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CHAIRMAN’S FOREWORD 
 
 

The Menzies Research Centre is delighted to publish State of the States and its companion 
website www.statewatch.com.au  
 
The Centre has commissioned this report as the centrepiece of our on-going work on the role, 
performance and management of State and Territory governments. Too little attention has 
been paid to the performance of the States and Territories. The States and Territories are flush 
with funds but there seems to be little to show for the increased revenue they have received. 
 
In order to provide some more scrutiny of the performance of State and Territory 
governments, the Centre commissioned the distinguished international economist Henry 
Ergas to provide independent, expert analysis of their performance.  
 
Henry Ergas’ important research confirms that while the States and Territories have received 
a substantial revenue windfall as a result of the GST and mining booms, very little of this 
windfall has been applied to infrastructure provision.  Instead, it has mainly been spent on 
government services.  Mr Ergas' report shows that most of the increased spending on 
government services has taken the form of increased wages and salaries for public sector 
employees. Unfortunately, the productivity and effectiveness of government service 
provision has not improved at anything near the rate of increase in public sector 
remuneration.   
 
The Menzies Research Centre believes that the more the workings of the State and Territory 
governments are examined the greater the cause for concern about their current management. 
In effect the non-performance of the States and Territories is placing a hand-break on our 
economy and our progress as a nation. 
 
I would like to thank Henry Ergas and his team for the excellent report they have produced 
and Julian Leeser, Executive Director of the Menzies Research Centre, for managing this 
project. 
 
We hope that State of the States will become an annual publication that will provide the 
public with independent information by which they can monitor the progress and 
performance of State and Territory governments. 
 
 

Tom Harley 
Chairman 

Menzies Research Centre 
June 2007 
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ABSTRACT 
 
State and Territory governments have received a revenue windfall in recent years as a result 
of the introduction of the goods and services tax (GST), retention of state taxes, strong 
economic growth and the minerals and energy export boom.  However, there has not been 
close scrutiny of the “return” that State and Territory governments are generating by their 
spending of this windfall. 
 
This paper aims to fill the gap by linking publicly available information on State and 
Territory government revenue and spending to information on their performance in provision 
of government services and infrastructure.  Specifically, it reports the additional revenue that 
State and Territory governments received in 2005-06 compared to 1999-00 (i.e. the last year 
of the pre-GST era) and examines how State and Territory governments have spent this 
revenue windfall.  It analyses expenditure on government services provision to determine 
how much is going towards increased payments for service inputs and also looks at whether 
increased expenditure has translated into increased output and improved effectiveness of 
government services. 
 
The paper finds that the bulk of the revenue windfall received by State and Territory 
governments has gone towards increased expenditure on government services, especially 
health, education and policing. However, a large proportion of this increased expenditure 
has simply gone to funding higher wages and salaries for government service employees. 
There is not widespread evidence that increased spending on government services has 
generally led to comparable increases in output per person or more effective service delivery 
(i.e. in terms of delivering superior outcomes for the community).  Indeed, while effectiveness 
of service provision is difficult to measure and varies across jurisdictions, much of the 
available data points to either no noticeable improvement or noticeable reductions in service 
effectiveness in key program areas.  In the absence of noticeable improvements in service 
effectiveness or service levels per person, the increased real expenditure per person on 
government services suggests a decline in productivity of State and Territory government 
service provision, at least since 2002-03.  This suggests that in recent years taxpayers have 
been getting less ‘bang’ for their tax dollar.  
 
The paper confirms that most State and Territory governments have used some of their 
revenue windfall to retire state debt (or increase net lending).  It also finds that, after several 
years of stagnation, State and Territory governments have recently begun to take advantage 
of their stronger fiscal position to boost infrastructure spending, though it is not clear that 
that spending is efficient. 
 
More detailed information on this topic is available at http://www.statewatch.com.au. 
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