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PREFACE

This Budget Paper describes and analyses issues associated with the aggregate
budget and budgetary policies. It includes time series data for the Victorian State
public sector in Government Finance Statistics format (generally, although not
quite correctly, referred to as national accounting format) from 1986-87 onwards.

The Victorian Budget is presented this year shortly after the Commonwealth
Budget, but because of lack of time, relevant data from the Commonwealth
Budget Papers have not been fully incorporated into the Victorian budget
estimates. The budget estimates incorporate information made available by the
Commonwealth Government at the financial Premiers’ Conference and Loan
Council meetings in May 1991. All numbers relating to public sector financial
transactions in 1990-91 and assets and liabilities as at 30 June 1991 are

preliminary and subject to final audit.

Chapter 1 contains an overview of the budgetary strategy and succeeding
chapters provided more detail about key aspects of the 1991-92 Budget. Chapter
2 outlines Treasury forecasts for the Australian and Victorian economies in
1991-92. Chapter 3 describes trends since 1986-87 in the main components of
public sector outlays and revenue and grants. The Appendix to this chapter
provides details of major capital projects to be undertaken by the major non
budget sector agencics in 1991-92. Chapter 4 describes current issues in
Commonwealth—State financial relations. Chapter 5 sets out key aspects on
financial management. Chapter 6 describes the outcome of the 1990-91 Budget
against estimates. Chapter 7 sets out the main features of the Government’s
economic planning policies; and Chapter 8 describes the conservation and
environment program. Chapter 9 outlines current issues in public authority
policy with a particular focus on corporatisation. The Appendix contains more
detailed time series data.



Style Conventions

Figures in tables and in the text have been rounded. Discrepancies in tables
between totals and sums of components reflect rounding. Percentage changes in
all tables are based on the underlying unrounded amounts.

The notation used in the tables is as follows:

n.a. not available or not applicable
zero, or rounded to zero

X1



CHAPTER 1
BUDGET OVERVIEW 1991-92

The Budget estimates for 1991-92, and the planning projections for the
following two years, are set out in Table 1.1, which is presented in the same
format as the June Economic Statement. Victoria’s presentation of these
planning projections was a first. Neither the Commonwealth nor any other State
or Termntory produces planning projections for outlays, revenue and grants
received, and financing transactions. Victoria looks forward to production by the
Commonwealth of forward estimates of revenue and financing transactions as
well as outlays, since this would be very helpful for both the Victorian
Government’s own budget planning purposes and an understanding of the

TABLE 1.1
BUDGET SECTOR PLANNING PROJECTIONS (a)

($ million, per cent change)
1988-89  1989-90 1990-91 1991-92 1992-93 1993-94

Actual Actual Actual Budget Est. Est.
OUTLAYS
InterestPaad ............. 1265.6 14441 1 572.6 18040 19000 18500
(%o change) .............. 13.9 9.1 14.7 53 -2.6
TricoSubsidy ............ 180.0 180.0 180.0
Superannuation .......... 533.8 603.1 681.2 803.8 9134 10275
(% change) .............. 13.0 12.9 18.0 13.6 125
Other Current Qutlays ..... 73764 80327 83694 86942 89550 9223.7
(% change) .............. 8.9 4.2 3.9 3.0 3.0
Capital Outlays (b) ........ 1 796.6 1 439.1 1 658.7 17850 14500 1500.0
(%0 change) . ............. -19.9 12.7 7.6 -18.8 34
of which Asset Sales . . . .. .. -2305 -592.3 -296.6 404 4 -300.0 -200.0
Total OQutlays ............ 109724 115190 122819 132670 133984 13781.2
(% change) .............. 5.0 6.6 8.0 1.0 29
REVENUE
Taxes Fees & Fines ....... 4791.0 50713  5405.7 59673 65282 7096.2
(% change) .............. 5.9 6.6 104 94 8.7
Public Authority Income ... 354.2 398.7 326.8 458.5 467.6 475.6
(% change) . ............. 12.6 -18.0 40.3 2.0 1.7
Other .................. 353.7 378.1 447.5 397.8 394.1 393.6
(% change) .............. 6.9 184 -11.1 0.9 0.1
GRANTS ... ... . ...... 44650 46676 48532 49494 51533  5389.7
(%o change) . ............. 45 4.0 2.0 4.1 4.6
Total Revenue & Grants ... 99639 105157 110332 11773.0 125432 13355.1
(% change) .............. 55 49 6.7 65 6.5
FINANCING
TRANSACTIONS ..... 1 008.6 1 003.3 1 248.7 14940 855.2 426.1
Current ................. ~151.7 258.6 345.4 428.8 121.0 -338.2
Capital ................. 1160.3 744.7 903.3 1 065.2 734.2 764.3

(a) In 1991-92 includes $300 million for redundancy package. o
(b)Excludes Commonwealth grants for on—passing, sale in 1990-91 of State Bank Victona and sale

in 1991-92 of other business assets.



’ ' ic and budgetary
Commonwealth Government’s medium term €Conomic |
expectations and objectives . As in the Economic Statement, the data in Table

1.1 exclude Commonwealth grants for on—passing, sale in 1990-91 of State Bank
Victoria, and sale in 1991-92 of other business asscis.

Budget Sector Planning Projections

Various changes to the estimates have occurred subsequent to the June
Statement as agresult of complete national accounting data for .1990~91 apd
finalisation of 1990-91 transactions and 1991-92 Budget estimates, with

consequent effect upon the planning projections.

Macroeconomic Forecasts

The 1991-92 forecasts for Victoria shown in Table 1.2 differ from the
corresponding forecasts provided in the June Economic Statement because key
economic statistics published since then have revealed lower than expected
outcomes for GDP, average weekly eamnings, CPI and employment in the June
quarter 1991. Statistically, these outcomes affect year on year growth for
1991-92 but not for the subsequent years in the forecast penod.

TABLE 1.2
ECONOMIC FORECASTS FOR VICTORIA

(average annual percentage change)

1980-81
to 1990-91  1991-92 1992-93 1993-94
GDP ... . 2.5 0.0 2.6 2.5
Employment ...................... 1.7 -3.7 1.9 2.0
Unemployment Rate (level) .......... 6.8 11.0 10.9 104
Inflanon ................... S 8.0 4.0 5.0 5.0

A —— A S S ey S—— P e - — AN — —— A —— A

Source: Australian Bureau of Statistics and Treasury estimates

Outlays

Interest savings starting in 1991-92 have been identified subsequent to the June
Statement as a result of lower interest rate projections, targeted efficiency
savings as a result of further improvements in debt management, associated in

part with the new Victorian Borrowing Authority, and targeted savings from
improved intra—year cash management.

Other current outlays have increased relative to the figures in the June
Statement even though the portfolio savings embraced in the estimates are very
significant. ~ Capital outlays have been reduced because of savings in base
estimates and as a result of changed arrangements in respect to road funding.
Within the capital program, an amount of some $150 million has been allocated
for new works, conditional on the achievement of the budgeted asset sales.

~ The depressed level of collections of payroll tax and financial institutions duty
in recent months confirms the depth of the recession. However, stamp duty



collections on transfers of motor vehicles and property have exhibited some early

indications of recovery. This trend, and the emergence of lower inflationary

expectations, have led to a downward revision of estimates of taxes fees and
fines of $23.2 million in 1991-92.

The major influences on the three-year projections are the expectations of a
medium—term economic recovery, coupled with containment of inflation. The
revenue gains from 1990-91 and 1991-92 Budget revenue initiatives are built into
the base for future years as are the changes in the land tax base related to the
Government’s reforms to land tax on the recommendation of the Fordham

Report. Other variations mean that the projected rates of growth of taxes, fees
and fines for 1992-93 and 1993-94 are as they were in the Economic Statement.

Financing Transactions

Budgeted financing transactions in 1991-92 are close to the figure in the June

Economic Statement, while the projected level in 1992-93 is now slightly higher
and in 1993-94 is somewhat lower.

Public Sector Debt and Debt Service Projections

Table 1.3 shows net debt and debt service projections to 1993-94, set out in the
same format as in the June Economic Statement. Since the Statement, the
estimated level of budget sector net debt in 1991-92 has been increased mainly
because of an extension of coverage to the Flexible Tariff Management Unit
Trust (FTMUT) borrowings. There is little change in the estimate for 1992-93,
and the estimate for 1993-94 is around $100 million lower as a result of

repayment of Victorian Government securities, lower discount on inscribed stock
and lower indexation of bonds.

TABLE 1.3
PUBLIC SECTOR NET DEBT AND BUDGET SECTOR DEBT SERVICE PLANNING
PROJECTIONS
o 1989-90 1990-91 1991-92 1992-93  1993-94
Actual Actual Budget (Est.) (Est.)
BUDGET SECTOR
Net Debt at 30 June ($m) ........... 14 533 15 638 16 835 17 755 18 241
Debt/ NFGDP (%) ........ccc...... 14.5 15.6 16.4 16.0 153
Interest Paid/Revenue &
CurrentGrants (%) ............ 14.7 15.3 16.3 16.1 14.7
NON BUDGET SECTOR
NetDebt at 30 June($m) ........... 12 278 12 707 13 092 13 224 13 353
Debt/NFGDP (%) .......c.cevvo... 12.2 12.7 12.7 11.9 11.2
PUBLIC SECTOR
NetDebt at 30 June ($m) ........... 26 698 28 329 29911 30 963 31578
Debt/NFGDP (%) ........ccoo..... 26.6 28.3 29.1 28.0 26.5



The debt service ratio in the budget sector is somewhat lower over the forecast
period than was projected in June, reflecting the greater extent of savings In

interest paid now being targeted for the next three years. These nuIranb(e}rIs) Iz)tlgo
reflect revisions made since the June Statement to time series data for y

the ABS. |
Projections of net debt of the non budget sector and the public sector as a
whole have changed only slightly since the June Economic Statement.

Chart 1.1 puts these net public sector debt projections into a longer term
perspective.

CHART 1.1
NET PUBLIC SECTOR DEBT

AS A PROPORTION OF STATE NFGDP
70%

60% .
N

o —
20%
O?b%l 62 1970-71 1980-81 1990-91

Source : ABS unpublished data and Treasury data

Sale of Business Assets

Transactions relating to the sale of business assets in 1990-91 and 1991-92 are
set out in Table 1.4 classified to the relevant Government Finance Statistics
(GFS) categories.

In the 1990-91 Budget, the Government announced a program for the sale of
business assets totalling an estimated $2.6 billion for application to debt

retirement, as part of a debt management strategy designed to achieve budget
sector debt reductions.

The main component of the program was the merger of the State Bank of
Victoria (SBV) with the Commonwealth Bank, effected on 31 December 1990
and yielding proceeds of $1.6 billion supplemented by compensation for revenue
forgone of $413 million. Proceeds included $4.5 million interest accrued. The
proceeds were disbursed in accordance with the terms of the agreement, with
$755.7 million paid to SBV to discharge the Govermnment’s obligations, $45.0
million paid to repay advances made by the Public Account and $803.8 million



TABLE 1.4

SALE OF BUSINESS ASSETS 1990-91 AND 1991.-92

o ($ million)
1990-91 1991-92
* . Act. Est.
CAPITAL OUTLAYS
Advances Paid (Net)
Purchase Proceeds —SBY ........... ... .. ... ....... n.a.
State Bank (Succession of Commonwealth Bank) Act 1990
Clause 26 ...ttt it ittt i it n.a.
Clause 28. .. ... . i i e n.a.
Sale of Other Business Assets ....................... ~-300.0
-844.3 -500.0
REVENUE AND GRANTS RECEIVED
Interest Received .......... ... ... ... ... 4.5 n.a.
Compensation from Commonwealth for Revenue Forgone . 413.0 n.a.
417.5 n.a.
FINANCING TRANSACTIONS
Net Advances from Commonwealth .................. —413.0 n.a.
Other Borrowings (repaid) . .............ccciin.... -376.0 n.a.
Other Financing — Investments (increase) ............. : -191.5 -500.0
Other Financing —Cash (increase) .................... -81.3 n.a.
-1,261.8 -500.0

R

v

transferred to the Victorian Debt Retirement Authority (VDRA). Of the amount
transferred, $576.0 million was immediately applied by the VDRA to repay State
debt owing to SBY. The amount of $413.0 million, received as compensation
from the Commonwealth Government for revenue forgone, was applied through
the VDRA to extinguish Financial Agreement debt.

Other assets proposed for sale at the time of the 1990-91 Budget included the
State Insurance Office (SIO), softwood plantations and the Government’s share
in the Portland aluminium smelter. Due to the refusal of the Opposition to
support the necessary legislation in the Parliament, the sale of the SIO did not
proceced in 1990-91. A consultant’s report on options for sale of softwood
plantations was received, but the Government decided not to proceed with
immediate sale in the present economic climate.

The target for sale of business assets in 1991-92 has been set at $500 million.
The Government will introduce amended legislation for the sale of the SIO into
the Parliament in the spring session, following further consultation with the
Opposition. The Government has decided to sell Gas and Fuel Exploration N/L
and will also seek formal expressions of interest in the sale of the Portland
Smelter Unit Trust’s (PSUT) 35 per cent share in the Portland smelter. It will
also examine options for sale of other businesses.

The Budget Context

In this Budget, the Government seeks to address the major structural imbalance
in the Victorian budget sector in the medium term. This imbalance arises from a
notably unfavourable conjunction of circumstances.



One is the severity of the current recession, NOW fully reflected in a depressed
State revenue base, and the likelihood that recovery 1n activity and employment
levels will be slow over the next twelve months, at least if interest rates remain at

' ’ 1S I ' d signs of
their present high real level. At this time, there arc no widesprea

generz[:l recover)% in the economy. The cyclical downtum has been compounded
in Victoria by the adverse impact of tanff reductions this year.

. . . . l

A second is the effective withdrawal of the .Commonwealth since the early
1980s from adequate financial arrangements with the States, together with the
continuing reluctance of benefiting States (i.. all other States apart from New
South Wales) to support review of the current highly inefficient system of

horizontal fiscal equalisation.

A third is the resource commitment of debt service resulting partly from a
combination of high interest rates (though falling more recently) and depressed
levels of revenue and current grants, and partly from the cost of support for
Tricontinental Corporation, the failed merchant banking arm of State Bank
Victoria, and the cost of reimbursement of depositors in the failed Farrow Group

of building socicties.

Impact of the Recession on the State Revenue Base

Table 1.5 shows the changing composition and level of revenue and current
grants received between 1975-76 and 1990-91. It illustrates some of the
fundamental changes in the nature of the revenue flowing to the budget sector
during this penod.

TABLE 1.5
BUDGET SECTOR REVENUE AND CURRENT GRANTS RECEIVED
1975-76 TO 1990-91

($ million)

1975-76 1978-79 [981-82 1984-85 1987-88 1990-91
Payroll Tax ...................... 3395 4373 6789 8945 1199.2 1708.2
ProbateDuty .................... 68.4 62.2 55.4 8.5 0.7 0.2
LandTax ....................... 56.3 69.6 115.9 1533 209.5 415.0

Taxes on Financial and Capaital
Transactions .................. 146 .9 188.2 286.6 5410 1116.7 11103
Levies on Statutory Corporations . .. .. 17.3 29.2 88.0 1642 211.1  242.7
Gambling Taxes .................. 98.6 152.4 218.8 298.9 386.0 502.2
TaxesonInsurance ................ 54.7 69.3 99.5 144.3 118.8 146.7
Motor Vehicle Taxes. .............. 133.8 207.7 257.2 362.1 428.2 395.2
FranchiseFees ................... 37.1 67.0 183.3 372.2 455.5 752.8
Taxes Feesand Fines .............. 1032.6 13283 20677 30040 42332 5405.7
Interest Received ................. 82.3 1243 149.2 189.5 150.0 138.6
Other Property Income ............. 640 140.1 2183 4973 5107 576.7
OtherRevenue ................... -6.6 ~2.5 -2.9 14.3 26.5 634
TOTALREVENUE ............... 11723 15902 24322 37050 49203 6 184.5
CURRENT GRANTS(a) ........... 10299 1510.7 2060.7 29740 3746.7 40933

-

(@) Excludes Commonwealth grants for on—passing.



Current grants received from the Commonwealth as a proportion of total
revenue and current grants received fell steadily from around 48 per cent in the
second half of the 1970s to 44.5 per cent in 1984-85. Since then, the share of
current grants has declined rapidly to 39.8 pcr cent of the total in 1990-91,
despite the current depressed level of revenue. This fundamental change in the
composition of income flows to the budget arises from the decline in financial
assistance grants and the on—going excessive degree of horizontal fiscal
equalisation. These matters are described in the next section.

The State revenue base has itself undergone extensive changes over the period.
Dunng the 1970s, these included the abolition of probate duty by all States, and
the introduction of tobacco and petroleum franchise fees. During the first half of
the 1980s, some stamp dutics were abolished, a more broadly based financial
institutions duty was introduced, and public authonty dividends were introduced
In place of statutory contributions, as a result of the adoption of a rate of retum
approach to pricing policy in public authorities.

These measures were directed at improving the equity and efficiency of the
State revenue base, but the issue of the distnbution of taxing powers was then, as
it remains now, of fundamental importance. The impact of the gradual erosion of
Commonwealth grants after 1983-84 was offset by the strong growth in taxes on
financial and capital transactions, particularly stamp duties on share transactions
(up to the stockmarket crash in October 1987) and on land transfers (up to
1989-90). The share of these taxes in total taxes, fees and fines rose from 14.2
per cent in 1975-76 to 18.0 per cent in 1984-85 and 26.4 per cent in 1987-88. By
1990-91, their share had fallen to 20.5 per cent.

Commonwealth-State Financial Relations

Table 1.6 shows an estimate of total revenue losses since 1984-85 to the
Victorian budget sector arising from cutbacks in grants, due to the
Commonwealth’s decision to reduce its financial support for the States and the
ongoing payment of annual subsidies by Victona to the smaller States.

All States have suffered under a massive redistribution of budgetary resources
to the Federal level. in the six years from 1984-85 to 1990-91, net payments to
the States as a share of Commonwealth revenue declined by 8.7 percentage
points from 35.5 per cent to 26.8 per cent.

The decrease in Commonwealth assistance means that in 1991-92 the Victorian
revenue base is $1.5 billion lower than it would have been had the arrangements
that were in place in 1984-85 been continued.

This decrease in support from the Commonwealth has permitted the
Commonwealth to retain resources and use them for its own ends, such as
increasing own purpose outlays and paying off debt, while forcing the States 1o
rely more heavily on their less efficient and narrow tax bases, one-off sources of
revenue and higher borrowings. Indeed, it is possible to argue that the
Commonwealth’s debt reductions have been paid for by making the States less
financially secure. From 1987-88 to 1990-91 the Commonwealth reduced its net
indebtedness by almost $18 billion, and reduced its net annual interest charges by
more than $1.7 billion, thereby receiving substantial second round effects from
the reductions in assistance to other govemments.



8.

9.

TAX SHARING/FINANCIAL ASSISTANCE GRANTS 1984-85 TO 1991-92

. Total Taxation Revenue (TTR)

IMprevious year .. ..............

FAGs pool under 1984-85
arrangements (@) .........00 ...

Victoria's equal per capita

shareof (2)........covvvi.. ..
Actual FAGspool ...............
Victona's equal per capita

shareof (4)...............c....

Yictona’s Actual Financial
Assistance Grant ...............
As a percentage of TTR (%) ... ....

VYictona's transfer to Commonwealth
(due to smaller pool) (3)-(5) ......

VYictoria’s subsidy to other States
(due to equalisation) (5-6) .......

Total revenue transfer from
Victona(7+8) .............. ...

10. Cumulative total revenue

transfer from Victona ...........

1984-85

9303

2470
9530

2530
2 020

450

450

TABLE 1.6

($ million)
1985-86  1986-87
53028 58974
10987 12219
2 908 3220
10430 11518
2737 3035
2 248 2 494
4.2 4.2
171 185
489 541
659 726
1110 1 836

1987-88

4P <y —

66 326
13 743

3 608
12434

3 265

2 667
4.0

344
597

941

2777

1988-89

O —

74 866
15512

4 057
12 405

3244

2 661
3.6

813

583

1 396

g

4173

1989-90

83 217
17 243

4 498
12 905

3 366

2710
33

1131
656

1 788

D 961

1990-91

90 501
18 752

4 883
13 167

3429

2712
30

1454
717

2171

8 132

1991-92
(Est.)

93078
19 286

5 007
13 382

3474

2678
29

1533
196
2329

10 461

(a )& Iigures 1n this row represeht the continuation of the tax sharing arrangement in place in 1984-85 under which tax §haﬁng granfs to the States were

fixed as 20.72 per cent of Commonwealth Total Taxation Revenue in the previous year.
(b) The actual pool in 1984-85 turned out to be larger (21.22 per cent) than the legislated 20.72 per cent of previous year’s Commonwealth total tax

collections, due to the guarantee that no State would receive a grant lower than in the previous year.

(c) Numbers may not add due to rounding.
Sources: Victorian Treasury, figures derived from Commonwealth Budget Papers, Commonwealth Grants Commission Reports, various years.



During most of this period the Commonwealth has not applied the same degree
of fiscal restraint to its own purpose outlays as to payments to the States.
Between 1984-85 and 1986-87 Commonwealth own purpose outlays were
Increasing in real terms. The first real decline in these outlays occurred in
1987-88. After two years of negative real growth, Commonwealth own purpose
outlays rose by 0.8 per cent in real terms in 1989-90 and 6.4 per cent in 1990-91.
The Commonwealth running cost budgets, which cover salary and administrative
expenses associated with the running of departments and agencies, have
increased in real terms every year since the system’s introduction in 1987-88.
Commonwealth Budget Papers show real growth of 7.0 per cent in 1990-91 and
estimated real growth of 3.4 per cent in 1991-92. This trend is also apparent in

Commonwealth own-purpose payments for 1991-92 which are estimated to
increase by more than 8 per cent in nominal terms.

In each of the years 1984-85 t0 1991-92, net payments to the States grew more
slowly than Commonwealth own purpose outlays. Reducing the real level of
assistance provided to other Governments by the Commonwealth has been by far

the greatest single instrument used to improve the underlying sustainability of the
Commonwealth Budget.

In this penod of concem for maximising efficiency and the competitive potency
of the economy, the structurc and administration of Commonwealth—State
financial relations remains as a glaring national economic policy anomaly .

No other federation in the world applies the principle of fiscal equalisation as
nigorously as i1s done in Australia. In the Canadian system, for example, which
provides a similar but modified version of equalisation of revenue capacities of
the provinces, there is no attempt to equalise for the costs of provision of
government services. In Australia, this category of equalisation accounts for
more than three quarters of the annual subsidies paid by the two larger States to
the smaller States. Yet the administration of these payments places no conditions
on the recipients to provide the corresponding service, so that there 1S no

guarantee of any adjustment to expenditure to rectify for the measured disability
and to achieve a higher degree of equity.

In 1991-92, equalisation subsidies from Victoria and NSW are expected to
amount to $1.75 billion. This recurring loss to the large States dwarfs any other
consideration in the determination of budget capacities.

Since 1984-85, Victoria has lost a total of $4.9 billion due to transfers paid to
the smaller States through the system of equalisation. Chart 1.2 shows how
Victoria has been squeezed by the reduction in Commonwealth grants and the
increased degree of subsidy paid to other States in the guise of equalisation.
Chart 1.3 shows that when Commonwealth financial assistance grants per capita
are added to taxes, fees and fines per capita, Victoria’s per capita revenue base in
1990-91 was the second lowest of all States.

Concemns about the efficiency of the Federal system have been raised
consistently since Federation. The Grants Commission addressed the issue in its

Third Report (1936):

"It would be wrong to give subsidies to the people of a State to
make up for the poverty of resources. Such grants would
encourage a population which in the long run cannot be
maintained and would thus perpetuate an uneconomic regime."

(para 160)




CHART 1.2
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Source: Victorian Treasury.

It remains the Victorian Govemment position that substantial reform is required
of the Federal-State financial system to redress the degree of advantage that has
flowed to the Commonwecalth and the smaller States.

In this context, the Victonan Govemment fully supports a thorough
Independent review of Australia’s fiscal equalisation policy.

CHART 1.3
PER CAPITA TAXES, FEES & FINES v FAGs

1990-91

A Taxes, fees & fines B FAGs
Sources:

Government Financial Estimates, Australia 1990- 91, Cat. N
Commonwealth Treasury Budgel Paper No 4 1991-92 ©501.0, March 1991.
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1991-92 Grants

In the current year, three main factors will affect Commonwealth general
purposc assistance payments to Victoria. These are:

(1) The adoption of 1991 Update relativities, which means a loss of $74
million compared to a continuation of the old relativities.

(1) Victoria’s obligation to provide $9 million toward a $40 million special
revenue assistance package for the Northern Territory.

(111) The genceral purpose capital grant, which apart from the payment for Better
Citics initiatives, will remain at the same nominal level as in 1990-91.

In determining the cross—subsidies appropriate for a particular year, the Grants
Commission’s comparison of revenue—-raising capacities and recurrent costs of
service provision are based on data for five years with a lag of two years.
Accordingly, Victoria is being adversely affected by the use of the current

updated relativities due to higher assessed fiscal capacities in 1989-90, relative
to 1954-85.

This 1s despite the fact that the Victorian economy has suffered more than any
other state economy in the 1991 downtum. In other words, the administration of

the allocation of Federal grants is serving to deepen the recession in Victoria
relative to other States.

Total budgeted financial assistance grants to Victoria will be less than $2.7
billion, a decrease of 1.3 per cent on 1990-91. The second largest category of
grants — specific purpose grants to State—run programs — have fared even worse
and are budgeted to fall 12.1 per cent. In total, Commonwealth grants to

Victona, including grants for on—passing, are projected to fall by 1.7 per cent in
1991-92.

Costs of Debt and Other Liabilities

The cost to the budget of debt service has grown in recent years, reflecting until
relatively recently, an increase in the average interest rate paid, and, since the
onsct of the recession, a significant cost for intra—year budget funding, and the
interest cost of borrowing associated with support for depositors in the failed
Farrow Group of building societies.

Table 1.7 sets out the composition of interest paid annually since 1986-87. As
agreed at the 1990 Loan Council meeting, Financial Agreement debt is being
progressively rolled over by all States. The Commonwealth is being repaid and
each State 1s rolling over the debt into its own name. Since Financial Agreement
debt is low cost debt, this rollover tends to push up the average interest cost of
the debt.

In addition, the budget has in the past two years required significant intra year
funding since the onset of the recession began to drive down revenues.

The cost of the operating subsidy to Tricontinental Corporation, to begin this
year, will be $180 million annually. This is a substantial addition to the portion
of budget outlays which 1s inflexible over the medium term.
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TABLE 1.7
COMPOSITION OF INTEREST PAID 1986-87 TO 1991-92

($ million)

B 1086-87 1987-88 1988-89 1989-90 1990-91 1991-92

A (Est.)
Financial Agreement . ... ........... 5172 5273 5248 5366 ) s117 5176
Commonwealth Specific Purpose . .. .. 79.8 84.1 87.0 87.6 )
Capital Works Authority (@) . ........ 1429 4481 5238 6020 7223 8859
State Development Account ......... 61.1 65.3 77.4 94.7 98.0 1100
Cash Management Account ......... 14.0 5.5 3.6 35.9 506 ) 1663
Public Account Advances........... . . . . 96.7 )
Rural Water Commission ........... 10.5 114 11.8 14.1 16.3 18.1
Housing ..............ccievnnnn. 19.7 159 17.0 22.9 16.5 15.3
EDP Finance Lease Facility ......... 6.4 6.0 10.1 13.1 8.7 6.5
SBV-Farrow Group depositors. . . .. .. n.a. n.a. n.a. n.a. 42.1 38.0
FTMUT ... i .. . . .. 7.9 24.2
8.1:7= & (-) JP P 16.2 11.3 10.1 37.2 1.8 2.1
TOTAL ........... e .. 10678 11749 12656 1444.1 15726 18040

(a) Includes interest paid on debt raised by transport authonues and in respect of the Melbourne
Underground Railway Loop and, in 1990-91, interest costs of arrangements in respect of State

Bank Victona.
(b) Includes interest paid on Victorian Arts Centre Trust debt to 1988-89.

Public Sector Employment Trends

Total Victorian public sector employment generally accounted for a decreasing
share of total employment during the latter part of the 1980s, by contrast with the
1970s when Victorian public sector employment (measured on a head count
basis) as a share of total labour market employment grew from less than 13 per
cent in 1971 to 15.5 per cent by the end of the decade, before climbing to 16.7
per cent at the peak of the early 1980s recession and then generally declining.
The most recent available data suggest that the share has climbed marginally
during the current period of negative economic growth in Victona.

At the ume of the 1990-91 Budget, the Government expected that, in order to
achieve budgeted expenditure savings, there would need to be a reduction of
some 8,000 positions in the budget sector. The decrease between June 1990 and
June 1991 1n budget sector employment was about 6,200, according to figures

regularly collected by Treasury on the same basis as the estimates published by
the ABS (see Table 1.8).

This decrease is net after taking account of additional recruitment as a result of
policy decisions to increase employment in a number of areas such as apprentices
intake in the Public Transport Corporation, full implementation of the Traffic
Camera Office program, upgrading of Occupational Health and Safety activities
In the Department of Labour, implementation of the State Plan in CSV, and
additional recruitment in parts of the Health portfolio. The 6,200 decrease does
not take account of reductions in contract employment most notably the PTC.
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TABLE 1.8
PUBLIC SECTOR EMPLOYMENT LEVELS 1990 AND 1991
(equival?nt full—tim“ehslaff as at June)

iyt A

e i

) 1990 1991 Change
Budget Sector
Unadjusted ............ ... e, 202 021 197 411
(Fochange) .......... ..., -2.3
After schools adjustment(a).................. 202 021 195 820 -6 201
(Tochange) .......... ..., -3.0
Non Budget Sector
Unadjusted ........... ... .. ... 75 684 61 662
(Fochange) ...... ..ottt iiiinnnnnnn. -18.5
After SBV sale adjustment (b) ....... e 64418 61 662 -2 756
(Fochange) .......... i iiiiiiiiinnn.. —4.3
Public SectorTotal . ........................
Unadjusted ............ ... .. ciiiieiin... 277 705 259 073
(Tochange) .......ccoiiiiiiiiiininnenennnns -6.7
Oncomparablebasis . ....................... 266 439 257 482 —8 957
(ochange) ...........ciiiiiieinnnnnnnn -34

(a ) During 1990-91 coverage was expanded in the scho;)]s sector.
(b) At June 1990, State Bank Victona employed 11,266 EFT staff.
Source: Treasury estimates

The gross reduction in employee numbers resulting from expenditure decisions
on savings, 1.¢. before taking into account the effect of policy decisions resulting
In additional employment and taking into account reductions in the number of
contract employecs, is estimated at 7,000. By way of comparison, staffing levels
associated with the running of Commonwealth departments are showing an
increase. In 1990-91 the increase in staffing under the Commonwealth’s running
cost system was 2.7 per cent, and this year it 1s budgeted at 2.8 per cent.

Employment in the public sector calculated on an equivalent to full ime (EFT)
basis i.e. correcting for part time jobs is shown in Table 1.8. Reflecting measures
in the 1990-91 Budget to reduce budget supported employment, there was a
three per cent decrease in EFT staff (on a comparable basis) during 1990-91 to
195,820. However, due to a broadening in statistical coverage of staff in schools,
the 1991 base was increased to 197,411, giving a decrease of 2.3 per cent on June
1990 on an unadjusted basis.

There was a substantial reduction in the EFT jobs in the non-budget sector.
Leaving aside the reduction in the figures arising from sale of the SBV, the
decrease in this sector was 2,756 or 4.3 per cent.

Resource Management Developments

In the present difficult budgetary environment, the Government places high
priority on continuing restraint in departmental spending. This restraint requires
the on-going development of processes to realise increasing efficiencies In
resource management across the whole public sector. Five areas which have
been receiving particular attention recently are outlined below - award
restructuring in the public sector, changes in the budget process, the workforce
management strategy in the budget sector, changes in asset management, and
commercialisation of certain activities.

13



Award Restructuring in the Public Sector

Award restructuring in the public sector and imp!ementation of the Structural
Efficiency Principle (SEP) were described in detail last year in Budget Paper

No. 6, Supplementary Budget Information | 990-91, Chapter 6.

The emphasis on structural efficiency engendered in the August !988 Nagional
Wage Case and rcinforced in the 1989 National Wage Case Decision continued

to constitute the prime focus of activity in the industrial arena in 1990.

The August 1989 Decision provided for adjustments In rates of pay if the
Industrial Relations Commission (IRC) was satisfied that parties to an award had
co—operated positively in a fundamental review of that award, and were
implementing measures to improve the etficiency of industry and to provide
workers with access to more varied, fulfilling and better paid jobs.

By the end of 1990 the vast majority of public sector employees had received
increases in wages in accordance with the requirements of the SEP.

The Accord Mark VI agreement negotiated between the Commonwealth
Government and the Australian Council of Trade Unions (ACTU) in February
1990 (and subsequently modificd in November of 1990) was put to the National
Wage Case Full Bench in December/January 1990-91.  Submissions by the
ACTU 1o the Full Bench were for a flat increase of $12.00 per week for all
workers from 16 May 1991 plus the capacity for enterprise bargaining in
minimum rates awards based on productivity and profitability, increases in paid
rates awards, and a claim for an additional three per cent superannuation

contribution.

The decision of the Full Bench was handed down in April 1991. The decision
provided for an increase in wages up t0 a maximum of 2.5 per cent pursuant to
the SEP that specified progress with Award restructuring could be demonstrated.

The decision rejected the Accord Mark VI claim in so far as the agreement
went to increases in superannuation, and the availability of productivity and
efficiency related wage increases at the enterprise level. Instead, in the former
case, the IRC requested the Commonwealth Govermment to convene a national
conference to consider a wide vanety of issues surrounding the superannuation
1ssue. In the latter case, it was indicated that the 1ssues required further debate
and could be considered in the context of further reviews of the wage fixation
principles.  Adjustment of paid rates awards on the basis of market
considerations was also rejected.

The Accord partners rejected the decision of the IRC. The decision was
regarded as an impediment to productivity and efficiency improvement through
agreements at the enterpnise level, . The percentage increase as distinct from the
flat increase sought was also criticised because of its adverse impact upon lower
wage eamers.

Following the outcome at the national level, discussions were entered into by
the Government with the Victorian Trades Hall Council and the ACTU.
Agreement was reached on an Accord Mark VI package for Victorian public

sector employees, estimated to number in excess of 250,000. The term of the
agreement 1S from 16 May 1991 to 30 September 1992,

The agreement contained the facility for payment of a $12.00 per week increase
operative from the first pay period on or after 16 May 1991.
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The possibility of further (unspecified) movements in wages is envisaged by
the agreement. These increases are dependent upon implementation of new
award structures and translation to new classifications under the SEP and/or
arrangements which achieve productivity and efficiency improvements.

For the Victorian public service, three instalments are to be available at no less
than six monthly intervals commencing no earlier than 30 September 1991. In
the case of statutory authorities and agencies, negotiations are to take place at the

enterprise level, but questions of quantum and timing are to be settled separately
In relation to some agencies.

The State Wage Case was heard in the IRC in June 1991. In that case, the
Government submitted that the Accord Mark VI agreement negotiated for public
sector workers should be adopted as a model for all State awards. The Full
Bench of the IRC declined to accept the Government’s submissions on this point,
instead adopting the principles of wage fixation determined in the National Wage
Case decision. The Full Bench did recognise, however, that the agreement had
been negotiated in the light of the need for immediate productivity bargaining
and to ensure the continuation of the award restructuring process and
productivity and efficiency improvements in the public sector.

The opportunities provided by the restructuring and efficiency and structural
efficiency frameworks since their inception in 1987 have been utilised in the

public sector to ensure that needed services are provided in the most cost
effective manner.

Structural efficiency proposals developed by agencies, often in conjunction
with the Department of Labour, have been presented to the Industnal Relations
Task Force Sub-Committee of Cabinet for its in—principle endorsement.
Treasury and the Ministry of Finance have also oversighted costings of proposed
changes to ensure that additional cost implications for the new arrangements are
kept to a minimum.

While much has been done in the context of structural efficiency to ensure that
work practices and organisational and award structures have as their focus the
efficient delivery of services, much still neceds to be done to ensure that award
based reforms are reflected at the level of the workplace, and that the potential
for increased efficiency and productivity is realised.

The Accord Mark VI package negotiated for the public sector sets the
framework for award restructuring to be implemented and for effective
productivity bargaining to take place.

The Government intends to honour its commitment to the Accord Mark VI
agreement with the ACTU/VTHC and has made provision for a lump sum
payment based on $12.00 per week from 16 May 1991. This payment will only
be made where unions affirm their ongoing commitment to negotiate wage
adjustments over the next 12 months in accordance with the requirements for
productivity improvements contained 1n the agreement.

Productivity based wage adjustment proposals will be closely scrutinised to
ensure that savings and productivity improvements can be measured and are able
to be delivered.
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Budget Process

Supplementary Budget Information 1990-91, Chapter 5. The major changes
since then implemented by the Government, largely to facilitate the identificaton
and implemcentation of savings in "non—core" areas and to priontse spending in
"corc" arcas in portfolio outlays, are set out here.

Continuing real reductions in the level of funding available for departmental
operating costs has increased the nced for careful assessment of program
prioritics to ensure that essential core programs are delivered 1n the most Cost
effective manner while substantial savings are effected. In the 1991-92 Budget
process, several changes to previous practice were implemented to facilitate the

complex task of priontisation.

The formation of a Ministry of Finance separate from Treasury as part of wider
machinery of govemment changes during 1990-91 has enabled a more specific
Ministerial focus on the development and monitoring of portfolio budget outlays,
embracing not only gross current and capital expenditure of departments but also
receipts from charges and reimbursements and from sales of surplus assets.

Within the Ministry of Finance, an Effectiveness Revie\gv Unit was.established
with a particular responsibility both to identify and to monitor the achievement of

porttolio outlays savings.

The previous practice of sending out forward estimates to Ministers based on an
unchanged policy assumption as a first step in determining agency recurrent
budgets was discontinued.  Instead, forward estimates with savings 1n
departmental gross spending on lower priority programs and savings generated
from more efficient implementation of core programs were compiled and sent to
Ministers for considcration. There was also an increased focus on concurrent
consideraion of imtiatives relating to gross spending and charges and
rcimburscments. On the basis of these estimates, all agencies have developed
action plans to demonstrate how the savings will be realised. These action plans
have been approved by Cabinet.

In 1991-92, agencies will be required to specify performance measures for
discrete agency service delivery responsibilities. The Effectiveness Review Unit
will be responsible for ensuring that agency program performance plans are met.

In 1991-92, agencies are also being required to develop workforce management
proposals consistent with the budget action plans for the year. These workforce
management proposals are to specify the ways in which agencies’ employment
pattcrns can be rearranged so as to meet budget targets. The components of the
workforce management plan required of all agencies are described below.

The Workforce Management Strategy in the Budget Sector

A key clement in the achievement of targeted savings remains, as it was in
1990-91, improved resource management, particularly the cost of labour. In
1989, the Government established a Workforce Management Unit within the
Department of Labour to co-ordinate and manage the implementation of

workforce practice changes in the budget sector. Savings were to be achieved by
attrition, redcployment and special incentives for voluntary redundancies.
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Redeployment is the major mechanism for allowing staff whose positions
become surplus to be relocated to areas of need in other public sector agencies.
Throughout 1990-91, the Workforce Management Unit was responsible for the
control of extcrnal recruitment of staff from outside the public sector. As a result
of this restriction on extcrnal recruitment, redeployment opportunities for staff
have becen maximised. It 1s intended that for 1991-92 the redeployment

arrangements currently in place will continue and the Workforce Management
Unit will assist agencies and staff in the redeployment process.

To facilitate redeployment and to assist in reducing overall staffing costs,
priority will continue to be given in 1991-92 to the training and retraining of
staff. The Workforce Management Unit is responsible for the identification and
implementation of programs aimed at retraining staff to equip them with skills
which will enable them to be successfully redeployed. For 1991-92, the existing
measures will be supplemented by a further range of initiatives which allow for
additional leave without pay and part—time work to increase the ability of staff to
undertake training and study to add to and upgrade their skill levels.

The Premier has already indicated in the June Economic Statement that the
Government intends to introduce a number of measures aimed at providing
greater flexibility in employment arrangements for budget sector staff. These
initiatives will be of benefit to agencies 1n allowing them to meet budget targets
and will allow staff to have more suitable and productive work arrangements.
Specifically, 1t is intended to increase leave without pay beyond the current limit
of 12 months for approved purposes, including up to seven years family leave, as
well as to grant leave without pay for short periods for purposes such as training
and study. A cost effective initiative that has been tnialled within the Ministry of
Education and Training is to allow staff to take an additional four weeks annual
leave each year without pay with the reduction in salary being spread throughout
the year. This initiative should prove attractive for staff as well as reducing
agency salary budgets. Another initiative to be introduced by Government is the
extension of the current ceiling on part—time employment from 5 per cent to 10

per cent, including the conversion of full-time positions to part—time e¢ither for a
fixed period or on a permanent basis.

Enhanced Resignation Package

In the 1990-91 Budget, an amount of $100 million was allocated for payments
associated with the implementation of microeconomic reform including a
voluntary redundancy package. Expressions of interest were invited from
interested staff in selected agencies including the Public Transport Corporation,
the Ministry of Education and Training and the Health Department.

In total, around 1,600 people accepted the offer of enhanced resignation in
1990-91 at a cost to the budget of $72 million. The restrictions on external
employment and the effective redeployment procedures in place during that year
meant that these reductions in staffing levels resulted in on—going savings for
agencies.

A central component of the budget strategy in 1991-92 is the implementation of
an Enhanced Resignation Package (ERP). An amount of $300 million has been
budgeted for this ERP, to be funded by a special addition to Victoria’s global
limit borrowing allocation approved at the 1991 Loan Council meeting. The
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ERP will be generally available to employees in the budget sector, but there will
be restrictions on the personnel categories eligible to apply. Expressions of
intercst in the package were called for in August. Individual offers will be
determined by management, having regard to the operanonal requirements of the
agency. This package will be available more.w1deloy and has. more generous
payments and entitiements compared to that available in the previous year. Once
again, the package will be supplemented with tight controls on qxtem;ﬂ
recruitment and an effective redcployment process to ensure that savings in

salary levels are on—going.

Asset Management

To enhance the efficiency of asset management, the Govenment 1s continuing
to focus on the asset renewals program, and in addition will centralise the
management of the Government Employee Housing Authority housing stock.

The implementation of a formal asset renewals program was described in detail
in Budget Paper No. 6, Supplementary Budget Information 1990-91, Chapter 6.

The major new features are explained below.

The asset renewals program gencrates funds from the sale of real estate assets
which are surplus or under utilised and the proceeds are invested in new capital
assets. The program also encourages departments and agencies to develop
improved management efficiencics through better use of their real estate
resources. Total revenue paid to the Consolidated Fund since 1986-87 amounts
to $835.5 million, a significant contribution towards maintaining the level of
investment in new schools, hospitals, police stations and other public works.

Since its inception in October 1986 the program has sought continually to
review and update the complex processes involved in the identification of land
surplus to requirements, including the assessment of whether such land should be
retained in public ownership; consultation with local govermnment, other affected
agencies and the consideration of community concems; the obtaining of approval
to sell, and the development of innovative marketing strategies to offer property
for sale during what are clearly difficult economic circumstances.

In May 1991 a further modification was made to the process of disposing of
surplus property to ensure that procedures were more flexible, more public and
encompassed shorter time frames.

The changes included disbanding the Land Classification Review Committee
and the Cabinet Committee Reviewing Government Assets, and combining the
functions in an Asset Management Committee (AMC) within the Ministry of
Finance (MoPF).

The Asset Management Division of MoF is to become responsible for the
management of the identification, assessment consultation approval and sale of
surplus property. The AMC, chaired by a senior officer of MoF and with
representatives  from  Treasury, the Department of Conservation and
Environment, Ministry of Education and Training, Department of Planning and
Housing, the Ministry of Transport and the Valuer General’s Office, will be
responsible for supervising the performance of the participating agencies in the
program, developing and recommending policy initiatives to the Minister for
Finance, and implementing the Govemment’s objectives in rationalising the

portiolio of surplus real estate assets held by budget sector departments and
agencies.
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The Major Projects Unit and the Ministry of Planning and Housing are not
directly subject to this process as the former is a commercially oriented agency

while the latter 1s funded by the Federal Government with the proceeds from
asset sales rolled over into the provision of new housing.

As part of the process to streamline the disposal of surplus property, the real
estate functions at the Ministry of Planning and Housing and the operational
sales groups at the Public Transport Corporation have been relocated within the

Ministry of Finance. This stcp will result in operational efficiencies and
improved management of the disposal process.

Identification of potentially surplus land is now performed by a unit within the
Ministry of Finance. This unit has been empowered to take an active role in
working with other budget sector agencies in the continuing identification of

suitable land. These agencies will continue to have primary responsibility for
1dentifying their surplus property.

With the exception of transactions involving Government agencies, sale to
leaseholders, occupicrs under purchase lease arrangements and adjoining owners
pursuant to the provisions of the Land Act, the consultation process will include

notification to the following agencies and bodies that land is surplus and may be
sold on the basis of penod of review which 1s generally 28 days:

. Department of Conservation and Environment (DCE)
. Department of Planning and Housing
. Local Municipality

. Public Assets Defence Coalition

. The public at large by way of advertisement in a metropolitan daily, relevant

regional newspapers, and the Government Gazette (for freechold as well as
Crown land).

The above procedures are designed to identify concemns and the arrangements

that might best meet the various perspectives of those with an interest in the
outcome.

Where necessary, land with public land attributes will be sold with restrictions
as recommended by DCE.

The final decision will be taken by the Minister for Finance on the
recommendation of the AMC. The AMC will place before the Minister a report
covering all outcomes of the consultation process relating to each property
identified as surplus to operational requirements, and which may be sold on the
open market by auction or tender.

Surplus land which is not to be sold because of its high public amenity value
will be transferred to DCE.

The Government also intends to develop new incentives to encourage budget
sector agencies to identify and surrender surplus real estate assets. Under this
program, agencies are to agree with the Ministry of Finance on a portion of their
capital spending to be funded out of the net proceed of sales of the agency's
surplus assets valued at less than $100,000. Such amounts will be made
available to agencies only when, and to the extent that, the proceeds of the land
sales are received into the Consolidated Fund. A proportion of the net proceeds
derived from the sale of property valued in excess of $100,000 will be also
available for agencies to allocate to agreed capital works.
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The incentive scheme will also be extended to DCE in respect to Crown
property that it independently identifies as having low public land values and

which can be economically offered for sale.

Government Employee Housing Authority

The Government has decided to centralise management of all government
employee housing by transferring stock from departments and agencies to
GEHA. effective from 1 July 1991. GEHA previously managed some 45 per
cent of the public sector total of 3,900 houses with an estimated asset value 1n

excess of $225 million.

The decision will enable GEHA to rationalise the stock on the basis of gieﬁncd
employee housing needs, through a program of asset sales, modemnisation and
cyclic maintenance, and further extension of market rental policies.

While the move will free departments and agencies to focus on their own core
services, it will also lead to a significant improvement to the overall management
of government employee housing, and support the Govemment and GEHA'’s
debt retirement strategy. GEHA estimates that some 30 per cent of housing may
be in excess of agency needs, and has a 1991-92 asset sales target of some $20

million, or approximately 5 per cent of total stock.

Commercialisation in Budget Sector Agencies

The Government, through the Ministry of Finance, is implementing a number
of initiatives to increase significantly the productivity of budget sector agencies
as part of their program delivery responsibilities. Beginning on 1 November
1991, the Government will operate its vehicle fleet on a fully commercial basis
under the trade name of VicFleet. VicFleet will be responsible for the ownership
of vehicles and the introduction of commercial management practices for fleet
funding, management and maintenance systems. Agencies will hire vehicles
from VicFleet. Expressions of interest from the private sector are currently being
evaluated to assess management and financing options for the vehicle fleet. It is
estimated that implementation of VicFleet will generate savings of $20 million in
vehicle fleet operations in 1991-92.

Major initiatives are being implemented to improve the efficiency of supply
and warehousing functions conducted by the Ministry of Finance for agencies.
Expressions of interest from the private sector are currently being evaluated to
determine the extent of savings from working with the private sector to introduce
more modern warchousing facilities and electronic ordering systems across
agencies. These initiatives are in addition to work being implemented to fully
commercialise the operations of other budget sector agencies such as the
Government Printer, canteens, and the government media placement business

(Advic): The impact of commercialising other activities such as timber
production is currently being examined.

As part of the budget process, and consistent with the directions detailed in the
June Economic Statement to improve the efficiency of the public sector, the
Ministry of Finance has identified a number of goods and services which could

be supplied under the principle of user pays. A number of agency budgets will
this year incorporate the extension of user pays.
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Funding the Provision of Infrastructure

Borrowing has traditionally been a major source of funding for the provision of
budget sector infrastructure by all govemments in Australia. In recent years,
however, the i1ssue of funding the provision of infrastructure has been an
increasingly difficult one for all Australian govemments in the context of general
scarcity of capital funding. For State Governments, the retrcat by the
Commonwealth Government from adequate funding arrangements has had just as
significant an cffect on capital account as on current account. Table 1.9 sets out
details of gross capital spending and sources of funding in the Victorian budget

sector since 1975-76. A number of fundamental points are readily apparent from
the data.

TABLE 1.9
BUDGET SECTOR CAPITAL FUNDING 1975-76 to 1990-91
($ million)
o 1975-76 1978-79 1 981-82 1984-85 1987-88 1990-91
Gross Outlays on Fixed Assets ... .... 688.7 7797 9203 16024 18825 1929.0
Capital Grants and Other
Transfer Payments ............. 20.2 38.1 44.5 91.1 124.0  180.5

TOTAL GROSS CAPITAL SPENDING 7089 8178 9648 16935 20065 2109.5
funded by:

Capital Grants from Commonwealth .. 3158 3094 3356 6504 596.1 7598
Net Advances from Commonwealth .. 3554  279.7 1899 1808 193 -296.2
Other Financing .................. 740  112.7 1946 5736 8159 15448
Saleof Assets .................... 13.8 17.4 31.3 36.1 223.0  296.6
Current Account Surplus............ 2696 1693 172.1 241.1 2693 -349.7
Advances Paid (+ = net repayments) .. -171.6 -70.7 41.3 11.5 83.0 1542

In 1975-76, around 95 per cent of capital spending was funded equally from
capital grants and net advances (i.e. borrowing under the Financial Agreement)
from the Commonwealth. By 1990-91, that proportion had fallen to 22.6 per
cent. Alternative sources of funding have inevitably led to a substantial increase
in the share of other borrowing by the budget, supplemented since the mid 1980s
by a significant increase in sale of assets and in recalls of advances. Since the
onsect of recession in 1990, the current account surplus as a source of funding has
disappeared, although the Government’s strategy is to move back to this position
and the 1993-94 planning projection shows a current account surplus.

Regardless of these difficulties in assembling adequate funding, the
responsibility of govermment for provision of infrastructure 1s on—going.

Most public infrastructure assets have long service lives (assuming proper
maintenance). Mean asset lives range from 30 to 60 years in the budget sector
and up to 60 years in the non-budget scctor. Thus the size, composition and
quality of today’s capital stock depends on trends in investment over many
previous years, and replacement investment may come in waves. Catching up
and then keeping pace with the demographic and geographic changes associated
with the post—war baby boom and high levels of immigration in the provision of
urban services was a preoccupation of public investment in the 1950s and 1960s.

Investment in education and road systems accounted for by far the most
significant share of total budget sector investment from 1971-72 through to the
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mid-1970s, although investment in housing, health and rail and urban transport
grew markedly during this period. By the carly 1980s, investment 1n education
and health had been halved in real terms compared to the mid 1970s, while the

strong growth in rail and urban transport continued. |
During the 1980s, spending on public housing, community amenities, publgc

transport and education was maintained 1n real terms. Health services and public

order and safety took up a significantly enlarged share of total capital spending.

Examples of major projects commenced or completed during the ’19803 are
listed in Table 1.10 to give an indication of the variety, scale and significance of
the new assets added to the State’s capital stock, despite a greatly reduced scale

of investment spending as a proportion of NFGDP.

Infrastructure Investment Guidelines for Victoria

The Infrastructure Investment Guidelines for Victoria, published in May, were
developed after extensive discussions with the private sector and the union
movement. They provide the basis for a new working partnership between the
public and private sectors for the provision of essential assets required t0 meet

community infrastructure needs.

The demand for new infrastructure is growing at a rate that is beyond the
capacity of government alone to fund. At the same time, there is a need to
upgrade many existing services such as roads, water supply, sewerage and

communications systems.

For the private sector, infrastructure is an investment that can generate cash
flows and offer long term security in valuable assets. Areas identified as suitable
for private sector investment include hospitals, transport services, leisure and
entcrtainment venues and community facilities.

The community benefits from private sector investment in that infrastructure
can be provided in step with demand, rather than to a timetable which has
traditionally been dictated by the availability of government funds.

To advance this partnership, the Victonan Govemment, in conjunction with
other States and the Commonwealth, is examining appropriate actions that can be
taken through the tax system to remove anomalies which restrict private
Investment in public infrastructure.

In the interests of both the public and private sectors and to ensure that the
partnership works, the infrastructure guidelines provide for:

. comphance with government strategic planning policies;

. Improved private sector access to useful and timely information about
Infrastructure investment opportunities in Victoria, through regular briefings
and early involvement in project assessment and formulation;

. the flexibility required to attract investment and to allow innovative proposals

to proceed while ensuring protection of public interests and providing
additional facilities when required;

. definition of financial options at an early stage;
. analysis of social and economic benefits for each project;

. binding agreements to protect confidentiality and intellectual property rights
In private and public sector project proposals.
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TABLE 1.10

EXAMPLES OF VICTORIAN PUBLIC SECTOR CAPITAL PROJECTS COMMENCED OR

COMPLETED DURING THE 1980S

($ million)
Arts '
Museum ANNEXe ...ttt it 19
Public Order and Safety
Coronial Services Centre . . ......ovti ittt e 25
Macleod Forensic Laboratory ........... ... ..o, 14
Melboume Remand Centre ............ it 79
Barwon and Loddonregional prisons .............c.oviitinnnnn.. 90
Police academy, headquarters and communications upgrade ............... 44
Education
Kurunjang Primary School (Melton) . ..o, 4
St Helena Post-Primary School . ........ ... ... . 10
Westermn Institute .. ... ittt it et ettt 13
Colleges of TAFE —
Holmesglen ... ... i i i e e e e, 56
Frankston eXpansion .. ........uvtiiiitiiinnrneerneeeenennnnnnn. 25
Bendigo eXpansion ... ........ .. i it et et et e e 21
AT 1} ¢} 11
Health
Austin Hospital Stage 2 .. . ... .. ... i e 62
Walter and Eliza HallInstitute .............. ... 00t itininrnnnnn.. 38
Western Hospital (Sunshine Campus) . .......ooiiiiinee e e inennnnn. 120
Monash Medical Centre (Stage 1) . . ... oot 140
Maroondah Hospital ... ..... ... ittt it i, 40
Willsmere relocation projects . .....oviiiiiiiii ittt ennerneenenn. 32
Child care centres . ..........uiiiii ittt it ietneinnaennannnn. 24
Housing and Community Amenities
Southbank Boulevard, Southbank Promenade,

Flinders Walk, and Yarra pedestrianbridge ........................ 42
Westernoutfall sewer ....... ... it it e, 370
Thomson Dam . ... .. i i i i e et 300

Recreation and Culture
Victorian Arts Centre. .. .....ciiiiiiiinn et ennnnens. e 225
Australian BalletCentre ......... ... ittt iiiiieennnn.. 18
Indoor Sport and RecreationCentre ............coiiiiiiinininnnnnn.. 12
Natonal Tennis Centre . ....... ...ttt terennnee.. 82
Nauonal Wool Centrte (Geelong) .. .. ...ttt ittt e 5
Energy '
Loy Yang A power Stalion. ... ...t iiiii ittt ettt nneee e ennnnnens 4 827
Moorabool to Portland powerline ............. ettt e 140
Portland to South Australia powerlineextension ...............c.ccou.... 159
Transport and Communications
Altona/Lavertonelectrification ......... .. .. ittt iinnnennn. 12
Box Hill TransportCentre . ........ ..ottt ittt it eenn. 32
Bundoora tram extension . . ....... .ot ittt i i i e e et e e e e 20
Underground rail loop . ... .ottt i ettt et e 480
EppIng Depot. ... i i i ettt e e 43
Rolling sloCK aCqQUISILION . . oottt ettt it it e i et enneninnnnnnnnnas 860
Metropolitan Ring Road (Tullamarne) . . ...........ciii .. 130
Westgale Freeway ... ...t iiiiii ittt ittt eneneeneennnns 175
Southeastern Mulgrave Artenal RoadLink............ ... ... ... . ..., 153
Hume Highway dual carnageway — Wangaratta, Benalla,
Glenrowan and EuroaBypasses . .............. ... . o o it 212
Western Highway — Melton and Ballarat Bypasses ...................... 117
Other Economic Affairs
Portland Smelter Umit Trust . . . . ... .. it i it ittt 20

Source: Victorian Treasury Information Paper No. 1, Victoria's Public Balance Sheet, June 1991.
Note: This list 1s not intended to be exhaustuve. It is illustrative. Project values shown are

approximate only and generally in the dollars of the day at project completion.
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Cabinet sets the Government’s infrastructure priorities, after due copsideraﬁon
of economic viability and feasibility of execution, and value of the projects to the

community.

Approval-in—principle to pursue project feasibility and initial development
must be obtained from Cabinet for projects worth $6 million or more (current
dollars) except in the case of the Board of Works and the State Electricity
Commission, for which the limits are $10 million and $20 million respectively.

For projects worth less than $6 million (current dollars), the responsible
Minister can either grant approval-in—principle or choose to seck endorsement

from Cabinet.
All projects involving private investment require Cabinet approval before
implementation.

The implementation of the Infrastructure Investment Guidelines for Victona is
the responsibility of the Infrastructure Investment Reference Group, which
includes government and private sector representation.

Its terms of reference are to:

—identify opportunities for private sector investment in infrastructure projects
within Government policy, program and priority constraints,

— facilitate the progress of projects involving private sector investment; and

—monitor the use of the guidelines and make recommendations to the
Government for improvement.

An Infrastructure Secretariat in Treasury supports the Reference Group by:

—monitoring the application of resources in both sectors to promote a focus on
achievable projects;

—facilitating and championing projects with public sector agencies to ensure
progress against agreed timetables;

~monitoring public and private sector use of the guidelines and assisting in
their interpretation and, where applicable, modification;

—facilitating private sector dealings with the public sector to enhance the
confidence of private investors through the demonstration of project
achievability; and

—recording and disseminating information on public/private projects.

Since the Guidelines were released in May 1991, the Government has
announced five projects to be developed in partnership with the private sector.
These projects are as follows (with estimated total cost shown in brackets): St
Vincent’s Hospital Redevelopment Stage A ($120 million), Southbank Museum
($140 million), Rapid Transit Link City to Airport ($250-500 million), State
Sports Centre ($70 million), and Yan Yean Water Treatment Plant ($25 million).

Prior to the publication of the Guidelines, the following projects were initiated
under the broad principles now formalised in the Guidelines: Cathedral Place

($62 million), MCG Southem Stand ($143 million), and the Accelerated
Infrastructure Program (see below).

Further projects for private investment are being developed in particular
portfolio areas and are yet to obtain Cabinet approval-in-principle.
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In helping to develop the guidelines, and in response to their release, the private
sector has shown an encouraging level of interest. Many are secking to initiate
specific projects. From the public scctor, there is a growing preparedness to
improve private sector access to uscful and timely information.

The Government proposes to produce a number of complementary publications
this year, including business plan guidelines for the public sector, an information

paper on legislation affecting infrastructure development, and Investment
Evaluation Guidclines for Victona.

Accelerated Infrastructure Program

The Accelerated Infrastructure Program is a private sector financial
arrangement developed with the National Australia Bank for the provision of
accommodation 1n office style buildings. It was initiated to meet demand for
social infrastructure in rapidly developing areas of metropolitan Melbourne and
to address changing needs in already developed areas. The program is primarily
targeted at the necd for new accommodation for Police and Courts functions.
Accommodating Law Courts, Police Stations and other Government services in
office buildings is not new. Examples are the Commonwealth Family Court in
Marland House, Bourke Street and the Knox Police Station in Springvale Road.

The arrangement involves the Government pre—committing to lease space for
approximately 20 ycars at indexed rents from a company which purchases and
develops appropnate property. Decvelopment and leasing proposals have been
received and construction work should start towards the end of 1991 on the first
three projects (the capital costs of which are shown in brackets), namely
Frankston Police and Law Court Complex ($30 million), Wangaratta Police

District Headquarters ($15 million) and Fountaingate Police 24 Hour Station ($8
million).

A second phase 1s under consideration and development and lease proposals
have been requested from the leasing company. The projects in the second phase
(and approximate capital costs) are South Morang Police Station ($7 million),

Keilor Downs Police Station ($7 million) and Dandenong Community mental
Health Clinic ($2 million).

The advantages of the arrangement for the Government are that: the total costs
of accommodation are compctitive with borrowing and renting; lease payments
arc more likely than normal rents to closely match revenue flows; the budget 1s
insulated from many of the nisks associated with construction and ownership,
such as construction cost blowouts; and employment in the construction industry
will be generated from the resulting private investment.

Developments in Financial Reporting

Victoria continues to maintain a strong record in extending the scope and the
quality of financial reporting and accountability mechanisms. There were
numerous steps taken in this regard in 1990-91, and a continuation of the
momentum 1s planned for the current year.

In June, the Treasurer released Victoria’s Public Balance Sheet, which provided
a preliminary consolidated assect and liability statement for the State public sector
as at 30 June 1990. It was the first time that such a balance sheet had been
compiled for Victoria. The Treasury proposes to update this statement and to
review the methodology applied.
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With respect to particular public sector authorities, the Govemment has
widened the coverage of the rate of return reporing guidelines. This form of
reporting, which is particularly valuable in the public sector, is being extended to
the Momington Pecninsula and District Water Board, the Geelong and District

Water Board and the Portland and Geelong Port Authorties.

Further amendments are now proposed to the Audit Act 1958 to focus its

intention even more directly on the appropriate audit and reporting functions of
the Auditor-General. These changes are being put forward with the support of

the Auditor—General.

The Public Account Act 1958 is to be updated, and brought more into line with
contemporary accounting and reporting standards. Specifically, Finance will be
reformed so as to appear as a summary level report similar to the aggregate
financial statement prepared by the Commonwealth Department of Finance.
Detailed financial reporting will continue to be provided through departmental
annual reports. Provisions relating to the Public Ledger will be reformed so as to
facilitate the recording of improved accounting information and of values of
physical assets and transactions on an accrual basis. Supplementary aggregate
financial material of the type now produced in Finance will continue to be

produced.

An accounting policy statement is to be issued conceming the recording and
reporting of non—current physical assets.

~ Clanfication of financial accountability and responsibility within Departments
Is also being dealt with through designation of an Accountable Officer, and a

Chief Finance and Accounting Officer.

Under the proposed legislative changes, budget sector resource managers will
be given more flexibility to manage, along similar lines to the Commonwealth’s
running costs system, through provision for net appropriations and for carrying
forward and transfers of appropriations, and through allowing administrative
units to borrow (up to a specified percentage limit) from the following year’s
appropriations. -
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