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The Commonwealth Budget dilemma 

Bill Frilay 
 

Whichever side of politics wins the September Election, it will encounter serious constraints and 

challenges in framing our future Commonwealth Budgets. 

Below are a table and pie chart from the 2013 Budget Papers (source: Budget Paper No 1:  Statement 6: 

Expenses & Net Capital Investment) : 

 

Note ‘Other purposes’ largely comprise payment of GST revenues to the States. 

 

social policy connections 
34 Bedford St (PO Box 505) Box Hill Victoria 3128 | 03 9890 1077 | 0425 778 395  
admin@socialpolicyconnections.com.au | www.socialpolicyconnections.com.au 

Analysis JUNE 2013 

Table 3: Estimates of expenses by function  

 Estimates  Projections 

 
2012-13 

$m 
2013-14 

$m 
2014-15 

$m 
2015-16 

$m 
2016-17 

$m 

General public services 25,555 23,023 23,237 23,756 25,537 

Defence 21,122 22,045 23,345 25,094 25,834 

Public order & safety 4,028 4,272 4,132 4,087 4,048 

Education 28,411 29,742 30,386 31,790 34,007 

Health 62,249 64,636 68,081 71,597 75,493 

Social security & welfare 132,388 138,145 144,021 149,911 158,479 

Housing & community amenities 6,898 8,775 8,930 6.508 7,594 

Recreation & culture 3,641 3,696 3,551 3,433 3,468 

Fuel & energy 6,168 7,586 7,557 7,701 7,574 

Agriculture, forestry, fishing 2,605 2,654 2,709 3,047 2,702 

Mining, manufacturing, construction 2,267 2,431 2,734 2,592 2,328 

Transport & communication 5,002 6,453 6,555 6,005 5,401 

Other economic affairs 10,365 11,283 10,485 10,354 9,899 

Other purposes 70,741 73,560 79,940 85,139 92,385 

Total expenses 381,439 398,301 415,663 431,015 454,747 
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Chart 2: Expenses by function in 2013-14 

 

Expenditure 

The pie chart shows that health, social security, and education (call them HEW) comprise 58%. The major 

component of the category ‘Other purposes’ is payments to the states, the bulk of which would also be used 

for the above HEW categories, so we can see that of the order of 70% or more of the Budget is in this 

category.  

There is not a lot of flexibility a Treasurer can achieve with the remainder. General public services 

comprise $23bn of which $4bn is foreign aid, and the balance is for the public service and operation of 

government research facilities. The Defence spend is $24 billion. The slice described as ‘All other 

functions’ amounts to $36 billion, and includes housing (which could easily be classified as similar to 

social welfare), transport, other economic activities, arts, and recreation. 

The expenditure is heavily weighted towards social welfare and transfer payments, which is as you would 

expect in an advanced economy.  

This will increase further as shown in the chart on the following page : 

The Commonwealth budget dilemma Bill Frilay 



3 / 2 

 

Chart 3: Total real growth by function — 2013‑14 to 2016‑17(a) 

(a) The ‘Other purposes’ function is not included in this chart, as it contains expenses for general revenue assistance 

to the State and Territory governments (primarily GST), public debt interest, and the conservative bias allowance.  

 

The growth is essentially in HEW. It is virtually a zero or negative sum for the rest.  

This high projected growth can in part be explained by the aging population – all we baby boomers living 

longer and accompanying health and social welfare costs! But also Disability Care and Gonski probably have 

an impact here. 

Revenue 

On the revenue side, you need to 

raise the revenue, but you also 

need to encourage industry and 

employment. A general raising of 

taxes - either personal or corporate 

- may well prove 

counterproductive. However, in 

one respect, the community has 

generally accepted well the 

increase to the Medicare levy to 

fund part of Disability Care (a 

cautionary note – only part has 

been funded by this increase).  

The Treasurer and Treasury have 

taken a beating lately over their revenue forecasting. Chris Richardson of Deloitte Access has sympathised 

with them, saying that forecasting revenues is now much harder than it used to be. So much depends on 

commodity prices and the currency, both of which are hard to predict (but likely to be lower in value than at 

Budget time in the near term), as well as the mining and carbon taxes.  

Lives on hold Brian Howe The Commonwealth budget dilemma Bill Frilay 

istock 



4 / 2 

 

Notwithstanding prediction difficulties, the short-to-medium outlook for revenue does not look great. 

The Deficit 

The deficit of $19 billion sounds a lot. But in the context of a Budget expenditure in 2013-14 of $398 billion, 

such a deficit is not insurmountable, provided it does not mount up. On the other hand, I recall reading 

recently that the $19 billion is borrowed externally and – unlike private capital – is spent largely on welfare. 

This is not a good way to fund welfare. 

What to do? 

As far as revenue is concerned, what to do?  This is now less predictable than in the past. Leaving aside 

revenue predictability, Roger Corbett, RBA board member and former Woolworth’s CEO, recently said we 

could not afford the disability scheme and the Opposition’s parental leave scheme. He considers we are an 

undertaxed nation, and advocates a tax rise to pay for these. 

On the expenditure side, the main issue is alleged middle-class welfare, and paring this back to ensure that 

social benefits are more targeted to the most needy. This can be done by means testing, for example. The 

poor, and the poorest of the poor, need to be protected, but there have been many claims of middle- or even 

upper-class welfare. In the golden years of the boom when revenue was rolling in (and we had a boom for 

about 15 years), there was perhaps created an air of expectation of “what’s in it for me”. Just after the 

Budget, I read of a young couple whose reaction appeared to be “nothing in it for me”. The article noted they 

had interests in two houses. 

Alan Kohler recently argued the case for tightening up the means testing. This seems a “no-brainer”, but 

how will it save?  Comparison to other OECD countries suggests we already do a good job of targeting our 

welfare, so there are not necessarily huge gains here. 

Overall, what does all this mean for a Treasurer?  He/she will have a very tough job. (You might argue that’s 

what they’re elected and paid for!)  There is a real challenge and not much flexibility. We need to keep the 

economy going, but perhaps the real area for savings is a continued look at middle-class welfare, plus, 

somewhere, some tax increases. 

Another look at the Henry Report seems a good idea. 
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