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Freedom, capabilities, and the Cape York reform agenda

October, 2005

1. Introduction

The Cape York Institute for Policy and Leadership (CY1) was launched in July 2004 to
further the ‘rights and responsibilities’ Cape York reform agenda articulated by Noel Pearson
and other leaders, on behalf of the Indigenous people of Cape York." In its first fifteen months
of operation, CYI has undertaken a wide range of projects to support this reform agenda.
These have spanned the areas of welfare reform, economic development, governance, health
reform, education support and youth development.?

As well as these specific projects, CYI has been working on situating the Cape York reform
agenda more clearly in the intellectual context of broader public policy debate. This paper
seeks to contribute to this contextualising task by introducing a new conceptual framework to
explore the issues of disadvantage and dysfunction in Cape York. The framework is based on
the work of Amartya Sen, and seeks to integrate the essential ethical questions of enhancing
freedoms and building capabilities of Cape York people.

It is shown that the new framework provides a very useful organising principle for social and
economic indicators for Cape York. As per expectations, capabilities in the Cape are currently
in very poor condition. The particular value of using the capabilities framework is that it
focuses attention on the fact that the key underlying cause of the poor state of capabilities is a
lack of economic and social development, compounded by a system of delivery of services
and income support that encourages passivity in its recipients. The Cape York reform agenda
therefore needs to focus, at its core, on the issue of developing a real economy in Cape York.

We then explore briefly a consensus set of prerequisites for economic and social development
from the recent literature of development economics. The current state of almost all of these
prerequisites is similarly very poor in Cape York. A limited portion of the set of prerequisites
is set by geographical or historical context, and is hence fixed. But most of the set is able to
be influenced by changes in outlook or policy, which sets a specific agenda for economic and
social development in the Cape.

There is work underway in Cape York across this agenda for economic development, which
spans the full range of fundamental economic and social relations in the communities. We
restrict ourselves in this paper to a brief further discussion of two critical components: welfare
and land reform.

The reason for emphasising the importance of economic and social development is not that
this is more important than culture. We note comments made by the late anthropologist,
Professor WEH Stanner®:

! Pearson, N. 2000, “Our right to take responsibility”, Noel Pearson and Associates Pty. Ltd, Cairns.

2 Further details available from the CY1 website at www.cyi.org.au.

* Aboriginal law and its possible recognition, typewritten copy of a submission to the Australian Law Reform
Commission, provided to CY| by Professor Bruce Rigsby.



The social situation of many Aborigines will change with rapidity over the next
decade. Many will die wealthy, in possession of money or other assets for which their
traditional law provides no disposal-procedure. There will be conflicts of interest
between Aborigines which may be insoluble unless their own doctrine of what | have
termed rights, duties, liabilities and immunities can be developed. The ‘Aboriginal
problem’ thus goes beyond the ‘retention of their traditional lifestyle’: there is a
problem of development as well as one of preservation.

This emphasises that, without economic and social advancement, Indigenous Australians are
more likely to lose their heritage and identity, not less. Indigenous Australians should have
the opportunities and freedoms enjoyed by most Australians, while at the same time ensuring
that significant elements of their traditions and identity remain.

2. The capabilities framework

As noted above, we wish to introduce a new conceptual framework for analysing
disadvantage and dysfunction in Cape York, derived from the work of the 1998 Nobel
Laureate in Economics, Amartya Sen.*

Sen considers freedom to be the critical measure of individual wellbeing. However, his
concept of substantive freedom is not simply about exercise of choice. He incorporates the
consideration that the exercise of choice may be constrained by the range of choices available
to people. This range of choices is dependent on our capabilities, or the personal and social
resources that we can bring to bear on improving our lives.

The end goal for the Cape York reform agenda can then be expressed as ensuring that Cape
York people have the capabilities to choose a life they value. It is not about making choices
for people, but is rather about expanding the range of choices people have available to them.

3. Capabilities indicators

The new conceptual framework, concentrating on capabilities, provides a very useful
organising principle for social and economic indicators for the Cape. Importantly, it
emphasises that people’s range of choices is enriched not only by income, but also other
capabilities, such as education, health and community.

We have chosen a basic set of eleven capabilities that we consider central to wellbeing, as set
out in Figure 1. This set is not intended to be formally comprehensive, but has proven useful
in our analysis of economic and social relations in the communities.

*Sen, A. 1999, Development as Freedom, Oxford University Press, Oxford, p.295.



Figure 1. A basic set of capability indicators

Capability Description

Employment The number and type of employment opportunities for
members of the community.

Income The level of income, which indicates the consumption
possibilities.

Wealth The net worth of a household or individual, which gives the

capacity to sustain consumption possibilities.

Income passivity
(negative capability)

The degree of the dependence on unearned income, which
depletes all other capabilities over time.

Health

The ability to access quality health services and maintain a
healthy state (both physical and mental).

Safety

The ability to live free from crime.

Housing

The ability to live in adequate housing.

Basic Infrastructure

The ability to access basic services, such as roads, water,
sewerage, power and communications.

Education The ability to access a quality education.

Social capital The ability to trust and connect with other members of the
community.

Governance The ability to depend on sound government institutions.

In particular, passivity is included explicitly as a negative capability in our framework. Our
conviction is that permanent income provisioning has, over generations, led to the situation
where outsiders have taken all of the rights and responsibilities to make decisions and take
actions on behalf of a relatively powerless people. This has led to a poisonous passivity,
which has destroyed skill, pride, purpose, the sense of achievement and fulfilment, dignity
and hope.

4. Assessment of current capabilities in Cape York

We then considered the state of these capabilities in the Cape. It is well-known that data is
very difficult to obtain about living conditions in Indigenous communities. We acknowledge
the Productivity Commission’s ‘Overcoming Indigenous Disadvantage’, ° as well as the range
of Australian Bureau of Statistics work, such as ‘The Health and Welfare of Australia’s
Aboriginal and Torres Strait Islander Peoples 2005 to redress this situation, but it is clear
that more needs to be done, especially with regard to remote Indigenous communities.

® Productivity Commission, 2005, ‘Overcoming Indigenous Disadvantage: Key Indicators 2005, Productivity
Commission, Canberra.

® Australian Bureau of Statistics, 2005, ‘The Health and Welfare of Australia’s Aboriginal and Torres Strait
Islander Peoples 2005°, Australian Bureau of Statistics, Canberra.



Taking a capabilities approach exacerbates these data problems, given that some of our
indicators are extremely difficult to measure. Nevertheless, we have presented a preliminary
assessment of capabilities in Cape York, as compared to Australian averages, in Figure 2.

Figure 2. Assessment of capabilities in Cape York

Capability Comparison to Rationale
Australian average

Employment Very low Very few ‘real’ jobs (excluding 2 day per
week Community Development
Employment Program - CDEP).

Income Low Average personal income around 60 per
cent of the Australian average.

Wealth Very low Very few basic assets owned (e.g. cars,
property, basic household items).

Income Very high Majority of personal income comes from

Passivity welfare or pseudo-welfare.

Health Very low Very low life expectancy. High levels of
substance abuse.

Safety Very low High rates of property and violent crimes.

Housing Low Low quality housing coupled with high
household size.

Basic Low Most basic services provided, some are

Infrastructure poor due to remoteness (e.g. road access).

Education Very low Very low rates of attendance, very low

secondary school completion rates.

Social capital Very low Low rates of social responsibility and
community involvement.

Governance Very low Intensely political and high potential for
conflict of interest.

Source: Internal Cape York Institute analysis.

Some particular examples are provided below:

e Employment is very low and there are very few ‘real’ jobs. Only around 14 per cent of
Indigenous Australians receive an income from paid employment in the real economy
(rather than through the Community Development Employment Programs — CDEP).

e Incomes are low — the average personal income is around 60 per cent of the Australian
average.



e Passivity is very high. Income transfers (including CDEP) account for approximately
70% of the total community income in remote communities, compared to around 10%
for Australia as a whole.’

e Health outcomes are very low. Life expectancy for Indigenous Australians is nearly 20
years less than the average Australian. In fact, life expectancy of Indigenous
Queenslanders (reflecting the most disaggregated data available for Cape York) is
amongst the lowest in the world and considerably lower than many poor and
developing countries, such as North Korea and India.

e Education outcomes are very low. There are very low rates of attendance and
secondary school completion rates are very low. Only around 11 per cent of the
population aged 15 and over has completed year 12, compared to 38 per cent for
Australia as a whole.

It is clear even from the preliminary analysis presented above that capabilities in the Cape are
in extremely poor condition. Importantly, the capabilities approach emphasises that Cape
York poverty needs to be understood in broader terms than a lack of income alone. For people
to lead lives of their choosing, capabilities beyond income must also be developed. Cape York
people have been denied the opportunities to exercise the substantive freedoms in their lives
that most mainstream Australians take for granted.

5. Constraints on capabilities

The organisation of social and economic indicators into the capabilities framework highlights
that the basic life choices of Cape people are severely constrained.

The first group of constraints arises from the set of institutions that is used to govern society.
A poor set of institutions (unrepresentative political processes, dysfunctional social norms,
poor contract enforcement and so on) will constrain the capabilities of the entire population.

In mainstream Australia, we have a strong and enviable set of institutions that includes a
representative political process, a sound judicial system and a set of national social norms that
are egalitarian and encourage innovation and dynamism. However, the experience of Cape
Indigenous Australians with such institutions can sometimes be radically different to the
mainstream, and can imposes a high level constraint on their opportunity to lead a rich and
fulfilling life.

In the second group of constraints are those that relate to a person’s ability to access services
(such as education and health services) and markets (for employment and exchange).

These constraints tend to vary between communities in a society. For instance, Australians
who live in large urban areas may have a significantly different (and larger) set of capabilities
than Cape Indigenous Australians who live in isolated communities, simply because the latter
have fewer employment opportunities and less access to education and health services,
transport, leisure activities, and other services.

" Source: Internal Cape York Institute analysis and ABS Catalogue 1379.0.55.001.



In the third group are those constraints that relate to the outcomes from individual behaviour.
A person’s behaviour can significantly expand or limit their set of capabilities over time. For
example, persevering with education can often lead to significantly increased future
capabilities, through increasing income and employment directly, and also through indirect
impacts on health and governance. Conversely, passivity or substance abuse can significantly
undermine other positive capabilities over time, especially health and social capital.

6. Building capabilities through social and economic development

It was noted previously that the end goal for the Cape York reform agenda, in terms of the
capabilities framework, is to ensure that Cape people have the capabilities to choose a life
they value. In terms of the preceding analysis, this means that the reform agenda must be
targeted towards addressing the current stringent constraints on their capabilities.

To combat the lack of capabilities in Indigenous communities, policy has traditionally
targeted the most obvious source of incapability, namely the lack of income. This has been
done primarily by providing welfare payments to those individuals who are unable to work or
find employment. However, over time, as material conditions have improved to some extent
in remote Cape Indigenous communities, wellbeing has actually declined.®

The capabilities framework provides an explanation of this apparent paradox. First, as noted
earlier, poverty needs to be understood to be a broader issue than simply lack of income. It is
more fundamentally a lack of opportunity to exercise meaningful life choices. Under these
circumstances, an approach that relies primarily on redressing the lack of income will never
be wholly successful, if other constraints on opportunities remain unchanged.

Second, again as noted earlier, passivity is itself a negative capability, which undermines
other positive capabilities. Thus all external interventions that have reinforced passivity,
almost regardless of their direct material impact, have ultimately been damaging to the overall
set of capabilities in Cape communities.

The capabilities framework thus highlights the complex relationship between disadvantage
and dysfunction in the Cape. Disadvantage is characterised by inadequate capabilities,
restricting a full range of life choices. It is undeniably one of the causes of dysfunction,
leading to individual behaviours of passivity and addiction, and to a breakdown in social
disorder. But individual dysfunctional behaviours have in turn become a causal factor in
reducing other capabilities, hence pushing further disadvantage.

The only way to break this vicious cycle of disadvantage and dysfunction is to build
capabilities through economic and social development based on engagement with the real
economy. An artificial welfare environment continues to sends the message: ‘there’s
something about you that means you have to have extra assistance’. To get at issues of
agency, self-esteem and identity, full engagement in the real economy is a necessity.

In addition, economic and social development allows building of real incomes over time,
higher levels of education, health and general consumption, and long term employment

8 pearson, N. Op. cit.



opportunities and economic independence. It is thus also the only way to enrich the choices
available to people in a sustainable manner.

7. Prerequisites for economic and social development

The capabilities framework thus emphasises that the key underlying cause of the poor state of
capabilities in Cape York is a lack of economic and social development, compounded by a
passive system of delivery of services and income support. The Cape York reform agenda
therefore needs to focus, at its core, on the issue of developing a real economy in Cape York.

An initial challenge to this focus is on cultural grounds, as to whether Aboriginal values and
social arrangements are compatible with participation with the mainstream economy. In
particular, tensions have been identified between:

immediate sharing and individual accumulation;

loyalty to kin and impartiality to all;

individual autonomy and the authoritarian practices of the school and workplace;
individual advancement and remaining at one with the community; and
exploiting land and living with it.

It is true that Aboriginal values and social arrangements are not the same as those of the wider
Australian community. However, tensions like those laid out above are not unique to
Aboriginal society. They confront many, if not all societies (or have confronted them in the
near or distant past). Aboriginal people should be no less capable of dealing with these, and
thus they should be seen as challenges rather than insuperable obstacles.

As Sen notes, ‘there is an inescapable valuation problem involved in deciding what to choose
if and when it turns out that some parts of tradition cannot be maintained along with economic
or social changes that may be needed for other reasons’®. The tradeoffs between these choices
must be clearly presented to the people who are directly involved, because they should and
must have the opportunity to decide what is chosen.

However, there are also substantial challenges to growing a real economy in Cape York on
more mainstream economic grounds. On the basis of a survey of recent literature of
development economics, we believe the following constitute a consensus set of prerequisites
for economic development:

e Incentives for people to benefit from work.

¢ Incentives for people to be educated and healthy.

e Good governance.

Access to financial capital to build assets.

Good infrastructure.

Social capital/order (respect, trust, accountability, enforcement of law).
Protection of property (legal protection of individual ownership).

% Sen, A. Op. cit, p.31.



8. Assessment of prerequisites for economic and social development in
Cape York

Our preliminary assessment of the prerequisites in the context of Cape York is set out in
Figure 3.

The assessment shows that almost all of the prerequisites for economic and social
development are in very poor condition. A limited portion of the set of prerequisites is set by
geographical or historical context, and is hence fixed. But most of the set is able to be
influenced by changes in outlook or policy, and hence sets a specific agenda for economic and
social development in the Cape.

Figure 3. Prerequisites for development in the context of the Cape

Welfare payments dilute incentives to
work and study, obligations from
family members can result in high
effective tax rates, income management
issues.

1. Incentives for people to benefit >
from work

. Low levels of health and education
2. Incentives for people to be

infrastructure and service delivery, low
educated and healthy > returns on education !
Governance and capacity issues of
3. Good governance > community councils. Councils involved
in many business related activities.
4. Access to financial capital to . e .
build assets > Banking facilities virtually non-existent
5 Good infrastructure S Areas are very remote access to markets
' ' difficult and expensive
6. Social capital/order > :_Sz\lj\; gnd order issues, social capital
7. Protection of property (legal Current communal land structures make
' ; oF property {1eg individual use difficult and hard to use
protection of individual >

as collateral, home ownership virtually

ownership) non-existent.

9. Economic and social development reform agenda

We have shown that building capabilities in the Cape depends on economic and social
development, based on engagement with the real economy. In turn, economic and social
development depends on building a set of prerequisites through substantial attitudinal change
and policy reform.



There is work underway in Cape York across the agenda, which spans the full range of
fundamental economic and social relations in the communities. There is also work underway
in considering the staging and co-ordination of reforms and the implementation of reforms.

In addition, substantial work has been done in mapping out scenarios for what a real economy
might look like in these communities. Importantly, this work suggests that remote
communities can choose to build a real economy under most circumstances. Viability depends
on the maximisation of opportunities through education and mobility, pursuit of local
development, and removal of passivity from continuing sources of external support™.

It is beyond the scope of this paper to cover the full scope of this substantial economic and
social reform agenda. Instead, we restrict ourselves to a brief further discussion of two critical
components of the reform agenda: welfare reform (as part of the prerequisite of ‘incentives
for people to benefit from work’) and land reform (as part of the prerequisite for *protection
of property’).

9.1 Welfare reform

Classical welfare (such as the Australian welfare system) was designed to be reciprocal,
where working taxpayers collectively finance systems aimed at their own and their families'
security and development. This has the following features:

e Redistribution (cash or services) from ‘rich” individual to ‘poor’ to assist getting them
on track.

e Redistribution of income and services over an individual’s life cycle.

e Provision of basic services (e.g. healthcare, education) to ensure people can
participate in the marketplace

Classical welfare is therefore about security and investing in capabilities, and has produced
many great benefits for the great majority of Australians. It was a great and civilising
achievement for Australian society.

However, Indigenous Australians have largely not experienced the positive features of the
mainstream welfare state — public health, education, infrastructure, a helping hand during
short-term unemployment, and other aspects which have underpinned the quality of life and
the opportunities of generations of Australians. They have only experienced the income
support that is payable to the permanently unemployed and marginalised.

As noted previously, unlike earned income, the unearned income of passive welfare leads to a
‘gammon’ economic relationship, where transactions between the provider and the recipient
are not based on reciprocity. The recipient gets money but gives or does nothing in return. It
is ‘money for nothing’.

19 Note that viability does not necessarily mean self-sufficiency. It is still reasonable to consider ongoing external
support for government services on the same basis as mainstream Australia. It is then a separate judgement for
policymakers as to whether this level of external support is politically acceptable.



The structure of income support payments in Cape York have set up a poverty trap where
perverse incentives actually encourage people towards welfare, and away from real
employment.

Apart from depriving people of a real income, unemployment has other more serious effects
that cannot be ameliorated, and indeed may be exacerbated, by long-term income support.
These effects include psychological harm, loss of work motivation, skill and self-confidence,
an increase in sickness, and disruption of family and social life. Indeed, chronic
unemployment of whole groups of people or geographic regions leads to social exclusion, loss
of self-reliance and self-confidence, and damage to psychological and physical health. In
addition, it is chiefly by working that parents convey the message to their children that
opportunity exists for the taking, ensuring that attitudes of defeat are not transmitted across
generations.

Incentives matter because they influence behaviour. They can be in the form of both carrots
(which “pull’) and sticks (which ‘push”). The pushes in the system are towards:

o no work (through the continued provision of “sit down” money through government
allowances),
o make work (through the inadequacies of current CDEP systems) or

o no study (through inadequate ABSTUDY payments).

It is critical that the perverse incentives are removed from the welfare system, to break the
unemployment trap. Incentives are changed by ‘getting the price right’: people need to
perceive greater benefits from working, entrepreneurial activity, and investing in themselves
(in their education, health and so on), than from staying on welfare.

Welfare payments should instead be structured to support and encourage earning or learning.
Where they do not, other obligations must be attached to payment to benefit the community.

This is a crucial point for the implementation of the overall reform agenda. It is almost certain
that more external support will be required, at least in the short-term, to build capabilities in
communities. But if support is supplied without also redesigning incentives, further
dysfunction caused by passivity and addiction will ensure that fundamental community
transformation will not be achieved.

The challenge, then, is to ensure that policy is targeted at economic development and
capability building in Indigenous Australia, rather than simply letting Indigenous Australians
fall into the poverty trap of welfare dependency.

9.2 Land reform

Addressing land issues will be critical to the economic and social development agenda. There
IS no question that communal title is integral to indigenous culture. It is a principle founded in
the common law and which has been reflected in statutory law in this country for a long time.

But it is equally true that transferable property rights are integral to development. The
development literature on experiences right around the world is compelling in this regard, as
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set out forcefully in the work of Hernando de Soto.™ The prerequisites for development set
out earlier in the paper suggests that a focus on certain and fungible property rights alone will
not be sufficient to enable development, but it still needs to be a central component of the
development agenda.

The challenge for the reform agenda is to reconcile these two apparently contradictory
principles: communal ownership and transferable property rights. Long term leases enabling
indigenous individuals and families to use and develop communal land are almost certainly a
key component of this reconciliation. The challenge is to preserve the culture of communal
tenure whilst enabling maximum individual and private economic use of the land.

The issue of Indigenous home ownership in remote communities also illustrates this complex
interplay between culture and economics. According the Queensland Government, the
average life expectancy of a house on Aboriginal land is less than ten years. There is clearly
then an urgent need for Indigenous people to have a real economic stake in their own home,
so that they take pride and care of their homes. The failure to take responsibility in this area
seriously undermines legitimate expressions of concern about over-crowding and insufficient
housing funds.

However, the continuing interaction with communal title, and the absence of functioning
markets mean that Indigenous home ownership in remote communities is unlikely to play the
same critical role in private asset accumulation that it does in the mainstream. Under these
circumstances, Indigenous families with the means should seriously considering investing in
the mainstream as well, where their investment may be considered to have more chance of
appreciating in market value.

It is clear that much more innovative policy thinking is needed in hammering out the terms of
this reconciliation. It needs to balance the imperatives of Indigenous peoples living on remote
communally-held lands where markets are difficult (where innovative ideas about private
stakeholding and economic use of land are very much needed), with the fact that investment,
asset accumulation and economic development is most feasible where there are functioning
markets (i.e. in centres of economic growth in rural and urban Australia).

10. Conclusion

This paper has applied a new conceptual framework, based on capabilities, to set out the case
for a radical policy reform agenda for Indigenous Australians on Cape York.

It is well-known that capabilities in the Cape are in very poor condition. But our focus on
capabilities highlights that the first cause of the vicious cycle of disadvantage and dysfunction
in Cape York is a lack of economic and social development, compounded by a passive system
of delivery of services and income support.

Unfortunately, the current approach to tackling the crisis in capabilities is still primarily based
around the supplementation of income through the welfare system. These current policies
perpetuate the incentive structure that is driving Indigenous Australians on Cape York to a
poverty trap, and then on to the neglect of their community, the neglect of their families, and

1 De Soto, H. 2000, “The Mystery of Capital”, Basic Books, New York.
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the neglect of themselves. Addressing symptoms rather than the first cause not only fails to
resolve the essential issue, but in fact even makes the symptoms themselves worse, sustaining
and deepening the deprivation of the Indigenous people of Cape York.

The Cape York reform agenda therefore needs to focus, at its core, on the issue of developing
a real economy in Cape York. This requires a reform agenda across a wide range of
prerequisites for economic and social development. Each of these prerequisites is a necessary
condition for development on Cape York, but, individually, none are sufficient. Instead, the
development literature emphasises that reform must span the full set of prerequisites if
economic and social development is to be successful and long-lasting.

This is the challenge that the Cape York reform agenda must meet to enrich the choices
available to the people of Cape York in a sustainable manner. The current continuing state of
crisis in the Cape means that urgency of this task can not be overstated. We hope for a future
in which Cape people can truly have the same capabilities as mainstream Australians to
choose a life that they value.
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