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Hearing commenced at 12.31 pm

NICOLAOU, MR JOHN

Executive Director (Economic Policy) and Chief Economist,
Chamber of Commerce and Industry of Western Australia,
sworn and examined:

The CHAIRMAN: Welcome to the meeting. Before we begin, | wslk ou to take either the oath
or the affirmation, and the clerk will help you tvithat.

[Witness took the oath.]

The CHAIRMAN: You have signed a document entitled “Information Witnesses”. Have you
read and understood that document?

Mr Nicolaou: Yes.

The CHAIRMAN: Thank you for that. These proceedings are todworded by Hansard. A
transcript of your evidence will be provided to ydw assist the committee and Hansard, please
guote the full title of any document you refer tridg the course of this hearing for the recordi an
please be aware of the microphones and try toimdtkthem. Ensure that you do not cover them
with papers or make noise near them. | remind hati your transcript will become a matter for the
public record. If for some reason you wish to makeonfidential statement during today’s
proceedings, you should request that the evidemrcéaken in closed session. If the committee
grants your request, any public and media in a#teoe will be excluded from the hearing. Please
note that until such time as the transcript of youwiblic evidence is finalised, it should not be mad
public. | advise you that publication or disclosurfethe uncorrected transcript of evidence may
constitute a contempt of Parliament and may meanttte material published or disclosed is not
subject to parliamentary privilege. | will now iottuce my colleagues on this inquiry. Starting on
my left, we have my colleagues Brian Ellis and Jand. | am Sue Ellery. To my right, we have
Ken Travers. We have read your submission. You wigh to make an opening statement, or
expand on something in your submission. We wilhtlask you some questions. Do you wish to
make any comments before we begin our questions?

Mr Nicolaou: No. | am happy to start fielding questions.

The CHAIRMAN: | will start with the members on my left. Briahp you have any questions?
Hon BRIAN ELLIS: Not at this stage, no.

The CHAIRMAN: Jon, do you have any questions?

Hon JON FORD: Yes, thank you. You refer in your submissionh tinquiry to the pre-budget
submission that you have prepared, which | hav@ihapeen reading. Under the section that deals
with expenditure priorities you talk about royadtifor regions, and you say that the CCI believes
that the royalties for regions policy should bedti® well defined, transparent and measurable
outcomes to ensure that resources are directechéw imost valuable uses and to ensure
accountability. What would you see as prioritieshwegard to those measurable outcomes; that is,
which direction?

Mr Nicolaou: | am not exactly clear about what you mean. Do geean in terms of expenditure
priorities or capital investment?

Hon JON FORD: Capital investment.
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Mr Nicolaou: We refer to royalties for regions from both aueent spending perspective and a
capital investment perspective. They are two difféiconcepts by and large. What we suggesting in
our pre-budget submission—which follows on neatbyf the submission that we have provided to
this inquiry—is that the funding needs to be tramept and accountable and linked to measurable
outcomes. We do not want to see a situation whengemis handed out without such measurable
outcomes and then really does the state a dissebdcause spending is not allocated to its best
purpose from a cost benefit or an opportunity pesspective.

Hon JON FORD: | agree with what you are saying. Should we lmeising on taxpayer investment
that attracts and retains investment from the peigactor and protects jobs? Is that the sortin§th
that you are saying?

Mr Nicolaou: From a capital investment perspective and fraragtal works program perspective,
certainly we would like to see in this current eoniment a focus more on those wealth-generating
and job-creating infrastructure priorities that Ivget the state up for many years to come. So
certainly there is a perspective there that we hraugorced, and certainly the time is important
now. We do not believe that the current econonmcuonstances are a long-term issue. Inevitably,
there will be an upturn. It is a matter of timinge just need to be best prepared for that next
upturn. We all know that recent years have shovent tioth labour shortages and, more broadly,
infrastructure challenges have impacted on the’staibility to grow to its potential. We want to
learn from the past and ensure that we are wetlepldor the inevitable upturn. | guess that is
probably the best way | could answer your questiotierms of investment, we understand that the
regions have suffered from under-investment inmegears, and there are some obvious examples
of investment that is required in the regions. Heeve we see it as very important that any new
project, or any expansion of an existing projecgsigo through the same rigorous and transparent
framework for analysing the costs and benefitshat project so that the money is allocated to its
most efficient use.

Hon JON FORD: One of your other expenditure priorities is praative health. | am interested in

that. You are asking for more investment in preagwe health. The AMA has just been in here
arguing that they should be exempt from the three gent efficiency cut because they do not
believe that we have invested enough to date teweelefficiencies. Do you believe that health
should be exempt from the three per cent efficierayy, or are you saying it should be involved in
the three per cent efficiency pursuit? If you agwath that, how would you achieve the major
investment that you are suggesting in preventdteadth care?

[12.40 pm]

Mr Nicolaou: If | could just start quickly on the three pentefficiency dividend, at the outset we
supported the concept, but we do understand thatatblunt instrument and it impacts on every
agency in an equal manner. There are probably lmotdamples where greater efficiencies could
probably be achieved in certain agencies versuergitin others there may be a case where funding
needs to be increased, more so than funding dussalblunt instrument, and we understand that,
but it is an important first step in an ongoingqess of reform. That was certainly the focus of our
pre-budget submission. The focus of our submiswadhis inquiry is that we have had a period of
unprecedented growth in the economy. What has cmithethat is an expenditure growth that has
far exceeded the overall growth in the economylaginow put the state in the current position of
being at risk of turning those great surpluses dwficits very quickly and, in turn, the AAA credit
rating being at risk. We are therefore keen andehfacused our attention on delivering public
sector reform that helps take that pressure off oeget, ensures that a competitive tax
environment can be maintained, ensures that the A#eMit rating is maintained and ensures that
budget surpluses are achieved, all of which areortapt to investing in the future. That is my
opening statement on the efficiency dividend. Reallneeds to be an ongoing process of targets
being set to deliver savings in the public sedbot, it is one element of a broader reform agenda
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that needs to be considered with lots of effort amsburces. The economic audit committee is
certainly an important first step in that.

In terms of health expenditure, what it does hgjtliis that cutting costs, or cutting expenditure,
does not always lead to the best outcomes overakthieving lower costs over the longer term.
Certainly, that is our focus on preventative healthdoes require increased funding but it will
deliver lower costs in future because we will héseused on prevention rather than addressing an
illness when it is too late. It does not go hanchand from that starting perspective but, in the
longer term, it is completely consistent with oiew of trying to drive down the costs in the public
sector.

The CHAIRMAN: John, | have three areas that | want to touchvith you. The chamber has
been, and continues to be, a strong advocate aaiflEhts members for reducing the amount of
time it takes for your members as businesses tagmbvals from government across the spectrum
of areas where the members intersect with goverhnrerorder to do their business. The
government has also said that the three per ceantdwmt apply to front-line services. Does the
chamber have a view on which of the governmentisesvwhere your members are seeking
approvals before they can put elements of theinlesgs would constitute front-line services?

Mr Nicolaou: We have not gone so far as to name those araathdre are obviously some key
economic agencies that have that day-to-day inieraavith business. Certainly, there have been
some initial reforms in the public sector to helgprove that service delivery from a face-to-face
perspective with business, with the splitting of hepartment of Industry and Resources and the
creation of the Department of Commerce and the eyeat of State Development, among other
things. We hope that is the first step in that devareform process that will aim to be outcomes
focused and really address those real barrierdhthat emerged to approvals but also to other areas
where business interacts with government, and tlagyge from taxation to other things like
infrastructure development and so forth.

The CHAIRMAN: Would it be the case that the chamber does ne¢ haview or is it that you
have not received feedback from your members alamyt areas where they intersect with
government that ought not be subject to furthesZut

Mr Nicolaou: Budget cuts do not necessarily have to mean estllevels of service. We are
conscious of that. We do not want to see an oveealliced level of service on core activities,
particularly around approvals. We do not want tdkenthat connection there, because we do not
believe it is necessarily the case. It is just thate has been so much overlap and duplicatidm wit
approvals, for example, with different departmesmsl agencies responsible for the approval of a
particular project, which has led to significantlayes and costs that are borne by a particular
proponent. What we want to see is a streamlininghat process, which will actually deliver
savings for government overall and also lead torawgd service from a business perspective. It is
those sorts of reforms that we are keen to progk&éen we are talking about the reform of the
public sector, it is not just about budget cutsjsitmuch more than that. It is about focusing
government on what are believed to be core areasenfice provision from a business and
community perspective. That is where we are vesnki® engage and ensure those outcomes are
delivered.

The CHAIRMAN: You touched on the broader agenda of public seeform and you mentioned
a couple of new departments that the new governrhastcreated. One of the things that the
chamber has advocated is a reduction in the numibgovernment departments. You would be
aware that the previous government, under Premaiofg reduced the number of departments
from 46 to 23. So far what we have seen this gowent do is in fact increase the number of
government departments. Does the chamber havaveabieut that?

Mr Nicolaou: We are certainly supportive of the machinery of&rnment reviews that Premier
Gallop did propose. They were certainly a firstpste that process. Unfortunately, it did not
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proceed all the way that we would like to see. rigal reduction in the number of departments
and agencies was welcomed, but it is not alwaysdke that a straight-line reduction in the number
of departments and agencies will deliver the casirgs or increased services that are needed.

The CHAIRMAN: But that is what the chamber is advocating.

Mr Nicolaou: What we are suggesting now is a focus in on tloose areas of services. It may be
ensuring that key departments do have respongifidiitan approval process throughout the chain,
rather than going through multiple agencies. Ongnefconcerns in recent years was that there were
different functions tacked on to key line departisefor example. | guess the classic case is the
Department of Industry and Resources, which alrhesame a department of everything and sort
of lost its core purpose along the way. That celyatame through in anecdotes that we heard from
businesses dealing with the department and alsm famecdotes we heard from within the
department about what their core purpose was.

The CHAIRMAN: My last question before | invite further quessas that in the submission that
you handed to our inquiry you identified potentiternative, cost-saving measures, one of those
being the reintroduction of individual bargaininghich I think is on page 7 of your submission.
One of the things that | was pleased to receiverwth@as Minister for Women’s Interests was a
briefing from the chamber on the work that it wasng in the area of pay equity and the gender
gap in wages. There has been lots of evidenceydimg evidence that | saw most recently when
both the chamber and state government made sulbmsst the House of Representatives inquiry
into pay equity matters. | do not have this stateegnment’s submission, so take my word that | am
paraphrasing it. The state government’s submissidoded evidence that demonstrated that part of
the contributing factors to the fact that womeneagally earned less than men is women'’s lack of
bargaining power in the workplace. They providedience that showed that there is a significant
difference in the hourly rate of pay in those wdakes where women are covered by a collective
agreement versus an individual agreement. An iddali agreement generates less pay for women.
| am interested in the chamber’s advocacy for @tr@iuction to individualised bargaining, because
| think the evidence is clear and shows that theskers who have less power, and that includes
women, are disadvantaged by that system. Do yoe aaomment about that?

Mr Nicolaou: An initial comment is that in relation to womanthe workforce we have been very
strong in advocating reforms, proposals or iniiedi to help encourage greater participation of
women in the workforce and address those pay e@sties. You would have seen our submission
to that inquiry. Also, our recently released “Womienthe Workforce” discussion paper really
touches on those sorts of key issues.

[12.50 pm]

So we do recognise that that is an issue. Thers@rne issues in terms of the composition of the
data that is used because women are more pronimesttain sectors or certain occupations that
do not pay as well as other occupations. Theresamge discrepancies that emerge in terms of the
data which then, | guess, exacerbates those oyeanaléptions, but certainly there are some notable
examples where that issue is occurring. Whethéeiin relation to CEO level or in relation to
boards, participation amongst women is lower tham mnd we need to understand why that is the
case. We believe it is more an educative thingeratifian a need for regulation. Something that we
have been, | guess, looking to focus more on isosyepng women more in terms of understanding
what they need to do to promote themselves bettetheé workplace rather than relying on
regulation to address any concerns that may awée.do have regulations in place that are
supposed to deal with discrimination, whether ibbepay terms or any other terms. In terms of our
membership and high-profile women leaders, theycamfortable with that fact and are keen to see
ways in which women can reach past that perceiassgeiling. | cannot comment in any more
detail at this stage. | would be happy to provigehfer comments out of session if you like.
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The CHAIRMAN: | would be happy to get further advice from thember on its views about the
evidence that shows, to use your phrase, “what woneed to do is actually be part of collective
agreements, not individual ones”, if they wantrntgrove their wages. | would be interested in the
chamber’s views on that. | invite questions froormHken Travers.

Mr Nicolaou: If I could just finish very quickly on that. Thesue of individual bargaining is an
important one, but we have to recognise also thelh @an outcome might be difficult in light of
future changes to regulations with new workpladati@ns legislation. That particular point was
removed in our pre-budget submission after we Hagldy provided this submission to this
inquiry.

Hon KEN TRAVERS: | have a couple of questions. The first one ist ja very quick one
following on from the comments earlier about goveent agencies and splitting them up. Do you
have a view about whether or not the DepartmenPFanning and Infrastructure should remain as a
single agency or be separated? Have you been ewatvany discussions about that yet?

Mr Nicolaou: No, not as yet so | cannot really comment adegyain that. We certainly are happy
to be involved in such a process. | guess oneetthicisms we had in the past was some of the
functional reviews that were undertaken were nigased publicly and did not provide adequate
opportunity for debate as to their core purpose sorde of their key functions. That is at a broad
level, but I really cannot comment adequately @t garticular department at this stage.

Hon KEN TRAVERS: My next one was in relationship to your submissiand you allude to it
here and I think you actually go into more detailyour pre-budget submission about contracting
out government services to the private sector dfidiemcies that can be gained there. | think
certainly in your pre-budget submission you talkwatithe Public Transport Authority, the range of
parts of the Disability Services Commission funetie—

The CHAIRMAN: You made yourselves very popular there.

Hon KEN TRAVERS: — and port authorities. With regard to port auities, you refer to a study.

| might add that | am trying to get a copy of teatdy through you—and some of the other people
there have been very helpful about that in tryiadi¢lp us get that—so | can understand exactly
where the efficiencies are, but are you able te gig any indication of where you think their
efficiencies would be within both public transpartd the Disability Services Commission and any
benchmarking studies that you can refer us towlmatild demonstrate that there are efficiencies? |
wonder whether you compare the Victorian modelrofgtisation of public transport as an efficient
model at the moment. Have you had any discussidathstine government about any of those issues;
and, if so, who have you had those discussionsavithwhere are they up to?

Mr Nicolaou: | will answer that last question first just totgleat one out of the way. We have not
had discussions with the government on particulidiatives that we have identified, but that istpar
of an ongoing liaison with government and the ogpws in talking through these issues. We
certainly have initiated that process already,dwaace of its public release as well. The issuast th
we identified in the paper in terms of reform iaiives of the public sector, there has been some
misinterpretation there as to our position on tkirigsee you have identified the Disability Sersice
Commission as an example. | would like to talk tigio that very issue first. In no way are we
saying we are going to privatise or abolish theabikty Services Commission. Quite the opposite;
we have been very strong supporters of that sewsterall and have done a major study on that
sector and into ensuring that that sector remaistagable and viable over the longer term. | am
happy to provide that to you out of session as,welbu are interested.

The CHAIRMAN: That would be good.

Mr Nicolaou: That will highlight where our position is. Our gition in relation to the commission
is that there are some services that it providemmpetition with the private sector. What we want
to understand is why they need to provide thatiserwhen there are a number of non-government
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service providers that do exactly what they do #oesh that can lead to potential conflicts because
the Disability Services Commission also has theassibility for handing out the funding to those
non-government service providers. There is an gnitezonflict. Whether there is that separation or
not is a question that needs to be explored furthet it does create a perception that there is
inherent bias towards the services provided bydbmmission rather than the non-government
service providers.

Hon KEN TRAVERS: On that point, is there any evidence that thegbei sector has been wanting
to grow faster than it is able to, because | thimee is an issue there about growth? Most of the
growth services have gone to the private sector.

Mr Nicolaou: | guess the comments that we made in this pregdtudubmission were—we did
work with the non-government service providers drat members of the chamber in coming to this
foundation in terms of what we see as reform itités. We are not saying that this is the absolute
outcome. It may be determined, after reviewings@evices that the commission provides, that it is
best placed for government to provide that serwi¢bat we are saying, though, is that we need to
explore this issue because it is an issue thatdctasd to potential cost saving and could be
potentially contracted out to the non-governmentvises sector. There has been some
misinterpretation as to the chamber’'s position. Wave been very keen to correct that
misinterpretation because in no way do we wane&ascore service that works for a disadvantaged
section of the community abolished or privatisedmwything like that.

The CHAIRMAN: Sorry to interrupt you. Can | abuse my positionhe chair!
Hon KEN TRAVERS: Absolutely.

The CHAIRMAN: Another hat that | wear in addition to chair lilstinquiry is as shadow minister
for disability services, so your comments, or teparting of the chamber’'s position on this,
generated a fair few phone calls to me in the48gtours. One of the issues that arises is yout say
is important that we ask the questions and thatevan examination. Some of the feedback that |
got was it reflected a misunderstanding that tieeen element of the safety net that is provided by
in this case the Disability Services Commissiom #rere is an argument that says those clients that
the Disability Services Commission deals with innpmacases are those clients with the most
challenging behaviours, with the most difficult doimation of medical and disability conditions to
manage, and that they are the clients that the staght be able to provide the safety net kind of
delivery of service for that. So the issue that waisto me was that raising the debate itself digtua
reflects a misunderstanding that that is part efrible that DSC provides, if you like, as a safety
net. Do you have a comment on that?

[1.00 pm]

Mr Nicolaou: There may be examples where there is a needof@rgment involvement in those
sorts of instances. But we have not explored tlaogkthe advice that we have received from the
non-government service providers that are in cortipetwith the commission on such services, is
that they could perform those tasks.

The non-government services sector deals with #mmestypes of people with challenging
behaviours or severe disabilities and it has eigeer that area. Obviously, there needs to be the
appropriate level of funding to help resource that,we do need to understand whether a particular
service can be delivered more efficiently by thegie sector.

The CHAIRMAN: Sure, okay; thank you.

Hon KEN TRAVERS: | do not know if we have really covered the issDe you just believe,
anecdotally, that there might be savings or areetbenchmarking studies that you can refer us to
that highlight both the level of savings and whign@se savings would occur? Is it by driving down
staff wages or are there other savings efficienttias can be had? Often in the past, privatisation
has just been about privatising to reduce wage<anditions.



Estimates and Financial Operations Subcommittee Wednesday, 25 February 2009 -- asbwo Page 7

Mr Nicolaou: The 2006 report we did on workforce planning hie disability services sector—a
report undertaken on commission by the sector—Ild@hkeall these issues, and some benchmarking
studies were undertaken in relation to both thelityuaf services delivered and wages and
differences emerged. In relation to wages, theee ewamples in which the Disability Services
Commission was able to pay a lot more than non-gwwent service providers. So what you were
getting was a non-government services sector, wiveh struggling already in the current climate
to find suitable labour, effectively losing out td, guess, someone else funded purely by
government. So, there are examples and | am happyotide that report, if that is of interest to
this inquiry, which does go through all the issireselation to this sector and its needs. Certainly
funding is an issue. It is not something that edily privatised and provided by the private sector
It does require public funding; there is no doutw that. But the question is whether that can be
done more efficiently.

Hon KEN TRAVERS: And what about some of those other sectors liee RTA and the port
authorities?

Mr Nicolaou: In terms of the port authorities, a study wasejdhat we refer to in our submission

and, again, | am happy to provide a copy if the waiee is interested. But, again, the pre-budget
submission is attempting to, | guess, kick stad tebate on reform initiatives that could be
considered. We are not saying that these reformsalbsolutely what need to be done, but what
need to be considered as part of an ongoing pradfessform. It may be that after a thorough

review it is deemed that the port authorities aot a viable candidate for privatisation or

contracting out or whatever model you want to UBat there are examples from benchmarking
studies that show that private sector operatore Hmen able to deliver a better port authority
service than the government.

Hon KEN TRAVERS: Do you know if that goes to whether or not thegvd adequately
reinvested? | guess | say that in light of the eplenof Perth Airport and, if you want, you can
comment on whether as a privatised organisation lthge reinvested enough in their infrastructure
to meet the growth in demand for WA.

Mr Nicolaou: Yes; | am not clear. | probably cannot answet tréiculately and | am probably
getting into dangerous territory if | do! | guese weed to consider these sorts of things. It is an
absolutely important part of that concept. Butaluyput in the right initiatives around that, it Wil
ensure that reinvestment does occur—if there ishdiginterest that is attached to that.

Hon BRIAN ELLIS: | have a couple of questions.

| would like to refer back to the AAA rating thata® mentioned earlier. In light of one state having
had its AAA credit rating downgraded, how importantour view is the preservation of the state’s
AAA rating; and, where do you see this three pet cefficiency dividend fitting in to the
preservation of that rating?

Mr Nicolaou: We believe that the AAA credit rating is an esgedrbenchmark or financial target
that the government must continue to be commitbeldeicause it not only lowers borrowing costs
but also has benefits in terms of an outsiderspettive as to whether Western Australia is an
attractive place to invest—is it a stable environtrteoth politically and economically for people to
invest? It also imposes an important disciplinegomernment that it has control over borrowings
and its broader budget management. In relatiorhéotliree per cent efficiency dividend, we are
talking about—if | could just expand a bit furthem than that—it is all about budget management.
We believe that controlling expenses growth is tieenerstone of good budget management;
keeping expenses growth at manageable levels pedgsrve the state’s AAA credit rating because
it means less borrowings are needed; it helps ertkat budget surpluses are maintained; and it can
help ensure that a competitive tax system emergesmaintained over time. So, the focus of our
pre-budget submission and also the submissionisoiriquiry is on controlling expenses, which
have grown at what we believe to be an unsustanadide over recent years. It is not one particular
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party that has been responsible for this; it isceasive governments that have been unable to
control general government expenses over an exdepeieod of time and that has placed pressure
on the budget from a borrowing perspective; frotaxation perspective; and, therefore has put at
risk those key elements of a financial strategyh#t the sort of —

Hon BRIAN ELLIS: Yes, that is good. | do have just one other goestn your submission you
stated that there should not be any adverse effe¢he level of services. Can you explain why
there might be such an effect because of the didde

Mr Nicolaou: In terms of the efficiency dividend, we are sayithat overall we have seen a
worrying trend in the growth of general governmgmnding—well in excess of population growth
and inflation. Taking into account those factoratthvould naturally see general government
expenditures grow over time, we are seeing govenheegoenses grow well in excess of the target
that was set by the previous government—a targatwe see as an important aspect of financial
management. We have seen that target breached ya@rgince the previous government was in
power and it is likely to be breached in the fiystir of this government. It is a difficult target t
achieve but it is an important target to at leagttd achieve because it takes the pressure off the
revenue side of the equation and overall from tidglet management side of the equation. Because
that target has been breached, it means that eutdidpopulation growth and cost increases,
expenses have grown more than what we would noyroalisider is necessary. We believe that a
thorough examination of each government departraedtagency is required because clearly that
sort of growth in public sector expenditure canbpetmaintained without looking at significant tax
increases; without breaching the AAA credit ratingd without ensuring that the state government
continues to maintain its position and standing.

The CHAIRMAN: One more from my colleague and one more fromand,then we will wrap it
up.
[1.10 pm]

Hon JON FORD: | suppose | am just looking for a definition fropou of this three per cent
efficiency cut. It seems to me in your submissiad & your pre-budget submission that what you
are saying is that you do not have to have a theeeent across-the-board, agency-wise cut; it just
needs to be on the bottom line. Would that be #ight

Mr Nicolaou: Yes. If | could expand a little bit more on thathat we are saying is because of
recent years when we have had a very strong groecmnomy and expenses that have been
growing in excess of that, there has clearly beeeeal for action to be done immediately, and from
that perspective a one-off three per cent effigresigidend is an important tool that can be used to
ask each agency to review its expenditure anddosd savings. After that you then need to look at
other initiatives that will help put a lid on thosests and ensure that they do not get out of hand
and put under pressure the state’s AAA credit gatamong other things. So it is a first step, that
initial shock, that is required to get agencies$ fadook at their budgets in a considered faslaind

try to identify some savings; and thereafter thegeds to be put in place appropriate targets and
responsibilities on department heads and agenaes generally to ensure that costs are kept under
control and to ensure that they meet their objestin terms of key performance indicators. S it i

a blunt tool, absolutely; and | certainly suppbdttview that has been held that it is a blunt toal

it will impact on some agencies more than otheusvihen you break up the public sector into core
services and non-core services, there has beehgrgwdh on both core and non-core services over
the last eight to 10 years. So clearly there i®@mortunity for all government agencies to review
their cost structures. In the same way that busesesare now looking at reviewing their own cost
structures because of the economic climate, goventsrshould do so also. Okay, it is a blunt tool,
but businesses are making these tough decisionandwovernment needs to also.
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Hon JON FORD: So, whilst you are trying to keep growth backécurrent expenditure, would
you agree that a specific capital investment in liveg term can deliver effective long-term
savings?

Mr Nicolaou: Yes. In terms of the efficiency dividend, from atH understand it is in relation to
recurrent spending; it is not related to capitaestment. The current government, | understand, is
now reviewing the capital investment program inhepoject individually in light of a weakening
revenue outlook, but there are opportunities toegsie wealth, generate jobs and generate
economic output which can deliver greater reverarestake the pressure off the budget position
through appropriately targeted investment in tiage& future; and that is generally, by and lange,
relation to wealth creation and nation-buildingastructure.

Hon KEN TRAVERS: Just to summarise it, is it fair to say that wigat are saying is that it
should not necessarily be a reduction in the &taunt of government spending; it should be taken
out of—I guess for want of a better term—Iluxurymteand put across into productive investment
for the future?

Mr Nicolaou: Yes. What we are saying is it should not lead teduction in key programs that the
government deliver; core programs that it is expet¢d deliver. What it does mean is there needs to
be a review of other line expenses, other isshas the government spends on, and that might be a
whole spectrum of general government expensesrticplar departments that need to be reviewed,
from consulting expenses to advertising and sdforhere are ways in which the same level of
service can be provided without affecting that justause of a three per cent efficiency dividend. |
is a blunt tool, but we certainly support its cgoicas a starting point to an ongoing process of
reform.

The CHAIRMAN: One of the things that you raise in your submisss that government should
operate with a more commercial focus. Do you haveew or does the chamber have a view about
whether the government ought be looking at costvexy and what areas it ought be looking at
cost recovery?

Mr Nicolaou: Certainly if there are opportunities for costaeery or where there are commercial

services provided, then the government should kiakat. We do not have an articulated position
on that at this stage, but where there is that ¢omitiative or where there is a service that the
government can earn an income from, then we neednsider whether it should be delivered by
government at all and whether it should be deliddrg the private sector as well. What we believe
the government should be focusing its attentiomsahe delivery of those essential public services
that cannot or will not be delivered by the privagetor.

The CHAIRMAN: Okay. | could go on and on down that path buill mot. | thank you for your
contribution today. We have referred, through tberse of our conversation, to your submission to
this inquiry and to your pre-budget submissionndw it is a public document, and | have certainly
got copies of it already. It would just be helpfat us to manage our business if you had a spare
copy on you today and if you would agree to tahbt and then we would have it formally before
us.

Mr Nicolaou: Yes, | am happy to table this one. | have a clegpy here. | was not sure whether
this would be the topic of the discussion today—alsvhappy to talk about it—so | did not prepare
copies on that basis.

The CHAIRMAN: That is okay, we can do that. Just having it fallynbefore us, John, assists us
with how we manage our debate. | apologise too—dukh have done this at the outset—for
keeping you waiting. | am sorry about that. If memsbidentify further questions that they have, are
you happy if we provide those to you in writing fa@u to respond to us as well?

Mr Nicolaou: Absolutely, | am happy to do so, and | have takete of those reports that you have
expressed an interest in receiving as well; so happy to provide those to you as well.
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The CHAIRMAN: Great. Thanks very much for your contributionapd
Hearing concluded at 1.15 pm



