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CHAPTER six

the benefits and costs of 

national competition policy

The aim of NCP

6.1 In the context of any national framework for governance, it is possible to identify a series of broad social goals to which the majority of individuals aspire such as:

· education for all; 

· full employment; 

· price stability; 

· a good standard of living; 

· an adequate income to provide for essentials such as food, clothing, housing and sufficient above that to provide for recreational and retirement purposes; 

· security in terms of freedom from invasion, crime and disorder; 

· freedom of opportunity and speech; 

· social justice in terms of equitable and fair treatment of all peoples; conservation and preservation of the environment for future generations; and

· cultural and spiritual freedom and growth. 

6.2 While no-one expects NCP to deliver any but a small proportion of these goals, it is clear from the submissions received by the Committee that a number of people, particularly those from rural backgrounds and social welfare organisations, expect the wider context of broad social goals to be considered in the implementation of competition policy and in the implementation of all other related micro-economic reforms.

6.3 NCP is firmly based on the premise that it is in Australia’s interests to promote competition throughout all spheres of business – public and private – that it will redress market distortions delivering increases in efficiency and economic growth to the Australian economy. It is also claimed that NCP should result in considerable benefits to consumers including lower prices, higher product quality and services, and greater product diversity. The Brotherhood of St Laurence has used an apt metaphor to describe the change of policy direction inherent in NCP as one of ‘steering not rowing’.

6.4 However, the basic tenet of NCP is not universally accepted. There is a view that it still needs to be established whether a fully informed community would agree with the ideology behind NCP and whether, given the choice, that community would pursue it as a worthy policy with the same vigour or take a more cautious approach to the policy, or would reject it completely. The United Firefighters Union of Australia has submitted that:

The view of the UFU of A is that no Australian voter has ever been given an opportunity, either at a State or Federal level, to cast an electoral opinion about the veracity or the suitability of the Hilmer Report or the Agreements that have flowed from it. National Competition Policy has, in our view, been imposed on Australians through the Council of Australian Governments (COAG) without regard to the views or opinions of the Australian community.

6.5 NCP has become the focus of much of the disquiet or opposition to the approach known as economic rationalism. Given that social and community values form part of the essential foundation on which judgements about alternative resource allocations and their relative efficiency are based,
 it is the responsibility of all governments to reassure themselves and the public that NCP and wider micro-economic reforms are in the interests of all. One of the difficulties is that the benefits often accrue to different organisations or communities from those who bear the costs. Hence the angst from particular communities and sectors. 

6.6 The Hilmer Report contended that there was a need:

…for more rapid reform of infrastructure and regulatory systems to service the trend toward integrated national markets and national orientation of commercial life;

to address the fact that a number of sectors of the economy are currently sheltered from competition; and

to establish a policy framework or process to promote broader and nationally consistent approaches to reform.

6.7 A joint submission from Dr Williams and Prof Kolsen argues:

The Hilmer Report drew its rationale from notions embedded in the Trade Practices Act, a naïve notion of the meaning of competition and its apparently “obvious” connection with efficiency, and a total disregard for the effects of their proposals on the distribution of income. There is a strong conflict between the recommendations to enhance the efficiency of the conduct of public enterprises and the requirement that they are to be conducted in the same manner as private enterprises and are to be placed on the same legal footing (loss of the “shield of Crown”) as private enterprises.

6.8 Whether or not this is the case, the challenge here is for governments to recognise how to fulfil the social objectives and still gain the maximum possible economic efficiency gains through the implementation of NCP, or indeed any other policies aimed at improving the ways we do things.

6.9 In his book, Australia at the Crossroads, Mr Argy identifies his social agenda as having the following broad aim:

To ensure a minimum standard of material wellbeing and quality of life and equal opportunity for everyone without seriously damaging the productive potential of the economy.
 

6.10 A number of submissions and witnesses argue that the NCP and its administrators seem to be coming at the issue from a different perspective – more one of maximising the productive potential of the economy without seriously damaging the wellbeing of the community. They question the appropriateness of this perspective.

The role of an economy is not simply to deliver improvements in average material wellbeing. It is to improve social welfare (ie the overall wellbeing of Australians) and that is a much broader, tougher and complex performance test than average incomes per head.

6.11 This issue is considered in greater detail in Chapter Seven, which examines, inter alia, concerns regarding the implementation and application of the Public Interest Test and criticisms that economic elements are given far greater weight than social aspects.

6.12 Few submissions and witnesses have disputed the overall thrust and intention of NCP and successive reviews of the policy have confirmed this. Mr Argy gave evidence to the Committee, saying:

I start with two propositions. The first is that micro reform and increased competition are economically desirable. They do generally produce net benefits for the economy. The second proposition is that these benefits are frequently very unevenly distributed across the whole community, with some people being asked to bear a disproportionate share of the costs of adjustment.

I should stress here we are not just talking about short-term adjustment, short-term transitional costs of the kind that you might associate with a one-off individual reform. What we are witnessing is a fundamental and sustained change in the whole thrust of economic policy, a systematic shift from, if you like, statist, protectionist policies to free market, pro-competition policies. This has the potential to create not just short-term adjustment pressures but cumulative, long-term, income and wealth distribution effects, both across households and across regions.

I am not saying that structural change and micro-economic reform always necessarily produce greater inequality - in the absence of government intervention - that is. But one only needs to look at the US, the UK and New Zealand to see that in fact this is what happens in practice unless you have a government actually out there trying to smooth the effect. Here in Australia we can really say with some pride that we have been able to introduce substantial micro-economic reform without the social trauma that you have had in these other three countries I mentioned, for example. We have been able to achieve a reasonably happy compromise between the two. I suspect this is changing. First of all, the impact of micro reform is becoming more and more severe in terms of its effects. And it is becoming harder, for fiscal and other reasons, to smooth the social effects.

6.13 In his Submission, Professor Quiggin takes a similar but more negative view of NCP and its benefits:

National Competition Policy fundamentally affects all aspects of Australian life, but has been introduced and implemented through bureaucratic processes that avoid public accountability. National Competition Policy differs from earlier attempts to promote competition by virtue of the assumption that competition is always and everywhere desirable and that it where competition is in conflict with other values, there should be a presumption in favour of competition.

In the standard economic framework, competitive markets are not regarded as an objective in themselves, nor is it supposed that competition promotes technical efficiency. Competitive markets are seen as desirable because, under certain ideal conditions, the price signals they generate ensure that resources are allocated to the use in which their value is greatest. However, these assumptions are not always satisfied.

As a result of mistaken assumptions about competition, the benefits from National Competition Policy have been seriously overestimated. It is likely that a carefully designed program of reform could raise GDP by around 1 per cent. However, the current policy framework encourages ill-considered policy innovations that may reduce social welfare. The adverse effects of unfettered competition on social relationships and of excessively rapid adjustment on regional economies and employment have not been adequately considered.

6.14 In line with this same view, a large number of submissions and witnesses to this inquiry have taken exception to various aspects of the NCP reform process such as:

· the administration and implementation of the policy;

· the lack of accountability and transparency of the policy as administered;

· the failure by administrators not only to identify winners and losers adequately prior to implementation of aspects of the policy, but also

-
the failure by administrators to ensure that there are support and/or transitional arrangements for the losers;

-
the fact that administrators see the implementation of the policy as an imperative rather than a valuable instrument to guide change; and

· the lack of recognition that there may be unintended consequences of the implementation of the policy in some circumstances.

6.15 This Chapter examines the issue of ‘winners and losers’ and the complexity of the problems facing governments in measuring the benefits and costs of NCP as distinct from the broader microeconomic reform process, and the claims made in evidence to the Committee about the benefits and costs of NCP. 

Measuring the Costs and Benefits of NCP

6.16 One of the greatest shortcomings of the implementation of the NCP is its lack of benchmarks or performance criteria by which the benefits or costs of the policy could be evaluated in future years. Other than the commitment in the Competition Principles Agreement paragraph 12 that “The Parties will review the need for, and the operation of, the Council after it has been in existence for five years”, there is no reference to evaluation or review of the policy.

6.17 In response to questioning from Senator Margetts regarding the measurement of the benefits of NCP and claims of productivity improvements, Treasury noted:

Senator Margetts: Just to clarify that, are you talking about labour productivity or other sorts as well?

Mr Potts: This is multifactor productivity - what is happening to productivity in the economy as a whole.

Senator Margetts: Do you have those measures?

Mr Potts: We can provide you with some information on the figures in relation to both multifactor productivity and labour productivity. I think the Reserve Bank has done quite a bit of research on this. Our average growth in the 1990s has been 2.3 per cent. …….

Senator Margetts: How do you pick out which bits are associated with national competition policy?

Mr Potts: …..it is difficult to identify what the particular benefits at a macroeconomic level might be in relation to individual elements of policy, and even policy as a whole……The evidence that is accumulating is that there has been a structural improvement in our productivity performance….

Senator Margetts: ….if you are concentrating on productivity, have you also looked at whether people are actually getting a better, more responsible service. We all know that if you have got fewer people answering telephones then the productivity of each person improves on paper, but have you gone to that extent of saying, “Yes, this is a benefit,” except in the narrow terms of productivity alone?

Mr Potts: No, we have not gone into that sort of detail…

Senator Margetts: Can I just clarify something here..You do not have a unit within Treasury that actually looks at some cost-benefit ….

Mr Potts: No, we do not have a cost-benefit unit per se. We have a small area of about four or five people that is responsible for competition policy and the role of that unit is to advise the government on the policy framework.

………..

Senator Margetts:  No, that is okay. I am just trying to work out what Treasury knows and measures in relation to competition policy, because when you use the word ‘benefits’ I am tying to work out how you ascertain that it is a benefit or to whom it is a benefit. 

6.18 Evidence to the Select Committee suggests there is mounting scepticism about the claims of productivity benefits. In their Submission, the Concerned Farmers Group points out:

We have a situation where bureaucrats can only come up with ‘guesstimates’ of the likely benefits of National Competition Policy. This is based on non-factual data, as there is no factual based data to support National Competition Policy…..still no attempt is being made to gather factual data so we still have no more than a ‘gut feeling’ to act on.

There is an urgent need to channel extensive funds into researching and collecting this type of information. The ‘powers that be’ need to get back to basics and realise that every action has a reaction.

6.19 This issue is not new. The House of Representatives Standing Committee on Financial Institutions and Public Administration found in 1997:

While it is generally agreed that in many cases it is still early in the reform process and some outcomes will not become clear until there is further implementation, each jurisdiction at least should be putting in place a measurement and monitoring system so that assessment can be made in the future. It is a fundamental precept of modern public administration that the actions of governments are evaluated and the results used to ensure that the direction selected is appropriate. In particular, the Committee is concerned that such monitoring systems enable assessment as to the extent that the benefits of competition have flowed through to the end consumer.

6.20 The House of Representatives Committee went on to recommend that each jurisdiction responsible for NCP put in place monitoring and measurement systems so that the policy could be evaluated in future. However that recommendation would seem to have been ignored because this Committee has to date not found any evidence to suggest that any such monitoring or data gathering is taking place. Indeed, to the contrary, in giving evidence, the Commonwealth Treasury indicated that they were not undertaking any monitoring or evaluation of the policy.
  The only significant study to date is that currently being undertaken by the Productivity Commission and since its terms of reference are limited to considering the impacts on rural and regional areas, this could not be considered adequate to address all concerns.

Short term versus long term costs and benefits

6.21 In its Submission, the NCC refers to the disparities between the impacts of NCP over time and in terms of severity. It says:

…the costs of competition reform often occur relatively quickly, and tend to be concentrated among particular groups, industries or geographical areas newly exposed to competition. These costs can involve hardship for the people affected, and often become the subject of media attention.

At the same time, the benefits of competition reform tend to flow more evenly across the economy – across the industrial, geographical and employment spectrum – through lower costs and prices and the expansion of industry arising from these changes. Sometimes these benefits take time to flow through, and the link to competition reforms introduced months or years earlier is not always easy to see.

6.22 The Productivity Commission apparently agrees with this assessment. In its Draft Report it states:

Many of the infrastructure reforms embody substantial cost savings from improved labour productivity. The displaced workers bear the short-term costs of loss of income as they seek new employment. If this involves relocating with their families, then the short-term costs are increased. This is more likely in country than metropolitan areas. It is also more likely if there are many displaced workers in a region. In addition, there may be a private loss of capital if displaced workers have to sell their houses in a weak property market. In turn, the loss of people has an impact on the local providers of services such as shops, schools, banks, health facilities, councils, etc and on the general social diversity provided by larger communities. Finally, if there is a long time before another job is found, or labour withdrawal, then the costs are no longer short-term. Much of the anecdotal evidence the Commission heard in discussion with participants in country areas concerned such initial and on-going costs.

In contrast to many of the costs, the benefits stemming from infrastructure reforms typically endure.

6.23 In his book, Great Expectations, Professor J Quiggin also raised the issue of the lack of concrete data upon which to evaluate the effects of broad micro-economic reform:

Without an understanding of the ways in which the gains and losses associated with reform may be (and may not be) compared and set against each other, it is impossible to make any valid assessment of processes such as contracting out……. Unfortunately an understanding of these issues has been missing from most of the public debate over microeconomic reform, which has been dominated by rhetoric rather than analysis. Critics of microeconomic reform have at least the partial excuse that many reject the entire theoretical structure of welfare economics….The lack of economic analysis behind the advocacy of microeconomic reform is less excusable. Rhetoric about the virtues of competition, simplistic measures of labour productivity, and simulations from the ‘Rosy Scenario’ school have dominated the field.

6.24 In his submission, Prof Quiggin went on to say:

The idea that competition will promote improvements in technical efficiency is often referred to using a distinction between the static benefits obtained from eliminating price distortions and the ‘dynamic gains’ claimed to be generated by competition. The dynamic gains hypothesis may be summarised by the statement that, over time, competitive markets will generate improvements in technical efficiency additional to any that might be derived directly from the removal of regulations that increase costs of production. The nature of these dynamic gains is not usually described in detail, although statements about dynamic gains are often made in terms that suggest that there is a well-developed body of theoretical and empirical work supporting the dynamic gains hypothesis. In fact, there is no such body of work.

6.25 In other words, many of the claims of benefits arising from NCP are based on theory and ‘gut feeling’ rather than hard evidence.

6.26 The Senate Select Committee does not believe that it is sufficient to claim that the benefits will flow in the long term – jurisdictions need evidence to support these claims and therefore the Committee advocates the urgent collection of data through appropriately designed monitoring systems. The lack of hard evidence may be to blame for some of the suspicion about NCP, and the Select Committee considers this to be a serious issue warranting urgent attention by all jurisdictions. 

6.27 While those who are responsible for the implementation of the NCP recognise the fact that competition policy involves winners as well as losers, it is the definition of exactly who stands to win or lose and by how much that is the problem. Without such information, the government cannot hope to implement appropriate transitional and compensatory mechanisms to ensure what Mr Argy calls ‘social smoothing’
 of the adverse affects of the policy. Also, they cannot demonstrate that measurable tangible gains have been made. It is not enough to require us to take it as an article of faith.

6.28 Some industries argue that the process of implementing NCP is costly and the gains are minimal, calling into question the appropriateness of undertaking the exercise of change. The WA Broiler Growers Association had this to say:

It should be noted that with the growing fee representing less than 8% of the retail price of chicken meat, the difference between an equitable and an inequitable level of return of the grower would be negligible at the consumer level. It is no wonder that I had no answer when one of my growers asked me and I quote 'Tell me, why are they piss-farting around with 0.8 of a cent on a piece of KFC chicken which costs $1.27 cents, which they then round off at the till to the nearest 5 cents ie, 30 cents which rips the consumer off more than the total profit that goes to the grower”. It is no wonder that the bloke that cooks the chicken can afford to buy a state soccer side worth millions.

The Benefits of NCP

6.29 One of the few empirical studies undertaken of the impact of NCP has been the pre-implementation study by the Productivity Commission. In 1994-95, the Productivity Commission (then Industry Commission) undertook at the request of the Council of Australian Governments (COAG), to analyse the package of proposals to promote national competition, based on the Hilmer Committee’s inquiry. COAG sought advice from the Commission about:

· quantitative estimates of the potential gains in terms of economic growth, specifically GDP;

· which of the jurisdictions – Commonwealth, State/Territory or local government would stand to gain in terms of revenue;

· how much in quantitative terms each jurisdiction would contribute under the terms of the proposals;

· the timing of the benefits to be achieved under the policy;

· the impacts of the reforms; and

· the sensitivity of the Commission’s results and key assumptions.

6.30 In response, the Productivity Commission embarked upon a modelling exercise based upon the ORANI model of the Australian economy in an attempt to simulate the impacts of Hilmer and related reforms. The Commission was given a short time to report and recognising the complex nature of measuring the effects of the implementation of the proposed NCP, it warned of the limitations of their study and of the modelling exercise undertaken:

..it is clear that no single number can be produced to capture accurately the full benefits and costs of these reforms. ….Some of the reforms being considered are broad strategies rather than specific policy changes; or may even have the important but intangible effect of locking in gains from changes that have already been introduced. Moreover, some of the big gains from reform are likely to be of the dynamic kind that are difficult to predict, let alone measure. 

The Hilmer and related reforms are very significant for Australia’s economic future. Judgements about how significant they will be can be supported – to some extent – by technical modelling exercises such as this one. But technical modelling exercises cannot provide the complete measure. The best they can do is provide general indications of the direction and magnitude of the benefits that flow from these reforms of different sectors of Australian society

6.31 The Commission argued that the NCP reforms were more about ‘foster[ing] a climate for improved economic prosperity than they are about implementing specific, known and tangible changes’ and that a ‘modelling exercise cannot manufacture certainty out of the unknown’
. 

6.32 Nevertheless, in March 1995, the Commission released its report and found

The results suggest that in the long run, once all adjustments have taken place, there would be an annual gain in real GDP of 5.5 per cent, or $23 billion a year (in 1993-94 dollars), as a result of undertaking Hilmer and related reforms. This is not strictly a growth projection, because it does not mean that economic growth would be 5.5 percentage points higher. Instead it means that in the long term, the level of real GDP would be $23 billion a year higher than otherwise as a result of these reforms. Of this, reforms by the Commonwealth are projected to contribute $4 billion while reforms at the State, Territory and local government level are projected to contribute $19 billion.

6.33 The Commission predicted that few industries would lose from the reforms and that consumers would be $1,500 per annum per household better off. They also predicted a three per cent increase in real wages and 30 000 extra jobs. Losses from one reform were seen as more than compensated by the gains from others. The Commission’s findings were strongly criticised at the time for their optimism and the various assumptions that underpinned them.

6.34 Although the Commission would be hard put to argue that these predictions have come to fruition in their totality, nevertheless, the results of the study indicated some positive benefits for the Australian economy in the long run. There were a number of other studies which attempted to estimate the benefits of broader microeconomic reform and these predictably varied greatly but also indicated some positive benefits. Professor Quiggin reviewed these studies in his Submission to the Committee. (Table1)
 
TABLE 1  - Estimates of the benefits of microeconomic reform


Estimate
Time-frame of reform
Method
Growth rate effect
5-year change

Kasper et al.
77.0
1980-2000
D
2.8
15.3

IAC 1989
4.7
1990-95
S
0.9
4.7

Industry Commission (1990)
6.5
1990-95
S
1.3
6.5

Bureau of Industry Economics
21.7
1990-2000
M
2.0
10.3

Business Council of Australia
21.2
1995-2010
M
1.3
6.6

Dao and Filmer
12.7
1990-95
M
2.4
12.7

Dao and Jowett
13.0
1990-95
M
2.5
13.0

Industry Commission (1995)
5.5
1995-2000
S
1.1
5.5

Quiggin (low)
0.7
1995-2000
S
0.1
0.7

Quiggin (high)
1.1
1995-2000
S
0.2
1.1

Source:  Submission No 91, Professor John Quiggin, James Cook University, p 21.

Productivity Commission findings re rural and regional Australia

6.35 The Productivity Commission’s current study, Draft Report “Impact of Competition Policy Reforms on Rural and Regional Australia”, was the result of an extensive round of public hearings throughout country Australia and a specifically tailored modelling exercise. The Commission’s findings and recommendations are listed in Chapter Three. This preliminary report is more cautious in its claims regarding the benefits of NCP and sets out in more detail the losers from the implementation of the policy. Nevertheless the report claims substantial benefits for the economy and lists a number of them (See Table 2). It is interesting to note that the benefits are quantified in financial terms alone (cost/price change). The report looks also at service quality indicators, and notes that:

In the Commission’s discussions with participants in country Australia, deterioration in the quality of service delivery since the introduction of NCP was raised frequently in terms of electricity supply and telecommunications. There appears to be some validity in their claims.

TABLE 2:   COST AND PRICE CHANGES IN INFRASTRUCTURE AREAS SUBJECT TO NCP (PAGE 247 PRODUCTIVITY COMMISSION REPORT)

Reform Sector
Cost/price

Change

%
Period/Date
Markets affected

Electricity
 23
1991-92–1996-97
NSW—real (inflation adjusted) prices all customers


 38

1991-92–1996-97
QLD—real prices all customers


 20
1991-92–1996-97
WA—real prices all customers


 17
1991-92–1996-97
SA—real prices all customers


 <10
1991-92–1996-97
NT & ACT—real prices all customers


–
1992
NT—prices frozen for 5 years


–
Jul 93–Jun 96
Vic.—residential customer tariff frozen


 5.0
Jan 97–Dec 99
Tas—regulated real average business tariff


–
Jan 97–Dec 99
Tas.—regulated real average business tariff


 8.0
Mar 95
Qld—commercial and industrial prices


–
Mar 95
Qld—domestic prices frozen


 5.0
March 98
Qld—commercial and industrial prices


–
March 98
Qld—domestic prices frozen

Gas
 43
1992–1997
6 major distributors — real controllable costs


 11
1991-92–1996-97
WA—real prices for business customers


9.0
1991-92–1996-97
WA—real prices for residential customers


8.6
1991-92–1996-97
Vic.—real prices for business customers


7.4
1991-92–1996-97
Vic—real prices for residential customers


 22
          1994–1998
Australian gas prices —industrial and residential

Water
30
1991-92–1996-97
NSW—real prices for metropolitan customers


 10
1991-92–1996-97
Vic.—real prices for metropolitan customers


 2.0
1991-92–1996-97
Qld—real prices for metropolitan customers


 2.0
1991-92–1996-97
WA—real prices for metropolitan customers


 5.0
1991-92–1996-97
SA—real prices for metropolitan customers


8.0
1991-92–1996-97
Tas.—real prices for metropolitan customers


 14
1991-92–1996-97
ACT—real prices for metropolitan customers


23
1991-92–1996-97
NT—real prices for metropolitan customers



Reforms to date
Most irrigation districts


 39
1997
Metropolitan water for commercial users, largely as a result of restructuring charges in Melbourne, where some prices fell by more than 60%

Rail
 40
1991-92–1996-97
Freight rates on the Melbourne to Perth rail route


 16
1991-92–1996-97
National real freight prices


 17
1997-98
Coal freight rates in Hunter valley

Ports
 23
1991-92–1996-97
Port authority charges

Telephone
 25
1991-92–1996-97
STD calls


 30
1991-92–1996-97
Overseas calls


 30
1991-92–1996-97
Telstra’s retail call prices

Australia Post
 8.7
1991-92–1996-97
Real price of posting a standard letter

Sources: Productivity Commission (1998g)’ SCNPMGTE (1998).

In defending its findings the Productivity Commission points out:

There is a widespread misconception that the NCP reforms are solely about reducing prices to consumers. While this will often be the case and is an important outcome, NCP reforms are aimed at more efficient pricing. In some situations, this can involve increases in user and consumer prices. For example, in the water reform area, the reforms recognise the scarcity of water in many regions and involve application of the user pays principle. This is resulting in substantial increases in prices to some users. In such circumstances, the benefits of more efficient pricing flow generally to the community from better uses of this scarce resource. Higher prices are also occurring in some other areas, as cross-subsidies are reduced or removed.

In the electricity, gas, rail, ports and telecommunications areas, there have been significant price reductions. Generally, the price reductions have been greater for large business than for small business users, and greater for business than for residential customers. At the same time, prices in many areas of water supply and prices faced by householders for gas services in some regions (eg residential gas prices in Victoria) have risen to reflect more closely the costs of supply.

This pattern of initial impacts suggests that metropolitan businesses have been the early direct gainers from reduced costs of infrastructure services. For instance, in the case of electricity, large users and metropolitan areas have gained more than country regions. Many country users have also benefited from lower usage charges although, for some, those gains have been offset by higher access charges. In part, this represents the staged implementation of the reform program. Nonetheless, the improved competitiveness of business is likely to lead to indirect benefits to the users and consumers of their goods and services in country as well as metropolitan areas….

The currently available cost and price data do not necessarily provide a good indication of the longer-term impacts of the reforms. ….the data include effects of not only NCP, but also other economic and social influences. Furthermore, significant reform remains to be undertaken in most areas.

6.36 The Productivity Commission notes, that the benefits so far have favoured large rather than small business and metropolitan rather than rural areas. Where large enterprises are located in country areas, only then have the benefits been captured by the country area. The Commission found significant variation in the impacts of NCP between sectors and jurisdictions.
 Whilst the Committee has not yet had sufficient time to investigate fully the claimed benefits of NCP, evidence to date generally supports the findings of the Commission. For example the Australian Chamber of Commerce and Industry states:

…deregulation and expanded competition have already produced or hold out the potential to deliver meaningful dividends to key sectors closely identified with regional and rural Australia.

In the rail transport sector, for example, freight rates for the movement of grain in Western Australia have fallen by more than 20 per cent in real terms since competition was introduced in the early 1990’s, while freight rates between Melbourne and Perth have fallen by 40 per cent since the mid 1990’s (and transit times and service quality have improved) following the introduction of competition on that route.

Deregulation of the Western Australian gas sector in the mid 1990’s has resulted in price reductions of as much as 50 per cent for some industrial users, while gas access charges are projected to fall by about 60 per cent by 2000 under commitments given by market players.

6.37 The Treasury and the Commonwealth Department of Agriculture, Fisheries and Forestry cite similar benefits in their submissions.
 Coles Supermarkets Submission claims substantial benefits in terms of increased employment and convenience to consumers from deregulated trading hours.

6.38 The Submission from the Department of Agriculture, Fisheries and Forestry makes particular reference to reforms in the road and rail transport industries. Referring to the inefficiencies existing in the rail transport industry, the Department cited studies which indicated that the Queensland and New South Wales rail networks were significantly disadvantaging the coal industries in those States by charging above normal commercial rates for coal freight due to inefficiencies in work practices – a practice which equated to the charging of a resource rent. The Department is optimistic of NCP reforms and their favourable impact on the mining and agricultural sectors.

6.39 The NCC has also cited similar benefits in its Submission.

6.40 The Committee considers there to be ample scope and an urgent need for a comprehensive empirical study of the impact of NCP across the economy. Isolated claims of benefits need to be supported by rigorous analysis of the nationwide impact of the NCP process. 

The Costs of NCP

Losers from micro-economic reform fall into four categories: those who are displaced or retrenched as a consequence of structural change (as in cases of competition or tariff reform and public sector down-sizing); those who have to pay higher prices for services received (as in cases of privatisation, commercialisation or deregulation of public utilities); those who become more exposed to wage cuts (as in the case of labour market deregulation); and those who suffer from a restructuring of the tax and welfare system designed to enhance efficiency.

6.41 The greater weight of evidence provided in submissions and at hearings was with respect to the negative aspects of NCP, particularly its effect on small rural and regional townships. Whilst it appears that metropolitan and larger urban areas are experiencing some negative impacts, size enables these centres to largely absorb the changes. Smaller centres are experiencing more pronounced structural change shocks and are less able to absorb the impacts. Witnesses generally seem to be accepting of the need for the reforms and the ultimate long term benefits, but not of the perceived harsh short and long term costs and structural adjustment pressures which it brings. 

Relative effect and variation in impact of the National Competition Policy on Urban and Rural and Regional Communities

6.42 The interdependence of economic and social activity in rural and regional centres may be accepted as given. That the local doctor, pharmacist, bank, supermarket, stock and station agent and post office are an integral part of the social and economic fabric of what constitutes a small rural town is understood by governments but may not always be considered as significant in the implementation of microeconomic reform policies. The demise of one of these services tends to lead to the demise of the others. Due to a number of economic and social forces a trend to centralisation is apparent. The term ‘sponge city’ has been coined by the Productivity Commission to describe the growth of some rural centres at the expense of others (see Chapter Four).

6.43 Professor Quiggin of James Cook University states in his submission:

There has been considerable concern about the effects of National Competition Policy on regional economies, particularly those of country towns in the inland. In evaluating whether this concern is well founded, it is necessary to take account of the fact that changes in the pattern of population and economic activity are an inevitable consequence of social and technological change. For example, as transport costs have declined, larger country centres have tended to expand at the expense of smaller towns.

It would be a mistake therefore, to suggest that National Competition Policy is the primary cause of the decline of rural towns. Nevertheless, it is arguable that National Competition Policy and other aspects of microeconomic reform have increased the rate of change and made it unnecessarily traumatic.

All communities are socially and economically interdependent. A contraction in one industry leads to lower demand for the suppliers of inputs, while the associated loss of employment reduces the income of retail traders and the viability of schools and other services. Economists can analyse some aspects of this process using methods such as input-out analysis. In the long run, market processes can be expected to respond to technological changes through adjustment to a new, sustainable equilibrium. However, only under very special circumstances will the process of adjustment generated by unfettered market forces be socially optimal. Processes of economic contraction are likely to proceed excessively rapidly as the loss of one area of economic activity imposes external costs on others. 

In the past, the existence of stable employers like banks, post offices and so on tended to cushion the impact of adverse economic shocks. These stable activities helped towns faced with a temporary downturn in key industries to ride out the storm, and permitted a more gradual adjustment to permanent changes requiring a contraction in activity. In an increasingly market-oriented economy this stabilising effect is lost. Rather than continuing service after it is unprofitable as a return for past benefits, profit-maximising enterprises withdraw such services immediately. Indeed, the current trend appears to involve the withdrawal of services that are still covering costs, in the expectation that they will become unprofitable in future.

National Competition Policy closes off some routes by which governments have traditionally sought to slow down the rate of adjustment. For example, local governments are effectively prohibited from favouring local contractors, even if the closure of those businesses would lead to contraction in the local economy which would in turn accelerate the withdrawal of banks, schools, post offices and so on.”

6.44 Professor Quiggin, above, does not say what the special circumstances under which unfettered market forces will be socially optimal, but it is obvious that in the small rural centres of Australia, the circumstances befitting perfect competition are most unlikely.

6.45 Rather, small rural centres may be better served by a mix of co-operation, co-ordination and competition. This needs to be considered in more detail. The Remote and Isolated Pharmacists Association Australia Inc represents 428 pharmacies in single pharmacy towns across Australia. In its submission, the Association summarises some of the policies that are affecting rural towns as:

· restructuring of Health Services;

· centralisation policies of Government Departments;

· down-grading of corporate services particularly Banks, Post Offices and Telstra; and

· deregulation of professions.

The Association goes on to note:

A study of the Health Needs of Small Rural Communities by Roger Strasser el al, identified that these communities most frequently used the following health services, in order of frequency:


Doctor


Pharmacy

Dentist

Hospital

6.46 The Association concludes with recommending inter alia, that Government Departments and Government-owned corporations be required to publish an economic impact statement prior to any closures in rural communities.

6.47 The lack of employment in rural centres and further decreasing employment is a serious issue. The loss of youth to these centres as they move to the larger towns or cities in search of work is a major concern. So too is the inconvenience of the loss of banking, postal and shopping services as the smaller towns gradually close.

6.48 Falling rural industry returns, drought etc, are among the major causes of this decline. However, the imposition of NCP and other micro-economic reform policies exacerbate the issue. A number of local councils have cited the problem of contracting-out services to the lowest bidder as having a profound effect on employment in the town. Where contracts go to larger city companies, which bring their own workers for the duration of the job, local operators must lay off their workers. Of particular concern in WA, is the growing practice of ‘fly-in-fly-out’ services, where a large city-based contractor flies in workers to remote areas to fulfil contract work. This work can even extend to relatively unskilled services such as cleaning. These operators are able, due their size, to undercut the local contractors. Their workers, however, do not live in the towns, neither do they spend their wages there, nor send their children to school there or in any way contribute more than temporarily to the economic and social fabric of the town.

6.49 A number of submissions and witnesses made this same point that competition does not always produce benefits for the consumer or the region as argued so vigorously by its supporters, and that the public benefits test must be carefully weighed when any change is considered to ensure that benefits do in fact exceed the costs:

There is no question about the importance of competition. But I will just give you an example. As the mayor said, we run the Harry Riggs Regional Airport, a very successful airport in terms of growth. Skywest are providing a good service... If you took the competition issue to its ultimate conclusion, we should, somehow or other…say ‘We want to call tenders for the providers of the air service to Albany.’  Clearly, there is not the capacity there for two providers, yet, if we did that, it is likely that we would get two providers:  Airlink….and….Skywest…In simple terms, they would probably cut one another’s throats to get in there. I believe you would see exactly a repeat of what has happened in Port Hedland recently. Sooner or later, one of them would have to pull out. Then the whole topsy-turvy would start, people would not have any choice any longer, and so on.

Competition is not just a simple thing so that you should say “Always there should be competition.’  If you were talking about fast food outlets in Albany, I would be the first person to say there should be competition. We are talking about a discount department store in Albany, for example. They have given planning approval to a particular consortium to build one. I think their anchor tenant is going to be Target. Now you would say, ‘Competition should have it that we should get a K-mart here.’  You do not have to be a Rhodes scholar to say that you do not think the population of Albany and the region would support two discount department stores. Yet if you opened it up, and if it was a perfect world, you would say that you should give planning approval for two. Probably in the end both of them would go broke.

6.50 The anecdotal evidence given in submissions and during the hearings is supported by the Productivity Commission’s latest study and by work by the Strategic Liaison Committee, Queensland Departments of Transport and Main Roads. In giving evidence to the Committee, Prof Arthur Brownlea, Chair, Strategic Liaison Committee, Queensland Departments of Transport and Main Roads stated:

I think there is anger out there. And some have gone past anger to fatalism, that nothing is going to happen anyway, that in some senses perhaps metropolitan Australians do not care much about the bush. There is a sense that rural communities are losing membership of the broad Australian society and that perhaps government has left the negotiating table. 

6.51 In its capacity as adviser to the Queensland Departments of Transport and Main Roads, the Strategic Liaison Committee of which Professor Brownlea is chair, held community meetings in five different communities of different sizes across Queensland to assess aspects of the Departments strategic plans. The Strategic Liaison Committee produced a report titled, Issues in rural social justice and transport. 
6.52 In giving evidence to the Committee, Professor Brownlea was asked to give what he saw as the profile of a rural community that is ‘bleeding’. His reply gives a construct to what seems to be an Australia-wide phenomenon:

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 be large enough to dispute its future.

….

The things that I have learned from the five studies we have done so far…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.

6.53 All of the Local government submissions and witnesses and their peak body municipal associations point to the same ‘basket’ of factors which are challenging the social fabric of small rural and regional communities. The WA Municipal Association’s submission is representative:

The quality of and disruption to telephone service remain high on the list of community concern. 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. Out in the bush, we are simply not profitable enough to warrant greater attention.

It is the same with public telephone boxes. Recently, a small town near Esperance lost its only phone box due to lack of profit and inconvenience to service. Telstra’s response to the community outcry was to offer to put a phone card into the local hotel, with the hotel renting the line on the community’s behalf. The reasoning behind it was that the phone box had to show a profit; it had to be viable.

With the other utilities it is no different. The Shire of Gnowangerup recently went into bat for a growing company producing fencing wire in its community. The organisation in question was successfully established and was in the process of expanding to meet demands and reduce its costs. As part of this process, the organisation wished to install a new welder but was told by Western Power that an upgrade to the power supply costing hundreds of thousands of dollars was required, to be paid by that organisation. Obviously, the organisation does not have the resources to meet this obligation, leaving the shire concerned that the whole organisation will simply relocate to a more convenient location. The gradual move away from cross-subsidisation of essential community infrastructure and services by corporatised and privatised entities has left our rural and remote areas isolated and feeling very victimised.

6.54 The Committee considers that the cumulative effect of micro-reform policies on rural and regional areas is a serious issue warranting far greater attention by all jurisdictions than is happening at present. It is apparent that the impact of these policies has been disproportionate between metropolitan and country areas in that the latter does not have the capacity to quickly adjust or absorb the changes which they can generate, such as unemployment. Clearly, local government must look to the public benefits test and carefully assess the impost of these policies for their region. There may be a case for more to be done with respect to transitional arrangements and compensation in areas adversely affected by the implementation of NCP and other policies. The following quote from the Queensland Farmers’ Federation sums up the Committee’s view:

It would be worth the Council of Australian Governments sitting down-and I think this is part of the process-and saying, ‘What has NCP delivered? Where is it going? Is it having adverse impacts in some areas? Is it working as well as it could? Let us revisit it. We are entering a new millennium;  let us revamp it.’ But I think it needs one critical element, and it is covered in your terms of reference-that is, the impact on urban and rural and regional communities. I think that has been missing from the equation.

I have to question whether, if every Australian is 1c better off but that is at the cost of some small towns in rural and regional Australia, the quality of life in this nation really is that much better. That is obviously a political judgement on matters. But I think we could probably have our cake and eat it with NCP with just a little bit more sensitivity to some of the social issues.

Unemployment and changed working conditions

6.55 There is a large body of evidence that significant losers with respect to NCP implementation and other microeconomic reform measures are employees. The following issues have been raised:

· Significant retrenchment resulting in significant short and medium term unemployment; 

· Changes in working conditions, particularly affecting women and non-English speaking peoples;

· Structural unemployment leading to long term effects;

· Poverty traps and increasing welfare dependency;

· Erosion of equal opportunity principles; and

· Regional employment disparities.

6.56 A feature of the competition reforms in New Zealand and the United Kingdom being increasing inequality of incomes, with the economic gains from the introduction of competition policies in those countries being markedly unevenly distributed, according to Mr Fred Argy.

6.57 Mr Argy points out some of the more ‘subtle’ effects in his book, Australia at the Crossroads:

Where costs are being driven down under competition policy, the effects within the community services sector upon the predominantly female labour force is also having another potentially damaging social effect – that of driving down further the earning capacity of an already low-waged sector. As has already been indicated by studies in Australia and in Britain, community service organisations are increasingly opting for part-time, casual and less qualified staff, thus keeping costs to a minimum in order to win contracts and stay in business. Australian research shows that contracting out does lead to fewer staff being employed by service organisations. On the face of it, this may indicate greater efficiency, but it also has the effect of reducing employment opportunities within the sector. In the area of child care, in particular, there is concern that the significant numbers of children being shifted from long day care to family day care, is having the effect of forcing out more qualified long day care staff in favour of cheaper family day care employment.

There have been concerns of long standing about low levels of appropriate training among non-government organisations, and although overall training and skills development remains low, under reforms across the sector in recent years, there has been increasing professionalisation of the work force, and with that, commitment to quality training. There is concern, however, that rather than a commitment to increased training and skills development in the current environment, price-conscious service contracting is leading increasingly to the exclusion of training costs and hence to the de-skilling of service providers. In a sense, this de-skilling is a depreciation of human infrastructure akin to the running down of investment in capital infrastructure, which is ultimately likely to result in a loss in service quality.

…

The impact upon volunteers under contracting out is difficult to determine because there are profound pressures upon voluntarism at the very same time as the nature of service delivery is changing…evidence would seem to suggest the need for sensitivity on the part of organisations recruiting volunteers to ensure they are not exploiting the good nature of women.

There are other potential occasions for the exploitation of vulnerable volunteers, for example service organisations (for example in the Industry Commission Report into Charitable Organisations in Australia). Volunteers enable such organisations to deliver community services on a cheaper basis than government-delivered services. While the industrial relations issue of work substitution has been overlooked to date in favour of this expedient, it may be set to change as more and more ‘for-profit’ service providers enter the market and demand a fair basis for competition.

6.58 As noted in the previous section, regional differences in levels of unemployment appear to be deepening as the imbalance in industry employment opportunities change. Whilst not all of these changes are as a result of NCP or indeed micro-economic reform generally, there is potential there for the NCP to worsen the impact of rural downturn, industrial changes, globalisation etc.

6.59 Structural change, privatisation, corporatisation, contracting-out, down-sizing of the public sector in particular is having an effect on employment levels and people’s attitudes. There appears to be a hardening of attitudes of some governments and in some sections of the community with respect to social welfare issues. This would seem to be characteristic of an insecure community fearful of change.

Structural change has also left a growing group of so-called ‘battlers’ in comparatively low-paid jobs, poorly organised and reliant on a relatively stagnant minimum award wage structure. As these people slip behind the rest of the population (including fellow workers able to benefit from enterprise bargaining), they feel insecure and as bitter and resentful of people on welfare as they are of the ‘tall poppies’.

6.60 The Committee has received numerous submissions that claim that NCP has been the stated reason for job shedding in local government areas and in a number of industries. In his submission to the committee Professor Quiggin states:

Unemployment is the most important single violation of the competitive market assumptions. In the standard competitive model, the fact that firms may go bankrupt and employees lose their jobs as a result of the competitive process is not a cause for concern, since it is assumed that workers will immediately find new jobs elsewhere and firms’ capital will be transferred into more productive uses. In reality, this is not the case. Workers displaced by competition may experience prolonged periods of unemployment. Although it is often asserted that the losses experienced as a result of higher unemployment will be offset by gains in other sectors of the economy, there is no theoretical basis for the supposition that the two effects will cancel each other out
.

6.61 Workers who lose their jobs as a result of job shedding under National Competition Policy or related micro-economic reforms may be quickly re-employed but there is a lack of hard evidence to demonstrate whether this is the case. There is certainly a strong degree of criticism in submissions received by the Committee and in the literature discussing the effects of NCP of the estimates of labour force impacts of the implementation of NCP:

It is claimed that the employment effects of the privatisation and corporatisation of electricity services in Victoria have been considerable:

Over the last four to five years 23,000 jobs have been whittled down to less than 7,000. The brain drain and the loss of morale is apparent and the community in the La Trobe Valley has been devastated.

The Productivity Commission identified job losses by infrastructure providers in Table 10.3 of its latest report. The Commission estimated overall employment in public sector infrastructure utilities declined by about 114 000 people, or 33 per cent, in the decade to 1997. This is a very significant figure in any language.

TABLE 10.3 JOB LOSSES BY INFRASTRUCTURE PROVIDERS

Reform sector
Job

Losses

%
Period/Date
Areas affected

Gas

1992–1997
6 major gas distributors — losses mainly in cities

Electricity

1992–1997
Losses in cities and country regions

Rail

1986–1998
Capital cities



1986–1998
Other Areas

Telstra

1987-88–1996-97
Telecom and Telstra

Sources: PC (1998g); SCNPMGTE (1998)

Source:  Productivity Commission, Impact of Competition Policy Reforms on Rural and Regional Australia, Draft Report, page 250.

6.62 The Productivity Commission has attempted to temper these results by saying that individual reforms will bring different effects in different regions. The Commission holds to the view that metropolitan areas should experience increases in output, above average employment outcomes and below average increases in incomes per person employed, while country regions are likely to experience more varied effects.
  This leads the Committee to conclude, (agreeing with the Productivity Commission’s assessment), that NCP is having greater adverse affects on rural and regional Australia.
Social Welfare, Health, and Community Services Impacts

6.63 The impact of NCP on the Social Welfare Sector has been the subject of a number of submissions including the Australian Medical Association Limited, the Australian Doctors’ Fund, the Australian Physiotherapy Association, the Australian Dental Association, the Brotherhood of St Laurence, the Australian Association of Social Workers, the Australian Catholic Social Welfare Commission, and others. The Committee has heard evidence from only a very small representative group.
6.64 However, the evidence taken to date suggests that some practices of the health, community and aged care industry would appear to be in conflict with NCP principles. For example, a pharmacist who has a contract to exclusively supply a nursing home with drugs for the homes patients may be acting in contravention of the Act where the Home has not given the patients a choice of pharmacist. Similarly, the doctor who does not give his patient a choice of anaesthetist when undertaking operations. The Australian Association of Surgeons informed the Committee that:

It is worth mentioning that the principles underlying the operations of the ACCC are being distorted in their application by a seemingly “purist” interpretation of the National Competition Policy.

This is evidenced by a potential problem for surgery in that the ACCC could demand that the surgeon must give the patient a choice of anaesthetist for an operation. One has only to imagine an operating list of three patients, each patient having chosen a different anaesthetist to see that such a ludicrous situation would not work. If it was forced to work, then costs for health care would undoubtedly increase.

It seems that this aspect of the legislation, drafted obviously for industry, has the potential to cause absolute havoc in medicine if imposed without some common sense.

6.65 Of further note was the views of the Australian Dental Association which said in its submission:

The delivery of health care carries with it a responsibility for the provider to exercise the highest standards in the interest of the patient. The professional providing this care has an obligation to place the interests of the patient first, above and beyond any personal consideration. In dentistry for example, there are often numerous treatment options with varying costs to the patient and profit to the provider. The dentist must advise the patient within an overall duty of care. It would be unethical and not in the patient’s interest for the dentist, motivated by profit, to market those items that maximised his/her return. It would be equally wrong if, in an effort to be more competitive, the dentist consistently marketed the cheaper options irrespective of more appropriate care.

The scenario is completely different from the operation of a business where, although there may be obligations to deliver service to the customer and where high ethical standards still prevail, the primary objective is to make a profit. An ethical business may market a good quality product in order to maximise profits. This marketing exercise, imbued with all the competitive principles, may be focussed on a specific product within a range of items which has the potential to return a handsome profit. There would be no ethical difficulty if this marketing exercise encouraged more individuals to choose this product over other alternatives. There would be little analysis of the needs of the consumer in this exercise. Unlike the practice of dentistry, these needs would not have been analysed before the product was sold. Indeed, the market research would be focused on creating demand rather than servicing need. It is this difference which underpins the requirement for health to receive special consideration in the application of the principles of National Competition Policy.

6.66 Patients exercising their right to choose in this regard may not be practical, given the need to roster staff for hospital treatment etc. Further, with respect to nursing homes, patient choice may not only be impractical but also give rise to potentially dangerous situations when several pharmacists may be providing medications to homes, each having to be administered from a central point by the nursing home.

6.67 In the area of community services there has long been a mix of private and government provision of service but in more recent years (and not only in Australia) there has been a call for more effective targeting of expenditure. This targeting including the trend to increasing contracting-out has raised a number of concerns relating to the dehumanising of social services and the possibility that some people will ‘fall through the net’. Brent Walker Actuarial Services Pty Ltd raised health sector issues in its newsletter:

Health economists love to show how market economics are driving the reforms that are occurring in health care organisation and financing in the US. They overlook the effects of the changes to competition policy in US anti-trust laws that imposed enormous legal risks on health care providers operating in traditional ways. Most Australian health care providers have hitherto also completely overlooked the competition law requirements of Part IV of the Australian Trade Practices Act.

….

The Australian media has been fixated by the effects of Australia’s National Competition Law in the areas of State government control such as the distribution of electricity and gas. But, it equally applies to health care practice in Australia. For the organisation, financing and delivery of health services in Australia, National Competition Policy is a time bomb already primed and ticking away insidiously. When it goes off it will blow apart the current health delivery and financing structures in Australia.    

Of particular interest to health care providers and their associations is the section of the Act dealing with what is known as third line forcing. Third line forcing commonly occurs when one particular provider of a service requires a user of that service to also use the services of another party for which the first provider does not take legal and economic responsibility. For example, if a surgeon requires a patient to also engage the services of a specified anaesthetist or an anaesthetist from a panel of anaesthetists then that surgeon has engaged in the illegal activity of third line forcing. The maximum penalty for such illegal activity is $10 million if the third line forcer is a corporation or $500,000 for an individual involved in a third line forcing breach. The accreditation committees of hospitals may be unwittingly involved in third line forcing through their restriction of the doctors who may practise at their hospital. Nursing homes, hostels and retirement villages would be engaging in third line forcing if they require their patients to buy pharmaceuticals, physiotherapy, hair dressing or nursing services from the neighbourhood pharmacist, physiotherapist, hairdresser or nursing service that they have organised a deal with. Colleges of medicine and other accreditation bodies and professional associations could also be involved in breaches of competition law if they restrict fellowships or memberships/accreditations on any grounds other than when there is a countervailing public benefit. Even then they should explicitly seek authorisation for their activities from ACCC.

Health insurers should also be extremely concerned with the third line forcing provisions of the Trade Practices Act. They risk being held to be aiding and abetting third line forcing arrangements in some cases when they pay benefits in respect of a third line forced contract between a supplier of a health care service and their member. They may also be directly engaged in third line forcing if they only provide particular benefits for “services provided by (health insurer) approved practitioners” in respect of a particular modality of health service provision (including hospitals). This is a particularly common condition of nearly all health insurer’s rules. Health insurers are thus exposing themselves to potentially enormous liabilities in having such rules.

6.68 Other than the problems of current organisation of medical care under NCP, concerns have been raised that the advent of competition will have an impact on the flow of information and co-operation between medical practitioners which is essential to good holistic treatment for patients. Some argue that ethical principles will be undermined by the profit motive as self-interest takes prominence.

With the price of services as the sole determinant of health care, ethics will fail and standards will fall. Governments will establish standards bureaucracies, despite inadequate methods for assessing quality. Money will be diverted from patient care to the ever-increasing bureaucracies, while professionalism declines. Yet complaints units and consumer health bodies cannot boost morale, enforce ethics or raise standards. They are no substitute for professionals’ willing adherence to ethics and commitment to high standards.

Where once we were willing to work according to a code of ethics of which we were proud, “King Competition” will produce disaffected individuals trying to get by with a little effort as possible, more concerned for the profitability of price-competing enterprises than for optimal patient care.

6.69 A further issue raised by medical practitioners was that of their ability to collectively bargain with Health Department concerning appointments in hospitals: 

Traditionally, the public hospital system has engaged doctors through two major mechanisms. The first major mechanism is the direct employment of doctors on a full-time basis, either as junior doctors in the hospital system during their training period, or as staff specialists with ongoing appointments who work as employees under industrial awards.

The second major mechanism is the engagement on either employment contracts or other forms of contract of private practitioners, particularly specialists, to provide services to public hospital patients. These services of visiting medical officers, as they are described, have generally been acquired on the basis of contractual arrangements which have been negotiated on a statewide or hospital wide basis. Most state health administrations are comfortable with this process. Where the relationship between the doctor and the hospital has traditionally been identified as one of common law employee-employer under an individual contract, the orderly process of negotiation of standard service contracts has continued.

Since the introduction of competition policy, however, the ACCC has taken the view that where such negotiations involve contractual arrangements which are not clearly employer-employee and fall within the scope of the Trade Practices Act, by definition they are anticompetitive. This view is taken even in circumstances where state health administrations and governments have indicated they consider it the most effective process for securing public hospital medical services.

6.70 The detrimental impact on NCP on the health and welfare sector was also voiced by the Queensland Nurses Union, and 

For the QNU, national competition policy, or NCP, is part of a wider economic rationalist agenda that is currently pervading the health sector as well as the broader economy. Contracting out of health services, privatisation, co-location, casemix funding, the replacement of qualified nursing staff with unqualified personnel, the aged care reform agenda, the implementation of the NCP – all of these significant changes are driven largely by economic considerations. The health sector is just another market with a product to supply and one where a major priority of government is to enhance efficiency. Yet, in an essential service such as health, other considerations, such as quality and appropriateness of care, health outcomes, access and equity, are of paramount importance…..

The QNU is particularly concerned that the implementation of NCP has been driven by economic imperatives at the expense of social welfare considerations and the notion that competition in itself will lead to increased efficiency. The assumption appears to be that both competition and efficiency are always intrinsically beneficial and social desirable objectives.

6.71 These issues bear further examination, and the Committee considers that each jurisdiction should collectively review the impact of NCP on the Health and Welfare Sector and ensure that there are no unintended consequences. The Committee is also of the opinion that the issue of whether the introduction of NCP principles will be of benefit to practices within the medical profession, particularly the entry and training of medical specialists, is worthy of further consideration.

Compensation, Transitional Arrangements And Unintended Consequences

6.72 A number of Submissions support the need for greater structural adjustment assistance and in some cases, compensation where the implementation of NCP has had adverse consequences. The Productivity Commission argues the use of existing programs for support. This may be in order; however, it seems the Commission has not put forward any evidence to substantiate their claim that current programs are working. The anecdotal evidence would suggest there might be gaps.

6.73 The Productivity Commission has devoted a chapter in their recent draft report to ‘Measures to promote and develop country Australia’. It examines the programs and policies including intergovernmental financial transfers and subsidised services, community service obligations, and agricultural support programs that have directly or indirectly boosted the economic circumstances of country Australia. It lists the following assistance:

· Telecommunications (Telstra’s universal service obligation – more than $250m is to be provided for infrastructure services);

· The Strategic Investment Coordinator (aimed at attracting investment to country Australia);

· Rural Transaction Centres ($70m for 500 centres providing banking, postal, telephone and other like services);

· Federation Fund ($1bn for projects of national significance aimed at creating employment);

· Road Programs ($798m in 1998-99, 90% of which will be spent in regional areas); and

· State Government Programs.

6.74 The Productivity Commission concluded:

Governments want to ‘do something’ in respect of regional development. They have a range of regional development policies in place, although these are often applied in an ad hoc manner and with limited coordination between the tiers of governments. This has resulted in a somewhat spasmodic approach by government to regional development and created a perception in country Australia that there is a lack of commitment by governments to regional development.

6.75 The Department of Agriculture of Agriculture, Fisheries and Forestry notes in its submission:

AFFA supports moves to increase efficiency in the economy, however, it believes that transitional arrangements would facilitate the speedy adoption of reforms without undue cost. To this end, the use of structural adjustment assistance on an industry by industry basis is supported. The competition payments to the States and Territories should be used to fund such assistance. There is evidence that the first and second tranche competition payments have not generally been used by the States to deal with the adjustment implications of the NCP reforms.

6.76 Mr Fred Argy also argued before the Committee that there is a role for governments in smoothing the effects of structural reform, as follows:

I am not saying that structural change and micro-economic reform always necessarily produce greater inequality-in the absence of government intervention, that is. But one only needs to look at the US, the UK and New Zealand to see that in fact this is what happens in practice unless you have a government actually out there trying to smooth the effect. Here in Australia we can really say with some pride that we have been able to introduce substantial micro-economic reform without the social trauma that you have had in these other three countries I mentioned, for example. We have been able to achieve a reasonably happy compromise between the two. I suspect this is changing. First of all, the impact of micro reform is becoming more and more severe in terms of its effects. And it is becoming harder, for fiscal and other reasons, to smooth the social effects.

So my view is that if we continue just relentlessly down the US path of more and more economic freedom without doing more to smooth some of its social effects, we run the danger not only of deepening social class divisions and intentions; but, for those who are really concerned about micro reform-as I am and I am sure you all are-there is a serious danger that it will cause a sharp backlash against structural change and economic reform, so in the end you will be throwing out the baby with the bathwater.

6.77  It appears from the evidence so far that only in Queensland and in part, in Western Australia and Victoria, are the tranche payments being distributed to communities in the form of payments to local governments. The Committee considers that from the evidence of the severity of short-term adjustments particularly in rural and regional areas, that this is not an adequate or appropriate response by government. Rather, each jurisdiction should be carefully identifying the potential adjustment problems arising from each and every individual reform proposed and ensuring that particular transitional or compensation provisions are available and that government programs and policies are sufficiently integrated.

6.78 As far as the Committee is aware only Queensland has made significant funds available to local government through the tranche payments.

The Queensland Government has agreed to provide $150 million over five years, commencing in 1997-98, to assist local governments to meet the costs of NCP reviews and to provide local governments with an incentive to adopt reforms, especially competitive neutrality measures. That money is sourced from the competition payments or the $750 million component of the payments that Queensland receives from the Commonwealth government.

6.79 The Western Australian Government has provided some funds, however, these are considered insignificant when apportioned on a per capita basis.

…. local government in WA has had to fight hard to receive even a symbolic share of the competition incentive payments received by the state government. After extensive lobbying, the state agreed at last year’s budget to provide a nominal $4 million over the next three years to local government through the local government development fund.

6.80 The City of Albany representative summarised the concern of local government in that State about the adequacy of financial compensation for costs relating to implementation of NCP:

Without entering into criticism of the state government, it is a well-known, publicised fact in local government in Western Australia that the Western Australian Municipal Association, with the assistance of all the local governments, has tried very hard to get the state government to repeat what the Queensland government did. They were marginally successful with the allocation that was agreed to in the budget that the state government handed down about 12 months ago.

What they have done is set up a process whereby some part of the funds we are now applying for is for particular projects. The argument there is that, rather than give the funds on a straight per capita basis, the council should illustrate actual areas of expenditure that relate to NCP, restructuring or whatever. We are confident that we will get some of those funds but, frankly, we are not exactly holding our breath and they will not make a big difference. I am sure if a Gnowangerup or a Jerramungup representative were sitting her it would be almost embarrassing for them-considering we got $9,000 for 30,000 people- as to what their cheque would have been.
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