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Evaluating the Budget 
Bill Frilay1 

Prelude - is there a fiscal emergency? 

Was the pre-Budget hype about a fiscal emergency justified?  I think ‘emergency’ was an overstatement, 
but there is a serious forthcoming problem that needs addressing. 

As Treasury Secretary Martin Parkinson set out in a landmark speech on 2 April2, i.e. pre-Budget, there is 
a Federal fiscal problem, and the Budget needs to improve its sustainability. He showed that under the 
2013-14 Mid-Year Economic and Fiscal Outlook (December 2013), the Budget deficits were projected to 
continue until 2023-24, thus making it 16 deficits in a row. 

And the outlook for the economy is hardly likely to equal that of the past two decades of strong continual 
growth and favourable terms of trade which 
flooded the Federal coffers.  

Further, we have surging social program 
budgetary costs. Parkinson pointed to health 
rising from $64.7 billion in 2013-14 to $116 
billion in 2023-24, the National Disability 
Insurance Scheme will cost $11.3 billion (up 
from $3.1 billion), and pension increases will 
add $39 billion (due to both indexation and 
baby boomers reaching pension age)3.   We 
face some very big ticket item costs, not 
necessarily immediately, but just a few years 
hence. 

And unlike 2008, we have no ‘war chest’ in 
the guise of a surplus to draw upon if the 
world economy turns sour as it did in the 
global financial crisis.  

Joe Hockey could either address these issues and make a serious attempt to try to wind back the Budget to 
a more sustainable level, or set down a benign Budget and let matters drift, and the prospect of a much 
greater problem down the track. Given that this is their first Budget, now was the time to take some hard 
decisions. 

Add to this the fact that the economy, while not in a bad state, is not growing as strongly as we are used to, 
and unemployment is relatively high at over 6%. You don’t want to kill off economic growth – rather the 
opposite. The best repair job for the Budget is good economic growth.  

So they faced a bit of a balancing act.  

What have they done?   

(a)  Expenditure 

In the broad, the main target in cutting expenditure was to cut back middle-class welfare - you don’t give 
welfare to those who do not need it - while maintaining support for the most vulnerable, and at the same 
time not damaging the economy because a sound economy is a pre-requisite for a sound Budget.  
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Some consideration of the individual elements is in the attached box. The broader issue is considered in 
the conclusions below. 

Family tax benefits 

The upper threshold for receipt of these is down from $150k to $100k income pa., and there will be some 
reductions in the family tax benefit.  

Bringing down the threshold is a good decision. It takes middle incomes out of this benefit.  

At first sight the Family Tax Benefits (FTB) don’t seem to have changed much. FTB B, however, will only 
apply if the youngest child is under six as from 2015 (currently it applies until 16). But these changes won’t 
apply until 2017 to families already in receipt of FTB B. Offsetting these changes, as from 2015, single 
parents will receive $750 pa for each child aged between six and twelve once their youngest child turns six.  

Separately, the termination of the Schoolkids Bonus, which is $405 pa per primary child and $810 pa per 
secondary child, impacts on low-income families. Termination was announced at the election. 

These changes have been an issue, with claims that low-income families will lose $4000 or even more in 
benefits. However, the figures have reportedly been challenged by Treasury figures, given various factors 
including a 2-3 year lag, and some compensating benefits for single parents. 

It is unclear, but it does not appear as bad as first thought.  

The one clear matter is the loss of the Schoolkids Bonus, which for two kids would be of the order of $1200 
pa. To put this in perspective, the benefits low-income families on average receive drops from about 
$13,0004. 

Pensions 

To be linked to rises in CPI as from 2017-18, and not to average male weekly earnings as at present.  

The CPI is the appropriate linkage, i.e., to the cost of living. For example, the Commonwealth 
Superannuation Scheme pensions use the CPI. 

The eligibility age for pensions is to rise to 70 from 2035:  This is reasonable given the demographic 
changes. One thing here is that the benefits of Paul Keating’s broader based compulsory superannuation 
contributions initiative which commenced in the early 1990s will be flowing through in the next two 
decades for those retirees who won’t therefore be totally reliant on pensions, which was the aim.  

Pensioners indirectly are impacted by the health co-payments and this has been one reason for their 
protest. The concerns are less than those of low-income families. 

Overall, aside from the co-payments, pensioners have not been badly done by in this Budget. 

A change should have been made to the pension means test to include the value of the residence where this 
exceeded a very high figure. 

Health 

A $7 co-payment when you see the doctor, with the co-payment limited to 10 visits ($70) for concessional 
payments and children.  

Most of us can afford this. It is a reminder that these things are not free, and may free up a scarce resource 
to some degree. But there will be some who cannot afford it.  

A further issue is the application of the revenue to the proposed Medical Research Fund. This to me is 
tenuous. I am not against the Research Fund per se5, but the co-payment would be better used to offset 
marginally the spiralling health costs.  

Scripts also have a $5 co-payment.  

Unemployment benefits 

Those under 30 will have to wait six months before receiving benefits. Prima facie this seems hard for 
those who are estranged from family, or need a lot of help to be employable. This may need a re-think. 

Education 

Higher education fees are to be deregulated, but they have to allocate 20% of any increase to 
Commonwealth scholarships for disadvantaged students (a good thing). The higher education loans 
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(HELP) are to be paid back at the government bond rate. Looking at the bond rate/CPI-U6 differentials 
over the past decade, this will be on average roughly one per cent higher than the CPI (but still well below 
commercial rates which would be very high in this circumstance). Extending the loan scheme for 
apprentices seems a good proposal. 

There is an argument for deregulating the fees if it leads to greater quality. But what are the limiting 
factors on the charges institutions levy?  Presumably the student may choose another institution if charges 
are too high. Where charges increase, the HELP debt will increase, and the interest on it will rise which 
will lead to a higher level of repayment. 

This needs more time to clarify the impact. Mike Keating and a colleague suggest that a US-style system 
may lead to education restricted to the deepest pockets. Minister Pyne has indicated preparedness to 
compromise. 

Cuts in corporate welfare 

These are welcomed. Investment is of its nature risky, and government should not have to bail industry 
out.  

Paid parental leave 

This has been subject to welcome changes downwards. It would have been better at a further reduced 
level. It is funded by an extra tax on major corporations anyway.  

Foreign aid 

this has been significantly cut. This is very disappointing. We are back to giving 0.3% of Gross National 
Income, after having aspirations to raise it to 0.5%. Targeting aid may be a good option – it is how 
effective the aid is used, rather than the $ amount - but prima facie the amount should have stayed at least 
at current levels. 

Infrastructure 

This is big and important for jobs and jobs created quickly. It is fundamental that the economy keeps 
going, and these are quick job-creation schemes. However, often these infrastructure programs are 
difficult to assess in terms of economics. Mike Keating makes the point that while it was in Opposition the 
Government was properly critical of a lack of cost/benefit analysis of the NBN. Yet they have committed 
the same mistake with the infrastructure program7. 

Hospital & schools funding in 2018 

The Budget outlines reforms to spending arrangements with the States on schools and hospitals starting in 
2018 for schools and 2017-18 for hospitals. This will be lower than under old arrangements, and be based 
on an indexing mechanism. 

How this funding will be provided is not clear. The papers suggest a need for greater efficiencies. Mike 
Keating believes major efficiencies can be gained in both education and health before either GST or other 
tax increases are considered.  

(b)  Revenue 

The tax side of things is to be considered in a wide-ranging tax inquiry about to start, and Tony Abbott also 
promised pre-election that taxes would not rise.  

Debt levy 

A tax increase, and therefore a broken promise. Abbott has been criticised for this and would have been 
more so had he gone further. The thinking behind the Debt Levy was that lower and middle income 
earners were taking some hits, and that therefore the wealthy should also be seen to take a hit. I would 
rather that occur than they get off scot-free.  

Fuel excise increase with CPI 

 John Howard stopped the CPI increases in fuel excise about a decade ago and that was a mistake. It is 
sensible to restore it. The cost of this is overblown. Driving over 20,000 km a year, the fuel excise amounts 
to $20 a year, hardly a bank breaker. The increase’s hypothecation for roads staves off the auto association 
protests. 
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Aggregate expenditure & revenue forecasts 

There seems a paradox in the estimates of expenses forward from 2014-15 to 2017-18 that, 
notwithstanding the issues about cutbacks, expenses will still rise quite markedly, by $60 billion. The 
juggernaut of rising costs continues, but in a growth economy you would expect this. 

What are the components of this? Some $24 billion is for social security and welfare (of which $15 billion 
is for the National Disability Insurance Scheme ]NDIS], and $10 billion is increases to pensions); $8 
billion is for health; $3 billion each for education and defence; and $23 billion for other purposes which 
amount to increases in GST transfers to the States and increased Public Debt interest payments to meet 
the deficit. 

This brings out several points. 

Despite all the commentary, social welfare spending increases by 17% in real terms. 

The NDIS – worthy as it is - has to be paid for. 

The wave of baby boomers hitting 65 and their pension impact on the Budget as Parkinson alluded to. It is 
a real issue that has to be addressed. 

Other social programs remain about the same in real terms. 

There is a double whammy. We are living longer and healthier due to the wonderful health improvements. 
But they cost both in pensions and in health.  

Education spending is not declining – it rises in real terms. 

Defence had been cut back severely in recent Budgets and this could be seen as a catch-up. 

The increased interest payments on the deficit throw some focus on the costs of not addressing the deficit. 

Correspondingly, revenue forecasts see receipts growing faster - by $85 billion (a fair slab of this will be 
GST) compared to $60 billion for expenditure - and thus seeing a reduction in the deficit. 

But both bring out the point that, even with cutbacks, the Budget is forever growing. We are talking of a 
magnitude of over $400 billion.  

Has the Budget met the goals? 

Broadly, the Budget needed some restructuring, and there has been “measured fiscal consolidation”, to use 
Parkinson’s term8. Reductions in middle-class welfare have occurred. The parameters have been set to 
encourage investment and, through infrastructure, to embark on some Keynesian-style quick job creation. 
There are issues with some of these decisions but the thrust has been in this direction. 

There are welfare problems.  

Family welfare benefits to low-income families will fall by at least the loss of the School Kids Bonus. 
Recalling the widow’s mite, these are the people that can least afford it. On the health side, a $7 co-
payment to a medium or high-income person is trivial, but to a low-income person it could be significant. 

Joe Hockey has said everyone has to take a hit. Mike Keating makes the point that indeed low-income 
earners  - those on the bottom rungs as he says - are hit, high-income earners are mildly hit, but many 
middle-income earners are not impacted much at all (although some will be justifiably taken off welfare 
payments). 

The withholding of youth unemployment benefits for the first six months may also prove hard.  

And foreign aid cuts emanate from a wealthy country that suffered least during the GFC. 

What next? 

After consideration of the Budget by Parliament, there is the revenue side of things, and for this there is 
the tax inquiry which is just about to start.  

As Mike Keating implies, the payment of tax or the increase thereof is not a bad thing – it is a critical 
element in what glues us together.  

Some examples where taxes and therefore revenue could be improved are: a tax on high rates of retiree 
super income (over $100,000 pa) as was proposed by the previous Labor government would be a good 
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idea; increasing the tax rate on super contributions for higher income earners from 15% to say 20%; 
stronger implementation of measures against companies using foreign tax havens; termination of negative 
gearing; and some cutbacks in Fringe Benefits Tax. And either broadening, or increasing or both, the GST 
in concert with the States.  

Conclusion 

The hallmark of a good government is that there is both a good economy to generate wealth, and a good 
social framework to protect those in need. It was time for a hard budget, impacting broadly. However, 
there is an impact on the benefits to lower incomes–and hence the social framework. But with some 
tweaking that can be addressed, although it won’t mean all being restored exactly to the pre-Budget 
circumstance.  

It is highly probable there will be changes to the Budget. They have to get it through the Senate. Here are 
some suggestions that would not make radical changes to the Budget structure but would address the main 
problems: 

Don’t charge the health and script levies to concession holders (low incomes, pensioners etc) and children. 
That won’t affect the Budget bottom line as this was money allocated to the Medical Research Fund. 
Postpone the Medical Research Fund if needs be. 

Extend the School Kids Bonus by two years but with a threshold of, say, $70,000.  

Allow youth to receive the benefits in the first six months provided they are actively seeking work and 
undergoing training courses. 

Cost to Budget of around $100-200 million for the School Kids Bonus and to unemployment benefits to be 
met by savings elsewhere. 

1  Bill Frilay is a regular commentator for Social Policy Connections on social issues. 

2  http://www.un.org/en/ga/search/view_doc.asp?symbol=S/RES/2117(2013) . 

3  Parkinson has a chart showing that the population percentage 65 and over will rise from 13.5% in 2010 to 19.3% by 2030, or in hard numbers from 3 million to 5.6 million. 

Abbott said that the number of workers to retirees will drop from 5 now to 3 by 2050. The issue has to be addressed at some stage.  

4 Estimated from Budget paper chart at http://www.budget.gov.au/2014-15/content/overview/html/overview_05.htm . 

5 Indeed medical research could be one of comparative advantage to us, and not only serve an altruistic purpose but a pragmatic one as well. For example, Houston and 

Singapore are cities with great medical facilities and people are flown there for world-ranking treatment. 

6 This is the CPI of people living in urban areas.  

7 Mike Keating, former Secretary of the Department of Finance, makes many good points in a blog which is available on John Menadue’s website at http://johnmenadue.com/

blog/.  

8 http://www.treasury.gov.au/PublicationsAndMedia/Speeches/2014/ABE-May  
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