
Governing Norfolk Island in the public interest – Part 2 

 
The 2020 Governance and Financial Audit report recommended that the Norfolk Island Regional 

Council and the Commonwealth “consider alternative arrangements for the electricity, telecom, and 

sewerage utilities”. “Alternative arrangements” is bureaucrat-speak for privatisation. 

 
To assist the Island’s decision-makers in their current deliberations over this recommendation, I would 

like in this second article in a series on public administration to report on the outcomes in Australia of 

some significant previous privatisations of assets and outsourcing of services. 
 

There are three main reasons why governments privatise enterprises. 

 
Windfalls for the lobbyists. Several privatisations have proceeded because mates and business leaders 

have nagged governments to hand over the enterprise, expecting to gain a windfall. Example: 

Transurban’s monopoly over the east coast toll roads, now a tax on motorists funnelled to shareholders 

and financiers. 
 

Ideology. Since the mid-1980s, a wave of enthusiasm for pro-business reforms (called economic 

rationalism) such as privatisation, outsourcing and deregulation swept through Australia’s public 
authorities, steered by governments of both major political persuasions. The program continues to this 

day, despite consistent public hostility and the growing pile of corpses of failed privatisations. Example: 

the National Disability Insurance Scheme has been established by outsourcing to competing private 
providers, just like the disastrous earlier outsourcing of vocational education, which as economist John 

Quiggin has reportedi, has seen TAFE knee-capped and billions of dollars rorted. 

 

Privatisation has been one of the most pervasive ‘bright ideas’ advocated by the influential economic 
adviser, the Productivity Commission. It’s also an easy fallback recommendation by consultants when 

asked to report on enterprises that are underperforming or are due for a large injection of capital. 

Whether the NIRC Audit consultants fell into this lazy mode warrants an article by itself. 
 

Financial savings. The lure of anticipated budget savings seems too great for governments to resist, 

even though the savings promised prior to previous divestments have repeatedly failed to eventuate. 

Example: the privatisation of Telstra from 1997 has cost taxpayers and consumers billions of dollars 
through duplicated infrastructure and high user charges. 

 

As Norfolk Island is contemplating outsourcing its telecommunications, the Australian debacle contains 
quite a few lessons that warrant a future article by itself. 

 

Financial savings often a mirage 

Let’s examine two reasons why promised savings can fail to appear. 

 

First, it’s easy to under-estimate the costs involved in supervising a private owner or outsourced 

contractors. Authorities assume that after privatisation, they can dispense with staff who know 
something about the function, but if anything, the opposite is true. Once an authority loses direct line 

command, it requires even greater skills on staff to ensure that the contractor adheres to the terms of the 

contract, doesn’t make subtle shortcuts and engages effectively with the rest of the administration. 
Privatisation adds an additional dimension to the complexity of coordinating between all the parties 

with an interest in the function. 

 
For public infrastructure on which the whole community depends, a public authority cannot delegate 

responsibility to the private provider by shedding an asset. When problems arise, or complaints from the 

citizens mount up, the public authority is always accountable. By that time, the skilled operatives who 

used to keep the public system running have often been made redundant or have retired hurt, so the 
difficult task of remedying mistakes is left with staff with less knowledge. Costs for remedies outside 

the contract mount up. And other things being equal, the cheaper the initial tender, the more arguments 

there will be over contract variations and the worse will be the services delivered. 
 

Second, the profit margin that the new owner or contractor will naturally expect additional to the 

traditional cost incurred by the public authority must come from somewhere. Sometimes there are 



franchise fees or dividends to pay to a parent company as well as operating costs. So the new owner 

will naturally seek to increase charges to consumers or make savings in the cost of operating the asset. 
 

Operational savings usually come from reduced costs of employing people, achieved by importing 

high-technology labour-saving equipment, scaling back preventative maintenance, cutting salaries, or 

replacing salaried staff with hourly rate casuals on a lower pay scale and without holidays. Let’s think 
about that. Savings come from reducing money spent on employees. While this might look like a win on 

the balance sheet of the authority, it means less discretionary income available for the employees to 

spend and circulate in their local economy. The ‘improved efficiency’ surfaces as additional costs 
elsewhere in the community. 

 

For a public authority responsible for the well-being of its citizens, developing the local economy by 
shrinking it is a weird strategy. There is a sporting term for this weakening of the local economy: it’s 

called an ‘own goal’. 

 

Next let’s consider a feature of private-sector ownership that in Australia, necessarily accompanies 
privatisation: foreign investment. In 2019/2020, the Foreign Investment Review Board approved 8,221 

applications and rejected three of the applications on which they made a decision. That’s right, 3 out of 

8,224. The foreign investment regime is so weak that it did not prevent a 99 year lease over a strategic 
port in Darwin from being sold to an corporation connected to the Chinese government. 

 

Successful privatisations? 

Are there examples of successful privatisation? The privatisation of the State Electricity Commission in 

Victoria in the 1990s (and copied more or less in other states) is widely considered by economists to be 

very successful, because it yielded a much greater sale price to the government than expected. Twenty-

five years on, the sour consequences are coming to the surface. The privatisation introduced powerful 
corporate players including foreign investors with an incentive to keep electricity prices to consumers 

high and to obstruct the inevitable transition to renewables. The exit from coal-fired generation is now 

disorderly, hundreds of millions of dollars of private capital has been written down and the involvement 
of numerous separate corporations in the east coast grid has frustrated a coherent national emissions 

policy.  

 

In summary, the benefits of privatisation are usually over-hyped and under-delivered. Most 
privatisations on the continent have been failures, some colossal failures and a few that have been 

praised as successful turn out in retrospect to have been not so marvellous after all.  
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i 2018 “The failure of vocational education and training policy in Australia”. Submission to an inquiry 

by the Senate Education and Employment References Committee. See https://johnquiggin.com/.  


