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About CCI 

The Chamber of Commerce and Industry of Western Australia (CCI) is the leading 

business association in Western Australia. 

It is the second largest organisation of its kind in Australia, with a membership of 

over 5,000 organisations in all sectors including manufacturing, resources, 

agriculture, transport, communications, retailing, hospitality, building and 

construction, community services and finance. 

Most members are private businesses, but CCI also has representation in the 

not-for-profit sector and the government sector. About 80 per cent of members are 

small businesses, and members are located in all geographical regions of W A. 

Introduction 

On 3 December 2008, the Standing Committee on Estimates and Financial 

Operations commenced an inquiry into Public Sector Expenditure. This document 

is the Chamber of Commerce and Industry of W A's (CCI) submission to the 
revlew. 

The terms of reference for the Inquiry focus primarily on the operational and 

financial performance of the public sector and another other means by which 

efficiencies in public sector expenditure can be gained, and include: 

• the impacts of a three per cent efficiency dividend on the general level of 
service delivery across all agencies; and in particular, impacts on service 

delivery to regional areas; 

• alternative methods for achieving a three per cent reduction in Government 

expenditure including: the approach of the former government; whether 

certain agencies or functions of agencies should be exempt from the efficiency 

dividend; and whether the rate of the dividend should vary according to 

agency size or function and, if so, specific advice on which agencies or 

functions should contribute a disproportionate share of savings over the 

forward estimates; 

• whether a three per cent efficiency dividend has a disproportionate impact on 

smaller agencies, including whether or not smaller agencies are disadvantaged 

by poorer economies of scale or a relative inability to obtain funding for new 
policy proposals; 
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• what measures agencies are taking to implement a three per cent efficiency 

dividend and the effect on their functions, performance and staffing 

arrangements; 

• the impact of the current fmancial crisis on the state's economy and fmances ; 

• the sustainability of the forecast decrease in operating surplus detailed in the 

2008-09 budget; 

• the sustainability of the forecast increase in net debt detailed in the 2008-09 

budget; and 

• the impact of failing to fully implement a three per cent efficiency dividend on 

the operating surplus and net debt. 

eel's approach to the review has focused primarily on current trends in the State's 

economy and finances, and the need for Government expenditure to be managed in 

a way that protects the State's budget position and AAA credit rating. eel 

supports the Government 's commitment to a three per cent efficiency dividend and 

economic audit, in that both initiatives will go some way to ensure that 

expenditure growth is contained in the short to medium term. 

eel's submission also highlights the need for broader public sector reform to 

ensure that Goverrunent expenditure is sustainable over the longer term. Further 
details of eel's views on public sector reform will be found in its 2009-10 

Pre-Budget Submission, which will be released in early February. 

Executive Summary 

WA's newly elected Government has inherited an underlying budget position 

which remains strong, but is expected to weaken considerably over the forward 

estimates. 

While W A is still on track to record a budget surplus of $1.2 billion in 2008-09, 

over the forward estimates the state' s fmancial position is set to deteriorate. The 

worsening in the state's financial position reflects a slowing in Goverrunent 

revenue growth, as the state' s share of GST revenue declines, while weaker than 

expected economic growth erodes the state's taxation and royalty receipts. 

As a result, a net operating deficit of $361 million is forecast by 2011-12. The 

deterioration in WA's economic and financial position will also have a marked 

impact on the State's net debt levels, with the net debt to revenue ratio expected to 

increase to 50 per cent by 2010-11, and 60.9 per cent by 2011-12 - well above the 

47 per cent benchmark established by the previous State Government as a level of 

debt that is consistent with a AAA credit rating. 
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Given that revenue growth is forecast to slow markedly in coming years, eel 

believes that it is critical that growth in general government expenses is contained, 

to reduce the pressure to find additional revenues and prevent the budget from 

falling into a net operating deficit. 

In recent years, the achievement of record budget surpluses has masked a worrying 

trend of excessive growth in government spending. Since the beginning of the 

decade, recurrent spending has risen by 61 per cent (or $6.4 billion), underpinned 

by significant increases in spending on salaries. 

This rate of growth is not sustainable, particularly in the current environment of a 

slowing economy and moderating government revenues. 

eel supports the Government's commitment curb excessive expenditure growth 

by enforcing the three per cent efficiency dividend announced by the previous 

Government, as well as conducting an Economic Audit into the operational and 

financial performance ofthe Western Australian public sector. 

eel believes that the Government should also commit to reform of the public 

sector as part of the Economic Audit process. This will help to ensure that finite 

resources are directed to their most valuable use and increased efficiencies are 
achieved in program delivery. 

eel has also recommended a number of further initiatives which will assist to 

stem the excessive rate of growth ill Government spending. These 

recommendations will be put forward to the State Government as part of eel's 
2009-10 pre-budget submission. 
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Findings and Recommendations 

• Despite record budget surpluses being recorded in the past five years, WA's 

financial position is expected to deteriorate over the forward estimates, as the 

W A economy moderates in response to worsening global economic 

conditions. 

• Slowing growth in Government revenues, combined with continued strong 

growth in expenditure is likely to see the state record a net operating deficit of 

$361 million by 2011-12. 

• Weaker economic conditions are also expected to impact upon the State's net 

debt levels, with the net debt to revenue ratio expected to increase to 50 per 

cent by 2010-11, and 60.9 per cent by 2011-12 - well above the 47 per cent 

benchmark established by the previous State Government as a level of debt 

that is consistent with a AAA credit rating. 

• The achievement of record budget surpluses in recent years has masked a 
worrying trend of excessive growth in government spending. 

• Recurrent spending has grown strongly in recent years, rising by 61 per cent 
(or $6.4 billion) since the beginning of the decade. 

• Growth in recurrent spending has been underpinned by salaries expenditure, 

which has risen by 74.1 per cent (or nearly $3 billion) since the beginning of 

the decade. 

• Continued growth in general government expenses of this magnitude is not 

sustainable, particularly in the context of more moderate revenue growth, and 

because it has not led to a commensurate increase in service delivery. 

• CCl believes that curbing excessive growth in government spending is critical 

to protecting the State's finances and minimising the burden on future 

taxpayers, while ensuring that W A remains an attractive and competitive place 

for investment. 

• CCl supports the State government's commitment to enforcing a three per cent 
efficiency dividend, and an Economic Audit of the public sector, both of 

which will go some way to ensure that expenditure growth is contained in the 

short to medium term. 

• CCl has also identified a number of key initiatives which it believes will stem 

the excessive growth in government expenditure over the longer term. At the 

broadest level, CCl supports a spending growth target which aims to ensure 
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that growth in general government spending does not exceed the rate 

necessary to match growth in prices and population. 

• Given that labour costs are the largest component of the general government 

sector's operating costs, containing wage cost growth is essential if overall 

expenditure growth is to be contained. Productivity improvement is also 

essential to delivering improved services without ballooning costs. 

• eel has identified measures to contain unit labour costs, including: 

setting aggregate wage growth targets for departments and agencies; 

instituting an efficiency dividend on output costs of at least one per cent a 

year, to encourage ongoing productivity improvements; and 

reintroducing individual bargaining to retain and motivate staff, 
particularly high performers. 

• eel believes that the Government should also commit to public sector reform 

as part of the Economic Audit process, to ensure that resources are directed to 

their most valuable use and increased efficiencies are achieved in program 
delivery. 
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Economic and Fiscal Overview 

Western Australia has recently recorded an exceptional period of economIC 

growth, unlike any other in the state's short history. 

Today, WA's economy is now almost twice the size it was at the start of the 

decade, almost 200,000 jobs have been created, record numbers of people are 

coming to the state to share in the benefits of the positive economic conditions, 

and rising tax and royalty receipts have seen record budget surpluses achieved in 

the past five years. 

Positive conditions have continued in the current financial year, with W A on track 

to deliver a net operating surplus of $1.2 billion in 2008-09, according to the latest 

estimates contained in the State Government's Mid Year Review 1 (Chart 1). 

While the State's financial position remains strong to date, the budget surplus has 

been revised downwards from $1.9 billion in the Pre-election Financial Projections 

Statement? This revision reflects the local impact of the global financial crisis, 

which has driven the world' s major developed nations into recession and slowed 

China's economy. As a result, the prospects for the WA economy have 

deteriorated in the short term, which has had a marked impact on the state's 

financial position. 

Recently released data shows that the W A economy has already begun to slow, 

while a number of major projects, mainly in the State's resources sector, have been 

delayed until conditions improve. Confidence among W A businesses has also 

fallen to record low levels.3 

As a result, CCl has revised down its economic growth forecasts for the next two 

financial years. Although the W A economy will continue to experience solid 

growth this financial year, deteriorating international conditions have prompted 

Chart 1 
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Chart 2 
Economic Growth, WAand Australia 
Actual and Forecast, Yearly % Change 

8% -------------------------------------- - ----------- - - 8% 

7% 

6% 

5% 

4% 

3% 

2% 

1% 

0% 

-1 % 

_ _____ __ __ _ WA 
7% 

6% 

5% 

4% 

3% 

2% 

1% 

...-"--"Y'---'L,-<-----'-r-"--"'-t 0% 

-1% 

1994/95 1996/97 1998/99 2000/01 2002/03 2004/05 2006/07 2008/09 2010/11 

source: RespecliveBu1getPapers, WA DewrtmentofTreasurvanclFinance 

CCI to revise its growth forecast for the WA economy down to 3.5 per cent in 

2008-09 from 5.5 per cent. Economic growth is expected to slow further in 

2009-10 - down from 6.25 per cent to 3.25 per cent - as the full effects of the 

global financial crisis are felt (Chart 2).4 

This downturn is also expected to see the State's budget position worsen 

considerably over the forward estimates, due to its impact on government revenue. 

Revenue growth is expected to slow as a result of lower tax and royalty receipts, 

while the State's share of GST revenue is also expected to diminish over this 

period. Meanwhile, the strong growth in Government spending is also expected to 

continue. As a result, W A is expected to record a net operating deficit of 
$361 million by 2011-12, the first deficit since 1999-2000. 

The weakening economic conditions being experienced at present require the 

Government to make prudent decisions to ensure the sustainability of the State's 

finances, and make certain that WA can maintain its positive growth prospects 

over the longer term. CCI believes that curbing excessive growth in government 

spending is critical to protecting the State's financial position and minimising the 

burden on future taxpayers, while ensuring that W A remains an attractive and 

competitive place for investment. 
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Public Sector Expenditure 

Control over government expenditure is the cornerstone of good fmancial 

management. In recent years, the achievement of record budget surpluses has 

masked a worrying trend of excessive growth in government spending. 

Under the previous Government, a fiscal target was introduced to cap the rate of 

growth in outlays to the level necessary to match price changes and population 

growth. However, the commitment to such a target was hollow, given that the 

previous Government failed to keep spending within this target every year that it 

was in office. Government spending is also expected to exceed this target during 
2008-09. 

With the state's budget position expected to deteriorate over the forward estimates 

as revenue growth slows, it is imperative that growth in general government 

expenses be contained, to reduce the pressure to find additional revenues and 

prevent the budget from falling into a net operating deficit. 

Recent Trends 

Recurrent Expenditure 

Recurrent spending represents by far the largest share of Government spending, 

and has increased in absolute terms since the beginning of the decade. 

Recurrent spending has grown at an unsustainable rate in recent years, rising by 

61 per cent (or $6.4 billion) since the beginning of the decade. By 2007-08, 

recurrent spending totalled $16.7 billion, and represented around 89 per cent of 

General Government spending. This proportion has remained fairly stable since 

2001, averaging 92 per cent over this period (Chart 3). 

On a per capita basis, General Government expenditure m W A totalled 

$6,971.45 in 2006-07, which was the second highest of all states behind Tasmania 

Chart 3 

WA General Government Recurrent Spending 
Total (in $Bn) and as % of Total WA General Government Expenditure 
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Chart 4 
General Governent Expenditure Per Capita, 2002-03 to 2006-07, WA 
vs Other States Average 
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($7,124.39). Per capita General Government expenses were the lowest m 

Queensland, totalling $5,944.35 in 2006-07 (Chart 4).5 

Worryingly, trend growth in expenses is also on the rise. In 2004-05, expenses 

growth reached nine per cent, and this was then followed by a further seven per 

cent increase in 2005-06, before surging 9.9 per cent in 2006-07 and 9.1 per cent 

in 2007-08. General government spending has also trended upwards on a per 

capita basis, increasing on average by 4.9 per cent per annum between 2002-03 

and 2006-07. 

The growth in General Government expenses over the past six years has been 

largely underpinned by higher spending on salaries. Salaries represent by far the 

largest component of recurrent spending, worth $6.9 billion in 2007-08. Overall, 

the salaries budget has risen by 74.1 per cent (or nearly $3 billion) since the 

beginning of the decade, and spiked by 11 .7 per cent in the past year alone. The 

salaries budget has risen at an annual average rate of 7.9 per cent, which is above 

the 5.9 per cent annual average rise in average weekly earnings for WA over the 
same period. 

Salaries expenditure has also increased as a proportion of total recurrent spending. 

In 2007-08, salaries represented 41.3 per cent of recurrent spending, compared to 

the 37.9 per cent share held at the beginning of the decade. If this share had 

remained unchanged, salaries expenses would have been more than $570 million 

lower in 2007-08 (Chart 5). 

Current transfers (which largely consist of grants and subsidies) have also 

contributed to the rise in recurrent spending in recent times. Since the beginning of 

the decade, expenditure on current transfers has increased by 77.9 per cent (or 

$1.6 billion), to be worth $3.6 billion in 2007-08. On average, this represents 

growth of 10 per cent per annum over this period. 
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Chart 5 
WA General Government Spending, Salaries 
Total (in $Bn) and as % of Recurrent Expenditure 

$7.0Bn - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 12.0% 

$6.5Bn 
_ Value (Left Axis) 

11 .0% 
--% of Recurrent Spending (Right Axis) 

$6.0Bn 10.0% 

$5.5Bn 9.0% 

$5.0Bn 8.0% 

$4.5Bn 7.0% 

$4.0Bn 1-1".: 6.0% 

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 

Source: Re5mcUveBuCl;JetpamfS, WA Der:artmentofTreaSUryandFinance 

Current transfers have also been on the rise as a proportion of total recurrent 

expenditure, holding a 22.4 per cent share in 2006-07, up from 19.6 per cent in 

2000-01. 

By purpose, the largest share of expenditure is directed towards the "core" 

government services of public order and safety, education and health. In 2007-08, 

around 63.4 per cent of general government expenditure was directed towards 

these functions . This proportion has remained broadly unchanged over time. 

Government spending on both essential and non-essential services has grown 
strongly in recent years (Chart 6). Between 2002-03 and 2007-08, Government 

spending on essential services has risen on average by 8.3 per cent per annum, to 

be worth $10.6 billion by 2007-08. 

Meanwhile, spending on non-essential servIces has recorded annual average 

growth of almost seven per cent per annum over the same period, totalling 

$6.1 billion. 

Chart 6 

WA General Government Spending, By Purpose 
Essential vs Non-essential Services, Yearly % O1ange 
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Capital Expenditure 

Capital expenditure represents a considerably smaller proportion of general 

government spending, but has also trended upwards in recent times. However, the 

increase in capital spending is of less concern than recurrent blowouts, given that 

this type of spending is generally on infrastructure and wealth generating assets. 

Overall, the purchase of non-fmancial assets by the General Government sector 

totalled $2 billion in 2007-08, which was 82 per cent (or $912 million) higher than 

at the beginning of the decade. On average, this represents an increase of 13.4 per 

cent per annum over this period. 

Growth in capital spending has been particularly strong in recent times. In the past 

two years, General Government expenditure on capital projects has risen by 

38 .7 per cent and 25 .6 per cent respectively. However, this strong upward trend 

reflects in part the difficulties faced by the Government in completing 

infrastructure projects in an environment of high capacity utilisation, and labour 

shortages. In this regard, much of the capital works allocation in the 

2008-09 budget related to cost increases and extensions to existing programs, with 
little by way of new undertakings. 
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Need for Reform 

CCI has been concerned for many years about the failure of succeSSIve 

governments to rein in record spending growth. 

With the state ' s budget position expected to deteriorate over the forward estimates, 

careful financial management is needed more than ever to help guide the Western 

Australian economy and budget through the current challenging economic times. 

Given that the root of the Government's budgetary difficulties rests largely with 

unsustainable spending growth, CCI believes that a key priority for the 2009-10 

budget will be to ensure that growth in general government expenses is contained. 

Containing expenditure growth will help prevent the budget from falling into a net 

operating deficit. The forecast deterioration in the State's net operating balance is 

of concern, given that it will increase pressure on the Government to find 

additional sources of revenue through higher taxes and charges, which may in tum 

erode the state's competitiveness as an investment destination. 

A further priority for the 2009-10 budget should be to preserve the State's AAA 

credit rating. The potential loss of the State's AAA credit rating is of concern. It 

would adversely affect the Government's borrowing costs, and send a negative 

signal to investors and the wider business community on W A's risk profile and 
commitment to fiscal prudence. The AAA credit rating is a key performance 
indicator for Government. A commitment to maintain the AAA credit rating also 

helps to impose a fiscal discipline. 

Since being elected, the current State Government has recognised the need to stem 

excessive growth in expenditure. As a result, the Government has committed to 

enforce a three per cent efficiency dividend announced by the previous 

government, as well as conducting an Economic Audit into the operational and 

financial performance of the Western Australian public sector. The Economic 

Audit will examine State Government expenditure, the financial performance, 

management and service delivery standards of government agencies, the structure 

of government agencies, and State tax policies and options for regulatory reforms. 

CCI welcomes the State government's commitment to these reforms. CCI believes 

that enforcing a three per cent efficiency dividend will go some way to ensure that 

expenditure growth is contained, given that it will impose an important fiscal 
discipline on agencies. 

CCI believes that such a target should not adversely affect the level of services, 

given that the strong growth in Government spending in recent times has not led to 

a commensurate increase in service delivery or improved productivity. 
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eel believes that the three per cent efficiency dividend is an appropriate savings 

target. Smaller agencies and those which deliver non-essential services should not 

be adversely affected, given that their funding and accordingly expenditure levels 

have grown strongly in recent times (see page 12). In addition, the three per cent 

savings target is proportional, and as such will not disadvantage agencies based 

upon their size or function. 

eel also supports the broad objectives of the Economic Audit, which are to 

ensures that Government is involved in the right activities, they are being 

delivered for the least cost, and they contribute to the achievement of improved 

outcomes for Western Australians. 

Reform Options 

eel has identified a number of key initiatives which can reduce the unsustainable 

growth in government expenditure. 

At the broadest level, eel supports a spending growth target which aims to ensure 

that growth in general government spending does not exceed the rate necessary to 

match growth in prices and population. Other key government objectives, 

including capping debt, retaining the AAA credit rating, delivering budget 

surpluses and maintaining tax competitiveness would also be easier to attain if 
expenditure targets were adhered to. 

Given that labour costs are the largest component of the general government 

sector's operating costs, containing wage cost growth is essential if overall 
expenditure growth is to be contained. 

Productivity improvement is also essential to delivering sustained improvement in 

services, without ballooning costs. Specific measures to contain unit labour costs 
should include: 

• setting aggregate wage growth targets for departments and agencies ; 

• instituting an efficiency dividend on output costs of at least one per cent a 

year, to encourage ongoing productivity improvements; and 

• reintroducing individual bargaining to retain and motivate staff, particularly 

high performers. A uniform pay structure does not encourage productivity 
gains. 

Given the magnitude of growth in government spending in recent years, 

pat1icu1ar1y in relation to public service salaries, it is important that reforms are 

initiated which aim to increase productivity across the public service. This is 
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especially important where it is clear that increased spending has not brought with 

it a commensurate increase in the provision of public services. 

Broader public service reforms such as the reduction in the number of departments 

and agencies are also necessary to achieve this goal. At present, WA's government 

structure has more agencies, departments, committees and government entities 

than most other states. 

In this regard, eel believes that the Government should commit to public sector 

reform as part of the Economic Audit process, to ensure that resources are directed 

to their most valuable use and increased efficiencies are achieved in program 

delivery. 

eel believes that a whole-of-government approach to reform of the public sector 

should be adopted, based upon key guiding principles: 

Activities should be regularly reviewed, and programs which are no longer 

valuable should be abolished. 

2 Services which can be delivered more efficiently through the private sector 

should be contracted out. 

3 Responsibilities for policy development, regulation and service delivery 

should be separated wherever possible in order to limit conflicts in the interest 

and objectives of agencies and ministers. Similarly: 

a) Service agencies should not regulate themselves, competitors or potential 

competitors . 

b) External bodies should provide objective analysis of agency performance. 

4 Within these separate spheres of policy development, regulation and service 

delivery, agencies and departments which share similar core objectives and 

client bases should be combined under a single agency or authority. Priority 

should be given to departmental and agency mergers which offer likely 

efficiencies through pooling or synergies of skills, economies of scope and 

shared administrative costs. 

5 Government businesses should operate: 

a) according to clearly determined objectives and parameters . Where 

community service obligations and standards are imposed, these should be 

fully and transparently funded from general government and, if in a 

competitive or potentially competitive market, made contestable. 
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b) with a commercial focus, arrnmg to make an appropriate return to 

government as owner and as tax collector while abiding by government 

policies on competitive neutrality and other competition policy 

requirements, and policies such as competitive tendering and contracting. 

6 Current public sector structures, staffmg and funding should be adjusted to 

ensure that resources are used to deliver the appropriate level and quality of 

public services at the lowest cost. 

CCl has used this approach as part of its Pre-Budget Submission to identify 

agencies that it believes will benefit from increased private sector involvement, as 

well as those which should be reviewed. 
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