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Chapter four 

What is Micro-Economic Reform and where does national competition policy fit in?

Competition policy is one of a raft of similar reforms. Competition policy and related reforms, such as contracting out, corporatisation, privatisation, rationalisation and user-pays are all justified and interlocked using the same language and ideas. They are implemented or championed by the same agencies, have a similar impact on regional areas and are viewed in regional areas as one and the same thing. Regional impacts appear to be an afterthought for many of the competition policy reforms. Adverse impacts and solutions should have been initiated prior to implementation. 

4.1 The Committee has repeatedly heard that NCP is to be blamed for many of the problems facing regional and rural Australia as the fabric of communities changes with bank closures, falling telecommunications service and pressures for efficiency, shifting commodity prices, application of technological advances and perceived, if not actual, disparity in living standards increase. Notwithstanding this, many witnesses from diverse backgrounds have acknowledged that NCP is not the only policy impacting on rural Australia – it is just difficult to identify which policy is having what impact. 

4.2 The lack of clear lines of effect makes it both easy to “blame” NCP and highlight the need for better implementation and explanation of NCP. Evidence given by Mr I Mickel, Vice President, Western Australia Municipal Association, neatly illustrates the situation: 

In a wider sense, one of the most fundamental difficulties in assessing the impact of NCP on local government and its communities is distinguishing between the impacts of NCP and that of other reforms promoting structural, economic and social change in our communities. NCP is often bundled together with a swathe of reforms held responsible for a multitude of problems in our society. This climate of economic rationalism is [to] blame for a fracturing society, the increasing disparity between metropolitan areas and the bush and in general the increasing alienation of people from caring government. The difficulty of discerning the impacts of NCP from the impacts of other social, economic and technological change is something that must be taken on board and addressed by today's policy makers.

Public perception can often be the enemy of successful policy making. Policies cannot be made in isolation. Resources need to be invested both in facilitating community understanding of why the policies are put in place and how the benefits will manifest themselves. For many in our communities, especially in regional Australia, the why and how remain a mystery. 

Micro-economic reform

4.3 The term ‘micro-economic reform’ simply refers to that level of reform directed at the industry or enterprise level rather than the economy wide level of macro-economic activity. In the economy, the many components at the micro level (that is, the industry and enterprise level) are directly or indirectly interconnected. Micro-economic reform is intended to allow the efficient allocation of resources between these component areas. In this way, the reform seeks to change those parts that do not permit an efficient flow of resources.

4.4 In recent years, micro-economic reform, including NCP, has been utilised to examine and, sometimes, dismantle earlier micro-economic reforms – interventionist policies and programs that themselves were developed to redress market failures and facilitate market development.

4.5 Because the reasons for establishing the interventionist arrangements in the first place may no longer be considered relevant or are considered to have undesirable consequences, the micro-economic reform process places these arrangements under review. The NCP review process is intended to scrutinise whether, against the changed circumstances and known outcomes, the program is still required or if there is a better way to deliver the outcomes sought.

4.6 By their very nature the reviews are focussed on the results of the policy or program and they place immediate focus on the people who benefit from the policy or program. The NCC President, Mr G Samuel explains the impact of reviews as: 

… micro-economic reform nearly always results in the immediate loss or financial and other pain for the beneficiaries with diffuse, longer term, benefits for the community at large that far exceed the level of benefit that had been derived by the small section of the community. When you seek to change behaviour or remove protections or exemptions that have been in place for decades, then, inevitably, some sections of the community will pay a cost as a consequence of the change and those whose protection or exemption is being removed will resist using the usual processes in the political environment. 

4.7 Whilst the cost impact is immediate and focussed, the benefits are diffuse and a considerable delay may occur before they become apparent. However, proponents of micro-economic reform contend that significant benefits will flow through to the wider Australian community as a consequence of these reforms. 

4.8 Because the benefits have been derived by non-transparent cross subsidies, rather than delivered by direct assistance like those under Community Service Obligation payments, the programs had not been assessed for the net community value they delivered. In trade practices or NCP parlance, they had not been assessed for their net public benefit or public interest. The benefits and costs of NCP are examined later in Chapter Six.

Policy Implementation

4.9 Reviews under the micro-economic reform process should not extend to the application of a ‘one model' approach or the blind removal of systems and practices for purity sake, the actions of the so-called economic rationalists. Rather they should apply the net public benefit or public interest tests and then determine the reform objective. It is however debatable whether this is happening as the Committee has been told of many instances where local government and other bodies have been told that they must adopt certain practices "because of NCP". Mr S Morgan, Chairman, Regional Development Council (Western Australia) informed the committee that:

The concept that one overriding policy is suitable, or even desirable, for all areas of Australia and will have the same effect and benefits in capital cities and remote regions is a flawed policy. The problem lies not in the aim behind the policy-which is international competitiveness-but in how the policy is implemented.

4.10 The Committee has a high level of sympathy for this view.

4.11 In the Committee's view there has been a degree of blind application of NCP by officials. In Queensland, Senator Margetts asked Ms Peach, Chairperson of the Sunshine Coast Community Services Council Inc, about the impacts policies like the national competition policy are having on communities. Ms Peach advised the Committee that:

Probably the number one consequence is the fear that seems to be rife throughout the sector at this particular point in time. There seems to be a perceived notion that the bigger you are the better you will be able to deliver community services. Small community agencies feel very threatened by the bureaucratisation of their services or the potential bureaucratisation of their services through the introduction of national competition policy. I suppose, too, there is a lot of uncertainty. They do not know what to expect. Most of these agencies operate from a small grassroots base, so they are not familiar with policy documents or sophisticated information. It is also difficult when it is being filtered down through three sectors of government and the same information seems not to be coming through.

4.12 It is not only the Committee that has been told of the narrow focus of NCP. Mr G Samuel, President, National Competition Council advised the Committee that:

In one particular local government that we visited we were confronted with the concern from a councillor that it was no longer possible for that council to provide a local football field for the community cricket club. We were very quick to disabuse that notion and to point out that, of course, community service obligations and community service are part of what local government is about, and there is nothing in the national competition policy agreements that prevent those being provided and being provided in exactly the same fashion as they had been provided before. So there is some confusion.

4.13 Many in local government in particular seem to have been told that work practices and procedures must change because of NCP. The issue of contracting out for road services was raised several times in hearings and submissions. To illustrate, again Mr Samuel informed the Committee of the results of his inquiries in the more remote areas:

I then have to say to you that, as one moves away from urban areas and tends to get a little away from, if you like, the larger councils into more remote councils, there have been some difficulties through lack of understanding and, in some cases, lack of sophistication that flows from lack of understanding on the application of the national competition policy agreements. We have noticed, for example, that in some councils, by applying what they believe to be the requirements of competitive neutrality and competitive tendering, they will go out, for example, to have a two-kilometre roadway built and they will put it out to competitive tender, and the private sector will quite deliberately undercut the local work force. They will say they are therefore obliged to take that private sector tender. They therefore unemploy the local work force, and that unemployed local work force then has to relocate somewhere else to get jobs.

That is fine, except that when it comes to maintain the roads they do not have a local work force any more or, more importantly, when it comes to the second two-kilometre stretch of road the private sector tenderer says, 'We are very sorry, but this two-kilometre stretch is going to cost you three times what the first two-kilometre stretch cost.' That does not make sense; that just simply is an unsophisticated application.

Other forms of micro-economic reform

4.14 Micro-economic reform, including NCP, has in its broadest sense, several methods of delivery, including:

· competitive neutrality;

· competitive tendering and contracting out;

· corporatisation and privatisation;

· rationalising public sector service delivery;

· reductions in trade barriers; and

· market deregulation.

4.15 In addition, there are other government policies and market changes that intermesh with, or overlay micro-economic reform. These include:

· globalisation of trade policy;

· infrastructure development;

· regional development;

-
technological advances;

· information provision;

· the changing shape of settlement;

· broadcasting services;

-
farm size/income/ownership;

-
commodity price movements; and

· growth of corporate size relative to market size. 

4.16 Many of these policies and changes are interrelated. 

4.17 The necessity for interrelated policies and changes to work together was addressed in Western Australia by the Western Australia Municipal Association. The Association illustrated their point by referring to the disruption that can occur where phone services, which now have heightened importance to remote communities, are not properly maintained:

The quality of and disruption to telephone service remain high on the list of community concerns. When phone lines are down on remote farms, a family's link with the outside world is virtually cut off due to lack of mobile access and few public telephones. People in rural and remote areas have, through gradual loss of banking and other services, been forced to use facilities such as telephone banking to manage their bank accounts, pay bills, order supplies and meet other business requirements. When the phone access is lost, restoration of services should be a priority for Telstra. Yet I have personally received numerous complaints from families putting up with delayed service delivery and little support from Telstra. 

Competitive neutrality

4.18 Competitive neutrality is a basic tenet under the NCP framework. The Commonwealth Department of Transport and Regional Services states that it has met its obligations under the Competitive Principles Agreement to implement competitive neutrality to appropriate Commonwealth business activities.
  Under the National Highway and the Roads of National Importance Programs the Commonwealth ensures best value for funding by requiring open tendering. The Department notes this requirement predates NCP by some 13 years. The Department explains that:

Routine maintenance (minor reactive activities such as pot hole filling and drain clearing carried out by road patrols) is excluded from this requirement. However, States and territories are encouraged to move towards managing this activity by outsourcing to the private sector, and there has been significant progress in this regard.

The Commonwealth Minister may also grant exemptions from the calling of tenders for National Highway works under certain circumstances defined under the Commonwealth legislation. Under this provision, there are many small road maintenance tasks in rural and regional areas which are performed by local governments – thereby providing employment for those communities which would otherwise be lost with serious social and economic consequences.

4.19 This outcome contrasts with the evidence of local government representatives, particularly from Western Australia, as discussed below. 

4.20 Local government witnesses and submissions have explained how they have applied competitive neutrality:

In June last year, we embraced the code of conduct under NCP, full cost pricing. Back in 1997, there was a minor organisational review, mainly at the management level. The idea of the changes at that stage was to meet the changing role of council.

On the business activities, I indicated before that the benchmark is over $200,000. We have not got any type 3 business activities that are over $200,000 at the moment. However, we have identified a number of activities within our shire which we are going to apply full cost pricing to: quarries and gravel pits, plant operations, private works—that is, the services that we do for external parties—pools within our shire, waste management, roads, water, sewerage and the cemeteries.

Competitive tendering and contracting out under NCP 

4.21 One of the commonly raised issues was concern over competitive tendering by local governments. The issue of competitive tendering ought to be clearly resolved with the following interchange:

Mr Samuel—First of all, compulsory competitive tendering is not a requirement of national competition policy.

Senator MACKAY—Would you say there was a nexus between the two?

Mr Samuel—No, I would say that compulsory competitive tendering is an economic decision by governments. Competitive neutrality is a requirement, and that is to simply require government business enterprises to remove the competitive advantages and disadvantages they have by being a government business enterprise in terms of dealing with the private sector. But there is no requirement under national competition policy that there be compulsory competitive tendering.

4.22 However, in the NCC information paper Considering the Public Interest under the National Competition Policy, the NCC provides this clarifying commentary:

One ‘public interest’ concern which is sometimes raised is that competitive neutrality reforms require the competitive tendering and contracting of government services, and that this leads to the destruction of regional communities. People who raise this issue are worried about effects on individuals and communities who depend on the employment provided by government agencies. They also believe that loss of a local workforce will reduce the services available to the community.

While the CPA does not require competitive tendering and contracting per se, competitive tendering and subsequent contracting out is nevertheless one means by which governments might meet their competitive neutrality obligations [underlining added] and examining the cost (on a competitively neutral basis) of providing a service in-house will help determine whether providing a service in this way is a sensible approach.

4.23 The NCC provides the further clarification in the next passage: 

However, in considering the relative merits of in-house and external provision, it is appropriate to examine factors in addition to the relative cost of in-house and external provision. One consideration is the value of keeping workers employed in a local region. Another is the convenience of having people readily available to provide a service.

What is important is rigorous and transparent examination of how best to provide a particular service. Review might show that desirable social and regional objectives can be achieved, but in ways which avoid restricting competition. Governments might also find that transparent review helps identify ways to improve current service provision.

4.24 Mr Samuel’s response is in stark contrast to the advice of Mr Brown, Chief Executive Officer, Shire of Jerramungup, WA, when responding to a question about building elements of community values into tendering process:

Prior to national competition policy, most local governments that I have worked for—they have all been in rural or regional Western Australia—have always had a preference for a local tenders policy of up to, say, 10 per cent, which is similar to what the state government had with some of its projects, for instance, Homeswest housing. We were told early in the piece that such a policy was discriminatory and was contrary to national competition policy guidelines so we had to abolish that policy—

Senator MARGETTS—Who told you that?

Mr Brown—I could not tell you, but it would have been either through the Department of Local Government or the WA Municipal Association. The impression spread around was that having such a formal policy was contrary to national competition policy.

4.25 This exchange also highlights to the Committee concerns regarding the quality and consistency of advice to those being subjected to NCP.

4.26 Competitive tendering can also have downsides, as has been demonstrated by the Anglicare Australia study Competing Interests: competition policy in the welfare sector. Mr Russell Rollason, Executive Officer, Anglicare Australia said:

The Study found that competition policy is changing the structure of the non-government welfare sector because larger, city based organisations are better equipped to prepare tenders and better placed to pay the costs of competitive tendering. Small local organisations, especially rural ones, with local knowledge and contacts are simply being out bid.

Competitive tendering is also having a detrimental effect on the quality of welfare services because community based organisations are less willing to share information and innovative approaches because of the need to compete against other agencies for government contracts.

4.27 The Study also identified the costs involved in tendering:

Increased administrative costs are not just a problem for small organisations. Organisations in Victoria estimate that the costs involved in tender preparation range from $10,000 to $20,000 (People Together Project, 1998:303). Furthermore, if agencies are unsuccessful in a tender process, they may face additional costs in the form of redundancy payments if they cannot redeploy staff (Salvation Army, 1997:235).

4.28 Mr Rollason noted that the object was not to overturn competition policy, but just to soften the more extreme effects. The welfare agencies were also very concerned that if they sought to cooperate in tendering, they understood they would be at risk under the TP Act. 
4.29 The Committee notes the advice of Mr Rollason that there is high level of dependency of the welfare sector on public donations to fund their activity and that increasingly these donations are going to the administration costs. The Committee questions if the NCP objectives of economic efficiency are being met where several agencies expend “$10,000 to $20,000” each and only one gets a contract. In these circumstances the government agency letting the contract may well gain some benefit from competitive tendering, but the community loses the sunk costs of unsuccessful tendering.

4.30 The Committee also noted the report’s highlighting of the need for governments at all levels to improve how they operate so as to improve the efficiency of the welfare agencies. Such small things as standard information requirements and forms or facilitating project delivery through better coordination would improve welfare agencies’ costs.
Contracting out 

4.31 The Committee heard a lot of evidence regarding public sector service delivery. Some of the issues are addressed above. A significant issue directly raised is that of contracting out road maintenance at the State level and by implication the national level because State agencies provide much of the national road system on behalf of the Commonwealth. 

4.32 The issue of road maintenance contracts being let for significant periods of time, in Western Australia’s case up to ten years, together with the amalgamation of road sections into large areas, meant that small state and large local contractors are disadvantaged. This State Government practice, with Commonwealth Government input under the National Roads program, has the effect of locking out all but the large State and national contractors. The practice was explained by Mr Brown of the Shire of Jerramungup:

Main Roads, as my submission mentions, are going down what they call the net term contracts, which I think are nine- or 10-year contracts, to carry out all maintenance and construction in the Narrogin and the Albany regions, which cover a very large area of the Great Southern area of Western Australia. They are going to put out to tender—and they are currently going through the process—that one organisation will get all their roadworks for a nine- or 10-year period. The companies that are in the short list are all national or multinational companies. There is no local content. 

4.33 In response to Senator Margetts asking whether they would in effect get a local monopoly for about 10 years, Mr Brown responded:

Yes. And if they want to use local contractors, they will just tell the contractors what price they will employ them at. Recently, with maintenance, a large Western Australian company has moved in and taken over from the day labour force. They carry out minor construction and maintenance works on a hit-and-miss basis as they go around. I do not know on what basis they are paid, but the only contribution they make to the local economy is buying the occasional carton of beer from the hotel. They do not use any of the local contractors and they do not spend any money locally.

4.34 The whole issue of contracting out raises NCP related issues. First, again, is the issue that the NCC is adamant that NCP does not require contracting out but time after time governments issue long-term contracts such as those referred to above. Secondly, there is the issue of effectively setting up monopolies and the real prospect that the efficiencies sought in the practice will not be realised over time. There is also the issue of the use of “commercial in confidence” categorisation of information to prevent an informed market being developed. 

4.35 In the Committee’s view, the prospect of real efficiencies and benefits being derived from NCP requires the development of informed markets and consumers.

4.36 The size issue is not only relevant to large and small companies, it is relevant in the area of welfare delivery when it combines with other Government policies such as requiring tenders under NCP. The Australia Institute report ‘Competing Interests’ sponsored by Anglicare Australia and released on 21 June 1999 found that competitive tendering under NCP initiatives was forcing many smaller regional welfare operators to shut down or reduce services. The Competing Interests report found competitive tendering fostered rivalry between agencies leading to reduced inter-agency cooperation and a reduction in services with local knowledge and understanding. 
Corporatisation and privatisation

4.37 The broad models that have been used in the reform process followed in Australia since the mid eighties are similar to overseas experience, for example, the UK model, which has seen a stepped process of shifting delivery from a portfolio base to a statutory agency to corporatisation and ultimately, privatisation. These steps have been taken partly as a result of avoiding the administratively more difficult approach of seeking delivery of goods and services by artificial models involving retention of the organisation within core government agencies. 

4.38 Such in-house models could probably be developed to deliver micro-economic objectives of competitive neutrality. However, systems of shadow pricing and other administrative forms to replicate a market may be required.

4.39 Under the corporatisation process the publicly owned business enterprises are transferred into private sector corporate structures even though the Government retains ownership. The transfer may involve incorporation under the Company Law or corporatisation by an Act of Parliament. 

4.40 The typical objective of corporatisation is to enable “arms-length” activity by the business unit from Government control. As a further step, Governments typically require the corporatised body to meet all government charges and taxes and to satisfy set rates of return on capital as well as pay dividends.

4.41 Corporatised business units are intended to deliver NCP objectives such as competitive neutrality more easily and without the administrative costs associated with in-house models. 

4.42 The next step after corporatisation is privatisation where Governments decide that public ownership is no longer appropriate. Privatisation is not in itself a requirement of NCP. Governments will undertake privatisations for a variety of public policy and political ideology reasons. Some examples include:

· there being competitors in the market so that Government provision of the service is viewed by the Government of the day as no longer being necessary;

· Government is not willing to incur expected capital investment or infrastructure reinvestment, for example UK water infrastructure reinvestment or capital required for new airline investment;

· development of other markets eg the capital markets that mean finance is now capable of being raised without Government intervention; and

· the perceived need to raise funds to redress debt levels.

Rationalised Public sector service delivery

4.43 The Committee is aware of the problems being experienced in smaller towns as government services are reassessed and withdrawn. This is usually under the guise of providing an improved central service from a larger regional centre. The Productivity Commission notes:

Loss of provision of services was a common theme through out the country regions – for example, bank closures and a reduction in government employees…. Withdrawal of services has deprived some communities of facilities… and can induce further population decline which threatens the thresholds necessary to sustain important social infrastructures…  The developments are said to be typical of a more damaging overall trend – the centralisation of managerial functions to regional centres and capital cities.

4.44 Whilst the centralised service may be as good or even better than previously provided, where peoples’ access to the service is restricted because of the move, the value of the service is decreased. An example of this is the withdrawal of school dental services from the small NSW town of Bombala and centralisation of the service to Cooma. The centralisation of the service may have delivered cost savings to the agency and may have created a larger practice that could justifiably provide a wider range of services, but the lack of any transport system between the towns meant the dental service has been effectively discontinued for Bombala’s residents for those who cannot afford private transport. Under accounting and managerial processes now common in the public sector, such reduced use of a service can mistakenly signal reduced demand and be the cause of the service’s further reduction. In the worst case, this can lead to the discontinuation of the service.

4.45 Quantifying these social effects is far more difficult than measuring the economic savings of closing the smaller government offices. This issue is addressed in more detail in Chapter 6.

Reductions in trade barriers

4.46 The process of tariff and other trade barrier reform over the past twenty plus years has been a major tool of micro-economic reform. The policy has had a significant effect on Australian industry and society with resources being diverted away from import competing purposes  to products that are intended to survive largely on their own merits or even be exported. As the tariff wall has been largely reduced, the benefits from further reductions become less tangible especially when compared to the benefits that can be realised by other areas of reform.

4.47 There has been structural adjustment pain caused by reviewing tariff policies, however the reform has also delivered benefits. For example, the prices of some cars and other goods have fallen.

4.48 The structural adjustment process in the past has involved real difficulties for society, communities and individuals in job losses. However, it can be argued that with the application of structural adjustment assistance by Governments people have the potential to be retrained and reskilled to assist them in finding alternative employment.

Globalisation

4.49 Globalisation of trade policies has seen increased competition for Australian rural producers. At the same time it has also opened up new or wider markets. Mr G Samuel of the NCC informed the Committee of the interplay between globalisation and NCP:

Mr Chairman, just one very interesting example that we had up in Queensland when we visited all sectional members of the Queensland Farmers Federation during a two-day visit up there. We actually went into one particular group, the Pork Producers Council, and they initially said, `You guys are causing us all a lot of a problems. You have tariffs and imported Canadian meat.' We quickly disabused them of the notion that this had anything to do with national competition policy.

After about half an hour it became quite apparent that one of their real interests was the cost of cheap grain. We said that that was part of the national competition policy review process, that is, the whole process of the single marketing desks in the area of grain—barley and the like. They said, `Now that you tell us that national competition policy is the sort of thing that we really welcome, that might give us the opportunity to get cheaper grain which is a fundamental element in pork production.' You get those sorts of tensions. You get those benefits flowing through …

4.50 Globalisation and trade liberalisation are often recognised as reforms that are positive but not without some pain:

Senator McGAURAN—What has done more harm—and that might be too strong a word—to the rural community; is it the national competition policy or our signing of the world trade agreement? They are separate, aren't they?

Prof. Brownlea—Are they independent?

…

Senator McGAURAN—That angry profile you gave me—which has had the most effect upon that community profile?

Prof. Brownlea—I think our world trade agreement, because that is seen to be handing a sense of control to other sources. But, if you do not allow that to happen, a disbenefit cycle starts. National competition policy, I think, fits within that framework because you do not become a world competitor unless you get your domestic house in order. We are going through that pain at the moment. That is something we have done locally. The extent to which it has been imposed can be a source of anger. The sense to which it is seen as contributing to things that started before it, with world trade agreements, simply adds to that anger.

Market deregulation

4.51 Over the past fifteen years changes in regulation have  occurred in many areas, including:

· Financial markets;

· Domestic aviation with the abandonment of the “two airline” policy;

· International aviation;

· Broadcasting with opening of new frequencies for radio and TV and now movement to digital broadcasting;

· Grains handling;

· Primary product marketing;

· Shipping;

· Labour markets;

· Telecommunications;

· Waterfront; and

· Road transport.

4.52 Other deregulatory initiatives include attempts to redress the ‘red tape’ impact of business regulation. This has ranged from ‘one stop shop’ initiatives for business licences, harmonisation and then standardisation of business laws, standardisation of business regulatory codes and practices, for example building codes, and even lifting of restrictions on business hours.

4.53 This reform process has been undertaken for the varieties of reasons outlined above and the process is consistent with but not part of NCP. NCP only became a distinct policy in the mid nineties.

Infrastructure development

4.54 Improved road transport, economies of scale, logistics and computerised stock control have not only contributed to the expansion of major retail chains into some smaller towns with commensurate pressures on existing small retailers, they have brought the major retailers and other work opportunities within reach of the ‘satellite’ towns. The end results of such infrastructure and technological change are often laid as blame at the feet of the so-called economic rationalists. Mr Richardson when appearing before the Joint House Committee on the Retail Sector stated:

One of the other concerns that we have is national competition policy. For too long reforms have been driven, we believe, by a bureaucracy dominated by economic rationalists. As a result, the broader spectrum of the social and community impact of the reforms has been ignored, with devastating results. ….

These results are particularly devastating in rural and regional areas. All the evidence shows a trend of job losses and small business closure with resultant losses in family and community income and the loss of infrastructure in rural and regional communities, which is so vital to the fabric that holds those communities together. Without that vital fabric, those communities will wither and die.

The negative impacts of national competition policy in rural and regional areas are compounded by the fact that household incomes are demonstrably and substantially lower in rural and regional townships. 

…. Loss of business to the `big box' supermarket in the neighbouring township means loss of employment and income to more than one generation, their spouses and families.

Information provision

4.55 Improvements in the provision of information have have attempted to address many underlying reasons for previous market intervention. For example the provision of accurate current pricing information has attempted to correct a basic reason for much of the earlier primary product marketing schemes. Where farmers know local national and international commodity prices they have the ability to determine when is best for them to market their commodity. 

The changing shape of settlement 

4.56 These developments have lead to what are termed “sponge cities” in the Productivity Commission Report. Cities identified include Dubbo, Wagga, Walgett, Albury-Wodonga, Horsham, Mildura, Geraldton, Narrogin. Typically the municipalities surrounding these cities are in decline. Prof. Brownlea painted a demographic picture of these declining towns in Queensland:

Senator McGAURAN—You spoke of some rural communities doing well and others not—some bleeding, some not; some accepting a fatalism, others not. Can you give me a profile of a rural community that is bleeding?

Prof. Brownlea—It would have a population of almost 1,000, and it would not be far west and not be easily accessible to Brisbane. It would have had to fight to retain the top of the school—the years 11 and 12—but would be likely to lose that after a long fight. It would have invested in a hospital, an ambulance and a doctor's residence. It would have attracted a doctor but been unable to retain it. It would have lost the pharmacy and would be losing banking facilities, but there are alternatives—a couple of mornings a week type model. There would be a loss of key families, key families that make the difference between whether or not there is a football team and whether or not there is somebody to chair the P&C. That is the social capital attrition that is taking place. But the community would still be large enough to dispute its future. 

4.57 The Chairman, Senator Quirke, sought further information on the towns that are hurting:

CHAIR—…  Are you saying that the communities that are being left behind—not necessarily because of competition policy; that is probably the icing on the cake—are the small, remote regional areas that have a district council and probably an area school or something like that?

Prof. Brownlea—Yes and no. The things that I have learned from the five studies we have done so far—and I probably need to confirm it with more study, but that is the usual professorial statement—is that somewhere in the middle are the groups that hurt most. Those that are very small, with a population of 100 or less, nothing is going to hurt them any more. They are right down to the bare basics. They have accepted that, they live with it and they make do. While they see national competition policy happening, in a sense, that is not going to change much for them. It is those middle communities—not the ones that are so small that the psychology and the opportunity framework has changed or so large that they have got resilience up here—that are neither one thing nor the other. That is what we have learned from our study so far. You just cannot draw a line and say `below this size, above this size'.

Farm size, income, ownership and commodity prices

4.58 The evolution of farm size in Australia to ever-larger farms is well documented. This is not only an Australian phenomena with all countries that have experienced sustained economic growth seeing improved productivity and a shift of labour from the rural areas to cities to be involved in production of goods and services
. 

4.59 Coupled with increasing farm size is the reality of the long-term trend of decreasing commodity prices. The pressure this downwards trend has created to improve productivity has, itself, contributed to a loss of jobs in the bush. 

4.60 Technology has again had an impact with the advent of ever larger machinery enabling reduced labour input for given levels of productivity and facilitating larger farm size.

Growth of corporate size

4.61 Corporations are seeking to lower net unit costs by market growth and growth by takeover to realise reduced administration costs. Whilst not an aspect of NCP or other micro-economic reforms, NCP and the broader policy description of micro-economic reforms are blamed when this pursuit of lower unit costs leads to competition with established, but smaller competitors in regional areas. 

4.62 Some of the most telling examples of this in Australia are the growth in profits, fees and charges and the decline in branches of the four major banks and the increasing presence of major retailers in some small centres. Related to the last example is the development of the ‘super store’ concept in metropolitan areas.

4.63 As noted, these examples of market developments are consistent with, but not part of NCP. A positive outcome of the developments, for some consumers, is the cheaper goods and services being delivered as these organisations realise significant buying power. The strength of the improved purchasing power was illustrated by Mr Ausburn, member of the Pilbara Development Commission and small businessman:

.... We used to stock coke in our stores, which we bought from the state Coca-Cola distributorship. At the time, we were buying cartons of cans of coke at $23.30. We went into Woolworths next door and bought the same amount of cans for $13 off the shelf. So people come to my store and see me selling cans of cool drink for three times as much as they can go into Coles or Woolworths and buy them for, and they assume that we, the small business, are ripping them off. We approached Coca-Cola with this and they said, `It's tough luck. You buy millions of cartons like Coles and Woolworths do, and you'll get the same price.'

4.64 The Joint Select Committee Inquiry into the Retail Sector is examining these issues in more detail and is due to release its report on 30 August 1999.
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