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1.1 SUMMARY

Budget Sector Financial Result

The financial result for the Budget Sector for 1991-92 was a deficit of
$1,280 million, up $191 million on the budgeted result of $1,089 million.

The projected financial result for 1992-93 is a deficit of $1,225 million or; after
account is taken of the cash proceeds and tax compensation from the sale of the GIO,
a surplus of $465 million.

Beyond 1992-93 the financial result before extraordinary items, is projected to
improve, declining to a deficit of $782 million in 1994-95 (before extraordinary

items).

Table 1.1: Summary of Budget Sector Financial Result

1991-92 1992-93 1993-94 1994-95
$m $m % $m % $m %
change change change

Total Outlays 18,042 18,927 49 19,118 1.0 19422 1.6
Total Receipts 16,762 17,702 56 18,135 24 18640 2.8
Total Resuit (1,280) (1,225) (983) (782)
Sale of Major 1,680 900
Business Assets
Adjusted Financial (1,280) 465 (983) 118
Resuit

Total outlays for 1992-93 are projected to increase by 4.9 per cent (2.7 per cent
in real terms), consisting of a 2.0 per cent increase in current outlays (0.2 per cent
decline in real terms) and a 19.7 per cent increase in capital outlays (17.2 per cent in
real terms). The large real increase. in capital outlays reflects expenditure on the
Olympics site development, increased road expenditure, increased expenditure on
health infrastructure and the impact of the SRA’s infrastructure improvement
program for CityRail and CountryLink.

For the three year period, 1992-93 to 1994-95, total outlays are projected to
decline in real terms by 0.6 per cent per annum. Current outlays will decline by 1.8
per cent per annum in real terms, while capital outlays will increase by 5.4 per cent
per annum in real terms.

Total receipts are projected to increase by 5.6 per cent in 1992-93 (or only 4.2
per cent after excluding the impact of the tax package) and to increase only in line
with inflation in the two years beyond. The subdued revenue position is due to
declining Iand tax revenue, phased abolition of share transfer duty and the delayed
and subdued economic recovery.



Capital Program

The Capital Program for 1991-92 was $5,238 million, down $386 million on the
Budget time projection.

The 1992-93 Capital program is projected to be $5,894 million, up 12.5 per cent
on 1991-92 (10.2 per cent in real terms).

Table 1.2: Capital Program

1991-92 1992-93
$m $m %

change
Capital Payments
Budget Sector 3,409 3,980 16.7
Non Budget Sector 2,714 2,938 8.3
less inter sector transfers (a) 885 1,024 15.7
TOTAL 5,238 5,894 12.5

(a) Comprises grants from the Budget Sector to the Non Budget Sector. The grants form part of
the payments of the Budget Sector and also contribute to the payments of the Non Budget

Sector.

Real growth in the Capital Program reflects the impact of the factors referred to
earlier with respect to the Budget Sector Capital Program, as well as increased
expenditure on both commercial and non commercial rail, water and sewerage
services and housing in respect to the Non Budget Sector program.

While the Budget strategy involves capping capital expenditure in real terms,
the subdued economic conditions projected for 1992-93 supports the decision to
increase the program on a once up basis to provide some impetus to the depressed
building and construction industry and economic activity in general.
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1.2 FINANCIAL STRATEGY AND POSITION

Financial Strategy

OBJECTIVES

There are three key objectives underlying the Government’s medium term
financial strategy -

o building confidence and improving living standards

There is a clear interrelationship between the integrity and prudence of State
financial management, business and consumer confidence and economic conditions

and living standards.

In States such as Victoria, South Australia, Tasmania and, to a lesser extent,
Western Australia, where past imprudent financial policy has produced a decline in
credit rating and a loss of consumer and business confidence, economic activity and
employment has correspondingly suffered. Supporting information is provided in
Section 9.1.6.

Maintaining a consistent, responsible financial policy and the State’s triple-A
credit rating will assist in achieving a superior economic performance.

. better, more consumer responsive services

Over the last four years there has been conmsistent pressure for agencies to
improve the economy and efficiency with which services are provided.

In the Govermnment’s Vision Statement of March 1992 particular emphasis was
placed on achieving appropriate standards of quality and consumer responsiveness in
the provision of services.

There is a four part approach to achieve this objective.

First, there is a commitment to promoting choice and competition in the
provision of government services. Examples include the deregulation of the
Compulsory Third Party Insurance Scheme and the dezoning of public schools.

In addition, encouragement is to be given to government agencies to contract
out services in order to achieve economies, improve service quality and promote a
more independent monitoring and evaluation of services.

Secondly, the opportunity is being given for consumers of government services
10 have a say in the way the services are provided. All government service agencies
are to establish customer councils to provide a forum for representatives of the
agency and clients to discuss service standards and performance.

Thirdly, there is a commitment to provide clients with information on service
standards. By October 1992, it is planned for each service agency to have produced a
guarantee of service statement outlining its services and the standards to be provided.
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Finally, agencies are required to produce information on the performance
achieved, with the annual reports to provide information on performance relative to
service standards.

. reducing budget deficit and containing debt

Each generation has certain core obligations to future generations. One
obligation is to achieve a proper balance between taxes and charges on the one hand
and borrowings on the other. Excessive borrowing involves consuming resources
now and imposing a burden on future generations.

In addition, containment of debt provides the financial flexibility to absorb
future economic and financial shocks without full recourse to tax increases or
expenditure reductions. The experience of the last few years, as the State has
absorbed substantial real declines in revenue, has demonstrated the need to keep debt
at relatively low levels.

The combination of volatile revenue and high debt levels is a dangerous
combination which can produce very sharp swings in the State’s financial position
and place pressure on core State services.

FINANCIAL STRATEGY

The overall State Budget target is to cap, over the medium term, Budget Sector
net debt in real terms.

The 1992-93 Budget has been framed to achieve this target.

The financial strategy underlying the 1992-93 Budget and forward estimates
consists of five key elements.

(i) containing Budget Sector current outlays -

The 1991-92 Budget contained a three year program for achieving savings in
current outlays.

Table 1.3: Target and Revised Estimates of Current Budget Outlay Savings

1991-92 1992-93 1993-94 1994-95
Target Actual Target Actual Target Actual Target  Actual

$m $m $m $m $m $m $m $m

contracting

out 10.0 50.0 .. 100.0 .. 100.0

user charges 13.5 6.9 59.7 53.1 67.7 55.7 78.8 66.8
corporate

support

downsizing  66.4 66.4  168.6 168.6 175.0 175.0 190.0 190.0

other portfolio
savings 63.9 62.9 96.8 95.8 93.0 922 93.0 92.0

Total 153.8 136.2  375.1 317.5 435.7 322.7 4618 348.8
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The major variation to forward estimates is in the area of contracting out,
reflecting a change in approach rather than a change in policy.

Agencies are now able to retain the full extent of savings generated by
contracting out, subject to the savings being applied to meet the emerging priorities
of the Government.

Specifically, the new approach to contracting out involves -

. full retention of savings by agencies, with the agencies to identify how the
savings will be applied and demonstrate that the use is consistent with
Government priorities. All agencies are required to develop
implementation plans for contracting out, identifying the areas to which
contracting out will apply, and the timeframe involved;

. provision of repayable advances where an agency can demonstrate it has a
realistic implementation plan and reasonable prospects of success but needs
bridging funding to facilitate the achievement of the savings;

. assistance with consultancy and advisory services, including assistance of
the Office of Public Management and access to certified consultants on a
success fee basis. OPM will also provide guidelines and examples of best
practice approach in this area; and

. oversight of the implementation strategies of key agencies by a Steering
Committee chaired by the Minister for Finance, with representation from
central agencies and representative service agencies.

While contracting out will no longer be expected to contribute directly to budget
savings, this initiative will assist in freeing up discretionary resources to meet
emerging needs.

Second, the portfolio savings identified in the 1991-92 Budget are to be
achieved, subject to the variations identified in Table 1.3.

Third, agencies are required to achieve target productivity dividends of 1.5 per
cent per annum, subject to the exemption for designated areas of high priority and
community need.

The result is that projected current outlays will decline by 1.8 per cent per
annum in real terms over the three year period 1992-93 to 1994-95.

(ii) once up real growth in Budget Sector and total capital payments in
1992-93, with ongoing real cap for Budget Sector capital payments -

The subdued economic environment and, in particular, the depressed state of the
building and construction industry provides an appropriate reason for a selective
relaxation of the Budget policy in this area.

For 1992-93, Budget Sector capital outlays will increase by 17.2 per cent in real
terms. Similarly, the overall State Capital Program will increase by 10.1 per cent or
$540 million in real terms in 1992-93.
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Considering only the construction component of the program, it is estimated
that it will directly generate employment of 56,000 while the real increase in the
program in 1992-93 will generate a net increase of 5,175 in employment in the
construction industry. Taking both the direct and indirect multiplier effects together
the real increase in the State Capital Program in 1992-93 will produce a $1.7 billion
increase in New South Wales Gross State Product and a 18,000 increase in New

South Wales employment.

While it is accepted that State Governments do not have a macroeconomic
stabilisation role, the large underutilised capacity in the building and construction
industry justifies a short term fiscal stimulus to assist in boosting economic activity.
Furthermore, by bringing forward capital expenditure there is the benefit to the
community not only through increased economic activity and employment but also
through the lower cost of construction that is achievable in the current industry

climate.

Beyond 1992-93, the Budget strategy will target capping the Budget Sector
capital program in real terms, with the option for further real cuts if the

Government’s financial position requires this.
(iii) targeted tax increases

Certain taxes were increased following the June 1992 Premiers’ Conference.
The underlying principles for the design of this tax package were to -

o minimise any adverse impact on the business sector

The taxes included in the package impact on discretionary household
expenditure but do not impact on business sector input costs, thus avoiding any
adverse effects for economic activity and employment.

o target areas where there are significant social costs generated

Liquor and tobacco taxes were increased based on an assessment that the social
costs of the activities exceed private costs (for example, due to the increased health
costs) and that the tax increases will assist in reducing this gap, with beneficial
community impact.

avoidance of increase in taxes for areas that were subject to increases in the
1990-91 tax package

The 1990-91 tax increases were concentrated on payroll tax and financial
institutions duty. In view of the depressed state of the labour market, it was
considered inappropriate to increase payroll tax.

Details of the tax package are contained in Chapter 4.
(iv) maintaining contributions from Government Trading Enterprises

Income from Non Budget Sector Enterprises are projected at $980 million in
1992-93, up 21 per cent on the 1991-92 level.
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This increase is to be achieved while maintaining increases in Government
charges at below the inflation rate. For 1992-93 Govemment charges are projected to
increase on average by only 1.2 per cent; broadly a 1.0 per cent decline in real terms.

The increased contribution is to be achieved by increasing productivity as well
as the return of surplus funds to the shareholders.

A more fundamental analysis is currently being undertaken of the capital
structure of Govemment Trading Enterprises to define the optimal debt to equity
ratio for these enterprises. This study will ensure that Government Trading
Enterprises have appropriate capital structures that correctly reflect the level of risk to

which the enterprise is subject.
(v) Targeted Privatisation

The case for privatisation of Government Trading Enterprises is based on a
case-by-case assessment of the rationale for public ownership and assessment of
whether privatisation can achieve an improvement in economic performance of the
enterprise and in economic efficiency. The prime benefit seen for privatisation is in
encouraging greater competition and a more rational pricing structure and hence
improved allocation of resources and increased living standards.

A necessary requirement for privatisation to proceed is the more narrow
financial condition that sale value equals or exceeds retention value, the latter being
the financial value derived from continued public ownership. However, privatisation
is not primarily a Budget driven strategy, but a microeconomic reform for achieving
more economically efficient allocation of resources.

At the same time, privatisation does offer the opportunity to reduce the level of
Budget sector debt by dedicating the proceeds of privatisation to debt retirement.

The GIO privatisation is estimated to realise gross proceeds of $1.8 billion,
consisting of the following elements -

o  sale proceeds of $1,200 million which will be applied to reduce State debt;

o  Commonwealth tax compensation of $430 million which will be reflected
in an equivalent reduction in debt owing to the Commonwealth;

.  payment of the equivalent of Commonwealth income and sales tax owing
of an estimated $65.5 million; and

o deferred tax owing, paid in the form of a transfer of property of
$115.8 million. The intention will be to realise this property at an
appropriate opportunity and use the proceeds to reduce debt.

In addition, preparatory planning is proceeding on a review of the possibility of
selling the State Bank of New South Wales, which is provisionally planned for the
second half of 1993-94, However, prior to any decision in principle on this matter, a
full scoping exercise will be undertaken.

The dedication of the proceeds of privatisation provides the opportunity to
achieve the Budget target of capping net debt in real terms in the period prior to
reducing the Budget result to a sustainable level consistent with this target.
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1992-93 Budget
FINANCIAL POSITION

The Budget Sector financial result for 1992-93 is projected as a deficit of
$1,225 million or a surplus of $465 million after account is taken of the sale of major
business assets.

The Budget Sector financial result is projected to decline as a proportion of
Gross State Product from 0.9 per cent in 1991-92 to 0.5 per cent in 1994-95.

The 1992-93 Budget result consists of a surplus on the current account of
$1,067 million, offset by a deficit on the capital account of $2,292 million. In effect
the current surplus, capital receipts and the financing requirement are used to fund the
Budget Sector capital outlays of $3,572 million.

Figure 1.1

BUDGET SECTOR FINANCIAL RESULT,
1991-82 TO 1994-95

3,000

2000 Surplus
y i \

1,000 |-

-1,000 |-

ZO0O—rr—=2 OIUP>»rCr OO0
o

-2,000 |~
Deficit

-3,000 , . . :
1991-92 1992-93(e) 1993-94(e) 1994-95(e)

N Current Capital H Total Budget
Result Result Result

Details of the Budget Sector financial position for the period 1991-92 to
1994-95 are set out in the following table.
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Table 1.4; Summary of Major Budget Aggregates

1991-92 5 1992-93 5 1993-94 5 1994-95
$m m % m % m %
change change change

CURRENT
Current Outlays:
interest payme¥1ts 1,870 1,906 1.9 1,798 (-) 5.7 1,863 3.6
Superannuation 885 779 () 11.9 892 144 946 6.1
Subsidies to Non Budget

Sector agencies -

Redundancies 176 167 (-) 5.0 187 1241 73  (-)61.0
Other 919 895 (-) 2.6 852 (-) 4.8 769 (-) 9.7

Departmental payments -

Redundancies 178 26 (-)85.4 5 é-;eo.g 5

Other 12,074 12,547 3.9 12,493 () 04 12,767 22
Treasurer's Advance . 100 200 100.0 300 50.0
Total, Current Payments 16,102 16,420 2.0 16,427 ... 16,723 1.8
less user charges 1,043 1,065 2.2 1,084 1.7 1,120 3.3
Total, Current Outlays 15,069 15,355 2.0 15,343 (-) 0.1 15,603 1.7
Current Recelpts:
Taxes, fees and fines 8,418 8,868 5.3 9,492 7.0 10,149 6.9
Income from Non Budget

Sector Enterprises 810 980 20.9 977 (-) 0.3 727 (-)25.5
Commonwealth Grants 5,812 5,886 1.3 5?% ( 1.6 6,124 2.5
Other 666 688 3.3 -)15.9 584 0.8
Total, Current Receipts 15,707 16,422 4.5 17,025 3.7 17,584 3.3
Current Financlal Result 648 1,067 1,682 1,981
CAPITAL
Capital Outlays
Gross fixed capital payments 2265 2,678 182 2,694 0.6 2,720 1.0
Capital grants 1,144 _ 1,302 13.8 _ 1,246 (-) 43 _1,273 2.2
Subtotal, Capital Program 3,409 3,980 16.7 3,940 () 1.0 3,993 1.4
Advances made 46 53 13.2 29 (-)45.0 31 7.9
Total, Capital Payments 3,455 4,033 16.7 3,969 () 1.6 4,024 1.4
less advances repaid to

Budget Sector 342 293 (-)14.4 76 -;74.0 80 5.6
loss asset sales 130 168 29.0 118 (-)29.8 125 6.2
Total, Capital Outlays 2,983 3,572 19.7 3,775 5.7 3,819 1.2
Caplial Receipts
gommonwea[ grants 1,043 1,270 21.7 1,099 (-)13.5 1,046 (-) 4.8

ther 12 11 () 74 11 (-} 25 10 () 3.0
Total, Capital Receipis 1,065 1,280 214 1,110 (-)13.4 1,056 (-g 4.8
Capiial Financlal Result (1,928) (2,292) (2,665) (2,763)
TOTAL (1,280) (1,225) (983) (782)
Outlays 18,042 18,927 4.9 19,118 1.0 19,422 1.6
Receipts 16,762 17,702 56 18,135 24 18,640 2.8
Budget Result (1,280) (1,225) (983) (782)
Sale of Major Business assets (a) .. 1,690 900
Adjusted Budget result (1,280) 465 (983) 118

(a)

for footnote see following page.
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Based on the projected financial result, Budget Sector net debt is projected to
decline from 11.4 per cent of Gross State Product at June 1992 to 9.5 per cent at June
1995. Budget Sector net debt is projected to decrease by $100 million in real terms
by June 1995, relative to June 1992, despite an additional $94 5 million funding for the
Third Party Common Law scheme, which will substantially meet all outstanding
claims. Excluding this factor, Budget Sector net debt will decline by over $900
million in real terms over this period.

Figure 1.2

BUDGET SECTOR NET DEBT

(Real terms, 1992-93 base; percentage change on previous year)

18
5%
B -3.1%

16 39

14 |-

12}

10 : , ( _
1991-92 1992-93(e) 1993-94(e) 1994-95(e)

(a) GFS standards treat sale of business assets as an offset fo capital expenditure, thus reducing
capital outlays and the Budget deficit. 1t is considered that this freatment distorts the true
underlying financial position where the business asset is of substantial size. Accordingly, for the
sale of major business assets, the sale proceeds are shown ‘below the line’ as extraordinary
iterns, though the impact on interest cost and dividends and taxes is reflected ‘above the line’.
For 19?2';93 the sale of the GIO has been treated as an extraordinary item. The sale proceeds
are as follows -

$m
public float proceeds 1,200
Commonwealth tax compensation 430
payment by GIO of tax -

deferred tax 116

1991-92 sales tax 5

corporate tax 60
TOTAL 1,811
less proceeds received in 1991-92 -

sales tax 5

deferred tax 116
equals proceeds shown in Table 1.3 as extraordinary item 1,690

less non cash items -
Commonwealth tax compensation 430
equals gross cash sale proceeds (refer to Table 1.4) 1,260
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FINANCING TRANSACTIONS

For 1992-93 the financing of the Budget deficit is predominantly from a
rundown in cash representing the proceeds of the sale of the GIO.

Table 1.5: Budget Sector Financing Transactions

1991-92 1992-93
$m $m
Funding Requirement
Budget deficit 1,280 1,225
Repayment of advances/borrowings by
Budget Sector agencies 48 3
Crown takeover of Commonwealth debt 798 665
Other Crown repayment of advances 151 125
Net purchase of investments:
Crown 9) 12
Agencies 2 (10)
Gross Funding Requirement 2,266 2,020
Funding Sources
Agency borrowings 137 2
Agency rundown of cash balances 5 12
Crown run down of cash
GIO gross cash sale proceeds 1,260
Other 881 (200)
Crown borrowings:
Take-over of Commonwealth debt 867 671
Other 376 275
Gross Funding Sources 2,266 2,020

The gross funding requirement in 1992-93 is $2,020 million which, in addition
to the Budget deficit, includes the funding of repayment of advances made by the
Commonwealth and the refinancing of maturing Commonwealth loans raised on

behalf of the States.

The funding sources are predominantly the use of the gross cash proceeds of the
GIO sale, borrowings under the global limit and supplementary borrowings provided
to finance the maturing Commonwealth loans. For 1992-93 it is intended to increase
Crown cash balances by broadly $200 million in order to provide a reasonable cash
buffer for within year cash movements. This run-up of cash balances adds to the
funding requirements by that amount.

RECEIPTS

Budget Sector receipts are projected to increase by 5.6 per cent in 1992-93, a
real increase of 3.4 per cent. After excluding the impact of tax rate increases and
increases in Commonwealth Specific Purpose Payments, Budget Sector receipts are
projected to increase only 3.2 per cent, a real increase of 1.0 per cent.
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Taxes, fees and fines are projected to increase by 5.3 per cent, due in large
measure to the increases in tax rates for tobacco, liquor and bank debits tax, as well as
to a projected moderate real growth in contracts and conveyancing stamp duty,
reflecting the recovery in the dwelling sector. Moderating the increase in tax receipts
is an approximate $200 million decline in land tax receipts due to the impact of
declining property values. '

Commonwealth current grants are projected to increase by only 1.3 per cent, or
a real decline of 0.7 per cent, with a real decline in financial assistance grants of 1.4
per cent and a 0.2 per cent real decline in specific purpose payments. The latter, being
tied grants, cannot be used to fund the Budget deficit.

Contributions from Non Budget Sector enterprises are projected to increase 20.9
per cent to $980 million in 1992-93. The major contributory factors to real growth are
a substantial increase in the contributions from Pacific Power, which will total $483
million, as well as increases for the Maritime Services Board and Treasury
Corporation. Most other Government Trading Enterprises are projected to have lower
contributions due to the impact of the subdued economic activity on profits.

In 1992-93 tax equivalent payments will be introduced for a number of
agencies, namely Pacific Power, Sydney Electricity, Land Titles Office and Treasury
Corporation. It is intended to extend the number of agencies paying tax equivalent
payments in future years.

Capital receipts are projected to increase by 21.4 per cent, due to a 23.5 per cent
rise in Commonwealth Specific Purpose Capital Payments, reflecting substantial
increases for Technical and Further Education, Natural Disasters, roads and the first
year of the "Building Better Cities" program. As with Specific Purpose Current
Payments, these are tied to particular purposes and hence cannot be used as a general
funding source to reduce the Budget deficit.

Beyond 1992-93 the revenue outlook is subdued.

Receipts are projected to increase by an average 3.6 per cent over the three
years to 1994-95, a real increase of only 1.2 per cent per annum. This is in sharp
contrast to the 1980’s when receipts grew at least in line with movements in nominal
Gross State Product or broadly 3 per cent per annum in real terms.

Details of Budget Receipts are provided in Chapter 3.
CURRENT OUTLAYS
Current outlays are projected to increase by 2.0 per cent in 1992-93, a real
declinie of 0.2 per cent. This is sharply down on the 6.1 per cent increase (4.5 per cent

in real terms) in 1991-92, the latter reflecting a large increase in redundancy payments
and increased superannuation costs and interest payments.
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The modest increase in current outlays in 1992-93 is due to a number of factors,
including -

continuation of low wage and price inflation;

o

plateauing of increases in the cost of superannuation, following the large
increases of recent years, due to the impact of the redundancy program and
the recent reform of the superannuation scheme;

moderating of increases in debt charges due to declining interest rates and
the application of GIO cash proceeds to contain debt;

continued application of productivity dividend requirements of 1.5 per cent
per annum, subject to exemption in the areas of teaching, police and health;

. irnglementation of the four year program of portfolio savings set out in the
1991-92 Budget; and

»  plateauing of redundanc pagments which, while remaining at high levels,
will decline relative to 1991-92.

In recognition of the severe financial pressures being generated by the rapidly
escalating cost of superannuation and the mounting level of unfunded liabilities,
compounded by the Commonwealth’s Superannuation Guarantee legislation, the
Government has implemented a major reform of superannuation.

This involves the closure of the State Authorities Superannuation Scheme
(SASS) to new members and the introduction of a new scheme, First State Super, for
all new employees and existing employees not in SASS. Details are provided in
Section 9.2.2. While membership of the new scheme is mandatory rather than
voluntary, unlike the old scheme, employer contributions per member are lower.

Departmental current outlays, which exclude redundancies, interest costs,
superannuation and the Treasurer’s Advance, are projected to increase by 3.9 per cent,
areal increase of 1.7 per cent.

Over the three years to 1994-95, current outlays are projected to increase by an
average of 2.7 per cent per annum or a real decline of 1.8 per cent per annum.

In view of the very difficult financial and economic environment, there has been
very little capacity to fund enhancements in the Budget. Indeed the increases in taxes
in the Budget, previously announced after the Premiers’ Conference, were directed at
helping to fund existing services and containing the Budget deficit. There are
however a number of initiatives contained in the Budget which are either funded from
increased allocations or from the reallocation of resources and internally generated
savings. Details of these initiatives are provided in Section 1.3.

Details of current outlays and payments by policy area and sector are provided
in Chapter 4.
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CAPITAL OUTLAYS

Capital outlays of the Budget Sector are projected to increase by 19.7 per cent
or a real increase of 17.2 per cent in 1992-93.

While the medium term Budget Strategy involves capping Budget Sector capital
outlays in real terms (excluding the Olympics), economic conditions in prospect for
1992-93 indicate the need for some fiscal stimulus.

The major areas contributing to growth in capital outlays are as follows -

- Increased road outlays, which are projected to increase by 23.5 per cent in
1992-93, a real increase of 20.9 per cent. This reflects both the substantial
support by the State through full hypothecation of motoring taxes and
additional Commonwealth funding through normal programs and the One
Nation Package;

o increased health capital outlays (up by 20.1 per cent or 17.5 per cent in real
terms) to improve the quality of health infrastructure;

- continuation of the State Rail Authority infrastructure renewal program,
designed to improve safety, reliability and service quality, with SRA non
commercial capital outlays increasing by 26.8 per cent or 24.1 per cent in
real terms; and

. increased expenditure on the preparatory stage of the Olympics bid, with
capital outlays of $85 million, up 204 per cent on 1991-92.

Beyond 1992-93, the Budget projections reflect the target of capping capital
outlays in real terms.

Details of capital payments by policy area are provided in Chapter 5.

Public Sector Employment

In the period June 1988 to June 1992, public sector employment has declined by
9.2 per cent or 29,300, whereas the overall New South Wales labour force has

increased by 6.2 per cent over the same period.

In the Budget Sector, the decline has been 3,300 or 1.5 per cent, but with a
decline of 6,700 or 3.0 per cent in the last year, reflecting the redundancy program
introduced in 1991-92,

'Non Budget Sector employment has declined by 26,400 or 28.1 per cent since
1983.
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Table 1.6: NSW Public Sector Employment

Sector June 1988 June 1989 June 1990 June 1991 June 1992
No. % No. % No. % 0. % No. %

Chge Chge Chge Chge Chge

Budget 217.0 08 2173 01 217.3 .. 2204 1.4 213.7 (-1)3.0

Non Budget 939 ()58  86.3 ()81 782 ()94 720 ()7.9  67.5 (-)6.2

Public

Financial ,
Enterprises 9.0 58 92 22 8.7 54 9.7 9.5 (-)2.1

Total 320.0 ()1.1 3128 ()23 3052 ()24 3021 ()1.0 290.7 (-)3.8

NSW

Labour
Force 2,705.5 3.0 27515 1.7 2,804.4 1.9 2,827.3 08 28734 27

While the GIO is included in the financial institutions sector as at June 1992,
effective from 16 July 1992 the GIO was privatised and its 3,200 employees ceased to
be public sector employees.

Further declines in public sector employment are envisaged in 1992-93 as
efforts are made to continue to improve efficiency in the provision of services. These
will reflect the impact of existing strategies and initiatives and will not be accelerated
by further initiatives in this area.

State Capital Program

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

The 1992-93 State Capital Program is projected at $5,894 million, a real
increase of 10.2 per cent over 1991-92.
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Table 1.7: Capital Program and Source of Funding

1991-92 1992-93
$m $m %
change

Capltal Paymenis
Budget Sector: 3,409 3,980 16.7
Non Budget Sector 2,714 2,938 8.3
less inter sector transfers (a) 885 1,024 15.7
Total 5,238 5,894 125
Financed by:
Budget Sector
. Commonwealth Payments 1,043 1,270 21.8
. hypothecated roads revenue 788 847 7.5
. Current Budget Support and Budget

Financing 1,578 1,863 18.1
Non Budget Sector (b)
. asset disposal 96 84 8 12,56
. other internal funds 1,456 1,434 -y 1.5
. Borrowings (b) 277 396 43.0
Total 5,238 5,894 125

(a) Comprises grants from the Budget Sector fo the Non Budget Sector. The grants form part of
gie payments of the Budget Sector and also contribute to the payments of the Non udget
actor.
(b) Includes local government borrowings.

In addition to the factors listed earlier explaining the real growth in the Budget
Sector Capital program, the Non Budget Sector Capital Program is experiencing
growth due to the following factors -

. greater than 2 per cent real growth in water and sewerage services and
protection of the environment, involving continuing State wide
improvements in environmental protection, water quality and system
reliability;

. increased expenditure by SRA Freight to continue the program of
rationalisation and upgrading of infrastructure to create a world standard
freight service; and

. increased expenditure in housing and homesite development (up 14.4 per
cent in real terms), with real growth in public rental housing and a series of
urban renewal and development programs, including CityWest,
Honeysuckle Creek at Newcastle and Homebush Bay.

%
i
f
|
|
;
|
%
3
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Total State Sector Borrowing Requirement

The borrowing requirement of the State Sector includes that of the Budget, Non
Budget and Local Government Sectors as well as the net conversion of maturing

loans.

Table 1.8 Total State Sector Borrowing Requirement for 1992-93

$ million
Gross Borrowing Capacity
global borrowing limit 1,719
maturities
. Budget and Non Budget Sector 4,857
. Local Govenrment 360
Total 6,937
Borrowing Requirement
New Money Borrowings
. Budget Sector Financing requirement 275
. Non Budget Sector 285
. Local Government 180
Refinancings
. Budget and Non Budget Sector 4,462
. Local govermnment 360
Total 5,751

In total the State’s borrowing requirement for 1992-93 is broadly $1.2 billion
less than the gross borrowing capacity.

The Government has announced that it intends to only boirow up to its
requirements which, on current projections, involves utilising only, broadly, $500
million of the global borrowing limit of $1.7 billion.
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Budget and Capital Program Trends
BUDGET SECTOR FINANCIAL RESULT

The Budget Sector has generally run a deficit, consisting of a substantial surplus
on the current account and a deficit on the capital account.

While the overall Budget deficit is assessed as being too high at present,
reflecting the impact of cyclical conditions and other factors, it is not necessarily
appropriate to target a zero Budget result or a Budget surplus. Such an outcome
would involve no net borrowings and hence the funding of all social infrastructure
from receipts. Considerations of intergenerational equity would support the need for
a proper balance between contributions from current and future generations and
hence a balance between receipts and borrowings.

Figure 1.3
BUDGET SECTOR FINANCIAL RESULT

Percentage of Gross State Product
-2,400 1.2

D -
C -1,800F \ Deficit —-10.9
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N 173
Surplus
800 1 1 1 i { ( H 1 -0.3
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1987-88 1989-90 1991-92 1993-94(e)

Budget Sector = Percentage of Gross
Financial Result State Product
(Left hand axis) (Right hand axis)

Tn 1988-89 a Budget surplus of $173 million was achieved. This reflected the
peak year of the property market boom which produced a huge surge in property
based revenues for the Budget. This surplus was carried forward in the Revenue
Equalisation Account in anticipation of the likely deterioration in future years.

Since 1988-89 the Budget position has consistently deteriorated due to
weakness on the revenue side.

By 1991-92 the deficit had reached $1,280 million or 0.9 per cent of Gross State
Product.
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For the Budget year and the two forward years there is projected to be an
improving trend as the Budget deficit, expressed as a percentage of Gross State
Product, declines from 0.9 per cent of Gross State Product in 1991-92 to 0.5 per cent
by 1994-95. This compares with 1.1 per cent for 1986-87, the last recession year
prior to the current downturn, though significantly less severe than the current

recession.
BUDGET SECTOR CURRENT OUTLAYS

Based on Australian Bureau of Statistics information for the general
government sector (a wider concept than the Budget Sector), current outlays
increased by an average 5 per cent per annum in real terms over the decade to 1988-

89.

For the period 1989-90 to 1991-92 inclusive, Budget Sector current outlays
have increased by an average 2.8 per cent per annum in real terms.

Figure 1.4
BUDGET SECTOR CURRENT OUTLAYS

(Real terms, 1992-93 base; percentage change on previous
year and percentage of Gross State Product)

Maallrte
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Current Outlays == Percentage of Gross
(Left Hand Axis) State Product
(Right Hand Axis)

Current outlays are projected to decline by 1.8 per cent per annum over the three
years to 1994-95.

Taking the period 1989-90 to 1994-95 as a whole, current outlays have been
contained to real growth of 0.5 per cent per annum.
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This restraint reflects the impact of the medium term financial strategy, the
control exercised by the forward estimates system, the impact of annual productivity
dividend requirements for each year from 1988-89 onwards and the impact of the
phased implementation of the portfolio savings set out in the 1991-92 Budget.

The substantial real increase in 1991-92 of 4.5 per cent was due to a large
increase in redundancy funding (particularly in the public transport area), directed at
achieving future economies; increased interest cost due to the increase in the Budget
deficit; and a large increase in superannuation payments (due to the impact of
redundancy payouts, increased coverage by the State Authorities Superannuation
Scheme and demographic factors as employees move towards retirement age).

BUDGET SECTOR CAPITAL OUTLAYS

Over the period since 1987-88 there has been substantial real growth in the
Budget Sector capital program.

For the period 1987-88 to 1992-93 capital payments are projected to increase by
15.3 per cent in real terms, an average 2.6 per cent per annum real increase.

This real growth reflects the Government’s commitment to addressing areas of
infrastructure deficiency. Specifically the real growth is due to the acceleration of
the State’s road program (the 3 cents petroleum levy and the full hypothecation of
motoring taxation), increased funding for hospital infrastructure and the
infrastructure renewal program for the State Rail Authority.

Figure 1.5
BUDGET SECTOR CAPITAL OUTLAYS

(Real terms, 1992-93 base; percentage change on previous
year and percentage of Gross State Product)

A Bl

N\ §\§/\ \§
500 \ \ \“2 T
% 111110

1988-89 1989-90 1990-91 1991-92 1992-93 1993-94 1994-95
(e) (e) (e)
Capital Qutlays == pPercentage of Gross

(Left Hand Axis) State Product
(Right Hand Axis)




1-23

Budget Sector capital outlays are projected to increase by 17.2 per cent in real
terms for 1992-93.

Beyond 1992-93 capital outlays have been capped in real terms, with the option
available if required to reduce them if the Budget and economic circumstances so

warTant.
BUDGET SECTOR RECEIPTS

Over the decade to 1987-88, Budget Sector receipts increased by 5.6 per cent
per annum in real terms. Adjusting to exclude the impact of tax rate changes;. the
increase was 2.8 per cent per annum in real terms.

Budget Sector receipts peaked in real terms in 1988-89, when contracts and
conveyancing stamp duty receipts reached nearly $1,500 million.

For the period 1988-89 to 1991-92 Budget receipts have increased by only 1.2
per cent per annum in real terms. After excluding the impact of tax rate changes,
receipts have declined by an average 0.5 per cent per annum. This compares with
real growth in the State economy over this period of 4.1 per cent annum.

Over the three year period to 1994-95, receipts are projected to remain subdued,
increasing by only 0.5 per cent per annum in real temms. Real economic growth as
measured by GSP over this period is projected at 3.7 per cent per annum.

The subdued trend for Budget receipts marks a significant break with the
1980’s. The major causal factors for this development are the lack of growth in
Commonwealth financial assistance grants, the collapse of property based revenue,
the impact of the slow recovery from the recession, the phased abolition of share
transfer duty in 1993-94 and 1994-95 and the more subdued, low inflation economic

environment.
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Figure 1.6

BUDGET RECEIPTS
(Real terms, 1992-93 base; percentage change on previous
year and percentage of Gross State Product)
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A significant factor impacting first on the growth in receipts and then on the
collapse has been the movement in credit creation. A number of the important
components of State own source receipts are directly affected by the movement in
credit creation, including property based receipts, insurance duty and financial
institutions duty, while others are indirectly affected through the relationship between
credit creation and general economic activity.
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Figure 1.7

MOVEMENT IN STATE OWN SOURCE RECEIPTS
AND CREDIT CREATION

Percentage change on previous year
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STATE CAPITAL PROGRAM

The State Capital Program is the sum of the Budget and Non Budget Sectors’
capital payments, the latter covering the capital expenditure of Government Trading
Enterprises, including Pacific Power, State Rail Authority, State Transit Authority
and the Water Board. There are significant capital grants made from the Budget to
certain Non Budget Sector entities, particularly for commercial SRA services and to
the Department of Housing. These are shown as capital grants in the Budget Sector
Capital Program and as capital expenditure in the Non Budget Sector in order to
properly reflect trends. However the double count is eliminated when presenting the
State Capital Program.

=ZmMOIJIMo
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Figure 1.8
STATE CAPITAL PROGRAM

(Real terms, 1992-93 base; percentage change on previous
year and percentage of Gross State Product)
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The State Capital Program has gone through a number of cycles with first the
Non Budget Sector and then the Budget Sector exhibiting strong growth. In the early
1980’s the program grew strongly in real terms, reaching a peak in 1984-85, with the
major contributory factors being the provision of economic infrastructure in
electricity generation, railways and ports, all centred on the Non Budget Sector.

Despite the impact of the bicentennial projects, the overall program declined in
real terms from the mid 1980’s until 1989-90, when the program increased in real
terms. There was a small real decline in the total program m 1991-92 whereas strong
real growth is projected in 1992-93.

The Budget sector grew significantly in real terms in both 1989-90 and 1990-91,
with increased outlays on roads, education, health, law, order and public safety and
non comumercial rail services. The Non Budget Sector declined in real terms in both
these years, generally reflecting the substantial prior investment in economic
infrastructure. Strong real growth in the Non Budget Sector in 1991-92 with
increases in water and sewerage, public transport and electricity generation was
offset by a decline in the Budget Sector with the completion of a number of major
social infrastructure projects and underexpenditures in some areas. Over the last
decade the State Capital Program, as a proportion of Gross State Product, has
declined from 5.9 per cent in the peak year of 1984-85 to 3.9 per cent in 1991-92 and
is projected as 4.1 per cent in 1992-93.
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In 1992-93 the State Capital Program is projected to increase by 12.4 per cent or
10.2 per cent in real terms.

QOverview of Budget Sector Financial Performance

In the 1988 Economic Statement and subsequent Budgets, the Government set
out 2 medium term financial strategy for the State.

The

strategy has evolved over time as the economic and financial conditions

have changed but has involved four core elements -

The
Table 1.9.

containing debt as well as total liabilities;
improving public sector efficiency in the provision of services;

renewal of infrastructure in high priority areas such as roads, hospitals,
education, public transport and law order and public safety; and

containing the tax burden on the citizens of New South Wales relative to
other States.

Budget and Non Budget Sectors’ financial performance is summarised in
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Overall, Budget Sector net debt has been contained with net debt declining
consistently over the period as a percentage of both Budget receipts and Gross State
Product.

Figure 1.9

BUDGET SECTOR NET DEBT
(Real terms, 1992-93 base and percentage of Gross State Product)
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Budget Sector net debt, as a proportion of Gross State Product, peaked at 144
per cent in 1986-87 and has since declined, reaching 11.4 per cent at June 1992 and is
pro;acted to decline to 10.1 per cent by June 1995.

The declining trend has been achieved despite large real reductions in certain
categories of revenue, including Commonwealth general current and capital
payments and property based revenue.
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The relative decline in Budget Sector net debt has been achieved by
containment of the Budget deficit through expenditure restraint and increased
contributions from Government Trading Enterprises, combined with the asset sale
program and the sale of select Government business assets.

Reflecting the containment of net debt as well, in the last year, the decline in
interest rates, Budget Sector debt servicing charges have been reduced in relative

terms.
Figure 1.10
BUDGET SECTOR DEBT SERVICING COSTS

(Real terms, 1992-93 base; percentage change on previous
and percentage of Budget Receipts)
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Debt servicing cost, as a percentage of Budget receipts, has declined from 12.9
per cent in 1987-88 to 11.2 per cent in 1991-92 and is projected to decline further to
10.0 per cent by June 1995.

The Budget Sector unfunded superannuation liability has continued to increase
in absolute terms over the period but its growth has been moderated. Expressed as a
proportion of Gross State Product, Budget Sector unfunded superannuation liability
has increased from 7.2 per cent in 1987-88 to 8.5 per cent by 1991-92. The
superannuation initiatives set out in Section 1.3 will significantly reduce the level of
unfunded superannuation liability both for the Budget and Non Budget Sectors.

The achievement of the improving trend in Budget Sector net debt and
unfunded superannuation liabilities has been achieved by a combination of
expenditure restraint, real growth in contributions from Government Trading
Enterprises and targeted increases in taxes in both 1990-91 and 1992-93.
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Income from Non Budget Sector Enterprises has increased strongly in recent
years, increasing from $129 million in 1987-88 to $810 million in 1991-92 and are
projected to increase to $980 million in 1992-93.

Figure 1.11
INCOME FROM NON BUDGET SECTOR ENTERPRISES

(Real terms, 1992-93 base; percentage change on previous
year and percentage of Budget Receipis)
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While growth is projected to moderate in future years due to the impact of
slower economic growth on profits, as well as privatisation (which will eliminate
contribution from the privatised entities), nevertheless the contributions will continue

to remain very significant,

. Although tax rates have been increased in both 1990-91 and 1992-93 in order to
partially compensate for the sharp decline in Budget revenue, the actual tax burden
has declined over the same period relative to other States.
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Figure 1.12

NEW SOUTH WALES TAX SEVERITY INDEX
{Average of other States: 100.0)
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The Commonwealth Grants Commission has compiled information on the
relative tax burden that takes account of the actual tax take relative to the potential
tax base. On this measure the severity of New South Wales taxes was 9.4 per cent
higher in 1987-88 than in other States but by 1990-91, the latest year for which data
is available, it is estimated that this had declined to only 1.4 per cent above the other
States.

Budget Sector Financial Pressures

Over the last four to five years the State Budget has been adversely affected by
a number of developments.
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A guantitative assessment has been undertaken of the extent to which each of
these factors has impacted on the Budget result. These factors are the property cycle,
cuts in Commonwealth general purpose payments, increased efficiency and hence
income from Non Budget Sector enterprises and the economic cycle.

Figure 1.13

KEY FACTORS IMPACTING ON BUDGET DEFICIT |
(Real deterioration in Budget Resuli since 1987-88)
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Over the period 1987-88 to 1992-93, the Budget result has deteriorated $815
million in real terms.

Much of the deterioration can be explained by the impact of the property cycle,
the impact of the economic downturn on other receipt items and the real cuts in
Commonwealth general purpose payments. These factors in total had a curnulative
real negative impact on the Budget result of $1.8 billion. Offsetting these negative
factcrs was increased income from Non Budget Sector Enterprises, which has
produced a positive impact of $792 million per annum by 1992-93 and net changes in
tax and expenditure policies which have had a net positive impact of $168 million.
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Five key factors have been separately assessed -

impact of the economic cycle

-]

State Budgets are not as sensitive as the Commonwealth Budget to the impact of
the economic cycle.

On the revenue side, the States in general lack broad based taxes that move in
line with economic activity. The major broad State tax is payroll tax which is
directly affected by employment and wages growth. The other taxes are less affected
by fluctuations in economic activity. While property based taxes are an important
part of State revenue, the property cycle, although influenced by the more general
economic cycle, tends to follow its own dynamics and accordingly is analysed

separately.

On the outlays side of the Budget, the States do not have expenditure
responsibilities that are directly affected by fluctuations in economic activity. The
Commonwealth has prime responsibility for social security, unemployment benefits
and income support and these follow a counter cyclical pattern. The main economic
influence on the State’s outlays is the impact of wages growth on the cost of the
provision of services. Interest rates have an impact through the effect on debt and
financial assets but because of the maturity structure of net debt, changes in interest
rates flow through only gradually.

Figure 1.14

IMPACT OF ECONOMIC CYCLE ON BUDGET RESULT

(Cumulative Real Movement since 1987-88)
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In order to isolate the impact of the economic cycle on the State Budget, the
relationship between movements in current outlays, capital expenditure and total
receipts (excluding the impact of changes in tax rates) to the movement in nominal
Gross Domestic Product has been examined.

At this stage of the analysis only the relationship between the economic cycle
and non property based receipts has been undertaken quantitatively. It is estimated
that over the period 1987-88 to 1992-93 the economic cycle has reduced Budget
receipts in real terms by over $700 million.

. impact of property cycle

Property based receipts total $1,773 million or 9.6 per cent of total receipts in
the 1992-93 Budget. The items included in this category are contracts and
conveyancing duty, land tax, share duties and asset sale proceeds.

The property cycle peaked in 1988-89 and effectively explained all of the real
improvement in the Budget result in that year. Since then the property cycle has
sharply deteriorated and, relative to 1987-88, has produced a net real decline in
revenue of $227 million. However, relative to the peak year of 1988-89 the real
decline is $839 million.

Figure 1.15

IMPACT OF PROPERTY CYCLE ON BUDGET RESULT

(Cumulative real movement in deficit from 1987-88)
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impact of reduction in Commonwealth general purpose payments

¢

Since 1987-88, Commonwealth general purpose payments to the States, both
current and capital, have been reduced substantially in real terms. The
Commonwealth effectively shifted a significant part of its Budget deficit onto the
States over this period.

The real decline in this source of receipts consists of two parts -

. areal contraction in the pool of Commonwealth general purpose payiments
made to the States; and '

o a decline in New South Wales’ share of financial assistance grants as the
process of fiscal equalisation has increased funding to the less populous
States and Territories.

Figure 1.16

IMPACT OF REAL DECLINE IN COMMONWEALTH GENERAL
PURPOSE PAYMENTS TO NEW SOUTH WALES

(Cumulative real movement in Budget Result since 1987-38)
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B commonwealth General Budget Result
Purpose Payments

Over the period 1987-88 to 1992-93, the cumulative annual real decline in
general purpose payments to New South Wales is $837 million, consisting of a
decline of $586 million due to the real reduction in the pool available to the States
and Territories and a real reduction of $251 million due to the decline in New South
Wales relative share.
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o impact of Government Trading Enterprises contributions

Over the period since 1987-88 there has been a clear policy of commercialising
Government Trading Enterprises and moving their rate of return and dividend and tax
payouts to commercial levels comparable to that operating in the private sector.

This policy has produced substantial real increases in contributions from
Government Trading Enterprises and has assisted in partially offsetting the impact of
the economic and property cycle on the Budget.

Figure 1.17

IMPACT OF INCOME FROM NON BUDGET SECTOR
ENTERPRISES ON BUDGET RESULT

(Cumulative real movement in Budget Result since 1987-88)
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Over the period since 1987-88 contributions from Govemment Trading
Enterprises have increased by $792 million per annum in real terms.

o net impact of discretionary tax and outlays policy

Due to the adoption of the Government Finance Statistics presentation of the
Budget, which resulted in a far more comprehensive coverage of the Budget Sector,
there is not, at present, adequate historic date on receipts and outlays on a GFS basis.

Nevertheless one can infer the net impact of discretionary changes in tax and
outlays policy as a residual factor, after taking into account each of the other factors
identified above.
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Figure 1.18

NET IMPACT OF DISCRETIONARY TAX AND
OTHER POLICIES ON BUDGET RESULT

(Cumulative real movement in Budget Result since 1987-88)

1,000

D
O et
L 500 |-
L
A
R
s
M I el N\ \\
1 \
L \
L
[ -500 |-
0 \
N

-1,000 . J .

1988-89 1989-90 1990-91 1991-92  1992-93(e)

Net impact of .
-discretionary policy Budget Result

Overall, changes in tax and outlays policy has produced a net real $168 million
per annum improvement in the Budget result.




1.3 BUDGET MEASURES

Background

The continuing difficult budgetary outlook makes it neither possible nor
appropriate to introduce major new expenditure initiatives, particularly those of an
ongoing nature. However the Government has recognised that the significant
improvement in the State’s financial position over the forward estimates period as a
result of strategies it has put in place provides some scope to provide a stimulus to
counter the sluggish recovery evident to date in the national economy.

The major initiatives in the 1992-93 Budget consists of four broad elements -

. selected initiatives in the recurrent program (largely but not exclusively of a
one-off nature), directed towards groups within the community particularly
affected by the economic situation or towards high priority government
services;

» amajor restructure of public sector superannuation;

a fiscal stimulus, to the extent that the State’s resources permit, through a
once off real increase in the Budget Sector capital program; and

the raising of additional revenue through a package of tax measures
designed to address the State’s underlying structural financing needs.

Current Outlay Initiatives

A summary of Budget measures impacting on current outlays is given in Table
1.10, with a brief discussion of the more significant of these following the table.
(More detailed coverage is given in the relevant sections of Chapter 4.)




Table 1.10: Summary of Budget Current Outlay Initiatives

Impact of Measure

Policy Area/Budget Measure

1992-93

Full Year

$m

Law, Order and Public Safety
Legal Aid Commission -
Assistance towards meeting increased
demand for services 1.8
Department of Bush Fire Services -
Additional funding for urgently required vehicles
and equipment 1.7

Health
Department of Health -
Additional once-off provision to assist in
meeting transitional costs associated with the
establishment of new and expanded services in
growth areas 20.0

Welfare Services
Department of Community Services -
xemption from productivity savings
Extension of Recession Support Program
Reduction of portfolio savings target

b —
now
OON

Fecreation and Culture
New South Wales Film and Television
Office -
Promotion of the film and television
industry 0.5

Economic Services
Department of Industrial Relations, Employment,
Training and Further Education -
First Chance scheme 5.0
Department of Local Government and
Co-operatives -
Contribution to NSW Financial Institutions
Cornmission 2.0
Contribution to establishment costs of the
Australian Financial Institutions Commission 0.5
Office of Energy -
Grants to rural county councils relating to the
transfer of 132kv assets
Department of Agriculture -
Additional rural counsellors
Decontamination of cattle tick dipsites
Crown - drought transport subsidies
Rural Assistance Authority -
Interest subsidies

> oo o
» oow W

$m

(a) 3.6

5.3
15.0

0.6




Table 1.10: Summary of Budget Current OQutlay Initiatives (cont)

Impact of Measure
Policy Area/Budget Measure

1992-93 Full Year
$m 3m

General Adminisiration
Casino Control Authority -
Establishment 1.9 6.6
The Legislature -
Bills digest and research facility - Parliamentary
library 0.4 0.4
Government Pricing Tribunal -
Establishment as independent agency 1.8 1.8
Treasury
Renewal program for the Diesel Fuel
Exemption Scheme
Monitoring and advice on implications of
superannuation policy proposals
Study of fiscal equalisation transfers between States

N

oo o
I\)_L
co ©
I\J_L

(a) Funds transferred in June 1992.

(b) In addition, the Department of Health has achieved substantial efficiency savings in the portfolio
which are being reallocated to address the Government's plan of moving resources to areas of
growing population and health needs. This includes the recent announcement of the funding for

ydney’s West and South West.

LAW, ORDER AND PUBLIC SAFETY
Legal Aid Commission

Additional funding ($1.8 million for 1992-93 rising to $3.6 million from
1993-94) has been provided to the Legal Aid Commission to reduce its funding
shortfall. The main reason for increased expenditure by the Commission is the
Government’s commitment to reduce the unacceptable levels of delay which had
become part of the criminal justice system. :

Department of Bush Fire Services

To meet an urgent need to better equip Bush Fire Brigades throughout the State,
a spzcial injection of funds has been made to the Department of Bush Fire Services in
1992-93.

HEALTH

The Department of Health has again been exempted from the general
requirement for agencies to return a productivity dividend to the Budget, although
efficiency gains are expected to be generated through the extension of contracting
out, the review of inventory management procedures and other measures. Savings
will be retained by the Department for reallocation to high priority areas, including
the provision of additional funding to presently under resourced growth areas.




In order to assist in meeting the transitional costs of the transfer of health
resources to the West, South West and North Coast, a once up to $20 million
injection of funds will be made in 1992-93.

WELFARE SERVICES

Department of Community Services

o  Recession Support Package

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

organisations.

In order to effectively channel assistance to those most in need, the $10 million
Recession Support Package introduced in 1991-92 will be continued in the 1992-93

Budget.

The Recession Support initiatives will be responsive to community needs and
will include -

o  rental and mortage relief assistance to the unemployed;
financial counselling assistance including rural counselling assistance;
support to families and individuals in crisis as a result of the recession; and

» additional support to Community Organisations to assist them to meet
increased demands for their services.

o  Exemption from productivity savings ($3.2 million in 1992-93)

Based on savings resulting from the downsizing of the Department’s corporate
support areas, it has been determined that there is little scope for additional
productivity savings above and beyond that targetted to be achieved over the next
few years. Accordingly, the productivity dividends to the Budget in 1992-93 and

forward years have been reversed.

o  Reduction in Portfolio Savings ($15 million per annum)

The portfolio savings requirements were reduced by $10 million following
unavoidable cost increases from various industrial award.

Portfolio savings of $5 million in respect of the Home Care Service have also
been cancelled.
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RECREATION AND CULTURE
New South Wales Film and Television Office

An amount of $500,000 has been provided to enable the establishment of a
Film/TV Production Investment Fund for strategic production investment in the local
film industry.

ECONOMIC SERVICES

Department of Industrial Relations, Employment, Training and Further
Education

Included in the Department’s allocation of $46.8 million for the range of
employment and training schemes, is a specific allocation of $5 million for the First
Chance scheme which commenced earlier in 1991-92.

Department of Local Gevernment and Co-operatives

An amount of $2,025,000 will be provided to the recently established New
South Wales Financial Institutions Commission as a contribution towards "start up"
costs and the supervision of Co-operative Housing and Friendly Societies.

In addition, the Government will provide $547,000 to the Australian Financial
Institutions Commission towards development and establishment costs and the first
six months operation of the Commission.

Rural Welfare Assistance
Rural assistance specially provided for by the State in 1992-93 includes -

.  assistance for primary producers affected by the rural crisis and or drought,
as follows -

o $5 million for transport subsidies on the movement of livestock, fodder
and water in drought areas (funded as part of the "Crown
Transactions" Natural Disaster Relief program); and

o $4,360,000 to meet the State’s contribution under the Rural
Adjustment Scheme towards the cost of providing interest subsidies on
loans obtained by primary producers from normal commercial sources
(included in the Rural Assistance Authority’s allocation).

o increased funding by the Department of Agriculture of $273,000 to enable a
further 7 rural counsellors to be appointed. The costs of the counsellors are
shared by the State and Commonwealth Governments and local
communities; and

. funding of $565,000 by the Department of Agriculture to meet costs
associated with the management of contaminated waste at Cattle Tick Dip
Sites in north-eastern New South Wales.




Office of Energy

The Budget provides for grants ($5.7 million) to assist with the maintenance of
rural 132kv assets which are being progressively sold by Pacific Power, It is
proposed that three regional statutory corporations, jointly owned by various rural
county councils, will be established to assume ownership of such assets.

GENERAL ADMINISTRATION
Casino Control Authority/Chief Secretary’s Department

As from 1992-93, the Casino Control Authority has been established to
undertake the establishment of a casino in New South Wales and to assess suitable
operators. The Chief Secretary’s Department will maintain policy involvement in the
project and once operating, ensure the integrity of the casino by the use of inspectors.
To this extent $1.6 million has been provided for the Authority for 1992-93 with a
per annum cost of $1.7 million and $0.3 million for the Chief Secretary’s Department
for 1992-93 with a per annum cost of $4.9 million.

Government Pricing Tribunal

The Tribunal has been established to determine maximum price settings and
review the pricing poicies of nominated Government owned monopoly commercial
enterprises. Funds of $1.765 million have been provided to accommodate these

objectives.

Treasury

A renewal program for the Diesel Fuel Exemption Scheme will be initiated by
the Office of State Revenue in 1992-93. The present exemption for all-road diesel
will be maintained, however to reduce any possible leakage of revenue, existing
exemption certificates will be cancelled and new certificates issued.

It is estimated that additional revenue of $5 million per year will be generated.
In addition a major review is being undertaken jointly by New South Wales and
Victoria into the fiscal equalisation process by which the two larger States cross
subsidise the smaller States and Territories.

State Capital Program Initiatives

While all capital projects could be considered as initiatives in their own right,
there are a number of specific areas in the Budget Sector capital program where real
growth in payments in 1992-93 will provide a stimulus to the State’s economy,
particularly through the generation of increased employment. The more significant
of these are shown in the following table, while more detailed information is

contained in Chapter 5.
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Table 1.11: State Capital Program, 1992-93 - Major Areas of Real Growth

Payments (est) Real Growth
$m %
Health 3223 17.5
Sydney Olympics 2000 85.0 197.2
Roads 1,498.9 20.9
Rail Services 708.7 28.0
Water and Sewerage 724.1 2.5
Public Housing 558.5 6.2

HEALTH

An amount of $322 million has been provided for public hospitals and other
health services in 1992-93, an extra $54 million compared with 1991-92 or almost 18
per cent real growth. Major new works include -

o anew 166 bed major regional hospital at Albury;

o Sydney/Sydney Eye Hospital redevelopment;

. provision of upgraded facilities at Bateman’s Bay/Moruya Hospitals;
o  Narellan Community Health Centre; and

o anew 72 bed Palliative Care Unit at Fairfield Hospital.

Work will continue on major upgrading and redevelopment works at the St
George, Lismore, Gosford, Liverpool, Tweed Heads, Narrandera, Nepean, Wyong
and Wollongong hospitals during 1992-93.

ROADS

Roads construction and maintenance will increase from $1,326 million in
1991-92 to $1,529 million in 1992-93, growth of some $200 million or more than 13
per cent in real terms. This significant increase, which does not include construction

of the Sydney Harbour Tunnel or other toll roads by the private sector, will benefit
major projects such as -

o  the new Glebe Island Bridge;

o Hume Highway works including the Goulburn By-Pass and the Cullarin
Range Deviation;

o the last section of the F3 Freeway; and

o the Armidale By-Pass on the New England Highway.




PUBLIC TRANSPORT

State Rail Authority non-commercial services have been allocated $551 million
in 1992-93, an increase of $110 million on last year or about 23 per cent in real
terms. This will permit continuation of improvements in CityRail and CountryLink

safety, reliability and service quality.
RECREATION

Construction of the major new athletics stadium and aquatic centre at
Homebush Bay has been allocated $85 million in 1992-93 compared with $28
million last year. These facilities have an end cost of $300 million, will be completed
by 1994 and are the centre piece of Sydney’s bid to host the year 2000 Olympic

Games.

Receipts Initiatives

Budget receipts in 1992-93 will reflect depressed economic conditions (with
modest growth in revenue from contracts and conveyancing duty) and the
continuation of real cutbacks in Commonwealth funding. On an unchanged policy
basis, State taxation revenue is forecast to increase by only 2.5 per cent, or 0.4 per
cent in real terms.

On 12 June 1992, following Commonwealth advice at the Premiers’ Conference
as to 1992-93 funding levels, the State Government announced a package of tax
measures designed to ameliorate the funding position in 1992-93 and later years. In
summary, the measures adopted are -

o an increase in liquor licence fees from 10 to 13 per cent (but with a
reduction to 7 per cent for low alcohol beer);

« an increase from 2 to 2.5 per cent in stamp duty on new and transferred
motor vehicle registrations;

~ an increase from 50 to 75 per cent in the business franchise licence fee for
tobacco;

o adoubling of the debit tax rates; and

o increased contribution from the racing industry.

In addition, the Government announced in July 1992 the introduction of a levy
of $200 per annum on non-residential off-street parking spaces in the Sydney CBD
and the commercial centres of Darling Harbour and North Sydney.

More detailed coverage of these tax measures is given in Chapter 3.




Budget Savings
SUPERANNUATION

Like most governments in Australia, the superannuation schemes covering
employees of the New South Wales Budget Sector have been operated on an
erherging cost basis, i.e. funds have not been set aside by the Government as its

liability as employer has arisen.

Such a practice results in an accumulating unfunded liability which eventually
has to be met by cash. Where schemes are closed (as was the then principal scheme -
the State Superannuation Fund - in 1985) or when large numbers of employees leave
(through ageing of the membership, redundancy programs or other factors), these
cash costs can escalate substantially, particularly where the benefits are relatively
generous by general community standards. Over the last five years, Budget Sector
cash funding of superannuation has increased by an average of 22 per cent per annum
in real terms.

From 1 July 1992, Commonwealth legislation requires that all employers
contribute the equivalent of 4 per cent of salaries for employee superannuation. This
contribution increases in stages to 9 per cent on 1 July 2002. The effect of this
requirement would have been to increase substantially Budget Sector costs on
superannuation over the next decade, both on a cash and a fully costed (i.e. accrual)

basis.

On 16 August 1992, the Government announced that effective from that date,
the State Authorities Superannuation Scheme (SASS) was closed to new entrants,
and that a new scheme - First State Super - was established to cover all new
employees as well as those existing employees who were not contributory members
of an existing scheme.

The new scheme is designed to meet fully the obligations of the State as
employer in terms of the Superannuation Guarantee legislation.

Existing members of SASS (and of other schemes which were closed when
SASS was introduced) are not affected by the changes announced. Details of the
changes and their financial impact are provided in Section 9.2.2.




1.4 SUMMARY OF BUDGET RESULTS

On a Govermment Finance Statistics basis, the total financial result of the
Budget Sector is estimated to be a deficit of $1,225 million in 1992-93.

Consistent data for the Budget Sector is not available for all components of the
total financial result on an historical basis, however estimates of the overall result are

shown in Table 1.9, back to 1987-88.

On a real terms basis the 1992-93 Budget result is significantly less than that of
1986-87. The 1986-87 Budget result of a deficit of $1,048 million ($1,403 million in
1992-93 prices) was 1.1 per cent of Gross State Product compared to 0.9 per cent in
projected for 1992-93. Over the intervening period, the property and share market
booms reduced substantially the deficit in the latter part of the 1980’s (resulting in a
true surplus in 1988-89) although this trend was reversed from 1989-90 with the
collapse of both markets.

The forecast results for 1992-93 to 1994-95 reflect -

a gradual improvement in the State’s revenue base (although with
significantly lower real growth rates than in the latter part of 1980’s) and

o  the general restraint on outlays, both capital and current, imposed to address
the financial position (but with growth in capital outlays in 1992-93 to
provide stimulus to the State’s economy.)
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2.1 OVERVIEW

1991-92 in Review

During 1991-92 the Australian economy reached the low point in the business

cycle and commenced a slow recovery from the worst recession of the post war

eriod. The recovery was retarded by slow growth overseas as recovery in the

nglish speaking economies faltered and German and Japanese economic

performance deteriorated. These factors caused world trade growth to slow, thefeby

spreading the impact of the recession which was previously concentrated in the
ECD group of countries.

Domestic economic activity was also held back by low business and consumer
confidence in the domestic economy, high levels of debt in the corporate sector and
continued falls in commercial asset prices, leading to further steep falls in business
nvestment. The severe drought in New South Wales and Queensland also caused a
steep fall in agricultural production. Employment continued to decline due to weak
economic growth and the efforts by public and private sector firms to reduce costs.
This pushed the unemployment rate to the highest level ever recorded on the current

survey basis.

On the positive side, the economy recorded continued gains in exports despite
weak world demand and there was a moderate recovery in consumer demand and
dwelling construction assisted by the steady decline in interest rates. The recession
drove inflation to the lowest level experienced in the past twenty-eight years. This
was assisted by moderation in wage growth. Low mﬂlz)ition, tighter cost control and
the incentive of lower international trade barriers resulted in a significant
improvement in competitiveness which underwrote the strong performance in
manufactured exports and contributed to a $3 billion reduction in the current account
deficit.

The second year of the recession and onset of a severe drought saw New South
Wales economic performance lag slightly behind the national average in terms of
output, but retain a margin of superiority with respect to unemployment and inflation.
While its advanced stage of microeconomic reform allowed the diversified New South
Wales economy to better withstand the recession, it also meant less volatility during
the upswing in New South Wales than in other more natural resource based States.
For the year as a whole, New South Wales performed better than the national average
in terms of retail turnover, vehicle registrations, bank lending, employment and
unemgloyment; while lagging with respect to building activity. New South Wales
recorded comparatively low growth in average wages and consumer prices as well as
a large increase in CBD office vacancies and furr.ﬁer steep falls in commercial asset
prices, all of which negatively affected State revenues.
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Figure 2.1

KEY ECONOMIC INDICATORS
GROSS DOMESTIC PRODUCT
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1992-93 Outlook

The economic recovery began in late 1991 and should continue to gain
momentum through 1992-93 with growth averaging around 3 to 4 per cent. This will
be helped by a moderate pick-up in activity in North America and continued high
growih among the newly industrialising economies of the Asian region. The main
stimulus, however, will be from domestic demand, with a likely 15 per cent rise in
private dwelling construction, close to 3 per cent growth in private consumption and
4 per cent growth %ubhc expenditure driven by the Commonwealth’s economic
recovery package. ile this will produce a large increase in imports, the impact of
lower average interest rates on foreign debt service will partly restrain the widening of
the current account deficit. Nevertheless, in nominal terms, the current account deficit
will return to the levels experienced in 1990-91.

Assisted by Commonwealth job creation programs and helped by continued
moderation in wages, employment is likely to record moderate growth,” though not
enough to reduce the national unemployment rate below 10 per cent. Inflation is
likely to remain low and wages growth should remain moderate through 1992-93.

The main risks to the economy in 1992-93 are the uncertainty over the
exchange rate (which could erode price stability, flow through to higher interest rates
and lower investment, and weaken the current account); the possibility of protracted
recession overseas; and the dangers of fiscal and monetary policy overshooting,
particularly if not supported by strong economic expansion in trading partner

countries.

While accelerating less rapidly out of the recession than resource-based
Queensland and Western Australia, New South Wales should perform better than the
remaining States, holding to the national average GDP growth rate for 1992-93. New
South Wales crop production should reboun: stronily from the drought. Coal is
likely to continue performing well if our Asian markets maintain expected growth.
Though severely af]-)fected by recession and competitive pressures, New South Wales
manufacturing should receive a boost from new Commonwealth infrastructure
spending. The State’s transport and communications sector will benefit from buildup
of the new telecommunications carrier, Optus, in Sydney. New South Wales should
also benefit relative to other States from the ongoing national consolidation of the
finance and insurance sectors. Tourism in New South Wales maintains excellent
prospects, particularly given recent growth in accommodation capacity and the
competitive boost from the lower exchange rate.
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2.2 THE AUSTRALIAN ECONOMY™

Overview

Economic growth in 1991-92 was restrained by slower than expected recovery
- overseas, as high debt and low consumer confidence retarded United States growth,
Japan struggled with crumbling property and share markets and Germany faced both
high inflation and low growth in absorbing the defunct East German region.
Multilateral trade conditions also came under threat with stalled negotiations in GATT
and increased resort to quantitative restrictions and regional trade blocks. Australija’s
terms of trade and exchange rate continued to erode. While official forecasts for
1992-93 foresee a moderate recovery in world growth (and firm demand for
Australian commodities) coupled with further easing in world inflation (restraining
prices for our imports) which should be beneficial to the Australian economy, the
risks posed by higher German interest rates (particularly for currency instability) and
anaemic OECD growth performance at mid-1992 remain preoccupying.

The domestic economy was flat in 1991-92 in year average terms, although
GDP growth resumed during the course of the year. Key factors were the fall in
interest rates which boosted disposable income of mortgage holders and falling
inflation which helped the expansion of manufactured exports despite weak world
conditions. The recovery was uneven, with a firm resumption in dwelling
construction and private consumption, a bottoming out of plant and equipment
investment toward end year, but further steep declines in non-dwelling construction as
well as a drought-driven fall in agricultural production.

Monetary aggregates and private sector credit growth declined steadily through
the year despite cuts in interest rates. In part, the lack of response to lower interest
rates reflected business and household decisions to repay debt obligations faster and
thereby reduce debt/equity ratios. The impact of the high debt burden on €conomic
recovery is evident in Figure 2.2 which compares the current recession/recovery with
the 1980-84 recession/recovery. The recessed economy drove inflation to its lowest
level in 28 years and underwrote a $3 billion reduction in the current account deficit.
While economic growth turned positive from the December quarter 1991, the labour
market continued to feel the delayed impact of lower demand plus increased
competitive pressures on firms to rationalise their work force, with employment
falling by 1.6 per cent and unemployment reaching a post Depression high of 11 per
cent at the year’s close.

In 1992-93, the economy is expected to record a moderate recovery with 3.5
per cent growth in output, year average inflation still close to 2 per cent and only a
moderate widening in the current account deficit. The main contributors to growth
will be dwelling construction, private consumption and public investment outlays.
While employment is expected to grow by 1 per cent, this will barely absorb work
fo:;:e expansion, so the unemployment rate is unlikely to fall below 10 per cent before
end year,

(@) - .
All references to changes in national output, expenditure and components relate to average annual
growth in real terms unless otherwise indicated.
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Table 2.1: Economic Performance and Outlook
(Annual average rates of change unless stherwise indicated)

1990-91 1991-92  1992-93 1993-84 1994-95
(F) (F (F)
1. Real Demand and Output
Private Final Demand (-)2.2 (-)0.7 3.5 5.3 4.6
- Private Consumption 0.5 24 28 4.0 3.7
- Dwelling Investment (-)10.3 (-)3.3 15.0 10.0 3.0
- Business Investment (-)11.3 (-)16.3 2.0 10.9 10.5
Public Final Demand 1.1 2.9 4.1 3.2 1.7
Gross National
Expenditure (GNE) (-)3.4 (-)0.8 4.4 5.9 4.1
Exports 11.8 9.3 3.5 4.0 4.5
Imports (-)4.1 4.4 7.6 10.3 7.2
GDpP® (-)0.5 0.2 35 45 3.5
2. Prices and Wages
CPI 5.3 1.9 2.1 3.1 3.6
Non-Farm GDP Deflator 4.0 1.5 2.1 3.4 3.8
Average Weekly Earnings
(Survey) 5.9 3.8 2.4 3.5 3.8
Average Weekly Earnings
(National Accounts) 5.9 3.7 3.4 4.0 4.3
3. Labour Market
Employment (-)0.4 (-)1.86 1.0 3.5 3.0
Unemployment Rate 8.4 10.4 10.1 8.9 7.8
4. External Balance & Finance
Current Account Balance
- $Billion (-)15.6 (-)11.9 (-)16.0 (-)18.0 (-)20.0
- % of GDP (-) 4.1 (-) 3.1 ()39 (-) 4.1 ()42
F = Forecast

@ Income based GDP

Source: ABS; NSW Treasury forecasts.
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International Influences

During 1991-92 the major industrialised economies failed to achieve the
economic recovery which had generally been predicted a year earlier. This lower
economic growth was identified as one of the major risk factors to the economic
projections made in the 1991-92 Budget Papers.

GDP growth was retarded by high levels of private debt, lack of scope for
fiscal stimulus in a number of key economies, a slow response to reductions in interest
rates in the United States and Japan and the repercussions of continued econgmic
deterioration in Eastern Europe. A key impact of the latter was a substantial increase
in interest rates in Germany in the wake of higher inflation resulting from the
reunification of East and West Germany. The economic cycles in the major
economies showed increasing divergence by early 1992, (although growth rates
actually converged with stabilisation and tentative recovery in the United States and
Canada contrasting with slow down in the relatively high growth economies of Japan

and Germany.

Figure 2.3

COMPARATIVE GROWTH PERFORMANCE
Calendar Year Change in Real GDP (GNP)

Per Cent

Nl

2 . ! — 1 . ! . \ -
80 82 84 86 88 90 a2
=—QECD EZAustralia --Asian NIEs

Saurce: OECD Economic Outlook, EIU Pacific Update, ADB Qutlook

OECD average unemployment continued to trend upward, from 6 per cent in
early 1990 to 7.5 per cent by mid 1992 or 30 million persons in the OECD area as a
whole. The trend growth in unemployment was due to both the slump in aggregate
demand and structural problems in the labour market.
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Inflation, however, eased further in almost all OECD countries due to weak
demand, high unemployment and consequently low wages growth. Non-wage labour
costs, however, rose substantially. In a few countries (notably Germany) inflation
accelerated despite low growth.  The inflation boost in Germany has had
repercussions throughout Europe, as a result of the German Central Bank’s decision to
significantly tighten monetary policy. Because of Germany’s central role in the
European fixed exchange rate mechanism (ERM), Germany’s higher interest rates
have flowed through to the rest of Europe, thereby retarding economic growth.

World trade, which grew by just 3 per cent between mid-1990 and mid-1991,
accelerated somewhat in late 1991, boosted by reconstruction work in the Gulf and
strong demand from southeast Asia. The year 1991-92 was characterised by erosion of
the multilateral trading system with stalemate in the GATT talks, intensified use of
"voluntary” export restraints (VERs) and anti-dumping actions. While general tariff
protection eased, there was an increase in non-tariff barriers and use of industry-
specific subsidies. Of benefit to Australia were the EEC decision to reduce
agricultural subsidies by approximately 20 per cent and Japan’s decision to liberalise
beef imports. With weak world demand and higher subsidies by competitors,
Australia’s export prices continued to lose ground. Commodity prices as measured by
the Reserve Bank index, eased by 4.6 per cent in 1991-92, with falls of 3.6 per cent
for rural and 5.1 per cent for non rural components.

Monetary policies among OECD countries tended to diverge, with easings in
short term rates in the United States, Canada, Japan, Australia and New Zealand,
contrasting with tighter monetary policy in Germany (followed by most other
European central banks) to combat inflation. Long term interest rates generally were
lower in 1991, but began to edge up again in 1992 and generally remained
discouragingly high in real terms from an investment standpoint. OECD fiscal policy
was generally stimulatory in 1991 with the stimulus expected to strengthen further in
1992 due to the workings of the automatic stabilisers (lower tax receipts and higher
benefit payments) as well as active policies to stimulate growth.

Table 2.2: World Economic Outlook

Per cent changes on previous year

1991 1992 1993

World Output (-)0.3 1.4 3.6
[ LR I
Developing Asia 5.8 5.5 5.7

World Trade Volume 3.3 5.6 6.3
Commodity Prices (non-oil) (-)4.7 12 4.2
Consumer prices (industrial counfries) 4.4 3.3 3.2
Interest rates (6 month LIBOR) 6.1 45 5.5

(@)septomber 1992 IMF Qutiook.

Source; IMF Workd Economic Outlook, May 1992
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World economic growth should gradually accelerate in coming months, with
OECD output expanding in excess of 3 per cent by mid-1993. Recovery will come
soonest in North America. While a tentative recovery is under way in the United
States, growth in Japan is forecast to fall to half that achieved in 1991, although the
final outcome will depend on the business sector’s response to the Y 10.7 trillion fiscal
stimulus announced by the Japanese Government in August 1992 in order to bolster
domestic demand and support the Japanese banking system and stock market.
However, this fiscal stimulus is unlikely to have its major impact until calendar 1993.
Western Europe will show almost no acceleration in economic growth and Eastern
Europe will decline steeply once again. Australia should continue to benefit from
steady growth in north and east Asia as well as a solid recovery in New Zealand (an
important trading partner). World trade growth is expected to improve from around
3.3 per cent in 1991 to around 6 per cent in 1992-93.

In 1993, the OECD and IMF expect world growth to be considerably stronger,
with contributions from all industrial country groups and most developing areas. On a
trade weighted basis the growth rates of GDP for Australia’s trading partners is
forecast to accelerate from 3.4 per cent in 1992 to 4.2 per cent in 1993 (see Table 2.3).
This will produce the strongest world trade performance thus far in the 1990s, and
help recovery in commodity prices. Trade weighted import growth in partner
countries is forecast to rise from 5.4 per cent in 1992 to 6.5 percent in 1993. OECD
forecasts were not achieved last year, however, and there is always a risk of growth
being less than predicted again in 1992 and 1993.

Table 2.3: Economic Performance of Australia’s Trading Partners

Average Annual Per Cent Changes

1991 1992 1993
Partner GDP 3.6 3.4 4.2
Partner imports volume 4.6 5.4 6.5
Partner inflation (CPI) 4.2 3.5 3.3

Source: NSW Treasury estimates

The stalemate in GATT talks led to renewed consideration of regional
approaches to trade liberalisation. As an alternative to a series of regional trading
agreements, Australia sought to increase the role of the Asia Pacific Economic
Cooperation group (APEC) with membership including the developing East Asian
countries as well as Japan and the United States. APEC is not a formal trade block
like the EEC or NAFTA (with free trade among members and common barriers
against nonmembers). Rather it is emerging as a consultative body of Pacific region
trading countries to explore common economic and trade problems and policy
solutions, somewhat similarly to the role played by OECD for the established
industrial countries.
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Despite the forecast recovery, overseas inflation is expected to decline in both
1992 and 1993. Average inflation in Australia’s trading partners is forecast to fall
from 4.2 per cent in 1991 to 3.5 per cent in 1992 and 3.3 per cent in 1993. Australia’s
export prices will improve by about 1 per cent in 1992-93 according to the Australian
Bureau of Agriculture and Resource Economics (ABARE). With firmer commodity
prices Australia’s terms of trade (which weakened by 5.2 per cent in 1990-91 and by
2.0 per cent in 1991-92) should improve marginally. Australia’s commodity export
volumes also will rise by about 1 per cent, with stronger rural shipments offsetting a
fail in mineral exports.

World interest rates will trough in 1992 according to the IMF and will remain
below 1991 levels through 1993. This will help in easing pressure on domestic capital
markets and in containing interest charges on Australia’s foreign debt. Since net debt
servicing charges amounted to $11.4 billion of Australia’s total $11.9 billion current
account deficit in 1991-92, lower world interest rates would be of substantial
assistance in stabilising the Balance of Payments.

While lower interest rates reduce the debt servicing burden, reductions in the
exchange rate increase the debt service burden as the $A value of external debt
increases. Along with many currencies including the $US, the $A was adversely
affected by high German interest rates in 1992. The resultant depreciation brings both
benefits and costs. On the positive side the competitiveness of Australia’s exports are
increased while the costs of depreciation include an increase in the value of foreign
debt and higher import prices.

Domestic Economy

Economic growth was virtually flat in 1991-92 following a 0.5 per cent
decline in 1990-91. The stabilisation of the economy reflected a modest recovery in
private consumption, an end to inventory destocking and a pick-up in dwelling
construction. But the recovery remained weak and patchy, with reduced contribution
from net exports, and continued falls in private investment. Quarterly indicators show
the recovery developed strongly in the first six months then paused or reversed
between December and March, before regaining momentum in the final three months
of the year. Business expectations for the June and September quarters of 1992 as
measured by the CAI-Westpac Survey of Industrial Trends, recovered to their
strongest level since 1988. On the other hand, consumer confidence remained weak.
High unemployment, high corporate and household debt and poor world economic
conditions were major constraints on recovery.
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Figure 2.4

BUSINESS OUTLOOK (NET TENDENCY)
AND INDEX OF CONSUMER CONFIDENCE

60 F’
40 - -1 130
0 y Z X
§ 0 ¥\ ] 7 =
S 20f \ %0
-40 '
—170
-60 | }
-80 ——————— SR ——— e 50
Jun-84 Jun-86 Jun-88 Jun-80 Jun-92

==Business Outlook (LH scale) —-Consumer Confidence (RH scale)

Source: CAl/Westpac and Westpac/Melboume Institute

Private consumption recovered from 0.5 per cent growth in 1990-91 to 2.4 per
cent in 1991-92. While modest by comparison with pre-recession growth rates (a
three year average growth of 4 per cent), it was relatively strong given the continued
decline in employment and the slow down in nominal wages growth in 1991-92.
These factors may have been offset by the strong boost to disposable income resulting
from lower mortgage interest charges, though this was partially offset by reductions in
income for those (particularly pensioners) reliant on investment earnings. In addition,
the boost to disposable income resulting from lower mortgage interest rates was, in
part, diverted to faster debt repayment rather than higher consumption expenditure.
The Westpac Melbourne Institute Index of Consumer Confidence which had risen
strongly for the first three quarters of 1991 underwent a downward correction as it
became apparent that unemployment was continuing to rise. The index did, however,
recover the lost ground in the June quarter of 1992. NSW Treasury forecasts national
consumption to pick up slightly to around 2.8 per cent in 1992-93 as employment and
earnings start to recover and consumer confidence strengthens.
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Dwelling construction, which had fallen 10.3 per cent in 1990-91, declined by
3.3 per cent in 1991-92. The impact of a 3 per cent drop in mortgage interest rates in
the second half of the year was reflected in a 17.1 per cent increase in the value of
new residential building approvals in 1991-92, compared to an 8.1 per cent fall the
previous year. This pick-up should translate into a strong recovery in actual residential
construction activity in 1992-93, in line with Indicative Planning Council (IPC)
estimates that total commencements will rise from 137,000 this year to 152,000 next

year.

Non dwelling construction on the other hand is likely to ease further, after a
second year of steep decline in 1991-92, in response to high and rising office building
vacancy rates in most central business districts (Jones Lang Wootton report vacancy
rates in March 1992 of 26 per cent in Perth, 23 per cent in Melbourne, and 16 per cent
in Sydney), which better growth in retail centres and tourist infrastructure
construction have been unable to offset.

Plant and equipment expenditure also has been slow to show signs of renewal
due to the slow recovery in aggregate demand, the impact of reduced border
protection on textile, clothing, footwear and automotive industries and the continued
rationalisation of activity in other sectors exposed to international competition. High
real interest rates and increased labour oncosts have also contributed to hesitancy by
investors. Plant and equipment investment fell by 14.6 per cent in 1991-92, following
2 9.3 per cent drop in 1990-91.

The response of the Federal Government to the investment slump was to ease
depreciation rules, provide tax breaks for quick-starting major project investment and
intensify structural adjustment assistance. Some firms have responded to the
challenge of lower protection by investing in more and better equipment to raise
productive efficiency, although the impact has not been sufficient to offset the slump
in non residential construction investment.

Enterprise surveys give varying views of investment intentions, with the series
published by the State Bank of New South Wales and the Chamber of Manufactures
of NSW showing a steady rise in the proportion of New South Wales firms planning
new investment, contrasting with the Westpac/Melbourne Institute finding that capital
spending on plant and equipment appears to have temporarily stalled. NSW Treasury
forecasts that business sector investment will rise only 2.0 per cent in 1992-93, but
will accelerate to around 11 per cent in 1993-94. .

Public sector outlays grew by 2.9 per cent in 1991-92, with increases of 3.6
per cent in consumption and 0.9 per cent in capital expenditure, compared to a 0.2 per
cent increase in total outlays in 1990-91 when public investment dropped sharply.
Taking into account the measures announced by the Commonwealth in a series of
Econimic Statements and the 1992-93 Federal Budget, public sector outlays are
projected to rise by around 4 per cent in 1992-93 in real terms.

Inventory adjustment (which cut 1.5 percentage points from GDP in 1990-91)
was neutral in 1991-92 and is likely to contribute about half a point to growth in
1992-93. The statistical discrepancy (which some analysts believe related to
unreported foreign investment) contributed a negative 0.8 percentage points in
1991-92 but is not expected to influence the result for 1992-93.
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Exports (on a National Accounts basis) grew by 9.3 per cent in 1991-92.

Some sectors substantially improved their export performance in 1991-92, including
wool (up $939 million or 33 per cent), general manufacturing (up $873 million or 20
er cent) and machinery (up 11 per cent). In contrast the value of wheat exports was

down substantially due to the drought.

ABARE forecasts that commodity export earnings in 1992-93 will increase by

$715 million or 2 per cent, helped by a strong recovery in grain production. Mine
roduction, however, will rise only 1 per cent, compared to 2 per cent in 1991-92.
With a resumption of domestic growth, some of last year’s switching of
manufacturing output towards exports will be reversed. Export growth also will be
constrained by Japan’s weaker performance and by uncertainties related to US and
EEC approaches to export subsidies and other industry protection issues. New South
Wales Treasury forecasts growth in total exports of approximately 3.5 per cent in

1992-93.

Australia’s imports are determined mainly by the level of domestic demand
(typically changing by 1.5 to 2.5 times the per cent change in domestic demand)
although the relative price of imports to domestic goods also plays a role. With
declining domestic protection and increasing integration into the world economy, the
share of imports in total domestic sales (and the share of exports in total output) is
trending up over time. In 1991-92 merchandise imports recovered completely from
their 3.4 per cent fall in the previous year. With a moderately strong recovery in
domestic demand, imports will pick up from 4.6 per cent growth in 1991-92 to 7.6 per
cent growth in 1992-93.

The overall deficit on current account eased from $15.6 billion in 1990-91 to
$11.9 billion in 1991-92, due primarily to lower debt servicing charges. Net income
payments abroad fell by $2.2 billion, while net merchandise trade improved by $1.0
billion and net services gained $0.8 billion. In 1992-93, assuming steady export
performance, no major surge in domestic demand to kick up imports and further
declines in year average interest rates, the current account deficit should rise only

moderately to around $16 billion.

Aggregate output therefore is likely to rise by about 3.5 per cent in 1992-93,
with domestic demand contributing essentially all of this growth. While modest by
comparison with past recessions, it would be a sound base from which to develop
more sustainable growth in out years without excessive risk of renewed inflation and
balance of payments difficulties. In the out years, GDP growth is expected to
accelerate to 4.5 per cent in 1993-94 before easing marginally, with domestic demand
continuing to be the main source of growth. This could prove too pessimistic,
however, if export performance is boosted by a faster world economic recovery than
assumed in the base forecast.




Wages and Prices

The national performance on inflation improved markedly in 1991-92, albeit
at high cost in terms of sacrificed employment and production. Average growth in the
national consumer price index (CPI) fell from 5.3 per cent in 1990-91 to 1.9 per cent
in 1991-92. This was driven mainly by a steep 4.4 per cent fall in the cost of housing
(due to lower house prices and mortgage interest rates), restraint in wage demand due
to high unemployment and cuts in profit margins in the face of weak demand. Other
factors included the relative stability of the exchange rate, and the impact of falling
world inflation and declining domestic protection on the cost of imported goods.
Results for other measures of inflation (including the GDP and non-farm GDP
deflators) were broadly similar.

Figure 2.5

INFLATION IN AUSTRALIA AND OECD
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The weak economy also served to restrain wages growth in 1991-92 despite
the gradual shift from a system reliant on uniform national wage decisions to one
more dependent on enterprise based bargaining. Growth in average ordinary time
earnings eased from 6.6 per cent in 1990-91 to 4.6 per cent in 1991-92 and, with slow
growth in overtime, total earnings rose by less than 4 per cent. The National Wage
Case, which began to evolve toward the reduced function of a safety net for workers
in low wage sectors, was adjourned in May due to lower inflation and higher
unemployment. Given the low 1991-92 CPI outcome, wages are unlikely to be
increased by more than $10 per week under National Wage Decisions in 1992-93.
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Some workers in relatively well organised industries may achieve substantially higher
wage growth (in the order of 4 to 5 per cent) through enterprise bargaining, but only
perhaps 20 per cent of the work force (spread over 1991-92 and 1992-93) are likely to
obtain this. Furthermore, part of the enterprise bargaining increases will be offset by
absorption of previous allowances and hence the rise in aggregate earnings will be
Jess than 4.5 per cent even for this group. Moreover, the inflationary impact of higher
enterprise based wage settlements will be mitigated by productivity increases. As a
result the aggregate effect on prices will be small.

Figure 2.6
WAGES AND UNIT LABOUR COSTS

National Accounts Basis
Annual Average Rates of Change
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Implementation of the Superannuation Guarantee Levy will drive a wedge
between wages received by workers and labour costs paid by enterprises. Higher
superannuation costs will add to employer resistance to higher cash wage claims and
may lead to a freeze in take-home pay for some workers. This will tend to slow the
growth in household disposable income.

Offseiting these deflationary tendencies, the higher taxes and charges which
most State governments have found necessary to implement following the June 1992
Premiers’ Conference are expected to add about 0.5 percentage points to the npational
CPl increase in 1992-93.
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. The slow down in wages growth in turn will have a major long run impact on
consumer price inflation outlook. Together with the forecast easing in world inflation
(and hence on the cost of imports), this should contain CPI growth below 2.5 per cent
in 1992-93, with only a moderate rise in out years. There are two main risks to this
low inflation. First, the cumulative easing in monetary policy may cause demand
once ‘again to outrun domestic productive capacity, forcing interest rates back up and
bringing an end to the current "virtuous circle" of decelerating inflation. Second, the
currency depreciation may accelerate further, adding to import price inflation. To
date the depreciation has been sufficient to contribute up to one percentage point to
inflation in the year to June 1993.

Labour Market

The worst dimension of economic performance in 1991-92 was the severe
fallout in the labour market. Despite initial hopes of an early recovery in
employment, a further 100,000 jobs were shed between the June quarters of 1991 and
1992. The unemployment rate rose steadily from 9.5 per cent in the June quarter 1991
to 10.5 per cent in the June quarter 1992, reaching a post Depression peak of 11.1 per
cent in July 1992. The weakness in the labour market partly reflected the usual lag of
employment changes behind swings in production. But in addition, employment in
this recovery has been restrained by the pressure for work force rationalisation as
firms seek to meet world competition as border protection falls and as the public
sector seeks to pare away inefficiency so as to reduce costs to industry and taxpayers
{and stay within tightened budget constraints).

The need for increased productivity will be just as important during the
upswing in the business cycle if Australian industry is to take full advantage of the
structural shift to a low inflation environment.

It is likely, therefore, that employment growth will be extremely slow, around
1 per cent on a year average basis in 1992-93. While the unemployment rate will drop
from its current record level it is forecast to average 10.1 per cent in 1992-93
compared to a year average level of 10.4 per cent in 1991-92.

The true trend in employment is even less encouraging than implied by the
aggregate number of persons employed, since there has been a further shift away from
full time to part time work over the course of the recession. This reflects several
factors, including an attempt to maintain staff by cutting shift hours, a tendency to
shift to part time hiring as a means to increase work place flexibility and a change in
preferences by work force participants (some employees take advantage of part time
rate premiums to maximise total eamings). Nonetheless on an hours worked basis,
employment recorded significant growth during the latter part of 1991-92, after five
successive quarterly declines between March 1990 and September 1991. It is
possibie that firms have preferred to increase hours of work (and overtime) in the
early stages of the recovery to limit the risks involved in hiring more full time workers
before growth in sales is well under way. This caution reflects the high costs of
recruiting and terminating full time employees.

Government policies to improve labour market conditions throughout the
1990-1992 recession have focused on increased training and industry adjustment, in
tandem with broader economic measures to stimulate investment and demand.




Financial Variables

The depth of the recession and the slow pace of recovery has seen a long
series of monetary policy easings since the peak of the interest rate cycle. During the
course of 1991-92 market expectations continued to push down interest rates ahead of
official easings in monetary policy. From start to end of 1991-92 short term bill rates
dropped by 4.3 percentage points. Between their peak at 18.35 per cent in October
1989 and their position at the beginning of 1992-93 (5.55 per cent in July 1992) the
cumulative decline was 12.8 percentage points.

Figure 2.7
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Figure 2.8
MONEY AND CREDIT
Annual (through year) Growth
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This recession was unique in that it was preceded by a blowout in corporate
debt/equity, ratios fuelled by the rapid credit creation of the late 1980s. Credit
creation has now collapsed from a peak growth rate of over 25 per cent (August 1988)
to a contraction of 1.5 per cent (June 1992).

The recession has demonstrated beyond doubt that many companies’ debt
levels were not sustainable. Subsequently, balance sheet restructurings became the
top priority of corporate Australia. Until this rebuilding of balance sheets is
completed, strong credit creation is unlikely to resume.

Data from Bain & Co suggest that the debt/equity ratio for the top non bank
companies dropped from a peak 1.6 in 1988 to 1.2 in 1991, its lowest since the early
1980s. This reduction in debt means that companies are improving their balance
sheets and now are better positioned to expand productive capacity.

Another factor contributing to slow growth in domestic demand is the
substitution of equity for debt by consumers. The consumer equivalent of the
corporate balance sheet reconstruction has seen lower mortgage interest rates reflected
in faster reductions in mortgage and other consumer debt rather than higher
consumption expenditure.
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Figure 2.9

AVERAGE DEBT EQUITY RATIO
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With very weak economic recovery compared to previous recessions, the
prospect of continuing high levels of unemployment during the course of 1992-93,
the looming election deadlines, and the possibility of a peak in world interest rates, the
probability of a major rise in the RBA cash interest rate in the coming financial year
would appear limited.. However, there is a threat that sustained currency weakness
may force the Reserve Bank to lift short term interest rates. To a considerable extent
the outcomes for short term interest rates in 1992-93 will be dictated by the policies of
the world’s Central Banks (particularly the Bundesbank), with interest rate

differentials shaping currency realignments.

With inflation currently well below 3 per cent, real long term bond rates are
high by historical standards and continue to exert a heavy restraining hand on private
capital investment. It is likely that bond rates will not ease much further in 1992-93

and will pick up again in out years.
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Macroeconomic Policy Settings

In 1991-92 there was a substantial shift in the macroeconomic policy mix
away from reliance on monetary policy to the use of fiscal policy to stimulate
domestic demand.

During the upswing in the business cycle (1986-90) monetary policy was used
to pursue a number of policy objectives. Following the 1987 Stock market crash
monetary policy was eased substantially in order to avoid a credit squeeze. The
subsequent boom in the economy, particularly the rapid growth in construction
activity caused a surge of imports and monetary policy was then redirected to
reducing the balance of payments deficit (through high interest rates reducing the
demand for imports) and capping the growth in foreign debt. At the same time, fiscal
policy was tightened as the Commonwealth Budget was pushed into substantial

surplus.

In retrospect, the macroeconomic policy settings during the upswing of the
business cycle have had a substantial influence on both the economic downturn and
the nature of the recovery. Eventually the tight monetary policy took effect causing
inflated asset prices to collapse (with negative impacts on debt laden companies,
financial institutions and State Government revenues), investment and private
consumption to drop and unemployment to increase dramatically. A substantial
downward readjustment in actual inflation and inflationary expectations was the only
positive macroeconomic outcome of the early 1990s.

Not surprisingly, the policy induced "boom and bust” cycle had a major
adverse impact on both consumer and business confidence. The available survey
evidence indicates that business and consumer confidence hit very low levels during
1991 and have been very slow to recover. This in part explains the relatively low
growth in private consumption expenditure and private non-dwelling investment
forecast for 1992-93.

The change in macroeconomic policy emphasis came soon after the delivery
of the 1991-92 Federal Budget. The Budget itself, while targeting a deficit of $4.7
billion, argued that the increase in the deficit (from $1.9 billion in 1990-91) was the
result of automatic stabilisers (lower tax receipts and higher transfer payments) rather
than a discretionary fiscal stimulus. However, beginning with a modest $300 million
employment package in November 1991 and the large boost to infrastructure
expenditure from the "One Nation" Economic Statement in February 1992 there has
been a substantive discretionary fiscal stimulus used to boost domestic demand. In
total the 1992-93 Budget provided for a $7.3 billion or 7.1 per cent increase in outlays
and a $4 billion rise in the deficit to $13.4 billion (Commonwealth Budget estimate).
Some commentators have observed that while the total fiscal stimulus (combining
both’ revenue and expenditure measures) is substantially larger than the
Commonwealth Budget admits (at close to 0.8 of a percentage point in GDP, versus
the Commonwealth’s 0.5 percent estimate), it is still quite modest.
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Figure 2.10
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It is clear that the size of the 1992-93 deficit and the slow pace of economic
recovery will prevent the Federal Government from moving into surplus until late in
the decade. Factors contributing to this slow adjustment path are -

o a low inflation environment reducing revenue growth from tax bracket creep
(so-called fiscal drag);

0 the high level of exploitation of existing tax bases restricting revenue growth in
the absence of the introduction of a new tax base;

. foreshadowed cuts in personal income tax; and

o structural deficits in the State Government sector preventing further cuts in
financial transfers if a dramatic cut in service provision is to be avoided.

The short term outlook for 1992-93 is for stimulatory fiscal policy and
relatively steady monetary policy, with the threat of slightly higher interest rates if
the currency comes under sustained pressure. Wages policy for 1992-93 indicates a
very modest centrally determined wage increase coming relatively late in the
financial year.




Risk Assessment

One of the key risks identified in the 1991-92 assessment of the economy was
the risk that the world economy might grow substantially slower than forecast. As it
turned out, slower world growth was a major contributing factor to the poor
performance of the Australian economy in 1991-92. Moreover, the risk of a further
stalling of the international recovery remains the major risk factor for 1992-93. Two
international risks stand out:

that tight monetary policy in Germany will cause a double-dip recession
in Europe and elsewhere; and

that a further financial market collapse in Japan (or the failure of a major
financial institution) will cause a deeper recession in Japan and seriously
impede Japanese capital flows to the rest of the world.

The key domestic risk also has its origins in the international economy: the
risk of a sustained depreciation of the currency due to international portfolio
investors shifting out of relatively low interest rate currencies into European
currencies, particularly the Deutschemark. The domestic policy response would be to
raise short-term interest rates.

There is also a smaller domestic risk that the lagged impact of the long series
of interest rate reductions will eventually cause another domestic boom. As a small
open economy, Australia would be unlikely to succeed in sustaining a rapid recovery
in advance of recovery of other OECD countries, since our macro management
policies would be swamped by countervailing world forces acting on us through
interest rates, exchange rates and the balance of payments. While credit growth and
economic activity will accelerate in the second half of 1992-93, the risk of a2 boom
requiring intervention is considered lower than the currency risk. Again the policy
response would be tighter monetary policy.

Politics could also have a major impact on the economy in 1992-93. Several
states (Queensland, Victoria, possibly South Australia and Western Australia) and the
Commonwealth face elections. Changes in governments and policies could have a
profound influence on investor and consumer expectations.
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2.3 THE NEW SOUTH WALES ECONOMY

Qverview

At the beginning of the financial year the New South Wales economy was
tperforming the other States by a wide margin over a broad range of monthly and
quarterly indicators. By October 1991, however, the same group of indicators was
showing that New South Wales’ leading position in the economic cycle was being
overtaken by the emergence from recession of the resource-based economies of
Queensland and Western Australia and a slow down in the economic decline in
Victoria and South Australia. Notwithstanding the lagged impact of the national
recession in New South Wales, Moody’s Investor Services announced in January
1992 that New South Wales Government debt would retain its AAA credit rating.
By April 1992 the partial indicators of economic activity were showing a marked
improvement in the performance of New South Wales relative to the other States.

ou

Despite that midyear weakness, the New South Wales economy outperformed
Australia as a whole in terms of employment and inflation during 1991-92. However,
the margin between New South Wales and Australia was not as large as it was in
1990-91 and it is expected to narrow further over the next few years. Because the
New South Wales economy is large, highly diversified, and relatively well advanced
in terms of microeconomic reform, it was able to withstand the recession better than
the other States. During cyclical upswings, however, the New South Wales economy
tends not to grow as rapidly as the smaller, more resource oriented economies such as

Queensland and Western Australia.

Table 2.4: NSW Econemic Performance and Qutlook

1690-91 1991-92 1992-93 19293-94 1994-95
®

(E) (F ®
Output (GSP)®, % change 0.2 0.0 3.5 45 3.5
Employment, % change 0.4 -)1.4 1.0 3.5 3.0
Unemployment rate, % 7.5 9.7 9.5 8.3 7.4
Inflation (Sydney CPI), % change 4.9 1.7 2.3 3.0 3.6

(a) 1984-85 prices; (E) = Estimate; (F) = Forecast
Source: ABS, NSW Treasury forecasts

In all likelihood 1991-92 witnessed the bottom of the downturn in the Victorian
and South Australian economies rather than the beginning of an upturmn.
Developments in those two States during the year did nothing to restore consumer or
investor confidence. There is a limit, however, to how far consumption and
investment can fall (in the absence of some totally devastating event such as war or
natural disaster). Consumers may defer purchases of durable goods such as
automobiles or white goods but they must continue to eat and clothe themselves. Nor
can purchases of durables be put off indefinitely, particularly as new households
continue to form. New dwellings must be provided and furnished. Thus even without
any change in sentiment, consumer spending must eventually stop falling and begin to
rise, albeit at a modest rate.
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 Similarly, while businesses can put off plans to expand capacity as demand
recovers, relying instead on a rundown of inventories, eventually investment in
stocks, plant and equipment will recover. Furthermore, projects with a long lead time
may have to be started in the midst of a recession if they are to be on stream when the
economy recovers. Projects aimed at foreign markets or which incorporate
innovations which will reduce costs will also be undertaken even if the prevailing
sentiment on the domestic economy is low. Furthermore, public sector projects are
not affected by declining business sentiment although revenue shortfalls do restrict the

scope for fiscal expansion.

Figure 2.11

BUSINESS OUTLOOK COMPARISON
Expected Conditions Six Months Ahead
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In Western Australia the shock waves of the WA Inc scandal also impacted on
consumer and business confidence. But with the economy much more oriented
towards resource and export industries, in particular the giant North West Shelf gas
project and the new oil discoveries in the area, business investment held up much
better. The one exception was office construction. With an office vacancy rate in
June of 28 per cent in the Perth CBD, office construction has virtually halted. That
slowed the upturn in Western Australia in 1991-92 but did not stop it.

Due to better management of the State’s finances and the inherent strength of its
tourism and natural resource industries, Queensland did not suffer the drop in
sentiment that affected the three southemn economies. Furthermore, it is more export
oriented than Victoria and South Australia. The combination of those factors meant
that Queensland suffered less during the recession, and had a quicker and stronger

upturm.
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Because New South Wales also benefited from sound financial management in
the years immediately prior to the recession, it also suffered less than the southern
States. The decline in employment in New South Wales from peak to trough was
slightly less than in Queensland and substantially less than in the other States.
However, because the New South Wales economy is less resource oriented, the upturn
in New South Wales has been a little less robust than that in Queensland and Western
Australia. In June 1992, employment in Queensland was back to the pre-recession
level, while in Western Australia it was just 0.6 per cent below that level. In New
South Wales employment at the end of 1991-92 was still 2 per cent below the -

previous peak.

Table 2.5: Employment Changes over the Recession

iMonth of Month of Per cent change

emplgbgr:::: amplol;nv:::: F;:gl':gt: JUI?: ﬁgg
NSW July-90 July-91 (-)2.8 (2.0
Victoria July-90 May-92 7.9 -)6.7
Queensland August-90 May-91 (-)2.9
South Australia July-90 May-92 ()41 (-)4.3
Western Australia July-90 July-91 (-)3.8 (-)0.6
Tasmania November-90 May-92 (-)8.0 (-)6.6
Australia July-90 May-92 -)3.8 (-)3.0

Source: ABS

A combination of drought and lower prices caused the value of rural production
in New South Wales to fall by 13.4 per cent in 1991-92. Although farming only
accounts for about 2 per cent of Gross State Product it has linkages to the rest of the
economy which increase its overall importance. Furthermore, indirect effects of the
drought, including the formation of poisonous blue-green algae on large stretches of
the Murray/Darling River system, also impacted on economic activity. Overall, the
drought and its side effects may have reduced real GSP in New South Wales by up to

0.5 per cent.

Gross State Product in New South Wales is estimated to have remained constant
in real terms in 1991-92. Nationally, GDP rose by 0.3 per cent in the year just ended,
a big improvement on the decline of 0.7 per cent in 1990-91.

Economic Qutlook for New South Wales

A panel of 35 public and private sector economists from around the country
surveyed in July 1992 by Price Waterhouse (PW) and Business Econometrics and
Forecasting Group of the University of New South Wales (BEFG) expected New
South Wales to perform above the national average over the next five years.
Queensland is also expected to perform above the average but was identified as being
more vulnerable to economic shocks such as world growth and commodity prices.
Both Queensland and New South Wales were placed well ahead of the other States
with respect to public financial stability and the regulatory environment. Prospects
for Victoria and South Australia were thought to be poor in view of financial
management in those States.
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Table 2.6 below shows the median forecasts of the panel of economists for the
States and Australia.

Table 2.6: Median Forecasts for Major Economic Variables 1992-93
Annual Percentage Change

NSW Vie Qid SA WA Tas Aus
Real GDP/GSP 33 2.0 4.0 | 1.4 3.0 2.0 3.0
Building approvals 11.0 6.5 12.0 1.0 7.0 3.5 10.0
Employment 1.2 0.5 2.0 0.2 1.0 0.4 1.0
CPI 2.5 25 2.5 2.3 2.4 2.5 2.5
Residential property price 6.0 3.0 8.0 2.0 5.0 3.0 5.0

Source: Survey of Business and Economic Performance and Prospects for Australian States July 1992. Price
Waterhouse Economic Studies and Strategic Unit and Business Econometrics and Forecasting Group University

of New South Wales.

Additional countercyclical spending by the Federal government and lower
interest rates will spread the economic upturn to Victoria, South Australia and
Tasmania in the course of 1992-93. While GSP will rise in all three States in 1992-
93, the rate of growth is expected to be slower than the national average. In
Queensland and Western Australia the impetus to their economies from the lower
interest rates and capital works spending will add to the growth generated by their
resources industries.

Treasury forecasts 3.5 per cent growth for New South Wales in 1992-93, the
same rate as forecast for Australia. In outer years growth in New South Wales should
also keep pace with the national average. Employment in New South Wales is
forecast to recover in line with the national forecasts but New South Wales
unemployment rate is forecast to remain below the national average.

General Indicators of Economic Activity

Table 2.7 details the annual growth rates in a range of indicators covering
general economic activity, the labour market and prices and wages for each of the
States and Australia as a whole.

Motor vehicle registrations declined nationally for a second consecutive year in
1991-92, although the 3.9 per cent decline was less than the 13.3 per cent drop in
1990-91. Registrations were lower in all States with the exception of Western
Australia where there was an increase of 7.5 per cent. The next best performance was
in New South Wales where the 2.5 per cent decline was below the national average.

Retail sales across Australia (excluding automobiles and parts, etc.) rose by 5.2
per cent in 1991-92 in nominal terms or about 3.3 per cent in real terms. Western
Australia again led the other States with a 7.8 per cent rise followed by Queensland
(6.5 per cent) and New South Wales (5.4 per cent). The 2.3 per cent rise in South
Australia was below the 2.5 per cent inflation in Adelaide, suggesting that the volume
of sales may have declined in that State.
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: As expected, dwelling construction generated most of the slight lift in economic
activity in 1991-92. The value of new residential building approvals in Australia rose
by 17.1 per cent, more than offsetting an 8.1 per cent decline the previous year. In

ercentage terms the 47 per cent rise in public sector approvals was more than three
rimes the 15 per cent increase in private sector approvals. Most dwellings are built by
the private sector, however, and the $1,486 million increase in private sector
approvals far outweighed the additional $267 million from the public sector.
Queensland led the States with a 25.3 per cent rise, followed by Western Australia
(+17.7 per cent) and then New South Wales (+14.2 per cent). In South Australia
dwelling approvals were a bare 0.1 per cent higher than the previous year.

In contrast to dwelling approvals, the value of nonresidential building approvals
continued to decline in 1991-92, although the drop of 21 per cent was less than the 32
per cent fall in 1990-91. Approvals for private sector buildings were down 24 per
cent, while public sector approvals were 16 per cent lower. Approvals for all types of
business premises were lower, with a 37 per cent fall in approvals for factories leading
the way. Approvals were lower in all States except South Australia where there was a
6.1 per cent increase. The largest decline was in Western Australia, at 44 per cent,
while New South Wales followed with a 34 per cent decline.

Engineering construction, which. consists of infrastructure such as road work,
water and sewerage, and electricity, as well as heavy industry, also‘declined in 1991-
92. Nationally, engineering construction commenced by the private sector declined
by 21 per cent in the first three quarters of 1991-92 compared to the same period of
1990-91. Heavy industrial projects were down 42 per cent but there were also
declines in road works and water and sewerage. Commencements were lower in all
States except Victoria where there was a 13 per cent increase.

Private capital expenditure in the first three months of the financial year was 18
per cent less than a year earlier. Spending was lower in all States without exception.
In general, spending on buildings and structures fell more than spending on
equipment, plant and machinery. An exception to that rule was Western Australia
where spending on buildings rose while purchases of plant and equipment declined.
Tasmania again had the biggest decline in total capital expenditure, at 31 per cent, but
New South Wales was second with an annual fall of 25 per cent. Victoria (-20 per
cent) was right behind New South Wales. The ABS survey of investment intentions
suggests that aggregate capital expenditure will fall again in 1992-93.
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Prices and Wages

Nationally, the increase in the CPI in 1991-92 was 1.9 per cent, the lowest rate
of inflation for any financial year since 1964. The CPI for Sydney rose by 1.7 per
cent in 1991-92, the second lowest inflation rate among the States. The lowest rate of
0.8 per cent was in Perth. The highest rate was 2.5 per cent in Adelaide, followed by
2.2 per cent in Melbourne. A fall in the housing component of the CPI of 4 per cent
in New South Wales and 4.5 per cent nationally made the largest contribution to the
fall in inflation. However, the prices of food, clothing, household equipment and
operation, transport, and recreation and education rose at slower rates than in the
previous years. The only groups where inflation did not fall were health and petsonal
care and tobacco and alcohol.

Price increases for State and local government charges were also slightly higher
than in 1990-91. Nationally that component of the CPI rose by 6.2 per cent for the
year, up from an increase of 5.9 per cent in 1990-91. In Sydney, the State and local
government component rose by 5.3 per cent, less than the national average but higher
than the previous year’s 4.8 per cent. The increases in 1991-92 ranged up to 7.2 per
cent in Melbourne; 7.4 per cent in Perth; and 7.5 per cent in Adelaide.

Budget forecasts are for a national inflation rate of 2.1 per cent in 1992-93. The
Sydney CPI is expected to rise by 2.3 per cent this financial year while the broader
measure of inflation, the GDP deflator, is expected to rise by 2.1 per cent.

Figure 2.12
CPI BY STATE

Percentage increase from previous year

Per Cent

Qld
1990-91 1991-92
Source: ABS
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Average weekly earnings continued to rise at a slower rate in New South Wales
than for the rest of the nation in 1991-92. As a result, the cost competitiveness of
New South Wales producers increased. Total earnings of all employees rose by 2.6
per cent in New South Wales compared to a national increase of 2.9 per cent. Only
Queensland and Tasmania had lower earnings increases for the year. It is perhaps not
coincidental that the two States with the highest increases in average earnings, South
Australia (+4.7 per cent) and Victoria (+3.6 per cent), also had the poorest
employment performance during the recession. The growth in earnings in 1991-92
represents a sharp deceleration from the previous year. In 1990-91, average earnings
grew by 5.7 per cent in New South Wales and 5.9 per cent, nationally.

The Labour Market

The New South Wales labour market performance in 1991-92 was mixed.
Employment performed better than average but there was above average growth in the
number of unemployed. The reason for this dichotomy was a faster than average
growth in the labour force. While the relatively fast growth of the labour force meant
that unemployment was higher than it would otherwise have been, it was also a vote
of confidence in the New South Wales economy by people of working age. In
Victoria, South Australia and Tasmania the labour force declined as people of
working age either gave up looking for jobs.or else left the State to find better
employment opportunities elsewhere.

Employment in New South Wales declined by 1.4 per cent, a little better than
the 1.6 per cent decline nationally and much better than the 3.4 per cent fall in
employment in both Victoria and South Australia. Only Queensland, among the
States, experienced higher employment in 1991-92 than the previous year. The rise
there was 0.9 per cent. In contrast to the result for employment, unemployment in
New South Wales was 31 per cent higher than in 1990-91. This reflected the lagged
impact of the recession on New South Wales. The national average was a 25 per cent
increase in the number unemployed. Queensland outperformed the other States with
an increase of just 10.2 per cent. In terms of the unemployment rate, however, New
South Wales ranked ahead of all other States. The New South Wales unemployment
rate averaged 9.8 per cent for the year, well under the national average of 10.4 per
cent. In Queensland the unemployment rate was 10.1 per cent; in both Victoria and
Western Australia 11 per cent; and in South Australia and Tasmania it was 11.3 per
cent.

In 1992 public attention has been focused on the national unemployment rate
which has risen to the highest observed level since the ABS began calculating the
statistic. That has led to a perception that the labour market has continued to
deteriorate. It is certainly true that unemployment has continued to rise, albeit at a
slower rate than a year ago. In every State except Western Australia unemployment
was higher in July than in January. It is also true, however, that in every State except
Victoria employment was higher than in January. In South Australia and Tasmania
the increase was an insignificant 0.1 and 0.2 per cent respectively. In New South
Wales, however, employment was up 0.5 per cent over the six months; in Queensland
1.1 per cent; and in Western Australia 2.3 per cent.

For 1992-93 as a whole employment is forecast to grow 1 per cent, both
nationally and in New South Wales . Given the strong employment growth in
Queensland and Western Australia, this implies that there will be little job growth in
the three southern States.
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Figure 2.13
UNEMPLOYMENT RATES BY STATE

Annual Averages
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Within New South Wales the labour market performed much better in the non-
metropolitan area than in Sydney. In non-metropolitan areas the labour force grew
more, employment held up better and unemployment rose less than was the case in
Sydney. Despite these trends, the average unemployment rate in Sydney in 1991-92
remained lower than in the rest of the State. The best regional labour market
performance was recorded by the Richmond/Tweed and mid-North Coast regions
where total employment rose by 8.2 per cent and unemployment rose by just 14 per
cent, less than half the State average. However, the area also had the State’s highest
unemployment rate at 14.6 per cent. The only other area to enjoy a rise in
employment during the year was the lllawara and South-East statistical region where
employment rose by 0.6 per cent.

Table 2.8: Labour Market Results By Statistical Region
11 Months to May 1992 compared with the same Period of the Previous Year

Average
Unemployment
Annual Change In: Rate for the
11 months fo
Employment Unemployment fay 1992
Per cent Per cent Per cent
Sydney -)2.2 35.8 8.8
Hunter -)2.1 23.7 11.0
South-East & lllawara 0.6 36.7 11.7
Mid-North Coast &

Richmond/Tweed 8.2 14.0 14.6
North, North-West &

Central West -)2.4 30.9 9.1
Murray & Murrumbidgee -)0.4 28.4 7.8
Total non-metropolitan -)0.1 25.3 11.0
Total -)1.5 31.3 9.6

Source: ABS
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Figure 2.14

SYDNEY AND THE REST OF NSW COMPARED
Index: June 1990 = 100
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Figure 2.14 compares the labour market performance of Sydney with the rest of
New South Wales for the period from May 1990 to May 1992. The charts show that
in the non-metropolitan areas the labour force grew faster than in Sydney. However,
employment also held up better in the non-metropolitan areas. As a result,
unemployment rose less than in Sydney. Thus, in every aspect of the labour market,
Sydney performed worse than the rest of the State in the course of the recession.

Finance

Despite four successive easings in monetary policy during the course of the
year, the volume of credit outstanding contracted in 1991-92. Bank lending increased
by 6.2 per cent, but that was mostly offset by a decline of 8.8 per cent in lending by
non-bank financial intermediaries. The small rise of 0.4 per cent in credit by financial
intermediaries was offset by a decline in bank bills outstanding which left total credit
to the private sector (.7 per cent lower than the previous year. Furthermore, a rise in
lending for housing disguised the extent of the fall in business and personal credit.
Lending for housing for the year was 10.5 per cent higher while personal and business
loans were down by 4.7 per cent and 4 per cent respectively.

New South Wales largely avoided the credit squeeze in 1990-91 but felt the
squeeze in the last financial year. Bank lending in New South Wales in 1991-92 rose
6.8 per cent, a little above the national average of 6.3 per cent. The national figure,
however, was pulled down by the very low increase of 1.3 per cent in Victoria. New
South Wales lagged behind the nation in housing finance commitments: a rise of 25
per cent in New South Wales compared to the national average of 37 per cent.
Commercial finance commitments fell by 15 per cent nationally. New South Wales
outperformed the nation with a decline of just 13 per cent, because the national figure
was reduced by large falls in Victoria and Western Australia: -29 per cent and -26 per
cent respectively. Commercial finance commitments increased by 22 per cent in
Queensland, the best performing State.

Figure 2.15

GROWTH OF CREDIT
Change Between 1990-91 and 1991-92
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Possibly as a result of the weak credit conditions (as well as contributing to the
weakness) the number of companies involved in insolvencies and wind-ups rose again
in 1991-92. However the 5.5 per cent rise for Australia in the latest year was less than
the 15 per cent increase in 1990-91. Victoria was responsible for a major part of the
latest increase with a rise of 36 per cent. Queensland and Tasmania also recorded
higher numbers of terminations last year, whereas in New South Wales there was a
small decline of 1.1 per cent. Furthermore, while figures for the full year are not
available, there was an encouraging increase in the number of new incorporations in
the final months of 1991-92. Nationally, the number of new incorporations in May
and June 1992 was 7.4 per cent higher than in the same two months a year earlier.
The annual increase was 23 per cent in Queensland and 4.8 per cent in New South
Wales.

Industry Sectors

OVERVIEW

Table 2.9, which shows output (gross product) by industry as a proportion of
total output for Australia and New South Wales, gives some indication of how the
industry structures of the two economies differ. For example, agriculture and mining
are less important in the New South Wales economy whereas finance, property and
business services are more important. New South Wales also has a higher proportion
of activity in recreation, personal and other services, reflecting the importance of
tourism; and in transport, storage and communication reflecting the position of
Sydney as Australia’s major link with the rest of the world.

These data also show the average annual growth of production over the decade
to 1990-91, allowing a comparison by industry between Australia and New South
Wales . While there was little difference in the total rate of growth, there were some
significant differences at the industry level. Because output figures are not available
beyond 1990-91, the Table also shows employment growth by industry for 1991-92.
These data show that the New South Wales economy did not contract as much as the
national economy during the downturn. Areas where New South Wales outperformed
the national economy included recreation, personal and other services; finance
property and business services; and wholesale and retail trade. On the other hand, the
decline in employment in the construction industry, in percentage terms, was greater
in New South Wales than in the rest of the country.

The following sections discuss in more detail those industry sectors for which
contemporary activity data are available.
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Table 2.9: Output and Employment Growth, by Industry

Gross Product Employment
Average Annual
1990-21 share Growth(a) Annual
of total 1980-81 to 1990-91 Growth 1991-92
(%) (%) (%)

Aust NSW Aust NSW Aust NSW
Agriculture,
forestry and
fishing 3.3 2.8 3.4 5.7 (5.7 (-)4.6
Mining 5.1 2.5 5.7 4.4 {-)5.0 (-)6.0
Manufacturing 15.4 15.2 1.4 0.4 (-)4.8 (4.9
Electricity,
gas & water 3.7 3.4 4.3 2.5 3.3 6.7
Construction 8.0 7.8 0.6 (-)0.0 (9.3 (-)14.3
Wholesale
and retail 14.2 14.7 2.1 2.4 (1.5 (-)0.1
Transport,
storage and
communication 8.3 9.0 4.2 4.1 (-)3.7 (4.2
Finance, property
& business
services 10.1 11.86 4.9 4.5 (-)1.4 (-)0.5
Public admin.,
defence &
community
services 16.0 14.5 3.4 3.2 2.0 2.4
Recreation,
personal &
other services 4.3 5.0 2.5 2.6 6.7 9.0
TOTAL 100.0  100.0 2.9 2.8 -)1.8®  ()1.5®

(a)1984-85 prices, using the national deftator for both Australia and New South Wales.

(b)These totals based on quarterly surveys a the industry level (year to May 1991), diverge slightly from the averages of
monthly survey data examined elsewhere in this review.

Source: ABS




Agriculture

Preliminary estimates by the Australian Bureau of Statistics (ABS) suggest that
the national gross value of agricultural commodities produced fell by 4.8 per cent in
1991-92, following a decline of 10.2 per cent in 1990-91. The value of crops
produced is estimated to have risen 1.8 per cent despite a 2.3 per cent fall in the value
of wheat production. Livestock slaughterings were down 1.6 per cent and the value of
the wool clip was 28 per cent lower.

Table 2.9 shows that the New South Wales farm sector was very badly affected
by drought and adverse commodity cycles, with the gross value of production
declining by a massive 13.4 per cent. Worst affected were the major export
commodities of wool and wheat where the gross value of production was down 29.6
per cent and 27.6 per cent respectively.

Most of New South Wales had a drier than normal winter, a legacy of the El
Nino weather phenomenon that began to affect weather in Australia in mid-1991.
While rain early in August eased the drought conditions, the National Climate Control
Centre has predicted that for most of the State there is little chance of achieving the
normal accumulated rainfall for the April to November period. There had been hopes
of a 4 million tonne wheat crop in 1992-93 but expectations have been reduced to 3
million tonnes. If achieved, that would still be almost 50 per cent better than the
drought affected 1991-92 crop of 2.1 million tonnes, although well short of the 4.5
million tonnes produced in 1990-91.

Table 2.10: Gross Value of Agricultural Commodities Produced

Per cent Change

1991-92

Australla NSW
Wheat ()2.3 (-)27.6
Rice 10.2 11.5
Cotton (-)11.0 -)15.6
Other crops 4.8 53
Livestock slaughterings (-)1.6 (-)10.6
Wool (-)27.8 ()29.6
Milk 47 (-)o1
Eggs -)3.5 (-)0.2
Totaiia) {-)4.8 ()13.4

(a) Including other commodities not listed

Source: ABS

In addition to dry weather, farmers are also facing a fall in prices. Since the end
of 1991 the rural commodity price index compiled by Dresdner International has
fallen almost 10 per cent. Grain prices are down 15 per cent over that period while
the fibre price index is 6 per cent lower. Meat prices have edged down 2.4 per cent
after a sudden sharp spike upwards in February.
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Figure 2.16
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Although grain prices are expected to be lower in 1992-93, partially offsetting
the higher production, wool prices are expected to improve. The Australian Bureau of
Agricultural and Resource Economics (ABARE) expects the average price for wool to
rise by 9 per cent in the current financial year. However wool production, which fell
by 18 per cent in 1991-92 in response to drought and lower prices, is expected to fall
further in 1992-93 as a result of the lower flock size. Nationally the flock declined by
7.2 per cent to 151 million in the year to 31 March 1992. In New South Wales the
decline for the same period was 11.1 per cent to 54 million sheep. Reflecting the fall
in sheep numbers, wool production fell 10 per cent nationally and 14 per cent in New
South Wales in 1991-92. '

; As a result of dry weather conditions in the major beef producing areas of

eastern Australia, the level of cattle turn-off in 1991-92 remained at the high level set
in the previous year. Beef and veal production of 1,760 kilotons matched the 1990-91
level and was 5 per cent higher than in 1989-90. Selling that volume into the
depressed Australian and world economies, however, pushed prices down by 4.8 per

cent. If seasonal conditions return to normal in the second half of 1992, producers are
-expected to begin rebuilding herds. As a result, production of beef and veal in 1992-
93 is forecast to decline by about 6 per cent leading to price increases of about the
same magnitude. The fall in production is fortuitous because a significant rise in

exports to the United States in the first half of 1992 resulted in the imposition of

export restraints in June of this year. Herd rebuilding will mean less product will be

available for export. Not only will exports to the US be curtailed but higher exports
of beef from North America will compete with Australian product for sales in Japan

~and Korea. Nevertheless, Australian exports to both those countries are expected to
- Iise in 1992-93,
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Lamb and mutton production fell in 1991-92, mainly due to lower carcass
weight as a result of the dry weather conditions. However, live sheep exports to the
Middle East, which had failen sharply in 1990-91, largely recovered last year and a
further increase is expected in 1992-93. Thus, while lamb production is forecast to
rise 5 per cent this year with a return to normal seasonal conditions, mutton
production is expected to fall further due to supply constraints. The sale yard price
for lamb is expected to rise by about 4 per cent in the current financial year which
could translate into a retail price increase of 2.5 per cent.

The 1991-92 cotton crop was virtually unchanged from the previous year at 430
kilotons (of lint). The average price of cotton, however, was down more than 20 per
cent from a year earlier. Although some recovery in price is expected in 1992-93, the
acreage planted to dry land cotton is forecast to fall by about 25 per cent this year.
Thus, output for 1992-93 was initially expected to fall by about 18 per cent to 350
kilotons. That expected yield has now been revised upwards to just over 400 kilotons
to reflect better agronomic practices and the benefits of new cotton varieties. About
75 per cent of the national cotton crop is produced in the North and Northwestern

divisions of New South Wales.

ABARE estimates that a record 1,123 kilotons of paddy rice was harvested in
Australia in 1991-92, a 43 per cent increase on the previous year. The Murray and
Murrumbidgee areas in New South Wales produce about 98 per cent of the nation’s
rice crop. The higher output more than offset a drop in the average price received and
the gross value of the crop is estimated to have risen about 10 per cent. Some
reduction in sowings is expected in 1992-93 as a result of the lower price. QOutput for
the current year could be about 1,000 kilotons. :

MINING SECTOR

Mining contributed approximately 2.5 per cent of 1990-91 New South Wales
Gross State Product and New South Wales mining output represents about 17.5 per
cent of the national total for this sector. Mining employs 21,200 persons in New
South Wales, with slightly over half engaged in coal mining and most of the
remainder in the extraction of construction materials and in services to mining.
Employment in the mining sector in New South Wales declined by 4,000 between
May 1991 and May 1992. On an annual average basis, employment in 1991-92 was
6.0 per cent lower than the previous year. with steep falls in mefallic minerals (down
20.3 per cent) and coal (down 7.3 per cent) partially offsetting a strong rise in
extraction of construction materials (up 44.6 per cent).

Mine output (with components weighted at June 1992 prices) rose by an
estimated 2 per cent in 1991-92, which was a modest improvement on flat
performance in the preceding year. Better performance was attributable to the coal
sector, which raised output by 6 per cent. Open cut mine output rose by 16.7 per cent,
against a 3.0 per cent fall in production by underground mines. The rise in coal
production offset a 13 per cent decline in non-coal production, with the main
decreases in gold, zinc, silver, titanium and lead. Gains, however, were recorded in
production of antimony, copper and zircon.




2-41

Table 2.11: NSW Mine Production and Prices

(Per Cent Changes)
ABARE Price
Mine Output Forecasts
1989-90 1990-91 1891-92 1992-93
TOTAL MINING 12.4 0.0 2.0
COAL 5.2 0.2 6.0 (-)1.5
Underground 12.0 0.5 (—23.0
Open Cut 20.1 0.6 6.7
OTHER 0.9 (-)1.0 (-)12.8
Antimony (-)21.6 12.4 60.9
Cadmium 1.0 12.1 (-)3.8
Copper (-)18.8 30.6 0.9 5.1
Gold 23.4 (-)18.3 (-)27.8 3.4
Lead -‘?1 .8 2.3 S—)8.8 3.8
Titanium (}16.0 1.2 (-13.4
Zircon é—)17.0 1.8 16.0 (-)33.3
Silver -)14.7 14.2 16.1
Sulphur 2.9 (-)o.8 -)7.9
Zinc 3.2 (-)0.8 (-)17.2 6.0

Source: NSW Department of Mineral Resources; ABARE

The 1992 negotiations with Japan led to a slightly lower contract price for
coking and steaming coal. ABARE expects this to be offset by a 4 per cent (2.4
million tonnes) increase in the volume of steaming coal exports in 1992-93, and a
marginal increase in the volume of coking coal exports (including BHP exports to
European steel producers). The main growth in steaming coal markets will be for
electricity production in the newly industrialised nations of Asia. While competing
supplies from the CIS will be lower, Australia can expect more competition from
producers in Poland, Indonesia and South Africa.

World gold prices are forecast to rise from a six year low in early 1992 to an
average US$374/oz in 1993, and aggregate Australian production is expected to
decline only marginally as firms adjust to low spot prices. Production and exports
have held up in the face of lower gold prices because of the high level of production
sold on the forward market. World demand for lead is expected to put an end to the
price slump for that commodity and copper prices also are expected to improve. Zinc
prices are forecast to rise by some 6 per cent after their 12 per cent fall in 1991-92.
The market for mineral sands concentrates (zircon, rutile and ilmenite), however, is
expected to remain weak.

The mining sector accounted for 3.7 per cent of new commercial credit
commitments to all industries in New South Wales in 1992. New commitments to
mining were down by 9.2 per cent on the previous year in New South Wales, although
this was much milder than the 21.0 per cent reduction nationally for this sector.
Future investment appears concentrated in coal and gold developments. Recent
surveys of investment intentions put the total of actual and possible new projects in
New South Wales mining at about $2.6 billion or 12.5 per cent of the national total for
the sector. Investment in coal capacity currently under way is valued at $638 million
including the Narama Joint Venture and the Gordonstone project (both coming on
stream at end 1992) and capacity expansion by BHP and EXXON. Additional
investment commitments are valued at $636 million . In gold mining these include
ten projects valued at $278 million under construction at Peak Gold Mine,
Kalgoorlie, Wiluna and other locations. A further $250 million has been committed
by North Broken Hill Peko for copper and gold mining at North Parkes.
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Figure 2.17
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MANUFACTURING

Manufacturing contributed 15.2 per cent of total New South Wales output in
1990-91, a share which has been declining steadily since at least 1977-78 (when it
was 21.4 per cent). The sector’s growth in 1990-91 was -0.2 per cent in nominal
terms or around -3.1 per cent in real terms. New South Wales manufacturing has also
tended to decline as a share of national manufacturing, from 37.9 per cent in 1977-78
to 34.6 per cent in 1990-91.

Figure 2.19
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Manufacturing provides 372,400 jobs in New South Wales, making it the third
largest employer after Wholesale/Retail Trade and Community Services. Following 4
per cent annual growth in 1988-89, manufacturing employment has continued to
decline by 1.6 per cent in 1989-90, 5.0 per cent in 1990-91, and 4.9 per cent in 1991-
92. While these annual declines have been less dramatic than in the 1982-83
recession (employment in manufacturing fell by 11.9 per cent in the year to August
1983), they have been more prolonged with as yet no sign of bottoming out.

The steepest falls in year average employment in 1991-92 were in textiles,
clothing and footwear (-25.0 per cent), transport equipment (-26.5 per cent) and
Chemicals/Petroleum/Coal Products (-17.5 per cent), but falls of some degree were
experienced in all but three of the fifteen main manufacturing subdivisions. In terms
of number of jobs lost, the main falls between May 1991 and May 1992 were in
machinery and equipment (-9,800), paper products printing and publishing (-9,100)
and transport equipment (-8,100). The main improvements were in Food, Beverages
and Tobacco (+5,700), Wood, Wood Products and Fumiture (+5,000), and
miscellaneous manufacturing (+6,300).
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Despite the decline in Australia’s manufacturing sector labour force, the Bureau
of Industry Economics (BIE) notes a slowing in the growth of labour productivity
since 1988-89 due to labour hoarding across the downturn. This occurs when firms
retain labour despite a decline in production and sales. This means that recovery in
employment will lag the recovery in output as employers more fully utilise current
work forces before increasing staff levels.

The slow down in New South Wales manufacturing would have been more
severe had industry not succeeded in switching a substantial part of output to export
markets. Exports are an increasing component of the market for Australian and New
South Wales manufactures. Australia’s manufactured exports performance has been
impressive by OECD standards, growing an annual average 19.4 per cent (current
prices) between 1982 -83 and 1990-91, versus 11.1 per cent for the USA, 2.6 per cent
for Japan, and 5.4 per cent for Germany. It even was better than growth recorded by
the Asian Newly Industrialising Economies (16.8 per cent) during this period.
Manufactures now represent 38.5 per cent of total Australian exports. Growth eased
from 14.3 per cent in 1990-91 to 7.1 per cent in 1991-92, due mainly to a slow down
in the growth of transport equipment exports. But manufactured exports growth in
1991-92 nonetheless was ten times as strong as in non-manufactured exports, which

rose by only 0.7 per cent.
Figure 2.20
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Investment in New South Wales manufacturing also slowed during 1991-92.
New commercial credit commitments to the New South Wales manufacturing sector
declined by 15 per cent from a monthly average $479.8 million in 1990-91 to $407.7
million in 1991-92 (all values are in nominal terms). This was twice as sharp a fall as
the 7.8 per cent decline for Australia as a whole. Investment trended down as the year
progressed, reaching its lowest level in over four years toward June 1992. Broadly
similar results were shown by the ABS Private Capital Expenditure Survey which
reported a 9.6 per cent fall in the nominal value of investment in New South Wales
manufacturing (slightly better than for Australia as a whole) in the year to March.
But the fall was less severe in manufacturing than the 25.7 per cent fall in the other
sectors of the private economy in that period.

Access Economics has identified a total $4,546 million of potential new
investment in New South Wales manufacturing (under construction, committed, under
consideration or possible). This equals about 19.2 per cent of the national total for
such projects. The 24 large projects now under construction or commiited include a
News Corp colour printing plant at Chullora, an ICI polyethylene plant at Botany, the
expansion of the aluminum smelter at Tomago, the BHP steel plant at Rooty Hill, the
upgrading of the Merck chemicals plant at Granville and development of the Arkland
limestone and cement plant at Tamworth. The 13 large projects under consideration
include an upgrading of John Fairfax production facilities at Sydney, further
expansion of the Tomago aluminum smelter and the upgrading of BHP furnaces at
Port Kembla. :

The outlook in New South Wales manufacturing has improved somewhat in the
last few quarters but remains patchy according to the State Bank/Chamber of
Manufactures (SB/CM). Their June 1992 survey reported continued negative results
for the major indicators (production, orders and profits), but expectations of a strong
upturn in the September quarter. The strongest outlook was in the Paper and Paper
Products, Clothing and Footwear and Basic Metals sectors. These results imply that
manufacturers business conditions have now bottomed out with reasonable prospects
of a mild recovery over the next three months. The survey also notes a continued
improvement in the number of firms investing in plant and equipment. On the other
hand the survey results indicate increased labour shedding (particularly by large
firms) totalling 10,455 jobs during 1992-93, with the steepest decreases occurring in
basic metals, clothing and footwear, and paper and paper products (the very
subdivisions reporting the strongest overall business prospects). Job losses are
forecast to be highest in the Newcastle and Wollongong regions.

New South Wales manufacturing in 1992-93 should benefit from increased
public infrastructure spending under the Commonwealth Government’s economic
recovery package, which will raise demand for steel, construction equipment and
other New South Wales products. ’

CONSTRUCTION

Following a 12 per cent slump in 1990-91, dwelling commencements nationally
are estimated to have risen back to 1989-90 levels in 1991-92. However the extent of
the recovery varied considerably from State to State. Changes in dwelling
commencements for the year are estimated to range from -1 per cent in South
Australia to +20 per cent in Queensland with a national average increase of 13 per
cent. In New South Wales commencements are estimated to have risen 11 per cent, a
little below the national average but considerably better than the increase of about 5
per cent in Victoria.
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Figure 2.21

CONSTRUCTION COMMENCEMENTS
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In 1992-93 commencements are expected to rise by about 12 per cent, with
most States achieving growth close to that level. The exceptions are expected to be
South Australia and Tasmania. In the former State an oversupply of dwellings other
than houses is likely to hold growth to just 6 per cent. In Tasmania commencements
are unlikely to rise at all after growing more than 10 per cent in 1991-92.

Nonresidential building commencements declined by 23 per cent in the first
three quarters of 1991-92. Commencements were. lower in all States except
Queensland where they were 31 per cent higher. Large increases of commencements
of hotels, shops, education, health and entertainment facilities lifted the Queensland
result. At the other end of the range, commencements in Victoria fell by 36 per cent,
with a small rise in health facilities the only positive note.

In New South Wales there was a large increase in the value of hotels
commenced for the period. However commencements of every other class of building
were lower. The total change in New South Wales was -34 per cent. The fall in the
value of work done on non-dwelling building projects was a little less at 30 per cent
for New South Wales and 29 per cent nationally. With office vacancy rates in the
Sydney central business district approaching 20 per cent, and hotel occupancy rates at
less than 50 per cent a further decline in building activity is expected in 1992-93.

Figure 2.22
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" Engineering construction, which includes most infrastructure such as roads,
water works and electricity as well as some heavy engineering and recreational
projects, was expected to rise in New South Wales in 1991-92 but in the event appears
to have fallen. The value of work done in the first three quarters of 1991-92 was 5 per
cent lower than the same period in the previous year. Nationally there was also a 5
per cent decline. Data on engineering construction commenced by the private sector
in the State show big drops in most types of projects during the period. The value of
roadworks commenced was 38 per cent lower than a year earlier, while total
commencements were 26 per cent lower. This was a little worse than the national
average which showed a 21 per cent decline. The level of activity should pick up this
year when spending outlined in the Federal Government’s One Nation statement and
the August Budget gets under way.

Council building approvals for 1991-92 suggest that some parts of the State
performed much better than others. The number of new dwelling approvals in the
Hunter Valley and Illawarra regions were up 28 and 27 per cent respectively on the
preceding year, much more than the State average of 14 per cent. The increase for
Sydney was 16 per cent. The value of nonresidential building approvals in Sydney
was 40 per cent lower than the previous year. However, in the Richmond/Tweed
region in the State’s northeast corner non-dwelling approvals were 26 per cent higher
than a year earlier and in the Illawarra region they were 18 per cent higher. The State
average was a 34 per cent decline.

TRANSPORT, STORAGE AND COMMUNICATION

Employment in transport and storage declined by 2,500 or 1.7 per cent in 1991-
92 as the recession reduced road freight transport and restructuring continued in rail
and air transport. While data on intra-state road freight transport are not available,
interstate road freight movements into and out of Sydney were 9 per cent lower in
1991-92 than a year earlier. The drop in freight moving into Sydney was triple the
decline in road freight moving out of Sydney. As a result, employment in road freight
transport declined by 12 per cent, for a loss of 6,700 jobs. There seems to have been
a recovery in employment in road passenger transport, which had been falling as the
industry restructured. Employment in the rail and air transport industries each
declined by 10 per cent, as both industries strive to increase productivity. It is notable
that employment in air transport has declined for two consecutive years following
deregulation. The start-up and subsequent failure of a new airline and the productive
improvements forced on existing airlines through competition underlie the
employment trends for the sector.

The employment shake-out in road and rail transport has been much greater in
New South Wales than at the national level. For Australia as a whole employment in
road transport declined by just 1.2 per cent (by 5.5 per cent for road freight transport)
while the decline in rail transport employment was 6 per cent. However the decline in
air transport employment nationally was 9 per cent, only a little less than in New
South Wales .

The communications industry is also restructuring as the new entrant, Optus
Communications, introduces competition into the telephone system. Employment in
the industry fell almost 12 per cent in 1991-92 to 44,900, the lowest level since 1978-
79. Employment in the communications industry in New South Wales peaked at just
over 54,000 in 1985-86. The absolute decline in employment communications has
also been much greater in New South Wales than at the national level. The decline in
communications employment nationally was just 7 per cent. This reflects the
concentration of the industry in New South Wales which accounted for 37.6 per cent
of employment in the industry before the recent restructuring.
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Figure 2.23
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FINANCE PROPERTY AND BUSINESS SERVICES

Following the collapse of the property boom and the sharp increase in bad debts
in the finance industry, employment in the finance sector has slumped, and New
South Wales, as the financial capital of the country, is bearing the brunt of the job
losses. Employment in the finance and investment sector fell by 8.5 per cent in New
South Wales (3.7 per cent nationally) for a loss of 8,600 jobs. A further 1,900 jobs
were lost in the insurance sector, although the 4.5 per cent fall there was much lower
than the Australia-wide decline of almost 11 per cent. It would seem that New South
Wales, as financial capital, is benefiting from a restructuring in the insurance industry
which has seen a number of smaller firms merged. The State also gained 8,700 jobs
in the property and business services sector, a rise of 4.6 per cent, triple the national
increase of 1.5 per cent. Restructuring of the finance and insurance sectors is
expected to continue in 1992-93. While there may be some further job losses, the
New South Wales share of national employment in this industry should continue to
grow. Some of the jobs lost through restructuring in finance and insurance will be
recouped by the business services sector, giving it above average growth. New South
Wales also dominates in that sector and should get the lion’s share of new jobs.

TOURISM

Tourism is an important contributor to the New South Wales economy through
hotel/motel/restaurant business, transport, recreation, retail sales and other service
activities. The Bureau of Tourism Research (BTR) estimates 1990-91 gross tourism
expenditure in New South Wales at $7.8 billion and tourism-related employment at
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145,600. Jobs in the businesses most directly dependent on tourism (Entertainment
and Recreational Services; and Restaurants, Hotels and Clubs) amounted to 183,600
persons or 7.0 per cent of total New South Wales employment in May 1992.
Although highly sensitive to changes in costs relative to competing destinations and to
changes in disposable income domestically and overseas, tourism has been identified
as potentially one of the brightest growth sectors in the medium term, with predictions
of a doubling in the number of international visitors to New South Wales by the year
2000.

Nationally tourism in 1991-92 benefited from the liberalisation of air transport
and consequent easing in fares, from the recovery of international travel after the Gulf
conflict of the previous year and from the lower average exchange rate. Offsetting
this were weaker economic conditions, both domestically and overseas, and the
disruption following Compass Airlines’ collapse in December 1991. The BTR notes
that one of the consequences of the recession was a down shift in the type of
accommodation utilised, as domestic tourists in particular sought budget
accommodation or stayed with friends or relatives. International visitor arrivals
nonetheless rose by 7.0 per cent (BTR estimate). Short term overseas visitors to
Australia were up an especially strong 17 per cent through the year to March 1992,
although this was mainly due to the artificially low result a year earlier during the
Gulf conflict. The BTR indicates that Australia has performed particularly well in the
Japanese market, with a 10.1 per cent increase in Japanese travel to Australia in 1991,
despite a 3.4 per cent fall in total Japanese travel worldwide. This was helped by the
easing in the value of the A$ to Yen exchange rate during 1990 and 1991. Strong
growth also was recorded in arrivals from other East Asian countries and from New

Zealand.
Figure 2.24
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Tourism in New South Wales underwent a relatively difficult year in 1991-92.
Although the recession cut into tourism business throughout Australia, the drop in
New South Wales was steeper than the national average. While New South Wales
hotel capacity (available rooms) expanded by approximately 6.5 per cent, the number
of room nights occupancy fell by an estimates 0.5 per cent and the room occupancy
rate fell from 54 per cent in 1990-91 to 51 per cent in 1991-92. Total takings from
accommodation in the year to March 1992 were down 3.5 per cent on the previous
year in New South Wales compared to growth of 10.6 per cent in Queensland and 2.0

per cent nationally.

Figure 2.25
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New South Wales performed less strongly than the rest of Australia in the
international tourist market in 1991, although there is some disagreement between
data sources. Department of Immigration arrival/departure surveys indicate that while
international visitor arrivals increased by 7 per cent nationally, those intending to stay
mainly in New South Wales increased by only 2.0 per cent, compared to rises of 17.6
per cent in Queensland and 8.8 per cent in Victoria. Similarly, departing visitors who
had stayed mainly in New South Wales increased by 1.6 per cent, compared to growth
of 23.2 per cent for Queensland and 13.4 per cent of Victoria. On the other hand, the
BTR’s international visitor survey reports that New South Wales increased its share of
total international visitor nights spent in Australia from 33 per cent in 1990 to 36 per
cent in 1991. These data suggest an increase in the average length of stay for visitors
to New South Wales.




New South Wales continues to receive a major share of investment in the
Australian tourist industry. ABS commercial financ statistics indicate that New
South Wales received $998 million or 37.9 per cent of the national total $2,635
million in new commitments to the recreation and personal services sector in 1991-92
went to New South Wales . The New South Wales tourism projects are valued by
Access Economics at $3.4 billion, or 39 per cent of the total for Australia. Access
Economics estimates that New South Wales is the beneficiary of 32 of the 87 tourism
sector projects now under construction or committed in Australia, compared to 24 for
Queensland. The New South Wales Tourism Commission register lists $3 billion
worth of projects either under construction or committed in New South Wales with a
further $8.8 billion still at the conceptual stage or on hold due to the subdued current
economic climate. Major projects recently completed include the Park Lane Hotel,
the Sheraton Airport Centre, Peppers Cosmopolitan in Double Bay and the Gazebo in
Parramatta; while the ANA Hotel will be opening soon at the Rocks.

Also on the positive side, employment in the key tourism related sectors
(entertainment, restaurants, etc) increased by 9.2 per cent in New South Wales
compared to 8.0 per cent for Australia as a whole, in the year to May 1992. This is
consistent with the strong expansion in New South Wales hotel capacity during the
same period, and it helped offset falls in employment in other sectors of the New
South Wales economy in 1991-92. This expansion suggests the industry is well
positioned to accommodate a large expansion in tourism. At the same time, the recent
fall in occupancy rates underscores the risks facing the industry should growth fall
below expectations in 1992-93.

New South Wales tourism should benefit from improved international
competitiveness flowing from a lower A$ exchange rate, and from the increased
visibility of the State accompanying the Year 2000 Olympics bid and growth in
facilities associated with it. The large hotel vacancy rate which has intensified both
price and service competition should also have appeal to tourists. However, more
difficult economic conditions in Japan and Europe may reduce demand in the short
term.
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5.4 THE ECONOMY AND THE BUDGET

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

Exogenous shocks to the economy can arise from many sources, domestic and
foreign. Typical shocks are -

. external economic shocks - world growth, inflation; financial,_c_ommodity
and foreign exchange market volatility; Government trade policies; armed
conflicts; and

. domestic economic shocks - Government economic policy; trade union
wage claims and industrial conflict; natural resource discovery and
exploitation; weather (e.g. impact of drought and floods on agricultural
production).

The resulting variations in key economic aggregates can have a wide range of
impacts on Budget revenues and expenditures. For example, periods of economic
growth and development create a need for infrastructure such as roads, electricity,
water supply and drainage, land site developments and so on. The level of interest
rates affects the amount that must be paid to service the State’s debts. The largest
component of the State’s expenditure is on wages and salaries which are affected by
national wage cases and changes in occupational pay rates.

The revenue side of the Budget is even more sensitive in the short term to
changes in economic and financial conditions. The level of employment, as well as
wage rates, determines payroll tax. Asset price movements impact on revenues in
New South Wales through the incidence of property based taxes. Receipts from
contracts and conveyances duty, land tax, asset sales, lease duty and the first home
purchase scheme are driven by changes in residential and commercial property prices
and tumover. Movements in asset prices also impact on share transfer duty.
Approximately $1.9 billion, or 22 per cent, of 1992-93 revenue from taxes, fees and
fines is asset based. At the peak of the asset price boom in 1988-89, 33 per cent of tax
revenue was asset based.

General economic conditions affect spending on new cars, petrol, alcohol and
tobacco, and gambling of various types. All these types of spending generate tax
revenue. Another important source of revenue is stamp duty on financial transactions
which are affected by the state of the economy, asset prices, interest rates, household
formation and expectations about the future of the economy.
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Government trading enterprise contributions to the Government (i.e. dividends,

‘tax equivalent payments and loan guarantee fees) are largely a function of their

"proﬁtability. That in turn is dependent on general economic conditions, as well as
management performance and Government policy.

~Table 2.12 shows the marginal sensitivity of the Budget to the various economic
factors indicated. These data indicate that the most important factors determining
recurrent receipts are the general level of economic activity, wage and price
movements and interest rates. Of course not all receipts are affected equally by
economic conditions as a given rate of economic growth can be achieved in a number
of different ways. Receipts that would be most responsive in 1992-93 include those
based on contracts and conveyancing, loan securities and vehicle registrations.

On the outlays side, the table shows the most important factors to be wage rates
and prices, although the effect varies according to expenditure category. A one per
cent rise in wages gives a 0.6 per cent rise in departmental costs, a 0.3 per cent
increase in superannuation costs and a 0.2 per cent increase in costs associated with
subsidies to the non-budget sector. While wages are the principal cost component in
recurrent payments, prices of goods and services (proxied by the CPI) are the main
component on the capital expenditure side. On average, a 1 per cent rise in the price
level adds 0.6 per cent to capital works costs. Since the State’s debt is covered by
long term fixed interest liabilities, only part of total interest payments (corresponding
to new debt issues and refinancing) is sensitive to changes in market interest rates. As
a result, a percentage point increase in the bond rate (equivalent to an 8 to 10 per cent
increase in the cost of new borrowings) would add about 2 per cent to this year’s
outlays on interest.

Table 2.12: Marginal Sensitivity of Budget Aggregates
to Changes in Economic Conditions(a)(c)

Recurrent Recelpts Recurrent Capital

Economic Factors Tax Non-Tax Payments Payments
$m $m $m m

1. Gross State Product 46 33
2. Employment 31 2
3. Wage Rate 40 2 81 12
4. Consumer Prices 25 42 (-)10 24
5. Interest Rates(b) (-7 -)2 35
6. Asset Prices 24 1

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

(b) Increase of 1 percentage point in interest rates.

(c) A number of changes have been made since the 1991-92 Budget in the methodology used to prepare
the above Table -

Changes to the formula for tax receipts mainly affecting the sensitivity to GSP;
The assumption that Budget payments are locked in at Budget preparation time and are not

sensitive to movements in prices duringr’| the year. The figure of (-)$10 million relates to user
charges only which are not locked in by the Budget.
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While Table 2.12 gives an idea of the final effect that changes in these
economic parameters may have on the Budget in the current year, there may be
impacts in following years. For example, recurrent expenditures (other than wages)
are "locked in" for the year by the Budget allocation process, however, price increases
will flow through to departmental outlays in subsequent years. In contrast, national
wage decisions and occupational wage decisions relevant to the public sector have an

immediate impact on outlays.

The within year sensitivity of State Budget outlays is substantially less than
Commonwealth Budget outlays where transfers, such as income support schemes are
sensitive to changes in economic conditions. 2

On the revenue side, while most tax revenues are sensitive to variations in
current economic conditions, the impact on non-tax receipts (such as Government
Trading Enterprise dividends) can be spread over a number of Budgets.

Factors other than economic conditions can also have consequences for the
budget. An unexpected drought, for example, will create a need for additional
expenditure in rural assistance and financial support for State rail freight services
(which eamns substantial revenue from grain haulage) while at the same time causing a
reduction in State revenue from country industries.

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

For example, inflation measured by the New South Wales CPI was only 1.7 per
cent in 1991-92, due in substantial part to the steep drop in home mortgage costs.
New South Wales Government recurrent (consumption) costs, however, increased by
2.6 per cent, or almost a percentage point more than the CPL Aggregate expenditure
costs of the New South Wales Government were contained mainly by lower public
capital work prices which fell 0.8 per cent in 1991-92 compared to a 4.7 per cent rise
in the previous year, reflecting the extremely depressed conditions in the non-
dwelling construction sector this past year. The down side for the New South Wales
Budget was the dramatic 23.9 per cent fall in commercial property prices which
severely constrained the scope for public asset sales.




Table 2.13: Comparison of Price Inflation Measures
Per Cent Change on Previous Year

Inflatlon Measure 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92

Consumer Price Index

- New South Wales 9.4 7.6 8.1 8.2 4.9 1.7

- Australia 9.3 7.3 7.3 8.0 5.3 1.9
General Govemment Deflator

- New South Wales Govt 6.6 4.8 6.3 6.0 5.9 2.0

- All Govemments 6.3 4.8 55 5.8 4.7 2.3
Final Consumption Expenditure

- New South Wales Govt 6.7 45 6.5 5.7 6.1 2.6

- All Govemments 6.4 4.9 5.6 5.8 5.0 2.8
Gross Fixed Capital Expenditure

- New South Wales Govt 6.4 6.1 5.9 7.2 4.7 -)0.8

- All Govemments 6.5 4.5 5.0 5.5 2.3 -)1.4
House Prices

- New South Wales 5.8 22.7 35.4 1.1 2.0 3.0

- Australia 4.2 14.5 27.9 4.0 1.1 2.0
Commercial Property: Sydney 12.2 33.8 29.5 (-)4.6 (-)25.4 (-)23.9
Share Prices: All ordinaries 40.5 7.3 (-)3.9 5.6 (-311.4 12.4

Source: ABS, RBA, BIS-Shrapnel and Treasury

As a second example, wages (the major component of total outlays) typically
follow different growth paths in the public sector compared to the private sector.
Wage movements may also have different impacts within the public sector depending
on the functional area or occupational group subject to a wage increase.

Wages in the public sector tend to be less volatile than in the private sector,
providing less opportunity for budgetary savings in periods of low inflation. In 1991-
92, for example, wages growth in representative public sector categories varied from
2.1 per cent for a Class 2 Station Assistant, 2.3 per cent for a Year 3 Registered Nurse,
3.1 per cent for a Grade 2 Clerk and 4.0 per cent for a Fourth Year Teacher. The 2.8
per cent average increase for these four categories was higher than the 2.6 per cent
growth in Average Weekly Earnings recorded in 1991-92 for all employees in New
South Wales (public and private sectors combined). In 1990-91, by contrast, growth
in wages in the general economy was 5.7 per cent which was appreciably higher than
the 5.0 per cent average increase for these same four public sector categories.
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Figure 2.26

GROWTH IN MEAN SALARY LEVELS
Annual Average Change in Salary in Selected NSW Public Sector Occupations

16

14
12

T

10

Per Cent
o4}
T

o N~ O

a' -

86-87 87-88 88-89 89-90 90-91 918

[IClerk Grade 2 E3Reg. Nurse 3rd Yr ZZ4th Yr Teacher EEStation Assistant
Source: NSW Public Industrial Relations Authority (PIRA)

While the forecasts on which the Budget is based are Treasury’s best estimates
of how the economy will develop over the coming year, it is possible to suggest how
Budget outcomes might differ if some of the economic assumptions behind the
forecasts turn out differently from those expected.

Table 2.14 simplifies this sensitivity analysis by developing two alternative sets
of forecasts for the New South Wales economy.

In the pessimistic scenario, a fall in the exchange rate due to a tightening of
monetary policy overseas causes a rise in import prices and domestic inflation.
Inflation sparks demand for higher wages which rise one percentage point more than
the 3.2 per cent growth in the Budget forecast. This causes further inflation as well as
a slowing in economic growth and employment. Increased inflation pushes interest
rates higher with an adverse impact on investment including investment in property.
As aresult, property prices recover at a slower rate.
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" In the optimistic scenario, the exchange rate and wages remain steady but
productivity is assumed to improve enough to raise gross state product. Lower unit
labour costs further reduce inflation and as a consequence long term interest rates are
driven downward with positive effects on asset prices as well as real components of
the revenue base.

Table 2.14: Economic Scenarios: NSW
Per Cent Change on Previous Year

Budget Pessimistic Optimistic

Forecasts Scenarlo Scenarlo
1. Gross State Product 3. 2.5 4.5
2. Employment 1.0 0.5 1.5
3. Wage Rate 3.2 4.2 3.2
4. Consumer Prices 2.3 2.9 1.7
5. Interest Rates 7.0 9.0 6.5
6. Asset Prices 2.5 2.0 3.0

Table 2.15 presents alternative budget outcomes prepared on the basis of the
economic scenarios outlined above.

Table 2.15: Budget Outcomes

($millions)
Budget
Estimates  Pessimistic Scenarlo Optimistlc Scenarlo
Change Change
on on
Budget Budget
Outcome  Estimate Outcome Estimate
Current Result 1,067 839 (-)228 1,161 94
a. Outlays 15,355 15,499 144 15,344 ()11
b. Receipts 16,422 16,338 (-)84 16,506 83
1. Tax 8,868 8,795 73 8,941 73
2. Non-tax 7,554 7,542 -2 7,565 11
Il Capital Result(a) (-)2,292 (-)2,321 {(-)29 (2,271 21
a. Outlays(a) 3,572 3,598 26 3,558 (-y14
b. Receipts 1,280 1,277 ()3 1,287 7
. “Total Resulta) (-)1.225 (-)1,482 (-)257 (31,110 115

(a) Results shown are net of extraordinary items

The two alternative scenarios underscore the substantial impact on budget
outcomes flowing from even small changes in the economic environment which are
well within the range of potential outcomes. Under the Pessimistic Scenario there
would be a $257 million deterioration in the financial result; while under the
Optimistic Scenario there would be an improvement of around $115 million.
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The parameters in the Optimistic Scenario provide a total 0.8 per cent boost to
taxes, fees and fines, compared to a drop of the same magnitude under the Pessimistic
Scenario. Most other revenue components also improve under the Optimistic
Scenario. At the same time lower inflation and reduced interest rates under the
Optimistic Scenario help by trimming $11 million from budget outlays. In the
Pessimistic Scenario, however, the wages overrun produces a $144 million rise in
current outlays, augmented by $69 million increase in interest charges.

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

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

Tax Changes

New South Wales has experienced major Budget pressures in recent years. This
has resulted from the combined effect of increased demand for core public services,
declining State property based revenue, reductions in the real value of
Commonwealth general purpose payments and a continued increase in the share of
Commonwealth specific purpose payments. ~

Table 3.1: Summary of Main Tax Measures

Additional Revenue
Tax Measure 1992-93 Full Year
$m $m
Increase tobacco licence fee from 50 per cent 95.5 100.0
to 75 per cent
Increase liquor licence fee from 10 per cent
to 13 per cent 26.5 53.0
Introduce a concessionary rate of 7 per cent
for low alcohol beer (-) 4.5 (-) 9.0
Increase motor vehicle stamp duty from
2 per cent to 2.5 per cent 49.0 49.0
Double the rates of debits tax 55.0 132.0
Racing tax measures 16.2* 16.8
TOTAL 237.7 341.8

*  Includes 2 months of the previous measure of increasing the tax on win/place/quinella
bets from 14 per cent to 15 per cent.

The Budget pressures were recently exacerbated by the June Premiers’
Conference which resulted in a further reduction in the share of financial assistance
grants for New South Wales in 1992-93. Comments prior to the conference indicated
that the Commonwealth recognised the poor budget position of the States and the
inequitable nature of the current transfers from New South Wales and Victoria to the
other States. As a result, it was expected that the Commonwealth would provide "a
significant real increase” in the pool of financial assistance grants and modify the
Grants Commission’s 1992 Update Report recommendations. In the end, the
increase in financial assistance grants to New South Wales will be only 0.8 per cent
in 1992-93, a fall in real terms.




Against this background, tax increases were announced on 12 June 1992 for
tobacco and liquor licence fees, motor vehicle stamp duty, debits tax and racing tax.
This was a necessary step in order to contain the Budget deficit without cutting
expenditures on schools, hospitals, law and order and other community services.

The tax package announced on 12 June was designed to minimise the impact on
the business sector and target areas of significant social cost. As far as possible, the
tax measures have been designed to harmonise tax rates with other States. The
package is expected to raise $237.7 million in 1992-93 and $341.8 million in a full

year.

Details of the announced tax measures are as follows -

TOBACCO LICENCES

The rate has been increased from 50 per cent to 75 per cent in respect of
licences commencing on or after 28 July 1992. Since this licensing period relates to
sales during the month of June, and the increase was not announced until 12 June,
relief from the higher fee was provided in the form of an ex-gratia payment in respect
of sales prior to that date.

The Queensland Government has since indicated that it also intends to increase
tobacco tax to 75 per cent. However, since a definite date of implementation has not
yet been set, the existing NSW tobacco tax buffer zone will continue until the
Queensland initiative comes into effect. This will ensure that tobacco licensees along
the Queensland border are not disadvantaged. The tobacco tax buffer zone is broadly
consistent with zones 1 and 2 under the existing petroleum licence fee zones.
Retailers in zone 1 are entitled to an exemption of 100 per cent of the difference
between the rates applicable in New South Wales and Queensland and those in zone
2 are entitled to a concession of 50 per cent of the difference.

At the same time, there is some uncertainty about the tobacco tax rate to apply
in Victoria as the Opposition has indicated that, if elected in October, the increase to
75 per cent will be opposed.

The increase in the tobacco fee is expected to raise an additional $95.5 million
in revenue during 1992-93 and $100 million in a full year.

LIQUOR LICENCES

The liquor licence fee will increase from 10 per cent of liquor purchases to 13
per cent. In order to create an additional incentive to reduce the level of alcohol
consumed, a new, lower rate-of 7 per cent will be introduced in respect of purchases
of low alcohol beer containing 3.5 per cent by volume of alcohol or less.

The fee change will take effect for the instalment due on 15 May 1993 for the
licence period commencing on 16 January 1993. The instalment to be paid on 15
January 1993 will be made at the old rate of 10 per cent.

Because licensees of clubs have not been required to keep records of low
alcohol beer a transitional measure will be adopted for the May 1993 payment. This
will apply a statutory formula deeming 25 per cent of beer purchases to be low
alcohol beer.




It is expected that the increase from 10 per cent to 13 per cent will raise an
additional $26.5 million in revenue during 1992-93 and $53 million in a full year.
The cost to revenue of the new rate of 7 per cent for low alcohol beer is estimated to
be $4.5 million for 1992-93 and $9 million for a full year.

MOTOR VEHICLE STAMP DUTY

The stamp duty payable on the issue of a motor vehicle certificate of registration
was increased from 2 per cent to 2.5 per cent from 1 July 1992.

This measure will bring the duty into line with, or lower than, the duty m all
other States except Queensland.

The increase in the fee is expected to raise an additional full year’s revenue of
$49 million in 1992-93.

DEBITS TAX

As announced on 12 June 1992, the debits tax will be doubled from 1 January
1993. This will increase the tax payable per transaction from between 15¢ and $2 per
transaction to between 30c and $4 per transaction.

This measure is being taken concurrently with Victoria and South Australia and
is expected to raise an additional $55 million in 1992-93 and $132 million in a full

year.

RACING TAX

On 12 June 1992 it was announced that the tax on win/place/quinella totalizators
was to increase from 14 per cent to 15 per cent, effective from 2 July 1992. This
increase brought the tax into line with that in most other States.

However, following representations from the racing industry, the Government
requested that the Department of Sport, Recreation and Racing, Treasury and racing

industry representatives review the effects of the tax increase. As a result of this
review, the following alternative tax package has been developed -

o  Reduction in tax on win and place bets from 15 per cent to 14.25 per cent;
o  Retention of the 15 per cent commission on quinella bets;

o Increase in the rate of commission on doubles bets from 16 per cent to 17
per cent;

o Increase in the commission rate for exacta bets from 15 per cent to 17 per
cent; and

o  Reduce proportion of funds going to the Racecourse Development Fund.




Exacta is a new bet that will be introduced from 1 September 1992. The
reduction in the win and place bets will also be effective from that date, with the
remainder of the alternative tax package coming into effect soon after.

The increase in revenue from the above policy decisions (including 2 months of
the previously announced tax package) is estimated to raise $16.2 million in 1992-93.
Of this amount, the new tax package is expected to contribute $13.6 million in
1992-93 and $16.8 million in a full year.

Other Measures

In addition to the tax measures announced in the June package the following tax
reforms will also be introduced -

LAND TAX

In February 1992 the Government released a White Paper on Land Tax. This
Paper provided recommendations aimed at reducing volatility in land tax assessments
and ameliorating capacity to pay problems.

After considering community and industry submissions in response to the White
Paper, the following recommendations have been endorsed and will be implemented

in the 1993 land tax year -

Retention of site value as the base for land tax. In addition, a more active
approach will be taken to use tax rate changes to ameliorate the effects of
sudden large variations in land values.

Retention of the current proportional rate structure including a tax free
threshold.

. Basing land tax on a six month lag between the land valuation and tax
assessment date. This will involve the annual valuation of properties
subject to land tax. Under the previous valuation system properties were
revalued at intervals of between three and eight years. Between official
valuations, equalisation factors were used to derive land values for tax
purposes and this involved an 18 month lag between valuation (official or

derived) and tax assessment.

. Ensuring that assessed valuations reflect the impact of legally binding
orders of the Heritage Council of New South Wales and Local Environment

Plans, where this materially impacts on the property valuation.

o Ensuring that valuations which are used for land tax purposes will take into
account the impact of protected tenancies.

o Exempting from Land Tax owner-occupied properties exceeding the current
size limit in cases where planning provisions prevent subdivision of the
property from proceeding within a 5 year period.

» Extending the use of mediation for determining appeals in order to reduce
the cost of court determined appeals.




These reforms, together with the forecast average 30 per cent reduction in land
tax assessments for the 1993 tax year resulting in a reduction in forecast revenue
from $826 million in 1991-92 to $625 million in 1992-93, will be a major benefit to

taxpayers.

The Government will also give consideration to other land tax reforms when the
Budget position sufficiently improves. One of the possible reforms would be to
extend the land tax exemptions for boarding houses to other forms of low income
rental accommodation. Consideration will also be given to restoring land tax on
church owned commercial properties and returning proceeds to churches as tied
grants for humanitarian purposes.

PETROLEUM LICENCE FEES

Diesel Fuel Exemption Scheme

New South Wales provides an exemption from petroleum products licence fees
in respect of diesel sold for off-road purposes. The exemption is administered by
means of exemption certificates which enable consumers to purchase diesel for
off-road purposes free of the NSW licence fee component.

A modified exemption scheme is to be introduced from 1 July 1993. Under the
modified scheme, new certificates will be issued and all certificate holders will be
required to apply for a new certificate, which will be issued progressively over the
first half of 1993.

The modified scheme will be accompanied by administrative and penalty
provisions designed to minimise avoidance and evasion of State licence fees, while at
the same time ensuring that consumers who are entitled to the exemption are able to
obtain the concession without incurring an undue administrative burden.

Indexation of Surcharge

In line with the decision announced last year to index petroleum license fees to
the Consumer Price Index, the base component of the fee will increase from late
1992 to 3.81 cents per litre for motor spirit and 3.85 cents per litre for diesel fuel.
This will increase revenue by an estimated $5.4 million in 1992-93 and $7.2 million

in a full year.

Legislation was passed last year to extend the special 3 x 3 fuel levy for a
further three years and to index this component of the levy to the Consumer Price
Index from 1 October 1992. This policy change will increase collections by an
estimated $2.7 million in 1992-93 and $3.5 million in a full year.

All revenue from petroleum license fees will continue to be fully applied to
roads expenditure.

MOTOR VEHICLE TAXATION

The weight tax component of motor vehicle taxes will be indexed in 1992-93 by
the Consumer Price Index. This measure will apply from 1 January 1993 and will
effectively increase the weight tax rates by 2.9 per cent. This increase is estimated to
yield additional revenue of $8 million in 1992-93 and $16 million in a full year.




The Motor Vehicle Taxation Act and the Traffic Act were amended earlier this
year to remove the exemptions from payment of motor vehicle tax and registration
fees for motor vehicles owned by government departments and statutory authorities
with effect from 1 July 1992. This change is estimated to raise an additional $1.3
million per annum. A further $1.3 million from registration fees will be paid to
budget revenue from this source.

Again, the total amount collected from the weight tax will continue to be
dedicated to roads expenditure.

PAYROLL TAX

As a result of the abolition of the Education and Training Foundation (ETF), the
payment of payroll tax diversions (at the rate of 0.5 per cent) ceased from July 1992
(July being the last diversion payment to the ETF). This outcome will result in
additional revenue of $7 million in 1992-93 and $8 million in a full year.

A number of other minor tax amendments to the Payroll Tax Act will also
occur, including some concessions such as an exemption for -

o "exempt benefits" as defined in the Fringe Benefits Assessment Act of the
Commonwealth;

« employers’ superannuation contributions made in respect of contractors
(non-employees) under an industrial award, and

. "exempt wages" paid by an Aboriginal association under the Community
Development Employment Project Scheme administered by the
Commonwealth Department of Aboriginal Affairs.

STAMP DUTIES

A number of minor amendments will be made to the Stamp Duties Act, 1920.
The main initiatives include -

. An increase in the First Home Purchase Deferred Stam% Duty single
income eligibility limit from $27,000 per annum to $33,000 per annum
(came into effect on 1 January 1992);

. An exemption from duty for persons who transfer property into their joint
name to obtain finance to build a house;

. An exemption from duty where the parties to a divorce are required to
auction property and one of the parties acquires the property;

« An exemption from duty on a2 motor vehicle certificate of registration
issued to a Rural Land Protection Board; and

«  An exemption for securities traded as a hedge against futures contracts and
certain options.




HEALTH INSURANCE LEVY

The health insurance levy is a licence fee payable by health insurance
organisations to contribute toward the cost of ambulance services. The formula for
calculating the levy has been revised such that a flat rate per contributor will be
applied. The prescribed rate will be 53¢ per single contributor and $1.06 per week per
family contributor. The existing policy of indexing the rates by a price (CPI) and
earnings (AWE) index will be retained. This measure is estimated to raise $3.8
million in 1992-93 and $9 million in a full year.

It is estimated that this reform will increase the cost of single contributiori;é by
only $4.16 and $8.32 per annum for family contributions.

PARKING SPACE LEVY

In July 1992 a parking space levy was introduced which applies a $200 levy on
each car space in the central business district, Darling Harbour and North Sydney.
This tax is expected to raise $5.5 million in 1992-93.

1992-93 Estimates

Table 3.1 provides details of Budget Receipts for 1991-92 and 1992-93 and
shows changes between last year’s actual receipts and this year’s estimates. The
table is supported by a later section commenting on the principal revenue items.

Figure 3.1
BUDGET RECEIPTS, 1992-93

Current Specific General
Purpose Payments Purpose Payments
$2,251m 12.7% $3,715m 21.0%

Capital Specific
Purpose Payments
$1,190m 6.7%
Other Receipts
$699m 3.9%

Non Budget
Sector Enterprises
$980m 5.6%

Taxes, fees and fines
$8,868m 50.1%

Total $17,703




Table 3.1: Budget Receipts

1991-92
CATEGORY 1992-93
ESTIMATE ACTUAL ESTIMATE INCREASE
~$000 5000 — $000 %
CURRENT RECEIPTS
TAXES, FEES AND FINES
Stamp Dutles
Contracts and Conveyances 1,050,000 827,918 920,000 1141
First Home Purchase Scheme 42,000 43,137 42,500 () 1.5
Insurance 218,000 198,777 207,000 41
Remissions 4,500 7,210 12,000 66.4
Loan Securities 120,000 98,838 103,000 42
Share Transfers 145,000 144,712 155,000 71
Motor Vehicle Registration Certificates 188,000 175,575 246,000 40.1
Financial Institutions Duty 510,000 442 144 457,000 5.6
Hiring Arrangements 62,000 55,525 59,000 6.3
Leases 22,000 23,451 25,000 6.6
Deeds Agresments 3,000 2,513 2,500 -) 05
Adhesive Stamps 4,200 4,271 4,200 - 1.7
Other 8,720 9,687 11,450 18.2
2,377,420 2,033,758 2,254,650 10.9
Payroll Tax 2,477,231 2,339,175 2,444,318 45
Land Tax 737,000 825,913 625,000 (-)24.3
Deblts Tax 142,000 141,269 202,000 43.0
Taxes on Motor Yehicle Ownership and
Operation
Weight Tax 525,000 542,819 573,000 5.6
Drivers Licence Fees etc. 26,000 31,112 28,000 (-) 10.0
Vehicle Registration and Transfer Fees 129,500 123,217 128,700 4.4
Other 16,597 15,661 ) 16,374 4.6
697,097 712,809 746,074 4.7
Health Insurance Levy 49,000 45,855 48,000 47
Fire Brigades Lavy 131,411 130,635 132,136 1.1
Gembling and Betting
Raging 324,366 . 297,571 327,486 10.1
Poker Machine Taxation 296,292 293,183 303,700 3.6
Keno Tax 2,650 1,632 7,880 382.8
Soccer Football Pools 1,853 1,753 1,688 (-) 3.7
Lotteries and Lotto 185,762 196,620 199,500 1.5
Footytab Commission 1,500 1,639 1,857 133
Amusement Devices 59,204 65,474 67,140 2.5
871,627 857,872 909,251 6.0
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Table 3.1: Budget Receipts (con’t)

1991-92
CATEGORY 1992-93
TESTIMATE  ACTUAL  ESTIMATE  INCREASE
$000 $600 $0600 %
Licences
Petroleumn 464,000 446,171 471,000 5.6
Tobacco 407,000 388,340 488,000 25.7
Liquor 214,410 210,866 236,100 12.0
Other 4,697 4,688 5,715 2[1 9
N
1,090,107 1,050,065 1,200,815 14.4
Fees
Motor Dealers . 950 932 1,000 7.3
Firearms and Dangerous Weapons 3,632 1,119 3,000 168.1
Corporate Affairs 5,800 7,764 8,000 3.0
State Pollution Control Commission 7,935 5,795 7,000 20.8
Weights and Measures 1,600 1,442 1,600 11.0
Other 8.477 7,384 6,940 () 6.0
28,394 24,436 27,540 12.7
Finss 173,019 180,531 180,569 5.6
Other )
Government Guarantee of Debt 17,010 22,217 18,400 -y 17.2
Racecourse Development Fund 31,742 27,884 26,016 -) 6.7
Bush Fire Services Levy 10,745 10,682 14,740 38.0
Other 6,996 15,301 28,512 86.3
66,493 76,084 87,668 15.2
TOTAL, TAXES, FEES AND FINES 8,840,799 8,418,402 8,868,021 53
INCOME FROM NON BUDGET SECTOR
ENTERPRISES
Government Trading Enterprises
Dividends
Commercial Services Group 5,000 10,000 5,000 -) 50.0
Pacific Power 277,000 255,000 - 219,600 -) 13.9
Forestry Commission 11,000 5,500 ~)100.0
Land Titles Office 9,463 8,457 3,000 -) 64.5
Maritime Services Board 30,000 30,000 60,000 100.0
NSW Lotteries 10,000 -)100.0
State Transit Authori 58,400 58,350 -)100.0
Sydney Cove Authori 9,000 9,000 7,800 -) 12.2
Sydney Electricity 132,000 63,000 16,115 -) 744
Sydney Market Authority 600 600 800 33.3
Sydney Water Board 162,600 165,126 153,500 -y 7.0
Treasury Corporation 8,000 15,000 25,010 66.7
Waste Recycling and Processing Services 5,350 §,350 28,700 436.4
Zoological Parks Board 31
Government Insurance Office 28,280 27,900 {-)100.0
Tax Equivalents
Pacific Power 263,400
GIO 38,300 45,957 (-)100.0
Land Titles Office 10,800
Sydney Electricity 16,770
Treasury Corporation 31,980
Environmental Contributions
Sydney Water Board 17,056 21,000 23.1

775,024 726,296 863,575 18.9°




Table 3.1: Budget Receipts (con’t)
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1891-92
CATEGORY 1992-93
ESTIMATE ACTUAL ESTIMATE INCREASE
$000 $600 $000 %
INCOME FROM NON BUDGET SECTOR
ENTERPRISES - (con’t)
State Owned Corporations
Dividends
Grain Corﬁoration 6,000 6,000 (-)100.0
State Ban 4,000 17,294 5,500 é- 68.2
Hunter Water Corporation 5,070 5,070 3,200 -) 36.9
Tax Equivalents
Grain Corﬁoraﬁon 4,400 5,635 (-)100.0
State Ban 20,000 6,000
Hunter Water Corporation 307 4,800 n.a.
39,470 34,308 19,500 (-) 43.2
Conirlbutlons from Other Bodles
State Fleet Services 54,000 80,000
Public Servant Housing Authority 19,000 40,000 8,000 (-) 80.0
Macarthur Development Corp 20,000 5,000
FANMAC 852 852
Registry of Births, Deaths and
arriages 1,100 2,500 127.3
Department of Agriculture 350 8 100
State Rail Authority 7,777 -y 100
93,000 49,729 96,702 94.5
TOTAL, INCOME FROM NON BUDGET
SECTOR ENTERPRISES 907,494 810,331 870,777 20.9
GRANTS FROM COMMONWEALTH
Commonwealth General Purpose
Payment
Financial Assistance Grant 3,627,200 3,605,866 3,635,000 0.8
3,627,800 3,605,866 3,635,000 0.8
Commonwealith Speclflc Purpose
Payments
Legal Aid 35,818 35,818 37,041 3.4
Technical and Further Education 54,520 75,806 102,150 34.8
Schools 297,388 329,005 330,386 0.4
Medical Speciality Centres 7,941 9,597 8,024 (-) 164
Hospital Funding Grant 1,330,398 1,323,155 1,364,742 3.1
Hiﬂh Cost Drugs 13,756 11,396 9,267 () 18.7
Other Health Care Access 7,718 7,137 8,693 21.8
Drug Education 11,346 7,990 9,279 16.1
Funds to Combat Aids 17,226 9,656 17,483 81.1
Nurses Education 15,069 14,864 17,419 17.2
Gerlatric Assessment 10,613 10,183 9,479 (-) 6.9
Home and Community Care 112,289 113,016 122,346 8.3
Supported Accommodation Assistance 35,742 30,537 34,201 12.0
Rural Adjustment Scheme 48,765 48,765 45,360 .y 7.0
Mortgage and Rent Relief 10,533 12,458 10,533 -) 165
Debt Redemption Assistance 53,536 53,895 35,851 .) 33.3
Natural Disaster Relief 19,300 13,563 -)100.0
Company Regulation Compensation 39,364 38,647 40,045 3.6
Soil Conservation 5,480 5,443 6,066 11.4
Interstate Road Transport 6,000 8,849 7,000 8 209
Other 47,337 46,837 35,154 -) 249
2,180,139 2,206,617 2,250,619 2.0
TOTAL, GRANTS FROM
COMRMONWEALTH 5,808,039 5,812,483 5,885,619 1.3




Table 3.1: Budget Receipts (con’t)
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1991-92
CATEGORY 1902-93
ESTIMATE ACTUAL ESTIMATE INCREASE
$000 $000 $000 %
OTHER CURRENT RECEIPTS
Crown Recelpts
Sale of homesites 48,567 66,287 59,131 {-) 10.8
Leases 26,956 24,811 26,161 54
Royalties 145,550 141,697 148,300 47
Unclaimed Racing Dividends 12,114 12,114 12,114 9.
Fire Brigades levy on Local Government 18,431 17,642 22,024 248
Statutory Authorities - Interest 42,894 38,472 10,160 (-) 73.6
Interest on Crown Funds 57,657 56,117 90,000 60.4
Department of Housing - Interest 91,097 82,784 81,816 -) 1.2
Other Interest 33,062 32,177 20,819 -) 35.3
Electricity Development Fund Contribution 16,800 16,780 29,000 72.8
Other Crown Receipts 16,253 24,127 20,443 (-) 15.3
Agency Recslpts
rants from Agencies 23,349 22,262 24,878 11.8
Donations and Industry Contribution 38,573 50,805 35,226 -) 30.7
Interest on agency cash balances 28,460 22,166 19,178 -) 13.5
Other departmental receipts 88,053 58,149 89,103 53.2
TOTAL, OTHER 682,816 666,290 688,353 33
TOTAL, CURRENT RECEIPTS 16,239,148 15,707,506 16,421,770 4.5
CAPITAL RECEIPTS
GRANTS FROM COMMONWEALTH
Commonwsealth General
Purpose Payment 98,700 79,756 80,000 0.3
Commonwealth Speclflc
Purpose Payments
Schools 75,015 75,942 67,200 {-) 11.5
Technical and Further Education 67,476 54,497 20,149 65.4
Teaching Hospitals 15,077 9,236 9,323 0.9
Public Housing 258,913 258,913 266,383 2.9
Pensioner Housing Grants 18,520 18,520 18,520
Housing Assistance for Aborigines 17,777 17,777 17,777
Natural Disasters 30,030
Badgery's Creek Road Upgrading 9,000 9,000 {-) 100.0
Australian Roads Development Program 472,795 481,490 802,561 25.1
Housin 21,825 21,825 21,825
Building Better Cities 46,680
Other 16,220 - 16,436 19,687 19.8
972,618 963,636 1,190,135 23.5
TOTAL, GRANTS FROM
COMMONWEALTH 1,071,318 1,043,392 1,270,135 21.7
OTHER CAPITAL RECEIPTS 11,528 11,620 10,800 =) 741
TOTAL, CAPITAL RECEIPTS 1,082,846, 1,055,012 1,280,935 21.4
TOTAL, RECEIPTS 17,321,994 16,762,518 17,702,705 56




CURRENT RECEIPTS

Estimated current receipts in 1992-93 is $16,421.8 million, an increase of
$714.3 million or 4.5 per cent on 1991-92.

Taxes, Fees and Fines - Estimate $8,868.0 million. Increase 5.3 per cent.

The two major sources of taxation are payroll tax and stamp duties, together
contributing 53 per cent of the State’s tax collections. While payroll tax is a
relatively stable tax, the total stamp duties collected varies significantly from year
to year as its components are affected differently by the business cycle. In the
1980’s stamp duty collections grew strongly, mainly reflecting the share market
boom (until October 1987) and the real estate boom (until late 1988). Since then,
stamp duties have fallen significantly, following the downturn of both the
property market and the economy.

Figure 3.2

STATE TAX RECEIPTS, 1992-93

Payroll Tax
Stamp Duties JEEmmmE $2,444m 27.6%
$2,255m 25.4% ) ;
)
I
// \
/ //// STRARILLA ! Fees and Fines

$218m 2.5%
Other $470m 5.3%

o ;-(;:;HC;E: s >"  Land Tax $625m 7.0%
f D70 g

Motor Venhicle lax

Gambling and Betting $746m 8.4%
m 8.4%

$909m 10.3%
Total $8,868m

Details of the bases, rates and concessions for the principal tax items are
shown in Table 3.2 at the end of this section.
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Figure 3.3
TAXATION RECEIPTS
(Percentage change on previous year)
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Motor Vehicle Tax

Stamp Duties - Estimate $2,254.7 million. Increase 10.9 per cent.

The main components are as follows -

Contracts and Conveyances .....
First Home Purchase ...........
Insurance ....................
Loan Securities ...............
Share Transfers ...............
Motor Vehicle Registration
Certificates . ...............
Financial Institutions Duty .......
Hiring Arrangements ...........

Leases
Other

1991-92 1992-93
Actual Estimate = Change
$m $m %
827.9 920.0 11.1
43.1 42.5 (-) 1.5
198.8 207.0 4.1
98.8 103.0 4.2
- 1447 155.0 7.1
175.6 246.0 40.1
442 .1 467.0 5.6
55.5 59.0 6.3
23.5 25.0 6.6
23.8 30.2 26.9
2,033.8 2,254.7 109
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Figure 3.4

STAMP DUTY RECEIPTS

(Percentage change on previous year)
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° Contracts and Conveyances

A further improvement in the residential property market is expected during
1992-93 in line with economic recovery, the stabilisation of the unemployment rate
and the continuation of low interest rates. The projected growth is primarily based
on a higher volume of sales, with a small increase in real dwelling prices. Activity
is expected to remain strongest at the bottom end of the residential sector.

During 1991-92, revenue from commercial property transfers continued to be
affected by excess quantities of stock. With the exception of the retail sector,
turnover is expected to remain slow during 1992-93, with little if any increases in
sale prices. Consequently, the contribution of commercial property sales to total
revenue is likely to stay well below its historical average.

o First Home Purchase Scheme

Applications are predicted to increase in line with the growth in contracts and
conveyancing receipts. However, revenue is expected to decline marginally as a
result of the high percentage of home buyers who have taken up the recently
introduced discount options on payment of duty.
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Insurance

©

Moderate growth in underlying receipts is projected on the basis of increases
in asset values, the likelihood of real premium increases as insurance companies
attempt to restore profitability and volume growth as the economy recovers. The
major constraints on revenue growth relate to the likely continued rationalisation of
the insurance industry and the non-renewal of high risk policies, together with the
$100 million premium rebate being offered to NRMA policy holders.

o Loan Securities

Collections relating to residential property lending are expected to grow
relatively strongly during 1992-93. However, approximately two-thirds of receipts
are associated with non-residential loans, for which only modest growth is forecast.

o  Share Transfers

Following strong growth last year, revenue is expected to improve further in
1992-93 in line with the pick up in economic activity, relatively low interest rates
and the improvement in corporate profitability.

o  Motor Vehicle Registrations

The high forecast growth rate is mainly attributable to the increase in the tax
rate from July 1992, estimated to add $49 million in the current year. The policy
adjusted rate of growth in collections is 11.7 per cent.

Underlying revenue will benefit from increased motor vehicle sales and
prices, the latter being expected to outstrip general price rises due to a lower
exchange rate.

o  Financial Institutions Duty

During 1991-92, receipts were adversely affected by several factors
including the recession and negative credit growth. During the course of this
year, collections are forecast to increase in-line with nominal Gross State Product,
with growth being constrained by the ‘subdued outlook for lending. Monthly
receipts declined during the course of 1991-92, resulting in a low base level of
receipts for 1992-93. As a result annual revenue growth will be modest during

1992-93.

o  Hiring Arrangements

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

o Leases

Receipts are expected to increase only marginally in 1992-93. The major
factor underlying this forecast is the current excess stock of commercial property,
a situation which will restrain any growth in rental values.
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Payroll Tax - Estimate $2,444.3 million. Increase 4.5 per cent.

Revenue collected from payroll tax is estimated at $2,800 million, an
increase of 3.7 per cent and has been offset under Government Finance Statistics
principles, by payroll tax payments made by Budget Sector agencies.

During 1991-92, revenue was significantly affected by the fall in State
employment, relatively low wage growth and disproportionately high labour
shedding in firms above the payroll tax threshold. Employment and average
weekly earnings are forecast to grow jointly by 4.1 per cent, compared with 1.2
per cent last year; however, as a result of the lower base at the end of 1991-92
associated with labour shedding, annual underlying revenue is predicted to grow
by only 2.9 per cent.

LLand Tax - Estimate $625.0 million. Decrease 24.3 per cent.

Following the freezing of land values for the 1992 land tax year (at the same
level as 1991 values), receipts will be adversely affected by the new valuation
system which has substantially reduced the lag between land valuation dates and
tax assessment dates. Tax payments for the 1993 land tax year will be based on
land values as at 1 July 1992. Given the significant decline in the average value
of commercial land, which comprises the major component of the land tax base,
receipts will fall significantly in 1992-93.

Figure 3.5 demonstrates that in real terms total land tax assessments in 1993
will be virtually the same as in 1988, before the property boom impacted on land
tax assessments.

Figure 3.5

LAND TAX BASE, YEAR ENDED 30 JUNE

(Payments expressed in real terms, 1992 base;
Percentage change on previous year)
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Debits Tax - Estimate $202.0 million. Increase 43.0 per cent.

The doubling of the tax rate from January 1993 is estimated to yield
additional revenue of $55m in 1992-93. The policy neutral rate of growth in
receipts is 4.1 per cent.

Although underlying revenue is positively related to economic activity, its
growth potential is adversely affected by the nature of the rate scale, namely a flat
amount of tax within each of several broad tax bands.

Health Insurance Levy - Estimate $48.0 million. Increase 4.7 per cent.

Underlying revenue is expected to grow only modestly, since additional
receipts associated with the indexation of the tax rate will be largely offset by the
falling percentage of the population who are opting to take out health cover.

Taxes on Motor Vehicle Ownership and Operation - Estimate $746.1 million.
Increase 4.7 per cent.

The category comprises -

»  motor vehicle "weight" tax and related items;
o drivers’ and riders’ licence fees; and

» motor vehicle registration fees.

Details of the principal rates of these fees and taxes appear in Table 3.1
"Principal Rates of Tax".

o  Motor Vehicle Weight Tax - Estimate $573.0 million. Increase 5.6 per
cent.

The estimate reflects the increase in tax rates introduced from 1 January
1992, averaging 4.9 per cent, and allowance for a further increase of 2.9 per cent
from 1 January 1993. It has been assumed that the slowdown in economic activity
will continue to reflect in a lower level of growth in vehicle registrations than has
been the case in recent financial years.

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

° Drivers and Riders Licence Fees - Estimate $28.0 million. Decrease 10.0
per cent. ‘

Since the introduction of photo licences from mid 1988-89, eligible drivers
and riders have been able to renew their licences for periods up to 5 years.
Following the initial boost to Budget revenue in the first two years of operation,
the revenue has since declined because of the cyclical impact on renewals. The
estimate also reflects the average increase in fees of 4.2 per cent effective from 1

July 1992.
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Motor Vehicle Registration and Transfer Fees - Estimate $128.7 million.
Increase 4 4 per cent.

o

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

o  Other Motor Vehicle Fees - Estimate $16 .4 million. Increase 4.6 per cent.

The estimate reflects increases in driving examination fees and heavy
vehicle inspection fees from 1 July 1992.

Gambling and Betting - Estimate $909.3 million. Increase 6.0 per cent

o Racing - Estimate $327.5 million. Increase 10.1 per cent.

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

Bookmakers Taxation Act, 1917.

The predicted increase is largely due to changes in commission rates which
are explained in the Tax changes section of this chapter.

o  Poker Machine Tax - Estimate $303.7 million. Increase 3.6 per cent.

Poker Machine tax is assessed on profit derived from machines. Industry
sources have indicated that there will be little growth in poker machine gaming
throughout 1992-93 due to the current economic climate and as a result only
marginal growth in revenue is forecast.

o Approved Amusement Devices - Estimate $67.1 million. Increase 2.5 per
cent.

Revenue collected in 1991-92 was above forecast by 10.6 per cent, mainly as
a result of increased numbers of machines and an increase in player participation.
This is not expected to continue in 1992-93 due to the general economic trend and
player patronage levelling off. ’ ‘

. Lotteries and Lotto - Estimate $199.5 million. Increase 1.5 per cent.

~ The estimate reflects an expected slowdown in the rate of increase in overall
sales. This is associated with the likely increase in the range of competitive forms
of gambling including the continued expansion of Keno into registered clubs and
the difficult prevailing economic conditions.

26 Collection trends in revenue from gambling generally are shown in Figure
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Figure 3.6

GAMBLING AND BETTING REVENUE

(Percentage change on previous year)
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Licences - Estimate $1,200.8 million. Increase 14.4 per cent.

o  Petroleum Licences - Estimate $471 million. Increase 5.6 per cent.

Revenue growth is forecast to pick up in line with improved economic
activity and unchanged real petrol prices. The underlying rate of increase in
receipts is expected to match that of Gross State Product, following two years of
negative consurnption growth. I

The surcharge component of the licence fee is to'be indexed to the Sydney
Consumer Price Index from October 1992. This policy change will increase
collections by an estimated $2.7m in 1992-93 and $3.5m in a full year.

o  Tobacco Licences - Estimate $488.0 million. Increase 25.7 per cent.

The high growth rate is due to the fact that 11% months of collections will
be at the higher tax rate of 75 per cent. This policy change is expected to generate
an additional $95.5 million in 1992-93 and $100 million in a full year.

Underlying revenue is expected to increase only marginally this year.
Positive contributions to receipts will come from general price increases,
population growth and the recent increase in the Commonwealth Government’s
rate of excise duty. These factors are expected to be largely offset by the
continued shift to larger packs of cigarettes and attitudinal changes.
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o  Liquor Licences - Estimate $236.1 million. Increase 12.0 per cent.

The increase in revenue relates mainly to the change in the liquor licence
fees. For 1992-93 the change will be effective from the 15 May 1993 instalment
and the full impact of the rate change will take effect from 1993-94 onwards.
Industry sources have predicted that demand for liquor will remain stable and
figures from the Australiam Bureau of Statistics have shown that liquor
production is down.

Fines - Estimate $190.6 million. Increase 5.6 per cent.

The main receipts under this heading relate to fines under the Motor Traffic
Act (estimate $174.4 million - an increase of 6.6 per cent). The bulk of these are
collected by the Police Service through on the spot infringement notices issued by
Police and Parking Patrol Officers.

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

From 1991-92 the fines raised by the Roads and Traffic Authority from mass
overload of heavy vehicles fines (estimate $8.9 million in 1992-93) are required
under the net appropriation system to be paid into the Consolidated Fund and an
equivalent amount being appropriated to the Roads Program as contribution
towards the costs of repairing damage done by overloaded trucks.

Income from Non Budget Sector Enterprises - Estimate $979.8 million.
Increase 20.9 per cent.

Dividends represent a return on State Government equity and combined with
tax equivalents are a key element in Government’s policy of creating a
commercial operating environment for Government businesses. Payments from
the State Bank, Hunter Water Corporation Pacific Power, Sydney Electricity and
the Land Titles Office all include corporate tax equivalents. A number of
enterprises also pay sales tax equivalents.

The increase in estimated revenue over 1991-92 is largely due to
significantly higher dividend and tax equivalent payments from Pacific Power (a
87 per cent increase over 1991-92). This increase is due mainly to the
introduction of a notional corporate and sales tax regime and the significant
improvement in Pacific Power’s 1991-92 profit. = Other major dividend
contributions are expected from Maritime Services Board, Sydney Water Board
and Treasury Corporation.

Effective for the 1991-92 income year and payable in 1992-93, the income
tax equivalent payment system has been extended to Pacific Power, Sydney
Electricity, Land Titles Office and Treasury Corporation.
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These increases are partially offset by the reduction in dividend and tax
equivalent receipts from GIO and Grain Corporation. This is due to the
privatisation of these two organisations. Due to the changes in Government
policy for funding State Transit Authority’s concessions, CSOs and redundancy
payments, the STA is expected to operate on a breakeven basis for 1992-93 and
therefore will not be paying any dividend in this year, although dividends may be
payable in future years. This reduction in dividend will be offset by a
corresponding reduction in Budget support and will have no net impact on the
Budget.

Figure 3.7

INCOME FROM NON BUDGET SECTOR ENTERPRISES

(Percentage change on previous year)
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Contributions from bodies other than Government Trading Enterprises and
State Owned Corporations are estimated at around $96.7 million in 1992-93. This
includes a payment by the State Fleet Services of $80 million which is sourced
from the sale and lease back of motor vehicles.

Total contributions from Government Trading Enterprises, State Owned
Corporations and other Bodies have increased significantly in the five years since
1987-88 as demonstrated in figure 3.7 above. In that year, contributions from
State Instrumentalities were $129.0 million, 1.0 per cent of total Budget receipts.
In 1992-93: contributions are expected to total $979.8 million, 5.5 per cent of total
revenue.




Grants from Commonwealth

o  Financial Assistance Grant - Estimate $3.635.0 million. Increase 0.8 per
cent
New South Wales’ financial assistance grant in 1992-93 is expected to
increase by 0.8 per cent in nominal terms, This represents a reduction, in real
terms, of $47 million or 1.3 per cent compared with 1991-92. This reduction was

due largely to the Premiers’ Conference decision to fully implement the
Commonwealth Grants Commission’s recommended relativities.

Figure 3.8

COMMONWEALTH FINANCIAL ASSISTANCE GRANTS

(Percentage change on previous year)
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Past years in Figure 3.8 have been adjusted for the transfer by the
Commonwealth of different taxing powers to the States (mainly Debits tax and
payroll tax paid by Commonwealth Government Trading Enterprises).

o  Commonwealth Payments for Specific Recurrent Purposes - Estimate
$2,250.6 million. Increase 2.0 per cent.
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Figure 3.9
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.

Other Revenue

o  Sale of Homesites - Estimate $59.1 million. Decrease 10.8 per cent.

Revenue is generated by the Department of Conservation and Land
Management from the sale of Crown land for the purpose of rural residential and
statewide industrial, commercial and tourist developments. Residential development
of Crown land in metropolitan areas is undertaken by the Department of Housing.




The Department of Conservation and Land Management also collects annual
instalments relating to the terms purchase of undeveloped Crown Land and generates
revenue from leases, licences and permissive occupancy’s on Crown land. Total
receipts are forecast to decline in 1992-93 as the recent trend in conversions of
existing leases following changes to the Crown Lands Act 1989, is not anticipated to
continue in 1992-93. :

o  Royalties - Estimate $148.3 million. Increase 4.7 per cent

The forecast increase in royalties is mainly attributable to anticipated increase in
coal sales. Higher metal prices combined with lower value of the Australian dollar
will also have a small impact.

o  Interest on Crown Funds - Estimate $90.3 million. Increase 50.0 per cent

Under Government Finance Statistics principles the 1992-93 estimate includes
interest received on Budget and Non Budget Sector agency working accounts. After
adjusting for interest received in 1991-92 on these accounts interest on Crown funds

has declined by 6.8 per cent in 1992-93.
o  Electricity Development Fund Contribution - Estimate $29.0 million.
Increase 72.8 per cent

The Minister for Energy has approved of an increased contribution from the
Electricity Development Fund.
o  Statutory Authorities - Interest - Estimate $10.2 million.

Decrease 73.6 per cent

The estimate has declined by 73.6 per cent following the repayment of advances
in 1991-92 by a number of Statutory Authorities.

CAPITAL REVENUE

Estimated capital revenue is $1,280.9 million an increase of $225.9 million or
21.4 per cent on 1991-92. :

Commonwealth General Purpose Capital Payments - Estimate $80.0 million.
Increase 0.3 per cent.

The General Purpose Capital Payment is made under the Financial Agreement
of 1927. The Commonwealth at Loan Council each year sets the level of payment.

The Commonwealth in its 1992-93 Budget Paper included the "Building Better
Cities Program” as part of general purpose capital payments. In view of the fact that
these payments are tied to specific purposes this is regarded as incorrect and
misleading classification. Accordingly, in this Budget Paper this payment has been
classified as a Specific Purpose Payment.
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Commonwealth Payments for Specific Capital Purposes - Estimate $1,190.1
million. Increase 23.5 per cent

The Commonwealth provides payments to the States for specific capital
purposes under Section 96 of the Commonwealth Constitution. Payments to the
States are made under terms and conditions determined by the Commonwealth.

Additional funding of -$123.3 million have been provided under the Roads
program with an additional $90 million being provided for Local Roads and $20
million for Road "Black Spots™.

In addition to the above the Commonwealth is to provide $46.7 million for the
Building Better Cities Program. The grants will be allocated to specific capital
projects which have been the subject of Commonwealth-State negotiations. There
are no specific financial arrangements related to the program but the nominated
projects will receive State financial support in addition to Commonwealth grants.
Program expenditures will be accounted for in the Capital Program Estimates.

The other major Specific Purpose Capital Payments are made for Housing and
Education.
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32 FORWARD ESTIMATES OF BUDGET RECEIPTS

Introduction

Information in this section provides estimates of Budget receipts for the period
1992-93 to 1994-95 by major receipt category. This information has been provided to
give a proper appreciation of the factors impacting on the future receipts.

Overall for the three year period 1992-93 to 1994-95 Budget receipts are
projected to increase b}r 3.6 per cent per annum, a real increase of 0.5 per cent per
annum. This is a very low real increase relative to the experience of the 1980s and is
due to subdued property market conditions, slow economic recovery and continued
low growth in Commonwealth payments to New South Wales.

Table 3.3 provides details of receipts for the period 1992-93 to 1994-95. The
table is supported by a preceding section commenting on the major receipt categories.

Recurrent
TAXES, FEES AND FINES

Stamp Duties

o Contracts and Conveyances

Following stronger activity in the residential property market during 1992-93,
the value of turnover is predicted to continue rising in line with improved economic
and labour market conditions. The top end of the Sydney housing market should
experience the most significant improvement following a prolonged downturn. The
oversupply of commercial property is likely to remain until at least mid decade, prior
to which only modest growth in the value of turnover can be expected.

In comparison with the previous property market boom, the predicted growth
rates are relatively subdued, due to a combination of factors including: the expected
fall in the migrant intake; low inflation which will discourage speculative investment;
and the lack of a trigger for a speculative housing boom.

° Other Stamp Duties

Receipts are expected to grow reasonably strongly over the period to 1994-95.
In pasticular, improved economic activity will have a positive impact on financial
institutions duty, loan security and insurance receipts, with the first two taxes also
benefitting from higher credit growth. These effects will be partially offset by a fall
in revenue from share transfer duty, following the phased abolition of this tax.




Payroll Tax

Revenue will benefit from improved employment growth beyond 1992-93.
State employment and average weekly earnings are forecast to increase jointly by
around 7 per cent in each of 1993-94 and 1994-95.

However, projected annual revenue growth rates are around three percentage

points less than those of the late 1980s, primarily as the result of lower wage growth.

expectations.

Land Tax
Revenue will continue to be adversely affected by significantly lower

commercial land values than were experienced during the previous property boom. In
comparison with the 1991-92 result, receipts are projected to be almost $300m less in

real terms in 1994-95.
Business Franchise Licences

| Following relatively strong growth in 1992-93, the underlying rate of increase
in petroleum revenue is expected to fall below that of GSP, with an additional
contribution to receipts coming from indexation.

Tobacco receipts are expected to benefit from price and population increases.
However, rates of growth are not expected to match those of the 1980s due to lower
growth of these factors in addition to changing preferences.

Abstracting from the tax rate increase in 1992-93, revenue from liquor licences
is only expected to increase marginally due to low demand growth.

Tax on Motor Vehicle Ownership and Operation

o Motor Vehicle Weight Tax

The forecast tax revenues reflect the limited growth in total vehicle numbers
anticipated for 1993-94 and 1994-95.

o Drivers and Rider Licence Fee

The forecasts reflect the cyclical impact of drivers and riders being able to
renew licences for periods of 1, 3 or 5 years, with significant increases in 1993-94 and
1994-95 due to anticipated renewals of the first 5 year licences issued.

o Motor Vehicle Registration, Transfer and Other Fees

The assumed limited growth in vehicle numbers is also reflected in the forecast
of these receipts.

Other Taxes, Fees and Fines

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




OTHER STATE RECEIPTS

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

In 1993-94, payments from State Instrumentalities are projected to decline by
0.3 per cent to $977 million and to decline by a further 25.5 per cent in 1994-95 to
$727 million.

The lower 1994-95 forecast, in comparison with preceding years, reflects the
absence of above normal payment (special dividend) from Pacific Power.

Other State Receipts

The estimates for 1993-94 are projected to decline 15.9 per cent due to interest
received on Crown funds being affected by the projected deficits and to the uneven
flows of repayments of advances

COMMONWEALTH FUNDED RECEIPTS

Financial Assistance Grants

Financial Assistance Grants are projected to increase by 2.2 per cent in 1993-94
and 2.4 per cent in 1994-95, a real decline of 0.9 and 1.1 per cent respectively. This
reflects the net impact of the assumptions that the overall pool of Financial Assistance
Grants will increase by 1.0 per cent in real terms but that the share going to New
South Wales will decline due to the impact of the fiscal equalisation process.

Specific Purpose Payments

Specific Purpose Payments are projected to decline in real terms over the
period to 1994-95 due to a nominal provision for natural disasters and reductions in
the estimates for debt redemption assistance.

Capital
COMMONWEALTH FUNDED RECEIPTS

General Purpose Grant |

Under the Financial Agreement of 1927, the Commonwealth at Loan Council
each year sets the level of general purpose capital payments. It is assumed the amount
remains unchanged in norminal terms.




Specific Purpose Payments

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

public housing and roads.

Commonwealth specific purpose capital payments in 1992-93 are estimated at
$1,190 million, including $325 million in housing grants under the Commonwealth-
State Housing agreement and roads grants of $568 million under the Land Transport
Development Program, which has been boosted by funding announced in:the
February 1992 ‘One Nation’ statement. Also included is $47 million under the
‘Building Better Cities’ program. Total estimated payments of $1,190 million
represent an increase of $227 million or 23.6 per cent over the previous year.

for the forward years the amounts payable under individual agreements have
been provided for or, where forward information is not available, the amount has been

indexed in line with general inflation.
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Table 3.3: Budget Receipts 1991-92 to 1993-94

1991-92 1992-93 % 1993-94 % 1994-95 %
$m $m $m $m
CURRENT RECEIPTS
Taxes, Fees and Flnes
Stamp Duties -
Contracts and Conveyances 828 920 11.1 1,100 19.6 1,240 12.7
Insurance 199 207 4.0 228 10.1 244 7.0
Motor Vehicle Registrations 176 246 39.8 266 8.1 268 0.8
Financial Institutions Duty 442 467 5.7 502 7.5 538 7.2
Share Transfers 145 155 6.9 83 (-)46.5 55 (-)33.7
Other 244 260 6.6 272 4.6 296 8.8
Payroll Tax 2,339 2,444 45 2,661 8.9 2,876 8.1
Land Tax 826 625 (-)24.3 577 () 7.7 614 6.4
Tax on Motor Vehicle
Ownership and Operation 713 746 4.6 807 8.2 909 126
Gaming and Betting 858 909 5.9 950 4.5 994 4.6
Business Franchise Licences 1,050 1,201 14.4 1,258 47 1,302 3.5
Other 598 688 15.1 788 14.5 813 3.2
Total, Taxes, Fees and Flnes 8,418 8,868 5.3 9,492 7.0 10,148 6.9
Income from Non Budget Sector
Enterprises
Government Trading Enterprises 726 864 19.0 875 1.3 709 (-)19.0
State Owned Corporation 34 20 (-}41.2 33 65.0 9 (-)72.7
Other Bodies 50 97 94.0 69 (-)28.9 9 (-)87.0
Total, Income from Non Budget 810 980 21.0 977 (-) 0.3 727 (-)25.6
Sector Enterprises
Grants from Commonwealth
Financial Assistance Grant 3,606 3,635 0.8 3,715 22 3,806 2.4
Specific Purpose Payments 2,207 2,251 20 2262 0.5 2,318 25
Total, Grants from 5,812 5,886 1.3 5,977 1.5 §,124 2.5
Commonwaalth
Other 666 688 3.3 579 (-)15.8 584 0.2
TOTAL, CURRENT RECEIPTS 15,708 16,422 45 17,025 3.7 17,584 3.3
CAPITAL RECEIPTS
Grants from Commonwealtih
General Purpose Grant 80 80 80 80
Specific Purpose Payments 964 1,190 23.4 1,019 (-)14.4 966 (-) 5.2
Total, Grants from
Commonwealih 1,043 1,270 21.8 1,009 (-)13.5 1,046 (-) 4.8
Other Capltal Receipts 12 11 () 83 11 10 (<) o1
TOTAL, CAPITAL RECEIPTS 1,055 1,281 214 1,110 (-)13.3 1,056 (-} 4.2
17,703 5.6 18,134 2.4 18,641 28

TOTAL, RECEIPTS 16,763
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4.1 TOTAL RECURRENT PAYMENTS BY
FUNCTIONAL AREA

Total recurrent payments are projected to increase by 2.0 per cent in 1992-93, a
real decline of 0.1 per cent. ‘

Total payments for recurrent services on a broad functional basis (by policy
area) are shown in Figure 4.1 together with the share of the total budget for the
respective areas. These figures are derived from the "Blue Pages" summary showh in
the Appendix to this Budget Paper and are prior to the adjustments shown in that
summary to remove intra-sector transactions (e.g. payments by one agency to
partially fund another’s program or payments of payroll tax which form an offset to
current receipts).

Figure 4.1

TOTAL CURRENT PAYMENTS, 1992-93
BY POLICY AREA

General Administration
and Other 7.8%
$1,312m

Law, Order and Public
Safety 11.1% $1,874m

Crown Debt Charges
10.2% $1,733m

Economic Services 9.1%
$1,542m

Recreation and "5’%‘5"“""}’" Education 27.3%
$4,601m

Culture 1.7% $294m §E5%

72
Housing and Community
Services 1.0% $162m

Welfare 6.3% $1,067m

Health 25.5%
$4,308m

Total = $16,893m

The most apparent characteristic of the information on total recurrent payments
by policy area, is the high proportion that are either in areas of high Government
priority and social need or are contractually committed. In aggregate, the policy
areas of law, order and public safety, education and health together with debt charges
and superannuation account for 79 per cent of total recurrent payments.

Over the period since 1988-89, there have been some significant shifts in the
share of various policy areas in total recurrent payments, as shown in Figure 4.2.




Figure 4.2

MOVEMENT IN TOTAL RECURRENT PAYMENTS, BY POLICY AREA
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The most notable features of Figure 4.2 are -

o

the increase in the share of total payments going to the Education area,
reflecting increased retention rates and the increase in the per capita
allowances to non State schools;

the increase in the share going to Welfare Services, reflecting growth in
funding for joint Commonwealth/State schemes (such as the Home and
Community Care Program and the Supported Accommodation Assistance
Program) and, in 1991-92 and 1992-93, the special Recession Support

initiative;

the substantial decrease in the Economic Services area, reflecting reduced
subsidies to the transport authorities; and

the substantial decrease in the General Administration area, reflecting
reductions on debt costs.

The following Sections 4.1.1 to 4.1.9 provide more detailed information on total
recurrent payments by policy area. Information is provided on payment trends,
recent developments and an outline of the total recurrent payments for 1992-93 and
key issues and initiatives to be addressed in the Budget year.
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4.1.1 LAW, ORDER AND PUBLIC SAFETY

Coverage

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

Expenditure Trends

Significant real growth in funding for the law, order and public safety area has
occurred over the past five years as illustrated in Figure 4.5. This trend is reflective
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.

The increased level of expenditure in the Police policy sector in recent years is
due mainly to the increase in police numbers over the period, which has had
substantial spillover impacts in the courts and corrective services areas. Significant
cost increases in recent years in the Law Courts and Legal Services policy sector will
begin to level out in 1992-93 due to the completion in 1991-92 of the three year, $15
million court delay reduction program. The Corrective Services policy sector has
experienced growth in expenditure as prison population has risen rapidly due to
increased rates of reception as well as longer effective sentencing practices. This
growth is despite the increasing emphasis on alternatives to full time imprisonment.
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’ Figure 4.3
LAW, ORDER AND PUBLIC SAFETY

(Payments expressed in real terms, 1992-93 base;
Percentage change from previous year)
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Total payments for law, order and public safety will increase by 15.2 per cent in
real terms over the five year period to 1992-93 with a projected real decrease in the
current year of 1.4 per cent.

Recent Developments

POLICE

The Police Service has entered into a new era in which the emphasis is on its
relationship with the community. The new approach is characterised by quality of
service provision to the community, the level of local police visibility and
participation in genuine problem solving partnerships with the community.

The Police Service’s vision of achiéving the Safest Streets in Australia
continues to be appropriate to the needs and expectations of the community and the
government.

“Community Based Policing remains the operational strategy of the Police
Service and is already orientated towards serving the community. Community Based
Policing needs to be sensitive to the cultural modes of minority groups such as
Aborigines and people of non-English speaking backgrounds. ’

LAW COURTS AND LEGAL SERVICES

The major review of courts administration undertaken during 1988-89 identified
the main causes of delay in the system and developed strategies to both address the
problem of court backlogs and to reduce arrears to an acceptable level. A specific
provision of $5 million was made in each of the past three years to enable the
implementation of a number of initiatives to overcome the immediate backlog
problem.




The increased funding enabled the appointment of additional Acting Judges and
Magistrates, increases in staffing in key areas, the extension of arbitration and
mediation schemes and the development of management information systems. These
initiatives achieved significant reductions in court backlogs; particularly successful
were the Acting Judge schemes and the pre trial conference and arbitration programs.

The new Burwood, Byron Bay, Campbelltown and Wyong court complexes
came on stream in 1991-92 and are playing an important role in the continuing
reduction of court backlogs. Additional resources were accordingly provided for
courts’ operations and the Office of the Director of Public Prosecutions.

During 1991-92 administration of Community Corrections Services was
transferred from the Department of Corrective Services to the Department of Courts
Administration. These services provide information at the pre-sentence stage on an
offenders background as well as the supervision of convicted offenders who have

been sentenced to conditional liberty.

A further development. was the establishment under new legislation of the
Industrial Court within the Department of Courts Administration, replacing the
former Industrial Commission. These developments, along with a greater emphasis
on strategic planning within the Department of Courts Administration, are aimed at
providing more effective administration of the courts and improving linkages
between courts and corrective services.

In the past financial year the Judicial Commission has continued to implement a
computerised Sentencing Information System and expanded its program of
continuing judicial education.

Legal Aid Commission services are now provided to the new courts at
Campbelltown and Burwood and additional services to District Court Criminal Law
sittings. The Prisoner Legal Service has been expanded to Lithgow and Windsor

gaols.

The Office of Justice Planning and Co-ordination was established in January
1992, and became a separate administrative unit as from 1 July 1992. The Office
develops long term strategies and co-ordinates activities within the Justice Portfolio.

CORRECTIVE SERVICES

A comprehensive restructuring of the Department of Corrective Services has
resulted in the devolution of policy and executive support services to regions and
correctional centres, with the Department effectively downsizing Head Office by 153
positions.

A special management support program has been designed to cater for inmates
who are required to be removed from normal routine due to behavioural problems
and management difficulties. The program has been implemented at Goulbum
Correctional Centre and C Wing at Maitland Correctional Centre is being refurbished
to enable a similar program to be introduced.
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Special management programs have been initiated to assist inmates who are
perceived to be "at risk" in the general prison population due to the nature of the
offence, fear of assault, former occupation, etc. Crisis intervention programs have
been developed at Long Bay and Goulburn Correctional Centres to assist those
inmates who are suffering from a crisis and may be at risk of self mutilation. A
special six stage management program has been introduced for inmates under the age
of twenty-two, and four special units have been established for intellectually disabled
inmates for whom integration into normal discipline is not appropriate.

JUVENILE JUSTICE

Since the transfer of responsibility from the Department of Community Services
during 1991-92, additional staffing resources have been established in various centres
across the State. This has included the expansion of the Community Youth Centre
Program to Newcastle, Dubbo, Grafton, Wagga and Wollongong.

The transfer of responsibility for Juvenile Justice has resulted in the total
relocation of rural based officers to separate office accommodation, resulting in the
establishment of 30 community centres.

Additional Juvenile Justice Officer positions have been created at Dubbo,
Moree, Narooma, Deniliquin, Newcastle, Wagga and Kempsey. Juvenile Justice
Community Service Centres have been in established at Batemans Bay, Bega,
Narooma, Deniliquin, Young, Cootamundra and Tumut.

A number of initiatives have been put in place which have dramatically reduced
the incidence of escape from custody by juveniles. These initiatives include effective
security enhancements and training of staff, introduction of TAFE and Vocational
Training, and development of professional support services.  Nursing staff,
psychologists and drug and alcohol counsellors are provided at each Juvenile Justice

Centre.

1992-93 Budget
OVERVIEW
Total Payments
Policy Sector Actual Estimate
1991-92 1992-93 Variation
$m $m %

Police ... 941.9 954.8 1.4
Law Courts and Legal Services .......... 410.9 382.0 (-} 7.0
Corrective Services ..........oovevueens 294.8 309.8 5.0
Other (including Fire Protection Services) .. 213.1 227.4 6.7

Total ... 1,860.7 1,874.0 0.7
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A total sum of $1,874.0 million has been provided for this policy area in
1992-93, an increase of $13.3 million or 0.7 per cent over actual expenditure last
ear. The decrease in the law courts and legal services area in 1992-93 mainly
reflects a reversion to previous levels of compensation to victims of crime following
additional expenditure in 1991-92 to reduce a backlog of claims.

The major thrust of initiatives being undertaken within this area in 1992-93 is
focused on the Government’s commitment to increase the effectiveness of Police and
the continuation and further development of strategies aimed at overcoming the
problems of Court arrears and prison overcrowding.

ISSUES AND STRATEGIES

Police

Operational policing will be improved by the increased focus on crime
prevention and problem solving approaches. Specific strategies have been developed
for key problem areas such as enforcement of the new gun laws; interagency action
plan to reduce motor vehicle theft; use of a multi disciplinary problem-solving
approach to reduce the level of sexual assault; domestic and family violence and
abuse against children; and implementation of a new direction in the policing of

alcohol related issues.

Management will be improved by introducing models of best professional
practice. The new Demonstration Patrols will continue development as models in
design, policing practice, management and people development.

In the area of human resources the abilities of Police Service personnel will be
maximised through the development and implementation of integrated human
resource and education and training plans. The plans are to provide clear direction
and policies for improving the work environment, productivity, performance,
placement and quality of working life.

Law Courts and Legal Services

Improvement in the efficiency and access to the Court system continues to be
the central issue to be addressed by the Department of Courts Administration. In the
current tight budgetary situtation there will be greater pressure on management and
resources so that gains already made in court delay reduction can be effectively
maintained.

A more strategic approach to management along with continuing reform to
improve the efficiency and effectiveness of court procedures and processes will assist
in further reducing delays.

Court fees in non criminal cases have been adjusted to achieve greater cost
recovery and as a means of rationalising the usage of court facilities. It is planned to
restructure the fees to provide incentives for more economic and efficient use of
court facilities.

Since the Office of the Director of Public Prosecutions assumed the conduct of
all committal proceedings during 1990 a 30 per cent decrease in the backlog of cases
committed for trial to the District Court has occurred. During 1991-92 the backlog of
cases declined at an accelerating rate and it is anticipated that this trend will continue
in 1992-93, A marked improvement has also occurred in the time taken to dispose of
trials during this period.




In early 1993 the use of a "sentence indication system", a strategy designed to
reduce the number of matters proceeding to trial, is to be introduced at a court in the
Sydney western district. Should the pilot be successful, the system will be
introduced on a wider basis to assist in reducing the number of matters going to trial.

The Office of the Director of Public Prosecutions will continue to review the
need for legislative and procedural changes to ensure matters are not inappropriately
committed to the District Court.

Corrective Services

o  Contracting Out

Contracting out has been implemented for a number of functions and activities,
namely payroll services, compilation and review of internal telephone book, trauma
counselling for staff, prison industries and training. A range of areas which could be
contracted out are being examined including stores, clothing, catering, minor
correctional centre maintenance, education programs and psychological services.

The Prisons (Contract Management) Act enables the management of a
correctional centre and the transfer of inmates between correctional centres to be
undertaken on a contract basis. - This legislation commenced in February 1991. The
design, construction and management of Junee Correctional Centre is being
undertaken by a contractor. This innovation puts New South Wales at the forefront
of corrections administration in Australia and provides a management model for
reform elsewhere in the system.

o Corrective Services Industries

A key component of the revitalisation of Corrective Services Industries (CSD is
the provision of opportunities for greater private sector involvement in both
management and operation of industries. Despite the impact of the recession, CSI
sales of $12.7 million were recorded for the 1991-92 financial year. CSI has
therefore achieved a significant sales growth pattern over recent years. Since the
major expansion and commercialisation program commenced in March 1988, CSI
sales have grown over 50 per cent. Budget forecasts for the 1992-93 financial year
anticipate further growth with sales of around $16.9 million.

o  Special Care Correctional Centre

Two new units are being developed as an adjunct to the already established
Spécial Care Unit. The Crisis Support Unit will act as a half way house from the
psychiatric unit to enable prisoners who have a history of self harm, mutiliation,
aggressive and disturbed behaviour, to acquire the necessary skills to adapt to the
requirements of normal institutional routines. The Lifestyles Unit will cater for the
needs of HIV positive inmates, particularly those who have recently been appraised
of their HIV status. An education program to teach new lifestyle skills and adapt to
the realisation of their position will be presented.




Juvenile Justice

The release for public comment and final approval of the Green and White
Papers on juvenile justice will undoubtedly have a great impact on the provision of
community based services for juvenile offenders, especially in the areas of further
diversion, with reparation and post release support.

Additional diversionary programs currently under consideration for flexibility
and appropriateness include intensive neighbourhood care; intensive personal
supervision; periodic detention; home detention; expansion of community youth
centres and attendance centres. ;

A computerised integrated Client Casework Information System is currently
under consideration to record data on juvenile offenders who become involved in the
Office’s community based services. It will be used to evaluate the effectiveness of
the services on a regular basis. A Guarantee of Service program is to be
implemented to facilitate the evaluation of service delivery to clients.

A comprehensive Performance Management System will be introduced for staff
which will formalise appraisals of staff competencies, analyse staff development
needs and formulate personal development plans for further training and
development. An integrated Casework Management System will also be
implemented to ensure a continuum of interventions to facilitate successful release

into the community.
INITIATIVES

Police Service of NSW

An amount of $952.3 million has been provided for the Police Service, an
increase of $15.3 million over expenditure in the past financial year. This level of
funding provides for ongoing costs of the Service at its authorised Police strength. It
also provides for operational resources in accordance with the strategy on
Community Based Policing.

Department of Courts Administration

An amount of $207.5 million has been allocated to the Department of Courts
Administration to provide efficient Court services throughout the State. These
services have been enhanced by the recent opening of new courts as well as taking
over responsibility for the administration of Community Corrections Services.

To meet additional costs associated with the new Industrial Court, which was
established following the passing of the Industrial Relations Act 1991, an amount of
$937,000 has been provided. The additional funding allows for the setting up of a
registry for the new court.

During 1992-93 a greater emphasis will be placed on strategic planning within
the Department of Courts Administration aimed at providing more effective
administration.




Department of Corrective Services

An amount of $243.5 million has been provided for the Department of
Corrective Services, an increase of $11.0 million over expenditure last financial year.
This increase is due to the full year operation of the John Morony Correctional
Centre, extensions to existing institutions and to the significant increase in prison
population, resulting in the need for additional custodial and support staff and
additional expenditure on uniforms, food and other provisions for inmates.

Resources have been diverted from the restructure of the Department to the
development and education services for inmates.

In particular, the Department has adopted a policy of separating all young
offenders and provides an appropriate learning environment to acquire suitable skills
and knowledge to survive lawfully in the community.

The Department has assumed the responsibility for court security at the new
major court complexes - the Downing Centre, Campbelltown, Burwood and Wyong

Courts.

Office of Juvenile Justice

An amount of $40.8 million has been made available to enable the Office to
provide a range of alternatives to full time custody and to provide secure facilities for
dangerous offenders.

Additional diversionary programs are being considered by the Office to provide
a more flexible and appropriate range of sentencing options. Management strategies
are aimed at reducing the cost per inmate via the replacement of certain detention

centres with more modern facilities.

An amount of $257,000 has been allocated to fund a number of programs
targeted at Aboriginal young people with the aim of reducing their over-
representation in detention.

State Emergency Service

An amount of $7.2 million has been provided for the State Emergency Service.
This allocation includes assistance to purchase rescue vehicles and specific direct
assistance to the Volunteer Units in the purchase of such items as boots, overalls, wet
weather gear, first aid equipment and handtools.

NSW Fire Brigades

Total funding of $184.3 million will be available to the Fire Brigades for 1992-
93, compared to $171.2 million in 1991-92.

The Brigade is continuing its move towards greater efficiency through the
initiative to contract out the operation of the central mechanical workshop at
Chullora. Further regionalisation of operations, together with the relocation of
central administration to the Joint Emergency Services complex at Hurstville, will
enhance the Brigade’s capacity to effectively respond to community expectations in
terms of both forward planning and emergency situations.
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Department of Bush Fire Services

Total funding of $14.3 million will be available in 1992-93 compared to
expenditure of $12.1 million in 1991-92. The additional funding in this financial
year will be applied towards the purchase and maintenance of equipment with
particular emphasis on the provision of safety and protective items.

Independent Commission Against Corruption

An amount of $12.8 million has been provided to the Commission in 1992-93, a
decrease of $1 million on expenditures in 1991-92. This decrease reflecis the
conclusion of certain major inquiries in 1991-92. In 1992-93, the Commission’s
public education program will focus on schools, including curriculum development
and production of educational resources, as well as visits to country areas and the
provision of speakers to business and community audiences. The 1992-93 corruption
prevention program plans to complete ten projects with published outcomes.

Office of the Director of Public Prosecutions

Total funding of $38.6 million compares with expenditure of $35.5 million in
1991-92. This increased level of funding provides for expansion of the Special
Crime Unit to deal with matters referred from the Independent Commission Against
Corruption and Royal Commissions, particularly the Royal Commission into the
Building Industry. Further, in 1992-93 the Office will appear in an increased
number of Supreme Court sittings to reduce the backlog in criminal matters.

Judicial Commission

An amount of $1.9 million has been provided for the operations of the
Commission in 1992-93. It aims to extend its educational services to all Courts
including an annual conference for each Court and the development of a Judicial

Review Joumnal.
NSW Crime Commission

Funding of $8.9 million has been provided this year for the ongoing activities of
the Commission to combat illegal drug trafficking and organised crime in New South
Wales.

Legal Aid Commission

Total funding of $84.8 million is available to the Legal Aid Commission.
Funding from the Law Society includes $1.6 million to employ additional solicitor
advocates in Criminal and Family Law programs and $1 million to enable the
Commission to increase the income eligibility threshold.

The Commission will be extending legal advice and representation in the
Mental Health Program and evaluate the effectiveness of its mediation policies into
the Family Law area with the view to extending the use of alternative dispute
resolution methods to other areas of law.
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4.1.2 EDUCATION

Coverage

The Education policy area is divided into five policy areas -

Primary and Secondary Education, consisting of the Department of School
Education and the Board of Studies and includes assistance to non
government schools.

Tertiary and Vocational Education, consisting of the teaching grograms of
the New South Wales Technical and Further Education Commission
(TAFE) and the education component of the Department of Agriculture.

Pre-school Education, relating to pre school education provided within
government schools by the Department of School Education.

Transportation of Students, relating to costs of student conveyance which is
funded through the Department of Transport to various government and
non govermnment service providers.

The activities of the Ministry for Education and Youth Affairs and the
Department of Industrial Relations, Employment, Training and Further
Education, incorporating the Adult Migrant English Service (AMES) and
the Board of Adult and Community Education (BACE).

Expenditure Trends
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Figure 4.4
EDUCATION

(Payments expressed in real terms, 1992-93 base;
Percentage change on previous year)

6,000

5,000
7% 4% 1.5%

-2% 3%
4,000} N

3,000}

2,000} \

1,000

oL D

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93(e)

U] Outlays Payments




4-15

Spending on Education is expected to increase by 14.7 per cent in real terms
over the five years to 1992-93.

Student numbers in Govemment schools steadily declined between 1978 and
1990. In the 1991 and 1992 school years student enrolment in primary schools has
increased in line with demographic trends. Increased enrolment in secondary schools
is chiefly due to increased retention rates in years 11 and 12.

Major reforms, started in 1988 and aimed at devolving responsibility for
education to the school level and achieving better educational outcomes, are

continuing.

Per capita grants to non government schools were increased from 23 per cent to
25 per cent of the cost of educating a state school student from the beginning of the

1992 school year.

Real growth within the Education sector includes expenditure by the New South
Wales T. Commission which has been undergoing a restructuring process to make
it more responsive to industry student needs. In 1992-93 the Commonwealth will be
contributing sufficient growth funds to help meet the demand from students for

laces. The restructuring process, commenced in 1990-91, will start to yield savings
“n 1992-93 following the downsizing of the corporate support function, which also
involves diversion of resources to institutes’ teaching activities.

Recent Developments
DEPARTMENT OF SCHOOL EDUCATION

The Government continues to implement recommendations flowing from a
number of major reviews of education in New South Wales.

The Department of School Education is in the third year of a five-year Schools
Renewal Plan intended to revitalise the State School System. This involves the
devolution of responsibility from the centre to regions and schools, while also
making schools more responsive to the needs of the local community.

An integral part of this process has been to provide school principals with
greater powers of decision-making, covering the choice of relief teachers, school
sports, excursions, community use of school facilities and sponsorship. The
establishment of Education Resource Centres has been an important initiative.

Parents have become increasingly involved in educational decision making
through the establishment of school councils, with a third of all schools (some 700
schools) having formed school councils by 30 June 1992. Parents are actively
involved in human resource development programs and a Parents as Teachers
program to support early childhood education is in progress.

As part of the structural change in the Department, extensive downsizing and
devolution of functions and responsibilities to regions occurred during 1991-92, with
approximately 370 positions being shed from the Department’s State Office.

Considerable progress has been made in the development of the school
education planning processes, including the publication of Education 2000, a ten year
vision statement for school education, and the establishment of a comprehensive
strategic and management plan.
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* The strategic and management plan -

provides clear, specific and achievable directions for public school
education;

o is the focus of all planning and provides the platform on which other
strategic plans can be developed;

o  gives specific direction to staff in the development of a framework which
enables students to achieve high standards of learning, and to develop
knowledge, skills and attitudes required in the key learning areas; and

»  promotes competencies for lifelong learning.

The Department is implementing a range of educational program review
mechanisms which will provide quality assurance in the Government school system.
State Office and regional staff are developing performance assessment measures to
ensure strategic outcomes and targets are met. \

TAFE COMMISSION

As the major provider of vocational education and training in Australia, TAFE
is expected to meet significantly increased demand from industry and the community
to upgrade skills so as to increase international competitiveness. Cuirrent high youth
unemployment levels are placing increasing pressures on TAFE to provide more
flexible training opportunities to more people.

In July 1991 the Report on Young People’s Participation in Post-Compulsory
Education and Training (the Finn Report) was released. This Report acted as a
catalyst to the Commonwealth, State and Territory Governments in the recognition of
the need of young people in the 15 to 19 year old age group to increased access to
post secondary education and training. The Commonwealth, in recognition of the
limited resource base of the States, offered to increase vocational educational
opportunities by offering growth funding to all States’ and Territories’ TAFE and
training areas. Broad details of the Commonwealth’s offer were announced in the
Prime Minister’s One Nation statement in February, 1992.

As recently announced at the Commonwealth’s Youth Summit, agreement has
been reached between the States and the Commonwealth on the establishment of a
new national authority that will improve the co-ordination of vocational education
and training and will lead to a focus on agreed national priorities. This authority will
be the vehicle to provide growth funding to the States and Territories, with $364
millien provided nationally over the 1993 to 1995 triennium. New South Wales is
expected to receive approximately $128 million over this period.

Although still a relatively small part of TAFE’s operations, its commercial
activities are continuing to increase. The launching of TAFE PLUS commercial
programs during 1991-92 and the active seeking of offshore marketing opportunities
are both beginning to have a significant impact.
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The restructure of TAFE is almost complete with its 112 colleges and 230
associated campuses now organised into three Institutes of Technology, eight
Institutes of TAFE and the Open Training and Education Network (OTEN). Central
Support functions have been downsized with responsibility for operational matters
being devolved to the Institutes. Global budgeting arrangements will be fully
implemented in 1992-93 so as to give Institutes flexibility to manage resources more
effectively. TAFE will continue in 1992-93 to develop and implement the necessary
systems to complete the implementation of accrual accounting by 1 July 1993.

MINISTRY OF EDUCATION AND YOUTH AFFAIRS

The Ministry participated in the recent major national inquiries on " post-
compulsory education and training and their ongoing consideration and
implementation. These include the Finn Report - Young People’s Participation in
Post-Compulsory Education and Training, the Mayer Report on the development of
the concept of employment-related Key Competency Areas and the Carmichael
Report on the Australian Vocational Certificate Training System. The main outcome
of the three reports is to develop policy and systems to provide vocational skills for
all young people through a focus on the various institutions and how they can
participate in an integrated approach. ’

The Ministry has also been involved in the following -

. provision of advice on the relative roles of schools and TAFE in vocational
education, on funding options and the future shape of particular programs
including the Joint Secondary Schools/TAFE program;

development of a research agenda to examine the causes of variation
between groups and the pathways for school students post-school following
an analysis of the results of the Higher School Certificate;

. establishment of the Ministerial Advisory Council on Teacher Education
and the Quality of Teaching;

« development of an education resources model that will be used to forecast
trends and model participation rates across schools, TAFE and higher

education;

. establishment of a comprehensive Strategic Management Database covering
the demographic, labour market and economic environment, students,
resources used and outcomes of education and training, with regional and
interstate and international dimensions, and slligporting continuing analysis
and advice to the Minister. An Executive Information System has been
developed to provide ready access to key data and indicators;

. implementation of a financial management system by the Corporate
Services Unit resulting in the successful adoption of accrual accounting

from 1 July 1992;

.  establishment of an Ethnic Schools Board to manage the Commonwealth
and State programs that are supporting language education through
community-based organisations. e Board has been in operation since
February 1992 and is supported by Ministry officers through the Ethnic
Schools Centre; and :
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working towards an optimal balance of resources across education sectors
in the context of higher education. Activities have included development of
a Strategic Plan for the Higher Education sector in New South Wales,
convening and administering various working parties covering such issues
as Nurse Education, Information Technology and various tertiary institution
issues, and review and accreditation of Higher Education courses by private

providers.

The Office of Youth Affairs has been responsible for the development of youth
policies and the co-ordination of programs provided by Government agencies in New
South Wales. In 1992-93 over 300 programs will be provided by 31 State
Government departments.

BOARD OF STUDIES

In 1991 the Board of Studies extended the grading system for the School
Certificate. Students received grades for all their School Certificate subjects and not
just for English, Mathematics and Science, as was the case in previous years. In
1991, 77,728 students were awarded the School Certificate.

Last year was the 25th year of the Higher School ™ Certificate, with 57,762
students receiving the HSC in 1991 as compared to 18,366 who received the first

certificate in 1967. :

In July 1991 the Board of Studies issued its Curriculum Requirements for New
South Wales Schools, providing advice to schools on the new curriculum and
credentialling requirements taking effect from 1992. This document was prepared
after extensive consultation with the education community.

During 1991-92 there was an increased emphasis on post-compulsory education
(for students 16 years and older) and on vocational education. This was in line with
the recommendations of the Finn Report, released in July 1991. One initiative in this
area is the development of a new type of course, Industry Studies, which will bring
together components of school study, TAFE study and industry training.

Credit transfer arrangements were negotiated by the Board, thus allowing
students who complete specified HSC subjects to have these counted towards a

TAFE qualification.

In line with government initiatives the Board undertook an extensive
fundamental review of its programs and submitted its report to the Minister for
consideration prior to forwarding to the Office of Public Management.

ADULT MIGRANT ENGLISH SERVICE

Expenditure on the Adult Migrant English Program (AMEP) has increased in
the last five years owing to Commonwealth recognition of a high level of unmet
demand for English language tuition.

The introduction of the Australian Language and Literacy Policy (ALLP) by the
Commonwealth in September 1991, has resulted in marked changes to the provision
of English language training to immigrants of non-English speaking background.
Priority of access to the AMEP is now given to CES registered clients with a
Newstart activity agreement. Commonwealth agreements under the ALLP also
provide for the assessment and placement in the AMEP of non English speaking
background jobseekers.
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BOARD OF ADULT AND COMMUNITY EDUCATION

The 1991-92 year was the first year of the new Board of Adult and Community
Education and the following initiatives were implemented -

. The major grant to the main providers of adult and community education
was restructured so that the grant amount is now determined by a formula.
The formula is based on the level of service that a provider is providing to
its local community and an additional allocation is made if the community
is considered educationally disadvantaged or rurally isolated.

o The program was divided into eight sub-programs which enable the Board
to target funds for specific purposes and to specific client target groups.
For example, under the Special Needs sub-program, grants will be issued to
organisations who are able to provide educational opportunities to groups
who are considered disadvantaged.

1992-93 Budget
OVERVIEW
Total Payments
Policy Sector Actual Estimate
1991-92 1992-93 Variation
$m $m K

Primary and Secondary Education ........ 3,186.1 3,261.0 2.4
Tertiary and Vocational Education ........ 745.4 818.5 9.8
Pre-School Education .................. 8.3 8.5 2.4
Transportation of Students .............. 364.4 383.7 5.3
Other (including General Administration) ... 133.6 129.5 (- 3.1
Total .o e 4,437.8 4,601.2 3.7

There is a real increase of 1.5% in the ovéra]l allocation for the Education
Portfolio.

Funding for Primary and Secondary Education is maintained in real terms.
Regard must be had to one off expenditure in 1991-92 on redundancy payments
associated with downsizing of head office administration and the full effect of
savings thereof in 1992-93.

Student enrolment grew in primary schools in line with predicted demographic
trends. Increased enrolment in secondary schools is mainly due to increased
retention in years 11 and 12.

The substantial growth in the tertiary and vocational area reflects the full year
effect of additional resources provided by the Commonwealth in its Economic
Statement of November 1991 ($35.4 million), past year growth funding announced in
the Prime Minister’s One Nation statement ($12 million), additional pre-vocational
funding ($6.8 million) and revenue from commercial activities.




Factors contributing to the real increase of 3.1 per cent in the cost of
transporting students include the continuing growth in the student numbers in
Sydney’s western suburbs, dezoning of schools and the encouragement of students to
continue to years 11 and 12 or to take up tertiary study at TAFE colleges.

The decrease of 3.1 per cent in the Other Education Sector is primarily due to
corporate support downsizing within TAFE. .

KEY ISSUES AND STRATEGIES
Department of School Education

During 1992-93, the main issues to be addressed are -

"Your School’s Right to Choose'’

Principals, staff, parents and school councils have progressively been given the
power to make routine, systematic and responsible decisions about the use of
resources based on local, professional judgments and on the needs and aspirations of
local communities. A discussion paper outlines proposals to give schools greater
flexibility in the management of their staffing resources. This discussion paper has
been made available to all schools and parents of students.

o  Fundamental Review of Programs

During 1992-93 the Department will be working to develop improved
accountability arrangements which will enhance the clarity of presentation of budget
information.

Subject to successful trialing in 1992-93, the Department will implement a new
prograim structure in 1993-94.

o Quality Assurance

The quality assurance function has been established and an Assistant Director-
General (Quality Assurance) appointed. Under this function the performance of all
schools in the state system will be reviewed. The quality assurance function will also
assess the effectiveness of support programs in assisting schools.

It is proposed that all schools will be reviewed on a four year cycle. There will
be evaluations of individual programs and system wide monitoring of a range of key
practices in schools. At the school level guality assurance audits will operate from an
agreed set of criteria of the expectations for "best practice” in schools. School
reviews will directly involve parents, students and school staff in the assessment of
school achievements and reviews will be based on a clear statement of criteria and
standards against which school performance is to be assessed.

The Department is concurrently developing performance assessment measures
to ensure corporate and strategic outcomes and targets are met.
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o  Supporting Curriculum Implementation

In 1992-93 primary and secondary schools will benefit from changes to the
curriculum. The major curriculum changes will be the introduction of a new English
K-6 syllabus and Years 7-10 History and Geography syllabuses. The Department of
School Education will also participate in projects to develop national curriculum
statements. v

° Improve access and participation in post-compulsory education

Programs will be introduced to allow students access to the increasing range of
education and training pathways involving schools, TAFE and work programs. The
quality and relevance of programs in the post-compulsory years will be reviewed.
Alternative school structures will be introduced to cater for the needs of students.

o  Development of Language Skills

The Government is committed to the advancement of 12 priority languages in
our schools - languages of economic significance and key community languages.

Recognising the importance of consolidating Australia’s place in the Asian
community, five Asian languages have been nominated as priorities for study in
schools - Mandarin Chinese, Indonesian, Japanese, Korean and Vietnamese.

The Government has set a target that half of the students taking a language for
the HSC by the year 2000 will be taking one of these priority Asian languages.

An amount of $5 million will be spent over the next 4 years to assist in the
major retraining and support needed to equip teachers to meet this important
challenge.

While the study of languages in primary schools will continue to be largely a
local initiative, the Government will be allocating $1.5 million over the next four
years to assist primary schools in developing Asian language programs.

o  The Use of Technology in Schools

An amount of $5 million will be spent by 1995 planning and trialing the
introduction of interactive technology between all 2,300 government schools.

The Department of School Education is working with the Office of Public
Management on an Information Technology Strategy for the 1990’s, including a
strategy to determine the most appropriate and effective mix of technologies to allow
all government schools in the State to be linked by interactive technology.

The strategy for interactive technology in schools follows directly from the $53
million computer education plan that has resulted in an extraordinary commitment to
the use of technology in classrooms by individual schools.




R Other

Further issues to be addressed in 1992-93 include -

. The provision of better career structures for ancillary staff under Award
Restructuring. .

o The identification of individual student needs and improvement of student
outcomes. A new assessment and reporting policy will be developed. This
will improve the identification of student learning needs and focus teaching
on the achievement of student learning outcomes.

TAFE Commission

As a result of the establishment of the Australian National Training Authority a
number of issues are to be addressed in New South Wales as the proposed agreement
between the States and the Commonwealth comes into force on 1 January 1994.

Strategies have to be developed for the smooth transfer of responsibilities to the
National “Authority, including final details of State/Commonwealth financial
arrangements.

At the same time TAFE has to address other internal and external issues which
include -

» the continued development of more open and flexible vocational education
and training opportunities to meet individual and industry needs,
particularly those arising from industry and award restructuring;

changes to curriculum so as to respond to the needs of industry and in the
development of national curriculum for the implementation of national
competency standards and competency based vocational education and

training,

o developing closer partnerships between TAFE and other education and
training providers and between TAFE and industry;

. the further development and implementation of access and equity policies
to increase training opportunities and outcomes for disadvantaged groups
and the unemployed,;

.o targetting for enrolment increases in 1992-93 are computing and
information systems, tourism and hospitality, adult literacy, management
and business studies, design and educational programs for Aboriginal

communities;

. providing for ongoing system development and implementation needed to
resgmnd to the introduction of financial reforms such as accrual accounting
and the need for more comprehensive data on students and courses;,

. the introduction of productivity improvements and efficiency gains in the
use of resources, including increased outsourcing arrangements where
appropriate;
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in conjunction with other training providers responding to changes in
demand by industry and the community in the range and types of courses
offered;

a review of the Commission’s program budget structure; and

finalisation of administrative structures in Institutes.

Ministry of Education and Youth Affairs

During 1992-93, the main issues to be addressed are -

@

vocational education and training in all sectors;

the balance of cross-sectoral growth to accommodate changes in
participation in education and traming: including schools, TAFE, other
training and higher education,

youth education, and training and employment policy,
State/Commonwealth relations;

standards in education;

improvements in access and equity provisions in all educational services;
teacher quality; and

integration across education sectors and balance of growth between sectors.

During 1992-93 the main issues for the Office of Youth Affairs are -

improved delivery of services to young people in New South Wales through
the implementation of the Youth Affairs Policy Statement;

the performance level of Government agencies providing services to young
pegf)le_by focusing on data collection and needs analysis, program
evaluation, training for service providers and providing information to

young people;
consultation with young people on key issues affecting them;

improved co-ordination of the New South Wales Government’s youth
education, training and employment strategies; and

the implications of the national training reform agenda for young people not
participating in mainstream education, training and employment.




Board of Studies

The Board will continue the development of syllabuses and support materials
for Kindergarten to Year 6. The draft English syllabus for Kindergarten to Year 6 (K-
6) will be sent for consultation and then finalised for distribution to schools later in
1992. A new K-6 Personal Development, Health and Physical Education syllabus and
support materials will be issued to schools in 1993. A K-6 Creative and Practical Art
syllabus is being developed to be available in 1994,

New syllabuses and support materials for Years 7-12 to be sent to schools in
1992-93 include the following

o Industry Studies will be offered to Year 11 students in a number of New
South Wales schools in 1993 as part of a pilot project. From 1994 this Year
11-12 course will be available to all secondary schools; and

»  Distinction courses for gifted and talented students completing one or more
HSC subjects early will be available in 1993 for implementation in 1994.

Credit transfer arrangements will be extended. These will allow students to
have HSC courses credited towards TAFE qualifications and TAFE courses credited
towards the HSC.

Special education support materials are to be developed for teachers of students
with disabilities and learning difficulties.

National Assessment Framework for Languages at Senior Secondary Level - the
Board has co-operated with its counterparts in South Australia and Victoria in the
development o}f) nationwide language syllabuses. These syllabuses are bein
implemented in Year 11 1992 ang will be examined for the first time in New Sout
Wales in 1993.

Adult Migrant English Service

Additional resources have been requested from the Commonwealth to meet the
English language training needs of CES registered jobseekers and other AMES
clients as stipulated by the ALLP.

Board of Adult and Community Education

The Board has established a number of priorities. These will be -
. implementation of a revised regional structure;
o development of performance agreements for providers receiving grants;

o development and implementation of a state-wide strateéic plan for literacy
provision for the Adult and Community Education (ACE) sector;

o joint development with TAFE of ACE/TAFE strategic plan; and

o  research into current provision in New South Wales with emphasis on the
ACE sector’s role in vocational education and training.




INITIATIVES

Department of School Education

Significant initiatives for 1992-93 include -

the provision of $433,000 to improve the access of teachers and librarians
to curriculum information via the National Skills Library Cataloguing and
Curriculum Information databases;

the provision of $570,000 for collaborative work between the States and the
Commonwealth in projects related to the assessment work associated with
the eight curriculum learning areas and to examine and evaluate secondary
students’ organisational workloads and study methods to obtain 2 higher
level of academic achievement;

the provision of an additional $2.6 million in 1992 on a recurrent basis for
the ‘Joint Secondary School/TAFE program to improve participation in
post-compulsory education. The Joint Secondary Schools/TAFE program
enables senior secondary students to study TAFE subjects within a program
of study for the Higher School Certificate. This initiative funds the
exgansion of course provision in this area by increasing access to more
schools, TAFE colleges and students;

the provision of $300,000 for "Schooline”. This is a computer-based
catalogue of educationally approved items which will facilitate bulk
purchases directly by schools and provide assistance with budgeting at
schools by accumulating and reporting expenditure. The initiative will
result in a significant reduction in centralised administration of purchasing
by schools and generate other savings at the school level;

the provision of an additional $300,000 which will accelerate the
implementation of school councils; and

the provision of an additional $432,000 in 1992 to assist students in
Government schools whose families are experiencing hardships.

TAFE Commission

In 1992-93 TAFE will be consolidating on results achieved from the restructure
of its activities during 1990-91 and 1991-92 with major initiatives including -

development of new software and the acquisition of suitable hardware for
its management information systems, including new financial, student
information, course information and property systems to improve day to
day operations;

trialing multi-mode delivery (a combination of distance learning and face-
to-face delivery) with a view to introducing a wider range of course and
study options for its clients;

expansion of competency-based training programs across a wide range of
disciplines. These will enable students to progress at their own pace rather
than the traditional lock-step approach which means that some students will
finish their courses earlier than normal;




implementation of the TAFE restructure is on target to achieve a redirection
of resources to operations retaining a core of support functions only in the
central planning and administrative support sections. The restructure will
alsg achieve savings compared to the costs of the former network structure;
an

o geqter focus on quality assurance systems across Institutes and Training
ivisions, with funding directed to meet this aim.

Ministry of Education and Yeouth Affairs
In 1992-93 significant initiatives include -

«  provision of an additional $50,000 to complete Phase II (TAFE and higher
education) of a resources model on education and training;

o+ provision of funds for the support of new advisory bodies in key areas,
including the Ministerial Advisory Committee on Special Education, the
Ministerial Advisory Council on Teacher Education and the Quality of
Teaching and the Languages Other Than English Ministerial Advisory

Comimittee;

provision of $50,000 to a research project to examine the impact of
immigration on education and training;

o enhancement of the Strategic Management Database to support education
policy and resource planning; and

o undertaking a study of post school education, training and labour force
destinations and outcomes.

The Office of Youth Affairs has been allocated $7.316 million for Start to Life
initiatives in 1992-93. The Office operates a number of educational and pre-
vocational programs for young people under Start to Life. Over 5,500 young people
were assisted by these programs in 1991. These programs are -

Helping Early Leavers Program - HELP assists educationally disadvantaged
and unemployed 15-24 year olds to improve their basic literacy, numeracy and self-
esteem through projects conducted by community-based organisations. In 1991-92
more than 4,500 young people enrolled in the HELP program.

‘Circuit Breaker - This program assists young people from non-English
speaking backgrounds to move from school to further education, training and work.
Over 1,000 young people participated in this program in 1991-92.

Koori Youth Program - Young Aboriginal people who have left school early
and are unemployed, or who are at risk of leaving school early are assisted by the
initiative. Funding was approved for six pilot projects in 1991-92.

Youth Advisory Centres - Advice about the full range of education, training and
employment options for young people is provided at centres in local areas. More
than 1,600 young people contacted the 25 Youth Advisory Centres which operated
for two weeks in June 1992.
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Youth Training Info Line - Young people contact the toll-free number to obtain
contact details of education, training and employment services in their local area,
Around 6,500 people contacted the Info Line in 1991-92.

Board of Studies
In the main the Board of Studies funding provides for the following -

o development of new syllabuses and curriculum support materials for
Kindergarten to Year 12 in Government and non-govemment schools;

.  registration and accreditation of non-government schools; and

o assessment and examination of student achievements for the award of the
School Certificate and the Higher School Certificate.
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4.1.3 HEALTH

Coverage

The Health Budget includes all payments and receipts for the health system,
apart from transactions processed direct through Area/Hospital Special Purpose and
Trust Funds. As such the Budget figures cover all direct payments by -the
Department of Health, including those to support health services in the Department’s
Areas and Regions.

From 1 July 1993, in conjunction with the introduction of accrual accounting, it
is envisaged that both Health’s consolidated annual accounts and Budget presentation
will include funding available from all sources for the provision of health care.

Expenditure Trends

Figure 4.5
HEALTH

(Payments expressed in real terms, 1992-93 base;
Percentage change on previous year)
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Over the five years to 1992-93 total payments in the Health area will increase
by 8.4 per cent in real terms. Substantial productivity and efficiency gains have also
been achieved and reinvested within the health system over this period to improve
the delivery of services.

The health system has experienced both a significant growth in demand and
costs in recent years. This has been caused by the combined effect of population
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The health system has experienced both a significant growth in demand and
costs in recent years. This has been caused by the combined effect of population
growth, ageing of the population and an increase in the number and cost of
treatments made possible by advances in medical technology. Growing community
demands have added to this pressure.

The Government has responded to this situation by providing the health system
with real funding growth and encouraging increased efficiency. This has seen
waiting times reduce to an average of 26 days for non urgent cases.

Major trends in health activity are shown below. The 1972 to 1981 period
shows the long term trend, while the 1987 to 1992 period shows the more recent
trends. The 1982 to 1986 period has been excluded because of the distortions from
the doctors dispute and its aftermath.

Trends in Demand and Cost Factors in Health

Recent Trends Long Term Trends
Factors 1987-88 to 1991-92 1972-73 to 1980-81
% p.a. % p.a.
Population growth 1.3 1.2
Adjusted admissions per capita 24 2.8
Average length of stay (-) 5.8 ) 2.2
Real cost per bed day 32 5.8

In 1991-92, total admissions grew by 2.5 per cent and non-inpatient occasions
of service by an estimated 4.1 per cent compared to 1990-91. The extra inpatients
were able to be treated through continued improvements in medical management,
reduced lengths of stay and increased efficiency.

Day only admissions rose to 32 per cent of all admissions in 1991-92, (up from
25 per cent in 1988), and are expected to rise to around 45 per cent by the year 2001.
This world-wide trend to increased day surgery, together with improvements in
treatment technologies and practices, should contribute substantially to further
reductions in hospital waiting times and bed requirements in the future.

Recent Developments

A range of issues are currently impacting on the delivery of health services in
New South Wales. These include -

o  National Health Strategy Review

Reform of the organisation and delivery of health services was examined in the
context of the National Health Strategy Review. This process provided an
opportunity for New South Wales to work with the Commonwealth and other States
on options to improve the efficiency and effectiveness of the health care system for
all Australians.

The major focus of the National Health Strategy was the reform of the
financing, organisation and delivery arrangements for health services between levels
of Government, including the reform of Medicare.
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New South Wales actively participated in the process of the review and assumed
a major role in setting the terms of the debate on a number of key issues. The papers
released by the Review have indicated support for many of the reform initiatives
which have been pursued in this State, including population based resource allocation
to Areas/Regions, the adoption of the Area Health Service model, and the greater
integration of health services to achieve increased efficiency.

The 1992-93 Comonwealth Budget, whilst accepting a number of the reform
initiatives proposed by the Review, has not accepted the challenges in respect of
hospital financing.

The Commonwealth Budget proposes that from 1 July 1993, and coupled with
an increase in the Medicare levy from 1.25 per cent to 1.4 per cent, the States will be
given access to a ‘bonus pool’ of funds to provide services to public patients and
reduce waiting lists. This proposal is, however, tied to a number of conditions
relating to the renegotiation of the Medicare Agreement.
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