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In this Bulletin

We would like to congratulate all Australian governments for their sterling fiscal 

performance over recent years, particularly in 2008. After ignoring warnings since 2004 

regarding the transitory nature of surging revenues streams, they pretty much all undertook 

a massive discretionary fiscal easing, and will now nearly all run budget deficits in 

2008-09 and blame it on the Global Financial Crisis (GFC). Perfect! The Commonwealth 

undertook four years of election driven profligacy as the Howard/Rudd Governments

targeted middle income recipients of transfer payments. Meanwhile, State and Territory

governments squandered their windfalls on their faster growth in the public payroll without

securing offsetting productivity gains. No acorns saved for a rainy day. And what a 

rainstorm there’s been since the collapse of Lehman Brothers in mid September when 

foolish United States regulators helped take the global financial system to the brink of 

collapse. Meanwhile the Australian economy which was already heading into a cyclical 

slowdown induced by monetary policy, suddenly faced a collapse in consumer and 

business sentiment and a potential private sector spending strike.

What does this mean? It’s time for a significant discretionary easing of fiscal policy. It’s

simpler than structural reform and politically smart.  Unfortunately the new Federal 

Government missed the opportunity for a thorough spring clean of public finances and now 

we are set for another Christmas night in the pirate cave. FANTASTIC!!!  And by our 

reckoning it only took the Rudd Government twelve months to take the budget into a cash 

deficit, a new record. But is there any alternative?

We concede the Rudd Government is acting prudently to spend big and fast in the face of 

the GFC. Its decisiveness should manage to forestall the worst impacts of the downturn 

whereas other economies may not be so lucky (especially the United States). Good 

management and good luck should keep us out of recession. But given the change in 

government last November, why weren’t there good policy proposals on the shelf ready to 

go?  Also, why can’t we cut wasteful spending while spending big on nation building high 

quality measures?  Both actions add to activity and create jobs.

We congratulate the Rudd Government for taking what we believe was an earlier Treasury 

blueprint for an economic downturn off the dusty shelf on 8 October and calling it the 

Economic Security Strategy. But that blueprint called for tying the spending bonanza to 

structural adjustment, via tax reform, welfare to work spending measures, and big ticket 

infrastructure projects, 
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i.e. making the downturn work for us. It didn’t support short-term thinking like raising grants 

to first home owners, cash handouts to middleclass welfare recipients, etc. Forgive us for 

seeming a little bitter, it’s just that the pump priming can get too much sometimes. 

Last time we called for a significant discretionary tightening to forestall a period of high 

inflation and the inevitable downturn from the RBA’s prolonged interest rate tightening 

cycle, which we thought would emerge in 2009. However, the Lehman Brothers debacle 

accelerated and exacerbated the cyclical downturn process. Clearly a net fiscal tightening 

of high quality spending measures would be disastrous in current circumstances. But still

waste abounds. By all means, Australian governments (led by the Commonwealth) should 

undertake a coordinated fiscal expansion of up to $22 billion or 2 per cent of GDP in 2009 

and follow it with another 2 per cent of GDP in 2010 for good measure. They should target 

infrastructure and comprehensive taxation and welfare reform. But along the way they 

should cut at least $18 billion from their budgets. Both actions should support confidence 

and therefore activity in the private economy. 

Australian governments should use current circumstances as a springboard to support 

domestic and international economic reforms, whilst making some tough decisions about 

budget priorities. Some targets would include tightening eligibility to income transfers; 

introducing incentives contracts to raise the efficiency of the nations $211 billion annual 

spend on goods, services and infrastructure; and looking to reform the non-traded services 

sector where 75 per cent of economic output is typically subject to some form of inefficient 

price regulation.

Don’t listen to the doom and gloom merchants who have arisen in 2008.  Most of these are 

the same people who told you the story of the commodity super cycle and how China saves

the day. The Australian economy appears to be insulated from a significant downturn until 

2009-10. By then our proactive monetary and fiscal stimulus should combine with a 

coordinated global stimulus to alleviate most of direct impact of the GFC and leave the 

Australian economy growing modestly in both 2009-10 and 2010-11, with the prospect of a 

resumption of strong growth in many of our major trading partners contributing to cyclical 

recovery thereafter. Unfortunately, most Australian governments will now run deficits for 

2008-09 and 2009-10. But the situation in December 2008 is much better than at any point 

in either 1983 or 1991.  So rest assured when you’re eating your pork and plum pudding 

this Christmas. 
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What follows is a detailed examination of Commonwealth and State Budget forecasts and 

their fiscal policy settings, with some broader economic commentary.

This publication is the only one stop budget and economic bulletin on Australian 

governments available today.  Enjoy!
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Introduction: Twelve Months to Budget Deficits 

What an exciting year it has been. Our budget tracking model began the year with the 

combined Australia governments (net lending) cash surplus of around $16.3 billion in 

2008-09 which rose to an estimated $33 billion dollars (3 per cent of GDP) by June 2008 

when BHP Billiton and Rio Tinto secured an 80 per cent increase in the 12 month contract 

prices of thermal & coking coal and iron ore from the Chinese. Then havoc. On our 

reckoning the combined budget slipped into deficit by mid October, based on discretionary 

spending announcements and reasonable assumptions about parameter movements, and 

Australian governments are now running a deficit of around $6.1 billion dollars by the end 

December 2008.  

This Bulletin tells the story of what happened to both the finances of Australian 

governments and the economy to produce this profound turn around in economic fortunes.  

So what happened?  The failure of Lehman Brothers on 15 September and the fact the 

United States regulators let it fail saw a collapse on global financial markets that was 

quickly transmitted via sentiment to the real economy. 

It all began with the information problem caused by the combination of a 

downturn in the US housing market and the complexity of structured finance. 

Banks stop lending, so the ordinary non-financial corporations, small businesses 

and large, are drained of life-blood.  A crisis in Wall Street creates a crisis in 

“Main Street”. It is for that reason, and not for the sake of rescuing Wall Street, 

that the US government has needed to intervene.1

The GFC had been stewing along since the middle of 2007 but with impacts largely 

contained within the United States and international investment banks. But from mid 

September 2008 the crisis of confidence infected businesses, homebuyers, investors and 

consumers in Australia which were already subject to an emerging cyclical downturn 

induced by tighter monetary. This resulted in:

                                                  
1

W.M. Corden, ‘The world credit crisis: Understanding it, and what to do, Melbourne Institute Working Paper 25, 

2008.
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 a downgrade of company profits, superannuation returns and capital gains wiping 

around $14 billion from the Commonwealth Budget.

 a downturn in residential and commercial property sales and decline in property 

prices producing a decline in stamp duties and land tax receipts, along with 

realised losses on financial assets, withdrawing around $8 billion so far from State 

Government Budgets.

 a series of discretionary spending measures intended to spur activity, ie. the 

Economic Security Strategy, the New Car Plan, a community infrastructure 

package for local councils, the boosting of social infrastructure through restructured 

special purpose payments to State and Territory governments, the Nation Building 

Package, and the bring forward of the Renewable Energy Fund, in all a grand total 

of $14.6 billion in 2008-09.  

 an expected rise in expenditure associated with the budget’s automatic stabilisers

worth around $2.3 billion in 2008-09.

The impact of the GFC on Australian public finances could best be summed up with one 

word: gotcha! And this is just the impact on the headline budget balance in 2008-09.  The 

structural budget position and the rapid uptake of net debt are looking more problematic.  

2008 began with so much promise

 We had a new Federal Government and a promise of New Federalism with the 

States and Territories.  

 We had the 2020 Summit in February giving Sky News a weekend of free pictures.  

 We had the reformation of the Razor Gang.

 We saw the Department of Finance form the Expenditure Review Taskforce as part 

of a ‘root and branch’ review of spending.

 We saw new leadership in Tasmania, Northern Territory, Western Australia and 

New South Wales (again).

…and ended in so many tears

 We saw the Opes Prime collapse, ANZ & NAB bad loans and the collapse of ABC

learning and others.
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 We saw the New South Wales Government leading the nation into a downturn 

while its government disintegrated into a rabble. 

 We saw the Varanus Island explosion in June 2008 which wiped out 30 per cent of 

Western Australia's gas supply for three months and helped to contribute to the 

slowest quarter of GDP growth (2008Q3) since 2000-01.

 We saw two months of global financial turmoil beginning with the failure of Lehman 

Brothers collapse on 15 September 2008.

 We saw the downstream fallout from the Rudd Government’s deposit guarantee on 

local borrowings which drained liquidity from managed funds and investment funds.

 We saw the Federal Government fail to take a single principled tough decision on 

any issue over the whole year and little if any fresh thinking.

Report Card on the New Federal Government’s First Year

The political honeymoon afforded to a new government which provides a window of 

opportunity for bold reform is now over.  So how has the new Government faired over its

first 12 months as an economic manager?  We would argue that the first eight months were 

slow and the last four months were just average. 

The Government was very slow off the blocks on macroeconomic management in 

December 2007 and struggled to find a consistent narrative to portray its intent and 

reasoning.  This is partly due to the lack of economic intuition of senior ministers (with the 

notable exception of Hon Lindsay Tanner MP), but also because of the poor preparation 

and/or trickiness of the bureaucracy.2  

In terms of budget policy, the naïveté of the Government was demonstrated by the way 

senior bureaucrats were allowed to manage the expenditure review process. Rather than 

presenting the new Government with a long and considered list of savings proposals in 

                                                  

2
Whilst the current Minister for Finance is the strongest performer in his portfolio since Peter Walsh in the mid 

1980s, he alone could not hold the line where other senior minister lacked the discipline and the foresight to see 

the window of opportunity for making spending cuts was closing.
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coming to office, they proposed an in-house review of program spending to be conducted 

over 12 months.3 This was even weaker than the open and transparent Commission of 

Audit conducted by the Howard Government 12 years earlier which certain key bureaucrats 

had apparently judged to be a failure.4  

As yet there has been no ‘real’ savings round conducted by the new Government. This is 

evidenced by the poor showing at both Budget and MYEFO this year which detailed 

combined discretionary spending cuts of less than $2.9 billion (not counting the 

discretionary policy easing since October).  Now perhaps certain spending cuts have been 

delayed because of the GFC and certainly many program reviews are still underway. But at 

least the Howard Government managed to deliver spending cuts in each year of its first 

term of between ½ to 1 per cent of GDP.  We also understand that the Expenditure Review 

Taskforce undertaken by the Department of Finance was a bit of a fizzer.  How could a 

dedicated work unit of 120 or so individuals in Budget Group identify so few savings? 

Perhaps it has something to do with the 1st law of Finance:

Career opportunities in line agencies vary inversely to the number of 

savings options identified by budget officers.

Perhaps the fundamental reason the Taskforce has failed is because the Government has 

operated without any conceptual framework for imposing spending discipline, preferring to 

continue the Howard government’s commitment to upper and middle class welfare.5  

The lack of achievement in budget policy helped to undermine the Government’s early 

macroeconomic policy story of fighting inflation through cutting waste and spending on 

infrastructure.  The lack of coordination of macroeconomic policy meant that the full burden 

of stabilisation policy was carried by monetary policy from Martin Place in Sydney where 

official interest rates were made higher for longer in the absence of budget cuts in the first 

half of 2008. Meanwhile Canberra hosted the 2020 Summit, another review process for 

                                                  
3

Australian Treasury, Incoming Government Brief, 2007, p.16.  
4 The Commission of Audit is worth reading because it provides a record of just how little the Howard Government 

actually achieved in terms of its strategic review and control of public spending. 
5

Brian Toohey, Memo Wayne: 20 ways to shave $200 billion, AFR, 10 May 2008. The commitment to middle 

class welfare is also embodied in the compensation arrangements contained in the emissions trading white paper

released on 15 December 2008, where couples on low to middle income are all better off after the introduction of 

the carbon trading scheme.
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insiders, shunning public involvement. We are told that there was no organised discussion 

of macroeconomic policy in an economic environment the Treasury Secretary would later 

describe as the most challenging during his professional career. We challenge the 

organisers to provide us with a transcript/video of the discussion groups for the economic 

sessions to show that key issues such as the conduct of monetary and fiscal policy were 

debated.

Not until October 2008 did the Government seem to find its macroeconomic feet by arguing 

for greater spending to avert the GFC.  With the ‘clever’ Economic Security Strategy, the 

Government’s seemed to hit its stride, bounding from one press conference to another,

making one announcement after another. The ‘war cabinet’ atmosphere seemed to suit the 

personalities of senior ministers. 

Was it Richard Milhous Nixon who said: “We are all Keynesians Now”, or was it the cold 

fish at the Australian Treasury who having eschewed the use of discretionary fiscal policy 

for over a decade suddenly became disciples of the General Theory? We thought the fiscal 

strategy was about building national savings to underpin the productive capacity of the 

nation over time and to fund for ‘no regrets’ policy measures in lean years. And don’t the 

textbooks say that a fiscal expansion for a small open economy is more likely than not to 

fail because it tends to be crowded out by imports, especially where it is targeted at low 

quality measures?6  

We support the Rudd Government’s decisive and proactive approach to the GFC from 

October 2008. We hope that current actions will save the nation from unnecessary 

economic hardship and unemployment. It would be the height of foolishness for 

government not to seek to forestall a downturn by spending a few percentage points of 

GDP on high value measures as an insurance policy against a spending strike by business 

and households.  But shouldn’t we find something worthwhile to spend it on?

We also applaud the public release of the Operation Sunlight report by Senator Andrew 

Murray on 9 December 2008.  The release and partial endorsement is the 

                                                  
6

Tony Makin, ‘Beware the Spending Spree’ AFR, 15 December 2008.
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Rudd Government’s major economic achievement of 2008.  You can read the full 

‘Murray Report’ and the Government’s response at:

http://www.finance.gov.au/financial-framework/financial-management-policy-

guidance/operation-sunlight/docs/budget-transparency-report.pdf

The Murray Report provides a strategic review and reform action plan for the accountability 

of public spending and budget processes of the Commonwealth (with lessons for all 

Australian governments) with the potential to save billions in public spending. For example,

on the issue of the outcomes-outputs framework where public agencies are supposed to 

nominate tangible performance benchmarks to measure the effectiveness of every policy 

dollar they spend and then report performance against those benchmarks, he finds:

In the worst cases you have to wonder at the attitude that encourages useless 

and generalised descriptions, and then ties large appropriations to them, 

consequently allowing for such wide ministerial and bureaucratic discretion that 

accountability loses any meaning.  Such latitude, especially if rubber stamped by 

a supine or Executive-dominated Parliament, can result in the legitimacy being 

confirmed simply because the law does not prohibit such practice.7

The Government is to be commended for adopting most of Senator Murray’s 

recommendations including linking the outcomes-outputs framework to senior public 

servants salary outcomes.  But it is noteworthy in the context of the Economic Security

Strategy and other stimulus announcements announced in recent weeks, that they chose 

not to adopt the major recommendation of the ‘Good Governance’ section of the report, and 

also missed the opportunity to require ministers and senior bureaucrats to sign-off on that 

new spending 

                                                  
7

Review of Operation Sunlight: Overhauling Budgetary Transparency Senator Andrew Murray June 2008, p.86. 

Apparently the Department of Families, Housing, Community Service and Indigenous Affairs (for example) have 

allocated billions of taxpayer’s dollars in recent years to such imprecise performance benchmarks as Outcome 3 

‘Families and children have choices and opportunities’ and Outcome 4 ‘Strong resilient communities’. If you 

combine these flexible benchmarks with the fact that most of the dollars spent by the agency in question were 

from ‘standing’ appropriations and so not reviewed by Parliament (true for about 80 per cent of public spending) 

then there was no financial pressure on the agency to achieve better outcomes for the disadvantaged

beneficiaries of their spending programs, or any financial incentive to achieve value for money for taxpayers.  

There are many other interesting recommendations provided in the Report and much important discussion.



Page 17

proposals are an efficient and effective use of public funds in law.8  That brings us to the 

quality and quantum of spending measures approved in response to the GFC.

Fiscal Stimulus Measures So Far

Most of the stimulus measures introduced by Australian governments in response to the 

GFC have been undertaken by the Commonwealth, which is responsible for 

macroeconomic policy and has more capacity to deliver a large discretionary policy easing. 

So far the net stimulus totals $14.6 billion in 2008-09 and $4.6 billion in 2009-10 or 

$19.2 billion in total new spending initiatives or bring forwards, including:

 14 October 2008 - $10.4 billion for the Economic Security Strategy comprising 

$9.4 billion in 2008-09 paid to families ($3.9 million), pensioners ($4.8 million), first 

homeowners ($500 million) and training places ($187 million) and a further $1 billion in 

2009-10 for first homeowners.

 10 November 2008 - $6.2 billion for the New Car Plan to assist the ‘greening’ of the car 

industry comprising a net fiscal stimulus of around $250 million in 2008-09 and 

2009-10.  

 18 November 2008 - $300 million for local councils to build local community 

infrastructure, all to be spent in 2008-09.

 29 November 2008 - $15.1 billion in special purpose payments to State and Territory

governments including new spending of around $3.0 billion in 2008-09 and a further 

$1.1 billion in 2009-10.

 12 December 2008 – the $4.7 billion Nation Building Package of capital works in road,

rail and schools, comprising net fiscal stimulus of around $1.5 billion in 2008-09 and a 

further $1.8 billion in 2009-10. 

 14 December 2008 – a $500 million bring forward of the Renewable Energy Fund over 

the next 18 months with an additional $100 million to be spent in 2008-09, and 

$400 million to be made available in 2009-10.

 ?? January 2009 – expect the Infrastructure Australia package funded jointly from 

budget and the Building Australia Fund to add $5 billion in stimulus in 2009-10.

Meanwhile some State and Territory governments have introduced some limited stimulus 

measures. The big disappointment are states like New South Wales and Tasmania which 

                                                  
8

Using the Financial Management and Accountability Act (1997) as suggested by the Australian National Audit 

Office.
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are planning to cut spending heavily in 2008-09 (about three years too late), and defer 

infrastructure spending, while still benefitting from stimulus introduced by other Australian 

governments.

Another Christmas Night in the Pirate Cave

By and large the Rudd Government has taken the year off in terms of making the hard

decisions to reform key areas of the economy. Instead it has preferred feverish activity and 

media announcements to fundamental microeconomic reform, while buying time by 

deferring tough choices to expert committees.9

The Rudd Government has also rewarded marginal budget priorities with new spending, 

while squandering some of the hard won proceeds of the economic reform and the China 

boom by not undertaking further reform. We suspect that bureaucrats are the real culprits 

here for not having done their homework by opportunistically having good policy proposals 

on the policy conveyer belt ready to go for an eager new government. Some of the less 

worthy beneficiaries of the recent stimulus include:

 NSW Government via $2.1 billion on infrastructure spending (more on that later); 

 COAG to ‘end the blame game’ in health by offering annual indexation of 7.3 per cent 

on base spending into the future worth $4.8 billion / 5 years with virtually no provisos;

 local councils via $300 million for community infrastructure with the simple instruction to 

spend the money in seven months or else; 

 middle class families by providing $1000 for each child destined to be paid to either 

(a) Harvey Norman; (b) Credit Card; (c)  Private Schools; or (d) all of the above.

 First homeowners with up to $14,000 in new assistance in 2008-09 and 2009-10 

perpetuating the tax distorted building cycle so evident from 2000-01 onwards.

                                                  
9

This is a hard call when it comes to climate change. Committing to an emission trading scheme is a hard 

decision, although the Howard Government had essentially committed to what was announced in the recent White 

Paper. But we are critical because the Rudd Government ignored the first best policy approach advocated by a 

climate change economic policy expert of thirty years (Professor Warwick McKibbin) whilst Treasury paradoxically 

relied on his renowned modelling capabilities to model various economic scenarios.
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Former Labor Leader Mark Latham’s measured critique of the Rudd Government is apt:

In response to the global financial meltdown, his government has shown its true 

economic colours.  It has been diving from side to side with interventionist 

policies: introducing bank guarantees, Howard-style cash handouts and yet 

another tranche of car industry welfare.  In each case, it was motivated more by 

the “seen-syndrome”, the appearance of doing something than the quality of its 

policy measures (AFR, 11 December 2008).

Structurally the Federal Budget is a bit of a Mess 

The need to improve the quality of public spending is highlighted by our tracking of the 

movements in the Commonwealth’s budget balance since the Mid-year Update and by our 

estimation of the position of the structural budget position.10  The Federal Budget is now in 

deficit, albeit by a small margin in 2008-09 and 2009-10 based on spending 

announcements made since MYEFO (Table 1). But this ‘headline’ budget position has been 

improved by the level of real activity and commodity prices which are still running above 

long term trends. Without windfalls generated by economic parameters the ‘structural’ 

budget deficit position would have been far larger in 2008-09 and 2009-10. This suggests 

Table 1: Headline and Structural Budget From 2007-08                                                                                                                   
Actual & Estimates

2007-08 (A)

$b

2008-09

$b

2009-10

$b

20010-11

$b

2011-12

$b

MYEFO Balance 22.0 5.4 3.6 2.6 6.7

Spending since MYEFO Nil -5.5 -3.9 -3.2 -2.1

Impact of the Economic Cycle -10.2 -6.0 -2.1 2.4 1.4

Impact of the Commodity Cycle -22.4 -15.2 -6.3 1.2 2.4

Structural Balance - 10.6 -21.3 -8.7 3.0 8.4

(Per cent of GDP) - 1.0 -2.0 -0.8 0.2 0.5

Source: ABS, Budget Papers & Macroeconomics estimates.  

                                                  
10

The structural balance adjusts the headline cash balance for movements in real output and the terms of trade 

away from the longer term trend.
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that attention needs to be paid to improving the structural integrity of the budget. It also 

suggests a further large discretionary fiscal stimulus in 2009-10 and beyond will more than 

likely keep the structural budget position in deficit. 

Time to Reload the Fiscal Cannon

Rather then finding $19.2 billion in new spending over the next year or so, we 

recommended last April that the Commonwealth government could promote confidence in 

financial markets by cutting up to $18 billion in the 2008-09 Budget by improving incentives 

and eliminating waste and we nominated specific targets for spending cuts.  Some people 

would argue that in light of subsequent events this advice was foolhardy. The backbone of 

our defence is the 2nd law of Finance: 

It’s easier to spend money, it’s almost impossible to find savings.11

Recent experience tells us that it is easy to spend.  We readily concede our timing was one 

budget too late politically as we suspected at the time, although the Budget would still be in 

surplus if you had listened to us and the Government would have a larger spending 

envelope. It is possible to cut and spend at the same time by eliminating waste and ‘buying’ 

microeconomic reform.  We also argue that cutting wasted spending can actually increase 

GDP in the short term because it raises productivity and underpins investor sentiment. If a 

fiscal expansion by an open economy can be crowded out by imports, a fiscal contraction 

can stimulate activity by encouraging manufactured exports and tourism via a lower 

currency.  This was true for the Howard Government between 1996 and 1999 and for the 

Clinton Administration from 1993 in the United States.

In the current environment aiming for a net fiscal stimulus of up to 2 per cent of GDP in 

2009 (around $22 billion) is appropriate provided it is directed at no-regrets policy options, 

and provided that the government is correct in assuming that households and business are 

staging a confidence driven spending strike.  However, at the same time achieving $10 to 

$18 billion in spending reductions, targeting low grade spending measures would help to 

maintain the structural integrity of the budget over a difficult period and improve incentives 

for work and entrepreneurial effort. 

                                                  
11 Let us qualify this. It is true that the Commonwealth has a history of under spending on certain types of 

programs but not transfer based programs. 
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The savings list is quite obvious and widely known (see Table 2). However, the size of the 

likely reductions will usually be a product of the type of tightening of eligibility criteria that is 

chosen in each case and can be more or less strict.  The best approach is to spread the 

pain of adjustment as thinly as possible and to impose the largest share of adjustment 

burden on those most likely to benefit from resultant economic conditions (Starrett 1983 

and Moore 2005).

Table 2: Spreading the Burden of Spending Cuts

2008-09

$b

Reform Saving

$b

Cumulative

$b
Program

Age Pension 26.8 Tightening eligibility 5.0 5.0

Superannuation Tax 
Concessions 9.5 Tax all payout before 65 at 

normal MTRs
4.4 9.4

Family Tax Benefit B 15.2 Tightening eligibility 3.8 13.2

Defence Capital 9.8 Incentive contracting 1.0 14.2

Pharmaceutical Benefits 
Scheme

8.9
Restoring original   eligibility 
criteria for  seniors health 
card 

2.4 16.6

Indexation 7.2 Adoption of CPI scrapping of 
the Efficiency Dividend

0.5 17.1

Auslink 5.0 Incentive contracting 0.6 17.7

Private Health Insurance 
Rebate

4.1 Abolish and pay directly to 
hospitals

4.1 21.8

Baby Bonus 1.4 Reducing & tightening 
eligibility

0.6 22.4

Carer Allowance 1.3 Means testing eligibility 0.4 22.8

First Homeowners Grant 1.0 Introduce means test 0.3 23.1

Child-care tax rebate 1.0 Means testing eligibility 0.4 23.5

Exceptional Circumstances 0.6

Eliminating bias in program 
estimate - drought policy 
currently being reviewed with 
outcome due February 2009

0.2 23.7

Total GFS Expenses 303.6 23.7

            Source: Portfolio Budget Statements, Media releases, Macroeconomics estimates.
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Most of the adjustment burden is achieved by reversing the worst policy decisions of the 

Howard Government. For example, restoring the eligibility requirements for the 

Age Pension, the single largest spending program of the Commonwealth, with recent real 

growth in advance of 5 per cent, with an ageing population. Then there is the need to cap 

or means test payments such as the Carers Allowance, telephone, utility and seniors’ 

concession allowances, and to introduce adequate means testing for programs without 

means testing, or with low level tests, such as Family Tax Benefit B, the Baby Bonus and

the Commonwealth Seniors Health Card. Then there is the need to restructure ‘political’ 

programs like the former Natural Heritage Trust (now know as Caring for Country), and 

regional and local community grants that still have enough discretion to be exploited during 

the political cycle.

Large savings can also be achieved by scrapping all current indexation arrangements 

along with the efficiency dividend and replacing these with CPI indexation and directly 

compensating individuals with less means.  This would also take the pressure of agencies 

large and small to constantly bid for new resources.

Large savings can also be achieved through the widespread adoption of competitive 

tendering processes, and incorporating economic efficiency principles into contract design 

especially for the purchase of large capital items and defence weapons platforms. Large 

savings can also be achieved through the recentralisation of some departmental expenses 

functions related to office space, accounting, information technology, legal services and 

human resource management. We note that the Minister for Finance has made great 

strides in this direction. On 24 November 2008 the Government announced that it had 

agreed to implement in full the recommendations of Sir Peter Gershon’s review of the 

Government’s use of information and communications technology.

Use the Proceeds of Savings to Fund One Nation II 

The Rudd Government should then use the proceeds of its saving round along with the 

contents of the Building Australia Fund to fund a new round of fiscal stimulus as part of the 

2009-10 Budget process in the order of 2 per cent of GDP ($22 million) from the projects 

recommended by Infrastructure Australia and only after imposing a rigorous cost benefit 

analysis. Such a stimulus would be a pre-emptive strike against further destabilisation of 

domestic activity by international factors. The spending multiplier associated with 

infrastructure is also likely to raise GDP by around 2 per cent.  This stimulus is likely to 



Page 23

coincide with the anticipated downturn in commodity prices that will depress national 

income, so it would be very welcome. It should also provide a spending envelope for 

governments to undertake those large infrastructure projects that are usually considered 

‘too hard’, but are major microeconomic reforms.  

How the States Are Fairing 

One of the most disappointing aspects of recent times has been the squandering of the 

proceeds of the China boom which were frittered away through wasteful spending. Table 3

outlines Macroeconomics estimates of State and Territory Governments budget balances 

and their structural balance after adjusting various revenue streams to their long term trend. 

It shows that the State and Territory Governments are collectively running large deficits

whilst still receiving short-term windfalls from the property market and mining boom.  

Table 3: Structural State Budget Outcomes since 1996-97                                                                                                                    

2007-08 (A)

$b 

2008-09

$b

2009-10

$b 

2010-11

$b

2011-12

$b

GFS Net Lending(+)/Borrowing(-) -4.4 -6.0 -2.2 0.9 1.3

Less Windfall Revenue Heads 
(stamp duties, land taxes, 

royalties etc.)

-2.1 -1.1 -0.6 -0.2 -0.1

Structural Budget Balance -6.5 -7.1 -2.8 0.7 1.2

Source: ABS 5512.0, Budget Papers & Macroeconomics estimates.  This tables reports on a total public sector 
basis which is the most comprehensive measure available to assess the budget position of each state jurisdiction. 
For the Commonwealth the general government basis is reported because here the difference between general 
government and total budget sector outcomes is very small.

Essentially State governments have engaged in structural dis-saving by failing to ‘bank’ 

their own stamp duty, land taxes, and mining royalty windfalls since 2002-03, whilst in 

recent times undertaking a pro-cyclical spending boom of their own. Collectively State 

governments are likely to accrue a structural deficit of close to $7.1 billion in 2008-09 which 

is expected to fall to around $2.8 billion in 2009-10 on the back of discretionary tightening.  

New South Wales: Not Quite a Basket Case

Unfortunately, the blue ribbon loser of Australian governments, in terms of economic and 

budgetary management, is New South Wales. Without wanting to harp too much this 
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has been coming for a long time and should not be blamed on the GFC, or the 

Commonwealth or the Reserve Bank, or whatever. Essentially the parlous position of the 

NSW structural budget and prospects for output, as detailed below, have been in the 

making for several years. Our advice to the Government of New South Wales is that the 

only major microeconomic reform you should consider is to call an election at the 

earliest possible time.  Do your duty. The nation requires dynamism and not stagnation 

from New South Wales. 

The Economic Outlook Calls for Caution, Not Depression

Turning to the broader economy, we are more upbeat about prospects for the Australian 

economy over the next twelve to eighteen months. Most of the chorus of doomsayers about 

the prospects for the Australian economy point towards the likelihood of a sharp downward 

movement in commodity prices of up to 50 per cent during 2009-10. Such an overshooting 

of commodity prices would have the potential to wreak havoc on real incomes, nominal 

GDP growth and the budget bottom-line. However, we argue that a terms of trade decline 

in the order of 10 to 15 per cent is more likely based on current price trends.  And that this 

decline in the terms of trade is likely to be fully offset by a depreciation in the $A, which will 

help to maintain the value of export earnings and reduce the likelihood of a negative GDP 

deflator. Our assessment is based on two factors: 

(i) the likelihood that public infrastructure spending programs throughout the region will 

help to support the prices of some of our major exports; and 

(ii) the fact that prices of many of our major imports have also fallen sharply and so will 

cushion the impact of lower exports prices. 

The good news is that the GFC is essentially a demand side financial shock related to 

confidence.12 Many economies should miss the worst fallout of the shock that occurred in 

the third quarter of 2008. This is provided the current coordinated G-20 monetary and fiscal 

stimulus is not derailed by a further crisis of confidence in financial markets.  This appears 

likely as most debt laden financial institutions are now either liquidated or under public 

ownership, whilst their managers have moved on to bigger and better things.

                                                  

12
Apologies to those working in the financial sector, it may not feel like a demand side shock.
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We are more bullish about economic prospects for the Australia economy in the remainder 

of 2008-09 and running into 2009-10 than most commentators. We are still expecting GDP 

growth at around 1.5 per cent in 2008-09, with activity remaining at or above this level over 

the entire outlook period. Our outlook for the remainder of 2008-09 and beyond is 

predicated on the following: 

 Australia’s still strong terms of trade (in 2008-09), albeit that export volumes will fall; 

 the amount of policy stimulus in the pipeline; and

 the strength of business equipment and infrastructure spending intentions. 

In 2008-09, the Rudd Government’s $14.6 billon (1.2 per cent of GDP) stimulus in 2008-09 

is likely to contribute up to ¾ of a percentage point of GDP growth in 2008-09.  

Household spending will be supported by the combination of lower petrol prices and lower 

mortgage interest rates, as well as the Rudd Government’s one-off payments. Australia’s 

current account deficit (the largest brake on measured GDP growth in recent years) is set 

to fall markedly. This is due in large part to the current contract prices negotiated by 

BHP-Billiton and Rio Tinto with the Chinese for coal and iron ore which remain in place until 

April 2009.13 The strength of these prices, combined with the rebound in farm sector 

income points to higher exports earnings. Coupled with subdued consumer demand and 

slowing business investment, import demand will fall sharply. The combination of higher 

exports and lower imports will improve the trade balance. Combine this with much lower 

global interest rates on our foreign debt, and the current account deficit will be greatly 

reduced. 

In 2009-10 the combined impact of the Rudd Government’s new infrastructure package 

(worth up to 2 per cent of GDP) coupled with the full impact of Reserve Bank’s recent 

300bps cash rate reductions should contribute up to 2 percentage points to growth. We 

also expect a further 100bps reduction in official interest rates before Budget 2009-10. This 

combined with the impact of coordinated global monetary expansion and major public 

infrastructure spending packages in our trading partners (2 per cent of GDP in the United 

States and 15 per cent of GDP in China) is likely to underpin domestic activity and 

commodity prices.  

                                                  
13

There have been recent reports that BHP-Billiton are in the process of renegotiating contract prices with the 

Chinese to come into effect in January 2009.


