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THE ' CONSENSUS'

In a paper to be presented to the 22nd Australian Transport Researchers Forum
|ater this year Paul Mees of the University of Ml bourne notes:

there has been for sone years a near-consensus anobng conmmentators that
i ncreased conpetition and private sector involvenment are the key to inproving
financial performance and service quality [in public transport",]...

Considering that only a couple of decades ago it was wi dely accepted that
urban public transport is a natural nonopoly, it is surprising how little

di ssent occurs fromthe current consensus.

The absence of critical debate about the merits of private involvenment in
public transport service provision is all the nore surprising when one
considers the significant and sonmetines dramatic effects that the introduction
of conpetition, privatisation and deregulation has had. Mich of this change has
been driven by a body of thought which we may conveniently call 'conpetition
theory', the enbodiment of which is the docunment known as National Conpetition
Policy ('"NCP'). The principles of conpetition theory formthe rationale for the
South Australian Governnent's policy of outsourcing and privatisation and are
used as the frequent justification for accelerated public sector 'reformi - but
they are principles which, though rarely challenged, are based on an unsound
under st andi ng of the nature of public sector econonmics.

It is the intent of this paper to explain how conpetition theory is based on
unsound econonic principles and in particular to show the adverse inpact it has
had and will continue to have on public transport policy direction and service
delivery.

Let us then begin by introducing the 'theory'.

PART 1. THE THECRY

Introducing... 'National Conpetition Policy' NCP was ushered in wth nuch
fanfare by the nine governnents of the Council of Australian Governnents
("COAG ) in April 1995. A new bureaucracy was created to oversee it and since
then it has steanrolled its way through a multitude of public sector 'reforns'.



The adm nistrative architecture of bureaux, specialised units and taskforces
that have been established to inplenent, regulate and admnister NCP is

astonishingly intricate - in South Australia we have the octopus-like enpire of
the Passenger Transport Board, which has increased its operating budget each
year of its short life - noney which is being spent on administration rather

than increased service provision. Al of which points to just one of the false
prem ses upon which theories of 'conpetitive restructuring' are founded, viz
smal ler is better'. Mre of that anon.

Finer detail aside, the fundanental reasoning on which NCP is based and
justified is the prenmse that conpetition is ipso facto 'good managenent
practice’ - indeed, is the best nmanagenent practice. As such conpetitive
principles should be - nust be - applied wherever and whenever they can.

Those who support NCP are therefore not passive agents, but zealots in its
cause!

The inexorable drive for conpetition is vitiated only by two key assessnent
criteria. These were outlined in the Issues Paper for the recent Conpetition
Policy Review of the Passenger Transport Act 1994:

The guiding principles of the assessnent is that... legislation should not
restrict conpetition unless it can be denonstrated that:

e the benefits to the conmunity of the restriction outweigh the cost; and

 the objectives of the legislation can only be achieved by restricting
conpetition.!!

This test bears closer exanm nation. It starts from the position of presum ng
conpetition principles should be applied unless their application has been
expressly negatived. |Its key assunption is therefore that a conpetitive
structure is at all tinmes inherently nore efficient and productive than any --
other. To accept this prenise, however, requires a leap in logic which is not
necessarily supported by the enpirical evidence. Speaking before the House of
Representatives Standing Conmittee on Financial Institutions and Public
Adm ni stration, John Quiggin of James Cook University argued that this key
assunption is far frombeing sound. Hi's comments are instructive:

| think there is a msunderstanding of what the role of conpetition in the

econommy is... there is nothing in economic theory that suggests that a
nmonopolistic firmw Il be technically less efficient than a conpetitive firm
There is nothing in standard econonmic theory which suggests that by
i ntroducing conpetition firnms wll becone nore efficient.. Al of these

clains have no basis in sound economc theory and in ny view are not
supported by the evidence.!!!

The argunent that conpetition breeds better quality and greater efficiency is a
fallacy. There is nothing intrinsic to a nonopoly, whether public or private,
or to an organisation in conpetition with others which nakes one or the other
likely to be nore 'efficient'. The regularity of bankruptcies and corporate
collapse in the business world clearly denobnstrates this point (even taking
into account the vagaries of the capital market). On the flip side of the
equation it is 'not difficult to find exanples of public sector organisations
which have an inpressive record of our rather narrowy-defined concept
"efficiency'- public corporations such as the Aistralian Film Finance
Corporation, or, for that matter, the public hospitals and schools which have
al ways had to operate on shoestring budgets.



O course this conmes back to what we mean by ‘'efficiency'. NCP sees
efficiency nmerely in terns of reducing economic loss - a very linted
vi ewpoi nt. The practical thrust of NCP is therefore often towards cost- cutting
- which is one of the reasons why it is intrinsically linked to outsourcing and
privatisation, both of which are vehicles of government cost-cutting. If we

| ook at the econonmy from a macro-level, however, efficiency is that which
brings a net gain to the econony - if all we are doing is shifting the costs
from the governnent to the conmunity we are not in any way increasing the
overal |l productivity of the economy at all. Quiggin argues that 'The critical

difference is the difference between working harder and working nore
efficiently':

Qoviously, if any of us choose to work harder in whatever business we are
engaged in, we can supply the product we nake at |ower cost - just as we can
if we choose to work the sanme hours and take a | ower wage for ourselves. But
there is no net gain to the commnity. All that is happening is that the
consuner is benefiting and the producer is |osing...

The issue of dispute is whether, by putting pressure on people, you will |ead
them to find ways of working nore efficiently that produce a gain to

everybody. i V

This is clearly a complicated and confusing area of 'high policy', but the
essential nmessage is clear: the link between conpetition and efficiency that
conpetition theorists insist upon as the cornerstone of their thesis is at best
doubtful in practice and is dependent upon a very narrowy defined concept of
efficiency. If all we are doing is transferring costs from one sector to
another, ie from governnent to passengers in the form of higher fares and
reduced services and to enployees in the form of |less jobs and |ower wages,
there is no net gain to the econonmy and a direct loss suffered by a nunber of
stakehol ders wi thout direct conpensation. The evidence in South Australia
reflects exactly this with higher fares, reduced access to services in a nunber
of areas, fewer jobs and | ower wages.

The Passenger Transport Act: an exercise in conpetition theory

In 1994 the Brown Liberal Governnent pronul gated the Passenger -Transport Act
and ushered in the so-called 'first wave' of conpetitive tendering for
Adel ai de's public transport system The nodel of conpetitive tendering is one
of a nunber of approaches adgpted by Australian Governments in applying NCP to

public transport services. According to lan Wallis while Australian
Governments have been unwilling to follow the Thatcherite nodel of conplete
deregul ation, they have been willing to use the '"threat' of conpetition 'as the
main spur to inproving efficiency'." Thus in South Australia tenders were

called for only three contract areas (inner North, Quter North and Quter South)
with the remaining contracts being negotiated between the Passenger Transport
Board and service operators (TransAdelaide and Hills Transit) according to
vague 'contestability benchmarks'. The South Australian Governnent has been at
pains to denonstrate its interpretation and application of conpetition policy
principles is far from the radi cal approach advocated by nore zeal ous economc
reformi st governnents in other states and around the world. Despite efforts to
noderate NCP principles, no one should doubts that the ultimte direction of
conpetition theory is towards full privatisation.

! The approach should be contrasted to the open-slather deregulatory approach advocated by the British White Paper
Buses and implemented in the UK and in part in New Zealand. Full deregulation has thus far been eschewed by
Australian Governments, however, as will be discussed further on in this paper, the implications of NCP lead
ultimately to both private ownership and full deregulation.



One of the fond clainme Mnister Laidlaw |ikes to make about the conpetitive
tendering process is that, unlike the experience of outsourcing in Wstern
Australia and other jurisdictions, in South Australia the governnent-owned
service provider TransAdelaide has been '"allowed to tender equally wth
private sector transport conpanies for service contracts. Responding to a
qguestion from Frances Bedford MP in the House of Assenbly Estimates this year
the M nister commented:

What this Government has done and the Parliament has provided is for
TransAdel ai de to have the best possible opportunity if it wi shes to exercise
that opportunity. The Western Australian and Victorian Governments did not do
that - they just privatised: we have not done that in South Australia. If the
busi ness, the work force and the unions want to go after these contracts, |

woul d encourage themto do so, but it is over to them Vi

Simlarly in her first reading speech to the Passenger Transport Bill the
M nister was at pains to point out that the Government was not pursuing a
deregul atory policy such as that adopted in Britain and New Zealand: 'It is
important to note that... [the Governnent's] approach does not involve the

deregul ation of public transport‘.Vii So anxious was the Governnent not be
seen as pursuing a radical policy of _privatisation that a provision was

incorporated in the 1994 |legislation whi ch guaranteed TransAdelaide a
m ni mum 50 per cent share of contracts awarded in the first round of tendering
- a provision which in the latest round of 'reformi has not only beea renoved

but indeed reversed by the introduction of anti-nonopoly principles.” Mre of
that in a nonent.

O course, a cynic mght suggest that this 'guarantee' to TransAdel aide was
made only to aneliorate public opinion, which has always retained sone
fondness for the STA as one of the npbst visible legacies of the Dunstan era.
(it is no wonder that the Governnent also changed the name of the state public
transport organisation to TransAdelaide - an obvious attenpt to detach the
conmmunity's loyalties.) Having now detached comunity loyalties the Governnent
is able to nove beyond nerely using the threat of conpetition to inprove public
service provision towards a nore deregulated-conpetitive nodel eventually
leading to a conplete withdrawal of the public sector from service provision or
even a regulatory role.

Late | ast year the Government passed two pieces of anending |egislation which
opened the door for the 'second wave' of outsourcing. These two statutes, the
Passenger Transport (Service Contracts) Amendnent Act 1998 and the
TransAdel ai de (Corporate Structure) Act 1998, have placed the prinmacy of the
public service provider in serious jeopardy - despite' the Mnister's fond
clains to the contrary. The latter Act renoves TransAdel aide from the purview
of the Mnister's authority and sets it up under a corporatised structure with
a separate board and reduced accountability to the Mnister or the Parliament.

2 Section 39(3)(a)(ii).

# According to the Minister ‘This condition was designed to allow TransAdelaide sufficient time to make the transition
from being a monopoly provider of public transport services in Adelaide to a provider of services in a competitive
environment' (Legislative Council, Hansard, 28 October 1998,'p 49).

In this context it is interesting to note that in 1994 the Minister was happy to guarantee no forced redundancies of
STA staff in 1994 but is not'prepared to offer a similar guarantee in 1999.



There shoul d be no doubt in anyone's mind that corporatisation - which is said
to nake the 'business' nore conpetitive - is but a prelude to eventual
privatisation. Indeed, as the legislation currently stands, the Governnment may
put TransAdel aide up to tender without reference to the Parlianent. (You night
wel | ask the question how setting up an independent board mekes TransAdel ai de

- or any government instrumentality - 'nore conpetitive'? And indeed this is a
guestion which our organisation has raised, but with little success so far.
After all what wll TransAdel aide be doing under its corporatised structure

that it would not be doing under the previous system of a General Manager
appoi nted by the Governnent ?)

More insidious than the corporatisation process, however , are the
changes made to the Passenger Transport Act. In th&| 1994 Act the Mnister
guar ant eed TransAdel ai de's market share at 50 per cent.

This provision has now been renoved - a clear signal of the Governnent's
intent to downgrade public sector involvenent in the provision of public
transport. Not only has the Government erased TransAdelaide's |egislative
position as the favoured service operator, it has introduced a nunber of new
provi sions which nake it virtually inpossible for TransAdelaide to retain its
current position:

39(3) The Board is awarding service contracts under this Part - (a)... nust

take into account the following principles (and nmay take into account other

principl es):

(i) service contracts should not be awarded so as to allow a single operator
to obtain a nonopoly, or a narket share that is close to a nonopoly, in
t he provision of regular passenger services within Metropolitan Adel ai de;

(ii) sustainable conpetition in the..provision of regular passenger services
shoul d be devel oped and mmi ntained...""

This section has the effect of guaranteeing private involvenment in the
provision of public transport - regardl ess of how much better the tender bids
of Transadel aide may be for all contract areas. The effect of this section is
therefore contrary to the principles of conpetition policy - with a pronounced
bi as against the public service operator. Wat has happened to 'conpetitive
neutrality', nmuch-vaunted as one the key principles of NCP? Wat happens if
TransAdel ai de puts in the best bids for all contract areas of even for seventy
per cent of then? And is TransAdeiaide's current market share a 'near
nonopol y' ?

The effect of these anendments is clear. TransAdel ai de cannot but |ose narket
share in the next round of tenders, particularly when we consider that at
present its near 75 per cent share will probably be construed by the PTB as a
"near nonopoly' - and this is no surprise given the political thrust behi nd
NCP principles that is driving this process forward. Eventual privatisation and
full deregulation is the only logical direction of such a policy.

4 The provision required the Passenger Transport Board to apply certain principles in awarding service contracts
including 'that, until 1 March 1997, TransAdelaide should be given a reasonable opportunity to provide, or to control
the provision of (for example by subcontracting), a level of services within Metropolitan Adelaide that, when
considered on the basis of passenger journeys per annum, does not fall below 50 per cent of the total number of
passenger journeys undertaken within Metropolitan Adelaide on regular passenger services provided by TransAdelaide
in 1993 (s 39(3)(a)(ii) Flassenger Transport Act 1994).



The thrust of Mnister Laidlaw s policy approach confornms to this nodel - and
| eads with banal inevitability towards a fully private and deregul ated system
despite all her clains to the contrary. At the sane tine, coincidentally, it
has led to lower wages and job losses - all to the acconpaninent of the
Mnister's relentless union-bashing under the cover of parliamentary

privileges.5[}ﬁllis points out that nobst cost reductions nmade as a result of
conpetitive tendering have been at the expense of jobs and wages:
[Alwards have been restructured, particularly for drivers, wth nore
flexibility of hours, less overtine and penalty paynments, and some increase
in worked hours to achieve the previous gross pay levels."

It nakes you wonder what the real agenda is behind the rhetoric.
'Conpetitive tendering' means privatisation

VWhat really drives conpetition policy forward, then? According to Yencken
conpetition policy has becone a 'standard tool to inprove the efficiency and
ef fecti veness of public sector performance' but:
The way conpetition policy is applied to the transport sector wll depend
very significantly on assunptions policy makers hold about the role and

potential of different transport nodes in Australian cities.X

In an era which doubts the capacity of politics to change society for the
better it is natural that governments expect nore and nore to keep out of
matters 'best left' to the private sector. It is essentially driven by a deep
sceptici smabout what government can do. Wiile such scepticismis healthy, to
make it official policy is socially destructive: it should stinulate our
gover nirent to work harder at the problens not to abdicate their
responsibilities to wus. The clains of the economc rationalist zealots,
nor eover, should be viewed with a simlar scepticism

According to the National Conpetition Council - the quango established under
NCP to support governnents in 'explaining to the conmunity' the benefits of

conpetition policyXi - 'The structural reform principles." in NCP are neutral

on the question of private versus public ownership,.Xii in the opinion of these
wel | - neani ng bureaucrats privatisation is nerely 'an option -for applying..

"conpetitive neutrality" to significant government business activities...', 6 X!l

and therefore, rather than it being a case of NCP having any causative
relationship with privatisation and outsourcing policy, a 'decision to provide
government services through. a tendering process is a policy decision for the

government in question‘XiV - in other words it is a political decision, and the
Nat i onal . Conpetition Council acknow edges it as exactly that.

And who woul d we expect to be driving this political decision? - the very sane
zealots who are so anxious to reduce the role of government and entrench
conpetition policy in the national agenda. It is after all the |Ilogica
direction of their theories - if you believe that conpetition is the 'nost
efficient' nanagement practice then it is only logical to believe that publicly
operated organisations not in conpetition are inherently less efficient than
their private sector counterparts. You cannot i ntroduce conpetitive
principles to the public sector and not allow for the eventuality of the total
privatisation of the service being provided. Is it any wonder that the deck is
so badly stacked agai nst TransAdel ai de?

The direction of Adelaide's public transport policy depends upon a
fundamentally pessinmistic view of what the public sector can - achieve
through involvenent in service delivery. The proponents of conpetitive
tendering invariably fervently believe in reducing the role of governnent.

® In a recent outburst the Minister accused members of the opposition of 'bankrolling' the Rail, Tram and Bus Union's
campaign against the current round of tendering (Legislative council, Hansard, 27 May 1999)



Publicly owned organisations |ike TransAdel aide are an irritating anomaly in an
out sourced public transport system it should conme as little surprise that the
latest round of 'reformi to Adelaide's public transport system has left the
public service operator TransAdel aide in an even nobre precarious position

PART 2: I N PRACTICE ..

Di sintegrati on and fragnmentation

The experience of conpetitive tendering and deregulation in South Australia and
other jurisdictions has been less than satisfactory. In nobst areas patronage
has suffered - largely as a result, | would contend, of the fragnentation of
the public transport network. Successful integration of a multinodal transport
system becones increasingly difficult to naintain once centralised control of
policy devel opnent and service delivery has been abandoned. A sinple exanple is
the fact that TransAdelaide and Serco do not operate on the sane radio
frequency - thwarting service integration between rail and bus services at
i nterchanges in the northern suburbs.

Shadow conpetition between TransAdel aide and Serco has already becone evident
during the course of the current contracts. Mst obviously Serco has run
separate transit services to the Royal Show in direct conpetition with the
TransAdel ai de, however conpetition between the Serco Bullet service and
TransAdel aide's Gawer rail Iline and TransitLink services, while not as
apparent, is having a detrimental inpact on service integration in the northern
suburbs. The experience of the National Bus privatisation in Victoria is

indicative of the direction which conpetitive tendering will take us in the
future:

Mees asserts that rather than initiate a -new era of 'innovative, customer-
responsive services' privatisation has led to "creamskinmng" by conpeting
with other public transport operators - nmainly the parallel rail service -

rather than the car'. Rumours that rail wll be next on the conpetitive
tendering list point to the eventual direction of the Government's policy: the
system of conpetitive tendering has set up an environment in which conpetition
bet ween transport nodes is not only possible but is positively encouraged. Mre
insidious, and ultimately short-sighted, is the petty conpetition for the PTB' s
favour which the system encourages between the service operators on issues |ike
wages, service innovations etc. A classic exanple is how Sereo brought forward
the termination date of its current contracts to enable the contracts under the
current round of tendering to conmence on the sane date. This kind of petty
shadow conpetition is wultimately self-destructive and certainly has no
beneficial inpact on service provision.

The dream of a fully integrated, multinodal public transport system will
continue to remmin an illusion while ever the practice of conpetitive
tendering is the driving force behind public transport policy. The effect of
conpetitive tendering has in fact seen the fragnentation of the transport
system Mees notes 'the experiences wth deregulated and planned public
transport in both British and Brazilian cities suggest the existence of
econom es of service integration" which nmay nean that urban public transport

exhibits at |east sone of the characteristics of a natural m)nopoly'XVi The
experience in South Australia certainly backs up this assertion.



Practical public intervention

Conpetitive tendering represents a retreat from active public sector

involvenent in the provision of public transport services. Significant
expansion of the public transport system is unlikely to take place wthout
significant investnent by government. W are not likely to see sufficient

private investment in Adelaide's urban transport infrastructure to enable the
expansi on and consolidation of existing services essential to the future of
public transport in this <city. The nature of investing in such ngjor
infrastructure programes requires |long-term planning and investnent - the kind
of investnment that only the public sector can provide and which nmust therefore
be coordinated by a single agency and not divided between conpeting
shar ehol di ngs. The Adel ai de O Bahn woul d not have been built w thout active and
long-termintervention fromthe public sector, starting with the reservation of
a north-east transport corridor under the Dunstan Governnent and subsequent
i nvest ment deci si ons under the Tonkin and Bannon Governments. According to one
assessment, 'Adelaide's O Bahn Busway... has been one of the relatively few
public transport projects that can be considered to have in any way contri buted
to the econonmic welfare of the comunity':
It has been extrenely popular with conmuters, initial ridership projections
have been exceeded... it was constructed at approximately half the cost of a
conparable rail-based system and is one of the few public transport systens
in this era of autonobile dependency that has been able to attract (and

retain) passengers.XVl!

The Mnister promised to investigate the possibility of an O Bahn for the
south but instead sponsored the developnent of the __expensive Southern
Expressway - the first road in history to need a jingle!IE“I The project, which
cost well in excess of $1 00 million, could have paid for the electrification
of ttﬁ entire netropolitan rail network, or an extension of the Noarlunga
line.” The success of electrification and line extension is shown very clearly
in Perth's Northern Suburbs Line - a project undertaken through public sector
i nvestnment and still nanaged successfully in public hands - is indicative of
the results that can be attained through sensible public involvenment and
investnment. Instead the Mnister sponsored the construction of a freeway
which has had a negligible inpact on journey time (three minutes according to

Steve Hammett in the Adel ai de Revi eV\P<V”) from the southern suburbs - not a
deci sion which will assist public transport patronage |evels.

In his 1998 Whitiam Lecture 'We intervene, or we sink' the late
Prem er of South Australia Professor Hon Don Dunstan AC QC noted the need for
public intervention to correct the vagaries of the nmarketplace remnmained a
realistic and reasonable policy option for governnents:
Hi storically, Labor (and at times as 1 shall show, non-Labor) governnents
have proved it necessary to intervene in various ways in the nmarket place to

ensure socially desirable results... Intervention involves nore than
nati onalising assets or wundertakings... The forms of intervention are
necessarily enpirically chosen, but as | shall show through the exanple of

South Australia, intervention has been vital to produce a productive, fair
and just society."XIX

® This is an example of what could be referred to as 'hidden subsidies' to the car: see Hensher, D A, 'Selective but
important challenges facing the transport sector'. 1996: Institute of Transport Studies Working Paper 96-5, and Pucher,
J, 'Urban Travel Behavior as the Outcome of Public Policy: the Example of Modal Split in Europe and North America'.
Autumn 1988: Journal of the American Planning Association 54:4, pp 513ff.

" Itis believed that a report has been commissioned by the PTB into this matter but, because of political sensitivities -
the same political sensitivities which helped TransAdelaide retain the service contracts for the southern suburbs
(where prior to 1997 the Liberal Party held a number of seats) - have prevented its release.



Further on he comments:

In planning our future it serves neither economic efficiency nor social
justice to destroy the institutions that society from experience has created,
and that are efficiently nmeeting the social needs of the conmunity. They are

not inpediments to progress but foundations for it.XX

Dunstan should know. It was his governnent that in 1974 established the State
Transport Authority fromthe old Metropolitan Tramways Trust and initiated the
process of nationalising the netropolitan public transport system At the tine
Adel ai de's public transport system was divided between the Governnment and over
twel ve private sector operators. Expanding suburbs like Fairview Park and Tea
Tree @Qully were serviced by two or three bus services a day - service levels
t hat changed when the STA was established. Services |ike the Bee Line would not
have been begun wi thout the public investment made by the Dunstan Governnent
and followed through by subsequent admnistrations with varying degrees of
success. Vuchic notes:

Public investnents in well planned, co-ordinated multinodal transport systens

represent a sine qua non for developnent of |iveable, sustainable urban
ar eas. XXI
Deconstruction of the existing centralised transport infrastructure wll not

lead to better services or increased patronage. Bold policy, favouring the need
for an integrated nultinodal system coordinated by a central body, is needed

and will lay the foundation for practical success in public transport
provision. The politics of the bottom lirle do not have the |ong-term vision
that is required to achieve ult;em ate success in public transport - and 1 we

persevere with the short-term bottom |ine approach 'public. transport services
may run down to a point that nmakes recovery unlikely'. XXl

EXPLODI NG THE CONSENSUS

W have been lulled into seeing essentially reductive economc rationalist
theories as 'reform, when they are in fact little nore than neasures which
will have a regressive inpact on the liveability of Adelaide. |Instead of giving
public transport a central role in the creation of a vibrant and confortable
urban environnent current governnment policy inspired largely by the processes
of conmpetition theory have downsized the inportance of public transport to the
public sector. No longer is public transport seen as a service which either
requires public sector involvenent or indeed in which public sector involvenent
may be beneficial for economic and social reasons. Is there really a
'consensus' or are people just worn out arguing against the conpetition theory
zeal ot s?

@ Copyright Matthew Loader, August 1 999. Apart from use permtted under the Copyilght Act 1968, no
part may be reproduced by any process without the prior witten permssion of the author.
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