 months to two years.

the deregulation of the egg industry, which involves $61 million in payments to the
holders of egg quota licences. While the quota holders are being paid up-front by the
Egg Corporation, the actual payment from the Budget will be spread over a three year
period.

conversion of $95 million in borrowings to equity for the Grain Handling Authority in
order to place the Authority on a solvent commercial basis prior to corporatisation and
possible eventual privatisation.

Forward Estimates

Consolidated Fund forward estimates have been prepared for the period 1989-90 to
1991-92. Details of these are provided in a separate publication, “Forward Estimates of the
Consolidated Fund Recurrent Expenditures of the New South Wales Government - 1989-90 to
1991-92", released in August 1989.
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Minor revisions have been made to the August Forward Estimates. These are
incorporated in Table 1.3.

Table 1.3: Recurrent Expenditure Estimates, 1989-90 to 1991-92

1988-89 1989-90 1990-91 1991-92
Actual Budget Estimate Estimate
Recurrent expenditure $m 12615 13,495 14,142 14,848
Growth in recurrent expenditure % 77 7.0 48 5.0
Real growth in recurrent
expenditure % 03 (-)0.5 (=)1.2 —
Recurrent expenditure as proportion
of GSP % 10.9 10.5 10.0 9.6

The forward estimates project a real decline in recurrent expenditure over the forward
estimate period, such that by 1991-92 recurrent expenditure is projected to have declined by
1.7 per cent in real terms relative to 1988-89.

Total Payments

The Consolidated Fund Budget reflects transactions that pass through the
Consolidated Fund. However, there are other payments financed by the use of Special
Deposits Accounts, reserves and capital proceeds of outer budget sector authorities that are
not reflected in the-Consolidated Fund. The total payments position for 1988-89 and 1989-90,
which takes account of funds from all sources, is set out in Table 1.4. Further details are
provided in the “Blue Tables" in Chapter 3.3.

Table 1.4: Consolidated Fund and Total Payments

Consolidated Fund Total Payments
1988-89 1989-90 % Change 1988-89 1989-90 % Change
$m $m $m $m
Recurrent payments 12,615 13,495 + 70 13,547 14,541 + 73
Capital payments 1,901 2,576 +35.5 4,340 5,161 +18.9
Total 14,516 16,071 + 10.7 17,887 19,702 + 10.1

Total recurrent payments reflect, in addition to Consolidated Fund expenditure, the
drawdown of reserves and the use of user charges. Consideration is being given to moving toa
full national accounts presentation of the Budget in future years, which would offset user
charges against relevant expenditure.

Total recurrent payments are projected to increase by 7.3 per cent in 1989-90.

Capital Program, Borrowings and Debt

_The Capital Program is the aggregation of Consolidated Fund capital expenditure and
capital expenditure of outer budget sector authorities.

. The 1989-90 Capital Program totals $5,161 million, a record in money terms and an
InCrease of 18.9 per cent or $821 million over 1988-89 expenditure.
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The maijor factors responsible for the large increase in capital expenditure are -

« an increase of roundly $250 million in roads expenditure reflecting the full
hypothecation of petroleum franchise fees and the imposition of a three cents per litre
fuel levy. (Borrowings for road funding in 1988-89 were $74 million. In 1989-90, the
opportunity has been taken to eliminate borrowings for the roads program. While this
reduces the program level by this amount, it avoids debt servicing costs displacing
future road funds.)

advances for staff redundancies totalling $250 million.

payments of $61 million for purchase of hen quotas.

increased funding of $114 million for the Housing and Community Services
component of the Capital Program, comprising housing and homesite development
and water and sewerage and environmental protection works.

Despite the record Capital Program, borrowings are projected to account for only 16
per cent of Capital Program funding as can be seen from Tables 1.5 and 1.6.

Table 1.5: Borrowings for Capital Funding

1988-89 1989-90 %
Change
$m $m
Inner Budget Sector -
Commonwealth loans 86.3 e (-)100.0
Global borrowings 497.7 476.2 (-) 07
566.1 476.2 (-) 15.9
Outer Budget Sector -
Global borrowings 4723 358.7 (-) 24.1
Total -~
Commonwealth loans 86.3 — (-)100.0
Global borrowings 952.0 834.9 (-) 123
Total 1,038.4 834.9 (-) 19.6

Details of the Capital Program are provided in Chapter 5.

A key part of the Government's Medium Term Financial Strategy is the containment of
debt. The total elimination of debt is not an economically responsible strategy. Borrowings are
clearly justified where a capital project generates a positive return. In many cases, a
combination of internal funding and borrowings is an appropriate method of financing.

Thus, the objective is not to eliminate borrowings and debt. Rather, the objective is to
reduce State debt relative to the size of the State economy, as measured by Gross State
Product and to eliminate borrowings for non revenue generating capital works.
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Major progress has been achieved in implementing this strategy as summarised in
Table 1.6.

Table 1.6: Debt and Borrowings
1985-86 1986-87 1987-88 1988-89 1989-90

Actual Actual Actual Actual Forecast
DEBT
Gross State Debt
as at June $m 22,296 24,422 25,508 26,249 27,100
Percent of Gross State
Product % 271 26.7 25.6 226 21.2
BORROWINGS
Global Limit $m 2,060 1,845 1,540 1,450 1,142
Borrowings $m 2,258 2,103 1,832 1,240 (1) 835
Percent of Capital
Program % 51.8 457 42.0 28.6 16.2

(1) Gross borrowings shown for 1988-89 include borrowings drawn down, but not utilised in
that year.

The global borrowing limit in 1989-90 is 21.3 per cent less than in 1988-89 and 25.9 per
cent less than for 1987-88. Borrowings to fund the Capital Program are 54.4 per cent lower than
in 1987-88.

Gross Debt, as a percentage of Gross State Product, has declined to 22.6 per cent at
June 1989 from 25.6 per cent at June 1988 and is projected to further decline to 21.2 per cent
by June 1990.

In 1989-90 special dividends of $75 million received from the Sydney Cove
Redevelopment Authority will be fully applied to reducing Darling Harbour debt. Should the
budget outcome prove better than projected consideration will be given to further debt
retirement.
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1.4 BUDGET INITIATIVES

As indicated in Section 1.2, the Budget for 1989-90 has been framed both on the basis
of addressing the Government’s medium-term financial strategy and in the light of the severe
downturn in the real level of revenues to be received.

In line with the new budgeting and forward estimates procedures, there is greater
flexibility afforded to Ministers and their organisations to re-allocate available funds to achieve
their overall objectives.

As a consequence both of the difficult funding position and the flexibility available to
Ministers, enhancements sought by Ministers (i.e. new services or increased levels of existing
services) are expected to be funded in the main by both productivity savings above the target
level set in the Budget and by the reallocation of resource from lower priority areas.

Such re-ordering of priorities within a portfolio may range from minor shifts in emphasis
to more substantial changes in the direction or missions of departments.

In addition to initiatives funded within portfolios, the 1989-90 Budget provides
additional funding for a number of specific measures to reflect the priorities of Government.
Table 1.7 lists these as well as revenue measures and Consolidated Fund capital initiatives. A
more detailed discussion of recurrent and capital expenditure initiatives appears in Sections
4.4 and 5.3 of this Budget Paper.
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Table 1.7: Major Budget Initiatives, 1989-90

Impact on Consolitated Fund |
1989-90 Full Year /'

RECURRENT EXPENDITURE $m $m
Premier
Increase in funding level of Independent Commission

Against Corruption +11.0 +6.3
Minister for the Arts
Increased funding for public libraries (to be phased in over

3 years) +1.0 + 3.1
Attorney General
Funding for measures to reduce court delays +5.0 +5.0
Minister for the Environment
Budget support for “public good" component of the Zoo +36 +35
Minister for Health
Net real funding increase +60.0 +60.0
Minister for Minerals and Energy
Revised coal compensation assessment — +50.0
Minister for Planning
Revised sharing of debt costs with local government for

Sydney Region Development Fund +23 +23
Minister for Police and Emergency Services
Increase strength of Police Force by 400 +74 +14.8
Minister for State Development
Economic Development Strategy — +17.0
RECURRENT REVENUE
Treasurer
Increase in rate of duty (from 30 to 35 per cent) for tobacco

franchise licences +29.8 +32.5
Increase from $1 million to $2 million in the threshold

transaction level above which FID is payable at a flat rate

(effective 1 December 1989) +8.0 +16.0
Exemption from land tax for metropolitan boarding houses (=1.0 (-)2.0
Chief Secretary
Restructure of licence fees for “approved amusement devices" (-)7.1 +29.0
Introduction of “Keno” and licensing thereof +25.0 +100.0
Minister for Education
Increase in TAFE administrative charge — 6.0
Minister for Transport
Imposition of 3-year, 3 cents/litre additional duty for

petroleum licence fees +184.0 +200.0
CAPITAL EXPENDITURE
Egg Industry Deregulation
Payments to holders of hen quotas (funding over 3 years

from Consolidated Fund) +14.2 n.a.
Redundancies
Provision of funding for redundancies in transport area to

achieve on-going recurrent savings +230.0 n.a.
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1.5 SUMMARY OF PAST CONSOLIDATED FUND
BUDGET RESULTS

The 1989-90 result is forecast to be a deficit of $119 million, comprising a recurrent
surplus of $1 ,217 million and a capital deficit of $1,336 million.

Table 1.8 shows prior years' budget results since 1984-85. Actual data for the years
concerned have been adjusted to place them on a consistent basis with the 1989-90

presentation. Specifically -

« payments and receipts for entities that have been removed from the budget in
1088-89 and 1989-90 have been similarly excluded for the earlier years;

« borrowings and loan repayments have been treated as "below the line" financing;

« coverage of payments and receipts have been treated on a consistent basis over the
full period.
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Table 1.8: Consolidated Fund, 1984-85 to 1989-90 (a)

1984-85 | 1985-86 | 1986-87 | 1987-88 | 1988-89 | 1989-90
$m $m $m $m $m $m
RECURRENT
Revenue '
State Taxation 3917 | 4418 | 5010 | 6,025 | 7,042 | 7,551
Other State Revenue 1,031 1,101 | 1,156 | 1,331 1,543 | 1,750
Commonwealth Grants 3875 | 4426 | 4,845 | 5174 | 529 | 5412
Total Recurrent Revenue 8,824 | 9,945 [ 11,011 | 12,530 | 13,881 | 14,713
Payments
Departmental 7,356 | 8201 | 8,997 | 9,826 | 10,525 | 11,253
Payments to Authorities 769 802 960 999 | 1,235 ( 1,215
Debt Servicing Costs 523 656 750 893 855 | 1,028
Total Recurrent Payments 8,648 | 9,659 {10,707 | 11,718 | 12,615 | 13,495
Recurrent Result 175 286 303 813 | 1,266 | 1,217
CAPITAL
Revenue
State Capital Revenue 26 33 29 36 256 243
Commonwealth Grants 882 908 928 846 831 997
Total Capital Revenue 908 91 957 882 [ 1,087 | 1,240
Payments
Total Capital Payments 1345 | 1536 | 1818 | 1,899 | 1901 | 2,576
Capital Result (437) | (595) | (861) |(1,017) | (814) |(1,336)
TOTAL BUDGET
RESULT
Revenue 9,732 110,886 | 11,968 | 13,412 | 14,968 | 15,953
less Expenditure 9,993 | 11,195 [ 12,525 | 13,617 | 14,516 | 16,072
plus Adjustment (b) 4| (-)32 | ()75 | ()74 | (-) 24 —
equals BUDGET RESULT (257) | (341) | (482) | (130) 428 | (119)
FINANCING
Decrease in Consolidated Fund
Balance — — (=) 1 |(-) 245 — —
plus Transfer from Revenue
Equalisation Account — —_ — — — 284
less Transfer to Revenue
Equalisation Account — — — 56 420 —
plus Borrowings 337 325 550 502 86 —_
less Loan Repayments 80 84 67 71 94 165
257 341 482 130 | (428) 119

(a) Revenue and payments have been adjusted to be on a consistent basis over the period.

(b) Netimpact on earlier years' data of organisations/activities subsequently taken off-Budget.
While the individual components of this table reflect these impacts, the Budget results have
not been altered.




19

CHAPTER 2: THE ECONOMY

Overview
1988-89 in Review
Economic Prospects
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2.1 OVERVIEW

The year 1989-90 will be a time of economic consolidation following 1988-89's surge in
emp|oymen‘t, investment and domestic demand.

1988-89 in Review

Strong world growth and trade expansion again provided large terms of trade benefits
to Australia in 1988-89. Australia’s growth was strengthened by easier money at the start of the
year, reduced corporate taxes, and continued negative growth in real wages. National output
increased a strong 3.3 per cent, with particularly rapid growth in investment (both in building
and in plant and equipment). Employment increased a very strong 4.1 per cent.

The surge in domestic demand raised the rate of inflation to 7.4 per cent and spilled
over into imports, which were further stimulated by a rising exchange rate during the first half of
the year. With higher imports and weaker export growth, the current account deficit widened
from $11.8 billion to $17.4 billion. The Federal Government's response was progressively
tighter monetary policy (sharply raising home mortgage costs), and further cuts in public
finance, particularly grants and borrowing authority for state and local governments.

Developments in the national economy generally were reflected in the New South
Wales economy, and aggregate output growth was similar. Performance was strongest in
building, finance and business services. Since growth was weakest in manufacturing and retail
sales, which are more important in New South Wales than nationally, the State's employment
grew more slowly than the national average. The State's property boom was the main factor
responsible for the higher rate of inflation in New South Wales.

Outlook for 1989-90

The external economic environment is expected to remain favourable, with a 7 per cent
increase in world trade and firm commodity prices. With a slowdown in domestic demand
brought on by continued high interest rates and fiscal restraint, exports will contribute a larger
portion of growth. But aggregate output is likely to slow to around 2% per cent, and
employment growth will drop to around 2% per cent. With wage increases averaging 7 per
cent, the inflation rate will remain about 7" per cent. While the merchandise trade balance will
improve, Australia’s overall balance of payments deficit may widen to around $19% billion due
toincreased interest charges on accumulated foreign debt. Interest rates will be held at current
levels until the end of 1989 and then will be brought back down as economic growth slows.

New South Wales output is likely to expand at the same rate as Australia, but
employment growth will remain marginally below the national average. On the other hand,
inflation should come back in line with national performance. The slowdown in construction will
be steeper in New South Wales.
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2.2 1988-89 IN REVIEW

The International Economy

A strong world economy provided a favourable external environment for Australia in
1988-89 - high growth, rapidly expanding international trade, and buoyant commodity markets
characterised the year.

Economic growth in 1988 and early 1989 continued at a strong but moderating pace in
the Organisation for Economic Cooperation and Development (OECD) area and the Newly
Industrialising Asian Economies (NIEs), as the world entered a seventh year of uninterrupted
expansion begun in 1983. OECD output rose by over 4 per cent in 1988, and industrial
production continued to expand at 6 per cent in the half-year to June 1989. Employment grew
rapidly (particularly in North America and Australia), while unemployment was further reduced
in most OECD countries to the lowest average levels since 1981. Growth was driven by strong
private non-residential investment, and by exports to non-OECD areas.

Figure 2.1
ECONOMIC GROWTH IN AUSTRALIA AND OECD

Annual Percentage Change
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1986 1987 1988 1989(f) 1990(f)
Calendar Years

Bl oecD Total EZ Australia

Note: (f) forecast
Source: OECD Economic Outlook

Inflationary pressures increased as the expansion began to push against workforce and
capital stock constraints, although strong productivity gains (except in the U.S. and Australia)
allowed real output to continue to rise. Capacity utilisation ratios in 1988 returned to the peak
levels of the 1970s in many countries. This contributed to a 30 per cent rise in non-oil .
commodity prices in the 18 months to December 1988 (but much less since then), followed by
an Organisation of Petroleum Exporting Countries (OPEC) quota agreement and recovery in oil
prices in early 1989.

Wage growth accelerated in the United States and the United Kingdom, but not yet in
most other OECD countries. Because the non-OECD Newly Industrialising Economies (such as -
Hong Kong, Singapore, Taiwan and Korea) also faced capacity constraints, international
competition had a less restraining effect on prices. ‘
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The 1988-89 inflationary surge was the first real test of monetary policy effectiveness in
a deregulated financial system, and intervention by OECD governments therefore tended to
pe cautious and incremental, possibly delaying the adjustment. In the United States, the
Federal Funds rate increased 3 per cent between March 1988 and March 1989; and Japan's
central bank raised its discount rate by % per cent in May. Fiscal policy was also more
restrictive, and budget deficits were reduced throughout the OECD, but most of the reduction
in budget deficits was due to cyclical factors.

The General Agreement on Trade and Tariffs (GATT) estimates that world trade
increased by 8.3 per cent in 1988, faster than any year since the early 1970s. With faster
demand growth in the developing countries (due to higher prices for their commodities as well
as strong domestic growth), the overall OECD trade balance improved. The imbalances
petween the three largest economies increased, however, due to continued weakness in
United States fiscal performance and renewed inflation, in contrast with Japan's very efficient
adjustment to the higher value of the Yen, and Germany's success in using monetary policy to

re-empt inflationary pressures. Germany was particularly well positioned to benefit from the
worldwide surge in capital equipment orders in the last 18 months.

The gradual deceleration in OECD growth contributed to a flattening of Australia’s
terms of trade in 1989. For the year as whole, the Reserve Bank of Australia (RBA) commaodity
index was up 12.1 per cent from 1987-88 in United States dollar terms. The principal
commodity markets of interest in Australia reached peaks around the middle of 1988-89 in
United States dollar terms, but continued to improve marginally in Australian dollar terms until
May 1989 as the Australian Dollar moved downward in compensation.

Australia benefitted in 1988-89 from poor grain harvests in the Northern Hemisphere,
which produced average 35 per cent increases in world wheat and corn prices. Despite a
recovery in wool production in other countries, world wool prices remained almost constant,
losing only 2 per cent from the record levels of 1987-88. Strong improvements also were
recorded for average prices of steaming coal (up 13 per cent), base metals such as copper (up
32 per cent), and aluminium (up 6 per cent). These improvements offset declines for cotton,
gold and iron ore.

There was substantial progress in 1988-89 in the current multilateral trade liberalisation
talks known as the Uruguay Round. These talks aim to make further deep cuts in tariffs and
non-tariff barriers to trade, including (for the first time) trade in services and intellectual
property. Of major importance to Australia, agriculture and natural resources figure
prominently in these talks. A preliminary agreement has already been reached to freeze
existing United States and European Economic Community (EEC) agricultural subsidies and
start cutting them back from 1990. Progress has been slower in other highly-protected
resource sectors, however, such as coal.

Other pressures during 1988-89 tended toward a more restrictive trading system. While
trading opportunities in Eastern Europe increased, political events in China delayed
development of that country’s markets. There was a movement towards the establishment of
trading blocs, including the EEC Single Market from 1992, the United States-Canada free trade
area, and possible trade preference schemes for the Pacific region. While Japan liberalised
beef imports, access to most Japanese markets remained difficult. United States balance of
payments problems and trade friction with Japan led to passage of a more restrictive 1988
Foreign Trade Act, while the United States Export Enhancement Program (aimed to counter
EEC agricultural subsidies) added to distortions in international agricultural trade, particularly
for Australia.

) Although many banks had to further increase their provisions against Third World debt
risk, there were no major defaults in 1988-89 threatening the structure of international
payments.
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The Australian Economy

OVERVIEW

Australia experienced strong economic growth during 1988-89, although it was
accompanied by increased cost of living and balance of payments pressures.

On the positive side, Australia turned in a remarkable performance on employment by
creating over 350,000 new jobs during the year as a whole and reducing unemployment to an
average 6.6 per cent. Investment boomed ahead at more than double the previous year's rate
(particularly in construction, but also in plant and equipment). Australia benefitted from a
windfall 15.6 per cent improvement in its terms of trade. Despite high employment, workers
accepted a fourth year of declining real wages. Progress was made in several areas of
microeconomic reform, including domestic wheat market deregulation, lower external tariffs,
and more uniform financial sector regulation. Finally, a strong economy plus tight control over
expenditures produced a Commonwealth Budget surplus of $5.9 billion, moving the Public
Sector Borrowing Requirement into surplus for the first time in over thirty years.

On the negative side, strong growth of demand in excess of productive capacity led to
a wider balance of payments deficit, and an escalation of interest rates. Demand pressures
also prevented any improvement in the inflation rate, which rose slightly to 7.4 per cent.
Australia's international competitiveness declined by some 20 per cent in 1988, contributing to
stagnant export performance and surging imports. Finally, despite the “window of opportunity”
afforded by buoyant external conditions, progress on microeconomic reform remained slow at
the Federal level, particularly with respect to transport systems and industrial relations. The
mooted privatisation of key Federal public sector enterprises did not proceed.

Macroeconomic policy in 1988-89 was inhibited by prior commitment to a wage tax
tradeoff at end year. Given the Federal Government's forecast of a decline in the inflation rate
to 5 per cent or below by June 1990, it considered that labour would accept a minimal 1989
wage increase in exchange for a reduction in taxes. This would reduce labour costs in the
economy, and pave the road for further declines in inflation and cuts in interest rates believed
necessary to stimulate investment.

This committed the Government simultaneously to achieving the inflation target and to
renouncing use of taxation policy to achieve it. The only instrument remaining was monetary
policy. Containment of price inflation was the primary motive behind the first escalation of
interest rates, in order to push up the exchange rate and thereby reduce import costs. It then
became the main defense against a blowout in the balance of payments.

The weaknesses in this approach were soon apparent: import price reductions flowed
through to lower consumer prices only slowly and only partially; meanwhile the high exchange
rate stimulated imports and stifled exports; and high interest rates imposed a severe direct
burden on home mortgage hoiders. Ultimately, the pressures in the labour market preciuded
any wage-tax settlement without a substantial rise in nominal wages.

The Australian experience with monetary policy in 1988-89 revealed the same dilemmas
facing other OECD governments in the newly deregulated financial systems of the late 1980s:
the responsiveness of domestic demand to monetary policy was much more protracted and
uncertain; and the strong effects of interest rates on exchange rates tended to delay rather
than facilitate balance of payments adjustment. This increased the risk that monetary
Intervention alone (without supportive fiscal policy) might have to be so great as to produce
‘overkill" and recession.
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AGGREGATE DEMAND

Real Gross Domestic Product (GDP) grew an estimated 3.3 per cent during 1988-89.
Non-farm GDP also increased 3.3 percent. The domestic demand component of GDP rose by
5.9 per cent, almost twice as fast as output. The difference between demand and output was
met by higher net imports, which increased $10.5 billion in real terms.

Real Manufacturing output grew 3.7 per cent in the year to March 1989, with
strongest performances in textiles, metal products and transport equipment. Contributing to
output growth were higher requirements in resource transformation sectors, the release of new
models by the two main vehicle producers and high demand for inputs in the building and
construction sector. Manufacturing performance was assisted by a fourth year of decline in
real wages and by the reduction in the company tax rate from 49 to 39 per cent. Expansion was
hindered, however, by higher average exchange rates and interest rates, low initial capacity,
and poor productivity growth.

Real Agricultural output increased by 1 per cent in 1988-89, following its 3 per cent
decline the previous year. Crop product output rose 6 per cent on strong world wheat prices,
while livestock outputs shifted from meat to wool on unchanged totals. Forest product
output grew 3 per cent in response to high construction demand.

Real Mineral output, buoyed by strong output prices, was up 4.3 per cent in 1988-89
with major contributions from gold (up 38 per cent), copper (up 22 per cent) and tungsten (up
13 per cent). Coal production was up 10 per cent, reflecting strong prices as well as changes
in work practices at some mines (but only after two quarters of decline due to industrial
disputation). Petroleum output declined temporarily due to intitially lower world prices as well
as operational problems at offshore platforms. Mineral sands commodities (particularly
zircon) rose only slightly despite sharply higher prices, due to capacity constraints. Aluminum
output rose 14 per cent due to new capacity at Portland and a strong increase in export prices.
Australian iron ore production rose 7 per cent to a record 96.7 million tonnes buoyed by strong
demand from North Asian markets. Steel production was down temporarily pending
improvements in furnaces at Port Kembla and Newcastle which will boost output next year.

INVESTMENT

Real fixed capital investment grew 12.9 per cent in 1988-89, more than twice as fast
as the previous year. The main growth components were private dwelling construction (up
24.2 per cent, due to a higher migrant intake, the re-introduction of negative gearing, and
initially lower interest rates), and capital equipment (up 19.3 per cent, encouraged by the high
level of demand, the rapid spread of computerisation and the reduced cost of imports). While
general government investment fell for the second year, public enterprise outlays were
almost static, after a 16.5 per cent decline the previous year.
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Figure 2.2
GROWTH IN PRIVATE CAPITAL EXPENDITURE

Change on same quarter of previous year
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Improved business confidence led to strong rebuilding of real inventories (in both farm
and non-farm sectors) which contributed over 1 full percentage point to GDP growth in
1988-89.

CONSUMPTION

Real private consumption grew by 3.7 per cent in 1988-89, exceeding the already high
3.4 per cent growth of the previous year. The underlying faster growth in income was due to
higher wages (which grew 0.8 per cent faster than in 1987-88), much stronger employment
(growing 1.2 per cent faster than the previous year) and a second big year for farm income (up
a further 32 per cent in current prices in 1988-89). Australian households saved 6.6 per cent of
their income, slightly less than the previous year, and much of these savings were used to
underwrite housing investment rather than to increase production capacity.

Real public sector consumption also grew more quickly in 1988-89 (3.6 per cent,
compared to 3.0 in 1987-88).

EXTERNAL SECTOR

The balance of payments performance weakened severely in 1988-89, despite
favourable external conditions. Merchandise exports of $42.9 billion were up only $2.4 billion on
the previous year, while imports surged by $6.6 billion to a level of $47.0 billion. The balance on
merchandise trade thus moved from a $0.2 billion surplus in 1987-88 to a deficit of $4.1 billion in
1988-89. This deterioration was compounded by a further widening in the services deficit

(rising from $2.5 to $2.6 billion) and the deficit on income and transfers (rising from $9.5 billion
to $10.7 billion).

Due to strong overseas demand, Australia’'s commodity market prices rose strongly,
Supporting a 6.2 per cent rise in export prices, while in contrast Australia's import prices fell 8.1
per cent, thereby giving the economy a 15.6 per cent terms of trade windfall. Unfortunately this
benefit was overwhelmed by trade volume movements in the opposite direction.
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Figure 2.3
TERMS OF TRADE INDEX

Ratio of export prices to import prices
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Although strong world economic growth and buoyant commodity prices offered
particularly favourable opportunities to Australian exporters, export volume growth was only a
small 1 per cent in 1988-89, compared to 6.8 per cent the previous year. Merchandise exports
increased $2.4 billion or 5.9 percent in current values, with only a $0.6 billion (3.6 per cent) rise
in rural exports (mainly cereals and sugar), and a $1.8 billion (7.3 per cent) rise in non-rural
exports. The main non-rural export increases were gold and other metals and ores, and
manufactured products excluding machinery and transport equipment.

In relation to the growth in overseas markets, Australian exporters in calendar year 1988
turned in the weakest performance of any OECD country except New Zealand. The reasons for
this poor outcome include initially high exchange rates, early depletion of stocks, long lead
time to increase capacity (particularly in agriculture and minerals), competing domestic
demand (construction steel, for example), and (to a minor extent) unfair foreign trading policies
such as grain export subsidies. But it also reflected inadequate export initiative on the part of
Australian business, inefficiencies in Australia's commodity marketing and transport systems,
and high industrial disputation in key export industries such as coal.

The surge in domestic demand spilled over quickly into higher demand for imports,
encouraged once again by high exchange rates, the slow response time of domestic supply,
and (marginally) by the lower tariffs and other trade liberalising measures implemented in July
1988. The large investment component in 1988-89 demand growth also contributed to the
import surge, since investment goods are particularly import-dependant. The import
penetration ratio (percent of total sales supplied from imports) rose from just 10.6 per cent in
1987-88 to 12.7 per cent in 1988-89.
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Figure 2.4
BALANCE OF PAYMENTS DEFICIT
Ratio to GDP
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The other components of the current account balance also weakened. While the
balance on services improved in the first half of 1988-89 (with the conclusion of Bicentennial
and World Expo tourism), this was not sustained in the final six months. Income and transfers
(mainly debt service) continued to expand, corresponding to Australia’s cumulatively higher
net foreign borrowing.

Almost mirroring the $17.4 billion current account deficit, Australia's net external debt
rose by $18.2 billion, from $30.3 billion (or 30.4 percent of 1987-88 GDP) in June 1988, to $108.5
billion (or 32.2 per cent of 1988-89 GDP) in June 1989. This will further widen the burden of
interest charges on the balance of payments in years to come.
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Figure 2.5
AUSTRALIA’S EXTERNAL DEBT
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PUBLIC SECTOR

The trends toward improved fiscal balance, together with a reduced government claim
on total national output, were continued in 1988-89. Government outlays as a percentage of
GDP have continued to trend downward, falling from 42.3 per cent in 1985-86 to 38.4 per cent
in 1987-88 and only 36.5 per cent in 1988-89. The Net Public Sector Borrowing Requirement
(PSBR) as a percent of GDP fell from 4.8 per cent in 1985-86 to negative 1.0 per cent in
1988-89. Growth in Government outlays was 7.9 per cent in 1988-89, equal to a 0.5 per cent
increase in real (CPl-deflated) terms. Commonwealth outlays increased by 10.0 per cent, while
State outlays increased 5.6 per cent. The 1989 Premiers’ Conference and Loan Council
Meeting imposed further restrictions on state and local governments in 1989-90. This will
result in the fifth successive year of real declines in Commonwealth payments and borrowing
allocations to state and local governments.

LABOUR MARKETS

Employment increased by 4.1 per cent in 1988-89, compared to 3.0 per cent the
previous year. Unemployment fell almost steadily from 7.3 per cent in June 1988 to 6.0 per cent
in June 1989 (seasonally adjusted); the youth unemployment rate dropped from 18.7 per cent
to 14.3 per cent in the same period. The rise in employment reflected the strong growth in
output, as well as some substitution of labour for capital due to real wage restraint coupled with
escalating interest rates.

All growth in employment in 1988-89 was in the private sector. Government sector
employment declined at the state and local government level, although it was marginally
higher at the Commonwealth level.
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Although labour availability constraints developed during the year, particularly in skilled
building trade_s, labour supply was assisted by higher migrant intake (rising to over 140,000),
and sharply higher participation rates, particularly among women. Labour force participation
(which has trended upward over most of the postwar period) was further strengthened in

1988-89 by better employment prospects, and the financial imperatives of higher home
mortgage costs.

INDUSTRIAL DISPUTES

Both the total number of working days lost and the number of days lost per thousand
employees fell slightly in the 12 months to April 1989, compared to 1987-88. While the level of

disputation has increased from the mid-1980s, it remains well below the peak of 1981-82, when
4.2 million working days were |ost.

Figure 2.6
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Historically, the coal mining industry has endured more industrial unrest than other
industries. Despite the relatively small number it employs, coal mining accounted for 25 per
cent of the days lost to disputation in the year to April 1989. Over that period, the coal mining
industry lost an average 14,341 days per thousand employees in industrial disputes, compared
to the average of 273 days for all industries. The metal, machinery and equipment
manufacturing industry also experienced considerable disputation, losing 739 days per

thousand employees, and contributing 21 per cent of the total number of working days lost to
disputes.

PRICES AND INCOMES

The main factors underlying Australia's 1988-89 inflation rate of 7.4 per cent (as
measured by the CPI) were costs of capital (interest rates), labour (growth in wages and

benefits), imports (the terms of trade), and business conditions (capacity constraints and
market competition).
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Escalating housing prices and higher home mortgage interest rates pushed the CPI up
in the September and December quarters. The Australian Bureau of Statistics then changed
the Index computation procedures to better reflect the cost of mortgage debt servicing. This
resulted in a one-off drop in the inflation rate in the March quarter. Poor weather affecting food

rices plus further rises in mortgage interest rates drove the inflation rate back up again in the

June quarter.

The price of imported goods dropped by 8.1 per cent during 1988-89 due to the higher
Australian dollar exchange rate. Although there was little immediate effect on the CPI (due
artly to flow-through delays and partly to increased profit margins), there was a clear impact
on the cost of manufacturing inputs. From October 1988 to May 1989 the cost of imported
manufacturing materials was less than a year previously, reducing increases in total material
costs, which actually declined from December to February 1989 on an annual basis.

Without the higher exchange rate and lower import costs, the 1988-89 inflation outcome
would have been far worse, as is clear from inspection of the principal national accounts
deflators. Comparing average inflation in 1987-88 to 1988-89, prices for Domestic Final
Demand decelerated from 6.5 per cent to 6.2 per cent (and similarly for Gross National
Expenditure). By contrast, Australia's Gross Domestic Production costs (which exclude goods
Australia imports rather than produces) accelerated from 8.1 per cent in 1987-88 to 9.4 per cent

in 1988-89.

Australia’s inflation rate in the year to March 1989 remained several percentage points
higher than most OECD trading partners on a consumer prices basis - better than the U.K. (7.7
per cent), but far above Japan (0.8 per cent), Germany (2.6 per cent) or even the United States
(4.9 per cent).

Labour costs (which account for some 60 per cent of Australia’s total output costs)
increased marginally faster in 1988-89 than the previous year. The 1988 National Wage Case
provided general increases of 3 per cent in September and $10 per week in March, or a total
rise of about 6.3 per cent. The flow-through was very fast, and ordinary-time earnings for
full-time employees increased 7.2 per cent in 1988-89.

With an average 5 per cent increase in overtime hours per worker in 1988-89, total
average weekly earnings increased more than ordinary pay, growing 7.8 per cent for full-time
employees. Average weekly earnings for all employees increased more slowly, growing 6.8 per
cent. The Commonwealth Treasury has estimated, however, that unit labour costs, which
include non-wage costs such as fringe benefits and payroll taxes, slowed (in nominal terms)
from 5.5 per cent in 1987-88 to just 4.2 per cent in the first 3 quarters of 1988-89.

In real terms, unit labour costs actually fell by 1.9 per cent in 1987-88 and by a large 4.5
per cent in the nine months to March. However, on an internationally comparative basis (taking
into account the higher average 1988-89 exchange rate) Australia’'s unit labour cost
competitiveness deteriorated by 21.4 per cent in calendar year 1988 (and by an estimated 11.7
per cent in the first 6 months of 1989).
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Figure 2.7
ORDINARY TIME AND AVERAGE EARNINGS

Percentage Change Year on Year
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FINANCIAL MARKETS

Broad money increased by $38.2 billion or 18.8 per cent in 1988-89 (June on June). This
was nearly double the $21.8 billion or 12.0 per cent increase in 1987-88.

With the Federal Budget'’s swing from deficit into surplus beginning in 1987-88, virtually
all monetary expansion in the past two years was based on growth in credit by financial
intermediaries to the private sector - by 24.4 per cent in 1987-88 and 20.8 per cent in 1988-89.
While housing loans grew $12 billion (or 23 per cent) in 1988-89, the bulk of private credit
expansion last year was in personal loans (up 92 per cent or $21.4 billion) and business loans
(up 11 per cent or $18.6 billion).

The acommodating role of monetary policy following the October 1987 stockmarket
crash is shown by the acceleration in the average annual rate of private sector credit
expansion, from 17.2 per cent in the quarter preceding the crash to 22.9 per cent in the second
half of 1987-88 and an average 24.2 per cent in the first half of 1988-89, before being reined
back to just 21.6 per cent in the last half of 1988-89.
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Figure 2.8
PRIVATE CREDIT OUTSTANDING
FROM FINANCIAL INTERMEDIARIES

Average for June of each year
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Australian interest rates were brought down to a trough in April 1988 by RBA
intervention to ensure sufficient liquidity following the October 1987 crash. Rates thereafter
were tightened progressively as the strength in the economy was confirmed and imports
began to surge upwards. At the short end of the market, 90-day bills in June 1989 were about 5
percentage points higher than a year earlier; while ten-year Treasury Bonds were 1.5
percentage points higher.

Among the groups most severely affected by interest rate rises were small businesses
dependent on debt capital, and prospective new home owners as average mortgage rates
climbed from 13.5 per cent in June 1988 to 17 per cent in June 1989. Interest rates appeared
less influential (in the short run) on investment in other sectors, which was driven by long-term
commitments, strong consumer demand and rising corporate profit margins (helped by the
drop in corporate tax rates to 39 per cent), or which benefitted from Federal tax deductibility
provisions on interest costs.
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Figure 2.9
INTEREST RATES
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Higher interest rates were partly a reflection of policies being implemented to combat
inflation throughout the OECD in 1988-89. But the differential between Australian and overseas
rates also widened markedly during the year in order to attract the capital flow needed to offset
Australia's growing balance of payments deficit and the investor risk it entailed. In so doing,
high interest rates combined with the continued strength in export commodity markets to bid
up the value of the Australian dollar.

The more favourable exchange rate in turn encouraged more imports of cheaper
foreign goods, reduced the competitiveness of Australian exporters, and further increased the
balance of payments deficit. The Australian dollar reached a peak of US89¢/$A in January, and
then declined again under the combined influence of softening export commodity prices,
greater market preoccupation with the dimensions of the balance of payments deficit, and
some reconsideration of the economic and political costs of tight monetary policy.

Equity markets were subdued during most of 1988-89 due to continued wariness in the
aftermath of the October 1987 crash; strong competition from the surging property market, the
dampening effects of high interest rates and a high exchange rate on expansion prospects.
and finally the growing concern that monetary overkill at home and abroad might provoke &
general downturn. There was a recovery in equity markets at the beginning of 1989-90 as
investors perceived a plateauing in interest rates and continued strength in commodity
markets.
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The New South Wales Economy

~ OVERVIEW

The strength of the national economy over 1988-89 was largely duplicated in New South
wales. However, growth was uneven, the strongest industry sector being building and
construction and the weakest retail sales.

Both commercial and residential building approvals boomed throughout the year, but

rowth rates slowed markedly in the last quarter of 1988-89, as tight monetary policy began to

fake effect. The State's property boom had a marked impact on the Sydney CP|, lifting it to an
annual rate of over 9 per cent in December 1988.

Retail sales remained surprisingly weak for most of the year given the boom in building
activity, achieving growth of 8.4 per cent on average over 1988-89, implying little real growth.
By contrast, new motor vehicle registrations were much stronger, often growing at an annual
rate well in excess of 20 per cent.

While employment growth was particularly strong throughout Australia over 1988-89,
New South Wales lagged behind most of the other States in this respect. After a strong
performance in the second haif of 1987-88, employment growth in New South Wales has shown
a downward trend. Nevertheless, employment grew by 2.8 per cent on average over the year,
which is strong by historical standards.

ECONOMIC ACTIVITY AND INFLATION

New South Wales experienced a rapid rate of economic growth over 1988-89.
Treasury's estimate of real Gross State Product (GSP) growth of 3.5 per cent over 1988-89 puts
New South Wales in line with the growth rate for Australia as a whole.

Table 2.1: Real GSP and Real GDP, at Market Prices

NEW SOUTH WALES AUSTRALIA
Real Annual Real Annual
GSP (a) Percentage GDP (a) Percentage

$m Increase $m Increase
1980-81 68,591 — 192,175 33
1981-82 70,883 3.3 195,677 1.8
1982-83 68,598 (-)3.2 192,935 (=)1.4
1983-84 71,288 3.9 203,112 5.3
1984-85 73,926 3.7 214,270 55
1985-86 77,183 44 223,403 4.3
1986-87 79,708 3.3 229,649 28
1987-88 82,915(b) 4.0 239,618 4.3
1988-89 85,809(b) 35 247,597 3.3

(a) 1984-85 prices
(b) New South Wales Treasury estimates

Source: ABS “Australian National Accounts, State Accounts’, Catalogue No. 5220.0,
5206.0
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Evidence to date suggests that major contributions to last year's growth came from
private consumption and private fixed capital investment (especially in the building industry).
Strong growth was exacerbated by the re-introduction of negative gearing, and by the Federal
Government's reluctance to tighten monetary policy after the stockmarket collapse, while the
economy grew more strongly than anticipated. Promises of a wage/tax package designed to
significantly increase real wages over 1989-90 partially offset the impact of tight monetary
policy on private consumption in the last quarter of 1988-89, maintaining the demand for
imports.

As a result of the strength in aggregate demand, particularly for housing, inflation rose
significantly over 1988-89. Mortgage interest charges influenced the Sydney CPI much more
significantly than was the case in other States. This is evidenced by the large fall recorded in
the March quarter of 1989 when the ABS altered its treatment of these charges to more closely
reflect the mortgage profile existing in the community. Sydney's CPI was 8.1 per cent for
1988-89 as a whole, compared to the national figure of 7.4 per cent.

Figure 2.10
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INVESTMENT

Investment grew strongly in New South Wales during 1988-89, and was a major
contributing factor to growth in GSP. Data for the first three quarters shov\( that in the nine
months to March 1989 private new fixed capital expenditure was 33 per cent higher than for the
same period a year earlier. This was the result of a 55 per cer)t increase in mvestment. in new
puildings and structures, and a 22 per cent increase in equipment, plant and machinery.

By industry, investment growth was strongest in the finance, property and business
services sector (65 per cent), reflecting the expansion of these industries, and thg growth in
office development during 1988-89. Manufacturing was the weakest sector, growing only 10

or cent. After allowing for inflation over the period, this implies subdued real growth in
manufacturing investment. To some extent these figures understate the level of investment
expenditure directed to improving the competitiveness of manufaqturing firms, because for
many firms some in-house manufacturing activities are now provided by the finance and
pusiness services sector.

New Building and Structures

The business investment figures above show strong growth in investment in buildings
and structures. However, these figures understate the strength of building activity because
the capital expenditure survey does not include the construction industry, and so would omit
much of the activity in residential building. In New South Wales, this constituted a major growth
area in 1988-89.

Disaggregated data show that, in value terms, growth was strong in both residential
and non-residential development. This was true of both the private and public sectors.

Figure 2.11
VALUE OF BUILDING APPROVALS IN NSW

Private and Government Sectors
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The value of private residential building approvals grew 37.6 per cent in 1988-89, with
public residential investment experiencing strong growth of 61.4 per cent. In addition to strong
growth in new residential building, 1988-89 saw record growth in the value of alterations and
additions. This reflected both pent-up demand, and the decision of many home-owners with
regulated loans to upgrade their home rather than move, which would require negotiating a
new loan at the higher deregulated rate.

Investment in non-residential building grew 46.4 per cent in the private sector, and 53.9
per cent in the public sector. New South Wales growth far outstripped that in the other States.
Building was centred on factory construction and office development. The surge in office
commencements was more heavily concentrated in the Sydney Central Business District and
fringe, rather than in the major suburban areas.

While building investment remained relatively strong throughout the year, it eased
significantly in the residential sector in the second half of the year, as high interest rates (the
result of the Federal Government’s tight monetary policy) and rising real estate prices,
dampened activity. Non-residential activity was more robust, maintaining considerable
strength throughout the year.

Engineering Construction

Engineering construction commenced in New South Wales over the nine months to
March 1989 was valued at $2,498.8 million. This figure represents growth of only 4.5 per cent .
over the same period last year, a poor result in comparison to the booming building sector.

The public sector (including Commonwealth, State and Local Governments and their
Authorities) undertook 69 per cent of this expenditure, with the remaining 31 per cent coming .
from the private sector. Roads, highways and subdivisions made by far the largest
contribution, accounting for 45 per cent of total expenditure.

Equipment, Plant and Machinery

Investment in equipment, plant and machinery aiso strengthened in 1989, though it did
not match the strength in buildings and structures.

The ability of the manufacturing sector to expand into overseas markets depends vitally
on investment in equipment. Federal Government policy has focussed on reducing Australia's
external indebtedness through expansion of the export base towards manufactured goods
(where the prospects for growth are more stable, and prices less volatile than those of primary
products). However, investment in manufacturing has been subdued relative to other sectors.
A survey by the State Bank/Australian Chamber of Manufactures in June 1989 indicated that
New South Wales manufacturing firms were largely investing to replace or update old*
equipment, rather than looking to expand capacity with a view to increasing the range of export
and import-replacement goods. Nonetheless, replacement of old equipment is likely to
increase competitiveness.

CONSUMER DEMAND

Overall, consumer demand grew strongly in New South Wales during 1988-89,
exceeding expectations. The Federal Government's restrictive macroeconomic policies did
not dampen demand in 1988-89 as quickly, or to the extent that was anticipated.

Nominal private final consumption expenditure was 11.8 per cent higher in 1988-89 than :
in the previous year. After allowing for price increases, this represented real growth of 3.7 per
cent (the same as that achieved nationally).
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While a full breakdown of consumer spending by State is not yet available, partial
indicators suggest that demand grew strongly in some sectors (such as motor vehicles), bu.t
__was more subdued in others (particularly some sectors of retail trade). In 19‘88~89, retail
. urnover was 8.4 per cent higher than in the previous year. Growth was strongest in pharmgcy
stores, as well as hardware, electrical goods and furniture stores (as would be expected in a
housing boom, which creates associated furnishing needs).

The growth in New South Wales new motor registrations was particularly strong over
' 1988-89, after sluggish levels in the previous two years. Over 206,000 new motor vehicles were
registered, 21.3 per cent more than in 1987-88, but still lower than levels existing prior to

1986-87.

Figure 2.12
NSW NEW MOTOR VEHICLE REGISTRATIONS
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LABOUR MARKET

On average, employment grew by 2.8 per cent over 1988-89 in New South Wales. While
well below the national average of 4.1 per cent, it nevertheless represents quite a healthy rate
of growth. After a strong performance in the second half of 1987-88, New South Wales
employment growth declined during the course of 1988-89, before a slight pickup in the last
two months of the year.
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Figure 2.13
EMPLOYMENT IN NSW

Thousands of Persons
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Most of the growth occured in part-time and female employment. During 1988-89,
part-time employment increased by an average 4.5 per cent. Female employment rose 3.9 per
cent, well above the figure for total employment growth.

Participation rates (that is, the percentage of the population aged 15 years and over in
or seeking employment) rose to record levels over the year. The participation rate touched 63.3
per cent in May (seasonally adjusted) while for females it reached 51.4 per cent. Despite the
large increase in job seekers reflected by these figures, New South Wales was able to record a
reduction in the average rate of unemployment over the year. On average, unemployment
rates fell by 1.2 per cent to 6.8 per cent over 1988-89. In June 1989 the unemployment rate fell
to 6.1 per cent, the lowest level since April 1982.
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Figure 2.14
UNEMPLOYMENT IN NSW

Percentage of labour force unemployed
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1988-89

New South Wales lost 752,000 working days to industrial disputes in the 12 months to
April 1989, contributing 45 per cent of total Australian disputes (in line with its historical
contribution). This compares to 904,000 days during 1987-88. Industrial disputation in New
South Wales has followed the national trend, having increased since the mid-1980s, but is still
well below the peak of 1981-82, when 1.9 million working days were lost (about 990 days per

thousand employees).
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Figure 2.15
INDUSTRIAL DISPUTES IN NSW b
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The number of working days lost per thousand employees also declined, to an average
367.6 days in the year to April 1989, a fall of 15 per cent from the level of 1987-88.

New South Wales continues to experience a higher level of disputation per employee
than other States. To a large extent this reflects the concentration of coal mining in New South
Wales, which contributed 32 per cent of days lost to disputes in the State last year. Other major
disputes included the New South Wales teachers' strike in August 1988, and the Cockatoo
Island dockyard dispute which commenced in February 1989.

FOREIGN TRADE

On a State basis, patterns in foreign trade displayed the same disturbing trends found
in the national economy. Again, excessive growth in aggregate demand spilled over into
imports and the more subdued growth in export receipts was not able to compensate
adequately. Total exports from New South Wales grew by an estimated 2.6 per cent to $1.1
billion during 1988-89, but this was more than offset by the estimated 14.6 per cent growth in
imports to $2.1 billion. Although the figure for imports is most likely overstated (because data is
collected by port of entry and goods may be transported overland for consumption in other
States), it nevertheless gives an indication of the size of the trade problem.

Major influences on the export side of the equation include food, mineral fuels and
manufactured goods. Food exports were down about 26 per cent on the previous year, largely
as a result of flooding. Mineral fuels, although dropping by a more modest 6 per cent, had a
negative impact of $136 million. Coal is responsible for a large slice of this, with exports falling
substantially in 1988-89 due to closures and rationalisation within the industry, and weak world
demand. A positive contribution came from manufactured goods, however, with exports
Increasing $307 million or 22 per cent.
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Figure 2.16

EXPORTS FROM NEW SOUTH WALES
Percentage Change, 1987-88 to 1988-89
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The machinery and transport, manufactures, food and crude materials categories
made major contributions to the explosive growth in imports. Machinery and transport
equipment was by far the largest growth item in dollar terms, expanding by $1.7 billion or 24 per
cent. Undoubtedly much of this will be capital equipment, but judging by the new motor vehicle
registration figures, private passenger vehicles also form a large proportion.

Food imports into the State grew an estimated 19 per cent in 1988-89, and again this
would largely reflect poor domestic yields in certain areas. The bulk of the 38 per cent rise in
inedibles came from the cork and wood category, much of which would have been soaked up
by Sydney’s building boom.
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Figure 2.17

IMPORTS TO NEW SOUTH WALES*
Percentage increase 1987-88 to 1988-89
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PERFORMANCE OF SELECTED INDUSTRIAL SECTORS

New South Wales accounts for approximately 35 per cent of Australia’s population and
economic activity. While similar in most respects to the national economy, the structure of the
New South Wales economy differs in several key industries.

Relative to most other States, New South Wales is less dependant on agriculture, but
has a higher concentration of labour in manufacturing industries, particularly iron and steel,
and chemicals. Services also account for a larger proportion of New South Wales employment,
particularly in areas such as finance, business services and transport and storage. The relative
iImportance of coal mining as a source of employment in this State has declined somewhat due
to recent closures and rationalisations.
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Figure 2.18

NSW EMPLOYMENT BY INDUSTRY
MAY 1989, Percentage share
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Mining

Despite its decline, the coal mining industry still accounts for some 57 per cent of the
30,800 people employed in mining on average during 1988-89. Other mining activity includes
metals such as lead, zinc, silver, copper, tin and gold; gemstones; and various minerals.
Overall employment in mining decreased by 2,800 in 1988-89, the bulk of which came from coal
mining which shed 2,600 jobs.

Production of saleable coal in New South Wales amounted to 65.4 million tonnes in
1988-89, an increase of 4.8 per cent over the previous year. It represents over 16 per cent of the
State's export income.

Private new fixed capital expenditure in the mining industry is estimated to have been
about $432 million in 1988-89. This represents a substantial increase on last year's investment
of $321 million and probably reflects the general improvement in commodity prices, as well as
the need to lower costs and improve productivity, particularly in coal mining.

Agriculture

The gross value of agricultural production in New South Wales increased by 11.0 per
cent to $6,548.9 million in 1988-89. Although smaller than the 23.0 per cent rise in 1987-88, it
nevertheless represents substantial growth.

Most agricultural commodities benefitted from both increased output and higher
prices. However, the increased value of livestock products was solely due to higher prices,
since the number of slaughterings actually fell. This fall occurred mainly in beef and mutton
production. Strong wool prices during the year have enticed pastoralists to keep sheep on to
an older age and relatively good pasture has allowed them to do this. Herd rebuilding by cattle
owners to take advantage of the newly opened Japanese and Korean beef markets has also
reduced overall meat production.
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Movements in the value of key agricultural products over the year are summarised in
the table below.

Table 2.2: Gross Value of Key Agricultural Products, NSW 1988-89

Value of Increase Over % of Total

Production 1987-88 Australian

$m % Production
Rice 121.6 8 97
Cotton 364.2 20 80
Wool 2,144 1 13 37
Wheat 851.1 29 29
Livestock Slaughtering 1,5624.1 4 31
Milk 261.6 0 16
Barley 96.3 (=112 19
Total Agriculture 6,548.9 11 30

Source: ABS Catalogue No0.7501.0, “Value of Principal Agricultural Commodities
Produced, Australia”.

Despite a significant easing in wool prices over the last quarter of 1988-89, prices
remained high by historical standards. These high prices, together with a favourable outlook
for 1989-90, saw sheep numbers rise rapidly, resulting in a 13 per cent increase in the value of
wool production in New South Wales.

Wheat production throughout Australia increased by 16 per cent over 1988-89. This,
together with the $A37 per tonne rise in prices, accounted for the 29 per cent growth in returns
from New South Wales wheat sales. The value of rice production increased by 8 per cent in
New South Wales, despite lower domestic prices over 1988-89, reflecting this State’s
increased output.

Despite lower cotton prices and unfavourable weather conditions since Easter, New
South Wales is expected to record a 20 per cent rise in the value of production to $364.2 million.
This apparent increase, however, occurred only after the value of last year's crop was revised
downwards quite substantially by the ABS.

Manufacturing

New South Wales accounts for about 35 per cent of manufacturing in Australia,
employing some 424,300 people on average during 1988-89. Principal products manufactured
in New South Wales include - textiles, clothing and footwear; meat products; raw steel and
electricity. A comparison of production levels appears in the table below.

Table 2.3: Production of Selected Manufactures, New South Wales

1987-88 1988-89(e) Unit Percentage

Increase

Footwear 6,025 6,613 ‘000 pairs 9.8%

Woven Fabric 81,979 82,797 '000 metres? 1.0%
Shirts, Blazers

and Trousers 16,329 12,881 '000 (-)21.0%

Raw Steel 4,728 5319 ‘000 tonnes 12.5%

Electricity 49,702 51,083 M Kw Hrs 2.8%

(e) New South Wales Treasury estimate.
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The sharp reduction in output from clothes manufacturing reflects the uncompetitive
nature of the industry. With reductions in tariff levels, domestic clothes manufacturers are
finding it increasingly difficult to compete with developing Asian nations which have not only
lower labour costs, but also larger markets yielding further benefits from economies of scale.
To the extent that footwear production increased over 1988-89, short term factors are believed
to be largely responsible. While this industry is suffering from many of the same problems as
clothing, it had excess capacity, and was therefore better placed to take advantage of the
upsurge in consumer demand during 1988-89.

The growth in industrial activity in Australia and the world increased demand for iron
and steel during 1988-89. The Australian industry operated at full capacity, with New South
Wales production 12.5 per cent higher than the previous year, but this was not sufficient to
satisfy domestic demand, resulting in an increase in imports and a decline in exports.

The industry has undergone substantial rationalisation over recent years. The Steel
Plan, which has operated since January 1984, came to its planned conclusion in December
1988. Negotiations have begun at plant level, to agree on future productivity and investment
goals to ensure ongoing reform of the industry.

BHP Steel, which dominates the industry, made substantial investments during
1988-89. Its major investment projects in New South Wales totalled over $80 million. Projects
begun in 1988-89 will expand BHP's productive capacity, enabling it to increase its export and
import-replacement capability.

BHP employment declined steadily throughout 1988-89. Productivity improved,
reaching 350 tonnes per employee per year in December 1988, a 30 per cent improvement on
the previous year, and almost a doubling of productivity since 1983.

Tertiary

Tertiary sector employment in New South Wales grew by an average 3.5 per cent during
1988-89, representing some 60,000 new positions. Falls in transport and storage, public
administration and defence, and electricity, gas and water were more than offset by increases
in the other categories, particularly in finance, business and property services.

Employment in the finance, property and business services sector was 11.1 per cent
higher on average in 1988-89 than it had been in 1987-88. As expected, property and business
services displayed the strongest growth within this sector of 15.2 per cent. Growth in new
capital expenditure from private firms is estimated to have exceeded 47 per cent over 1988-89,
reflecting the booming property market experienced in Sydney over the past twelve months.
Although a breakdown of figures is not available, most of this investment was probably in the
form of new and expanded premises in line with the general trend observed in the national
economy.

Another booming industry was recreation, which in May 1989 employed 189,300 people
in this State alone, an average growth rate of 6.9 per cent over the year before. Total tourist
expenditure in New South Wales during 1988-89 was estimated to be $7.2 billion. While
domestic tourism accounted for over 75 per cent of this, by far the strongest growth has come
from international tourism.
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Figure 2.19
INTERNATIONAL VISITORS TO NSW
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The number of international tourists coming to New South Wales has been growing
rapidly over the past five years, until in 1988-89 the number reached 1,621,000. This represents
growth of 11.5 per cent over the previous year, and should continue to provide the State with
growing employment and income opportunities.

Community services grew by a more modest 4.4 per cent, the majority coming from
health which provided 10,200 new positions, an increase of 6 per cent.

Employment in public administration declined sharply again last year, reflecting the
New South Wales Government’'s commitment to a more efficient public sector. Stringent
funding cuts by the Federal Government at this years Premiers’ Conference reinforced the
need to make productivity improvements in all areas of the New South Wales public sector in
1989-90.

INTERSTATE COMPARISONS

The table below summaries the performance of New South Wales compared with thé
other States and Australia for selected indicators. This State performed well in most areas of
comparison (notably GSP, Investment and Consumption), but lagged behind some States in
the various indicators of labour market activity.
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Table 2.4: Annual Growth in Selected Indicators, 1988-89
(per cent unless otherwise specified)

NSW VIiC QLD SA WA TAS AUS

Gross State Product 35 3.2 3.1 3.3 35 3.5 3.3
rivate Final

Consumption 37 2.6 6.9 29 2.8 37 38
private Fixed
" Investment’ 33.3 158 (-)7.8 (-)10.1 (-)1.8 53.1 13.5
gesidential Bldg
Approvals 38.8 28.7 62.2 38.8 495 22.5 41.5
Non-Residential Bldg
Approvals 48.0 104 6.9 196 (-)89 14.8 20.0
Engineering Work
. Commenced’ 45 (170 (-)47 10.1 20.5 29 (=07
~ Employment 258 33 7.3 4.2 5.9 0.1 4.1
Unemployment 6.8 5.4 7.1 7.9 6.2 9.7 6.6
_ Overtime? 1.4 1.5 1.4 1.1 1.7 1.3 1.4
ndustrial Disputes? 349 216 309 104 283 108 267
_ Consumer Price Index* 8.0 74 7.4 7.8 75 6.7 76
_ Average Weekly
Earnings® 8.1 55 6.1 7.8 5.6 8.5 6.8

_ 1 Percentage increase for 9 months to March 1989 compared with the same period in the
previous year.

2 Average weekly overtime hours per employee.
3 Working days lost per thousand employees, twelve months to April 1989.
4 June 1989 compared with the same quarter in 1988.

5 NSW Treasury Estimate for June Quarter 1989.
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2.3 ECONOMIC PROSPECTS

International

The external economic environment is expected to remain favorable in 1989-90, with
slower but still strong world growth, continued strong expansion of world trade, and firm
commodity prices.

Economic growth in the OECD area is expected to slow moderately from 4.1 per cent in
1988 to 3% per cent in 1989 and 2% per cent in 1990, with slightly steeper declines in the
United States and United Kingdom, and more sustained performance in Japan and Germany.
The slowdown will not be sufficient to reduce inflation, which is expected to level out at around
4% per cent. Interest rates are likely to peak in the second half of 1989 and decline in 1990.

After record growth in 1988, the volume of international trade is projected toincrease by .
7 per cent per annum through 1990, with a relatively larger contribution by countries outside '
the OECD. Average growth of OECD import prices for non-energy commodities is forecast to
peak at 4 per cent in the first half of 1990, up from about 2%z per cent in the first half of 1989,
Worldwide, commodity markets may be slightly less buoyant - as reflected in the Australian
Bureau of Agricultural and Resource Economics (ABARE) projections that prices will fall an
average 4 per cent in $US terms during 1989-90.

Australia

National economic growth in 1989-90 is projected to average 2% per cent per annum, or
about ¥ per cent less than in 1988-89. Given the continued momentum of consumer spending
and business investment at the start of the year, however, the risk of stronger policy
intervention, and more severe economic correction, cannot be excluded.

These developments are summarised in Tables 2.5 and 2.6.

CONSUMPTION

As the 1988-89 investment boom winds down, and public expenditure remains
moderate, most of the support for growth in 1989-90 will come from private consumption,
sustained by higher saocial benefit payments and lower average income tax rates under the
1989-90 Federal Budget. Pre-tax income growth, on the other hand, will be slower, with less
employment creation, slow implementation of the 1989 National Wage Case decision, less
buoyant rural production prices, and lower distributed profits from business - although rental
and interest income growth will be stronger.

Disposable household income therefore is likely to rise by about 11% per cent, or % ofa
per cent faster than in 1988-89. Assuming an unchanged average savings ratio of 7 per cent,
nominal consumption will grow about 1 per cent faster than last year, but given the higher
average rate of inflation, this will raise constant-price consumption growth by only about halfa
percentage point, to 4% per cent.

INVESTMENT

Gross fixed capital expenditure is likely to increase by just 2 per cent, compared to 13
per cent last year.

Most of the slowdown will occur in the private sector, which led last year's boom. The
Indicative Planning Council (IPC) and market analysts expect dwelling commencements 10
decline by over 20 per cent in 1989-90, but this will translate into only a 5% per cent drop N
work done (the main impact will be felt in 1990-91). Private non-dwelling construction 15
forecast to increase by 2 per cent as estimated by the Construction Forecasting Committeé
(CFC) for total building and engineering construction.
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Table 2.5: Forecast Summary

1987-88 1988-89 1989-90 1989-90
Actual Actual Commonwealth NSW

Budget Treasury

Forecast Forecast

(Average annual percentage increases)
‘Economic Output

- Aust (GDP) 42 3.3 2% 2%
. _NSW (GSP) 40 3.5(e) 2%
Employment
- Australia 3.0 4.1 2% 2%
2 NSW 4.1 28 2
_Earnings
= Award Pay 38 59 6
= AWE (Survey) 6.0 6.8 6% 7
Prices/Deflators
7.3 7.4 T2 7Yz
, 7.7 8.1 7%
- Non-Farm GDP 75 9.1 6% 6%
- GNE 6.7 59 7%
' (% billion)
Balance of Payments
- Exports 50.4 53.0 65
- Imports 527 60.7 70%
Trade Balance (-)2.3 (=)7.7 (-)5%
~ Net Income (=)11.2 (-)13.0 (-)16%
~ Net Transfers 1.7 2.3 2%
C/A Balance (-)11.8 (-)17.4 (-)18% (-)19%
Ratio to GDP(%) 4.0 52 5 5%

(Annual Average Levels)
Interest rates:

- 90 Day Bills 11.8 15.7 17
. - 10 Year Bonds 12.5 12.9 12V
Exchange Rates
- 8US (Cents) 729 81.0 72
- TWI (index) 59.8 61.3 56

(Levels as at June)
Interest Rates

90 Day Bills 13.2 18.3 14%
- 10 Year Bonds 12.0 13.5 11%
Exchange Rates
- $US (Cents) 79.4 755 69

TWI (index) 59.8 59.4 53

_ (e) Estimate
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Table 2.6: Forecasts of Demand and Output
At average 1984-85 prices (a)

Commonwealth NSW

Budget Treasury
Private Final Consumption Expenditure 3% 4%
Gross Fixed Capital Expenditure
Dwellings (-)8 (-)5%
Non-Dwelling Construction 4 2
Plant and Equipment 6% TV
Total Final Domestic Demand 3 3%
Private Final Domestic Demand 3 3%
Public Final Domestic Demand 3% 3%
Increase in Stocks
Private non-farm (b) (- (-)1%
Farm and Public Authority (b) — Yo
Gross National Expenditure 2 2V
Net Exports (b) % 4
Exports of Goods and Services 72
Imports of Goods and Services 3
Gross Domestic Product 2% 2%
Non-Farm Product 2% 2%
Farm Product 2%
Other Selected Indicators
Unemployment (Average Rate) 6% 7Y
Real Household Disposable Income 4 4%
Household Savings (Average Ratio) T%
Terms of Trade (-)3%2 (-)

(a) Unless otherwise stated, figures are percentage increase on preceding year.

(b) Percentage points contribution to change in GDP.
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Businesses surveyed by the ABS in the June quarter planned to increase their 1989-90
vestment in equipment by 7 per cent, a realizations-adjusted increase of 20 per cent (in
drrent prices). The present forecast, however, assumes that continued high inte_rest rates and
slowdown in final demand will cause investors to cut growth in equipment investment to
sund 8 per cent in constant prices, or less than half last year's rate.

Public enterprise investment is expected to resume growth, though this will be from a
w base after a sharp downturn in 1987-88 and sluggish performance in 1988-89. General
overnment investment will rise marginally by 1 per cent in 1989-90, with higher outlays by the
_Commonwealth Government and the State of New South Wales offsetting sharp cut-backs by
ost other States.

Stockbuilding will be cut back sharply from $2.6 billion in 1988-89 to just $34 billion in
1989-90, as business adjusts to slower demand. All of the net growth will occur in farm and
blic marketing authority stockpiles, reflecting higher rural production, and prices falling
oser to marketing board intervention levels. Non-farm stocks will be drawn down by $1 billion,
‘kpartially offsetting the build-up which occurred during the preceding year.

FOREIGN TRADE AND BALANCE OF PAYMENTS

The poor 1988-89 performance in foreign trade should be stabilised and progressively
improved during the course of 1989-80, reflecting the slowdown in domestic demand.
Although the annual trade deficit (in constant prices) is expected to improve by only $1 billion,
it should fall from $3% billion in the June quarter 1989 to around $1% billion in the June quarter
1990.

This improvement will be assisted by firm world prices for Australia’s exports, coupled
th only moderately higher world prices for our imports, and improved Australian
competitiveness brought about by decelerating domestic inflation (as reflected by the
Non-Farm GDP Deflator) plus a slow depreciation in the exchange rate. Australia’s terms of
trade (which improved a massive 15.6 per cent in 1988-89) are expected to stay virtually flat in
1989-90, with a slight decline in the final two quarters of the year.

Exports of goods and services are expected to increase by about 6 per cent in volume.
__The outcome could be higher if the export growth rates predicted by ABARE (6 per cent for
__ural exports and 13 per cent for mineral resources) are achieved.

;; Imports are expected to increase only 3% per cent, compared to 25% per cent in
~ 1988-89. Import volumes should begin to fall in absolute terms starting in the December
quarter.

Although the trade balance will improve from (-)$7.4 billion to (-)$5% billion, larger net
_income debits will still cause the overall current account deficit to widen to about $19% billion.
_ Higher netincome deficits are the unavoidable consequence of rising external debt, high world

interest rates, and a declining exchange rate. Provided that the growth in exports can be
_Sustained, however, the current account deficit should narrow significantly in following years.

_ EMPLOYMENT

i Job creation is expected to fall sharply in future months in line with the slowdown in
Investment and decline in aggregate demand. For the year as a whole, employment growth is
likely to be only 2% per cent. Although labour force participation also is likely to fall in later
months, the drop in employment growth will cause unemployment to rise from 6 per cent in
_June 1989 to as much as 7% per cent by June 1990, with a year average of around 7% per cent.
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WAGES

Average weekly earnings (on the ABS Survey basis) are expected to rise 7 per cent for
the year as a whole. This is based on the parameters set by the 1989 National Wage Case,
providing for two increases of $10 to $15 or 3 per cent, subject to award restructunng
agreements. The forecast assumes that the minimum rates provisions will have only a marginal
impact on outcomes in 1989-90 and that discipline under the Accord will be maintained. In a
broader sense, it also is assumed that wages drift will virtually disappear under slacker labour
market conditions in 1989-90.

PRICES

Consumer prices are forecast to increase by 7% per cent as predicted in the 1989-90
Federal Budget. A lower outcome might nonetheless be achieved if wages growth and import .
price increases can be moderated, and if interest rates come down well before the end of the
year. The price deflator for domestic demand is expected to increase 7% per cent, or less than :
the Consumer Price Index, due to the sharper slowdown in investment activity compared with
consumption. Since export prices are expected to grow more slowly than import costs, the:
Non-Farm GDP Deflator is projected to grow even more slowly at 6% per cent.

INTEREST RATES

On the basis of recent Commonwealth Government pronouncements on monetary
policy, interest rates are forecast to remain at or above current levels until the end of 1989:
Thereafter they are expected to decline to around 15 per cent (90 day bills) and 11.5 per cent
(10 year bonds) by June 1990. Interest rates will drop sooner if economic activity and imports
fall back earlier. But the yield curve is likely to remain inverted (i.e. shorter rates being higher
than longer ones) well into 1990-91 if monetary policy is pursued as stated.

EXCHANGE RATES

The Australian Dollar is likely to decline by perhaps 5 to 7 per cent against the
Trade-Weighted Index (TWI) between June 1989 and June 1990 reflecting the high balance of
payments deficit, and weaker terms of trade. Given the tight monetary stance of the
Government, however, the interest rate differential relative to overseas markets should attract
sufficient capital inflows to prevent more extensive depreciation.

Prospects for the New South Wales Economy

OVERVIEW

The New South Wales economy in 1989-90 will largely mirror the national downturn. ThlS‘
is because of the large share of economic activity concentrated in this State. ‘

Economic growth, as measured by GSP, is expected to be substantially lower as a
result of negligible investment growth after the vigorous performance during 1988-89, and
relatively subdued growth in consumption expenditure (particularly in the public sector).

As with the national forecast, employment growth in New South Wales will slow ov
1989-90, particularly when the backlog of work currently in the building pipeline expires..
Related industries will reduce their staff to compensate for this slowing in building activity, but
this should be more than offset by modest employment growth elsewhere.

After Sydney's rapidly rising inflation rate over 1988-89, largely the result of a booming.
property market and rising interest costs, the Sydney CPI is expected to fall during 1989-9
closing the gap on the national index.
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The table below details expected changes in the main State indicators over the year
head.

Table 2.7: NSW Forecast Summary 1989-90

Average Percentage increase over previous year

1988-89 1989-90
Qutcome Forecast
e o 23
‘ loyment Grow .
Emp oY 8.1 7%

_ Sydney CPI

,k: () NSW Treasury estimate

. source: ABS Catalogue No.s 6203.0 “The Labour Force Australia” and 6401.0 “Consumer Price
~ Index”

_ ECONOMIC ACTIVITY

Growth in GSP is forecast to slow in New South Wales during 1989-90 to 2% per cent, in
line with the national moderation in growth. While this still represents a reasonable rate of
_economic growth, it is well below the strong growth of 3.5 per cent recorded last year.

Private consumption is expected to remain firm, buoyed by the the income tax cuts
_ which came into effect on 1 July 1989. Falling interest rates later in the year will also increase
_ consumption directly, and through spin-off purchases of consumer durables as the demand for
_housing improves. This is particularly relevant in New South Wales where property research
company BIS-Shrapnel forecasts an underlying excess demand of approximately 54,000
_ dwellings by June 1990.

Recurrent expenditure in the New South Wales public sector will decline by 0.5 per cent
in real terms over 1989-90, reflecting the NSW Government's commitment to smaller
_ government, but this should be more than offset by the anticipated consumption growth in the
private sector.

After strong growth last financial year, investment is forecast to flatten out in 1989-90.
_ While it is anticipated that this will occur across all industry sectors, it should be most
_pronounced in the building industry, as high interest rates and looming over-supply of office
__space and hotel accommodation in Sydney take their toll.

INFLATION

Slower growth in GSP should restrain inflation over the coming year. The housing
. component of the CPI, which made a particularly strong contribution to the Sydney index over

1988-89, will be much more subdued this year; as will food prices which should decline as
_ supply recovers from last year's floods. Nevertheless, household equipment and operation and
transportation are expected to make substantial contributions to the Sydney CPI. The
__expected depreciation of the Australian dollar (which will raise the price of imported goods)
;andd the growth in wages, following the recent National Wage Case decision, will also add to the
_Index.

Itis anticipated that morgage interest rates will fall over 1989-90 and housing prices will
. not be subject to the same rapid escalation as last year. The adoption of the new debt profile
. _Mmethod for calculating mortgage interest charges, however, will lessen the impact of any
change in housing costs on the CPI.
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Food prices, after increasing by a substantial 3.4 per cent in the last quarter of 1988-89,
are projected to grow more slowly over 1389-90. Lower vegetable prices (as supplies improve)
should retard the food category’s contribution to the Sydney CPI, but this is likely to be offset
by stronger meat prices as supplies are held back for herd rebuilding, pending access to the
Japanese and Asian markets.

The contribution from household equipment and operation is expected to increase in
1989-90, as expected dwelling commencements of around 140,000 in New South Wales,
together with pent up demand for household appliances from the housing boom last year and
the forecast depreciation of the currency, fuel price rises.

State and Local Government charges will contribute to the Sydney Index during the
September quarter as Government Departments and Authorities implement their annual
increases in charges. The Government is intent on reducing existing anomalies and cross
subsidies to bring prices more into line with operating costs in areas such as electricity, water,
ports, and public transport. This has caused increases in certain charges over the past year. In
the coming year, increases in some charges will moderate the impact of the State and Local
Government sector on the CP!. Indeed electricity charges, which account for over 40 per cent
of total Government charges, are scheduled to increase by only 4.9 per cent. The State Rail
Authority's passenger fares will increase by 6.5 per cent on average, while for the State Transit
Authority the average increase will be 7.5 per cent.

Overall Government charges are projected to increase at slightly above the CPI.
However, when the impact of the environmental levy is excluded, the increase, at 7.1 per cent
is less than the projected increase in the CPI.

EMPLOYMENT GROWTH

Employment growth of 2 per cent is forecast for New South Wales over 1989-90. Steady
growth is anticipated in the large industry sectors such as wholesale and retail trade, and
health; but this trend is likely to be dampened by declines in mining, building and the public
sector. Slower growth is also expected in the tourism industry after the boom associated with
World Expo and the Bicentennial.

The New South Wales labour force is anticipated to grow strongly through immigation,
which is estimated to be approximately 60,000 people in 1989-90. This should more than offset
employment growth of 2 per cent and a slight decline in the workforce participation rate (as
people become disillusioned with trying to find employment in a slowing labour market).
Consequently, unemployment is projected to rise over the year ahead. The average
unemployment rate should increase from 6.8 per cent in 1988-89 to over 7 per cent in 1989-90.

OUTLOOK FOR SELECTED INDUSTRIES

The outlook for industry sectors of the New South Wales economy is dependent on
conditions in the world and domestic economies, as well as on specific developments within
the State. The anticipated easing of economic growth is likely to result in a slowing in the
growth of most sectors and their exports, rather than an actual decline.

Agriculture

World commodity prices are expected to ease slightly in 1989-90 following the strength
of the past two years, which has lifted Australia’s terms of trade and commodity export income.
The forecast decline in Australia’s exchange rate is expected to offset lower commodity prices.
and ABARE forecast a rise in the value of Australian commodity exports of 11 per cent to $40.5
billion in 1989-90, almost double 1988-89 export growth. While New South Wales can be
expected to share in much of this growth, the outlook for some rural commodities is not as
sound.
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The State-wide rain received during early 1989 had a favourable impact on New South
\Wales wool growers, and the State Wool Forecasting Committee has forecast New South
Wwales wool production will increase 7.6 per cent to 331,300 tonnes in 1989-90. However, with
_world production expected to increase more rapidly than demand, prices are likely to decline.

~ Although export volumes are expected toincrease, this will be outweighed by the drop in price,
_ educing the value of wool exports compared to 1988-89.

~ Weather conditions have been less favourable for wheat producers. ABARE forecast
. approximately 2.4 million tonnes of wheat will be harvested in 1989-90 in New South Wales, a
_ considerable decline from last year's achievement. Wet weather since this forecast was made
_ nas further reduced the likely harvest which, combined with lower world wheat prices, is likely
_ tpresultin a significant fall in New South Wales earnings from wheat exports over the coming

| year.

An improved world outlook in 1989-90, together with an anticipated depreciation of the
Australian dollar (a 8.6 per cent decline in the TWI for the year as a whole is forecast) will
increase prices received by cotton growers, stimulating increased plantings throughout
Australia. Rice and oilseed production are also expected to increase in New South Wales.

Mining

According to the ABS Capital Expenditure Survey for June 1989, Australian mining
companies expect to invest $4,262 million in 1989-90, a nominal rise of 19.4 per cent, and well
exceeding growth of 2.6 per cent in 1988-89. This would appear to be in response to strong
earnings growth over the past year, combined with good earnings potential in the year ahead.

A rise in domestic coal consumption is expected to be supplemented by strong world
demand over the coming year, in both steaming coal (mainly for electricity generation in the
QECD region) and coking coal (by the major steel producing regions). This increase in demand
is likely to exceed growth in world supplies, resulting in a firming of coal prices and an increase
in the value of New South Wales coal exports.

New South Wales coal output is also expected to increase as the industry benefits from
an expansion of capacity, the considerable restructuring of the past year, and an expected
reduction in the industrial disputes which characterised the industry during the first half of
1988-89.

Manufacturing

Although the manufacturing sector did not experience an expansion in investment to
the same extent as other sectors during 1988-89, Australian firms anticipate a strong 16.2 per
cent increase in nominal capital expenditure over the coming year, according to the ABS
Capital Expenditure Survey. If past realisation ratios (the ratio of actual to anticipated
investment) are maintained, this will result in an actual increase of 26.7 per cent.

Investment may be dampened, however, as the current high interest rates start to have
an impact, and the anticipated depreciation of the Australian dollar increases the cost of
capital equipment.

The Bureau of Industry Economics expects future manufacturing investment to be
concentrated in two industry groups: Chemicals, petroleum and coal products; and Basic
metal products. While a significant proportion of this investment is planned in other States,
New South Wales will also benefit from investment for export enhancement (particularly in the
processed metal products area), and import replacement (mainly in the chemicals and
petroleum industries).
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As aresult of last year's capital expenditure and the strength of investment anticipated
in 1989-90, manufacturing production is expected to grow strongly. Results from the latest
Survey of Manufacturing Conditions in New South Wales conducted by the Australian
Chamber of Manufactures and the State Bank indicate that eight out of the twelve industry
sectors within manufacturing expect to increase production over the next 3 months.

Employment growth in the manufacturing sector is forecast to slacken somewhat over
the coming year. Overtime is already slowing, and pressure for skilled labour should ease as
the domestic economy slows.

New South Wales steel production is expected to increase significantly in 1989-90, with
increased capacity due to the recommissioning of one of the blast furnaces at Port Kembla and
improvements in furnace operation at Newcastle. Capacity will be further expanded by the
construction by BHP of a minimill in Sydney. Exports, which have been limited by strong
domestic demand, are forecast to increase in line with the expansion of capacity.

Tertiary

Many tertiary industries will be affected by the general economic slow-down expected
during 1989-90.

Growth in the finance, property and business services sector is likely to ease after the
rapid expansion of recent years. Firms from this sector surveyed by the ABS expect their
nominal investment to increase 19.4 per cent, lower than the 24.4 per cent increase of 1988-89,
but still a strong performance. Using past realisation ratios, this would be equivalent to an
enormous increase in investment of over 50 per cent, but these realisation ratios were formed
during a period of economic upswing and are unlikely to be maintained during an economic
slow-down.

Expected investment is not available by State, but New South Wales is likely to
experience a more severe slow-down in growth in this sector because it has achieved such
strong growth over the recent past and, with the cooling of the real estate and property
development markets, combined with a more general slow-down, these growth rates would be
difficult to maintain.

The retail trade sector is unlikely to experience such a significant decline in growth
because it has not shared the rapid expansion of some other areas, and the forecast decline in
interest rates during 1989-90 may increase trade as consumer borrowing becomes more
affordable and pent-up demand is satisfied.

Finally, the outlook for tourism in New South Wales is for far more subdued growth over
1989-90. Both overseas and domestic tourism are expected to suffer; the first as a
consequence of waning interest after the Bicentennial and World Expo, and the second as @
result of restrictive macroeconomic policies and recent industrial disputation.

Total tourist expenditure in New South Wales during 1988-89 was estimated at $7.2
billion. While over 75 per cent of this comes from domestic tourism, international tourism is
growing at an exceptional rate. (ndeed, during 1988 Australia’s receipts from international

tourism grew by almost 30 per cent in real terms. This growth has a disproportionately large k

impact on New South Wales, which receives over 70 per cent of all international visitors to
Australia.

Over 1988-89, it is estimated that New South Wales received approximately 1,600,000
tourists, an increase of 15 per cent over the previous year. During 1989-90, however, a lower
growth rate closer to the long term trend of 7 per cent is expected.

e e
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he Economy and the Budget

The forecasting of economic variables is a key part of the Budget process.
ssumptions about the economic conditions likely to prevail in the future underpin forward
timates of revenue and expenditure. The accuracy of these assumptions can significantly
ffect the accuracy of the resulting forecasts.

In the long-run, factors such as population growth, savings and capital formation shape
e underlying demand for Government services, and the size of the tax base. In the shorter
rm, revenue and expenditure are affected, both directly and indirectly, by a variety of
economic variables. In making forward estimates, the broad economic outlook is considered,
as well as a range of economic variables, the major ones being -

« Gross State Product (GSP)
« |nflation

» Employment and Wages

« Interest Rates

GROSS STATE PRODUCT

Economic growth and its impact on employment affects virtually every Government
responsibility. Expenditure related to social welfare tends to increase during recessionary
‘periods, while expansions in economic activity increase the need for expenditure on

infrastructure.

Growth in GSP also affects many State taxes. Generally, the higher economic growth,
the higher most revenue items will be. For example, payroll tax will rise as employment
‘increases; financial institutions duty revenue increases as transactions increase with
economic activity; and revenue from business franchise licences on petroleum increases as

consumption rises.

Revenue is also affected by the distribution of growth in the economy. For example,
over 1988-89 activity was particularly vigorous in the real estate sector, which directly lifted
revenue from stamp duty on contracts and conveyances.

INFLATION

Increased prices of goods and services are a major factor determining Government
expenditure growth, given that expenditure on goods and services constitutes 30 per cent of
Government recurrent expenditure. While no New South Wales expenditure items are directly
indexed to the inflation rate, all procurement costs are affected eventually.

Variations in prices also affect Government revenue. In recent years, revenue has
particularly been affected by variations in share market and real estate activity. Vigorous
activity in the share market prior to the November 1987 share market collapse significantly
lifted revenue from stamp duty on share transfers. Declining activity and values reduced
revenue from that source by 29 per cent in 1988-89. Stamp duty on contracts and conveyances
provide a major source of revenue. The Sydney real estate boom increased revenue from this
source by $459 million or 45 per cent in 1988-89.

Prices in the share and real estate markets are more volatile than consumer prices
generally, so taxation estimates are based on more specific forecasts of price and turnover in
these markets, rather than simply the CPI forecast.
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The Budget is concerned both with revenue and expenditure magnitudes, and with the
volume of resources these command. Inflation diminishes the command of money over
resources. Price indices attempt to isolate the effect of inflation, so that the volume of goods
and services can be compared through time. However, unlike other economic variables, there
is no unique ‘“inflation rate”. Inflation encompasses increases in a wide variety of different price
sets. Each of these is measured in a different way.

The CPI gives an indication of consumer price levels but, because it does not cover
investment goods, may not accurately reflect general price inflation. Where desirable, more
specific estimates may be used (for example, of wages costs and capital costs) in determining
budget allocations.

A range of price indices is constructed by the ABS. Table 2.8 shows the principal
alternatives available, and their growth in recent years. Growth in the various indices has varied
significantly, because of the different items included in each index. As a consequence,
deflating government expenditure by different price indices will lead to widely varied measures
of the change in real expenditure.

Table 2.8: Comparison of Price Inflation Measures

Increase Over Previous Year

Per cent
Inflation Measure 1984-85 1985-86 1986-87 1987-88 1988-89 1984-85 1989-90
to )
1988-89
(average)
Consumer Price Index
- Australia 4.3 8.4 9.3 7.3 74 7.3 e
- New South Wales 3.9 85 9.4 7.7 8.1 75 72
Final Consumption Expenditure
- New South Wales Government
- wages — 54 6.3 29 39 46 —
- other costs — 6.2 7.1 6.0 71 6.6 —
- total NSW consumption — 5.8 6.7 41 47 53 —
- All Governments 58 6.5 6.3 49 49 57 —
Gross Fixed Capital Expenditure
- New South Wales Government | — 8.2 7.6 76 7.8 7.8 —
- All Governments — 8.9 7.7 6.2 54 71 —
Gross National Expenditure 6.0 8.5 8.2 6.5 6.2 71 TV
Gross Non-farm Product 59 7.0 7.4 7.4 9.3 7.4 6%
Gross Domestic Product 5.6 6.8 7.3 8.1 9.4 7.4 —

Note:  (f) NSW Treasury forecast
Source: ABS Catalogues 5206.0, 6401.0, unpublished ABS data.
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Estimates of real growth are used for a number of purposes -
» to measure the real purchasing power of government expenditure;
o to measure the demand of the public sector on real resources;

to facilitate intergovernmental comparisons;

« to facilitate comparison of the stance of Budget policy over time.
However, no one index best serves all purposes.

« The consumer price index, which measures the price of a basket of representative
consumer goods, is a widely used and well understood measure of the impact of
inflation on household living standards. However, this does not reflect the basket of
expenditures by the New South Wales Government.

« The ABS has recently estimated a New South Wales Government deflator series.
This corresponds more closely to actual New South Wales Budget costs, but does not
reflect the opportunity cost of these expenditures. These deflators are not generally
available or widely understood, and currently there are no equivalent deflators
constructed to enable comparisons with other Australian governments.

The gross domestic product and gross non-farm product deflators measure the
price of domestically produced goods and services. While they better measure the
opportunity cost of government expenditure, and are widely used and understood,
they do not reflect the cost of goods and services purchased by the New South Wales
Government.

The gross national expenditure deflator measures the price of products purchased
by Australians, including both domestic products and imports. As such, it is a more
accurate reflection of price variations in government purchases than the product
deflators. However, both the product and expenditure deflators have been
particularly volatile over recent years, because of the volatility of export and import
prices.

During the Budget preparation process, specific deflators are used where available to
estimate future real expenditure on particular items. However, in order to assesss the overall
trends in real terms, the CPI has been used in this Budget Paper as a widely used and well
understood measure of inflation.

EMPLOYMENT AND WAGES

Wage costs are the major expenditure item in the New South Wales Budget,
accounting for some 70 per cent of expenditure. Treasury estimates that a 1 per cent increase
in wages flowing from a National Wage Case decision adds about $60-$65 million to
Consolidated Fund costs. Estimates of public sector employment levels are also an important
determinant of estimated wages expenditure.

Projections of revenue from payroll tax rely on expected variations in the overall level of
employment in New South Wales, and the rise in average weekly earnings. Payroll tax revenue
was lifted in 1988-89 from relatively strong employment growth. A general wage rise will also
increase payroll tax revenue, assuming that there is not an accompanying decline in
employment.
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INTEREST RATES

Variations in interest rates have both a direct and indirect impact on the Budget.

Directly, tight monetary conditions such as those prevailing during 1988-89 increase
the State's debt servicing charges through higher interest rates. Currently, a relatively high
proportion of the State’s debt is being held in short term instruments, to avoid being locked in
to high long-term interest rates, because the general level of interest rates is expected to
decline.

A rise in interest rates also raises revenue, as the State holds a large cash balance,
invested in both short and long-term investments. However, debt costs far exceed revenue
from investments, so the net budgetary impact of a rise in interest rates is negative.

Indirectly, interest rates influence activity in the real estate market and the share
market, thereby affecting stamp duty revenue from these sources . An increase in interest
rates will tend to dampen real estate activity as the cost of borrowing rises. Also, as interest
rates rise securities become more attractive relative to shares, and as a result share market
activity may decline.

THE OUTLOOK FOR 1989-90

The outlook for the New South Wales economy over the coming year suggests that
Budget revenue and expenditure will vary significantly in several areas from the recent past.

On the revenue side, revenue from stamp duty on contracts and conveyances is
forecast to decline by 26.7 per cent compared to 1988-89. Following a dramatic change in the
latter half of 1988-89 after the boom conditions of the previous two years, the property marketis
expected to slow markedly, with a consequent adverse impact on contracts and conveyances
revenue.

Despite a reduction in the growth of employment over the coming year as the economy
slows, payroll tax revenue is expected to continue its steady upward trend due to a forecast |
increase in average weekly earnings in the vicinity of 7 per cent. Expenditure will also be
significantly affected by the rise in wages, as they constitute the major expenditure item of the
New South Wales public sector.

Although interest rates are forecast to decline over the course of 1989-90, on a yearly
average basis they are expected to be higher than in 1988-89. This will adversely affect the
Budget because, as noted above, interest payments on the State's debt far exceed interest
receipts from investments.

CONCLUSION

The State's Budget depends critically on movements in a number of economic
variables. The estimation of future revenue and expenditure requires forecasts of these
economic variables. The forecasting task has become more difficult in the last few years as the
mix of State taxes has changed. Stamp duty has overtaken payroll tax as the State's most
important source of tax collections; in 1988-89 it constituted 45.1 per cent of tax revenue
compared to 27.3 per cent in 1978-79. Stamp duty on contracts and conveyances now
contributes 26.8 per cent of total tax revenue, compared to only 9.2 per cent in 1978-79.
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Stamp duty proceeds, particularly on property and share transactions, are far more
Jolatile than payroll tax and therefore more difficult to accurately project. For example, revenue
from stamp duty on contracts and conveyances increased 45.1 per cent in 1988-89, but is
expected 10 decline 26.7 per cent in 1989-90. In contrast, payroll tax revenue increased 10.8
per cent in 1988-89, and is forecast to rise a further 10.8 per cent in 1989-90.

The New South Wales Treasury, with the assistance of BIS-Shrapnel, has developed an
ometric model for forecasting contracts and conveyances duty revenue. However, even
with the aid of Sth a model, stamp duty forecasting is still subject to major errors. Given the
importance of this source of revenue, this means it is becoming increasingly difficult to project
the State's overall Budget position.

econ
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CHAPTER 3: OVERALL BUDGET
PAYMENTS

introduction
Trends in Budget Payments

Total Payments by Policy Area and by
Minister

(The Blue Tables)
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3.1 INTRODUCTION

This section provides a summary of overall (i.e. recurrent and capital) payments, as well
as detailed information on payments by Ministerial responsibility and by policy area.

The prime focus of the Budget is the Consolidated Fund which is the account through
which most payments and revenue for the Inner Budget Sector (i.e. General Government)
pass. Inner Budget Sector entities include departments such as Education, Health, Corrective
gervices and Public Works and central agencies such as Treasury and Premier’s Department.

While Inner Budget Sector entities are predominantly funded from Consolidated Fund,
some also have access to other sources of funds. In the main these would be special deposit
account balances, which may reflect user charges or other income earned by the department
or past transfers from the Consolidated Fund.

In contrast, the Outer Budget Sector consists of public sector entities which are largely
self financing, although there may be some limited subsidy from the Consolidated Fund.

, An overview of payments for the Inner and Outer Budget Sector, distinguishing
between Consolidated Fund and other sources of payments is set out in Table 3.1.

Table 3.1: Budget Payments

1987-88 1988-89 1989-90
Change Change
$m $m % $m %
Consolidated Fund -
Recurrent 11,718 12615 +7.7 13495 +7.0
Capital 1,899 1,901 — 2576 +356
Total 13,617 14516 +66 16071 +10.7
Total Payments -
Recurrent 12,300 13,547 +10.1 14,541 +73
Capital 4360 4340 (-)05 5161 +189

Total 16,660 17,887 +7.4 19,702 +101
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3.2 TRENDS IN BUDGET PAYMENTS

Consolidated Fund
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Total capital payments (i.e. the State Capital Program) have increased by 1.1 per cent
per annum over the five years to 1988-89, a real decline of 6.5 per cent per annum (see Figure
3.5). For 1989-90, capital payments are projected to increase by 18.9 per cent, a real increase
of 10.6 per cent.
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3.3 TOTAL PAYMENTS BY POLICY
AREA AND SECTOR

The purpose of the following tables is to group programs with common policy goals to
_ show how they are funded (either from the Consolidated Fund or from other sources). The
tables have been compiled from the program statements presented in Budget Paper No. 3
("Consolidated Fund Estimates”) and from the summary of the State's overall capital works
program included in this Budget Paper. The figures, therefore, include -

« all payments (both recurrent and capital) by departments and authorities included in
the Consolidated Fund Estimates (those in the inner-Budget Sector); and

« the capital works programs of all other departments and authorities included in the
State's overall capital works program (those in the outer-Budget Sector).

The policy area/policy sector classification is a means of grouping similarly oriented
rograms and expenditures 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 expenditures of multi-faceted departments to be dissected and
aggregated with like expenditures in other organisations.

Policy areas represent the broadest areas of Government responsibility. Policy areas
_ are aggregations of policy sectors, which are groups of related programs representing
_ particular functions of Government.

Program costs are allocated to the policy sector/area which they are considered to be
primarily serving. It is inevitable that there will be a degree of arbitrariness in this procedure. 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 Law, Order and Public Safety functions.
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CHAPTER 4: RECURRENT BUDGET

4.1 Introduction
4.2 Consolidated Fund Recurrent Revenue
4.3 Consolidated Fund Recurrent Payments
4.4 Total Recurrent Payment by Functional Area
| 4.4.1 Law, Order and Public Safety
4.4.2 Education
4.4.3 Health

4.4.4 Welfare Services

4.4.5 Housing and Community Services
4.4.6 Recreation and Culture

4.4.7 Economic Services

4.4.8 General Administration

4.4.9 Other Purposes
4.4.10 Advance to the Treasurer
4.5 Tax Expenditures
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4.1 INTRODUCTION

The term Recurrent Budget refers to the recurrent expenditure and revenue of the inner
Budget sector. defined as being thOS_e organisations funded by the Consolidated Fund to the
extent of 50 per cent or more. While these organisations operate predominantly on the
Consolidated Fund, some also have access to other sources of funds. These funds may be
derived from revenues earned by the organisations and which are not required to be paid into
the Consolidated Fund, or they may represent moneys paid out of Consolidated Fund in earlier
periods or through other organisations’ votes.

Sections 4.2 and 4.3 of this Chapter deal with the recurrent revenues and payments of
the Consolidated Fund, which accounts for the major share of inner Budget sector
transactions. Section 4.4 however brings together payments from the Consolidated Fund and
other sources to show total expenditure on a functional basis.

Information on the revenues available to inner Budget sector organisations other than
through the Consolidated Fund, is not available on a consistent basis although in the main
these revenues consist of user charges (such as public hospital fees paid by private patients).
The detailed program expenditure statements for each organisation in Budget Paper No. 3,
however, provide an indication of the level of revenues not passing through the Consolidated
Fund, but available to support those programs.
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4.2 CONSOLIDATED FUND RECURRENT REVENUE

Introduction

Table 4.1 provides detail of Consolidated Fund recurrent revenue for 1988-89 and
1889-90 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 Consolidated Fund revenye
items. To the extent possible, the 1988-89 figures shown in the following table have been

adjusted to make them comparable with 1989-90.

Table 4.1: Consolidated Fund Recurrent Revenue

Change
Actual Estimates
1988-89 1989-90 Amount Per cent
$m $m $m
State Taxation
Stamp Duties -
Contracts and Conveyances...... 1,496.2 1,087.0 (-)409.2 (-)27.3
INSUranNCe .......coovveviiviiieiniee ., 187.7 210.0 +22.3 +11.9
Loan Securities ......................... 126.2 107.0 (-)19.2 (-)15.2
Share Transfers............c..ccc...... 143.6 150.0 +6.4 +45
Motor Vehicle Registration
Certificates ...........ccccccoeeii 182.0 203.0 +21.0 +115
Cheques ...........coocoovviiii 26.1 27.0 +09 +34
Financial Institutions Duty.......... 212.9 248.0 + 35.1 +16.5
Other ..o, 117.3 132.0 +14.7 +125
2,492.0 2,164.0 (-)328.0 (-)18.2
Pay-roll TaxX..........ccccoeovvveveeeinnnn, 2,052.2 2,282.0 +229.8 +11.2
Land TaxX.......cccoooveiiviiiiiiioneeen 497.3 668.0 +170.7 +34.3
Health Insurance Levies................. 41.0 43.0 +2.0 +5.0
Racing.....ccccooiiiiiiiiii i 266.1 301.3 +35.2 +132
KENO ....coooiviiiiiiiiiiiiieceee — 25.0 +25.0 —
Poker Machine Tax ...........c........... 2394 261.0 +21.6 +9.0
Motor Vehicle Taxation.................. 675.3 768.4 +93.1 +138
Business Franchise Licences
(Petroleum Products)................. 241.0 430.5 + 189.5 +78.7
Business Franchise Licences
(Tobacco)........covvvuiiiieiiiii, 203.8 265.0 +61.2 +30.0
Liquor Licences ..............cc..cc..o..... 188.4 205.3 +16.9 +89
Lotto ..o 106.6 109.1 +25 +24
Approved Amusement Devices ..... 27.2 18.9 (-)8.3 (-)30.4
OtNeT oo 1.3 96 (1.7 (-)15.
45496 5,387.1 +837.5 +18.4
Total State Taxation................... 7,041.6 7,551.1 +509.5 +72
Mining and Lands
MINING ..o 103.1 137.5 +344 +334
Lands........occcovvviiiiiiii 93.3 90.0 (-)3.3 (-)3.5
196.5 227.5 +31.0 + 158
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Change
Actual Estimates
1988-89 1989-90 Amount Per cent
$m $m $m
Receipts for Services Rendered
Business and Consumer Affairs..... 64.8 69.0 +4.2 +6.5
HE@IN oo 78.0 73.1 (-)4.9 (-)6.3
OBRET .o 175.9 202.2 + 26.3 +15.0
318.7 344.3 +25.6 +8.0
state Instrumentalities
Contributions
State Bank ... 55.5 55.9 +0.4 +0.7
Government Insurance Office ........ 106.0 94.5 (-)11.5 (-)10.8
Maritime Services Board ............... 16.5 15.5 (-)1.0 (-)6.1
OLRET ovviieieeeeiie e 83.3 187.8 + 104.5 +125.4
261.4 353.7 +92.3 +35.3
State Lotteries........................... 60.8 59.6 (-)1.2 (-)2.0
Other Receipts
Fines and Forfeitures .................... 122.2 124.3 + 2.1 +17
Unclaimed Moneys ... 14.8 7.0 (-)7.8 (-)52.7
JNEEIEST .. vvviivriieeiiiviiiiii e 213.3 2125 (-)0.8 (-)0.4
Repayments - Previous years'
VOLES vvviieieeiiiiiiee e 29.3 114.3 +85.0 +290.1
Recoupment by Commonwealth -
Administration Expenses of
Migrant Education ..................... 214 23.2 +1.8 +84
Principal Repayments in respect
of Loans made under Natural
Disaster Relief Schemes............ 13.5 13.0 (-)0.5 (-)3.7
First Home Purchase Scheme -
Payments of Deferred Stamp
DULY v 24.6 25.2 +06 +23
Collections from prison industries.. 10.2 131 +29 +28.4
Other ....occcii 256.8 232.0 (-)24.8 (-)9.7
706.1 764.6 +58.5 +8.3
Sub-total -
Non Taxation Receipts .............. 1,543.5 1,749.7 +206.2 +13.4
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Change
Actual Estimates
1988-89 1989-90 Amount Per cent
$m $m $m
Commonwealth General
Revenue Grants
Financial Assistance Grant............ 3,665.1 3,666.1 +1.0 —
Special Revenue Assistance ......... 12.4 — (-)12.4 (-)100.0
3,677.5 3,666.1 (-)11.4 (-)0.3
Commonwealth Payments for
Specific Recurrent Purposes
SchoolS .....ovvviiiiiiiiii 236.4 261.4 +25.0 +10.6
Technical and Further Education ... 43.7 47.0 +3.3 +76
Hospital Funding Grant.................. 1,085.3 1,185.7 +100.4 +93
Medicare/Waiting List Reductions . 10.0 — (-)10.0 (-)100.0
Home and Community Care.......... 94.0 86.3 =)7.7 (-)8.2
Supported Accommodation
Assistance ........................ 18.2 271 +89 +489
Legal Aid.....cccovvvviiiiiiiiiiiiiii, 28.7 29.1 +04 +14
Mortgage and Rent Relief ............. 9.3 15.8 +6.5 +69.9
Natural Disaster Relief .................. 25.4 20 (-)23.4 (-)92.1
Rural Adjustment Scheme............. 14.7 16.1 +1.4 +95
Other ..ovoviiiii e 52.3 75.0 +22.7 +43.4
1,618.0 1,745.5 +127.5 +79
Sub-total -
Commonwealth Payments ...... 5,295.5 54116 + 116.1 +22
TOTAL, RECURRENT REVENUE 13,880.6 14,712.4 + 831.8 + 6.0
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1989-90 Estimates

Estimated Consolidated Fund recurrent revenue in 1989-90 is $14,712 million, an
increase of $832 million or 6.0 per cent on the adjusted 1988-89 figures.

Approximately 37 per cent of budgeted revenue will be in the form of general or specific
urpose payments from the Commonwealth, with the other 63 per cent coming from taxation

revenue and other State sources.

Figure 4.1
RECURRENT BUDGET RECEIPTS, 1989-90

State Taxes 51.3% $7551m

Mining, Lands and
Forestry 1.6% $227m
'“. Receipts for Services

%3  Rendered 2.3% $344m

7 Other State Receipts
8.0% $1179m

Commonwealth
General Revenue
Grants 24.9% $3666m

Commonwealth Specific
Purpose Payments 11.9% $1745m

Total $14712m



The relativity between revenue from the Commonwealth
has been changing over time, reflecting both Commonwealth fu
economic conditions on the State's revenue. This trend is de
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Table 4.2: Recurrent Revenue - Major Categories

and that from State sourceg
nding cuts and the impact of
monstrated in Table 4.2,

CATEGORY 1984-85 | 1985-86 | 1986-87 | 1987-88 | 1988-89 | 1989-90
$m $m $m $m $m $m

State-sourced -

Taxation 3917 | 4,418 | 5010 | 6,025 | 7,042 | 7,551

Mining and Lands 164 162 184 172 197 228

Receipts for Services Rendered 246 249 286 318 319 344

Other 621 690 686 841 1,027 | 1,178
Total, State-sourced 4948 | 5519 | 6,166 | 7,356 | 8,585 | 9,301
Commonwealth-sourced -

General Revenue Grants 2699 | 3013 | 3350 3595 | 3678 | 3,666

Specific Purpose Payments 1176 | 1413 | 1,495 | 1579 | 1618 | 1,746
Total, Commonwealth-sourced 3,875 | 4,426 | 4845 | 5174 | 5296 | 5412
TOTAL, RECURRENT RECEIPTS 8,824 | 9,945 11,011 | 12530 | 13,881 | 14,713

% % % % % %

State-sourced -

Taxation 44 4 44 4 455 48.1 50.7 51.3

Mining and Lands 1.9 1.6 1.7 1.4 1.4 1.6

Receipts for Services Rendered 2.8 25 2.6 25 2.3 23
Other 7.0 6.9 6.2 6.7 7.4 8.0
Total, State-sourced 56.1 555 56.0 58.7 61.8 63.2
Commonwealth-sourced -

General Revenue Grants 30.6 30.3 304 28.7 26.5 249

Specific Purpose Payments 13.3 14.2 13.6 12.6 11.7 11.9
Total, Commonwealth-sourced 43.9 445 44,0 413 38.2 36.8
TOTAL, RECURRENT RECEIPTS 100.0 | 100.0 | 100.0 | 100.0 | 100.0 = 100.0

Within State-sourced revenue, the strongest growth has been in the taxation area,
reflecting the impact of strong economic growth and (until recently) generally buoyant
conditions in the real estate and share markets.



137

Figure 4.2
STATE TAX RECEIPTS, 1989-90

Payroll Tax 30.2%
$2282m

Stamp Duties 28.7%
$2164m

Land Tax 8.8%
$668m

Gambling * 9.5%
$717m

Other 12.6%
$952m

Motor Vehicle Tax
10.2% $768m

Total $7551m"
« Excluding lotteries revenue, not
included in Taxation section of budget

The principal items contributing to the State’s recurrent revenues are commented on in
the following sections -

TAXATION

The two major sources of taxation are pay-roll tax and stamp duties, together
contributing 70 per cent of the State's tax collections. While pay-roll tax is a relatively stable
tax, the total stamp duties collected varies significantly from year to year as its components are
affected by various business cycles. In recent years, the strong growth in stamp duty
collections has been mainly attributable to the share market boom (until October 1987) and the
real estate boom (until late 1988).
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Figure 4.3
TAXATION RECEIPTS

(Percentage change on previous year)
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Details of the bases, rates and concessions for the principal tax items are shown in
Table 4.3 at the end of this section.

Stamp Duties - Estimate $2,163.8 million. Decrease 13.2 per cent.

The main components are as follows -

1988-89 1989-90

Actual Estimate ~ Change
$m $m %

Contracts and Conveyances ............c.ccccevvevenennn. 1,496.2 1,0870 (-) 27.3
INSUFANCE ..ot 187.7 210.0 + 119
Loan Securities .........c.cooiiviiiieeicccee e 126.2 107.0 (-) 15.2
Share Transfers ... 143.6 150.0 + 45
Motor Vehicle Registration Certificates .................... 182.0 203.0 + 115
Financial Institutions Duty .........cccccovviiiiiieien, 2129 248.0 + 165
LeaSES ...ciciiiiicce e 46.0 53.0 + 152
OtNET <. 6.4 105.8 + 91

2,491.5 2,1638 () 13.2
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Figure 4.4
STAMP DUTY RECEIPTS

(Percentage change on previous year)
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« Contracts and Conveyances

The first half of 1988-89 was characterised by record levels of monthly revenues,
associated with the property boom in general, and the Sydney Central Business District and
residential markets in particular. The latter half of the year was severely affected by the sharp
increases in interest rates (particularly in domestic mortgages) which caused collections to fall
heavily.

The 1989-90 estimate assumes subdued property market activity due to a continuation
of high interest rates until at least the end of calendar 1989, with some resurgence of real
estate demand (although at a level well below that of calendar 1988) occurring in the later
months of the financial year as interest rates ease.

A concession scheme operates whereby eligible persons are able to defer duty on first
home purchases up to a specified value. Since June 1988, this value has been $125,000.
Deferred duty under this scheme is payable by 5 annual instalments on an interest-free basis.
The total amount of duty to be deferred in 1989-90 is expected to be approximately $25 million.

* Loan Securities

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

The very strong growth in revenue in 1988-89 was largely associated with the real
estate boom.

The 1989-90 estimate is based on the assumption of interest rates remaining high at
least until the end of 1989, with resultant diminished demand in the real estate market
(particularly the residential sector).
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e Shares

The low level of collections from stamp duty on share transfers in 1988-89 was largely 5
function of the reduced level of activity in the share market since the October 1987 crash.

The 1989-90 forecast assumes a marginal increase over last year's collections, based
on a higher share price level but with trading volumes remaining subdued.

* Financial Institutions Duty

The estimate shown for 1989-90 reflects both an expected continuation of the strong
growth shown in 1988-89 and the decision to increase (from $300 to $600) the maximum duty
payable on any single transaction. This increase takes effect from 1 December 1989.

* Motor Vehicles

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

The 1989-90 estimate assumes a modest increase in the number of new vehicle
registrations, partly as a result of general growth in the economy and partly flowing from the
meeting of backlog orders associated with strong demand in the latter part of 1988-89.

Pay-roll Tax - Estimate $2,282.0 million. Increase 11.2 per cent.

The projected increase in revenue reflects the Budget assumptions of employment and
average weekly earnings growth for 1989-90 of approximately 2.0 per cent and 7.4 per cent
respectively.

The estimate is also affected to an extent by the collection of a full 12 months' tax from
Commonwealth authorities (principally Telecom and Australia Post) which became subject to
pay-roll tax from 1 July 1988. Because pay-roll tax is payable in the month following the liability
beingincurred, only 11 months' collections were received from these authorities in 1988-89.

Land Tax - Estimate $668.0 million. Increase 34.3 per cent.

For the 1990 land tax year (based on property held on 31 December 1989), the statutory
exemption limit below which land tax is not payable is $135,000.

The increase in estimated collections over 1988-89 reflects the forecast increases in
market values of property in the main taxpaying categories as well as further improvements in
the timing of issue of assessments by the Office of State Revenue (thus resulting in a greater
proportion of the 1990 Land Tax Year revenue being received by 30 June 1990).

In addition, the tax yield will be influenced by the Commonwealth's decision to render a
number of its business enterprises (particularly Telecom and Australia Post) liable to land tax.
This move is expected to raise approximately $7 million in 1989-90.

To encourage the increased supply of rental residential accommodation, investors in
new rental projects are given a 5 year land tax *holiday". The cost of this measure introduced
from the 1989 Land Tax Year, is estimated at $0.8 million in 1989-90 and $2 million when fully
operational.

In addition, to encourage the availability of low cost accommodation, owners of
metropolitan boarding houses will be exempt from land tax from the 1990 Land Tax Year. The
cost of this measure is estimated to be $1 million in 1989-90 and $2 million in a full year.
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Taxes on Motor Vehicle Ownership and Operation - Estimate $768.4 million. Increase 13.8

per cent.

This is a new grouping of taxes for the Budget presentation, representing the first stage
of a process of re-classifying State taxes according to international conventions for
categorising public sector taxation.

The group comprises ~

» motor vehicle “weight" tax and related items;

« driver's and rider’s licence fees; and

» motor vehicle registration fees.

The first component is being passed through the Consolidated Fund for the first time,
reflecting the formation of the Roads and Traffic Authority and its classification as an inner

Budget sector organisation. This component is fully dedicated to the roads program.

The increase shown for this group overall relates largely to the second category —
driver's and rider's licences — and reflects the first full year of the new photographic licence
scheme.

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

Health Insurance Levies - Estimate $43.0 million. Increase 5.0 per cent.

The levy is paid by health insurance organisations for the purpose of contributing
towards the cost of ambulance services.

Racing - Estimate $301.3 million. Increase 13.2 per cent.

The strong growth forecast for this item continues the pattern experienced in 1988-89.
The major part of the increase is expected to be derived from off-course totalisator operations,
reflecting continued growth in patronage as well as the impact of "Sky Channel" telecasts of
race meetings.

Poker Machine Tax - Estimate $261.0 million. Increase 9.0 per cent.

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

Approved Amusement Devices - Estimate $18.9 million. Decrease 30.4 per cent.

The decrease shown for this item results from changes in the licensing system.

Annual licence duty has in the past, been paid by hoteliers on a per machine basis (site
fee). The basic duty has been $4,000 per machine per annum with a reduction applying in
respect of the first machine purchased by smaller hotels.

" From 1 October 1989 the duty will be assessed on a turnover basis with the rate of duty
eing -

* 3% on the first $2 million of turnover per hotel;

* 4% on any turnover in excess of $2 million.
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The duty will be payable quarterly with the first payment being made during January
1990.

It is estimated that in a full year, the Government will earn $55 million from this source.
However, during 1989-90 only two quarterly instalments will be made. In addition, hoteliers wij|
receive a credit for payments made in advance under the existing “site fee" scheme.

Keno - Estimate $25.0 million.

The estimate of $25 million for 1989-90 from the introduction of the game Keno in
registered clubs is based on an anticipated commencement date of 1 March 1990. Full year
revenue is forecast to be in the order of $100 million.

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

Figure 4.5
GAMBLING REVENUE
(Percentage change on previous year)
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Business Franchise Licences (Petroleum Products) - Estimate $430.5 million. Increase
78.7 per cent.

The 1989-90 estimate includes $184 million raised from the temporary 3-year levy of 3
cents/litre introduced to provide a substantial upgrading to the State's road system. Over the
3-year period, approximately $600 million will be raised under this initiative. As from 1 July 1989
the total amount raised from petroleum licence fees is dedicated to the roads program.

Business Franchise Licences (Tobacco) - Estimate $265.0 million. Increase 30.0 per cent.

The strong growth in this item for 1989-90 largely reflects the increase from 30 to 35 per
cent in the rate of duty payable by licence holders (effective from 28 August 1989) and the full
year effect of the increased revenues following the introduction of a 30 per cent tobacco duty in
Queensland (from 1 January 1989), which substantially removed the opportunities for
evasion/avoidance of the New South Wales duty.
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¢ Licences ~ Estimate $205.3 million. Increase 8.9 per cent.
]

Liqu

The estimate is based upon forecast liquor purchases by licensees during the calendar
gg9. Licence fees are based on calendar year purchases and are payable in instalments
year 1955 nth period.

he following Six MO
Estimate $109.1 million. Increase 2.4 per cent.

in t

Lotto -
Wwith the State Lotteries Office moving “off-Budget” from 1 July 1989, revenue paid into
Fund from this source now reflects the net position after deducting the Office’s

lidated :
S d in Lotto operations.

costs incurré
omparable basis of presentation with last year, net revenue in 1989-90 is

On a ¢
crease slightly above the level of 1988-89.

projected to in

MINING AND LANDS
Mining — Estimate $137.5 million. Increase 33.3 per cent.

ease shown reflects the impact of the cessation of the temporary further

The incr
base royalty rate for coal. The estimate assumes a modest increase in sales of

reduction in the
coal in 1988-89.

Lands Revenue - Estimate $90.0 million. Decrease 3.6 per cent.

The estimate for this category reflects the expectation of a slight fall in revenues from
home site sales, plus a decrease in receipts from other Crown land sales following a number of

large “one-off" sales in 1988-89.

RECEIPTS FOR SERVICES RENDERED

This category represents a large number of items covering a variety of revenues earned
from the provision of departmental services.

With the progressive establishment by departments of “working accounts” to record
the operations of commercialised activities, there has been a diminution in recent years of the
amount of revenue reflected under this heading. (A comparable decrease in Consolidated
Fund expenditures has occurred concurrently.)

Court Fees - Estimate $27.2 million. Increase 17.5 per cent.

Fees are charged up front for Court services based on the filing of legal processes such
as Statements of Claim and Praecipes for Trial and on applications for various orders such as
the execution of writs and warrants.

The “Report on a Review of the New South Wales Court System” recommended, among
other things, that a study should be conducted of the fees currently charged with a view to
devgloping a cost related basis for recoveries which more closely related to the quantum of the
fﬁf:lge provided, The Attorney General's Department is currently reviewing all court fees on

is basis.

Allowance has been made at this stage fora 15 per centincrease in all Court fees from 1
January 1990, pending final decisions being taken on appropriate future charges to apply for
this purpose.,

Corporate Affairs Fees - Estimate $69.0 million. Increase 6.5 per cent.

e This item represents fees changed by Business and Consumer Affairs for company
Egistration, registration of business names, lodgement fees for annual returns, etc.
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TAFE Revenues - Estimate $50.6 million. Increase 75.8 per cent.

This item consists of two principal components - revenue earned from the provision of
specific courses on behalf of the Commonwealth; and the administration charge first
introduced in 1989.

Revenue from the administration charge is available to the TAFE area to fung
enhancements, including growth in enrolment numbers and the operating costs of new TAFE
colleges. Revenue is initially credited to a Special Deposits Account and only transferred to the
Consolidated Fund as the cost of the enhancements arises.

As this charge only operated from the 1989 college year, limited enhancement costs
applied in 1988-89. Transfers to the Consolidated Fund in 1989-90 will be in the order of $27 4
million. This also reflects the increase in the charge to $120 for the 1990 college year.

STATE INSTRUMENTALITIES CONTRIBUTIONS - Estimate $353.7 million. Increase 35.3
per cent.

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

Payments from the GIO and the State Bank will total $150.4 million in 1989-90 (down 6.9
per cent on last year) reflecting projected profits and tax and dividend receipts. Contributions
from other authorities are forecast to be $165.7 million (up 88.6 per cent on last year), the
increase being mainly due to a large initial dividend to be received from the Sydney Cove
Redevelopment Authority. The capacity of other commercial organisations previously funded
from the Consolidated Fund to pay a dividend will reflect in future years' estimates.

STATE LOTTERIES - Estimate $59.6 million. Decrease 2.0 per cent.

As with Lotto, Consolidated Fund revenue from this source now (from 1 July 1989)
reflects the net return to the State after allowing for the cost of operations by the State Lotteries
Office.

OTHER RECEIPTS - Estimate $764.6 million. Increase 8.3 per cent.
The main items comprise -

e Interest - decrease of $0.8 million or 0.4 per cent. The major component of this itemis
Interest on Term Deposits and the Treasurer's Bank Accounts. While cash balances
available for investment and market interest rates are expected to fall in the second
half of the year, the total interest earnings over the year are expected to be largely in
line with 1988-89. Last year's revenue was also boosted by a receipt of $9.7 million
from the Darling Harbour Authority in respect of an advance from Consolidated Fund
in 1987-88.

Fines and Forfeitures - increase of $2.1 million or 1.7 per cent. Transport and traffic
fines, comprising $113.4 million are the largest component of this item. Revenue in
1988-89 was boosted to some extent by the campaign of licence cancellation where
outstanding fines remained unpaid.

First Home Purchase — Stamp Duty Deferred Payment Scheme - increase of $0.6
million. The estimate of $25.2 million represents the repayments of annual instalments
of duty deferred for eligible first home purchasers.
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COMMONWEALTH GENERAL REVENUE GRANTS
Financial Assistance Grant - Estimate $3,666.1 million. Nil percentage increase on 1988-89.

The lack of any increase in the Financial assistance Grant to be paid to New South

Wales in 1989-90 reflects (i) the decrease in real terms in the size of the “pool" available for

distribution to the States and Northern Territory; (ii) the cut in the New South Wales share of the

ool as a result of the recommendations of the Commonwealth Grants Commission; and (jii)

the reductions made by the Commonwealth as an offset to its decision to make certain of its
authorities (particularly Telecom and Australia Post) liable for a range of State taxes.

Figure 4.6
COMMONWEALTH FINANCIAL ASSISTANCE GRANTS

(Percentage change on previous year)
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COMMONWEALTH PAYMENTS FOR SPECIFIC RECURRENT PURPOSES - Estimate
$1,745.5 million. Increase 7.9 per cent.

Figure 4.7
COMMONWEALTH SPECIFIC PURPOSE PAYMENTS

(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 conditions determined by
the Commonwealth. The range of payments made has varied over time reflecting the differing
priorities and/or funding policies of the Commonwealth Government.

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. Full
details of all Commonwealth payments to New South Wales are shown in Budget Paper No. 4.
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4.3 CONSOLIDATED FUND RECURRENT PAYMENTS

introduction

Consolidated Fund recurrent spending in 1989-90 will increase by 7.0 per cent to
13,495 million. This represents a real decline of 0.5 per cent as measured against the forecast

CPL

This decline is in contrast with the general experience of recent years as indicated in
Table 4.4.

Table 4.4: Recurrent Expenditure, 1984-85 to 1988-89
1984-85 1985-86 1986-87 1987-88  1988-89

Recurrent expenditure  $m 8,648 9,659 10,707 11,718 12,615
Growth in recurrent

expenditure % 1.7 10.8 9.4 7.7
Real growth in recurrent

expenditure % 30 1.4 20 0.3
Recurrent expenditure

as % of GSP 11.8 11.8 11.8 11.4 10.9

Forward Estimates

Following the 1988-89 Budget, a review was undertaken of the procedures involved in
formulating the State Budget.

As a result, an extensive range of changes was introduced under the general title of
“target and global budgeting”. The major changes in the Budget process are:

« the integration of forward estimates into the Budget cycle;
« greater flexibility for Ministers in allocating expenditure within their portfolios;

« a revised and formalised process of assessing “enhancement’ proposals (i.e.
proposals for new or increased services involving additional expenditure);

- a targeted approach to identification and assessment of “portfolio savings” (i.e.
savings from the elimination or reduction of lower priority activities),

» a facility for Ministers to seek to "borrow” from following years' allocations or “lend”
forward to following years up to 2 per cent of their allocations.

The key aspect of the changes is the preparation and publication on arolling three year
basis of forward estimates for recurrent expenditure. These estimates provide a medium term
budget perspective and benchmark against which the Government can assess specific
proposals as well as the general direction of its expenditure. The first set of forward estimates,
covering the period 1989-90 to 1991-92, was released in a Treasury document on 1 August
1989 in conjunction with the Treasurer's Financial Statement of the same date.
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Based on the forward estimates, the Government’s commitment to zero real growth in

recurrent expenditure is fully met over the period to 1991-92. Between 1988-89 and
real recurrent expenditure is forecast to decline by 1.7 per cent. In summary the projec

as follows -

Table 4.5: Summary of the Forward Estimates

Recurrent expenditure $m

Growth in recurrent
expenditure %

Real growth in recurrent
expenditure %

Recurrent expenditure
as % of GSP

1988-89

Actual

12,615

7.7

0.3

10.9

1989-90
Budget

13,495

7.0

10.5

1990-91

199192,
tions are

1991-92

-
Forward Estimateg

14,142

48

10.0

14,848

5.0

9.6

Relative to the State economy, recurrent expenditure is projected to decline as a
proportion of Gross State Product from 10.9 per cent in 1988-89 t0 9.6 per centin 1991-92.

The forward estimates, as updated to reflect changes made since the 1 August
publication, are shown by portfolio, organisation and expenditure category in Table 4.6.
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peconciliation to Forward Estimates Publication

Changes in forward estimates for a particular year may occur over time for a number of
reasons.

Firstly, the forward estimates are based on a continuation of the Government's current
policies and programs. These will change over time as new programs are introduced or
existing programs are enlarged or reduced. Such changes may or may not impact on total
expenditure at the organisation, portfolio or aggregate levels as the changes may be offset
through a reordering of priorities.

Secondly, existing policies may result in real expenditure growth or contraction where
the policies are in terms of demand variables. Expenditure on teachers' salaries, for example,
will vary according to school pupil numbers. To the extent that demographic forecasts for a
particular year change, there will be a corresponding refinement in the forecast outlays for
such services.

Thirdly, changes over time in the forecasts of parameters such as wages growth and
interest rates will result in changes in forecast expenditures between the time of the forward
estimates being produced for a year and the Budget for that year.

As part of the discipline of maintaining its undertaking to restraining expenditure
growth, the Government has committed itself to publishing for each year's Budget, details of
how those Budget Estimates differ from the previously released forward estimates for that

year.

Thus in next year's Budget Papers, a table will be shown reconciling the 1990-91
recurrent Budget expenditure with the forward estimates for 1990-81 published in this
(1989-90) document.

For this year however, being the first time that forward estimates have been formally
prepared and released, the reconciliation is between the Budget estimates and the forward
estimates for 1989-90 published on 1 August.

Give the comparatively short time space, the difference between the two figures in total
is fairly small in overall terms, as shown in Table 4.7. Within that small overall variation however,
there are a number of larger charges, but with offsetting effect.
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Table 4.7: Reconciliation of Forward Estimates to Budget

Item

Estimate for 1989-90 as per “Forward Estimates” document
Subsequent Variations
Department of Agriculture -
Administration/debt servicing charges for payments to egg farmers
Department of Education -
Adjustment to costing of teacher salaries
Ministry of Education and Youth Affairs -
Additional Commonwealth funding; rental for new accommodation for
Conservatorium, etc
Department of Housing -
New Commonwealth funding for rental subsidy
Additional Commonwealth funding for Mortgage and Rent Relief Scheme
Department of Industrial Relations and Employment -
Reduced assessment of savings to Budget from transfer of
Occupational Health and Safety to WorkCover Authority
Re-assessment of funding requirements for employment programs
NSW Superannuation Office -
Move off-Budget
Department of Family and Community Services -
Funding for payroll tax liability on Developmentally Disabled services
(transferred from Health Department)
Additional Budget support for child care projects
Additional Commonwealth funding for Supported Accommodation
Assistance Program and Home and Community Care Program

Darling Harbour Authority -
Increase in operating subsidy
Department of Health -
Additional Commonwealth funding
Treasury -
Re-assessment of 1989-90 debt costs
Department of Water Resources -
Increased subsidy for Irrigation Areas and Districts
Reduction in Level of Employee Related Payments
Rural Assistance Authority -
Decrease in Commonwealth funding for Rural Adjustment Scheme
Department of Technical and Further Education -
Adjustment of enhancement expenditure
Public Works Department -
Extension of policy of charging architectural fees direct to client projects
Treasurer's Advance -
Decrease following review of likely timing of wage increases from
National Wage Case
Other Minor Variations (net)

Budget Estimate, 1989-90

$m
13,540.4

+45

+4.0

+26

+22
+79

+25
(-)8.2

(-)18.2

+7.2
+4.0

+55
+15
+17.9
(-)9.6

+28
(=15

(-)1.4
+1.9

(-)13.1

(-)50.0

(-)6.5

13,4955
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4.4 TOTAL RECURRENT PAYMENTS
BY FUNCTIONAL AREAS

Total recurrent payments, which include payments from sources other than the
Consolidated Fund, are projected to increase by 7.0 per cent in 1989-90, well below the
anticipated inflation rate of around 7.5 per cent.

Unlike the situation which often arose in previous years, this growth rate does not differ
substantially from that for Consolidated Fund recurrent expenditures. This stems from the
Government's commitment to avoid transfers to Special Deposits Accounts as a means of
disguising the true Consolidated Fund result for the year. Such transfers have the effect of
distorting inter-year growth rates, as expenditure is shown to have occurred in one year from
the Consolidated Fund and in later years on a “Total Payments” basis as the Special Deposits
Account balances are expended.

Nevertheless, there are significant recurrent revenues (some $1.2 billion in 1989-90)
available to inner Budget sector bodies from sources other than the Consolidated Fund, to
support their recurrent programs. 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 4.8 together
with the share of the total budget for the respective areas.

Figure 4.8
TOTAL RECURRENT PAYMENTS, 1989-90
BY POLICY AREA

Housing and Community
Services 1.0% $141m

S saarm
Welfare 6.3% $907m

5 /G/eneral Administration

Economic Services 13.7%

$1977m and Other 8.9%
Law, Order $1287m
and Public Safety 11.6%
$1679m

Total = $14441m
(Excluding Treasurer's Advance)

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 1984-85, the Government's strategies and commitments and
other factors relating to expenditure in the respective areas. Highlights of the 1989-90 Budget
allocations for each policy sector are also briefly outlined.

' In 1989-90, payments will noticeably increase in the areas of Law and Order and Health,
in accordance with the Government's priorities, while in areas such as General Administration
and Economic Services, payments will decline in real terms.
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4.4.1 LAW, ORDER AND PUBLIC SAFETY
Background
INTRODUCTION

Funding is provided under this policy area to meet the cost of maintaining the State's
police force, courts administration and corrective services. The area also includes related
expenditure for the State Emergency Services, State Drug Crime Commission, Board of Fire
Commissioners, Bushfire Council and the Independent Commission Against Corruption.

The policy area, at least in respect of police, courts and corrective services, is
interrelated with increased police numbers producing flow through impacts on courts and
corrective services. An important commitment of the Government is to increase the number of
police. At the same time there are substantial backlogs in the hearing of court cases and
pressures on prison facilities.

An extensive review of the court system undertaken last year produced a wide range of
reform proposals. The Government is strongly committed to improvements in this area to
reduce court backlogs in a cost effective manner.

In addition, a large prison construction program has begun which is described in
Chapter 5. This program will have significant recurrent cost requirements.

EXPENDITURE TRENDS

There has been significant real growth in funding for the law, order and public safety
area over the last five years as illustrated in Figure 4.9. This trend reflects the past resuit of
demographic changes, the hardening in community attitudes towards law and order with
demands for a greater application of resources, and the propensity for increased litigation.

Figure 4.9
LAW, ORDER AND PUBLIC SAFETY

(Payments expressed in real terms, 1988-89 base;
Percentage change on previous year)
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Total payments for law, order and public safety have increased by 25 per cent in real
terms over the five year period to 1988-89. This trend will continue into the current year with a
further real increase of 4 per cent projected.

RECENT DEVELOPMENTS

The major task confronting this area is the further development of more cost effective
and efficient approaches to the operations of both courts and prisons which will address court
packlogs and prison overcrowding in a manner which is properly integrated, consistent and
affordable. A major review of Courts administration was undertaken during 1988-89 to assist in
identifying strategies to reduce Court delays. The consultants engaged for this task made a
total of 75 recommendations for improvements covering the following broad areas -

» management information

« caseflow management

« legal policy and procedures

o organisation and management

s recovery of costs

Many of the recommendations are now being implemented by the Attorney General's
Department. The Government is also currently considering major reforms to court procedures
and legal processes.

Over the past year 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 involving gaol sentences, changes to
criminal law and life sentence release decisions as well as changes to Court and sentencing
procedures.

Two new prisons are under construction and approval has been given for the
construction of a third. Various suitable alternatives to full-time imprisonment are also being
examined and the Department of Corrective Services is actively pursuing the development of
prison industries with a view to giving every prisoner the opportunity to undertake meaningful
work and education whilst in prison.

Within the Police Service, considerable productivity improvements have been achieved
over the past year. Further improvements are expected following the recent 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. These initiatives,
together with the ongoing implementation of the four-year program for expansion of the Police
Force and the further release of police from extraneous duties, will continue to substantially
increase the number of police available for active duties.

Drug law enforcement arrangements within the State have been re-organised and
upgraded over the past year to ensure that they are totally integrated and effective. A new
multi-disciplinary Drug Enforcement Agency has been established within the Police
Department and the role and powers of the State Drug Crime Commission have been
expanded to also cover organised crime.

The rescue and emergency services provided by Police, State Emergency Services,
the Ambulance Service, various volunteer rescue services and the Fire Brigades were also the
subject of a review during 1988-89. Under proposed new arrangements responsibility for the
co-ordination of all rescues will be vested in the Police.
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The establishment of a new organisation, the State Rescue and Emergency Services
Board, is also proposed. This new organisation will be responsible for the overall co-ordination
of rescue organisations, with additional responsibilities for planning and the conduct of
emergency management. An implementation group has been established to design the
specific overall model for the new arrangements for rescue and emergency services during the
coming year.

In respect of legal aid, the Government has introduced legislation which will allow the
Legal Aid Commission to take into account the means of certain persons associated with an
applicant for legal aid, rather than being based solely on the applicant's means. This will ensure
that the future costs of legal aid are contained while at the same time ensuring that assistance
is provided to those most in need.

The Independent Commission Against Corruption formally commenced operations
during March 1989 and will continue its recruitment program directed at increasing staff to 120
by June 1990. Major functions such as Corruption Prevention will also be developed during the
current year.

1989-90 Budget

OVERVIEW
Total Payments
Policy Sector Actual Estimate
1988-89 1989-90 Variation
$m $m %

PONCE oiiiiiecieie e 839.6 928.3 10.6
Law Courts and Legal Services .........ccoeviee 284.4 316.0 11.1
Corrective SErviCes ... 193.1 2133 10.5
Other (including Fire Protection Services) ...... 185.8 221.0 18.9
TOAI v 1,502.9 1,678.6 11.7

A total sum of $1,678.6 million has been provided for this policy area in 1989-90, an
increase of $175.7 million or 11.7 per cent over actual expenditure last year.

The major thrust of initiatives being undertaken in 1989-90 are focused on the
Government's commitment to increase the strength of the Police Force and the introduction
and further development of strategies aimed at overcoming the current problems of Court
arrears and prison overcrowding. Details of both Budget funded and other initiatives being
undertaken by individual organisations within this policy area follow.

POLICE

Within the Police policy sector, the Police Department’s budget allocation has been
increased by 10.6 per cent to $924.4 million in 1989-90 and provides for both the full-year effect
of the 400 additional police recruited last year and for the appointment of a further 400 this year.
This is in accordance with the Government’s commitment to increase the strength of the Police
Force by 1,600 over a four year period.

The Government is also committed to release the equivalent of a further 500 police for
active police duties over this period by relieving them of clerical and other extraneous duties.
This objective is being undertaken through re-organisations, progressive civilianisation and the
introduction of improvements in technology.



183

A “user pays” scheme is under consideration for crowd control at major sporting and
entertainment events where the presence of more than 4 police officers is required. Under the
roposed arrangements off-duty police will be available to provide extra supervision, with the
costs involved being met through the imposition of fees for this service. This will also have the
effect of releasing on-duty police from crowd supervision duties for more active police work.

The existing Police Regulation Act and various other related Acts are expected to be
updated and consolidated into a single new piece of legislation during 1990. A Police Senior
Executive Service, oversighted by the Police Board, will also be established.

Special “once off" arrears of maintenance funding of $5.1 million provided to the Police
Department in 1988-89 has now been permanently added to the Department’s budget
allocation. As a result an overall sum of $12 million will be available for building maintenance
this financial year. In addition, funding has been provided to enable the further upgrading of
information technology throughout the Department, including -

« the addition of 350 terminals to the existing network;
« an extension of word processing facilities to all police patrols; and

« the development of an intelligence system for use by District/Patrol Intelligence
Officers.

The new multi-disciplinary Drug Enforcement Agency, recently established as part of
the re-organisation and upgrading of the State's Drug Law enforcement arrangements, has
been achieved within existing resources.

Other initiatives to be undertaken by the Department include -

o the establishment of a specialist Victims of Crimes Unit to assist victims of crime,
rather than the police concentrating exclusively on apprehending and prosecuting
the offenders involved;

» the progressive introduction of audio/video recording of police interviews, in
conjunction with the Attorney General's Department and the Office of the Director of
Public Prosecutions, to provide more reliable and accurate evidence for the Courts;
and

a review of current arrangements for the Neighbourhood Watch Program to achieve
broader community support, provide increased education to co-ordinators and
upgrade the overall central co-ordination of the scheme.

LAW COURTS AND LEGAL SERVICES

A major review of Courts administration was undertaken during 1988-89 to identify the
main causes of delay in the system and develop strategies to both address the problem of
current Court backlogs and reduce arrears to an acceptable level. An additional sum of $5
million has been allocated in the current year and each of the forward estimate years to enable
the implementation of a number of initiatives designed to overcome the immediate backlog
problem.

This increased funding will enable the appointment of additional acting Judges and
Magistrates, increases in staffing in key areas and the extension of arbitration and mediation
schemes. In addition, the further development of information systems during the course of the
current year will establish a firm base for future management decisions and assist in the
extension of caseflow management techniques throughout the Court system. Changes to the
Internal management structure of the Attorney General's Department will also aid in focusing
maximum effort on the challenge of reducing current delays and implementing measures to
contain Court arrears.
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It is expected that these initiatives, together with the other major reforms in court
procedures and legal processes recommended by consultants and currently under
consideration by the Government, will substantially improve 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 this policy sector include -

« $63.6 million for the Legal Aid Commission to provide legal assistance over a wide
range of Court proceedings;

« the provision of $24.7 million to support the operations of the Office of the Director of
Public Prosecutions - an increase of $2.9 million or 13.4 per cent over actual
expenditure incurred last year,;

 a Consolidated Fund contribution of $33 million (up $12 million on expenditure in
1088-89) towards the payment of compensation to victims of crime; and

« an allocation of $1.5 million for the Judicial Commission of New South Wales.

CORRECTIVE SERVICES

Apart from increasing the number of prisons, the Department of Corrective Services is
reviewing a number of strategies to overcome the current problem of overcrowding. These
include an expansion in the number of Periodic Detention Centres and the development of
procedures for the possible home detention of offenders. As well as providing possible
sentencing options, these measures will permit the more cost effective punishment of
offenders. As an integral part of the Government's commitment to provide for the effective
rehabilitation of prisoners, the Department will also be pursuing the expansion of prison
industries over the current year.

The following additional funding has been included in the Department’s 1989-90
allocation for these purposes -

« $0.7 million (31 million in a full year) for the operation of new periodic detention centres
on the Central Coast, in Lithgow and Campbelltown, and in the lllawarra region;

« $1.9 million (increasing to $6 million in 1991-92) to meet operating costs associated
with the creation of additional cell accommodation at various prisons;

o $1.7 million for the new prison at St Heliers, Muswellbrook;

« $0.8 million ($1.3 million in a full year) for new prison industry facilities at various
country and suburban prisons; and

« $1.3 million ($2.6 million in a full year) to meet operating costs of the Mulawa Training
and Detention Centre for Women.

OTHER

State Drug Crime Commission

An allocation of $6.0 million has been provided for the activities of the Commission this
year. The powers of the Commission have now been extended to include investigations into
organised crime, rather than being limited solely to drug related offences.

The Commission is in the process of carrying out a major review of its role, structure and
activities to take account of the broadening of its powers and to develop strategies and action
plans to provide for more efficient and effective operation.



185

State Emergency Services

An amount of $6.3 million has been provided for State Emergency Services and Civil
Defence, up $800,000 or 9.9 per cent on 1988-89. This allocation includes provision for training
of volunteers, purchase of rescue and communication equipment and contributions towards
yolunteers’ out-of-pocket expenses.

Following the study by Major General R.A. Grey of all rescue services in New South
Wales, and as a result of a report by the Office of Public Management, the Service is to be
restructured. A group has been established to implement this reorganisation during 1989-90.

Board of Fire Commissioners

Total funding of $169.9 million will be available to the Board this year. Legislation is
proposed during 1989-90 to bring the Board into the Inner Budget Sector as a Consolidated
Fund organisation - the effective date is anticipated to be January 1990.

The effect of this change will be to pass future revenues from insurance companies,
local councils and other sources through the Consolidated Fund rather than the Board
receiving these monies direct. This will subject the Board of Fire Commissioners to the same
Ministerial budgetary controls and accountabilities as the Police Department. In return for
stricter budgetary control, the Treasury will retire the Board's outstanding debt thus
eliminating it's debt charges and reducing the future contributions required of Insurance
Companies, Local Government and the State Government.

Other initiatives to be undertaken during 1989-89 are -

« an increase in the level of fire protection in the Campbelltown, Kellyville and
Riverstone areas;

o the implementation of Stage | of an upgrade of communication systems; and

o the completion of a review aimed at rationalising the deployment of firefighting
resources in the Metropolitan area.

Bush Fire Council

An amount of $24 million will be available to the Bush Fire Council to help maintain rural
firefighting services throughout the State.

The payment to the Bush Fire Council from the Consolidated Fund will be $5.8 million.
This includes the State contribution of $4.8 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. As with the Board of Fire Commissioners, consideration is being given
to bringing the Council into the Inner Budget Sector.

The allocation to the Bush Fire Council includes $690,000 for the control and prevention
of bush fires and assistance to emergency and community organisations.

Independent Commission Against Corruption

_ The allocation for the Independent Commission Against Corruption is $14.5 million, an
increase of $11.6 million or 402 per cent over actual expenditure incurred last year.

The Commission formally commenced operation in March 1989 and the substantial
increase in funding provided for 1989-90, in addition to including a “once off" amount of $4.7
million for accommodation fitouts, reflects the full year effect of its operations and the further
development of functions and strategies since its inception. The Commission will ultimately
have a total staff complement of 140.
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4.4.2 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 areg
also includes funding for the operation of Technical and Further Education Colleges, the
Conservatorium of Music, and Adult Migrant Education Centres.

EXPENDITURE TRENDS

Figure 4.10
EDUCATION

(Payments expressed in real terms, 1988-89 base;
Percentage change on previous year)
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Over the five years to 1988-89 total payments on education have decreased by 0.9 per
cent in real terms.

In line with the general population trend for school age persons, overall student
numbers in Government schools declined gradually from 1978 until 1987, before marginally
increasing in 1988 and 1989. Over recent years, the resources released by falling student
numbers have been used to implement various education initiatives. During 1988-89, there was
a re-allocation of resources which focussed directly on student needs.

There was a decline in TAFE enrolments in 1989, which resulted in savings being
achieved in the 1988-89 financial year. However, in areas of high priority (apprenticeship
courses, etc.) and other key areas of economic activity, such as computing courses, there has
been a major increase in enrolments. Enrolments have also increased in areas of population
growth in Sydney's West and South West.
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in 1989, an Administration charge and new enrolment procedures were introduced. As
4 consequence non-vocational student numbers declined relative to previous years. The new
enrolment procedures reduced the number of course applicants who traditionally drop out in
the first few weeks of term.

The net effect of these changes is a rationalisation of vocational education and the
redirection of resources to key areas of skill shortages.

RECENT DEVELOPMENTS

schools

The Government is awaiting the final reports and recommendations of a number of
major reviews which will have significant impact on the quality and structure of education in
New South Wales. They include - the Management Review of the NSW Education Portfolio
(Scott Report); the Committee of Review of NSW Schools (Carrick Committee); and a White
Paper on the Curriculum in New South Wales Schools.

The Management Review is looking at the operational structures within the Education
Portfolio, in terms of their efficiency and effectiveness in achieving their objectives and

Government goals.

The Management Review has issued an interim report, “Schools Renewal - A Strategy
to Revitalise Schools Within the New South Wales State Education System.” The Government
has supported the general thrust of the report’s recommendations and has guaranteed to
maintain education spending per student in real terms over the five year implementation
period. The revised structures make the students and teachers in schools the focus of all
activities with the administration serving and supporting schools.

The Carrick Committee is giving attention to all aspects of the Education and Public
Instruction Act 1987 and is considering the areas of the registration of non-state schools,
membership and functions of the Board of Secondary Education, means to guarantee and
extend effective freedom of choice by parents in choosing government or non-government
schools and improving the quality of education in schools.

The White Paper on the Curriculum in New South Wales Schools will address a broad
range of key issues relating to the formal school curriculum, particularly at the secondary level.
The focus of the Paper will be on providing students with sound basic skills; a strong,
respected core curriculum; and access to courses of high quality and relevance. The review is
to be undertaken in the context of providing students with a balanced range of courses for
personal achievement, growth and self-esteem, while encouraging the pursuit of
excellence.

The Interest Subsidy Scheme to non-Government schools has grown from $3.1 million
in 1980-81 to $17.5 million in 1988-89, an increase of over 460 per cent or 179 per cent in real
terms. This level of growth can no longer be sustained in the current economic climate and the
Scheme is to be modified with effect from 1st October, 1989.

Under the revised arrangements all eligible loans raised by non-state schools for
approved capital projects will receive some subsidy. However, as the value of a loan increases,
the application of a limited number of thresholds will reduce the proportion of the loan
attracting subsidy. Once a loan passes the highest threshold, only 5 per cent of the excess
loan value will attract subsidy. Smaller loans will be substantially unaffected by these new
arrangements. The revised Scheme should reduce the future growth of the Scheme by roundly
$0.5 million in 1989-90 and some $9.5 million in 2000-2001.

All applicants approved under the existing Scheme will continue to receive assistance
under the prevailing conditions.
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TAFE

The Government is committed to strengthening and streamlining technical and further
education. A few days ago the recommendations of the Scott Review were released; these
foreshadow major changes to ensure TAFE is more efficient and responsive to industry needs.
Program apportionments shown in Budget Paper No. 3 for TAFE are not based on
recommendations of the review and will be subject to variation.

With the State’s economic future dependent on the quality and extent of its
commitment to training, greater efforts need to be made by TAFE and industry in co-operating
to develop innovative and flexible skills packages. Joint ventures with private enterprise, new
modular programs to increase multiskilling of workers and fast responses to new industry
needs will be central to TAFE provision in the 1990's.

High technology facilities in colleges are essential for the training of today's workforce,
This area will also be given emphasis in coming years.

1989-90 Budget

OVERVIEW
Total Payments
Policy Sector Actual Estimate
1988-89 1989-90 Variation
$m $m %

Primary and Secondary Education ................. 2,840.8 3,061.8 78
Tertiary and Vocational Education ................. 605.2 667.4 10.3
Pre-School Education ............ccccecvanee. 8.2 9.4 14.6
Transportation of Students 264.8 290.0 9.5
Other (including General Administration) ...... 66.5 75.6 13.7
Total oo 3,7855 4,104.2 8.4

The allocation for Education in 1989-90 shows a 0.8 per cent real term increase over
1988-89 expenditure levels. Funding for primary and secondary education will be maintained in
real terms, while expenditure on tertiary and vocational education is expected to increase 3.0
per cent in real terms.

A slight decline in Government school numbers is expected in 1990, reflecting the net
effect of a reduction in junior high school numbers and an increase in primary school numbers
and increased retention of senior high school students. In line with the Government's
undertaking, per pupil funding in Government schools has been maintained in real terms.

The Government has dedicated the revenue raised from the Administration charge to
the betterment of TAFE services. Revenue derived from this source has been used to support
an increase in funding for TAFE in 1989-90 of 4.2 per cent in real terms.

In 1990 the Administration charge will be increased to $400 for higher level education
courses and $120 for all other course enrolments in order to generate revenue to further
expand existing provisions.
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In addition, the criteria for granting exemptions from the charge will be reviewed to
ensure that all genuinely needy students receive assistance. Such criteria will be based on
existing Commonwealth AUSTUDY eligibility requirements and the 1989 target level of 70,000

exemptions will be maintained.

A Needy Students Scheme will be provided to assist students in need who fall outside
the exemption guidelines.

DEPARTMENT OF EDUCATION

The 1988-89 Budget saw the introduction of a broad range of major initiatives to
enhance the quality of education in this State. The foundations of reform established during
1988-89 will be built upon in 1989-90 to further improve the quality of education in New South
Wales, by providing schools characterised by excellence, equity and diversity.

The Budget focus for the schools area includes -

« continued implementation and consolidation of programs commenced in 1988-89, to
ensure that the maximum benefit is derived by students, teachers and the
community;

« promotion and reward of excellence in all aspects of schooling and the provision of
increased choice in schooling;

provision of increased opportunities for specific groups of students to benefit more
from their education;

°

increased emphasis on the professional skills and career opportunities of teachers;

greater application of information technology to school curriculum, teaching
methods, management information systems and administrative processes;

improvements in management structures, processes and accountability procedures.

Major initiatives planned for 1989-90 to support the objectives outlined above and other
areas of emphasis within the Department of Education are set out hereunder.

Initiatives associated with the promotion of excellence and choice include -

« the provision of technology high schools, additional selective high schools, dezoning
of schools and the introduction of centres of excellence. Links with TAFE colleges and
business/industry will also be strengthened.

« a review of the breadth and focus of school curriculum to ensure that it enhances
basic skills, as well as being responsive to the needs of students in today's society. In
conjunction with this review, there is to be broader monitoring of student
performance, including basic skills testing of Years 3 and 6 and the inclusion of a
science reference test in the School Certificate Moderator. An additional $3.7 million
has been provided for the testing of students in 1989-90.

Initiatives relating to specific groups of students in 1989-90 will include -

* Special Education

An additional $10.7 million will be allocated to Special Education in 1989-90. Emphasis
will be placed on the extension of services to students with disabilities and students with
learning difficulties. There will be additional Special Education Support Centres, an extension
of professional development for special education teachers and expanded assistance for
students in the transition from school to work.
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s 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. Additional funding of $1.3
million in 1989-90 will be provided for this purpose.

* Rural Education

The Rural Education Plan will be strengthened by an additional $4.4 million which will be
used to increase the use of information technology, introduce teacher home visits and mini
schools for isolated students and to decentralise aspects of the Correspondence School.

« Aboriginal Education

The New South Wales Aboriginal Education Plan will include programs designed to
increase Aboriginal student participation and retention rates, with particular attention to
acquisition of the basics by younger students and to HSC studies in senior schools. A total of
$6.5 million has been included in the allocation for Aboriginal education programs.

« Joint School/TAFE Program

The NSW Secondary Schools/TAFE Program will continue to make efficient use of the
joint resources of the Department of Education and TAFE to enhance the curriculum of
secondary students. A further development in 1989-90 will be the provision of Board of
Secondary Education determined courses which will lead to both HSC and TAFE credentials.

o Western Sydney Education and Training Plan

This is a multi-initiative program aimed at improving retention rates, student
achievement and the provision of appropriate courses in Western Sydney. In 1989-90, teacher
scholarships will continue to be offered to students in Western Sydney. There will also be a
continuation of programs to place leading teachers in schools with low retention rates and to
extend Schools/TAFE courses. An additional $2.7 million will be devoted to this important area
in 1989-90.

Professional opportunities for teachers will be enhanced by -

» the provision of additional staff development funds of $4.3 million in 1989-90. These
funds will be provided for teachers to gain in-service in the areas of curriculum
development, implementation and evaluation, classroom management strategies,
learning theory, student welfare and educational leadership.

« the appointment of an additional 50 leading teachers in 1990 to assist with the
development of curriculum and to achieve excellence in teaching practices. A further
$1.1 million will be set aside for this purpose.

Developments in computer and information technology education include -

« an additional $15.9 million for Computer Education in 1983-90. Computer technology
will enhance the teaching environment in all areas of the curriculum; it is an essential
component of education in an increasingly technological society.

» the introduction of information technology, management information systems and
administrative processes into schools. OASIS (“Office Automation and School
Information System”) will be established in schools to assist in administration.
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Other aspects of the 1989-90 Budget include -

« improvements in management structures, processes and accountability procedures
to provide a lean but highly professional central administration and allow greater
autonomy and direction over resource allocation by schools and regions. The
School's Renewal strategy prepared by Dr Brian Scott will provide the framework for
these changes.

Establishment of close links with business and industry in relation to curriculum and
increased involvement with schools. Links between schools and the business
community will be strengthened through the School Industry Links and Visits to
Industry Programs.

the provision of $100,000 to assist in setting up school councils to facilitate greater
community and parent involvement in decision making at the local level.

the scheduling by the Department of Education of a $90 million school building
maintenance program in 1989-90, which includes the continuation of the special
provision for arrears of maintenance. Additionally, electronic surveillance equipment
will continue to be installed as part of the four year $40 million program to reduce the
incidence of vandalism in schools. Other key elements in the security plan include
increased police presence in schools and increased night patrols.

°
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