Governing Norfolk Island requires a knowledge of history

There is a well-known saying that governments appoint consultants to paint a veneer of
independence over findings that they know will be unpopular with the electorate.

It’s clear that the privatisation or outsourcing of Norfolk Telecom is on the agenda of the
caretaker Administrator of the Norfolk Island Regional Council. Two consultants’ report have
been released to the public and another is expected. Let’s examine the circumstances that have
led to this preparation and the broader context, on Norfolk Island and in Australia.

In a previous article I said that a major reason for privatising public assets is budgetary. Like
moths to a flame, governments with an eye to stretch to public budgets are attracted to
privatisation. The anticipated budgetary benefits appear in two forms: outsourcing is presented
as producing annual savings to the recurrent budget; sale of assets is presented as producing
one-off injections of capital, disparaged by the public as “selling the family silver”.

When soon-to-be Prime Minister John Howard announced in 1996 that he wanted to part-
privatise Telstra, it was the injection of capital that was the siren song. Cashing in a public
asset allows a government to either cut taxes or keep taxes low. There is a term for this type of
thinking: “short-termism”. Cutting taxes or keeping taxes lower than they otherwise would be
is a recipe for reducing services and impoverishing civic life, because public life depends upon
the public goods that can only come from governments.

Back to Telstra. Even economists who favour privatisation admit that privatisation of
Australia’s Telstra from 1997 was botched. A bipartisan Senate committee in 1996
recommended that Telstra remain in full public ownership. However, the Howard Government
pressed ahead anyway. When Telstra was privatised, it retained ownership of the physical
infrastructure as well as running a retail service, a serious strategic blunder that guaranteed
high wholesale prices to the other telcos who were now competitors as well as customers.
(Optus was allowed to enter the market in 1992). So the other telcos built parallel
infrastructure, a colossal waste.

Had the physical infrastructure been retained as a public monopoly, Telstra would have
upgraded the landlines from copper to fibre and the mobile network from one G to the next G
incrementally, in the normal course of its service to all of Australia, with a minimum of fuss.
But as a private company within a deliberately-created competitive market, Telstra had little
incentive to invest in the network infrastructure that would benefit its competitors. It also
refused to cooperate with the government, so the Rudd government decided to set up a new
public monopoly, the National Broadband Network, in effect re-nationalising the basic
infrastructure, with instructions to build fibre to the home. This would have given all of
Australia modern high-quality Internet and telephone services, while still allowing choice
between service providers.

In the coastal estate where | lived before moving to Norfolk Island, the ancient copper network
was on its deathbed. Heavy rain would flood the pits and the telephone service would drop out.
We were delighted when the NBN crews entered the street and started threading the conduits
with new fibre cables.

However, the Tony Abbott-led Coalition had just won government and one of its early acts was
to destroy the NBN’s vision of optical fibre to every home. The crews left our street and after a
long delay a “node” box was constructed at the entrance to the estate, leaving the remaining
half-kilometre of corroding copper as the method of connecting our house to the world.



Knowing that the copper network was limited and deteriorating rapidly, the other telcos
embarked on a second round of competing private infrastructure. Even in a closely settled
metropolis this would have been a significant waste, but in sparsely populated Australia,
building competing networks of hardware has been a colossal waste of public and private
capital, probably more than $30 billion.

Back to the role of consultants and lessons for Norfolk Island. Some consultants’ mindsets are
so predictable that governments can select the consultant that will recommend the strategy that
they have already decided to pursue. In 2012, economic consultants ACIL Tasman appointed
by the Commonwealth produced a report entitled Reform of the Norfolk Island Economy. A
copy is posted on the website of the Norfolk Island Institute. The report predictably
recommended that the Island’s business enterprises be privatised. Nobody appoints ACIL
Tasman if they want advice opposing privatisation.

There is a more recent report, by GWI, which | will explore in another column. It is clear that
the administration is headed towards one form or another of privatisation, a process that has
been in train for at least 10 years. Regardless of whatever modern justification there might be,
regardless of the damage that might be done to the fabric of Norfolk Island society, regardless
of the long-term financial implications.

In the year before Telstra was privatised, it returned a profit of 15% after tax. That revenue
stream was eventually lost and diverted towards private shareholders. Whether by accident or
design, it’s another example of economic capacity drifting away from the general public
towards investors, the usual consequence of privatisation.
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