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Section 18C, Human Rights, and Media 
Reform: An Institutional Analysis of the 
2011–13 Australian Free Speech Debate

Chris Berg and Sinclair Davidson1

Abstract
The paper examines two Australian freedom-of-speech controversies between 
2011 and 2013 – the debate over section 18C of the Racial Discrimination 
Act, and the debate over the Gillard Government’s print media laws. These 
controversies featured rhetorical and ideological debate about the limits of 
free speech and the nature of human rights. The paper applies a ‘subjective 
political economy’ framework to these debates in order to trace the effect 
of increased perceived ‘disorder costs’ and ‘dictatorship costs’ of freedom-
of-speech restrictions. The paper concludes that policy change is driven by 
exogenous changes in perceived institutional costs. In the case of the Gillard 
Government’s media laws, those costs were borne by the Gillard Government, 
and one would not expect print media laws to be a major political issue 
in the absence of a further exogenous shock. In the case of section 18C the 
revealed dictatorship costs of legislation, which includes the words ‘offend’ 
and ‘insult’, suggest the section 18C controversy will endure.

1  The Institute of Public Affairs, chrisberg@gmail.com; RMIT University and the Institute of Public 
Affairs. The authors would like to thank two anonymous referees and the editor for their comments, and 
Simon Breheny and Morgan Begg for their invaluable help with this paper.
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Introduction
Between 2011 and 2013 Australia was engaged in a sustained debate about 
freedom of speech. This paper provides an institutional economic analysis of 
the key public policy issues in that debate. The first issue concerned restrictions 
on ‘hate speech’. This debate was sparked by a 2011 court case, Eatock v Bolt 
(‘the Bolt case’) and also a subsequent debate about a proposed Commonwealth 
Human Rights and Anti-Discrimination Bill (the ‘HRAD Bill’) in 2012. 
The second issue concerned regulatory control of the print media, beginning 
with the Gillard Government’s Independent Inquiry into Media and Media 
Regulation (the ‘Finkelstein inquiry’) in 2011 that led to a legislative package 
of media controls introduced to parliament in 2013.

We employ a ‘subjective political economy framework’ (see Allen and Berg 
2016) to examine these issues. Building on the insights of Djankov et al. (2003), 
in this framework institutional (or political) change is driven by shifts in the 
perceived trade-off between disorder costs and dictatorship costs of social 
control. Economists have long looked for a way to integrate ideas into their 
explanations of political and economic change (McCloskey 2015; Rodrik 2014). 
The subjective political economy framework allows us to explain how exogenous 
shocks disrupt the status quo and lead to the possibility of institutional change. 
With this framework we can draw some conclusions about the future trajectory 
of the freedom-of-speech debate in Australia.

A number of scholars have examined these controversies separately. Gelber 
and McNamara (2013) and Hirst and Keeble (2012) have placed questions of 
race and racism at the centre of the public debate surrounding the Bolt case. 
Likewise, Stone (2015) questions the apparently myopic focus on the Bolt 
case by conservative and liberal commentators. Tate (2016) considers that the 
Bolt case brought out competing visions of freedom of speech in the liberal 
tradition. Lidberg and Hirst (2013) and Finkelstein and Tiffen (2014) respectively 
characterise the response to the Finkelstein inquiry as ‘hyperactive’ and 
‘extreme’. Pearson (2012) considers proposals for media regulation in the context 
of Australia’s absent constitutional protection for the free press. By contrast, the 
HRAD Bill has received less attention. Gelber and McNamara (2013) mention the 
HRAD Bill in passing, and note that many critics of the government’s legislation 
rhetorically connected the HRAD Bill to the Bolt case.

We add to this growing literature in two ways.

First, we make good the existing literature’s lack of the kind of clear political-
economy framework that will permit generalisable conclusions about how the 
debate proceeded. At the core of our framework we place the relative costs of 
‘disorder’ and ‘dictatorship’, and the role of ‘status quo disrupting’ exogenous 
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shocks producing pressure for institutional change. We advance two examples 
of this: first, where an exogenous shock has led to an increase in perceived 
dictatorship costs; and, second, where an exogenous shock has led to an increase 
in the perceived costs of disorder.

Second, we provide a close reading of the debate itself. While other scholars 
have purported to scrutinise the debate surrounding each of these episodes 
(Gelber  and McNamara 2013; Stone 2015), the source material on which 
they found their analyses is thin, and that thinness leads to some critical 
mischaracterisations of the debate itself.

We conclude that exogenous shocks create the possibility of policy change, 
constrained by viable institutional alternatives to the status quo. In the case 
of the media reform process, the disorder costs were borne by the Gillard 
Government and with the expiry of that government we would not expect 
media reform to be a major political issue, at least in the absence of a further 
exogenous shock. In the case of s. 18C, however, we conclude that the revealed 
dictatorship costs of legislation that prohibits offensive or insulting language 
suggest the controversy will be ongoing.

The subjective political economy approach 
and freedom of speech
The subjective political economy approach is derived from the theory of 
comparative institutional economics developed by Djankov et al. (2003) and 
Shleifer (2005). Comparative institutional economics describes four broad 
general mechanisms to exert social control over organisations: ‘market discipline, 
private litigation, public enforcement through regulation, and state ownership’. 
Each mechanism exists along an Institutional Possibility Frontier – a spectrum 
of institutional alternatives. The trade-off in distinguishing between these 
mechanisms is between disorder costs and dictatorship costs. Each social control 
mechanism imposes costs. As control moves towards dictatorship, social losses 
from public expropriation increase. As control moves towards disorder, social 
losses from private expropriation increase. Efficient institutions to impose social 
control over organisations minimise the sum of disorder costs and dictatorship 
costs. Consistent with Buchanan’s (1975) insight that society exists ‘between 
anarchy and leviathan’, Shleifer (2005: 444) argues that the ‘case for public 
intervention relies crucially on the presumptive failure of market discipline 
to control disorder’.
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In Figure 1 we adapt the Institutional Possibilities Frontier and apply it to 
the control of speech. Disorder costs now refer to the costs of uncontrolled 
speech. These possible costs include the effects of ‘hate speech’ (such as 
the communication of racism, homophobia or sexism), the effects of libel 
(damage to reputation), the effects of sedition (the damage to national security 
or social cohesion), the effects of low-quality speech (the harm of ‘mindless’ or 
‘low-brow’ entertainment), and violations of privacy. Dictatorship costs include 
the loss of rights (such as the restriction on the human right to freedom of 
expression), democratic costs (the prevention of public discourse on public 
issues and the performance of government), and listener costs (restricting the 
suppressed speech from interested listeners). Absolute freedom of expression is 
shown on the top left of the Institutional Possibilities Frontier. The ‘control’ of 
speech under a such a regime is done through the market for ideas. State control, 
such as pre-publication censorship, criminal sanctions for speech, and direct 
state ownership of media outlets, is shown on the bottom right.

Figure 1: Optimising the social control of speech

Consistent with the Djankov et al. (2003) assumption that society has chosen 
the least costly institution of social control, the cost-minimising current 
institutional order is represented by the point of tangency between the ‘isocost’ 
(45 degree) line and the Institutional Possibilities Frontier. The curve is convex 
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to the origin in order to represent that assumption. Figure 1 is indicative only. 
Australia’s speech regime is for the most part a mixture of free speech and civil 
and criminal controls. Defamation is controlled by a mixture of the market of 
ideas, civil litigation and criminal defamation laws (Burgess 2013). Depending 
on jurisdiction, different forms of hate speech (such as discriminatory speech 
on racial or religious attributes) are controlled by civil litigation or left to 
the market of ideas. Recent anti-terror law changes have created a criminal 
offence of sedition in Commonwealth law (Lynch et al. 2015). Australia lacks 
a tort of privacy but serious or repeated violations of the Australian Privacy 
Principles can lead to a civil penalty order (Australian Law Reform Commission 
2014). The  ‘quality’ of  speech is controlled through a combination of the 
marketplace and broadcasting codes of practice administered by the Australian 
Communications and Media Authority. High-brow speech is also directly 
provisioned by Australia’s two state-owned broadcasters – the Australian 
Broadcasting Corporation and the Special Broadcasting Service.

As a framework to describe different institutional choices, the Institutional 
Possibilities Frontier has been criticised for being excessively vague, and for 
being unable to distinguish between different political systems (Rosser Jr and 
Rosser 2008). Allen and Berg (2016) build a framework of subjective political 
economy by modifying the Djankov et al. (2003) approach. First, they observe 
that while Djankov et al. assume that society has chosen the cost-minimising 
institution, dictatorship and disorder costs are subjective, rather than objective. 
Different agents will be more or less sensitive to dictatorship costs and disorder 
costs, depending on their ideological values and their personal or material 
interests. Individual agents will perceive restrictions on the right to speech 
differently. For example, it is well understood that the costs of hate speech 
are subjective. Likewise, the rights costs of controls on hate speech will be 
understood by different agents in different ways. Accordingly, agents will have 
different ideas about where on the Institutional Possibilities Frontier the most 
efficient institution lies – that is, where their Subjective Institutional Possibilities 
Frontier intersects with the cost-minimisation line.

Second, Allen and Berg (2016) disaggregate the Institutional Possibilities 
Frontier from a society-wide function to individual functions, observing that 
the institution that society chooses is the result of political bargaining between 
individuals and groups with subjective Institutional Possibilities Frontiers of 
different shapes. In this perspective, the ‘current institutional order’ as depicted 
in Figure 1 can also be described as the ‘status quo’. Subjective Institutional 
Possibilities Frontiers shift over time in response to changes in perceived costs. 
Most agents will see the status quo as ‘inefficient’ in some way, representing the 
distance between the chosen institution and the cost-minimising point on the 
agent’s subjective Institutional Possibilities Frontier. Changes in that perceived 
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inefficiency offer an institutional theory of political salience. In Australia, policy 
change occurs through representative parliaments chosen by regular election. 
Perceived institutional inefficiencies lead to political change to the extent that 
agents have influence within the political system (Bueno de Mesquita et al. 
2003) and have an incentive to seek that change (Olson 1965). Looking at the 
institutional control of free expression, this has some implications we will draw 
out in the conclusion. Subjective political economy allows the integration of 
changes in ideas into political economy analysis, and thus offers a useful way 
to describe the intertwined freedom-of-speech debates that were first sparked 
by the Bolt case in 2011.

Offensive speech: The Bolt case
Section 18C of the Commonwealth Racial Discrimination Act 1975 provides 
a civil action for the control of hate speech. The section, introduced by the Racial 
Hatred Act 1995, makes it unlawful to ‘offend, insult, humiliate or intimidate’ 
a person or group on the basis of the ‘race, colour or national or ethnic origin 
of that person or a member of the group’. The following section, s. 18D, provides 
a freedom-of-speech exemption for anything said or done ‘reasonably and in 
good faith’.

While there had been substantial debate at the introduction of the Racial Hatred 
Bill (Costello 1994; Manne 1994; McGuinness 1994; Merkel 1994; Norton 1994; 
Rubenstein 1994, Ruehl 1997; Walsh 1995) – to the extent that opposition leader 
John Howard said he was willing to fight a double dissolution on its introduction 
(Willox 1995) – s. 18C had been more or less uncontroversial since it had been 
introduced (Meagher 2004; Rubenstein 2014). Prior to the Bolt case, the most 
substantial public attention given to an action under s. 18C concerned Holocaust 
denier Fredrick Töben (Debelle 2001), and s. 18C was widely perceived to be 
operating much as it had been expected to operate. Rubenstein (1994) described 
the aim of the legislation before its passage:

The law is directed at extremist fringe groups – the professional racists … We are 
talking here about people who set out to convince others that certain ethnic 
groups deserve to be hated just because of who they are; that they should be 
discriminated against, harassed and even expelled or killed.

The law was advertised, and perceived, to operate so as to constrain high 
disorder costs associated with free speech. Rubenstein (1994) wrote that 
‘virtually nothing that currently appears in the mainstream media would be 
affected [by s. 18C]’. The Bolt case upset this institutional consensus, changing 
the perceived costs of s. 18C for some participants in the public debate.
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Eatock v Bolt was an action brought about by Pat Eatock and others against 
The Herald Sun columnist Andrew Bolt and his employer The Herald and Weekly 
Times under s. 18C for a series of articles identifying light-skinned Aboriginal 
people ‘who, out of their multi-stranded but largely European genealogy, decide 
to identify with the thinnest of all those strands, and the one that’s contributed 
least to their looks’ (Bolt 2009a, 2009b). In his judgment of 28 September 2011, 
Justice Bromberg found that the articles had breached s. 18C and did not 
qualify for the protections of s. 18D. The articles were neither ‘fair comment’ 
due to factual inaccuracies nor done ‘reasonably and in good faith’ because of 
the inflammatory language of the articles and their ‘mocking and derisive tone’. 
The judgment provided for a corrective notice to be published in The Herald 
Sun and appended to the articles’ online publication, and Bolt and The Herald 
and Weekly Times were prohibited from republishing the articles.

The Bolt case caused a storm of controversy. Conservative, classical liberal, 
and libertarian commentators called for either a substantial amendment or a 
complete repeal of s. 18C on the grounds that the Bolt case had revealed the 
dictatorship costs of s. 18C to be too high (Akerman 2014; Albrechtsen 2011; 
Allan 2011; Baume 2011; Berg 2010, 2014; Breheny 2014; Brown 2014; Cater 2014; 
Davidson  2011; Johns 2014; Kemp 2011; Kenny 2014; Merritt 2014; O’Neill 
2014; Paterson 2011a; Roskam 2014; Sammut 2014; van Gend 2014; Wilson 
2014; Windschuttle 2014). Likewise, a number of newspapers editorialised 
against s. 18C, including The Australian (‘Smothering Free Exchange of Ideas a 
Dangerous Path, 2014), The Age (‘Free speech has to include freedom to offend’, 
2012), The Herald Sun (‘Your right to speak freely’, 2014), and The Saturday Age 
(‘Freedom of speech needs liberating’, 2013). 

In Figure 2 we show two subjective Institutional Possibility Frontiers depicting 
the positions of the agents involved in the debate.

Figure 2 shows the views of the critics of s. 18C as the blue pro s. 18C 
reform Institutional Possibility Frontier. For these agents, the Bolt case was 
an exogenous event that revealed that s. 18C in its current form had higher 
dictatorship costs than had previously been understood. Gelber and McNamara 
(2013: 479) characterise this effect by noting that the judgment ‘generated 
anxiety among opponents of hate-speech legislation partly because it did not 
concern preconceived notions of the uncivil, explicitly racist material widely 
regarded as the subject of hate-speech laws’. For these opponents, their 
subjective understanding of costs diverged and separated from the previous 
institutional consensus. The red anti s. 18C reform Institutional Possibility 
Frontier depicts the views of the commentators who spoke against the repeal or 
amendment of s. 18C (Budarick 2014; Jakubowicz 2011; Langton 2014; Levey 
and Pringle 2013; Meyerowitz-Katz 2013; Migliorino 2013; Mundine 2013; 
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Rice  2014; Soutphommasane 2014; Young 2013; Zerilli 2014). In their view, 
s. 18C had worked as intended, and that critics of s. 18C had failed to recognise 
the substantial disorder costs associated with hate speech.

Figure 2: The Institutional Political Economy Frontier after the Bolt case

Diverging perceptions of relative costs presents an opportunity for compromise 
where the two Institutional Possibility Frontiers intersect with each other. 
While each agent will perceive the compromise as inefficient relative to their 
preferred institution, it will be more efficient than the alternative supported 
by their ideological opponents. In the case of s. 18C, a compromise position 
was proposed by some supporters of the intent of hate-speech legislation but 
who also believed the section had cast an excessively wide net. Marr (2011), 
for example, argued that ‘freedom of speech was not at stake’ in the Bolt case; 
rather, that Justice Bromberg had ruled against ‘lousy journalism’. Nevertheless, 
he subsequently supported changes to the s. 18C, writing (Marr 2014) that:

the present act has to be changed – a little. Hurt feelings should never attract 
the law as they do now under section 18C. Offence and insults are the everyday 
reality of free discourse.
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A number of other supporters of the provision of civil controls on hate speech 
spoke in favour of some amendment to s. 18C to lessen its burden on freedom 
of speech (Alcorn 2014; Australian Associated Press 2014; Gawenda 2014; 
Holmes 2011, 2014; Joseph 2014b; Karvelas 2014; Keane 2014; Munro 2011; 
Simons 2011). The Australian Press Council also expressed support for removing 
the word ‘insult’ from s. 18C (Johnston 2012). The most widely supported 
compromise position was removing the words ‘offend’ and ‘insult’ from s. 18C 
while leaving the rest of the provision intact.

In August 2012, then opposition leader Tony Abbott promised that he would 
‘repeal section 18C in its current form’ (Abbott 2012). In March 2014 the Abbott 
Government released an exposure draft of the Freedom of Speech (Repeal of 
s. 18C) Bill 2014. This draft bill would have repealed the current s.  18C and 
18D (as well as 18B and 18E), replacing them with provisions making it 
unlawful to ‘vilify’ or ‘intimidate’ a person or group of persons on the basis 
of race, colour or national or ethnic origin (subsection 1). Subsection (4) of the 
exposure draft vastly expanded the freedom-of-speech exemptions to include 
any communication ‘in the course of participating in the public discussion of 
any political, social, cultural, religious, artistic, academic or scientific matter’. 
This last provision lacked any reference to good faith or reasonableness. The net 
effect of the exposure draft would have been very close to a full repeal of s. 18C 
(Berg 2014).

The public commentary in response to the exposure draft was substantially 
negative. One response to the draft by Aly (2014) was indicative. While 
arguing that s. 18C did not provide ‘anything like substantial protection against 
racism’, Aly condemned the exposure draft as ‘the whitest piece of proposed 
legislation I’ve encountered during my lifetime’. Supporters of modest reform 
condemned the bill (Alcorn 2014; Dixon 2014; Holmes 2014; Joseph 2014a). 
For example, then Communications Minister, and subsequently Prime Minister, 
Malcolm Turnbull, was publicly sceptical about the exposure draft (Turnbull 
2014) but supported the compromise position (Bourke 2015). Likewise, the 
president of the Australian Human Rights Commission (AHRC), Gillian Triggs, 
argued in defence of s. 18C (Triggs 2013a, 2014) but expressed support of some 
amendment of the provision (Packham 2013). The debate was not helped by an 
impolitic statement by the Attorney-General that ‘people do have the right to be 
bigots’ (Commonwealth Parliamentary Debates, Senate, 24 March 2014: 1,798), 
which Joseph (2014b) said implied the government ‘supports racist speech’ 
but was ‘technically correct’. Members of the Abbott Government began to 
publicly state their opposition to the exposure draft. In August 2014 the Abbott 
Government announced that it was not proceeding with the exposure draft or 
any reform to s. 18C.
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This turn of events is readily explained through the framework of subjective 
political economy. The exposure draft presented in March 2014 would have, 
from the perspective of the supporters of the status quo, led to more disorder 
costs than the status quo. Nor did it satisfy the supporters of moderate change 
and the compromise position, who saw it trading a small dictatorship cost for a 
much larger disorder cost. The Abbott Government’s failure to bargain between 
these disparate perceptions of s. 18C’s inefficiencies left it in a politically 
vulnerable position.

However, the increased subjective costs of legal restrictions on speech that 
offends and insults borne by the Bolt case were reflected in a parallel debate 
on the  Gillard Government’s Human Rights and Anti-Discrimination Bill 
(HRAD Bill) when it was released at the end of 2012. The HRAD Bill had its 
origins in the Rudd Government’s National Human Rights Consultation, 
which reported in 2009. One of the consultation’s recommendations was the 
consolidation of Australian human rights legislation, perhaps in a separate 
Human Rights Act (National Human Rights Consultation Committee 2009). While 
little proceeded from that the consultation, in 2011 the Gillard Government 
decided to ‘consolidate existing Commonwealth anti-discrimination legislation 
into a single, comprehensive law’ (Attorney-General’s Department 2011). 
The HRAD Bill was the result of this process, and was released in draft form on 
20 November 2012.

The HRAD Bill controversy was based on the fact that one provision echoed 
the language of s. 18C. Section 19(2) of the draft bill provided for a definition 
of discrimination that includes harassment. Section 19(2) applied to conduct 
in ‘work and work-related areas’ (s. 6). In s. 19(2)(b) discrimination was 
further defined as ‘other conduct that offends, insults or intimidates’ a person 
on the basis of the characteristics of 18 protected attributes. These protected 
attributes included race, religion, sex, sexual orientation, and age, but also 
industrial history, social origin, and political opinion (s. 17(1)). Conservative 
and libertarian critics focused on the words ‘offend’ and ‘insult’ in s. 19(2)(b) 
of the HRAD Bill, linking it with s. 18C and the Bolt case (Albrechtsen 2012; 
Bantik 2013; Berg 2012b; Bolt 2013a; Breheny 2012; Cater 2013; Fynes-Clinton 
2013; Messmore 2012; Roskam 2012b; Sheehan 2013).

The initial response from the human rights community to the HRAD Bill was 
generally favourable (McKeon and Ball 2012). That changed, however, after 
former Chief Justice of the New South Wales Supreme Court James Spigelman 
spelled out the connection between s. 18C and the HRAD Bill, declaring that 
‘[t]he freedom to offend is an integral component of freedom of speech’ and 
that, by prohibiting offensive and insulting conduct, both s. 18C and s. 19(2)(b) 
not only went too far but were opening Australia up to the charge that it was 
‘in breach of our international treaty obligations to protect freedom of speech’ 



Section 18c, HumAn rigHtS, And mediA reform

15

(Spigelman 2012). Spigelman’s speech launched a host of criticism against 
s. 19(2)(b) from public supporters of the intent of the bill (Aroney and Parkinson 
2013;  Brown 2013; Irving 2013; Joseph 2013; Smith 2013; Walsh  2012). 
One month after Spigelman’s address, Gillian Triggs (2013b) expressed support 
for amending the legislation to remove the words ‘offend’ and ‘insult’, ‘if only to 
preserve the valuable reforms that the rest of the bill will provide’. At the end of 
January 2013 the Attorney General, Nicola Roxon, announced the government 
intended to redraft s. 19(2)(b). In March 2013 her successor in the portfolio, 
Mark Dreyfus, announced the government was not going to proceed with the 
HRAD Bill.

It is unlikely, in our assessment, that the debate over the HRAD Bill would have 
been so virulent had it not been introduced in the middle of a debate about 
s. 18C. The subjective increase in dictatorship costs of statutory language that 
prohibited offending and insulting someone according to protected attributes 
was confirmed by the HRAD Bill debate. The fact that these inefficiencies 
were identified by supporters of moderate change to 18C – Spigelman (2012) 
supported the purposes of hate-speech laws but criticised the use of the words 
‘offend’ and ‘insult’ – underlined the subjective inefficiencies that the proposed 
bill would have represented.

Ethics and accountability: The media 
regulation debate
The second debate we look at is that which surrounded the Independent 
Inquiry into Media and Media Regulation, announced in September 2011, and 
the subsequent media reform bills of March 2013. The policy question in the 
media regulation debate was how to ensure that the print media – specifically 
Australia’s small newspaper industry – upheld a high standard of journalistic 
ethics (Department of Broadband 2011).

Australia’s print media in 2011 was controlled by a ‘self-regulatory’ system 
represented by the Australian Press Council (APC), a body established in 1976 
that imposed binding standards of principles on its members. Violations were 
investigated at the instigation of a complaints system and the APC could impose 
corrective orders such as the publication of an apology. However, membership 
of the APC was voluntary, and the APC’s power to impose corrective orders was 
counterbalanced by the fact that publishers could withdraw their membership. 
The West Australian Newspapers Group withdrew from the APC in 2012. 
Lidberg and Hirst (2013) and Finkelstein and Tiffen (2014) describe the origins 
of  the 2011 media inquiry as the revealed weaknesses of this regulatory 
framework. In their view, the APC was constrained by its voluntary membership, 
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had a low public profile, had insecure and inadequate funding, and its 
investigations were not made in a timely manner. Furthermore, the regulation 
of print media was distinct from the enforceable codes of conduct imposed on 
radio and television broadcasters by the Australian Communications and Media 
Authority, a statutory regulatory agency. As a result, ‘the current Australian 
media regulation system put in place to regulate ethical transgressions by the 
press or broadcasters is complex, fragmented, and not user friendly’ (Lidberg and 
Hirst 2013: 112).

Whatever the merits of the 2011 status quo, there was a sharp divergence in 
subjective Institutional Possibilities Frontiers following two events. The first 
was the ‘phone hacking’ scandal in the United Kingdom, in which a number of 
newspapers, including News Corporation’s News of the World, were revealed to 
have hacked the private voicemails of celebrities and other newsworthy people 
in order to find stories. As the scandal was breaking in the UK in July 2011, 
Prime Minister Julia Gillard signalled the Australian Government’s focus on 
News Corporation’s Australian subsidiary, News Limited, by stating that the firm 
had ‘questions to answer’ (Thompson 2011). The second event was a political 
dispute between News Limited newspapers, the Gillard Government and the 
Greens, with whom the Gillard Government had made an agreement to form 
government after the 2010 election (Murphy 2011). Critics alleged that News 
Limited newspapers had a political agenda and published biased journalism 
in order to further that agenda (Lidberg and Hirst 2013). For example, Julia 
Gillard’s speechwriter reflected that the media controls that came out of the media 
inquiry process were ‘designed to break the irresponsible, politicised editorial 
culture’ of News Limited and spoke of the ‘News Corp problem’ (Cooney 2015). 
From the perspective of these participants, the subjective disorder costs were 
irresponsible and partisan journalism targeted at the Gillard Government and 
the Greens. Their position is represented in Figure 3 by the red pro media control 
Institutional Possibilities Frontier.

In September 2011 the Gillard Government announced the formation of 
the Independent Inquiry into Media and Media Regulation: the Finkelstein 
Inquiry. Its mandate was two-fold: to inquire into the effectiveness of media 
codes of practice, regulation and the Australian Press Council; and to inquire 
into how technological change had affected media quality and regulation 
(Department of Broadband 2011). The inquiry’s report was released in March 
2012 (Finkelstein 2012). It recommended the establishment of a government 
News Media Council (NMC) that would ‘set journalistic standards’, and handle 
complaints made by the public, for radio, television, printed publications with 
a print run of 3,000 copies per issue, and ‘news internet sites’ with more than 
15,000 ‘hits’ per annum. Membership would be compulsory. The NMC would 
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also take over the standards functions of the Australian Communications and 
Media Authority. The NMC would be able to order the publication of apologies 
and rights of reply. Compliance would be enforceable through court orders.

Figure 3: The Institutional Possibilities Frontier in the wake of the media 
regulation debate

In March 2013 the Gillard Government introduced to parliament a tranche of bills 
to act on the recommendations of the inquiry. The bills would have established 
a ‘Public Interest Media Advocate’ (PIMA). PIMA would be responsible for 
the approval of binding self-regulation schemes on both print and broadcast 
media. Participation in a regulatory scheme would be a requirement if media 
organisations wanted to take advantage of the privacy exemption relating to 
journalism by a media organisation under the Privacy Act 1988. PIMA was 
also to administer the public-interest test for mergers between significant 
media organisations. The proposal was described by the Gillard Government as 
a ‘self-regulation’ proposal. By leaving the option for media organisations not 
to participate, PIMA represented a step back on the Institutional Possibilities 
Frontier from the NMC proposed by the Finkelstein inquiry.

The debate over the recommendations of the inquiry and the bills of 2013 
was fierce. The purportedly self-regulatory nature of the PIMA scheme was 
cited by the bills’ defenders as a reason that freedom-of-speech concerns were 
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overblown (Ackland 2013; Australian Human Rights Commission 2013; Hirst 
2013; Tingle 2013). However, a ‘self-regulatory’ scheme that is binding, and on 
which statutory privilege rests, can hardly be seen as genuine self-regulation. 
PIMA is a good example of how unclear is the boundary between regulation and 
‘self’-regulation (see Berg 2008). Some noted the apparent rhetorical paradox of 
‘stronger self-regulation’ through legislative change (Creagh 2013). However, 
most criticism rested on the more fundamental issue of press freedom and 
free speech – particularly the relationship between the Gillard Government’s 
antipathy to News Limited, and the implication that the Finkelstein inquiry and 
the bills were revenge for hostile coverage (Akerman 2013; Albrechtsen 2013; 
Berg 2011; Bolt 2013b; Devine 2013; Henderson 2013; Roskam 2012a; Paterson 
2011b, 2013). Their position is depicted in Figure 3 as the blue anti media control 
Institutional Possibilities Frontier.

The strength of the reaction was taken by some supporters of increased social 
control as indicative of the need for that control in the first place (Carlton 2013; 
Forde 2013). For example, Lidberg and Hirst (2013) argue that the comparison 
made by The Daily Telegraph between the Communications Minister Stephen 
Conroy and 20th-century dictators who sought to suppress free media was itself 
one of the harms caused by the regulatory status quo. It is true that a comparison 
with international dictatorships was a recurring theme of the public debate. 
The  package was compared with press restrictions in Burma (Jones  2013), 
Malaysia (Fernandez 2013), Vietnam (Tran 2013), in Australia during the 
Second World War (Henderson 2013), the Soviet Union (Devine  2013), and 
England before the end of press licensing (Paterson 2013). Translated into the 
terminology of the Institutional Possibility Frontier, Lidberg and Hirst (2013) 
are claiming that these commentators’ professed fears of dictatorship costs were 
in fact evidence for the high disorder costs of the status quo. But costs are 
subjective to those who hold them. What Lidberg and Hirst describe is the 
sharply divergent subjective Institutional Possibility Frontiers of supporters 
and opponents of reform. 

Indeed, a major accusation thrown about during the debate over media reform 
was that many participants were tainted by self-interest. Lidberg and Hirst 
(2013) argue that the antipathy of News Limited to the bills was motivated by 
self-interest. Likewise, opponents of the bills argued that they were motivated 
less by media standards and more to get even with the government’s critics in 
the press. Media bias had been a major topic of political conversation during 
the Gillard Government. Labor’s former Finance Minister, Lindsay Tanner, had 
written a book about the media and politics (Tanner 2011), and Labor supporters 
had been particularly frustrated with News Limited’s perceived antipathy 
towards the Gillard Government (Cooney 2015). Allen and Berg (2016) argue that 
self-interest should also be seen through the prism of subjective costs. To the 
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extent that individual political actors were engaged in the debate in pursuit of 
their material self-interests, those motives are empirically indistinguishable from 
‘public interest’ motives. Both sides argued they were promoting democratic 
goals – reform proponents by reducing media bias and imbalance, reform critics 
by protecting free expression of ideas. Institutional preferences can be both 
self-interested and ideological.

In the event, the legislation did not pass the parliament. As Figure 3 shows, 
there was no obvious alternative institutional approach that would provide 
a compromise between the two starkly differentiated subjective Institutional 
Possibilities Frontiers during this debate. The Gillard Government found it did 
not have the numbers on the floor of the House of Representatives to pass the 
legislative package.

Conclusion
One of the recurring criticisms of the free-speech debate of 2011–13 is that 
it was narrowly focused on a small number of episodes while ignoring other, 
perhaps more serious, threats to freedom of speech. Commentators cited 
defamation law (Ackland 2015), restrictions on sending offensive material 
through the press (Stone 2015; Wilson 2011), the seizure of ‘pornographic’ art 
photographs (Altman  2014), restrictions on former prisoners speaking to the 
media (Ball  2013),  and restrictions on the tax-deductible status of non-profit 
organisations engaged in advocacy (Orr 2014) as more concerning freedom-of-
speech issues. What distinguishes these threats from the s. 18C and media reform 
debates is the nature of the exogenous shock that modified the perceived trade-
offs between disorder costs and dictatorship costs. For example, if we assume 
that the current state of Australian defamation law reflects a compromise between 
competing visions of the need to protect freedom of speech (dictatorship costs) 
and the need to provide a defence against reputation damage (disorder costs), 
then no defamation case in the period studied sharply upset that compromise. 
We are not suggesting that Australia’s defamation law is normatively desirable 
in its current form. Readers will have their own perceptions of the relative 
dictatorship and disorder costs of the current defamation regime and alternative 
institutions. But in the subjective political economy model, absent an exogenous 
shock, an evolution in ideas about those costs, or the invention of an institutional 
alternative that would satisfy more stakeholders, no political change is likely 
to occur. By contrast, the Bolt case represents one such shock. The fact that 
a prominent conservative commentator could be taken to court under s. 18C 
disrupted the status quo, giving new information about the subjective 
dictatorship costs of hate-speech laws to conservative, classical liberal, and 
libertarian commentators and politicians. Likewise, the phone-hacking scandal 
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in the United Kingdom and the Gillard Government’s hostile relationship with 
News Limited newspapers disrupted the status quo, leading to an increase in 
the subjective disorder costs of free speech in the media.

Institutional change, however, requires more than a disruption to the status quo. 
There must exist a viable alternative to the status quo. That alternative may only 
become viable as a result of the disruption – increased perceived dictatorship 
and disorder costs can be a spur to institutional innovation (Allen  and 
Berg 2016). We suggest that such a position does exist in the instance of the Bolt 
case – to remove the words ‘offend’ and ‘insult’ from s. 18C. By contrast, there is 
(currently) no viable alternative to the status quo in the media regulation policy 
space. While in both cases the pre-2011 status quo remains, we suggest in the 
case of s. 18C that previous consensus is permanently disrupted and agents will 
continue to agitate for institutional change. At time of writing (September 2016) 
there is a substantial political debate within right-of-centre political parties in 
Australia for the repeal or amendment of s. 18C. By contrast we observe little 
agitation for media reform. This may suggest that the relevant shock was not 
the exposure of weaknesses in the regulation of the media but the Gillard 
Government’s relationship with the press. That is, it was not the parliamentary 
defeat of the media law package that reduced the salience of the package, but 
Labor’s loss at the 2013 federal election.

Further implications of the framework can be drawn from the fact that 
these debates occurred within a period of substantial technological change. 
Technological change affects the institutional status quo insofar as it changes the 
perceived trade-offs between disorder and dictatorship costs. The status quo in 
each issue analysed here was established before the rise of internet news media 
and social media platforms such as Twitter and Facebook. The question is how 
these technologies will affect the institutional trade offs. Social media and other 
internet media allows for the ‘publication’ of a larger volume of speech and a 
proportionate increase in the publication of speech that might be unlawful or 
violate normative ethical standards. This might be seen as increased disorder 
costs if current institutions are not adequately responding to undesirable 
speech. Online harassment and abuse is a major technological and social issue on 
platforms like Twitter. However, more publication opens up more opportunities 
for legal action under s. 18C. It is possible those opportunities will provide 
further information about the dictatorship costs of the status quo, strengthening 
pressure for reform. On the question of media control, a number of online-only 
publications have joined the APC, including HuffPost Australia, Private Media 
(which publishes Crikey), and At Large Media (which publishes New Matilda). 
However, the rapid growth of online journalism and quasi-journalistic outlets 
promises to put future pressure on the institutional status quo.
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The analysis we have presented here is positive rather than normative. For all 
that, the importance of freedom of speech as one of the pillars of a free society can 
be explored through a ‘positive’ institutional lens. Subjective political economy 
is a framework where dictatorship and disorder costs constitute information 
that needs to be discovered (Allen and Berg 2016). Exogenous events such as 
court cases and political crises are one such form of information. Changes in 
ideas, norms, and ideologies are another form of information. The spread of this 
information is itself subject to institutions of social control – that is, controls on 
expression. One of the possible dictatorship costs of limitations on free speech 
is that it would slow down agents’ discovery of information about institutional 
costs and more desirable institutional alternatives. One value of freedom of 
speech is therefore that it facilitates institutional change that would reduce 
perceived institutional inefficiencies. This institutional approach contrasts with 
the ‘marketplace of ideas’ approach to freedom of speech associated with Mill 
(1859) or approaches founded in human liberty (Baker 1989; Berg 2012a).

An institutional analysis of the control of speech provides a deeper insight into 
the free-speech debate in 2011–13. Institutional change comes as the result of 
revealed subjective costs. What our approach cannot predict, however, is which 
events are likely to disrupt the status quo and whether viable alternatives to the 
status quo will present themselves.

References
Abbott, T. 2012, ‘Freedom Wars’, speech to the Institute of Public Affairs, 

Sydney, 6 August, resources.news.com.au/files/2012/08/06/1226444/197881-
120807-abbott-speech.pdf.

Ackland, R. 2013, ‘Wild protests at a tiddlywinks approach’, The Sydney 
Morning Herald, 14 March.

––– 2015, ‘Companies suing critics. That’s the real enemy of free speech’, 
The Guardian, 23 January.

Akerman, P. 2013, ‘Labor sacrifices fair play in Orwellian bid to gag press’, 
Hobart Mercury, 18 March.

––– 2014, ‘When push comes to shovel’, The Daily Telegraph, 6 June.

Albrechtsen, J. 2011, ‘The real injury is to free speech’, The Australian, 
26 October.

––– 2012, ‘Nanny Roxon won’t let you spit the dummy’, The Australian, 
27 December.



AgendA, Volume 23, number 1, 2016

22

––– 2013, ‘And if this were Howard’s bill?’, The Australian, 20 March.

Alcorn, G. 2014, ‘Racial vilification laws: checkmate for Andrew Bolt – 
and George Brandis’s ego’, The Guardian, 7 August.

Allan, J. 2011, ‘Andrew Bolt decision justifies repeal of a bad statute’, 
The Australian, 30 September.

Allen, D. and Berg, C. 2016, ‘Subjective Political Economy’, SSRN working 
paper, ssrn.com/abstract=2799032.

Altman, D. 2014, ‘Bolt, Brandis and the double standard on free speech’, 
The Conversation, 21 March.

Aly, W. 2014, ‘Brandis’ race hate laws are whiter than white’, The Age, 27 March.

Aroney, N. and Parkinson, P. 2013, Submission to Senate Legal and Constitutional 
Affairs Committee Exposure Draft of Human Rights and Anti-Discrimination 
Bill 2012.

Attorney-General’s Department 2011, Consolidation of Commonwealth Anti-
Discrimination Laws Discussion Paper.

Australian Associated Press 2014, ‘Human rights lawyer says 18C went too far’, 
SBS News, 29 March.

Australian Human Rights Commission 2013, Media Reform Bills Package, 
Draft Submission to the Senate Standing Committees on Environment and 
Communications.

Australian Law Reform Commission 2014, Serious Invasions of Privacy in the 
Digital Era, Australian Law Reform Commission, Sydney.

Baker, C.E. 1989, Human Liberty and Freedom of Speech, Oxford University 
Press, New York and Oxford.

Ball, R. 2013, ‘Who’s less free: Andrew Bolt, or children in detention?’, 
The Guardian, 19 December.

Bantik, C. 2013, ‘Censorship dressed up is denial of free speech’, The Australian, 
30 January.

Baume, M. 2011, ‘Relic should be repealed’, The Australian Financial Review, 
11 October.

Berg, C. 2008, The Growth of Australia’s Regulatory State: Ideology, Accountability 
and the Mega-Regulators, Institute of Public Affairs, Melbourne, Australia.



Section 18c, HumAn rigHtS, And mediA reform

23

––– 2010, ‘Silenced in Court’, The Sunday Age, 3 October.

––– 2011, Submission to the Independent Media Inquiry, Institute of Public 
Affairs.

––– 2012a, In Defence of Freedom of Speech: from Ancient Greece to Andrew Bolt, 
Institute of Public Affairs, Melbourne.

––– 2012b, ‘Memo to government: having an opinion is not a crime’, The Sunday 
Age, 23 December.

––– 2014, ‘Politics Stands In The Way Of A Full 18C Repeal’, The Drum, 
25 March.

Bolt, A. 2009a, ‘It’s so hip to be black’, The Herald Sun, 15 April.

––– 2009b, ‘White fellas in the black’, The Herald Sun, 21 August.

––– 2013a, ‘PM’s human rights Bill a bum deal’, The Herald Sun, 31 January.

––– 2013b, ‘We have diversity (just not the kind Labor wants)’, The Herald Sun, 
14 March.

Bourke, L. 2015, ‘Malcolm Turnbull endorses changes to Racial Discrimination 
Act’, The Sydney Morning Herald, 17 May.

Breheny, S. 2012, ‘Proposed Law A Further Attack On Free Speech’, 
The Australian, 23 November.

––– 2014, ‘Coalition about-face on hatred disappoints’, The Australian, 
28 February.

Brown, A. 2013, ‘Big picture lost in debate over anti-discrimination laws’, 
The Drum, 30 January.

Brown, N. 2014, ‘Putting balance back into the racial discrimination debate’, 
Online Opinion, 17 March.

Buchanan, J. 1975, The Limits of Liberty: Between Anarchy and Leviathan, 
Liberty Fund: Indianapolis.

Budarick, J. 2014, ‘Debate on free speech alone means little for minorities’, 
The Conversation, 20 August.

Bueno de Mesquita, B., Smith, A., Siverson, R.M. and Morrow, J.D. 2003, 
The Logic of Political Survival, MIT Press, Cambridge.

Burgess, C. 2013, ‘Criminal defamation in Australia: Time to go or stay’, 
Murdoch University Law Review 20: 1.



AgendA, Volume 23, number 1, 2016

24

Carlton, M. 2013, ‘Once again tyranny rears its ugly head’, The Sydney Morning 
Herald, 16 March.

Cater, N. 2013, ‘No joke to offend coalition of censorious in these Roxonated 
times’, The Australian, 12 March.

––– 2014, ‘Abbott must fix problems in Race Act’, The Australian, 18 March.

Cooney, M. 2015, The Gillard Project, Penguin Australia, Australia.

Costello, P. 1994, ‘Debate, Not Laws, Should Fight Racism’, The Age, 1 November.

Creagh, S. 2013, ‘Conroy proposes media reforms: the experts respond’, 
The Conversation, 12 March.

Davidson, S. 2011, ‘Bolt is Guilty But the Law is Wrong … Let The Markets 
Deal With Racial Discrimination’, The Conversation, 29 September.

Debelle, P. 2001, ‘Free speech row on Holocaust website’, The Age, 10 April.

Department of Broadband 2011, Independent Media Inquiry, web.archive.
org/web/20130421040913/http://www.dbcde.gov.au/digital_economy/
independent_media_inquiry.

Devine, M. 2013, ‘Sneers for Piers and a free press’, The Daily Telegraph, 
20 March.

Dixon, J. 2014, Liberty Victoria Submission: Exposure draft – Proposed Changes 
to the Racial Discrimination Act, Liberty Victoria.

Djankov, S., Glaeser, E.L., La Porta, R., Lopez-de-Silanes, F. and Shleifer, 
A.  2003,  ‘The New Comparative Economics’, Journal of Comparative 
Economics 31(4): 595–619.

Fernandez, J.M. 2013, ‘Insidious Draconian Treacherous’, The Sunday Times, 
17 March.

Finkelstein, R. 2012, Report of the Indepedent Inquiry into the Media and Media 
Regulation, Australian Government.

Finkelstein, R. and Tiffen, R. 2014, ‘When Does Press Self-Regulation Work?’, 
Melbourne University Law Review 38: 944.

Forde, S. 2013, ‘Media reform: hysterical attacks on weak Conroy suggestions 
tell the real story’, The Conversation, 13 March.

‘Free speech has to include freedom to offend’ 2012, The Age, 8 August.

‘Freedom of speech needs liberating’ 2013, The Saturday Age, 21 December.



Section 18c, HumAn rigHtS, And mediA reform

25

Fynes-Clinton, J. 2013, ‘There’s no pride in ruling on prejudice’, The Courier-
Mail, 24 January.

Gawenda, M. 2014, ‘Hate is not a dirty word’, Business Spectator, 5 March.

Gelber, K. and McNamara, L. 2013, ‘Freedom of speech and racial vilification in 
Australia: “The Bolt case” in public discourse’, Australian Journal of Political 
Science 48(4).

Henderson, G. 2013, ‘“National interest” is in Labor’s interest’, The Sydney 
Morning Herald, 19 March.

Hirst, M. 2013, ‘Explainer: Conroy’s proposed new media laws’, The Conversation, 
19 March.

Hirst, M. and Keeble, K. 2012, ‘I am not a racist: Andrew Bolt and free speech’, 
antiThesis 22: 1–16.

Holmes, J. 2011, ‘Bolt, Bromberg and a profoundly disturbing judgment’, 
The Drum, 30 September.

––– 2014, ‘Racial Discrimination Act amendments are either stupid or shameful’, 
The Age, 22 April.

Irving, H. 2013, ‘Anti-discrimination bill is (probably) constitutional, but should 
be reined in regardless’, The Conversation, 24 January.

Jakubowicz, A. 2011, ‘Andrew Bolt, racism and the internet’, The Conversation, 
29 September.

Johns, G. 2014, ‘Race-hate war is already won’, The Australian, 12 March.

Johnston, M. 2012, ‘Press Council backs changes’, The Herald Sun, 1 March.

Jones, G. 2013, ‘PM finds common ground with Burma government’, The Courier-
Mail, 19 March.

Joseph, S. 2013, ‘The Media is Offended by the new Discrimination Bill’, 
The Conversation, 10 January.

––– 2014a, ‘Rights to bigotry and green lights to hate’, The Conversation, 
28 March.

––– 2014b, Submission on the repeal of section 18C of the Racial Discrimination 
Act, Castan Centre for Human Rights Law.

Karvelas, P. 2014, ‘Jewish leader eyes middle path on race act reform’, 
The Australian, 15 April.



AgendA, Volume 23, number 1, 2016

26

Keane, B. 2014, ‘On race, discrimination and white men’s privilege’, Crikey, 
21 March.

Kemp, D. 2011, ‘Vile law should be abolished’, The Australian, 5 October.

Kenny, C. 2014, ‘A free and vigorous debate would be the best avenue for Bolt’s 
detractors’, The Australian, 29 March.

Langton, M. 2014, ‘Our race act has had a civilising effect: leave it be’, 
The Australian, 8 May.

Levey, G.B. and Pringle, H. 2013, ‘Why the “Bolt laws” should stay’, The Drum, 
28 November.

Lidberg, J. and Hirst, M. 2013, ‘In the Shadow of Phone Hacking: Media 
Accountability Inquiries in Australia’, The Political Economy of Communication 
1(1): 111–21.

Lynch, A., McGarrity, N. and Williams, G. 2015, Inside Australia’s Anti-
Terrorism Laws and Trials, NewSouth Publishing, Sydney.

Manne, R. 1994, ‘Race Bill an Offence Against Free Speech’, The Age, 
16 November.

Marr, D. 2011, ‘In black and white, Andrew Bolt trifled with the facts’, 
The Sydney Morning Herald, 29 September.

––– 2014, ‘David Marr on race, votes and free speech’, The Saturday Paper, 
5 April.

McCloskey, D.N. 2015, ‘Max U versus Humanomics: a critique of neo-
institutionalism’, Journal of Institutional Economics: 1–27.

McGuinness, P.P. 1994, ‘Racial Hatred Bill Is A Legislative Lie’, The Age, 
12 November.

McKeon, S. and Ball, R. 2012, ‘Proposed anti-discrimination reforms will 
strengthen equality’, The Drum, 22 November.

Meagher, D. 2004, ‘So Far So Good: A Critical Evaluation of Racial Vilification 
Laws in Australia’, Federal Law Review 32: 225.

Merkel, R. 1994, ‘Does Australia Need a Racial Vilification Law?’, Quadrant 
38(11):19.

Merritt, C. 2014, ‘Race act’s 18C brings law into disrepute’, The Australian, 
7 March.



Section 18c, HumAn rigHtS, And mediA reform

27

Messmore, R. 2012, ‘With law on their side, everyone’s a victim’, The Australian, 
28 December.

Meyerowitz-Katz, D. 2013, ‘Anti-Abuse laws pose no real threat to freedom 
of speech’, The Australian, 9 December.

Migliorino, P. 2013, ‘Attorney-General George Brandis’ review of racial 
vilification laws a blow for protection’, The Age, 25 November.

Mill, J.S. 1859, On Liberty, J.W. Parker and Son, London.

Mundine, W. 2013, ‘Racial vilification legislation is not about freedom but about 
how we think about race’, The Age, 18 December.

Munro, P. 2011, ‘Judge’s discrimination ruling creates unusual bedfellows’, 
The Age, 2 October.

Murphy, K. 2011, ‘Greens press government to support media inquiry’, 
The Sydney Morning Herald, 10 September.

National Human Rights Consultation Committee 2009, Report, Attorney-
General’s Department, Canberra.

Norton, A. 1994, ‘Speech censors can hurt a precious right’, The Sydney Morning 
Herald, 18 July.

O’Neill, B. 2014, ‘Abolish the Human Rights Commission, and return us to the 
Enlightenment’s positive values’, The Australian, 3 May.

Olson, M. 1965, The logic of collective action: public goods and the theory of groups, 
Harvard University Press, Cambridge.

Orr, G. 2014, ‘The Freedom to be a Hypocrite’, Inside Story, 11 August.

Packham, B. 2013, ‘Tim Wilson facing clash with Human Rights Commission 
colleagues over “Andrew Bolt” race provisions’, The Australian, 18 December.

Paterson, J. 2011a, ‘Bolt case highlights discriminatory act’, The Drum, 
29 September.

––– 2011b, ‘Media Inquiry Opens The Door To Intimidation’, The Australian 
Financial Review, 16 September.

––– 2013, ‘Conroy’s media regulation proposals fail the public interest test’, 
The Australian, 13 March.

Pearson, M. 2012, ‘The media regulation debate in a democracy lacking a free 
expression guarantee’, Pacific Journalism Review 18(2): 89.



AgendA, Volume 23, number 1, 2016

28

Rice, S. 2014, Why free speech comes at a price: Reflections on race, civility and 
the law, Inaugural Research Seminar, Deakin University School of Law in 
association with Sladen Lega.

Rodrik, D. 2014, ‘When Ideas Trump Interests: Preferences, World Views, and 
Policy Innovations’, The Journal of Economic Perspectives 28(1): 189–208.

Roskam, J. 2012a, ‘A Failure To Defend Liberty’, The Australian Financial 
Review, 9 March.

––– 2012b, ‘Boiling frog of personal freedom’, The Australian Financial Review, 
7 December.

––– 2014, ‘When free speech went cheaply’, The Australian Financial Review, 
15 August.

Rosser Jr, J.B. and Rosser, M.V. 2008, ‘A critique of the new comparative 
economics’, The Review of Austrian Economics 21(1): 81–97.

Rubenstein, C. 1994, ‘Anti-racist Laws Will Not Restrict Responsible Debate 
On Society’, The Age, 21 September.

––– 2014, ‘Upsetting the balance’, Australia/Israel Review, May.

Ruehl, P. 1997, ‘Free speech takes a bath in the pool of rights’, Daily Telegraph, 
14 August: 11.

Sammut, J. 2014, ‘We’ll still be a melting pot’, The Spectator, 15 March.

Sheehan, P. 2013, ‘Racial hatred bill offers open slather to obnoxious’, 
The Sydney Morning Herald, 14 January.

Shleifer, A. 2005, ‘Understanding Regulation’, European Financial Management 
11(4): 439–51.

Simons, M. 2011, ‘Bolt decision: “Irresponsible journalism illegal”? Think 
again’, Crikey, 29 September.

Smith, B. 2013, ‘Free speech and other human rights: the clause that almost sank 
the Human Rights Bill’, The Conversation, 1 February.

‘Smothering Free Exchange of Ideas a Dangerous Path’, The Australian, 
29 March 2014.

Soutphommasane, T. 2014, ‘Racism is a Moral Issue’, ABC Religion and Ethics, 
22 April.



Section 18c, HumAn rigHtS, And mediA reform

29

Spigelman, J. 2012, ‘Human Rights Day Oration’, Australian Human Rights 
Commission.

Stone, A. 2015, ‘The Ironic Aftermath of Eatock v Bolt’, Melbourne University 
Law Review 38(3).

Tanner, L. 2011, Sideshow: dumbing down democracy, Scribe, Carlton North, Vic.

Tate, J.W. 2016, ‘Free speech, toleration and equal respect: the Bolt affair 
in context’, Australian Journal of Political Science 51(1): 34–50.

Thompson, J. 2011, ‘News Ltd has questions to answer, PM says’, ABC News, 
20 July.

Tingle, L. 2013, ‘The pillars of society are crumbling around us’, The Australian 
Financial Review, 15 March.

Tran, V. 2013, ‘Living under a regime of government censorship’, Daily Telegraph, 
19 March.

Triggs, G. 2013a, ‘Freedom of speech is not in danger in Australia’, The Australian, 
25 February.

––– 2013b, ‘Tweaking the draft bill could preserve core reforms’, The Australian, 
22 January.

––– 2014, ‘Proposed changes to the Race Discrimination Act: Bad cases make 
bad law’, The Australian, 28 March.

Turnbull, M. 2014, What do you think about changes to the Racial Discrimination 
Act – exposure draft seeks consultation, www.malcolmturnbull.com.au/
media/what-do-you-think-about-changes-to-the-racial-discrimination-act-
exposure-d.

van Gend, D. 2014, ‘Above all liberties’, Online Opinion, 17 March.

Walsh, K. 2012, ‘Laws may add injury to insult’, The Australian Financial 
Review, 12 December.

Walsh, P. 1995, ‘The burden of babbling bills’, The Australian Financial Review, 
25 July, p. 15.

––– 2013, ‘Anti-terrorism laws a test of Attorney-General George Brandis’ 
commitment to freedom of speech’, The Sydney Morning Herald, 31 December.

Willox, I. 1995, ‘Howard Signals Fight Over Race Bill’, The Age, 7 March, p. 3.



AgendA, Volume 23, number 1, 2016

30

Wilson, J. 2011, ‘When freedom of speech meets conservative double standards’, 
The Drum, 6 October.

Wilson, T. 2014, ‘The Forgotten Freedoms’, Sydney, 13 May, www.humanrights.
gov.au/news/speeches/forgotten-freedoms.

Windschuttle, K. 2014, ‘Why Section 18C Can’t Silence Racists’, Quadrant 58(6).

Young, N. 2013, ‘Tim Wilson defends free speech, but will that include racist 
abuse?’, The Guardian, 18 December.

‘Your right to speak freely’, 2014, The Herald Sun, 12 March.

Zerilli, J. 2014, ‘Free speech: what it is and what it isn’t’, The Conversation, 
26 February.



31

The Optimal Size of Local 
Government, with Special Reference 

to New South Wales
Peter Abelson1

Abstract
The paper discusses the major criteria for determining the optimal size of 
local government, and advances an evidence-based critique of the New South 
Wales Government’s program to reduce the number of local councils.

Introduction
In the last 20 years, the three eastern Australian states of Victoria, Queensland 
and New South Wales (NSW) have significantly reduced the number of local 
councils. In the mid-1990s, Victoria slashed the number of local councils from 
210 to 79. In 2008, Queensland reduced the number from 156 to 73 but, with 
four de-amalgamations in 2014, the number is now 77. As of May 2016 the NSW 
Government had reduced the number of councils from 152 to 129 and, at the 
time of writing, plans to amalgamate another 19 councils subject to the outcome 
of legal proceedings.

These amalgamations have occurred despite much local opposition and 
notwithstanding that Australian local governments have an average population 
of 41,000, which is large by most international standards. The average population 
is 75,000 in Victoria and 50,000 in NSW. Among 22 ‘Western’ countries (in 
Europe, North America and Australasia) only local governments in the UK, 

1  Mayor of Mosman Council, pabelson@appliedeconomics.com.au.
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Ireland, Denmark and New Zealand have larger populations. On the other hand, 
the average population per local authority is 37,500 in the Netherlands, 32,500 in 
Sweden, 9,000 in Canada, 6,500 in Germany, 4,500 in the United States and only 
1,500 in France.2 And it may be remarked that in terms of land size, Australian 
local governments are also considerably larger than local governments in the 
UK, Ireland, Denmark and New Zealand.

In this paper, I discuss the major issues relating to the size of local government, 
examining four major criteria: 

1. Strategic capacity to work with higher levels of government 

2. Economic efficiency, sometimes described as financial capacity

3. Effective provision of preferred local services

4. Effective local democracy and social capital.

The first of these has had special prominence in NSW. The other three are classic 
criteria in the economics literature. It should be noted that in NSW there has 
also been much rhetoric about the need for ‘scale’ in local government. The 
Independent Local Government Review  Panel (ILGRP 2013a, 2013b) argued 
that at least 200,000 people are necessary for strategic and financial capacity. 
Likewise, the Independent Pricing and Regulatory Tribunal (IPART 2015), 
following terms of reference imposed by the NSW Government, concluded that 
most councils in NSW were ‘not fit for the future’ because they lacked requisite 
scale of some 200,000 people. However, scale is not itself a welfare objective. It 
is simply a possible means to achieve other objectives. Rather surprisingly, in 
reviewing the criteria, IPART (2014) provided no justification for accepting the 
scale criterion.

While the paper draws on the NSW Government’s policies to increase the size of 
local councils, most of its discussion and conclusions have general application 
both across Australia and internationally.

State and local government relations, 
and ‘strategic capacity’
The criterion that local councils must have the strategic capacity to work 
with higher levels of government has had a high profile in the debate in NSW. 
Justifying the recommendations of the ILGRP that local councils should be 
amalgamated into units of around 200,000 people, the Chair, Graham Sansom 
(ILGRP 2015: 65), stated: ‘The ILGRP’s concerns were with the effectiveness of 

2  These data are drawn from Callanan et al. (2014).
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local government as an arm of metropolitan governance.’ The rationale is that 
local councils should have the capacity to assist with metropolitan planning and 
the provision of adequate transport and housing infrastructure.

In this section I discuss first some major governance issues for urban areas 
(urban  planning, housing and transport) and then some micro criteria for 
strategic capacity advanced by the ILGRP.

A major motivator of the state government’s desire to halve the number of 
councils in Sydney is the desire to address the problems of high house prices 
and transport congestion. House prices in Sydney are 40 per cent higher than 
the average in other Australian capital cities (Reserve Bank of Australia 2015). 
Local  councils in inner and central areas of the city tend to oppose higher 
residential and commercial densities, which tends to affect house supply, 
and some strongly oppose new transport infrastructure, especially motorways. 
The state government views this opposition as not only creating unaffordable 
housing and traffic congestion, but also as holding back economic growth, 
jobs and real incomes. And some state government agencies find dealing with 
large numbers of councils is time consuming and resource intensive.

There are two large issues here. Is this NSW Government’s view of the problems 
and their causes correct? And if so, what is the appropriate response? These are 
complex issues, for which a brief three summary responses must suffice here.

First, as discussed by Gao and Melser (2016), high house prices are an 
equilibrium welfare outcome reflecting household trade-offs of incomes, house 
prices and amenity. The high house prices in Sydney reflect mainly the amenity 
premium and partly the income premium of residence in Sydney. Glaeser (2011) 
argues that density controls have a major impact on house supply and prices 
in the United States. However, increasing the flow of new housing has a small 
marginal impact on the house price premium. The Australian evidence suggests 
that increasing the flow of new housing supply by 50 per cent in any one year 
would have limited impact on the total stock of housing and reduce real house 
prices by 2 per cent (Abelson 2016).3

Secondly, the state government has responsibility for economic development, 
housing and transport and the power to facilitate these developments within 
topographical and amenity constraints. The NSW Department of Planning and 
Environment (2014) has developed plans for Sydney based on demographic 
projections and an objective to assist less well-resourced areas. Unfortunately, 

3  In any year, new houses equal on average about 1.3 per cent of the housing stock. Thus a 50 per cent 
increase in new housing supply in any one year increases the total housing stock by about 0.65 per cent. 
The 2 per cent reduction in house prices estimated by Abelson implies the elasticity of real house prices to the 
total stock of houses is about -3.5.



AgendA, Volume 23, number 1, 2016

34

the projections are not based on a credible cost–benefit methodology for 
allocating housing to sub-regions – for example, based on market forces subject 
to transport and environmental constraints. Nor, until recently, has the state 
government had much appetite for major transport projects.

Thirdly, and perhaps most importantly, the state government has the power 
(as well as the responsibility) to determine and achieve sub-regional housing 
targets and major transport projects without forced amalgamations. It authorises 
local environmental plans that determine local planning (zoning) regulations. 
It has the power to determine property to be taken for, and land uses around, 
major transport projects. And it can require councils to cooperate in sub-
regional planning via sub-regional organisations.

Turning to micro criteria for strategic capacity, the ILGRP (2013a) defined 
strategic capacity by the following nine sub-criteria, all endorsed by the NSW 
government and accepted by IPART (2014):

1. More robust revenue base and increased discretionary spending

2. Scope to undertake new functions and major projects

3. Ability to employ a wider range of staff

4. Knowledge, creativity and innovation

5. Advanced skills in strategic planning and policy development

6. Effective regional collaboration

7. Credibility for more effective advocacy

8. Capable partner for state and federal agencies

9. Resources to cope with complex and unexpected changes.

These nine criteria include three that focus on councils’ capacity to work with 
a higher level of government (criteria 6, 7 and 8), two that involve financial 
capacity (criteria 1 and 9), and four that are aimed primarily at improving 
services to the local community (criteria 2, 3, 4 and 5).

A fundamental difficulty with all these criteria is that they lack definition and 
metrics. Accordingly, they cannot be readily, or objectively, validated.

Three further points may be made. First, arguably, competition and motivation 
spur creativity and both increase with a larger number of small councils. 
Second, small local governments can cooperate with other councils through 
shared services. There are many examples of this in Sydney. Third, councils can 
buy in any specialist skills that they may need. Access to a skilled workforce 
is a function of financial capacity, not of size.
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Given the above observations, it may be inferred that the arguments for strategic 
capacity are more about facilitating state government objectives, especially 
for metropolitan governance, than about increasing the internal capacity of 
local councils.

Financial capacity and efficiency
A major claim of proponents of larger councils is that they produce significant 
cost savings. In this section, we consider the arguments, and evidence, for or 
against this claim.

First, a few introductory observations. Australian local governments are local 
public service monopolies supplying a large variety of unpriced services. 
There are no market metrics of prices, profits, market shares or unit service 
costs. Typically, we observe expenditures that are a product of the quantity 
of various services supplied and their average unit costs. Ideally we need to 
sort out unit costs from the quantities supplied. Moreover, the use of widely 
different depreciation rates across councils complicates expenditure and cost 
comparisons. These points should caution, but not disqualify, any conclusions 
that may be drawn from empirical analysis.

General issues affecting size and efficiency
The key argument for the claim that larger councils produce cost savings is 
that they achieve economies of scale. This is typically assumed to occur with 
administration overheads and backroom operations, such as rate collections and 
IT services. This may be based on observed duplications of functions in local 
councils or by analogy with private commercial operations.

It may be noted that the possible technical disadvantages of small scale can 
be responded to, at least to some extent, by shared service arrangements and 
competitive outsourcing of service provision. Also, larger geographical areas 
create travel costs for consumers.

More importantly, there may be significant costs (diseconomies) associated with 
large bureaucracies with unclear metrics. Large monopolies are behaviourally 
less constrained. Costs are often less clear. And internal contracts are often 
less precisely defined. These are key management challenges. Behavioural 
economics indicates that the key to productivity is Intrinsic Motivation. 
As  Frey  (2013:  172) notes, ‘many people intrinsically interested in the work 
they do have been demotivated by bureaucratic interferences’.
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There is considerable literature on the costs of bureaucracy (see, for example, 
Parkinson 1958; Niskanen 1994). As Parkinson observed, efficiency often falls 
in large bureaucratic bodies. One reason for cost inflation is that managers in 
bureaucracies have a greater incentive to increase the number of employees 
reporting to them (as salaries are often linked to the number of people that they 
manage) than to reduce costs.

However, the key message that emerges from this brief discussion is that we 
must look at the evidence on costs and council size rather than rely on generic, 
high-level assertions about possible economies or diseconomies of scale.

Evidence in favour of the existence of economies 
of scale?
As we will see, there is remarkably little evidence of economies of scale in local 
government jurisdictions. As noted by Bell et al. (2016), the ILGRP (2013a, 
2013b) did not cite any empirical evidence of cost savings from amalgamation.

IPART (2014) attempted to rectify this omission by citing a significant inverse 
correlation between population size and expenditure per capita. According 
to IPART (p. 39), the data suggested that ‘around 30% of the variation in opex 
per head amongst the councils of Greater Sydney is inversely associated with 
their population and that opex per head is lower the larger the population 
of the LGA’.

However, this finding failed fatally to account for the substantial inverse 
correlation (of -0.49) between local council population and income per capita. 
Abelson and Joyeux (2015) showed that expenditure per capita is largely 
explained by average taxable income per capita and a dummy variable for major 
business centres. After differences in income levels and business activity are 
allowed for, Abelson and Joyeux found no evidence for economies of scale in 
larger local councils in Sydney.

Further, drawing on the NSW TCorp (2013) financial report on councils and 
2011 Census income data, financial weakness is seen clearly to be a function 
of income, not size. The average taxable income of the 30 council areas in 
metropolitan Sydney deemed by NSW TCorp (2013) to have a moderate or strong 
financial outlook was $61,237. The average taxable income of the seven council 
areas in metropolitan Sydney deemed to have a financially weak outlook was 
$42,366. No area with an average taxable income of over $48,000 had a projected 
weak financial outlook.
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In its assessment of council mergers proposed by the NSW government, IPART 
(2015) reported a financial analysis by Ernst & Young (EY). EY assumed that 
mergers would result in 15 per cent savings in the total operating costs of the 
amalgamated councils, other than the largest council, less some initial costs of 
the amalgamation. EY based this projection of savings on the financial targets 
of competitive corporates engaged in designed and selected takeover targets! 
As Bain & Company4 has shown: 

The open secret about M & A is that most deals fail to achieve the synergies that 
companies expect … Most merging companies don’t have a clear understanding 
of the level of synergies they can expect through increased scale.

Further, in IPART (2015, Annex: 30), Ernst & Young acknowledged: 

the available empirical evidence on the extent to which local council 
amalgamations will yield net savings in costs is mixed and tends to vary with 
activity. Econometric analysis does not provide strong support.

Finally, in putting out its council merger proposals, the NSW Government 
commissioned KPMG to provide ‘independent’ advice on the financial impacts 
of the proposals. KPMG (2016) reported, inter alia, that they assumed 3 per cent 
saving on 80 per cent of expenditure on materials and contracts, 7.4 per cent 
overall staffing efficiencies in metropolitan areas but none in rural areas, and 
various savings in information, communications and technology investments. 
These savings were partly offset by some assumed merger transition costs. 
Typically, the KPMG projections produced net savings of about 2.5 per cent 
of expenditures over some 30 years.

Apart from the minimalist nature of the forecast outcome, there are several 
problems with these estimates. First, as revealed in KPMG (2015), these 
assumptions were based largely on forecasts of savings contained in reports on 
earlier amalgamation proposals in Queensland and Auckland.5 Second, KPMG 
assumed that if the savings were technically achievable by a merged entity, 
they would occur. This assumes away bureaucratic risk and the evidence on 
costs cited below. Third, the analysis fails to account for some key costs such as 
a major new head office or the integration of different workforce systems; for 
example, where one council provides most services in house and another one 
outsources significant services. Nor does it account for the travel time costs that 
the merger would impose on residents.

4  Bain & Company (2014); www.bain.com/publications/articles/why-some-merging-companies-become-
synergy-overachievers.aspx.
5  The KPMG (2015) report became available in legal proceedings only after KPMG (2016).
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Evidence against the existence of economies of scale 
In contrast to the lack of evidence on scale economies, there is extensive peer-
reviewed published work on the costs of amalgamations. Dollery et al. (2012) 
provide detailed and extensive evidence in Australia and internationally that 
forced amalgamations have not produced any cost savings. They concluded that: 

anyone who still believes that compulsory council amalgamation leads to 
financial sustainability in local government, lower costs or scale economies, has 
not acquainted themselves with the vast empirical literature on amalgamation.

In another major review, Dollery et al. (2013) cited 15 international studies from 
the United States, Canada and Europe, all of which throw doubt on claimed 
economies of consolidated local councils. They also examined eight Australian 
inquiries into the financial sustainability of local councils over the past decade 
and found (p. 215) that ‘with one exception, these inquiries are sceptical of the 
ability of forced amalgamation to improve local authority financial viability’.

In a cross-section study, Dollery et al. (2014) showed that there is no relationship 
between scale and financial capacity in Sydney. And Bell et al. (2016) showed 
that, in 2014, NSW councils amalgamated between 2000 and 2004 were no more 
financially sustainable than councils that had not been amalgamated.

Similar conclusions have been reached in other countries. Faulk and Grassmueck 
(2012) found that council mergers had not achieved expected savings in the 
United States. Reese (2004) and Found (2012) found that net council expenditure 
tended to rise after council mergers in Canada. Callanan et al. (2014) found 
limited, if any, economies of scale in larger local governments in Ireland.

Financial capacity and council size: Some conclusions
The NSW Government has reiterated repeatedly the mantra that larger councils 
produce significant savings and therefore better services. But the corporate 
business world is not an appropriate model. Public bureaucracies are monopoly 
service providers; they are not competitive businesses. The larger a bureaucratic 
monopoly, the greater is the potential for waste. Most critically, almost all 
empirical studies in Australia and elsewhere have shown that larger councils do 
not produce savings.
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Ability to provide desired local services
It is generally agreed in the economics literature that the prime function of local 
government is the provision of publicly provided local goods (Abelson 2012). 
Local councils generally provide quite localised services, including:

• local infrastructure (roads, footpaths and drainage)

• local parks and bushland

• local planning and development approval services

• building services, including inspections and enforcement

• waste collection and management

• administration of local public spaces, parking facilities and street parking

• public health services, such as water and food inspection, public toilets and 
animal control

• local cultural facilities, such as libraries, art galleries and museums

• active recreational facilities, such as sports fields, swimming pools and 
camping grounds

• local social/welfare services for youth, families and seniors

• water and sewerage services in some areas in some states.

Many such goods – for example, local roads, waste disposal services, recreational 
facilities and libraries – provide mainly, and sometimes exclusively, local 
benefits and can be provided in varying levels to different communities. Efficient 
provision of these goods requires that they satisfy local household preferences.

If preferences for local goods vary, and there are no economies of scale or 
externalities, the theorem of decentralisation indicates that decentralised 
provision increases welfare by equilibrating output to demand (Musso 1998). 
Uniform services provide too few services to those who want more or higher-
quality services and too much taxation on those who want fewer services.

Figure 1 illustrates the benefits of decentralisation in serving different 
preferences. This shows a localised service produced at constant marginal cost. 
The demand curves DA and DB show aggregate demand for the localised service 
in two communities, A and B. The efficient quantities would be QA and QB 
respectively. If a single government provided a uniform output (QU) to the two 
communities, area A would receive too much of the localised service and area B 
too little. The welfare gains from decentralised provision equal areas ABC and 
CEF respectively.
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Figure 1: Deadweight losses due to uniform provision of a local 
government good

It is also a widely accepted principle that the allocation of public goods 
to different levels of government should be determined by the ‘principle of 
subsidiarity’. The subsidiarity principle states that public decisions should 
be made as closely as possible to the citizens affected by the decisions by the 
smallest, and least centralised, competent authority.6

We should note that, increasingly, many local government services are personal 
services (social support, cultural and recreational) provided to individuals 
or small groups of individuals. Over the last 30 or so years, there have been 
major increases in elderly people living alone, divorce rates, domestic violence, 
women at work and mental health problems. Prima facie, one would expect that 
such personal services would be provided most effectively in relatively small 
communities and that smaller governing units (and communities) would be able 
to respond to individual problems better than large ones.

More generally, the delivery of desired of local services depends on four factors:

i. the capacity to understand local needs

6  Article 5 of the Treaty of the European Union. See also dictionary.cambridge.org/dictionary/english/
subsidiarity.



tHe optimAl Size of locAl goVernment, witH SpeciAl reference to new SoutH wAleS

41

ii. the motivation to meet local needs

iii.  the ability to deliver services

iv. the financial capacity (discussed above).

Regarding (i), understanding local needs, personal interactions of various kinds 
between local residents and decision makers (elected representatives and senior 
council officers) are highly helpful, even critical, to understanding preferences. 
It is generally accepted that these needs will be better known in smaller local 
governing units.

Regarding (ii), motivation, as Frey (2013) and other researchers have shown, 
productivity and meeting service demands is critically a function of the intrinsic 
motivation of the workforce (i.e. workers identifying with the objectives of the 
organisation). This again is easier to achieve in small governing bodies than 
in large ones.

The capacity to deliver services (iii) is a function of clearly defined tasks and 
delegations for council staff. It is also a function of volunteer services. In many 
areas, volunteers play a key role in supplementing service delivery. In larger 
councils, there is a real risk that potential volunteers will feel less connected 
with their ‘local’ community and therefore less motivated to contribute.

Certainly, these topics warrant more empirical investigation. But there is good 
reason to expect that all these key service factors will be stronger in small local 
government units.

On the other hand, where resident preferences vary, it is hard to produce 
differentiated services across a large area. Differentiated service levels for, 
say, cultural facilities imply (in the absence of user payments) cross-subsidies. 
Inevitably decision makers will tend towards uniform provision of services 
over cross-subsidies and the related potential charges of favouritism, or even 
corruption, associated with differentiated services.

Abelson (1981) showed that households in small local government areas in 
Sydney receive much higher levels of service (as measured by communications 
between elected councillors and local residents) from their elected councillors 
than do households in larger areas. Measured by hours of work per 
representative per citizen, households in local councils with 40,000 people 
received twice the services that households received in councils with 120,000 
people. Also, households in the smaller areas made 66 per cent more telephone 
calls, sent 25 per cent more letters to their representatives and received twice 
the number of visits from their representatives than did households in areas 
with 120,000 people.
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While there have been extraordinary changes in communication technologies, it 
is reasonable to assume that per-capita communications between residents and 
elected representatives fall significantly as the size of the governing jurisdiction 
rises. This reflects popular expectations, as found in a recent national survey 
by the Australian Centre in Excellence in Local Government (Ryan et al. 2015). 
This survey found that 48 per cent of respondents expected that their interests 
would be worse or much worse represented by councillors in an amalgamated 
council and only 7 per cent expected an improvement in representation, with 
the balance having no view either way. Regarding actual council services, 
36 per cent expected that local services would be worse or much worse and only 
7 per cent expected an improvement in service, again with the balance having 
no view either way.

Effective local democracy and social capital
Effective local democracy means having some control over your local services 
and local environment. This paper contends that local democracy and social 
capital (a sense of community)7 are strongly linked.

In his classic, bestselling book Bowling Alone, Robert Putnam (2000) showed 
that while Americans have grown more affluent, their sense of community has 
withered. Many cities and traditional suburbs have become anonymous places 
where people sleep and work and do little else. Putnam showed that as people 
spend more time working in their office and commuting to work and watching 
TV alone, they spend less time joining community groups and voluntary 
organisations and socialising with neighbours.

Andrew Leigh’s Disconnected (2010) explored the decline in community in 
Australia. Leigh found that between the 1980s and the 2000s Australians had 
fewer friends they could drop in on uninvited and fewer friends they could call 
on for a favour. In his recent book The Art of Belonging, a leading Australian 
social analyst, Hugh Mackay (2014: 1), wrote: ‘We rely on communities to 
support and sustain us and, if those communities are to survive and prosper we 
must engage with them and nurture them.’ Indeed.

7  The Organisation for Economic Co-operation and Development (2009: 103) defines social capital as 
‘the links, shared values and understandings in society that enable individuals and groups to trust each other 
and so work together’.
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A major finding of the 2012 Nobel Prize-winner in Economics, Elinor Ostrom 
(1990), is that small communities generate much greater trust and social capital. 
It is not credible that communities of 300,000 people, or even 150,000, can 
generate as much interpersonal trust and mutual social capital as communities 
of, say, 30,000.

Most people want some sense of control over their own lives, their local services 
and their local environment. A larger council does not reduce the amount of 
government that people experience. Instead, by disempowering citizens, 
it increases the sense of being governed.

Elected councillors provide an essential link between the community and the 
council officers and administration. Under the NSW Local Government Act 
(Section 232), a key role of a councillor is to ‘facilitate communication between 
the community and the council’. In small local government areas, citizens are 
represented by local councillors, all or most of whom have extensive local 
knowledge, emotional connection and availability. Substantially reducing 
representation per head of population significantly weakens accountability and 
hence service levels. This was a major concern expressed in resident submissions 
to the NSW Government’s merger proposals.

These feelings were also confirmed in the national survey by the Australian 
Centre in Excellence in Local Government (Ryan et al. 2015). A third of the 
surveyed population expected that they would experience a significant decline 
in their sense of local community and in belonging to their local area in a larger 
amalgamated council, with only 7 per cent expecting an improvement in their 
sense of their local community and in their belonging, with the balance having 
no view either way.8

In this paper’s view, the democratic will of the local population is the most 
critical of the four major criteria. If a well-informed community prefers a smaller 
local governance model, this would generally indicate that they thought they 
were getting better value for money than they would expect in a larger local 
government area. In so far as the larger unit would provide savings and/or 
improved services, the local community is still saying that this is a cost it would 
willingly bear for the sake of effective local democracy and social capital.

8  We have already noted the critical role of volunteers in providing community services, both through 
councils and outside it. Volunteering is fundamentally a function of social capital and thus is also likely to fall 
as the size of local government increases.
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Conclusions
This paper has discussed four main criteria for assessing size of local government: 
capacity to work with state governments; economic efficiency (financial 
capacity); effective provision of preferred local services; and effective local 
democracy and social capital.

The paper finds that capacity to work with state government is not a substantive 
argument for larger local councils, that there is strong empirical evidence that 
larger governing units do not achieve financial savings, and that local preferences 
are likely to be better understood and served in smaller governing units.

In this paper’s view the subsidiarity principle of democratic government – that 
public decisions should be made as closely as possible to the citizens affected 
by the decisions – should be the default position. In the famous words of 
Montesquieu (1989 [1748]): ‘In a small republic, the public good is more strongly 
felt, better known and closer to the citizen.’
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Reallocating Australia’s Scarce 
Mental Health Resources
Ruth F.G. Williams and D.P. Doessel1

Abstract
This paper applies some simple analytical tools from the economists’ toolbox 
to shed some light on a sleeper issue in Australia’s mental health sector. 
The problem is that there are large numbers of people with no diagnosed 
mental health condition who consume mental health services. Simultaneously, 
there are large numbers of people who have very serious mental health 
problems who receive no mental health services. This untreated group is 
often referred to as those with ‘unmet need’, a much-heard term. We refer 
to the first group as people with ‘met non-need’, a term hardly ever heard. 
Although the solution to the unmet-need problem is the oft-heard call for 
increased government expenditure, no attention is directed to the wasted 
expenditure associated with the ‘met non-need’ group: the met non-need issue 
is ‘the elephant in the room’. We point to an alternative policy response; 
that is, a reallocation of resources from the met non-need group to the unmet 
need group. To achieve this, we direct focus upon a structural reform in the 
processes of supplying mental health services.

1  La Trobe University, Ruth.Williams@latrobe.edu.au; formerly of the University of Queensland. 
This  paper is an abridged version of a longer paper, available from the authors on request. The authors 
gratefully acknowledge the helpful comments of the editor and a referee on the original manuscript.
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Introduction
The purpose of this paper is to describe a long-standing problem in the provision 
of mental health services in Australia,2 and to outline a reform that addresses 
this problem. By way of background, we describe first some ‘big  picture’ 
financial data that put the health sector, and various components of health 
expenditure, into a relative, and economic, perspective. The time-period is the 
22 years from 1993–94 to 2013–14, the years for which we have comparable 
and reliable data. The background section highlights two differences that 
exist between mental health and non-mental health services in Australia. 
First, government now funds approximately 96 per cent of mental health 
expenditure, compared to a  government share of 66 per cent of non-mental 
health expenditure. The second major difference between these two parts of the 
health sector relates to diagnostic information to guide therapy, also referred to 
as treatment: time-series government expenditure data on diagnostic imaging 
and pathology services indicate the quantitative importance of diagnostic 
information to medical therapies. But this expenditure is associated with non-
mental health services: the Medicare Benefits Schedule is devoid of item numbers 
for any diagnostic test applying the numerous psychological tests that exist 
for schizophrenia, depression, suicidality, narcissistic personality disorder, 
and so on.

The paper then considers an empirical ‘puzzle’ that exists in Australia’s mental 
health sector. This problem, which we refer to as ‘structural imbalance’, has two 
dimensions: first, some people with mental disorders do not consume mental 
health services, and, at the same time, some people who do not have a diagnosis 
of a mental disorder do consume mental health services. The evidence that 
this problem exists is not based on anecdote or adherence to a particular 
psychological or psychiatric theory: its existence is based on empirical evidence 
from carefully conducted, population-based epidemiological surveys.

The paper concludes with an argument that the structural imbalance problem is 
connected to the non-use of the large range of psychological tests for diagnosing 
mental disorders. A necessary reform is to insert diagnostic item numbers in 
the Medicare Benefits Schedule for psychological tests for mental disorders, 

2  There is an early analysis of problems in the provision of mental health services in Australia by Opit 
and Gadiel (1982). The empirical data reported there demonstrated a number of problems in the provision 
of private fee-for-service psychiatric services: first, although the number of such services was increasing 
through time, the number of patients receiving them was not; and that those services were concentrated 
upon an ‘elite’ socioeconomic group. Unfortunately, these authors’ further work on mental health issues was 
abruptly terminated. With their 1982 paper, all research on the economics of mental health care in Australia 
ceased until a substantive book was published in 2001 (Williams and Doessel 2001).
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and make positive results from these tests a prerequisite to accessing mental 
health services. Such a structural reform will enable a shift in resources to 
people who currently have unmet need.

Background
Australia’s mental health expenditures (funded by Commonwealth, state 
and territory governments, as well as private sources) were $8,011 million in 
2013–14: in the same year total health expenditures were $154,622 million.3 
These amounts are not trivial: measured value-added in the health sector 
constitutes 9.8 per cent of GDP; mental health 0.51 per cent of GDP. Further, 
mental health expenditure, as a component of total health expenditure, has 
been steadily rising, from 4.87 per cent in 1992–93 to 5.18 per cent in 2013–14 
(see the lowest line graph in Figure 1). This upward trend did not happen by 
chance. It was a deliberate act of whole-of-government decision-making.

Figure 1: Relative sizes of four components of health expenditure, Australia, 
1992–93 to 2013–14
Sources: AiHw (2016), tables A1 and A4 (downloaded 29 June 2016); AiHw (2015), table eXp31 
(downloaded 29 June 2016).

3  Financial values herein are in constant 2013–14 prices. ‘Expenditure’ in this paper means ‘Recurrent 
Expenditure’, i.e. exclusive of capital. ‘Government’ means Commonwealth, state and territory governments.
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Figure 1 also shows the relative size of the health sector compared to the total 
economy, as measured by GDP: recurrent health expenditure in 1992–93 
represented 7.31 per cent of GDP, and was 9.76 per cent in 2013–14. Over 
this 22-year period, health expenditure increased at a real compound annual 
growth rate (CAGR) of 3.2 per cent. The mental health sector has increased in 
relative size compared to the health sector, increasing from 4.87 per cent at the 
beginning of the period to 5.18 per cent in 2013–14.

Consider the two line graphs at the top of Figure 1: both describe shares of 
government expenditure on components of health – non-mental health 
expenditure and mental health expenditure. In 1992–93, government funded 
64.3  per cent of non-mental health expenditure, and this had risen to 
66.25 per cent in 2013–14. During this period, the CAGR for this component of 
health expenditure was 4.7 per cent. The highest line graph in Figure 1 describes 
the government-funded share of mental health expenditure. At the beginning 
of the period, the government share was 93.5 per cent; and in 2013–14, 
96.1  per  cent. During this period, the CAGR for mental health expenditure 
was 5 per cent, the highest growth rate of any economic data set considered in 
this paper.

These summary statistics indicate that expenditure on mental health services is 
growing at a faster rate than non-mental health services, as is the growth rate 
for government-funded mental health expenditure. But what is most notable 
about mental health expenditure is the abnormally high level of government 
expenditure: the lowest percentage share was just under 94 per cent in 1992–93, 
and the government share was over 96 per cent at the end of that period. These 
percentage shares are in stark contrast to those of non-mental health services. 
Thus, in funding terms, the mental health sector is different.

The mental health sector is also different in another respect, which one may 
illuminate via the three line graphs in Figure 2. These graphs are the Medicare 
benefits paid – that is, the Commonwealth Government subsidies – for two major 
categories of services: diagnostic imaging4 and pathology.5 All Medicare services 
are shown with a third line graph, where the x-axis depicts the 31-year period 
from 1984–85 for which consistent Medicare data are available. It is relevant 
to conceive of diagnostic imaging and pathology as those categories of services 
provided by specialists who, on referral, provide diagnostic information to other 

4  Diagnostic imaging is exclusive of all radiology and any services that are therapeutic in nature, such as 
radiotherapy for cancer.
5  The ‘bible’ for Australia’s Medicare system, the Medicare Benefits Schedule, as administered by the 
Commonwealth Department of Health, is constantly being revised (Medicare Australia, various). At the 
time of writing, the current version available online is The 1st November 2016 Medicare Benefits Schedule. 
This publication lists all services (with item numbers, descriptors, schedule fees, etc.) for which a Medicare 
benefit is payable.
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medical service providers about patients’ medical conditions. It is noteworthy 
that the expenditure for these two ‘Broad Categories of Service’ (a term used in 
the Medicare Benefits Schedule) involves sizeable amounts. Diagnostic imaging 
and pathology totalled $1,601 million in 1984–85 and $5,714 million in 2014–15.

Figure 2: Benefits paid for Medicare services: pathology, diagnostic imaging 
and all services (dollars, constant 2013–14 prices, Australia)
Source: Australian government department of Health medicare Statistics table 2; available at: health.
gov.au/internet/main/publishing.nsf/content/medicare+Statistics-1

The data on which Figure 2 are based enable a particular calculation: expenditure 
on a variable that we will call ‘All Medicare Services minus diagnostic imaging 
and  pathology’ or ‘therapeutic services’. This variable is an (approximate) 
measure of all therapeutic services funded under Medicare. It is of interest 
here as data on this variable enable us to measure the relative importance of 
All Diagnostic Services (the sum of diagnostic imaging and pathology) to All 
Therapeutic Services, once expenditure on Therapeutic Services, as defined 
above, has been totalled. We have calculated that in 1992–93, expenditure 
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on All  Diagnostic Services represented 35.76 per cent of expenditure on 
Therapeutic  Services in that year: in 2013–14 this percentage had risen to 
39.15 per cent.6 In other words, for every dollar of expenditure on Therapeutic 
Services (as calculated here), approximately $0.36–$0.39 of expenditure was 
undertaken for the purpose of informing and guiding the provision of these 
therapeutic services.

We stress the role of diagnostic services because we wish to show another 
dimension in which the mental health sector is different: in Australia under 
Medicare, the financing of diagnostic services is confined to services of a non-
mental health kind. There are no items for the performance of any diagnostic test 
for any mental disorder in Australia.7 And this is not because diagnostic tests are 
unavailable. A host of psychological tests exists, which can be administered, 
typically by qualified psychologists, for a host of mental disorders and illnesses, 
to determine whether a person has a mental illness; say, schizophrenia, 
depression, and so on. But there is no financial reward or incentive or structure 
for any such diagnostic testing that is parallel to the subsidising under Medicare 
of diagnostic testing for physical conditions. For such a step to occur under 
Medicare, the determination of schedule fees would be involved, and items 
would need to be published in the Medicare Benefits Schedule for mental health 
diagnostic tests.

Various mental health reforms have been undertaken in recent decades, 
as various scandals have shaken Australia’s mental health system.8

Periodic scandals, of a human rights kind, have continued to characterise mental 
health, many of which were detailed in the Burdekin Report (HREOC 1993). 
There is a pattern to this societal process: there is a scandal following every new 
policy strategy, and a public inquiry follows, which in turn leads to further 
reform, calls for increased mental health services and expenditures, and another 
cycle starts.9

6  These calculations underestimate the information component of the health sector as they take no account 
of the initial ‘screening’-type decisions of medical practitioners, sorting and storing patient records, etc. 
For early arguments about measuring the information economy and empirical results, see Machlup (1962), 
Porat (1977) and, more recently, Apte and Nath (2007).
7  Examination of the code numbers for these diagnostic services in the Medicare Benefits Schedule confirms 
this to be so; and in Figure 2, there is no line graph that depicts diagnosis of mental illness under Medicare. 
No line is there because nothing can be graphed.
8  Examples include the case between 1962 and 1979 of ‘deep sleep therapy’ at the (private) Chelmsford 
Hospital in Sydney, and the ‘therapeutic community’ scandal in Ward 10B at the Townsville General Hospital, 
which led a Royal Commission and a Commission of Inquiry, respectively.
9  See, for example, Hosking (2010); Mental Health Australia (2015); Hickie (2016).
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But by far the most significant factor was the process of deinstitutionalisation 
that took place in government-owned and operated long-term hospitals for the 
mentally ill. In a relatively short period of time, the number of such beds for 
the  mentally ill across Australia fell from approximately 30,000 in the early 
1960s to about 7,000 in 1992 (National Health Strategy 1993).10

This process did not occur as a result of miracle cures or ‘silver bullets’ for mental 
illness, or because mental illness had mysteriously ceased to strike members of 
the Australian community: it occurred as a result of deliberate public policy 
decisions by Australia’s state governments. It should be recognised that these 
policy decisions reflected the conventional wisdom of the time, and took place 
(at much the same time) in other comparable countries (the United States, the 
United Kingdom, Canada, New Zealand, and so on) as well as in other sectors 
of health and welfare such as institutions for the physically and intellectually 
handicapped.

Deinstitutionalisation involved transferring the mentally ill to Australia’s streets 
and, later, prisons, as the so-called community-based facilities and services 
were inadequate. Recognition of this collateral damage led to a number of major 
initiatives in the provision of mental health services.

A first response was the National Mental Health Strategy, which was, in large 
part, concerned with attitudes, behaviour, facilities and data collections in the 
public sector. (In fact, some data employed in this paper have been collected 
as a result of the Strategy.) The Strategy was processed by the existing 
intergovernmental arrangements involving both central and state and territory 
governments (Whiteford 1994; Whiteford and Buckingham 2005). At the time 
of writing (November 2016), this process was repeated in a series of five-year 
plans, the fourth of which concluded in 2013–14. The fifth iteration has been 
delayed, following a change in central government.

In addition to the implementation of this long-run policy with its five-year 
plans, there were a number of important ad hoc developments. Beyond Blue, 
established in 2000, was one of the first such. Another report (Mental Health 
Council of Australia 2005) documented many continuing deficiencies in the 
provision of mental health services. This report received widespread publicity 
and induced a political reaction. The following year, the (then) Prime Minister, 
John Howard, used the Council of Australian Governments (COAG) processes to 
open Medicare to psychologists, social workers, and so on. Subsequently, under 

10  For a detailed empirical discussion of deinstitutionalisation, see Doessel (2009).
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the Gillard Government greater attention was given to adolescent matters11 – 
and  another advisory organisation, the National Mental Health Commission, 
was set up.

Since the reforms began in the early 1990s the level of mental health 
expenditures has risen, from $2,815 million in 1992–93 to $8,011 million by 
2013–14; a compound annual growth rate of 4.9 per cent. By contrast, recurrent 
expenditure on all health services rose from $57,843 million to $154,622 million; 
a compound annual growth rate of 4.6 per cent. In that same period, GDP grew at 
a compound rate of 3.2 per cent. In fact, the relative size of the health sector has 
risen from 4.8 per cent of GDP in 1992–93 to 9.8 per cent in 2013–14. It should 
be noted that this period has been one of relative stability for health funding 
arrangements: the broad parameters of health funding have been constant since 
the introduction of Medicare in 1984. Note also that these data are based on a 
narrowly drawn definition of the health industry devised by Abel-Smith (1963) 
for the World Health Organization. More recently, the National Mental Health 
Commission (2015: 10) has implemented a ‘wider’ measure of Commonwealth 
responsibilities, taking into account the Disability Support Pension, Carer 
Payments and Allowances, and so on.

This article proposes that there are two parts of a single economic problem in 
mental health systems, a problem that we have named ‘structural imbalance’ 
(Doessel et al. 2008; Doessel et al. 2010; Williams and Doessel 2012). If some 
concepts from the literature on fiscal federalism are applied, the problem 
can also be conceived of as a case of imperfect correspondence (Oates 1972). 
In the next section, we elaborate on the structural imbalance and imperfect 
correspondence.

The underlying economic problem: Concepts 
and evidence
In general reference to all societies, the following statements are indubitable: 
vegetarians do not buy meat for their own consumption; people who do not 
own cars do not buy petrol; and so forth. Such statements cannot be made in the 
context of mental health. Some people with no clinical mental illness consume 
mental health services; and simultaneously some other people who have clinical 
manifestations of mental illness do not consume mental health services for 
various reasons. The term that can be applied to these two conjoint problems is 
structural imbalance. Structural imbalance can be delineated clearly: the concept 

11  For example, the expansion of Headspace centres, following McGorry’s ‘solution’ (McGorry et al. 1996).
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and its measurement are grasped when ‘need’ and service utilisation are cross-
classified (Doessel et al. 2008). The notion of ‘neediness’ simply implies clinical 
manifestations of mental illness in a person.

Doessel (1986) provides an economic analysis of the informational nature of the 
concept of diagnosis and Williams (2009) describes the underlying informational 
problems that have developed in mental health. Williams and Doessel (2010) 
present a conceptual economic analysis of the economic effects in mental health. 
The implication here involves acknowledging that the informational dimension 
with respect to diagnosis is vital to efficient resource allocation, as well as being 
vital for therapeutic purposes.

The use of need terminology here is not to ignore the perspective of the 
economic literature on need, which is that it is but one factor in consumer 
demand. The  structural imbalance problem in mental health services under 
Medicare involves a mismatch in mental health services under insurance not 
found in other sectors of the economy. Note that the term ‘need’ with respect to 
health has several connotations.12 It is also not suggested here that service use 
and illness are completely misaligned in the mental health sector. Some people 
with no current symptoms are prone to relapse and require a ‘maintenance’ 
approach to  therapy (Druss et al. 2007). Additionally, note that an optimal 
implementation of therapies at the current state of knowledge is implied in any 
study of structural imbalance (see Andrews et al. 2006).

The evidence for structural imbalance is located in the empirical results 
reported in a representative sample of the adult Australian population for the 
year 1997 drawn by the Australian Bureau of Statistics (ABS). Details of this ABS 
study (ABS 1998), such as coverage of mental health disorders, are provided in 
Appendix 1. Given that many disorders were not covered, the survey results 
underestimate the prevalence of mental illness. It is also recognised that mental 
health is beset with numerous controversies, as discussed briefly in Appendix 2. 
The ABS study and, hence, our results set these controversies aside, as the ABS 
implemented the concepts, definitions and criteria embedded in ICD-10.13

Table 1 clearly indicates the structural imbalance that exists in the mental 
health sector. The columns indicate the number of Australian adults who have, 
and do not have, mental disorders. The rows show the number of people who 

12  An economic classification of these connotations is available (Williams and Doessel 2011).
13  The 10th revision of the International Statistical Clasification of Diseases and Related Health Problems 
by the World Health Organization (WHO). The survey results implementing the DSM IV (the 1994 edition of 
the Diagnostic and Statistical Manual of Mental Disorders published by the American Psychiatric Association) 
definitions have been published separately in Andrews et al. (1999).
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consume, and do not consume, mental health services.14 As the table indicates, 
and not surprisingly, the largest group of Australian adults (10,490,100) fall into 
the category of people who have no mental disorders and who do not consume 
mental health services: unmet non-need. The other unproblematic case consists 
of 905,600 people who have a mental disorder and are receiving treatment: 
met need. From a societal perspective the people in the other two cells are 
problematic: there are 1,466,500 people, 11 per cent of the population, who have 
mental disorders and do not receive any treatment. This is the often-described 
case of unmet need. But, as argued above, there is another problematic case, that 
of met non-need: there are 591,600 people, 4.4 per cent of the adult population, 
who are consuming mental health services despite having no mental illness.15

Table 1: The population-level relationships between mental disorders 
and the use of mental health resources (Australia, adults, 1997)

Have a
mental disorder

‘Need’

do not have 
a mental disorder

‘Non-need’

 Totals by Row 

consume mental health resources 905,600
(6.7%)

Met need

591,600
(4.4%)

Met non-need

1,497,200

do not consume mental health 
resources

1,477,500
(11.0%)

Unmet need

10,490,100
(77.9%)

Unmet non-need

11,967,600

Totals by column 2,383,100
(17.7%)

11,081,700
(82.2%)

13,464,800
(100.0%)

Source: derived from Australian bureau of Statistics (1998) tables 16 and 22.
notes:  i. the mental illnesses included in this epidemiological study are detailed in Appendix 1. 
ii. the mental health resources include the mental health services of gps, psychiatrists, psychologists, 
nurses, pharmacists, ambulance officers etc. iii. The data employed here relate to Australian adults, 
i.e. persons 18 years and over, not the total Australian population.

An alternative way to depict structural imbalance is to use a Venn diagram, as in 
Figure 3. The total area of the diagram represents the adult Australian population. 
Consider now the two large circles: the larger circle represents ‘mental health 
need’; that is, 17.7 per cent of the population with mental disorders in 1997. 
(This is the mental disorder prevalence rate determined by the ABS survey.) 

14  The data in Table 1, being based on the ABS representative sample of the adult population, are subject to 
sampling error. But given the use of highly aggregated data in this paper, the standard errors of the estimates 
are relatively low, and the calculation of 95 per cent confidence intervals makes relatively little difference 
to the point estimates reported here. Details of the calculation of standard errors are published by the ABS 
(ABS 1998: 53–6). The relevant calculations are available from the authors on request.
15  It is important to note that there is a sex-related dimension of structural imbalance: the proportions 
relating to the met non-need and unmet need are not constant across men and women from the 1997 cross-
sectional data that we analysed: the problem of met non-need is considerably larger for women than for men. 
Details are in Doessel, Williams and Nolan (2008), Doessel, Williams and Whiteford (2010) and Williams and 
Doessel (2012).
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The smaller circle represents the share of the Australian population (11 per cent) 
who consumed mental health services. The first point to note is that the ‘mental 
health need’ circle is larger than the ‘mental health services’ circle: thus unmet 
need does exist and is indicated by the larger (11 per cent) crescent-shaped 
area of the mental health need circle. The other problematic case, met non-need 
(4.4 per cent of the population), is indicated by the smaller crescent-shaped area. 
To describe this empirical reality via a Venn diagram is to critique it, because 
implied in the Venn conceptualisation is a suggestion of the most desirable state. 
This (normative) state occurs when the two circles are perfectly aligned; that is, 
a state where there is no unmet need and no met non-need.

Figure 3: Structural imbalance in Australian mental health care, 1997
Source: doessel, williams and nolan (2008). 
Note: The  figure refers to Australia’s adult population.
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The structural imbalance phenomenon can be also understood by reference 
to the perfect/imperfect correspondence concepts in fiscal federalism: this 
framework, building on arguments in Musgrave (1959, 1961), Tiebout (1961) 
and Oates (1968), is concerned with assigning allocative functions, in the sense 
of Musgrave’s (1959) ‘Allocation Branch’, to different levels of government, 
and matching revenue bases to those levels of government. A much-quoted 
expression from Oates (1972: 34–5) is ‘perfect correspondence’, which exists 
when ‘a jurisdiction [whose taxpayers fund the public good] includes precisely 
the set of individuals who consume the [public] good’. The case of perfect 
correspondence (an extreme case) can be depicted in a Venn diagram in which 
the set of taxpayers coincides exactly with the set of public-good consumers 
or beneficiaries. The other polar case, perfect non-correspondence, can also 
be depicted in a Venn diagram, with the set of taxpayers being completely 
separate from the set of public-good consumers. It is likely that any particular 
governmental structure will not be at either of these polar cases: empirical 
reality will be at some intermediate case.16

Figures 4(a) and 4(b) illustrate the two possible polar cases of perfect 
correspondence and perfect non-correspondence of mental illness and the 
consumption of mental health services. It is clear that Australia’s empirical reality 
in Figure 3 is intermediate between these two extreme cases. This approach 
is relevant not just for the issue under study here: it provides an important 
framework to evaluate any reform in the mental health sector. Efficacy of any 
mental health reform can be measured by decreases in the quantities of the two 
problematic phenomena of met non-need and unmet need.

Quarterly time-series data, from 1997(1) to 2008(4), obtained from the complete 
enumeration of all Medicare Benefits claims for Australia, have also been 
analysed (Doessel and Williams 2011). The analysis of  time-series clinical 
data (from  Medicare) provides additional support for the existence of the 
phenomenon  of met non-need. Thus, the phenomenon exists in both cross-
section and time-series data.17

16  See Hunter (1974) for an early derivation of an index of such fiscal imbalance, or non-correspondence 
of government expenditure and taxation receipts. His paper concludes with empirical measures of the non-
correspondence for the different fiscal systems of various countries.
17  Space considerations preclude a more detailed exposition here.
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Figure 4: Structural imbalance in Australian mental health care 
as ‘imperfect balance’

Before turning to a policy discussion, some further points are relevant.

Note that structural imbalance, or the service non-correspondence problem, 
should not be regarded as unique to Australia. This phenomenon has also 
been documented in the United States (US Department of Health and Human 
Services 1999), Canada (Lin et al. 1996), New Zealand (Oakley Browne and Wells 
2006) and most recently across all the countries surveyed in the WHO Mental 
Health Surveys (Demyttenaere et al. 2004). Bruffaerts et al. (2015) provide 
meta-analysis from the WHO Mental Health Surveys of adults conducted 
variously in 23 countries, and separate studies also report results for each of the 
23 countries surveyed.

Note also that amidst extensive results reported in the WHO Surveys, there 
is a finding that 15.9 per cent of the surveyed respondents are in treatment, 
although having neither a mental disorder nor evidence of serious problems 
that would require treatment. This finding is glossed over by a clinical or health 
service research mind-set. Psychiatrists and psychologists invariably focus 
empirical work for policy discussion on unmet need. They are not interested 
in quantifying met non-need, even if researchers from these disciplines were to 
recognise its existence. This is unsurprising. Our focus is on rectifying this very 
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important oversight, as there are economic implications. It needs to be borne in 
mind, too, that the Australian figure for met non-need, 4.4 per cent of the adult 
population, may be a sizeable underestimate.18

While a great deal more epidemiological and clinical work on this phenomenon is 
needed to refine the quality of data and results, the evidence is accumulating and 
the underlying economic phenomenon, though vital, is still unacknowledged.

A policy response
We suggest that the structural imbalance, or imperfect correspondence, 
problem can be ameliorated. We believe that an appropriate policy response is 
that when mental health services are sought under Medicare, a precondition 
should be positive results on the relevant diagnostic tests from the large 
range of psychological tests that is available (Beck’s Depression Inventory, 
Personality Assessment Inventory, the Neuropsychiatric Inventory, behavioural 
disturbances tests in dementia patients, and so on). There is an abundance of 
such tests, devised generally by psychologists.

Separately itemised diagnostic items about an individual’s mental health status 
can be included in the Medicare Benefits Schedule for mental health conditions, 
and can be made a prerequisite for receiving Medicare subsidies. Our proposal 
is that new items (with appropriate codes and fees) be created and that positive 
results from such relevant tests be made a precondition for receiving any 
specialist therapeutic mental health services.

This proposal is not path-breaking: it amounts to an extension of an existing 
precondition, as a part of the Medicare Benefit Schedule for psychiatrist services. 
An appropriate score on the Global Assessment of Functioning (GAF) Scale is 
already a precondition for receiving some services (Doessel et al. 2007). There are 
many validated instruments available to diagnose mental disorders; the problem 
is that they are not administered. Elsewhere in the health sector, diagnostic 
testing is the norm prior to claims on Medicare for treatment services.

Structural imbalance is a fixable policy problem. It has been said of mental 
health economics as a sub-field (Frank, Glazer and McGuire 2000: 895), that it is:

like health economics only more so: uncertainty and variations in treatments 
are greater; the assumption of patient self-interested behaviour is more dubious; 
response to financial incentives such as insurance is exacerbated; the social 
consequences and external costs of illness are more formidable.

18  The ABS survey data above have been criticised for their possibly inadequate account of the type of 
service provision that is relevant for people with one-off traumatic events, such as terrorist attacks. Table 29.3 
in Bruffaerts et al. (2015) takes account of this class of service user.
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Despite some formidable hurdles to economic analysis of mental health services, 
a feasible step forward is available, as outlined in this paper.

Conclusion
Our concern is to address the information problem associated with inadequate 
diagnostic testing in mental health. This inadequacy underlies the structural 
imbalance defined and measured in our previous articles. Policy that addresses 
the information problem involves the creation of new diagnostic items, or codes, 
in the Medicare Benefits Schedule for specialist psychiatric services and specialist 
psychology services in much the same way as itemised diagnostic services are 
currently used in physical medical practice. Our policy proposal for Australia’s 
mental health sector is analogous to Medicare financing of information, or ‘the 
diagnosis’, which has an integral role in the production processes of surgery, 
gastroenterology, ophthalmology, orthopaedics, and so on. A reform emphasis 
on the informational problem has the effect of reallocating met non-need 
expenditures to other categories within the mental health sector. Our objective 
here is to cure structural imbalance by reallocating scarce mental health services 
to those in need, and this paper provides yet more evidence on the means of 
achieving the objective. The non-existence of diagnostic tests for mental health 
conditions is a problem in the structure of the Medicare Benefits Schedule.

The case that we argue here arises from a refrain about the problems of mental 
health systems sung repeatedly, with a theme and repetitions. This refrain has 
two themes: insufficient funding and unmet need. Unmet need is not a trite 
neologism: it is a well-embedded concept in the psychiatric literature, a concept 
devised and advocated by clinical psychiatrists, and a synonym for untreated 
mental illness. But whereas emphasis is placed on this unmet need, no one puts 
equivalent emphasis on the problem of met non-need. It is clear to those outside 
the clinical ‘inner circle’ that providing mental health services to people who 
have no mental disorders involves a straightforward waste of resources. Having 
elucidated the concept of structural imbalance, as well as providing further 
evidence about it and suggesting a policy response, we conclude that this waste 
can, and should, be brought to an end, and those resources should be devoted 
to the problem of unmet need.
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Appendix 1: Sources and measures
This paper is based on Mental health and wellbeing: Profile of adults, Australia, 
1997 (ABS 1998), a representative sample survey of the non-institutionalised 
Australian population aged 18–65 and over. The sample does not include people 
in institutions (prisons, hospitals, nursing homes, refuges, hostels, boarding 
houses) or, of course, the homeless.

The ABS study is but one of three studies of mental disorders undertaken in 
1997.19 The other two deal with children and adolescents (aged 3–17) and people 
subject to numerous low-prevalence disorders. Data from these two studies 
cannot be aggregated with those from the ABS study for various reasons of non-
comparability. Thus the data employed in this study underestimate the extent 
of mental disorder (as defined).

This study has been reported using the two systems of classifying mental 
disorders; that is, the International Classification of Diseases, Version 10 (ICD-10) 
and the Diagnostic and Statistical Manual Revision IV (DSM IV). However, in 
our discussion, we refer only to ICD codes. The 40 individual components in the 
ABS study, and their ICD codes, are as follows:

Substance use disorders
F10.1 Harmful use – alcohol
F11.1 Harmful use – opioids
F12.1 Harmful use – cannabinoids
F13.1 Harmful use – sedatives or hypnotics
F15.1 Harmful use – stimulants
F10.2 Dependence syndrome – alcohol
F11.2 Dependence syndrome – opioids
F12.3 Dependence syndrome – cannabinoids
F13.2 Dependence syndrome – sedatives or hypnotics
F15.2 Dependence syndrome – stimulants

19  Note the term ‘Wellbeing’ in the ABS survey title. The term does not appear in the Glossary, although 
‘Mental disorder’ and ‘Mental health problem’ do (ABS 1999: 79–83). The objective of the survey was to 
measure illness, not wellness. The Australian Statistician was quite clear: the purpose was to collect 
‘information on the prevalence of selected mental disorders, associated disability and the use of health 
services for Australian adults’ (p. v). Thus, the use of the term is best understood as window-dressing. During 
the 1990s, developments were under way in (mainly) psychology and, later, economics that are relevant to 
wellness, but there is no mention of, even allusion to, these developments in the ABS publications, or in 
Department of Health and Aged Care publications.
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Affective disorders
F30.0 Hypomania
F30.1 Mania without psychotic symptoms
F30.2 Mania with psychotic symptoms
F31 Bipolar affective disorder
F32.0 Mild depressive disorder
F32.1 Moderate depressive episode
F32.2 Severe depressive episode without psychotic symptoms
F32.00 Mild depressive episode without somatic syndrome
F32.01 Mild depressive episode with somatic syndrome
F32.10 Moderate depressive episode without somatic syndrome
F32.11 Moderate depressive episode with somatic episode
F33.00 Recurrent depressive disorder, mild without somatic syndrome
F33.01 Recurrent depressive disorder, mild with somatic syndrome
F33.10 Recurrent depressive disorder, moderate without somatic syndrome
F33.11 Recurrent depressive disorder, moderate with somatic syndrome
F33.2 Recurrent depressive disorder, severe without psychotic symptoms
F34.1 Dysthymia

Anxiety disorders
F40.0 Agoraphobia
F40.00 Agoraphobia without panic disorder
F40.01 Agoraphobia with panic disorder
F40.1 Social phobia
F41.0 Panic disorder
F41.00 Panic disorder – moderate
F41.01 Panic disorder – severe
F41.1 Generalised anxiety disorder
F42.0 Obsessive compulsive disorder – predominantly obsessive thoughts 
or ruminations
F42.1 Obsessive compulsive disorder – predominantly compulsive acts
F42.2 Obsessive compulsive disorder – mixed obsessional thoughts and acts
F43.1 Post-traumatic stress disorder

Neurasthenia
F48.0 Neurasthenia

Both the ICD and DSM classification systems produce the same (total) number of 
people with these mental disorders.



AgendA, Volume 23, number 1, 2016

64

Among the conditions not included are:

• schizophrenia, psychopathy, sociopathy and hypochondria, as they are low-
prevalence disorders

• dementia, as many people with this disorder are located in nursing homes, 
which are not included in the ABS sampling frame. While some people with 
dementia will be in private dwellings, to include them would produce a 
quite inaccurate prevalence rate for dementia

• some well-known personality disorders (e.g. Narcissistic Personality 
Disorder)

• autism, as this relates to persons under 18 years of age

• deficiency of ‘Wellness’.20

Appendix 2: Mental health and its controversies 
Controversy seems to attach itself to various mental illnesses and conditions.21 
There is also the question of when depression is illness and when it is not. 
Though such controversies are not covered in this paper, we are well aware that 
they exist. The economic connotations implicit in a clinical-sounding question 
like ‘When is depression illness …?’ are explicated in Williams (2009). Also, 
our book (Williams and Doessel 2001: 133–5) began to address such problems, 
employing Lancaster’s characteristics theory to the outputs of mental health 
services. The concepts that we applied at that time were socially unacceptable 
preferences, impaired preference capacity, and imperfect information. 
That book was written nearly two decades ago and our subsequent work has 

20  This term is associated with the psychologist Martin Seligman, who tried to bring about a change in 
emphasis in psychology: instead of psychology concentrating on illness, Seligman wanted psychologists to 
analyse the determinants of happiness, as his book titles suggest: Learned optimism: How to change your mind 
and your life (1991); Authentic happiness: Using the new psychology to realise your potential for lasting fulfilment 
(2011); and Flourish: A visionary new understanding of happiness and well-being (2011). Seligman is not arguing 
that his happiness work is a substitute for ‘dominant’ psychology, but a complement. Contemporaneous with 
Seligman, papers on utility and the psychology of utility began to appear (for example, those by Thaler, 
Fredriksson and Snell, all of whom co-authored with Daniel Kahneman). This work culminated in a major 
volume of work on hedonic psychology published in 1999 (Kahneman et al. 1999), which intersects with 
the economic literature on happiness. These two developments at the forefront of psychology (and the 
interconnections with economics) were taking place at much the same time as planning was under way for the 
tripartite surveys of mental illness in Australia. Neither these developments in positive psychology nor those 
in hedonic psychology have had any effect on the Department of Health and Aged Care–funded prevalence 
studies of mental illness. Those mental illness studies were the ‘property’ of psychiatrists.
21  There is, for instance, the ‘autism epidemic’, repetitive strain injury as an occupational health and 
safety issue involving industrial compensation claims, the various issues surrounding obsessive-compulsive 
disorder (OCD) as an illness contrasted with ‘being meticulous’ as an occupational character trait and a skill 
required for various fields of work. Space limitations preclude a detailed discussion here.
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had an empirical basis. In the interim, too, many more controversies have 
emerged, which led, in part, to our broader economic analysis (Williams and 
Doessel 2010).

Economic issues abound in all these controversies. There is imperfect information 
with respect to many mental illnesses, and there is also producer ignorance and 
producer uncertainty. Impaired preference capacity exists in some diagnoses of 
mental illness, such as dementia: aged-care funding involves major economic 
analysis. There is also the case of autism and its carers, which suggests that 
financial benefits can be an inducement that results in an increase of prevalence.22 
Also, there is a phenomenon that can be referred to as pharmacologically 
induced mental illness, and/or iatrogenic illness.23

Consumer ignorance with respect to mental illness now seems to be increasing. 
Misperceptions have increased in the last decade or so. For instance, the very 
loose use of the term ‘depression’ is now widespread. Various other words with 
strict clinical meanings – ‘delusion’ (Richard Dawkins’ book The God Delusion is 
not about mental illness but the author’s embrace of angry atheism), ‘addiction’, 
‘OCD’ and so on – are now in everyday use, with muddying and muddling 
effect. ‘Mental health issue’ is a neologism but tends to be nebulous. The lack of 
precision of this term makes its use particularly unhelpful in workplaces and in 
assessing student performance in schools and universities.

We have not broached these issues here. The very purpose of our study is to 
abstract from each controversy. By not referring to the individual instances and 
how each could be remedied, this paper can be thought as more like weighing 
up the second-best, as opposed to the best, solution (Lipsey and Lancaster 1956; 
Mishan 1962).
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China and the Trans-Pacific 
Partnership Agreement: 

Misfit or Missed Opportunity?
Bala Ramasamy and Matthew C.H. Yeung1

Abstract
If it eventuates the Trans-Pacific Partnership agreement (TPP) will include 
major economic powerhouses like the US and Japan, but China – the 
elephant in the room – has been excluded. Our evaluation of how China 
might fare in the TPP finds that the agreement would be a poor fit at the 
current stage of China’s economic development. Although China would 
gain both in terms of  trade and a reform timetable, some features of this 
21st-century agreement – the assistance given to state-owned enterprises, the 
standards for labour rights, protection of multinationals against the state 
and competition laws – would be stumbling blocks in the negotiation process. 
Thus, being left out of the TPP is no big loss for China.

Introduction
The Trans-Pacific Partnership (TPP) agreement is being sold as a 21st-century 
free-trade agreement (FTA) involving 12 member countries: Australia, Brunei, 
Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, the US 
and Vietnam. (In 2014, the TPP’s 12 economies made up about 36 per cent of 
the world’s GDP and about 25 per cent of world trade in goods and services.) 
The  agreement goes beyond providing member countries market access to 
goods, services and investment (as covered by most other trade agreements 

1  China Europe International Business School; Open University of Hong Kong; myeung@ouhk.edu.hk.



AgendA, Volume 23, number 1, 2016

74

such as the China–ASEAN FTA). It also includes other trade-related issues, such 
as government procurement, competition involving state-owned enterprises 
(SOEs), labour and the environment. Negotiations began in March 2010 and 
were concluded in February 2016, with ratification by respective national 
governments to happen within two years.

Absent was the ‘elephant in the room’: China. China is the world’s largest 
trader and the 12 TPP member countries made up about one-third of China’s 
trade in 2013. Although China was invited to join the TPP in 2012 by the then 
US Secretary of State Hillary Clinton, there is reason to believe that the high 
standards ordained by the TPP were designed to keep China out (Hsu 2015). 
This  was implied by President Obama in his State of the Union address in 
January 2016: ‘With TPP, China does not set the rules in that region; we do.’

China has its own plans to increase its influence in the region, playing a leading 
role in the Regional Comprehensive Economic Partnership (RCEP), which 
comprises the 10 member states of ASEAN, Australia, India, Japan, New 
Zealand, South Korea and China. The ‘One Belt, One Road’ initiative would 
link China with Central and West Asia as well as the Middle East and Europe. 
The establishment of the Asian Infrastructure Investment Bank and the New 
Development Bank (or BRICS Development Bank) are also China’s initiatives to 
increase its economic and political influence, particularly among developing 
countries.

The purpose of this paper is to evaluate China’s exclusion or rejection from 
TPP membership. To what extent does China lose out by being left out of the 
agreement? Are the requirements and coverage of the TPP too sensitive for 
China? We attempt to answer these questions by evaluating the trade patterns 
of China and the TPP members and delving into the TPP agreement signed 
by member countries, highlighting chapters that contain issues that could 
have been stumbling blocks for China in the negotiation stages. However, the 
shape the TPP will take after the Obama administration is yet to be seen, as 
the victorious candidate for the US presidency has had harsh words on the 
current agreement.

We conclude that at the current stage of the Chinese economy, the TPP may be 
a little too far reaching and that China’s other international initiatives, such as 
the ‘One Belt, One Road’ initiative, as well as its sheer size, will reduce the losses 
of being left out of the TPP.
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China and the TPP: A missed opportunity?
How important is the TPP to member countries? Recent estimates by Petri 
and Plummer (2016) have concluded that most members will gain from the 
agreement. The US will find its annual real income increase by 0.5 per cent of 
GDP, while annual exports will increase by 9.1 per cent in 2030. The exports 
of Japan, Vietnam and Malaysia are to increase by 23.2 per cent, 30.1 per cent 
and 20.1 per cent respectively in 2030. But non-members will gain little. China 
is expected to gain only 0.2 per cent when the agreement is concluded in 2030.

Table 1: China’s exports and imports (merchandise goods) to TPP 
members, 2013

China’s exports to China’s imports from

TPP members in US$ 
billions

% of exports 
to all TPP 
countries

% of total 
exports

US$ 
billions

% of imports 
from all TPP 

countries 

% of total 
imports

united States 410.8 48.9 18.0 150.5 27.7 9.0

Japan 135.8 16.2 6.0 143.0 26.3 8.5

Vietnam 66.3 7.9 2.9 25.1 4.6 1.5

Singapore 53.1 6.3 2.3 27.5 5.1 1.6

malaysia 44.1 5.3 1.9 53.2 9.8 3.2

Australia 40.3 4.8 1.8 73.8 13.6 4.4

mexico 33.8 4.0 1.5 10.0 1.9 0.6

canada 29.4 3.5 1.3 26.2 4.8 1.6

chile 13.2 1.6 0.6 18.6 3.4 1.1

peru 6.3 0.8 0.3 8.1 1.5 0.5

new zealand 4.9 0.6 0.2 6.5 1.2 0.4

brunei 1.4 0.2 0.1 0.09 0.02 0.01

tpp 840.0  36.8 543.3  32.3

world 2281.8   1681.6   

Source: unctadstat.unctad.org/wds/

Table 1 shows China’s trade of merchandise goods with members of the TPP in 
2013. This indicates that the 12 countries of the TPP make up about one-third of 
China’s trade. However, the US stands out in that it makes up about half of the 
exports to TPP members, and about one-quarter of imports. Japan and Australia 
are also quite important but countries from Latin America and smaller countries 
in Asia are quite insignificant. China is already in some sort of negotiation 
with other important TPP members such as Japan and Australia (for example, 
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via the RCEP). This suggests that being left out of the TPP is essentially a lost 
opportunity for China to bolster its trade links with the US by securing an FTA 
with the world’s largest market. An agreement with the US could also explain 
the motivation of smaller countries such as Malaysia and Vietnam in joining 
the TPP, as they would lack the bargaining power when negotiating alone with 
the US.

Table 2 shows the Trade Complementarity Index (TCI) between China and 
the US with member countries of the TPP and the RCEP in 2013.2 This index 
measures how well the structures of a pair of country’s imports and exports 
match. A value of zero indicates that no goods exported by one country are 
imported by the other; 1.0 indicates the export and import structures exactly 
match. Thus, a higher value indicates that the export profile of one country 
complements the import profile of its partner. Table 2 shows that the TCI is 
marginally greater for China with the TPP (0.49) compared to the RCEP (0.43). 
This is also the case for the US, albeit larger. The TCI is also relatively large 
for US–China trade (between 0.55 and 0.57). We conclude that both China 
and the US would have gained significantly from China’s inclusion in the TPP. 
Petri, Plummer and Zhai (2014) estimated that a China–US FTA could generate 
a greater gain for China than the RCEP, and also greater gains for the US than 
a TPP without China, simply because the two countries complement each other.

It appears that China and the US have lost an excellent opportunity to increase 
bilateral trade flows, and thus provide a much-needed impetus for greater 
economic activity in their respective nations.

2  The TCI is the sum of the absolute value of the difference between the import shares and the export 
shares (at three-digit SITC) of the pair of countries, divided by two.

Sejmk = the index of trade complementarity of exporter j with importer k 
i = goods in 3-digit SITC 
j = exporter (i.e. China or the US) 
k = importer (countries in the TPP or RCEP) 
Eij = the share of goods i in country j’s total exports to the world 
Mik = the share of goods i in country k’s total imports from the world
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Table 2: Trade Complementarity Index
EXPORTER

IMPORTER China United States
china - 0.55
mexico 0.58 0.69
united States 0.57  -
Australia 0.52 0.65
Vietnam 0.51 0.59
canada 0.51 0.69
chile 0.50 0.62
new zealand 0.49 0.59
thailand 0.48 0.58
peru 0.48 0.62
malaysia 0.47 0.62
Japan 0.46 0.52
indonesia 0.45 0.63
brunei 0.43 0.55
South Korea 0.43 0.54
Singapore 0.42 0.52
philippines 0.40 0.55
lao pdr 0.39 0.49
cambodia 0.36 0.44
myanmar 0.35 0.44
india 0.31 0.44
tpp 0.49 0.60
rcep 0.43 0.54

Source: unctadstat.unctad.org/wds/

China and the TPP: A misfit?
Petri, Plummer and Zhai (2014) compared FTAs involving the US and those 
involving ASEAN. They found that agreements involving the US (for example, the 
US–Singapore FTA and US–South Korea FTA) included issues like competition, 
intellectual property rights, government procurement, the environment and 
labour. Mooted agreements with ASEAN (for example, the China–ASEAN FTA), 
on the other hand, emphasise dispute resolution and cooperation. The templates 
of the agreements are skewed towards the nature of the economies negotiating 
the agreements – whether emerging markets or advanced economies. Since 
the TPP is an agreement involving both types of economies, it has to be more 
complex, with sufficient room for bargaining. If China had chosen to be part 
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of the  TPP, the  negotiations would have been slow and perhaps have ended 
without agreement because of the many sensitive issues involved. We discuss 
below some of the potential stumbling blocks.

State-owned enterprises (SOEs)
An important chapter in the TPP agreement is one that concerns SOEs, 
specifically those that are engaged in commercial activities. The agreement 
requires that those SOEs engaged in business with commercial considerations 
will not be allowed to receive non-commercial assistance from their respective 
governments when the SOE is operating in partner countries. In other words, 
no form of subsidy should be provided to an SOE for its international business 
expansion. The intention of this is to ensure that competition between an SOE 
and a private enterprise in a host country takes place on a level playing field.

SOEs are the bedrock of the Chinese economy. They have played a critical role 
in national economic development as well the ‘go global’ strategy (Yu 2014). 
In 2015, it was reported that there are 150,000 SOEs in China: collectively, 
they control US$17 trillion in assets and employ more than 35 million people 
(Financial Times 2015). About 1,000 are listed on the Shanghai or Shenzhen 
Stock Exchanges, indicating that they are commercial in nature. More than 150 
of these are managed by the central government (through the State-owned Assets 
Supervision and Administration Commission, SASAC), and these include some 
of the largest companies in the world, such as the Agricultural Bank of China, 
CNPC and Sinopec.  Prior to 2004, only state-owned firms were allowed to engage 
in international investment. These SOEs are assisted in various ways, including 
being given preferential interest rates, by the Chinese Government (Sauvant 
and Chen 2014). Although some countries were able to get exemptions for their 
powerful cooperatives (notably, New Zealand for Fonterra), it would have been 
an uphill battle for China to negotiate similar exemptions for so many of its SOEs 
engaged in various international operations in TPP member countries.

Transparency and anti-corruption
The chapter in the TPP agreement on transparency and anti-corruption measures 
addresses efforts to reduce bribery and corruption in trade and investments. 
It calls for transparent information on the laws, regulations and other rules 
affecting trade and investment. It commits TPP partners to write and enforce 
anti-bribery laws.

The impact of bribery and corruption on international trade is well known. 
In a study of more than 100 countries, De Groot et al. (2004) used the World 
Bank  Governance Indicators to show that institutional quality can have a 
significant positive impact on trade flows. De Jong and Bogmans (2011) also 
conclude that corruption generally hampers trade. Shirazi (2012: 446) states that:
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a significant reduction in the perception of corruption may have as much, if not 
more, of an impact on international trade as favourable labor laws, tax rates and 
capital (currency) control measures.

Thus, an agreement that encourages the reduction of corruptive practices 
in international trade is obviously welcomed.

China, however, is quite well known for its dubious business practices. 
Table 3 extracts the Corruption Perception Index of TPP members and China. 
This index, developed by Transparency International, ranks countries on the 
degree of corruption in the public sector. Only two TPP countries – Vietnam 
and Mexico – ranked below China in 2014. The TPP also includes two of the 
least corrupt countries: New Zealand and Singapore. Although one can argue 
that membership in the TPP can raise the bar for China’s efforts at eradicating 
corruption, the gap between China and important partners (the US and Japan) 
are significant. The TPP can be a platform for these countries to accuse China 
of lacklustre anti-corruption efforts, which could be perceived by China 
as interference in domestic issues.

Table 3: Corruption Perception Index*
Rank Scores

Country 2014 2014 2013 2012

new zealand 2 91 91 91

Singapore 7 84 86 87

canada 10 81 81 84

Australia 11 80 81 85

Japan 15 76 74 77

united States 17 74 73 73

chile 21 73 71 72

malaysia 50 52 50 49

peru 85 38 38 38

China 100 36 40 39

mexico 103 35 34 34

Vietnam 119 31 31 31

* except brunei
note: the corruption perception index ranks countries and territories based on how corrupt their public 
sector is perceived to be. the score indicates the perceived level of public sector corruption on a scale 
of 0 (highly corrupt) to 100 (very clean). A country or territory’s rank indicates its position relative to the 
other countries and territories in the index.
Source: www.transparency.org/cpi2014
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Labour and intellectual property rights (IPR)
The chapter on labour requires TPP partners to adopt a legal framework that 
upholds fundamental labour rights as recognised by the International Labour 
Organization (ILO). This includes freedom of association, the right to collective 
bargaining, the elimination of forced labour, the abolition of child labour, the 
elimination of employment discrimination, as well as laws that govern acceptable 
conditions of work. The inclusion of labour issues in an FTA is rare since labour 
rights are considered to be a ‘domestic issue’ and interference by external 
parties jeopardises the sovereignty of individual members. In this regard, the 
TPP can be considered bold. The implication of this chapter for Malaysia, for 
instance, includes amendments to its labour laws to allow formation of labour 
unions, limiting government discretion in registering and cancelling a labour 
union, as well as removing restrictions on the subjects that can be collectively 
bargained. Vietnam will have to allow workers to establish independent unions 
with full autonomy without interference from the state.

Similar to Vietnam, China’s labour laws, while allowing freedom of association, 
require all trade unions to be affiliated with the All-China Federation of Trade 
Unions, which is an agency of the Chinese Communist Party. The chapter on 
labour would have been a contentious issue between China and the US, an issue 
that may not have been easily resolved.

The TPP also raises the bar for the protection of IPR above the accepted norm 
embodied in the TRIPS3 Agreement. There are accusations that the TPP expands 
the scope of patentability, particularly in the case of pharmaceuticals, and thus 
has negative implications for public health and access to medicine in developing 
members. While many accuse China of IP infringements, the issue is more related 
to the enforcement of the laws, rather than the laws themselves. In fact, Drahos 
(2016) has argued that China may have welcomed these higher standards in IPR 
as, since 2010, more than half of the annual increase in global trademark filing 
activity originates from China. China would also be keen to protect the IP of its 
own homegrown companies as they venture abroad.

3  Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS).
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Free and open competition
A common philosophy that cuts across a number of chapters of the TPP is free 
competition among businesses domiciled within the TPP countries. In the 
chapter on government procurement, for instance, firms from any TPP country 
will be allowed to bid for government contracts, as all domiciled firms should 
be given equal access to information and treatment. In the Technical Barriers 
to Trade (TBT) chapter, testing and certification awarded by an assessment 
body in one country should be accepted in other countries as well. The chapter 
on competition generally calls for member countries to reach the standards 
practised in countries such as Singapore and New Zealand, known for their 
ease of doing business. In the World Bank rankings of Doing Business in 2016, 
China was lower than all TPP partners except Vietnam (see Table 4). Given that 
four of the 12 members are in the top 10 of these rankings, the high standards 
of competition in the TPP agreement is not surprising. China would have had 
to negotiate hard to get exemptions for its SOEs and SMEs from these open-
competition clauses and chapters.

Investor-State Dispute Settlement (ISDS)
The ISDS is a system whereby an investing company can seek compensation 
from a host country if its property rights have been violated. The system allows 
multinational companies (MNCs) to seek justice from arbitration tribunals 
such as the World Bank’s International Centre for the Settlement of Investment 
Disputes (ICSID), which are considered neutral. When the MNC is suing the 
host government for breach of the rules in an agreement (an FTA or bilateral 
agreement), seeking impartial arbitration is sometimes preferred to a judicial 
system within the host country. This is particularly true if the host country’s 
justice system is known for its lack of impartiality. The ISDS has been included 
in several FTAs recently because it offers assurance to MNCs that the chance 
of expropriation by host governments is greatly reduced (Jandhyala 2016). 
However, the ISDS is frowned upon by others, who see it as giving MNCs 
a means of circumventing government regulations and policies (Farrell 2015).

If China had been a party to the TPP, it could be argued that MNCs from 
partner countries such as the US, Japan and Canada would have lobbied their 
governments strongly for the inclusion of ISDS, which would have forced the 
Chinese Government to be accountable for any discriminatory actions. Table 5 
shows how China fares against TPP countries with regards to the rule of law 
and, in particular, the regulatory enforcement component. China is ranked 
among the lowest in the overall scores, particularly on expropriation without 
adequate compensation.
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Thus, it is perhaps fair to assume that the ISDS would have been a heated issue 
for China, and it is possible that China would have fought for many exemptions, 
as in the case of Australia, Mexico, Peru and Vietnam. However, China has 
been signing agreements that include the ISDS clause over the last 15 years 
(Financial Times 2014); the China–New Zealand FTA is just one such example. 
In fact, in 2012, Ping An, a Chinese insurer, filed for a large investment treaty 
claim against Belgium (Financial Times 2012). Thus, the ISDS would have been 
a double-edged sword. While the ISDS is seen to be favourable for Chinese 
investment abroad, it reduces the authority the government has over the 
multinationals at home.

Conclusion
Removing obstacles to trade and investments, whether through reducing 
import duties, harmonising standards, eradicating quotas, protecting firms 
against intellectual property infringements, creating a level playing field for 
both domestic and foreign firms, and other initiatives, is known to increase 
the flow of goods, services and capital between countries. Not surprisingly, 
free-trade agreements have proliferated, particularly since the WTO has failed 
to initiate any significant negotiations since the Doha rounds. The TPP is yet 
another of the many FTAs signed in recent years.

Our analysis of China’s trade data shows that China will lose out by not being 
a party to this agreement. Countries with similar capabilities – Japan and South 
Korea on the higher end and Vietnam on the lower end, for example – will be 
able to divert some trade away from China. China has also lost an opportunity 
to sign an FTA with the US. However, no country can ignore China when it 
comes to trade and investment. The sheer size of the economy and the waves of 
outward foreign direct investment (FDI) that it generates are important enough 
to ensure that economic relationships with China remain relevant. The fact 
that China already has, or is negotiating, trade agreements with nine of the 
12 TPP members is a valid testament to its continued importance. Nevertheless, 
it is important that China builds up its productivity to ensure that it is able to 
compete with TPP members for market share.

This is a lost opportunity for China to commit to an improvement in the general 
trading and investment climate. The TPP offers member countries a roadmap 
and a time schedule to reform the business environment to one that is more 
competitive. It is a lost opportunity for China to give fresh impetus to its 
dwindling export sector (Financial Times 2016).
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But China has always reformed using its own timetable. Since the TPP is essentially 
a trade agreement with the US, following a specified TPP schedule could be 
seen as the US dictating reform in China. For a country that is establishing 
its legitimacy as a global economic power, China has to write its own future. 
The rules of the TPP may not fit the current state of the Chinese economy as 
they could be seen to be diluting the sovereignty of the government. China 
has to mould a domestic economy that is large enough to withstand any global 
economic slowdown. To create that domestic economy, certain features of the 
‘old’ economy may still be required.
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Jan Libich, Real-World 
Economic Policy: Insights from 
Leading Australian Economists 

(Cengage Learning Australia, 2015)

Reviewed by Omer Majeed1

The book is a treasure trove of economic policy lessons that brings together 
some of the brightest Australian economic minds. It caters to a wide audience. 
For people with no economics background, the book goes a long way in explaining 
complex issues in a nontechnical and accessible manner. For  policymakers, 
it offers an educational and comprehensive account of how some of the far-
reaching policies were developed in Australia. For both young and established 
economists, it will spur them to think about interesting policy topics and 
consider different economic rationales. Finally, the book offers a novel way of 
presenting a dialogue on policy issues by means of interviews, and through 
questions raised by members of the audience present during the interview.

The discussions on designing effective microeconomic policy are particularly 
helpful for policymakers. Using the baby bonus as an illustration, the contributors 
show how public policy can create perverse incentives. Their discussions reveal 
how thousands of births were scheduled so that parents could qualify for the 
baby bonus. Clearly, in designing policy, the government should be mindful 
of ‘introduction effects’. Importantly, the discussion puts a strong emphasis on 
holistically thinking through the impacts of policies, including the indirect, 
second-round effects.

Bob Gregory adds valuable insights about how to think about policy, and how 
politics interacts with economics. Gregory suggests a useful heuristic for all 
policymakers: don’t just consider the effect of a policy, but also look at the 

1  The Australian National University; omer.majeed@anu.edu.au.
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counterfactual of either no policy (or an alternative policy) and then do a cost–
benefit analysis to choose the best option. Gregory’s counsel to be flexible in 
policy rather than rigidly applying textbook remedies is important. The example 
given in the book includes using both the monetary policy and fiscal policy to 
fight recessions and then looking at the context and the economic situation of 
each country to figure out what type of policy is needed more. One thing the 
chapter could have explored more is a deeper discussion on the strengths and 
weaknesses of monetary and fiscal policies and the context in which one should 
be emphasised over the other.

The chapter on fiscal policy rules provides a discussion on essential rules 
for fiscal deficit, debt and government size. It also discusses how systems of 
financial penalties that provide desirable incentives may damage the standing 
of politicians who institute them. However, this chapter could have also explored 
the specificity of the rules. For instance, Stephen Kirchner hints at setting the 
fiscal deficit at 2 per cent of GDP, but there was no discussion about why this 
particular figure makes more sense than any other number. The chapter also 
dismissed using fiscal policy to stimulate aggregate demand, which seems a bit 
incompatible with the evidence showing that fiscal policy played an important 
role in mitigating the impact of the global financial crises. This notion of not 
using fiscal policy to stimulate aggregate demand also seems inconsistent with 
some other chapters of the book that suggest that monetary policy and fiscal 
policy should be used to complement each other in times of economic crisis.

The chapter on population and ageing further explains how an ageing 
population  and demographic trends will affect the fiscal situation of several 
countries. It shows how as the ratio of retirees to workers increases, the fiscal 
deficit is either going to increase or the governments will have to change some 
of their promises. In particular, the chapter points out that the ratio of workers 
to retirees has decreased from about six half a century ago to about four (or even 
three) currently, and then presents forecasts that suggest this value will decrease 
to around two within the next three decades. The chapter also compares 
Australia’s pension-to-GDP ratio with those of countries such as Germany and 
Belgium. It explains how a more streamlined, less generous and means-tested 
Australian pension scheme will only see pensions rising to 5 per cent of GDP 
as opposed to countries with more generous retirement schemes: in Belgium, 
for example, pensions will rise to 17 per cent of GDP in the coming decades.

The chapter on climate change eloquently argues why and how global warming 
is a man-made phenomenon, why it is cheaper to mitigate the effects of 
greenhouse gases than to bear the consequences of global warming and why 
a price on carbon (that is, a carbon tax or an emissions trading scheme) is 
less costly and more effective than the case-by-case regulation of the current 
government’s Direct Action policy. The chapter also illustrates how greenhouse 
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gases exert negative externality and this has created a situation similar to the 
prisoner’s dilemma, where rational countries may not cooperate, even if they are 
better off collectively with cooperation.

The chapter discussing the past and future of monetary policy focuses more on 
the history of central banks than on the economic challenges that central banks 
face. However, it does look into important discussions of how monetary policy 
works and how automatic fiscal stabilisers (for example, an independent body 
managing GST) could be used to complement monetary policy. A more detailed 
discussion of the GFC and the impacts of negative gearing would have been a 
valuable addition to the chapter. 

In the chapter on banking, financial markets and crises, there is not enough 
empirical proof given to suggest the specific policy push in the chapter would 
be beneficial. For instance, Michael Know underplays the importance of fiscal 
stimulus even when Jan Libich provides evidence based on the results from 
the International Monetary Fund that the fiscal multiplier during the global 
financial crises was between 1 and 1.7. The chapter advocates using monetary 
policy heavily, even pushing the official interest rate to zero, significantly 
downplaying the impact of liquidity traps – which says that monetary policy 
is ineffective once interest rates get close to zero. The policies mentioned in 
the chapter are in stark contrast to the views of people like Paul Krugman, 
who advocates a much bigger fiscal focus once an economy is found to be in a 
liquidity trap. Know also does not seem to think that there should be penalties 
on stakeholders in the financial markets for undertaking unnecessary risks. Not 
punishing those who take massive, economy-wide risks for higher profits will 
lead to the problem of moral hazard and may leave the door open for further 
financial crises. The chapter, however, rightly points out that, in order to avoid 
breaking legislative rules, the banks often move risky assets off their balance 
sheets. The chapter importantly highlighted concerns surrounding high debt-
to-GDP ratios, which may put economies at risk.

The chapter entitled ‘The 2008 Global Financial Turmoil: An Inside Policy View’ 
provides further analysis on the global financial crises. It highlights how the 
lowering of interest rates by the US Fed for an extended period following the 
dot-com crises in 2001 led to asset bubbles. The chapter recommends targeting 
nominal income growth rather than targeting inflation. While it provides a brief 
explanation of why targeting inflation could be more problematic because it is 
harder to forecast; an in-depth analysis of switching from inflation targeting 
to income targeting could have added extra value to the chapter. The chapter 
accurately emphasises the importance of having strong and independent 
institutions such as central banks, productivity commissions and autonomous 
Congressional budget offices to provide scrutiny and oversight of the general 
macroeconomic conditions in the economy.
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The chapter on the Euro crisis starts with an analysis of the pros and cons of 
the Euro union. It explains how the Euro has helped increase trade and reduce 
transaction costs, before turning its attention to some of the shortcomings of the 
Euro and the Eurozone. The problems of fiscal unions are also explored in the 
chapter, including addressing the problem of moral hazard; of how countries 
in the periphery borrowed and spent recklessly. The chapter then highlights 
how an ageing population in the Euro area will further test the fiscal limits of 
the union. There is a useful discussion of how the Euro union removed two 
important adjustment mechanisms for each individual country. While Jan 
Libich claims not to be a Eurosceptic, he does not offer a mechanism that could 
replace adjustments tools such as the exchange rate and monetary policy – tools 
that may be important for the long-term economic health of the Euro countries.

The chapter on personal savings provides a nice finishing touch to the book. 
It shifts the focus from economy-wide policies to how economics can help the 
ordinary person on the street. The chapter provides an average person with an 
analysis of why having a diversified portfolio is good. The chapter also explains 
some of the common pitfalls of playing in the currency market and trying to 
beat the stock market by buying selected stocks.

While several important topics are discussed, the book does not examine in 
any detail several significant issues: inequality; negative gearing; mining 
tax; structural shifts in the Australian post-mining boom economy; and the 
implications for Australia of the slow-down in the Chinese economy. Neither 
does the book explain how trade price shocks (as a result of the decline in 
commodity prices) will affect the Australian economy in the long run. Maybe 
there is room for a follow-up series.

That said, Real-World Economic Policy is an essential read for any person who 
wants to engage in the Australian economic debate. It also provides readers 
who do not have an economics background with a clear and accessible 
introduction to  the key economic issues that the Australian economy and 
the world faces. Each chapter is made accessible by providing a context and 
motivation. Moreover, there are summaries, key points and highlights of lessons 
learned at the end of each chapter. The book also stimulates further interest 
by providing discussion questions and a guide for further reading. And it will 
further the desire of the economics community to engage the general public 
on important issues such as climate change, fiscal policy, monetary policy and 
government debt.
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Angus Deaton, The Great Escape: 
Health, Wealth, and the Origins 

of Inequality 
(Princeton University Press, Princeton, 2013)

Reviewed by Michael Palmer1

Professor Deaton’s qualification for tackling this ambitious subject is 
acknowledged by his award of the 2015 Nobel Prize in Economics. There 
is perhaps no better authority to bring together the wide branches of health, 
wealth and inequality, which he does so masterfully in this book. It bespeaks 
a writer who says it all as he sees it; and not from the vantage of a Princeton 
ivory tower, but as someone who has spent a career thinking about how to 
measure and improve the lot of the world’s worst off. In closing its pages, there 
is the sense that there is not much more left to say. It is the story of some of 
humanity’s great escape from deprivation beside the inevitable remaining gaps 
in global wellbeing.

This is, overall, an optimistic and uplifting read. The past 250 years have witnessed 
the most spectacular increase in human wellbeing in history. The economies of 
China and India, accounting for one-third of the world’s population, have seen 
growth rates that are unparalleled in any country or time in history, supporting 
recent expansions in global living standards. Life expectancy in most parts 
of the world has soared on the back of achievements in child mortality (for 
example, a child born in sub-Saharan Africa today is more likely to live to the 
age of five than a child born in the UK just a century ago). However, it is a dual 
story of the ‘dance between progress and inequality’ where almost a billion 
people still live in destitution and countless children still die from the same 
diseases that killed European children in the 17th and 18th centuries.

1  University of Melbourne; michael.palmer@unimelb.edu.au.



AgendA, Volume 23, number 1, 2016

94

There are many books that tell separate stories of wealth and health inequality 
but in this book both stories are told at once. Wealth and health, it is argued, are 
each central parts of the story of human wellbeing. The merit of the book lies 
not in the telling of each story but in its attempt at weaving health and wealth 
as a self-reinforcing whole. Gaps in income, both between and within countries, 
correspond to gaps in health. The intriguing part of the story is the claim that 
income explains less about health than we would think ,which Deaton attributes 
(p. 97) to advancing knowledge and technology, human capital accumulation, 
and government capacity and institutional quality across countries: 

Turning the germ theory into safe water and sanitation takes time and requires 
both money and state capacity; these were not always available a century ago, 
and in many parts of the world they are not available today.

While written by a self-professed economist, The Great Escape explores an 
impressive collection of writings on the subject, from demography, public 
health, anthropology and history. The book is written for a general audience in 
a style that is far from that of his earlier works such as An Analysis of Household 
Surveys. To ease digestion the core contents of the book are summarised in the 
first two chapters or 60 pages of the book. For the time-pressed reader it may be 
tempting to end there but I urge you to continue to the pieces of gold that lie in 
the details of measurement and the author’s first-hand experience and anecdotes, 
such as in the development of World Bank’s one-dollar-a-day poverty line. 
Thereafter the book is divided into three sections on health, money, and how to 
help those left behind.

Perhaps the real value of the book lies in the last section and Professor Deaton’s 
roadmap of how to close gaps in global inequality. His views on foreign aid 
are the most controversial. He provides an overview of the aid-effectiveness 
literature and concludes that aid’s past record shows no evidence of an overall 
beneficial effect. The view that aid weakens institutions, undermines democracy 
and imperils long-term prosperity is his personal view. He does not, however, 
see all aid as bad. In particular, he advocates for health aid directed at saving 
lives, both via research and public health programs. His overarching philosophy 
that industrialised countries should let others develop on their own, in their 
own time (just as the industrialised countries themselves did), is a healthy 
perspective to keep in mind.

This book also carries value as a teaching resource in health economics, 
development economics, and public health fields. The book draws extensively 
and effectively upon the use of survey data and graphs – for example, plotting 
life expectancy and income across countries and over time. Several of these 
charts can be sourced, free of charge, from gapminder.com as either static 
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graphs or as video, which display dynamic shocks such as the great Chinese 
famine or the HIV/AIDS epidemic. These powerful teaching tools can be used 
in conjunction with the detailed discussion material provided in Deaton’s book.

It is hard to find fault with a book on the life’s work of a Nobel laureate. 
My biggest disappointment is that too much of the book is devoted to material 
inequality in the US. Whilst the author makes a compelling case for using the US 
example (citing the availability of historical data, for example) the book could 
have benefited from further discussion on the important recent work of Thomas 
Picketty and others on the question of historical global income inequality. 
In parts, I found the book a little long-winded, which likely reflects its broad 
intended audience, while in other parts the views seemed more forceful than 
substantiated, which is, perhaps, well-licensed in the circumstances.

In the vein of Poor Economics,2 this is a popular science book about economic 
development but also about health, which will surely rise in prominence in the 
field of economics. Refreshingly, Deaton’s rethinking to fight global inequality 
places less emphasis on randomised controlled trials as the best way to find out 
what works or does not work. The effectiveness of aid, he argues, is ultimately 
a question about the economy as a whole. In particular, he places significant 
importance on the quality of institutions and governance, such as in public 
health interventions, which perhaps will be the book’s legacy to health and 
development economics. More broadly, the book makes a powerful contribution 
to economists’ evolving understanding on health.

While this is an overwhelmingly positive book, it leaves us with the important 
message that progress should never be taken for granted. Rising within country 
inequality, climate and sea levels, ageing populations, unknown infectious 
diseases, economic and political instabilities all pose serious threats to future 
human wellbeing. The assumption that future generations will enjoy longer, 
healthier and richer lives is by no means a given. Deaton himself, however, 
remains cautiously optimistic as advancing knowledge and the great desire 
to escape will always be on our side.

This is a must-read for anyone interested in health and/or development, and is 
recommended for economists with an interest in inequality – which is argued 
compellingly in this book to be among the greatest challenges of our time.

2  Banerjee, A.V. and Duflo, E. 2011, Poor Economics, Public Affairs: New York.
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Alan Bollard, A Few Hares to Chase: 
The Life and Economics of Bill Phillips 

(Auckland University Press, Auckland, 2016)

Reviewed by Selwyn Cornish1

Thomas Carlyle called economics ‘the dismal science’. Some aspects of economics 
may fairly be described as ‘dismal’. But it would be a particularly harsh 
judgement – and an inaccurate one – if that description were applied to the 
discipline as a whole. If the increasing size of biographies (and autobiographies) of 
economists is used as the measure, it would appear that economists are anything 
but dismal. Take John Maynard Keynes, for example. Robert Skidelsky’s life 
of Keynes covers three volumes, totalling some 1,758 pages; Donald Moggridge’s 
single-volume biography of Keynes is 941 pages in length. And Keynes was 
only 62 when he died!  Susan Howson’s life of Lionel Robbins is 1,161 pages; 
Peter Groenewegen’s life of Alfred Marshall is 864 pages; and Marjorie Harper’s 
biography of Sir Douglas Copland, The Australian National University’s first 
Vice-Chancellor, is 548 pages. These economists must have been doing some 
interesting things to warrant such prolonged engagement by their biographers 
– and most assuredly they did.

Bill Phillips, the author of the eponymous ‘Phillips Curve’, and the subject 
of A Few Hares to Chase, was many things: modest, sober, unpretentious, 
imaginative, inquisitive and a genius; but rarely, if ever, dismal. Alan Bollard, 
the former Governor of the Reserve Bank of New Zealand, and the author of 
this biography of Phillips, refers to his subject as ‘remarkable’. And so he was. 
Here was a man born on a small dairy farm in 1914 in an obscure part of New 
Zealand, who went to local schools, qualified as an electrician after serving an 
apprenticeship with a local hydro-electric authority, worked for some years in 
the back blocks of New South Wales and Queensland, crossed Asia and Europe 

1  Research School of Economics, College of Business and Economics, The Australian National University; 
selwyn.cornish@anu.edu.au.
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on the trans-Siberian railway before the outbreak of the Second World War, 
enlisted in the RAF in London, was captured by the Japanese while trying to 
escape at the fall of Singapore, spent the rest of the war in appalling conditions 
in prisoner-of-war camps at various locations on the island of Java, returned to 
London via New Zealand after the war, enrolled for a degree in sociology at the 
London School of Economics (LSE), successfully completed a PhD in economics 
at LSE, was appointed to one of the most prestigious chairs of economics in 
the world (the Tooke chair, which had previously been occupied by Friedrich 
Hayek), wrote one of the most cited articles in economics, accepted a research 
chair in economics at ANU and died in 1975 at the of 60, lecturing, at the 
University of Auckland, until the day before he died.

Bollard has written a superb biography of the man, at once concise, elegant and 
extensively researched. The essential biographical details of Phillips’s life are 
told against the backdrop of local and world history, with the contemporary 
events linked to the personal story in such a way that the two appear to be 
seamless. To achieve this feat successfully without appearing to be contrived is 
an exceptional skill, adding as it does to the pleasure of reading the book.

During his undergraduate studies in sociology – for which he showed little 
interest or aptitude, and obtaining a poor third as a result – Phillips began to 
consider economics. With the assistance of another returned serviceman who 
was studying at LSE for an economics degree – Walter Newlyn – Phillips built 
a hydro-mechanical model of a Keynesian macro-economy, using perspex tanks 
and tubes through which water was pumped. The model, known commonly by 
the acronym MONIAC (Monetary National Income Automatic Computer), which 
went through a number of increasingly complex versions, demonstrated what 
might happen to output and employment if aggregate demand were to change or 
policy was altered. Senior economists at LSE, including James Meade and Lionel 
Robbins, quickly saw its potential as a teaching device and orders soon poured 
in from universities (the University of Melbourne acquired one), governments 
and central banks. Bollard suggests that Phillips may have derived the idea of 
demonstrating the working of a monetary economy by means of a hydraulic 
model from a diagram in Kenneth Boulding’s well-known economics textbook.

Consequent upon its successful application, Phillips was offered and accepted 
an assistant lectureship in economics at LSE and, following an article explaining 
the uses of the model in Economica, he was permitted to enrol for a PhD, 
supervised by James Meade and James Durbin. Several articles followed and 
he was elevated to a lectureship. On the completion of his doctorate he was 
appointed Reader. Following his famous article of 1958 featuring the ‘Phillips 
Curve’, he was offered the Tooke chair. It had taken him less than 10 years from 



A few HAreS to cHASe. tHe life And economicS of bill pHillipS

99

the third-class degree in sociology to the occupancy of the most prestigious chair 
in economics at one of the world’s greatest centres for the study of economics. 
This, as Bollard rightly asserts, was ‘remarkable’.

Phillips’s research output was directed predominantly to issues of stabilisation 
using econometrics and drawing upon elements of control theory. He contended 
that ‘economists could understand and promote stability, but they had much less 
to offer to development policies’, holding as he did that ‘economists do not really 
know very much about economic development’. He was particularly interested 
in ideas and mechanisms developed and applied in engineering, whereby 
potential faults or sources of volatility could be quickly corrected – or controlled 
– by counteracting forces. He regarded Keynes’s work as satisfactory perhaps 
for dealing with singular depressions, but the more pressing problem in the 
post–Second World War era was how to deal with continuing fluctuations in 
economic activity. Though Phillips himself always claimed that ‘all I did was set 
a few hares running for others to chase’, Bollard argues that Phillips:

was a man of original ideas, whose restless mind leapt ahead, while it was often 
left to others to develop the full implications of the work, and to receive the 
kudos for them.

He suggests that as many as a ‘dozen Nobel Laureates have owed some sort 
of debt’ to Phillips. This seems to be a not uncommon experience for antipodean 
economists – Trevor Swan comes readily to mind.

What of the 1958 article and the ‘Phillips Curve’? An entire chapter is devoted 
to the origins of the article and its subsequent life. The problem of retaining 
wage and price stability as activity gains momentum was highly relevant to 
Phillips’s research agenda. It seems that he was encouraged to write something 
on the subject by his LSE colleague Henry Phelps Brown, a labour economist. 
Devoting a ‘wet weekend’ to plotting long-run data on wages and employment 
by hand on graph paper, the important conclusion was that inflation did not 
simply take off at full employment, as commonly believed. As Bollard rightly 
points out, the Phillips Curve ‘was a distinct improvement on the old textbook 
treatment, with its sharp dichotomy between stable prices and inflation’. 
Further, according to Bollard: 

it allowed economists to go beyond the crude assumption of wage rigidity. 
The Curve provided a way to consider how wages could adjust to excess supply 
that was slow to react to excess demand.

It was, of course, a fallacy to regard the Phillips Curve as a representation of 
Keynes’s economics; one only had to read Chapter 19 of The General Theory 
(headed ‘Changes in Money Wages’) to know that Keynes believed that wages – 
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and hence prices – would commence to rise some distance before full employment 
was reached (which Keynes himself regarded as occurring when unemployment 
reached 4–5 per cent).

In 1967, Phillips decided to leave the LSE for a professorial appointment in 
the Department of Economics at the ANU Research School of Social Sciences.2 
The reasons why he left London have never been entirely clear. Bollard rehearses 
the usual reasons – the student problems at LSE, the problems of rush-hour 
commuting ‘on the congested and erratic Northern line of the Underground 
(the so-called “misery line”)’, the 1967 sterling crisis that led to the devaluation 
of the British currency, a desire to be closer to his New Zealand roots, concerns 
about the upbringing of his young family in ‘a crowded and occasionally violent 
city’, recurring health problems arising from his wartime incarceration, and the 
desire to embark on a new research agenda involving the study of the modern 
Chinese economy. Bollard does not discount any of these reasons but he proposes 
another one. There is the possibility that Phillips had become increasingly 
worried about an intellectual problem associated with much of his econometric 
work – the identification problem – a problem that was pointed out to him by 
younger LSE statisticians, including Denis Sargan. This was putting the results 
of his work at risk. ‘There were signs’, Bollard writes, that Phillips was:

becoming intellectually frustrated; he mentioned his concern that he was not 
keeping up with the literature. In particular he remained worried that all his 
hard pioneering work estimating how to regulate for economic stability was at 
risk from the frustrating possibility for technical misidentification.

This frustration, however, was to continue at ANU. Ted Hannan, The 
Australian National University’s world-renowned mathematical statistician and 
econometrician, had opposed Phillips’s ANU appointment and the two men were 
often observed around the campus engaged in heated debate. Bollard suggests 
that the ‘relationship with Hannan in Canberra was reminiscent of that with 
Sargan in London’. It is perhaps not surprising that, within a year of his arrival in 
Canberra, Phillips was writing to his former mentor and PhD supervisor, James 
Meade – now Professor of Political Economy at Cambridge – asking whether 
there was the possibility of a research appointment at Cambridge. But before a 
decision could be made, Phillips suffered a massive stroke, effectively ending 
his academic career. Instead of returning to the UK, he retired to Auckland, 
where another stroke resulted in his premature death.

2  See Cornish, S. and Millmow, A. 2016, ‘A.W.H. Phillips and Australia’, History of Economics Review 63(1): 
2–20.
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At ANU, Phillips scarcely had time to settle in before his illness. He managed, 
however, to present a paper to a departmental seminar. The paper is of some 
interest because it revealed his position on aspects of economic policy. Hitherto 
his attitude had been that: 

the first priority for an academic economist should be to get on with the difficult, 
painful and demanding job of trying to find out more how the economy works 
and that he should resist the temptation to divert his limited time and energy 
to general debate on policy issue.

But he was now prepared to offer some policy advice. He thought that adjustment 
of taxes was the most suitable instrument for short-term management of aggregate 
demand. In contrast, variations in government expenditure were likely to be 
too slow in their application and effect. He particularly favoured the idea of 
greater flexibility in the use of fiscal policy by adjusting taxes in various ways 
within financial years rather than waiting for the annual government budget. 
As to monetary policy, while it might be able to provide modest support in the 
control of fluctuations, its more significant role was to provide for longer-term 
balance between the supply of savings and the demand for investment. On the 
question of external balance, Phillips supported flexible exchange rates; this, 
he argued, should be the normal method for preserving external balance rather 
than something to be used simply as a last resort.

Regarding his work at ANU on China, Bollard points out that this was not a new 
interest. In fact, he had first developed an enthusiasm for China while working 
on hydro-electric schemes in New Zealand. When travelling through Manchuria 
in the late 1930s he had empathised with the Chinese struggle against the 
Japanese occupation. And in the POW camps he sympathised with Chinese 
prisoners and learnt Mandarin from them. In London he attended seminars at 
the School of Oriental and African Studies and at the Modern China seminars 
at University College. At ANU he collected material on China and engaged 
a research associate fluent in Mandarin, who assisted him in the translation of 
Chinese policy papers and other research material. A draft paper was prepared 
that included an analysis of the state of the Chinese economy at the time of the 
Communist takeover, an account of the country’s development plans since 1949, 
and there were sections on postwar land consolidation, promotion of industrial 
development, the collectivisation of agriculture and the Great Leap Forward. 
But even with this background and preliminary work, Bollard is puzzled by 
Phillips’s determination to work on the modern Chinese economy, pointing 
out that his earlier work was on economic stabilisation and he had questioned 
whether economists had much to offer on questions of development.
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Perhaps it should be left to those who knew Phillips best to sum up the man and 
his standing among his peers. Here are testimonials from three of his closest LSE 
colleagues. To Lionel Robbins, Phillips at the time of his departure for ANU was 
one of LSE’s ‘most outstanding members … an economist of international frame 
still at the height of his powers’. Henry Phelps Brown wrote that: 

to know him was to like him. He was friendly, full of quiet enthusiasm for 
whatever ideas he was pursuing at the time, and without the slightest trace 
of self-importance or pomposity.

James Meade wrote that Phillips:

was a most remarkable man, extremely simple and straightforward. He was 
a real genius in that he always saw the main point at issue, spoke of it with the 
utmost directness and in the simplest possible language … he was an unaffected, 
undemonstrative, true and lovable friend as well as being an unaffected, 
undemonstrative, commonsensical and versatile genius.

Readers of this fine biography will no doubt reach similar conclusions.
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