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PART I.—STATE BORROWING.
The success of young colonies, such as those of Aus-

tralia, has, in a large measure been due to the sacrifices

which the earlier pioneers made, from time to time, in

making timely prevision for the opening up of Aus-
tralia's vast virgin lands, by means of roads, railways,

bridges, jetties, harbours, etc., in advance of actual

occupation or settlement.

To any thoughtful person it is obvious, at the initial

stage of a colony's history, it would be impossible to

construct such costly undertakings without the aid of

foreign capital.

Since the year 1S42 the six states of Australia have

practically entered into partnership with foreign capi-

talists in this important work of providing railways,

roads, bridges, harbours, in advance of further settle-

ment, and in no other way would it be possible to have

succeeded in making the outlay of £240,149,727, in a

period of 64 years, or at the rate of £5,024,000 per

annum.

The following is a brief statement showing how this

large amount of borrowed capital was invested :

—

HOW BORROWED CAPITAL WAS INVESTED BY THE
STATES.

Invested in

Railways and Tramways
Telegraphs
Roads, Bridges, Lights, Harbours, etc.

Water Supply and Sewerage
Defences
Other Public Works and Services
Unexpended balance
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Has Australia benefited by this Borrowing of

£240,149,727, 'or, what may be more properly termed—
Taking into Partnership a Foreign Capitalist in a pro-
fitable undertaking?

The best answer to this query is to contrast the year

1870 with the year 1906-7, within which time the bulk
of the Debt was contracted, as shown in the following
table :

—

Particulars.
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trasted with the former period, has in every way so
markedly improved.

It may be of advantage to summarise some of the

features which have led to this most satisfactory

result :

—

SUMMARY OF RESULTS.

POPULATION.—The population has increased from
1.65 millions to 4.19 millions, or 2.59 fold.

TOTAL EXTERNAL TRADE.—The total Imports
and Exports (Ex-Australian) has increased from
36.09 million pounds to 114.52 million pounds, or

3.17 fold.

RAILWAYS:—
MILEAGE WORKING.—The miles open of Rail-

ways in the six States has increased from 994 miles

to 14,067 miles, or 14.15 fold.

CAPITAL INVESTED.—The capital invested in

construction and equipment of State Government
lines has increased from 9.82 million pounds to

140.70 million pounds, or 7.63 fold.

PROFIT ON WORKING.—The profit on working
all State Railways has increased from 5s. 7d. per

•head to 30s. id., or 5.39 fold.

INTEREST BURDEN ON STATE DEBTS.—The
interest burden on all State debts increased from
17s. 3d. per head to 41s. iod., or 2.43 fold.

INTEREST BURDEN ON ALL STATE DEBTS,
LESS amount from profit on the working of State

railways alone, increased from ns. 7d. per head to

us. gd., or increase of 2d. per head.

Notwithstanding that Total Interest Burden on all

State debts has increased by 24s. 8d. per head, such has

been the increase in the profitable working of the State

railways alone—viz., 24s. 6d. per head—that the total in-

terest burden connected with the Total Debt of 240.14

million pounds has only been raised by 2d. per head.

That is, the profits to the State Treasuries from work-
ing railways (apart from the immeasurable material

benefit of opening up the lands by the cheap and rapid

mode of transit and communication have already almost

wholly wiped off the taxpayers' interest burden on the
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whole of the accumulated unredeemed Debt of 240.14
million pounds.

The fundamental error in the views of certain critics,

who lack expert knowledge of matters pertaining to the

economics of State finance as applied to the Australian

States, is the evident common failure to appreciate the

scope of the functions of the general governments of

the various States of Australia as compared with those
of the United Kingdom, and fail to discern the impor-
tant distinction between debts incurred for purposes of

protection or aggressive warfare and capital invest-

ments (also bearing the name Public Debt) incurred
and expended in improving and permanently enhancing
the value of the Public estate by means of railways,

roads, and harbours. In the self-governing States of

Australia, the scope of general government—owing to

the peculiar conditions of lands thinly populated with
vast undeveloped areas—embraces many functions

which, in the earlier stages of development, would be
impossible to resign either to local bodies or to private

enterprise as in the older more densely-populated
countries.

Unless this fundamental distinction of the scope of

the general government in old and new countries be
thoroughly considered and allowed for, all comparisons
relating to the proportion and Cost of Public Services

and public debt between countries so differently con-

ditioned would be worse than useless. In the United
Kingdom the greater part of these services (70.89 per
cent.) is left to private enterprise (railways) and to local

government.

Only 29.11 per cent, of the Total Debt for all such
purposes in the United Kingdom comes directly within

the scope of the revenue and expenditure of the Im-
perial Government. In Australia as much as 93.74 per
cent, of such functions come directly within the scope
of the responsibility of the general government of the

various States.

This is best appreciated by contrasting the propor-
tion of Loans or Capital expenditure incurred under the

general functions of government in respect of special

public works and services in Australia and the United
Kingdom, as in the accompanying corporation table :

—
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It does not require much knowledge of industrial

economy to realise the fact that the wealth of any
country is greatly multiplied by the introduction of

machinery, which facilitates the fresh creation of pro-

ducts or diminishes the cost of production or transport.

All the hopes of economists for the amelioration and
improvement of the material condition of a people de-

pend upon such agencies increasing at the initial stage

at a greater ratio than population, and even at a later

stage, as in the United Kingdom, the investments in

extending its railways and other public works of local

bodies during the last four years increased from
£1,623 to 1,885.2 million pounds, or at the rate of £65.5

million pounds per year, equivalent to 30s. 8d. per

head per year. Australia, which is still in the initial

stage of development, has, in similar investments, only

increased during the same period from 222.87 million

pounds to 240.14 million pounds, or at the rate of 4.31

million pounds per year, equivalent to 24s. 8d. per head
per year. Taking all these matters into consideration,

it is clearly demonstrated that Australia's Capital in-

vestments in Railway construction and other Permanent
Public Works are, in relation to her initial stage of de-

velopment of an area nearly as large as Europe, and
also in relation to her population, progressing at a

much slower rate than the United Kingdom, which long
ago had advanced to a high stage in all equipment of

this nature.

THE IMMEASURABLE INDIRECT BENEFITS
OF RAILWAYS.

It is also a very common fallacy to assume, as some
do, that the only object which the several State Govern-
ments of Australia had in view in opening up the

country By means of railways was confined to the direct

profit which they might possibly receive into the State

revenues from the net receipts of the railways, them-
selves regarded as private undertakings ; that is the only

view they can take of the vast wealt'h-producing in-

fluence of railways to a country is restricted to the

petty consideration as to how far the extension if Rail-

ways benefit the Railway carrier, as such. If the mere
receipts from freight cover working expenses and the
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interest on borrowed or invested Capital, the Railways,

according to this restrictive view, arc productive; if the

working receipts fail immediately to wholly cover both

charges, they are deemed to be unproductive, a loss to

the country, and a menace to its financial stability. This

reasoning is obviously faulty.

To the Country as a State, or to its Producing In-

dustries or Consumers, the whole of the freight charges

of a Railway, regarded as an item of State revenue

—

even though covering working -expenses and interest on
Capital—form the merest fleabite as compared with the

actual immeasurable indirect value, added to the

country's wealth-producing industries.

The principal additions to the wealth of the country
due to Railways are derived as follows :

—

(i). By the saving of time and of cost of transit.

(2). By giving commercial value to vast natural

products hitherto lacking value, owing to lack

of cheap modes of transit.

(3). By the impetus given to the creation of fresh

wealth in areas formerly barren or unproduc-
tive.

To estimate the " Wealth of Exchange " added to

any country—especially a State with vast areas of virgin

soils—would be a difficult matter. We may know this

wealth to be great in itself, and vastly of greater im-

portance than the possible revenues of the Railway in

itself as an undertaking, but we have no direct means
of ascertaining its value quantitatively. Items (2) and

(3) can only be vaguely guessed at. But the wealth and
other advantages gained by saving time and labour (1)

through the improvement in means of transport can be

very closely approximated.

The gain from this hidden cause, although of neces-

sity not seen in the receipts of the Railway regarded

as an undertaking, becomes at once apparent when we
try to realise the difference in cost of transport as be-

tween the Railways now in operation and the more im-

perfect means in common use on bad roads prior to

their introduction.
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Prior to the opening up of the States' lands and the

Loans expenditure on Roads, Bridges, and Harbours,
the expenditure of time and labour in effecting the

necessary transport between points of production and
centres of population and ports of trade was very great.

Even in the limited areas when macadamised roads

existed, the cost of transit formed a heavy tax upon
either reproducer or consumer, or both, accordingly as

the product was intended for foreign or local consump-
tion.

This aspect of the case was carefully investigated in

Tasmania by the writer soon after its first Railway (the

Launceston and Deloraine Railway) was opened for

traffic in February, 1871. It was found that prior to

regular daily timed service, and the consequent reduced

carriers' freights forced upon the latter by the Railway
competition, the average for carriers and coaches
throughout the State averaged as follows :

—

Carriers & Current
Coacnes prior Charges Decrease. .

to 1870. (Govt. Rys.)

d. d. d. percent.

Average Fare per Passenger

per Mile 2-92 106 i"S6 6370

Average Freight per Ton per

Mile of goods of all

Descriptions io-oo 182 8*i8 81*80

The true interpretation of this remarkable reduction

in cost of transit within a very brief period is simply

this: t'hat for every £1 now obtained as gross receipts,

there is a hidden value saved to either producers or

consumers of the Country of at least £2, apart from the

actual profits of the Railway as an undertaking.

Let us now make an estimate of what this hidden

value of railway speedy and cheaper transits means to

the States of Australia from the working of State rail-

ways in the year 1906-7.

In this year there were open for traffic 14.232^

miles of railway, whose Capital Construction and Equip-

ment amounted to £140.707474.
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railways alone—viz., 24s. 6d. per head in the year 1906-

7, that the total interest burden on all State Debts,
amounting to £240,149,727, has only been raised by the

insignificant sum of twopence per head of the popula-
tion.

This means (apart from the immeasurable material

benefit of opening up the hitherto waste lands by the

cheap and rapid mode of transit) the surplus profit to

the State Treasuries from railway profits alone now
practically has wiped off the taxpayers' interest burden
on the whole of the existing unredeemed Public Debt of

£240,000,000.

The question now to ask of all panic-struck pessi-

mists, or " foes of our own household," is, Would the

present population, with its relatively high standard of

living and its vastly increased wealth, have existed had
the " retrenchment and ruin " scare of the year 1870
succeeded in forcing upon the Colonies at that time the

retrograde cry of ' No borrowing " and " Retrench-
ment " ?

Those who answer this question in the affirmative

are, indeed, dangerous advisers on financial and eco-

nomic matters affecting the State.




