From the Editor

HE popular rejection of

the republic proposal will

probably confirm many

members of Australian
elites in their horror of citizen-
initiated referendums (CIR).They will
take it as further proof that you can't
trust the people.

In fact, the experience shows why
CIR is very much a good idea. How
else can the people stop united elites
forcing things on them they do not
want? If the republican campaign
showed anything, it showed how out of
touch with popular sentiment so much
of what passes for ‘public’ debate in
the media really is: does anyone even
begin to think that even 25 per cent—
let alone 55 per cent—of commentary
by members of the media supported a
‘No’ vote? Having media which too
often fail miserably at reflecting the
nation back to itself increases popular
alienation and resentment.As the One
Nation phenomenon showed, this
creates rancorous feelings ripe for
exploitation. If more issues were
forced to the direct popular vote, we
would have political outcomes much
more in contact with popular feeling,
with a consequent improvement in
social harmony.

Many people take it as a
knockdown argument against a
directly-elected President that it
would change the way we are
governed. On the evidence of the
referendum, much of the general
public would regard that as a good
thing: the creation of competing
power centres would make
government more tractable to popular
will. Jeff Kennett’s downfall was surely
deeply connected to a feeling that
Premier Jeff was no longer being held
accountable. Parliament wasn't
enough—particularly after Kennett
gagged all his own candidates.

Some economic reformers are
dubious about CIR because they think
people will vote against reform.The
proper response to that is that it will
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simply force reformers to be
persuasive. It was very conspicuous
that Jeff Kennett had stopped trying to
persuade, having developed a take-it-
or-leave-it attitude to his government’s
performance. In the end, the voters
left it (without embracing the
alternative with any great enthusiasm).
Kennett himself described politics as
the longest job interview—yet he
stopped doing the interview.The
effort of persuasion is the effort of
paying attention.A courtesy that the
voters are most emphatically entitled
to, and will punish if it is lacking.

There is a difference between
preaching—what the pro-republican
media did, what Paul Keating PM did—
and persuading, particularly in politics.
Preaching is about telling the people
The Truth, on a take-it-or-leave-it basis,
with the clear understanding that you
are a horrible sinner and/or complete
boofhead if you don't take it.
Persuading is about connecting
people’s enduring values and
sentiments to the issues of the day:
successful persuasion is rooted in the
concerns of those to be persuaded.

Which is why we should be so
worried about our media culture and
what was revealed in the republic
campaign.An important role of the
media is to bring people’s concerns
into the public arena.Yet, on a range of
issues—environment, indigenous
affairs, immigration, industrial relations
to name a few—there is great
conformity in media opinion,
conformity often quite divergent from
popular opinion.The republic is not an
isolated example, merely a particularly
flagrant one because genuinely
consulting the people could not be
avoided.

Journalists have always had some
tendency to be captured by whoever
is their most important source of
stories: thus crime reporters generally
report the police perspective;
industrial relations reporters the
union perspective; education

reporters the teacher union/
bureaucrat perspective; environment
reporters the green perspective, etc.,
etc. Modern journalism has discovered
an even lower form of professional
prostitution: reporting on the basis of
what makes them appear ‘kosher’ in
their attitudes to their fellow
journalists—often in terms which
implicitly or explicitly denigrate the
values and aspirations of most of their
fellow Australians.

If opinions become status markers,
they become assets to be defended.
This encourages conformity and
intellectual sterility (since genuine
debate makes the opinions
contestable and thus not status
markers); and dishonesty (since
contrary evidence also undermines
the opinions’ role as status markers).
A media culture pervaded by
opinions-as-status-markers is a
morally and intellectually corrupt
media culture: one alienated from
popular feeling and which will
encourage popular alienation.
Preaching and moral grandstanding
will pervade it.

The republic campaign revealed
these problems for all to see. If it is
treated as just a one-off aberration,
rather than evidence of much deeper
underlying problems, Australian
democracy and public life will be the
poorer for it.
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From the Executive Director

The Digital TV Rip-Off

N the long history of bla-

tantly protectionist deci-

sions on the media, the

Howard Government’s deci-
sion on digital broadcasting takes the
prize.

The decision will restrict competi-
tion in an industry dominated by media
moguls. It will limit choice and increase
costs to consumers. Most importantly,
it will hinder access to new, converging
technologies. All this to protect the
existing free-to-air TV providers from
competition.

The Government's digital decision,
announced in March 1998, requires all
existing free-to-air broadcasters to com-
mence broadcasting digital TV in met-
ropolitan areas by 1 January 2001—and
in regional areas by 2004—uwhile con-
tinuing to broadcast all material on the
present analogue system to at least 2009.

To assist with the cost of shifting to
a digital system, the Government lent
each of the existing players, free of
charge, 7 megahertz (MHz) of spectrum
for digital broadcasting and allowed
them to rent enough spectrum to con-
tinue the analogue system.

Ensuring the adoption of acommon
format and that all players change as
soon as feasible and at the same time
probably requires some regulation.
Given the forced and costly nature of
the conversion, an incentive in the form
of free spectrum is appropriate.

The Government's gift-giving went
far too far, however. One of the main
benefits of digital technology is that it
allows the broadcasting spectrum to be
used more efficiently. Under the ana-
logue system, a single TV channel re-
quires at least 7 MHz of spectrum (with
considerable further spectrum being
needed as a buffer between channels).
Under the standard definition digital
system, a single channel requires only
about 2 MHz of spectrum (with mini-
mal spectrum required for buffers). The
Government gave existing participants
about 250 per cent more spectrum than
was required to provide the existing
service under a digital system.

MIKE NAHAN

The decision not only gave away a
very valuable asset to corporate inter-
ests—worth at least $600 million—but
effectively locked out the entry of new
competitors over the medium term. A
pro-competitive decision would have
been to give existing players 2 MHz of
spectrum—enough to provide the cur-
rent single channel—and then to have
auctioned the remaining spectrum to
existing players and new entrants.

The Government also mandated
that the existing commercial free-to-air
TV broadcasters adopt spectrum-hungry
high definition television (HDTV)—
something no other country has done—
and prohibited them from providing
multiple TV channels.

The ABC and SBS were again given
special treatment. They do not have to
adopt HDTV and can provide multiple
channels—showing once again that gov-
ernment ownership leads to special treat-
ment. Not that the commercial TV com-
panies are too worried—the public
broadcasters provide little effective com-
petition and, more importantly, are will-
ing to use their clout with government
to help keep out new competitors.

The HDTV mandate will greatly
limit the benefits to consumers of con-
verting to digital TV. Consumers will
receive only four channels instead of 12
or more. To receive the benefits of
HDTYV, consumers will have to buy a
new HDTV set—which is expected to
cost over $8,000—and view material
made using HD format. Yet, for the fore-
seeable future, there will be minimal
content available in HD format, and few

people will be willing or able to fork out
$8,000 for a TV set.

Even consumers who choose not to
buy an HDTV set but wish to access the
digital system will be penalized. In order
to receive a digital signal, an analogue
set must be connected to a decoder.
Whereas a decoder for standard defini-
tion digital format costs around $500, the
decoders for the proposed HDTV are
expected to cost at least $1,500 each.

Obviously few people will bother to
convert to the digital system: most will
simply continue to use the analogue sys-
tem. This will, however, please the ex-
isting players. They already dominate the
analogue system. More importantly, the
analogue system keeps potential com-
petitors at bay by wasting spectrum. The
analogue system requires something like
350 MHz of spectrum—or 90 per cent
of the available spectrum. Until the ana-
logue system is phased out, there is very
limited scope for new players or services.

The Government is now trying to
add another protective layer by regulat-
ing the nature of ‘datacasting’ to prevent
it from resembling broadcasting and so
be a route for new entrants and for com-
petition to the existing free-to-air and
pay TV broadcasters. This will also pre-
vent datacasters from providing serv-
ices—such as Internet access—which
consumers are likely to value very highly:
indeed, from overseas evidence, more
highly than TV services.

The protective layer proposed by the
Government is so perverse that even a
number of the commercial free-to-air
broadcasters—such as Channel 7 and
Jamie Packer—are beginning to have
second thoughts. They are quite rightly
concerned about becoming Antipodean
oddities created by, and whose existence
depends upon, the whims of government
rather than the desires of consumers.

Thankfully, the deal is not stitched
up and the Government is rightly being
ridiculed for its decisions. The Produc-
tivity Commission has also mapped out
an escape route.

The lesson is simple: we have to get
government out of controlling the me-
dia and allow the market—and con-
sumer choice—to rule.

nan
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Up and Down:The Rich,
the Poor and Income

Mobility

BRUCE HEADEY AND RUUD MUFFELS

Western societies are not ‘layer cakes’ where the rich stay rich and the poor stay poor.
They are more like roller-coasters: people go up and down.

OST people think that

Western societies resemble a

layer cake: the rich (the ‘top’

layer) stay rich, the poor stay
poor, and the middle class stay in the
middle. This is far from the truth. The
best evidence we have ever had about
Western societies is now becoming
available from national economic panel
surveys; that is, surveys in which large
national representative samples are in-
terviewed repeatedly over the years to
find out how their lives, incomes and
labour force experiences are changing.

The first of these huge surveys—the
University of Michigan’s Panel Study of
Income Dynamics—began in the
United States in 1968. The first ten
years of evidence showed that despite
annual poverty rates around 7-10 per
cent, only 0.7 per cent had remained
below the American poverty line every
year, with 2.6 per cent being poor in
eight or more years out of ten.! But many
more were at risk of poverty than had
ever been imagined. In those first ten
years, just under a quarter of the popu-
lation were poor at least once. Contrary
to all previous impressions, it appeared
that most poverty was short-term, that
most families who enter poverty soon
leave. The long-term and recurrently
poor certainly existed but they were only
about 5-6 per cent of the population,
heavily concentrated in the black and
Hispanic communities.

Things were much the same at the
top end. The rich—uvery high-income
earners—mostly did not stay rich, al-
though they were a somewhat more sta-
ble group than the poor. It was tempt-
ing to conclude that it was easier to get
rich than to stay rich.
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Reactions to these findings were
mixed. Many economists were
unsurprised. From Adam Smith onwards
they had claimed that capitalism pro-
motes social and economic mobility. In
Australia, advocates of making our la-
bour market more like America’s—of
making it more ‘flexible’ and reducing
union power—welcomed the Michigan
findings (and later confirmatory results)
as supporting their case.

Many sociologists and political sci-
entists, on the other hand, regarded the
findings with incredulity and scorn.
They held a layer-cake view of society;
they believed that deprivation is gener-
ally long-term, even inter-generational.

Contrary to all

previous impres-
sions, it appeared
that most poverty

was short-term

The Michigan results were subjected to
harsh scrutiny. The sample was checked
for representativeness—it passed with
flying colours—and no-one could really
lay a glove on the basic results, although
over the last fifteen years some impor-
tant additions have been made.

In Europe, one reaction was that
maybe the results were correct for the
United States—a less class-based, ‘fron-

tier’ society, which perhaps after all was
as mobile as its celebrants claimed. But
it was still confidently believed that
Europe was different, that in Europe the
layer-cake, or stratification theory of so-
ciety, would prove to be correct. Panel
studies began in two European countries
(West Germany and the Netherlands)
in 1984 and are now beginning to tell a
similar story to the American panel.

In Australia we have no compara-
ble panel but the Federal Government
belatedly announced one this year.
HILDA (Household Income and Labour
Dynamics in Australia) is due to begin
in 2000. A dollar to a cent that Aus-
tralia will eventually be shown to be one
of the most mobile societies of all.

SOCIAL STRATIFICATION
THEORY—THE LAYER CAKE
Sociologists focus most of their atten-
tion on distributional issues; equity and
inequality. (Economists tend to be just
as one-eyed, focused mainly on effi-
ciency.) The basic paradigm of much of
sociology is social stratification theory,
or the layer-cake view of society. This
boils down to three basic propositions:
(1) inequalities (including income in-
equality) are long-term;

(2) inequalities of income, status, power,
health etc are cumulative or mutu-
ally reinforcing (i.e. the same peo-
ple have the best or worst of every-
thing); and

(3) inequalities are substantially due to
family social background.

All three propositions are very much
open to question, but the first is the criti-
cal one. After all, if inequalities turn out
not to be long-term, they are unlikely to

be highly cumulative and family back- »
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ground could not matter very much. The
big panel studies now coming on flow
tell us how long lasting inequalities are.
This article concentrates on income
inequality, but the panels also tell us
about housing, health, social status and
the distribution of employment.

THREE WELFARE-CAPITAL-
ISMS AND THREE NATIONAL
PANELS?

The Swedish political scientist Gosta
Esping-Andersen coined the term ‘wel-
fare-capitalism’ to describe the main fea-
tures of Western political economies®.
He preferred ‘welfare-capitalism’ to just
‘capitalism’ in recognition of the fact
that all Western governments tax and
spend 30-60 per cent of GDP and spend
more than half of the money on welfare
broadly defined—social security, educa-
tion and health. Esping-Andersen then
went on to argue that there are essen-
tially three main types of welfare-capi-
talist state. These three types of state
promote much the same goals or values
but give them different priority. Liberal
welfare-capitalist states—such as the US
and Australia—give priority to eco-
nomic efficiency and growth, and aim
to avoid work disincentives by restrict-
ing most welfare programs only to those
‘in need’. Social democratic states, like
the Scandinavian countries and the
Netherlands, also give high priority to
economic growth, but aim to drastically
reduce poverty and income inequality.
Conservative/corporatist welfare states,
like Germany, France and Italy, give
high priority to growth and to the main-
tenance of social stability, especially
family income stability. Separate social
insurance programs are organized for dif-
ferent sections of the community (pub-
lic servants, blue- and white-collar em-
ployees), which are intended to provide
incomes close to what is normal for the
family when (e.g. due to sickness or un-
employment) breadwinners are unable
to earn their usual market incomes.

By sheer good fortune, the three
countries which happen to have long-
running economic panels have been
more or less the best economic perform-
ers of their welfare-capitalist type in the
last fifteen years. The US has had the
highest economic growth per capita
among liberal regimes and the Nether-
lands among social democratic regimes.
West Germany has been the best per-
former of the large conservative/
corporatist regimes?, although in recent
years the costs of reunification have
been substantial and the growth rate is
now lower than two small corporatist

countries, Austria and Belgium. So the
panel studies give us just about the three
‘best cases’ of welfare-capitalism, and
provide an ideal comparison of regime
performance.

The evidence in this article covers
the decade 1985-94; these being the
latest years for which all the panels are
available.

It is widely believed that the US has
outperformed all European countries
economically in recent years, and this is
often attributed to America’s flexible
labour markets and low welfare state
‘burden’. Well, it is a good idea to be sure
of one’s facts before one tries to explain
them. Table 1 shows that, in the 1985-
94 decade, American economic growth

per capita was much the same as Dutch
and German (although the German re-
sults, but not the Dutch, would look
worse if more recent years were in-
cluded). In the US, rising incomes have
been concentrated at the top end of the
distribution. In the Netherlands and
Germany the gains have been much
more widely distributed (Table 1).

The main international difference
shown here is that, while only just over
half of Americans were better off at the
end of the decade than the start, about
two-thirds of Dutch and Germans
shared in the fruits of growth.

Now what about social mobility and
income mobility in particular? It might
perhaps seem obvious that the Ameri-

Growth per capita over 10 years
Better off in 1994 than 1985

Table 1: The Fruits of Economic Growth 1985-94

us Netherlands ~ Germany

(%) (%) (%)
17.2 19.1 17.4
53.0 66.5 69.9

Sources: Per capita growth: OECD, National income Account, 1960-94, Paris, OECD, 1996.
Estimates of percentages better off in 1994: the three panel surveys.

Per cent of those in fop 20 per cent
in 1985 who were in botiom half of
incomes in 1994

Per cent of those in bottom 20 per cent
in 1985 who were in top half of
incomes in 1994

Sources: the three panels.

Table 2: Income Mobility of Top and Bottom Quintiles (20 Per Cent)
1985-94: Disposable (Equivalent) Incomes

us Netherlands ~ Germany
(%) (%) (%)
14.4 28.8 20.7
18.6 28.5 23.2

Per cent of those in fop 20 per cent
in 1985 who were in bottom half
in 1994

Per cent of those in bottom 20 per cent
in 1985 who were in top half in 1994

Table 3: Earnings Mobility of Prime Age Men (25-59): Top and
Bottom Quintiles (20 Per Cent) 1985-94

Sources: the three panels. Only men in paid employment in both years are included

us Netherlands ~ Germany
(%) (%) (%)
15.8 12.0 4.2
8.1 23.4 9.4
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can liberal economy, with weak unions
and a very flexible labour market, would
foster higher rates of income mobility
(sometimes translated as ‘greater oppor-
tunities to get ahead”) than more regu-
lated economies like the Dutch and
German. Again, the evidence fails to
confirm what appears obvious to free
marketeers. Tables 2 and 3 are based on

The panel studies
give us just about
the ‘best cases’ of
welfare-capitalism,
and provide an
ideal comparison of
... performance

dividing incomes into quintiles (bottom
20 per cent, second 20 per cent ... top
20 per cent). Table 2 looks at dispos-
able household incomes (i.e. incomes
after taxes and benefits) adjusted for
household size.® This gives the best pic-
ture of changes in material standard of
living. Table 3 looks at mobility of in-
dividual (not household) labour market
incomes and the analysis is restricted
to what economists like to call ‘prime
age males’; men between 25 and 59 in
their prime earning years. This restric-
tion, while in some ways unfortunate,
is conventional and avoids problems of
exaggerating mobility by comparing
people with vastly different work his-
tories.

To avoid cumbersome tables, | have
only printed results for people who be-
gan the decade in the top or bottom
quintiles. These groups could be labelled
the initially well-off (although not re-
ally the rich) and the initially poorly-
off (although not exactly the poor). So
the question answered in these tables is:
‘What had happened by the end of the
decade to people who started off at the
top and bottom ends of the income dis-
tribution?

Three results stand out—none of
which could readily have been foretold.
First, there is a high degree of mobility
in all three countries. Second, the so-

cial democratic regime—the Nether-
lands—appears to have the highest rates
of mobility, especially of disposable in-
comes. The conservative/corporatist re-
gime—Germany—seems to display just
as much mobility of disposable incomes
as the American liberal market regime,
although German male earnings are less
volatile. Finally, in all three countries
disposable incomes (standards of living)
are even more volatile than labour earn-
ings.

Family disposable incomes are highly
volatile: the layer-cake view looks sadly
wrong. Think of it this way: if incomes
fluctuated completely randomly, half of
those who started in the bottom quintile
would finish the decade in the top half
of the income distribution ...and vice-
versa. In fact, in all three countries 18—
30 per cent of those who start in the
bottom quintile wind up in the top half,
and 14-30 per cent of those who start
at the top wind up in the bottom half.
In the US and Germany, the well-off are
a somewhat more stable group than the
poorly-off, although in the Netherlands
both groups are highly volatile. It seems
clear that all three types of welfare-capi-
talist society are highly dynamic: very
much societies in flux.

One reason the poor are a highly
volatile group is that government ben-
efits lift many families out of poverty.
In the Netherlands, where government
benefits are most generous, only 19 per
cent of those who become poor (using
the OECD’s semi-official definition of
poverty) are still in poverty two years
later.® In Germany, the comparable fig-
ure is 34 per cent. In the US, most peo-
ple of working age who escape poverty
do so through the labour market rather
than with government help. Even there,
however, only 43 per cent of people re-
main poor after two years. So most pov-
erty in all these societies is short-term.”
In absolute terms, however, quite large
numbers of people are persistently or
long-term poor, and persistent poverty
is gradually increasing due to long-term
unemployment. To escape poverty, these
people need labour market assistance,
not just cash benefits.

The international comparisons in
Tables 2 and 3 make it appear that the
Netherlands, with its huge welfare state
alongside its efficient economy, pro-
motes considerably greater income mo-
bility than the US—disposable income
mobility appears nearly twice as high.
There is more than one way of measur-
ing mobility, however. Our tables show
changes in people’s relative positions in
the income distribution. But the

American distribution is a great deal
more dispersed (less equal) than the
Dutch and German, and if one takes
this into account by measuring income
shifts as a proportion of median income,
then it appears that American incomes
are a bit more volatile than German
and not much different from Dutch.
Still, this is not to gainsay the evidence
in Tables 2 and 3; both the relative
change and absolute change perspec-
tives are valid.

Family disposable incomes are even
more subject to change than individual
labour earnings because they are
affected by family changes and govern-
ment intervention, as well as the ups
and downs of the labour market. Peo-
ple’s labour earnings tend to keep ris-
ing until their early fifties and then
decline towards retirement. Family
changes—children, divorce, re-part-
nering—increase or decrease the
number of mouths to feed. And the gov-
ernment intervenes by heavily taxing
small well-off families and heavily sup-
porting large poor families.

No panel study has ever followed a
national sample throughout entire life-
times. By extrapolating from panels and
other surveys, it is, however, possible
through computer simulation to esti-
mate lifetime income mobility and
hence lifetime income inequality. Many
commentators would probably be aston-

Over a lifetime, the
ratio of the top 10
per cent’s income
to the bottom 10
per cent’s income
... Is only two or
three to one

ished to learn that, over a lifetime, the
ratio of the top 10 per cent’s income to
the bottom 10 per cent’s in most West-
ern countries is only two or three to one.
This compares with an annual income
ratio of ten or fifteen to one. So life-
time income distribution in our socie-

ties could be seen as already quite equal. »
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INTERNATIONAL SIMILARITIES
AND DIFFERENCES—POLICY
IMPLICATIONS

Evidence from the US, the Netherlands
and Germany shows that these ‘best
cases’ (not typical cases) of welfare-capi-
talism have important similarities as well
as important differences. Contrary to
views quite widely held in Australia,
income and labour earnings mobility are
not a special feature of the US economy.
All three countries have high rates of
mobility. Also, all three countries have
enjoyed fairly good and quite similar
rates of per capita economic growth for
most of the 1980s and 1990s. The US is
not way ahead of the field, as is often
claimed.

The two European countries do dif-
fer from the US in other respects. For at
least the last 20 years, the fruits of eco-
nomic growth have been much more
widely and equally shared than in the
US. In the US, barely more than half
the population have become better off
in this period. Large majorities have
moved ahead in Europe.

The other big difference is in em-
ployment and working hours. But even
here the favourable picture usually given
of the US needs revision. It is true that
American employment levels, for
women as well as men, are higher than
in Europe, and unemployment is lower
than in most European countries (al-
though not lower than in the Nether-
lands). But there is another side to the
story. The typical American employee
works his (or her) butt off. Americans
average about 2000 working hours per
year and only get two weeks’ holiday.®
Dutch and German employees work
only about 1400 and 1500 hours a year
respectively (one quarter less!) and get
four to six weeks’ holiday. (The higher
American hours of work also mean com-
mensurately higher average incomes.)

Most people would probably feel that
high levels of employment and low un-
employment are desirable, but work is
surely not such an unambiguous good
that we can simply say, as presumably
we would of income, ‘the more the bet-
ter’. America’s flexible labour market
should probably be credited with gener-
ating high levels of employment, but
also with generating chronic overwork.
Certainly, many Americans report in
surveys that they wish they had more
leisure and less work.

So, Australian advocates of an
American-style labour market, some of
whom are to be found in the Common-
wealth Government, may be advocat-
ing a mixed blessing. The US economy

generates more employment but not
higher growth than leading European
economies. The fruits of growth are
more equally shared in Europe and peo-
ple have more leisure.

NOTES

1 Greg J. Duncan, Years of Poverty,
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4 Results in this paper refer to West
Germany only, not united Germany.
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data are not yet available.

5 The income measure is so-called
‘equivalent income’. Following
OECD practice, household incomes
are equivalized by counting the first
adult in the household as one unit,
other adults as 0.5, and children as
0.3. This has the effect of adjusting
for economies of scale in larger
households. The procedure is some-
what arbitrary but is clearly prefer-
able to making no adjustment and
thus assuming that large and small
households with the same income
have equal standards of living.

6 Households are defined as poor if
their equivalent income is less than
half of median equivalentincome in
the society in which they live.
Clearly this is a relative rather than
an absolute definition of poverty.

7 An apparent paradox is that, at any
given moment, a majority of the
poor are long-term poor. The reso-
lution of the paradox is that, the
longer one remains in poverty, the
less likely it is that one will escape.
So, although most people who en-
ter poverty leave within two years,
the accumulation of long-termers is
such that a majority of the poor are
in this group.
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OECD, 1998.
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Musing. ...

The Meaning
of Poverty

MICHAEL WARBY

‘Poverty’ has come to be a classic ex-
ample of how different people use
the same word in different ways. To
most people, poverty involves some
sense of genuine deprivation. That
is what gives the term its bite, why
it seems particularly shameful to be
told that large numbers of Austral-
ians are living in poverty.

But ‘poverty’ has come to be a
term of art, meaning an unaccept-
able level of inequality, thereby en-
listing general sentiment against
poverty in the argument against in-
equality. It is claimed that there is
no real concept of absolute poverty,
that poverty is always relative to the
society in which it occurs.

Suppose you were told about a
group of households of whom 72 per
cent owned washing machines, 50
per cent clothes dryers, 20 per cent
dishwashers, 98 per cent refrigera-
tors, 29 per cent freezers, 98 per cent
stoves, 60 per cent microwaves, 93
per cent colour TVs, 60 per cent
VCRs, 7 per cent PCs, 78 per cent
telephones, 50 per cent air condi-
tioners and 72 per cent one or more
cars. Would you call them poor?
According to the official US defini-
tion of poverty they are—that is the
profile of ownership by ‘poor’ Ameri-
can households in 1994. (And the
US attempts to define ‘poverty’ in
absolute terms as three times the in-
come required to provide a nutri-
tionally balanced diet.)

‘Poor’” Americans have a higher
rate of ownership of most consumer
durables than was the middle-class
standard in 1971 with the exception
of cars (US average 80 per cent in
1971), telephones (93 per cent) and
freezers (32 per cent). Yet we are told
that the American rate of poverty
barely declined over that period.

Is this a usage of ‘poverty’ that
connects in any way with the expe-
rience of, say, a Calcutta slum
dweller?

Michael Warby is Editor of the IPA Review.
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It's Official: Greenpeace
Serves No Public Purpose

ROGER BATE

O less a green haven than
Canada has dealt the Dutch-
based environmentalist
group Greenpeace a massive
blow to its credibility and fundraising ef-
forts by denying it the charitable status it
had sought for a decade. Revenue Canada,
the tax-collecting arm of the government,
has refused to recognize the new
Greenpeace Environmental Foundation as
a charity, saying its activities have ‘no pub-
lic benefit’ and that lobbying to shut down
industries could send people ‘into poverty'.

By doing this, Revenue Canada has
performed a useful service. Its decision has
sent a strong signal to the world’s green
pressure groups that their tax and other
benefits resulting from their status as
‘charities’ deserve reconsideration.
Canada is the first country to implicitly
recognize Greenpeace as the most success-
ful of the multinational anxiety corpora-
tions. Whether any EU country has the
guts to follow Canada’s lead, and strip
Greenpeace of its charitable fagade, is,
alas, another matter.

Greenpeace was launched in Vancou-
ver nearly 30 years ago with an anti-nu-
clear ‘Don’t Make a Wave’ campaign and
was registered as a charity in 1976. Since
then it has grown into a multinational,
multi-million-dollar operation devoted to
promoting green causes around the world.
Butin 1989, Greenpeace lost its Canadian
charitable status amid concerns that it was
not a true charity—that is, that it was not
providing a discernible benefit to the pub-
lic. As such, Greenpeace was no longer
able to claim tax exemption on its rev-
enues and donors could not claim deduc-
tions, which resulted in some donors
switching to real charities that did give
tax breaks.

The organization responded by setting
up the Greenpeace Canada Charitable
Foundation, legally (thought not really
functionally) distinct from Greenpeace.
But according to court records made pub-
lic in June by John Duncan, the Reform
MP from British Columbia, the federal
charities division found the group’s activi-
ties ‘have not complied with the law’ on
charitable organizations:
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This opinion resulted from an audit

which raised serious concerns about

the charity’s compliance with the In-
come Tax Act. The audit revealed that

the charity had failed to devote all its

resources to charitable activities ...

Of particular concern were the finan-
cial links between Greenpeace Interna-
tional and Greenpeace Canada. Hundreds
of thousands of dollars were transferred
between the organizations, which may vio-
late Canadian laws on charitable activi-
ties. Officials were also concerned because
the charity appeared to be a fund-raising
conduit for Greenpeace, which is not per-
mitted in Canada.

Whether any EU coun-
try has the guts to
follow Canada’s lead,
and strip Greenpeace
of its charitable facade
is ... another matter

Consequently, the second Greenpeace
venture lost its charitable status in 1995.
The group launched a court appeal, which
was dismissed in September 1998. But, by
then, a new charity called the Greenpeace
Environmental Foundation had sprung
forth like the regenerated head of a hy-
dra. Revenue Canada called the latest
charity ‘a convenient way to avoid the
consequences’ of its past troubled chari-
ties and declined to register the group.
Greenpeace appealed against the decision
but eventually threw in the towel.

Revenue Canada explains that preserv-
ing the environment is recognized as a
charitable activity, but that the
Greenpeace foundation does not qualify
because its stated purpose is ‘public aware-

ness’. According to a spokesman from Rev-

enue Canada, this poses a problem since
we have no evidence that the distri-
bution to the public of a pamphlet on,

for example, the destruction of forests

(along the Amazon or the B.C. coast)

or on the various pollutants emanat-

ing from smokestacks has any measur-

able impact on the environment.

Itis widely believed, however, that the
decision against Greenpeace has more to
do with its extensive lobbying against
Canadian forestry exports, than Revenue
Canada’s ‘public awareness’ issue.

Without charitable status, Greenpeace
cannot offer tax receipts to its donors. The
Canadian Greenpeace Charitable Foun-
dation is already running at a loss (over
$250,000 in 1996-97 and slightly less last
year), and non-tax exempt donations will
be harder to come by in the future.

Greenpeace made light of the Cana-
dian decision, however. ‘I don’t think
Greenpeace is going to be made a charita-
ble organization, and we seem to be doing
okay without charitable status,’ said Peter
Tabuns, Greenpeace’s Canadian executive
director. Mr Tabuns can be sanguine about
the decision since the financial dealings
described by Revenue Canada suggest that
Greenpeace’s Canadian operations are in-
creasingly being funded from its much
richer European operation. Greenpeace
world-wide receives over two-thirds of its
funding from Germany and the Nether-
lands, and Canada does not appear on
Greenpeace’s summary chart of donations
(but it does appear on the expenditure
chartin recent years). Therefore, Revenue
Canada’s decision will not cause a big cut
in Greenpeace’s global coffers.

Nevertheless, Canadians seem less in-
clined these days to go along with
Greenpeace crusades. In an effort to cur-
tail Canada’s lucrative logging business,
activists placed a giant sign for Home
Depot, the United States-based hardware
giant, in arecently logged area, which they
claim was ancient forest, north of Vancou-
ver. The group then issued a statement
calling Home Depot a ‘major player in the
destruction of the world’s remaining an-

cient forests’. Such rhetoric no longer »
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seems to appeal to Canadians since dona-
tions to the Greenpeace charity had fallen
by 15 per cent in 1997, the last year of
published financial records. Furthermore,
many politicians who initially welcomed
environmental sentiments have become
inured to the scaremongering and have
decided not to oppose the Reform Party’s
anti-Greenpeace stand.

There is plenty of ‘clear blue water’
between Canada and Europe, however.
Greenpeace’s European operations are far
wealthier and receive the blessing of most
of Europe’s left-wing governments.
Greenpeace has mounted its most success-
ful campaigns in Europe, where politicians
abhor confrontation with pressure groups
and try to appease them as much as possi-
ble. French attitudes have softened since
1985, when their secret service blew up
the Greenpeace ship Rainbow Warrior in
Auckland Harbour. To be fair, European
politicians are not given much support by
business, which is becoming increasingly
defensive, or the media, which thrive on
scare stories.

Such official deference—the assump-
tion that Greenpeace is always on the side
of angels—looks increasingly out of touch.
The recent Greenpeace campaigns against
PVC plasticizers and dioxins in Belgian
chickens did a disservice to the public in
obscuring the scientific evidence and fo-
menting the kind of panic that harms the
public good and hurts consumers in the
long run, since it unnecessarily raises pro-
ducer costs. It was hard to find a single news
story that mentioned the concentration of
the alleged contamination—a fundamen-
tal scientific point, if the allegations of a
threat to human health were to have any
validity. In fact, dioxin and other
organochlorine compounds may cause can-
cer when fed to laboratory rats in massive
concentrations, but have no observable
effect on humans at the actual levels found.

Perhaps we will have to wait for
Greenpeace-inspired environmental regu-
lations to cause even greater European
unemployment and unrest before our poli-
ticians follow the Canadian government’s
example. Environmental multinationals
such as Greenpeace should be free to pur-
sue their agenda in democratic society—
but it's time governments stopped giving
this particular lobby preferential treat-
ment.

NOTE
This article originally appeared in the
Wall Street Journal Europe on 22 July 1999.

Roger Bate is Director of the Environment Unit at
the Institute of Economic Affairs.

Forestry: Beyond
One-Liners

WILSON TUCKEY

HEN politicians choose

populism over good policy,

they are rightly criticized.

When they support good
policy over populism they are accused
of ignoring the ‘will of the people’.
This is the dilemma surrounding for-
est issues.

Forests and the products they pro-
vide are one of the few renewable re-
sources that are also recyclable and
biodegradable, posing no environmen-
tal threat in that process. World de-
mand is increasing and the science of
forest management has the history of
many millennia to support its prac-
tices.

To set the scene, consider the fol-
lowing. Of all the wood consumed in
the world:
= 54 per cent is consumed in cook-

ing and heating fires;
= 28 per cent goes to saw mills; and
< 13 per cent to pulp and paper pro-

duction.

Australians consume 20 million cubic
metres per annum of forest products.
We import 7.3 million cubic metres
of that demand. Our major forest prod-
uct exports are unprocessed wood be-
cause we have been unable to provide
investors with the resource security
necessary to develop processing facili-
ties in our own country. The net dol-
lar cost to Australia is around $1.5 bil-
lion per annum when measured as a
trade deficit.

That 7.3 million cubic metres of
finished forest products represents ap-
proximately 20 million cubic metres
of trees from other nations’ forests.

Australians consume 175 kg per
capita per annum of paper products,
with 55 kg of that total represented
by quality papers such as photocopy-
ing paper. 270 million Americans use
350 kg of paper per capita, per annum.
The 1.3 billion Chinese in the Peo-
ple’s Republic of China use 30 kg per
capita per annum. Historical data
show that consumption of forest prod-

ucts increases proportionately with the
growth of per capita income.

In a recent ABARE report, Forest
Plantations on Cleared Agricultural Land
in Australia, some further significant
figures were presented:
= based on studies of long-term de-

mand and supply of wood, the av-

erage global consumption of wood,
excluding fuel wood, will increase
at about 1-2 per cent per annum
over the coming decades;

= consumption is projected to in-
crease from 1.7 billion cubic me-
tres in 1995 to 2.3 billion cubic

metres by 2045;
= the use of pulpwood is expected to

increase by 90 per cent between

1995 and 2045 to 1.33 billion cu-

bic metres; and
= engineered products, such as wood-

based panels and glue-laminated
boards and beams, are being sub-
stituted for solid wood products.

World production of wood-based

panels rose by 80 per cent over the

decade to 1996-97 while produc-

tion of solid wood products de-

clined.
Clearly, people prefer wood for con-
struction and decorative reasons. In
the USA, the DIY hardware ware-
house chain Home Depot achieves 15
per cent of its annual US$30 billion
turnover from timber products.

Australia has the third highest
amount of forest per capita in the
world—so we should be able to sup-
ply our own needs, provide sustainable
value-added products for export and
take some pressure off those forests in
the world which are subject to threat.

Forests in Australia are ancient,
the trees therein are not. A typical tall
eucalypt will enter senescence at age
250 and will probably die completely
by age 300, although, of course, there
are particular trees which live longer.

The Australian eucalypt was not
originally the dominant species in our
ancient forest but has developed in an
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environment of major disturbance, in-
cluding relatively recent (in histori-
cal terms) Aboriginal burning. This
history of development of eucalypts
means that we can, and must, man-
age them with flexible and adaptive
arrangements to conserve them prop-
erly. This includes reservation of some
areas and active management and har-
vesting of others.

Europeans and other wood-using
communities in both the Northern
and Southern Hemispheres have de-
veloped techniques of tree harvesting
to maintain a healthy forest while sup-
plying society’s needs. The evidence
of their success is to be found around
the world where such practices have
been refined over thousands of years
and healthy productive forests con-
tinue to exist. A striking example in
Australia is most of the forests border-
ing the Pacific Highway from Sydney
to well past Coffs Harbour. These are
largely public forests managed for pro-
duction and conservation over the
past hundred or so years, seen by mil-
lions each year as they drive past.

The forested areas of the Earth
have been reduced. This is the result
of land clearing for urban and agricul-
tural activities. Production forestry
does not result in the reduction of the
forest estate. In fact, the National For-
est Inventory shows us that in Aus-
tralia the area of forest is increasing.
We have more forest now than we had
a decade ago and we will have more
forest in 10 years than we have now,
even with a production forestry re-
gime.

The fact that seems to escape many
people is that a forest is a good place
to grow a tree—and if cut down, they
do grow back, though not if they are
covered by concrete or asphalt.

Converting forest and trees to the
products we humans require can be
wasteful. We require rectangular
shapes but trees persist in growing
round and not necessarily straight.
Trees become hosts to insects and
fungi which rot their insides and they
crack with old age. All this creates saw
mill residues and forest rejects.

Past practice was to burn it until
the world discovered that eucalypt fi-
bre was the best for quality paper
manufacture. Technology also deliv-
ered manufactured wood products us-
ing residues and waste. Suddenly we
had an economic use for such waste
called ‘woodchips’ for further process-
ing.

RENMIOED

THE VALUES OF FORESTS
Australia’s forest products industry
employs some 84,000 people and al-
though, like all other industries, it has
suffered job cuts arising from technol-
ogy and mechanization, its contribu-
tion to employment in regional Aus-
tralia is significant.

Contrary to popular claims, small
to medium size sawmillers and con-
tractors provide much of that vital re-
gional employment. Big business is
also involved in forestry, but increas-
ingly in the plantations area.

In summary, Australian forests
have been shaped by a high level of
human intervention and prosper in
that situation provided they are al-
lowed to regrow. Their products are
in increasing demand and those who
harvest and process their products in
Australia do so to world standards of

The fact that
seems to escape
many people is
that a forest is a
good place to
grow a tree

efficiency and sustainable practices,
receiving practically no trade or tariff
assistance.

To ensure that this industry and its
valuable resource were properly ad-
ministered, the then Federal Labor
Government in 1992 produced a com-
prehensive policy that was subse-
quently endorsed by all State and Ter-
ritory governments and successive
governments of both persuasions.

It is called the National Forest
Policy Statement (NFPS) and one of
the initiatives under that Statement
is to conduct Comprehensive Re-
gional Assessments leading to the de-
velopment of Regional Forest Agree-
ments. This RFA process has received
$200 million of Federal funding and
substantial matching contributions
from the States.

Of the Commonwealth funding,
$100 million was allocated to scien-
tific research and a process of publi-

cizing and consulting with people in
the respective regions. In anticipation
that the RFA outcomes could affect
harvesting levels, $100 million was set
aside to assist the industry to develop
and adjust—this included the provi-
sion of compensation elements focused
on business exit and worker assistance.
What does this RFA process do? It
requires government action—through
the formal Regional Forest Agree-
ments signed between individual
States and the Commonwealth—to
provide for:
= a comprehensive, adequate and
representative reserve system;
< an internationally competitive
timber industry; and

= ecologically-sustainable forest
management across the whole of
the forest estate—including pro-
duction areas.

The Agreements are developed
following a rigorous scientific analy-
sis of the environmental, heritage, so-
cial and economic values of each re-
gion. In terms of environmental pro-
tection, scientific advice was commis-
sioned and considered resulting in a
set of nationally agreed reserve crite-
ria known as the JANIS criteria.

These criteria define the require-
ments for a comprehensive, adequate
and representative reserve system for
Australia. Their purpose is to provide
an objective basis for ensuring the
conservation of biological diversity
and other values within the reserve
system. These criteria include objec-
tives to achieve reservation of 60 per
cent of existing old growth forest and
15 per cent of the pre-1750 complete
forest biodiversity.

The 15 per cent of pre-1750
biodiversity far exceeds the interna-
tional level of 10 per cent of remain-
ing forest established by the Interna-
tional Union for the Conservation of
Nature (IUCN) and recognized by in-
ternational conservation groups. That
is, we have set ourselves and achieved
afar harder target than that advocated
by the green movement for all coun-
tries in the world.

Over the past three years, the
Howard Government has delivered on
the RFA process and is on track to fin-
ish RFAs for all major forest regions
in Australia by the end of this year.
Already six RFAs have been com-
pleted resulting in:
= areserve system of some 5.4 million

hectares across the 6 regions, equiva-

lent to around a third of the whole

geographic area of those regions; and »
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= initial investment proposals of
around $100 million by private-
sector businesses built on the cer-
tainty provided under the RFAs
and potential industry develop-
ment assistance.

These are tremendous outcomes. They

deserve acknowledgment and recog-

nition.

I ask myself the question why good
bipartisan policy—well-backed by re-
search and internationally acknowl-
edged for its environmental creden-
tials, delivering increased forest re-
serves, jobs, economic benefits and fu-
ture potential—is still regularly at-
tacked as meeting none of the above?

How could this be so, particularly
in my home State of WA, which alone
has failed to stick with the outcomes
of its RFA?

The reason for this is twofold. In
WA, there was a political situation
where the Opposition in State Parlia-
ment abandoned its own policy stance
in order to oppose outright the RFA.
This has not happened in any other
State to date.

The RFA was also opposed from
within the Court Government with
the West Australian Nationals pub-
licly calling for changes to the RFA
after its signing. So at the political
level, the RFA in WA was under-
mined internally.

The politicians decided to respond
to the will of the people. The people
were influenced by a clever publicity
campaign. As a result, Premier Court
became the first example of a living
heart donor. | have circulated articles
on how the WA media were con-
vinced to sell a package that totally
lacked substance and which has re-
sulted in considerable and unnecessary
human misery—at least in so far as one
RFA is concerned.

Retired Editor-in-Chief of The
West Australian newspaper Bob
Cronin, in his contribution in The
Australian on 12 August 1999, pre-
sented his analysis of the forest debate
by claiming that the opponents of the
NFPS simply ran a campaign based on
‘one-liners’ and conflict. This, Cronin
argued, is a most attractive scenario
to modern-day journalism. He infers
that green activists were at great pains
not to confuse journalists with exten-
sive detail or facts. Cronin said that
the profession in WA bought the pitch
and communicated the story.

The ‘one-liners’ included such
claims as the RFA process was ‘funda-
mentally flawed’ recited on 3 Septem-

ber on 4QR by the new Democrat
Senator Greig: a classic example of
saying nothing but delivering a pow-
erful message.!

For television, it’s the last tree in
sight falling majestically into an area
of devastation to the whine of the
chain saw.

For print and radio, how often does
the statement, ‘we have too much sa-
linity already’ go unchallenged when
made in the context of the forest de-
bate? When there is no salinity in our
production forest nor any potential
where regeneration occurs. How often
does the statement ‘Australia has al-
ready had 126 fauna species become
extinct’ go unchallenged when no
extinctions have been caused by, or
within, production forestry? The fox
and the cat are the predators, not the
chainsaw.

Kangaroos
happily inhabit
golf courses but
apparently not a
regrowth or clear
felled forest

We hear that ‘birds and animals
will not return to forest regrowth’. |
live in the biggest clear fell in WA:
it’s called the Perth metropolitan area.
My block has two large regrowth Euca-
lypts that play host to a large variety
of birds. Kangaroos happily inhabit
golf courses but apparently not a
regrowth or clear felled forest.

The most powerful myth is that the
Australian tall forest is disappearing,
whereas it is in fact expanding.

The last one-liner is allegations of
secrecy. The RFA process is one of the
most open and consultative processes
conducted by governments where an
enormous amount of material associ-
ated with the RFA process and the fi-
nal RFA documents and maps are pub-
licly available on the Internet and
through the post. They are also con-
sistent with each other in relation to
the NFPS.

There is, however, a great chal-
lenge for all communication profes-
sionals to reflect on and to face. If you
content yourself with the option of
treating populist one-liners as gospel
without adequate research and/or jour-
nalistic rigour, then the result will be
economic and social misery for a large
group of defenceless people whose
only ‘sin’ is to work in a renewable
industry which harvests trees—and
then regrows them.

I make no apology for standing up
for these industries and the commu-
nities that support them—oparticularly
given the conflict and anguish that
they have had to endure. The RFA
agreements should be backed by Com-
monwealth and State legislation—
such as Tasmania’s existing legislation
and the Commonwealth RFA Bill
passed by the House of Representa-
tives. While the RFAs are about pro-
viding certainty to those involved in
native forest businesses, this govern-
ment is also delivering additional re-
sources through plantations and farm
forestry.

CONCLUSION

The forest products indust