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Making welfare
state affordable

T
he report of the National Commission of Audit
is not a radical manifesto to dismantle the
fundamental nature of modern Australia,
such as our blending of an enterprising can-do
spirit without traditional fair-go concerns for
the disadvantaged.

To the contrary, its mostly sensible
approach would make it more likely that this Australian
compact can be sustained by requiring more of those who can
help themselves to do so and getting rid of much wasteful
government and bureaucracy that only ends up penalising
wealth creators one way or another. Yet its proposals will
challenge the capacity of Australia’s combative political system
to deliver the sort of medium and longer-term adjustments
required to underwrite Australian prosperity by acting before
the growing budgetary pressures do turn into a genuine crisis.

Attacks from Labor, the Greens and the Community and
Public Sector Union portray the audit commission, headed by
outgoing Business Council president Tony Shepherd, as being
the supposed tool of the Liberals’ big business mates. This is
ludicrous. The commission’s central thrust is to wean better-off
Australians from the public teat, including by winding back
Tony Abbott’s plan to give generous paid leave to high-income
new parents but retaining his 1.5 per cent company tax levy to
fund means-tested childcare subsidies. The end of the age of
entitlementwouldcutfurtherintocorporatewelfare, including
the remaining subsidies for the car industry, tourism funding,
support for exporters through Austrade and government
financing bodies and even extending to clean coal schemes.

So, rather than some big business conspiracy, this is the
rationalist strike of the econocrats. The audit commission does
not call for a radical reduction in the size of government.
Instead it opts for a ‘pragmatic’ approach that would accept a
federal tax take equal to 24 per cent of national income – higher
than now. It does not seek to reverse the step up in the size of
government that began in the Whitlam years. But to digest the
budget pressures from an ageing population and big new
programs such as for disability services, something has to give.
And this has to confront the unsustainable growth in big-ticket
spending items such as the age pension and health.

With compulsory superannuation, the age pension was
supposed to shrink to a genuine safety net. Instead, even with
super attracting large tax subsidies, four out of every five older
Australians will end up being eligible for a full or part pension
over the next four decades on current policy settings. So the
commission calls for measures to slow the increase in the

pension benefit, taking more than a decade to link it to 28 per
cent of average wages rather than to the higher measure of
male wages and, importantly bringing the family home into the
pension assets test. It is outrageous that older owners of multi-
million dollar homes can be eligible for the age pension paid for
by wage earners on modest incomes. Similarly, it signals that
the government’s tax review will target the generous superan-
nuation tax subsidies brought in by the Howard Costello gov-
ernment during the heady days of the pre-GFC resources boom.
The audit commission notes that these concessions “dispro-
portionately benefit higher-income earners”.

In the same way, the commission report calls for the well-
heeled to effectively provide for their own primary health
cover, with families earning over $176,000 excluded from
Medicare and expected to take out private health cover on pain
of penalties, and with no tax rebate. As the audit commission
notes, the great bulk of the Medicare safety net subsidy goes to
the 20 per cent of the nation’s wealthiest suburbs. While
excluding the better off from the welfare state, the audit
commission would require most Australians to recognise the
cost of the subsidised health services they receive with a modest
co-payment for visiting the doctor. This all makes sense.
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The 86 recommendations of the
commission of audit report released on
Thursday fit the bill in order to achieve
significant progress against four important
benchmarks.

If the government supports the main
recommendations of the commission, it
will constitute the largest single
microeconomic reform program since the
Keating and early Howard governments’
programs of labour market deregulation.

Firstly, in regards to framing the budget
challenge, the commission has argued that
under the business as usual scenario with
16 consecutive years of deficit, net debt
would rise from $190 billion to $440 billion
by 2023-24. Its full suite of
recommendations is estimated to produce
savings of up to $20 billion over the next
three to four years and up to $70 billion by
2023-24. An adjustment of this size is
consistent with the Macroeconomics
budget model, which estimates that the
Commonwealth budget is currently in
structural deficit to the tune of $20 billion
to $30 billion.

Secondly, in terms of reducing welfare
dependency, the commission identifies
billions of dollars in savings from
including the family home in the eligibility
test for the age pension.

It is unfair for ordinary workers to
subsidise pensions for the wealthy. Tax
Benefit B, which goes to families with
partners who do not work, would be
abolished, while Family Tax Benefit A
would be drastically curtailed.

At the same time the recommendations
try to avoid reducing current payments
and suggest giving people time to adjust to
new arrangements. For example, no
current age pensioner recipient would lose
and the changes in indexation would occur
slowly over 15 years.

Thirdly, in terms of raising the return to
government spending, both by enhancing
the relative performance of all government
spending programs and lifting the
technical efficiency in the Australian
public service, the commission has fully
supported proper program evaluation on
Commonwealth programs, which is
currently non-existent. It recommends a
system of rigorous independent evaluation
aimed at ensuring spending programmes
are actually meeting their objectives. The
commission has pointed to substantial
savings through better structures, shared

services, use of IT, the net and outsourcing,
and recommends a complete review of the
some 900 Commonwealth bodies to
ensure that they are reduced.

Fourthly, in terms of reforming
Commonwealth-state business – where
commission chairman Tony Shepherd
identifies “mind-boggling waste and
duplication” – the report recommends
state and federal governments should have
sovereignty in their policy spheres.

If education, health and natural disaster
relief were to be completely devolved to the
state, then an overhaul of their tax and
funding arrangements would follow. The
commission recommends handing to each
state a portion of income tax generated in
their economy, to be offset by a reduction
in tied grants.

The Abbott government will be defined
by its first budget and its commitment to
see out the commission’s reform project.
Supporting the bulk of commission
reforms in principle while cutting hard on
budget night will provide the best chance
to reducing spending.

History suggests that this must happen
in the first term of government or will not
happen at all.

We need to follow Shepherd’s advice to
move “carefully, incrementally and fairly”
to put our fiscal policy back on a
sustainable path while economic activity is
near trend “to give us the flexibility and
reserves to future proof the economy”.
Pushing the bulk of the major adjustment
task beyond the next two or three years is
pragmatic in terms of achieving
community support for key reforms.

Good policy and process is usually
rewarded on financial markets. Cutting
waste can actually increase gross domestic
product in the short term because it raises
consumer confidence, spurs
entrepreneurship and drives investor
sentiment. The commission’s main
recommendations, if implemented, would
achieve the overall goal of raising national
productivity by improving incentives for
work and entrepreneurship, both directly
and by eliminating wasteful spending and
by eliminating deadweight losses
associated with higher taxation.

Everything possible should be done to
assist those parts of the economy that did
not benefit from the investment boom,
putting downward pressure on the dollar,
interest rates and business input costs.

Stephen Anthony is director, budget policy 
and forecasting at Macroeconomics.

A blueprint for serious reforms
Audit commission
The report spells out the
biggest reform overhaul
since the Keating and
early Howard eras. The
key is choosing the right
mix of measures.
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Rather than some big business conspiracy,
this assault on middle class welfare is the
rationalist strike of the econocrats.
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