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Savings
KatieWalsh

The $111 billion in tax concessions paid
each year must be cut if the federal gov-
ernment is to repair the budget, an eco-
nomic analysis funded by the Minerals
CouncilofAustraliaargues.

This year tax breaks for superannua-
tion savings will hit $32 billion, overtak-
ingcapitalgainstaxbreaksforhousingas
the most expensive concession, and is
expectedtogrowat5percentayearover
thenexttwodecades.

“Themeritsofeachconcessionshould
be periodically re-established,” Stephen
Anthony, director of budget policy and
forecastingateconomicsconsultingfirm
Macroeconomics writes. “All of the con-
cessions should be treated in the same
wayasdirectbudgetexpendituresforthe
purposesofprogramevaluation.”

Concessions of all sizes have hit the

budgethard,MrAnthonysaid.Inthelat-
est tax expenditures statement, they
numberto363andmakeuponethirdof
budgetrevenue.

After superannuation and housing
comes the cost of goods and services tax
exemptions for food, education, health
and financial supplies, due to cost more
than$15 billioninthe2013taxyear.

The federal government has
announcedplanstoslashconcessionson
super accounts earning more than
$100,000 a year in the pension stage but
has pledged to otherwise leave super
alone.

The Coalition is set to cut an exemp-
tion for low-income earners if voted into
governmentinSeptemberbutotherwise
steerclearofthearea.

Mr Anthony says an expert panel
couldreviewtaxconcessionprogramsin
eachbudget, inadditiontomajorspend-
ingandothercosts.

Treasury could “score” the perform-

anceofalltaxexpendituresandprovidea
new budget paper setting out details on
the top 20 areas of spending and tax
breaksthatfaceagrowthrisk.

The paper says the “fiscal largesse” of
successive governments over the past
decade, flush with funds from a com-
modities boom that added an extra

$160 billion to the bottom-line in the last
sevenyears,Macroeconomicssays.

Corporate tax receipts have suffered
sincethefinancialcrisisandarepredicted
to worsen, haemorrhaging by $7 billion
morethanestimatedthisyear.

While crediting Treasurer Wayne
Swan for tightening personal tax offsets

aspartof“crucial longer-termstructural
budgetreforms”,hesaysthegovernment
erred in linking the rise in superannua-
tionpaymentsto12percenttothemining
tax:thelattercouldfall$6 billionshortby
2020.

Among “wasteful spending” that the
governmentcouldslashwerebonuspay-
ments to parents of school kids ($1.2 bil-
lioninsavingsin2013–4),somefamilytax
benefits ($811 million), the up to $14,000
handed to first home buyers ($771 mil-
lion), and duplicitous energy programs 
($100 million).

Another$28 millioninsavingsispos-
sible if pension eligibility rules – which
allowaretireewhohas$1 millioninsuper
to get access to cut-price drugs using a
healthcard–aretightened.

On the flipside, personal tax rates
couldbenefitfromacut–butonefunded
byreigned-inspendingonsocialsecurity,
pooling all welfare benefits into one
means-testedpayment.

from Geoff Carmody, a leading private
sector economist and co-founder of
Access Economics, canvasses options
suchasanimmediate$14billionspend-
ing cut, including by curbing billions in
“corporate welfare” to dying industries
suchascarmaking.

Minerals Council chief executive
John Kunkel saidthereporthighlighted
the scale of revenue that had flowed
into government coffers from the
mining boom and the “degree to which
this has been frittered away by poor-
qualityspending”.

“The MCA thought it important to
ensure future governments are held to
account on spending, and not resort to
the lazy option of more taxes on indus-
tries that support Australia’s prosper-
ity,”DrKunkelsaid.

A spokesman for Treasurer Wayne
Swan said there was no doubt this
year’s budget was being brought down
“in some extremely challenging and
unusualcircumstances”.

“We’ll continue to strike the right
balance of making room for smart
investments that support jobs and
growth of the future while continuing
our fiscal consolidation in a balanced
andresponsibleway,”hesaid.

Thereportcomesjustdaysafterboth
sides of politics signalled they were

From page 1 backing away from delivering sur-
plusesincomingyears.

Labor is understood to be struggling
to find ways of generating a surplus in
anyoftheso-called“forwardestimates”
years, which run through to 2016-17,
because revenue collections are at least
$7.5 billion short of what was forecast
sixmonthsago.

Market economists and budget
experts are tipping a deficit for 2012-13
of $10 billion to as much as $25 billion.
At the same time, Opposition Leader
Tony Abbott has declared “all bets are
off” on a Coalition pledge to deliver a
surplusinitsfirstyearinoffice.

Concern is now growing among
business groups and budget experts

that failure to find a credible path back
to surplus could result in Australia
losingitscovetedAAAcreditrating.

The Grattan Institute published
research on Monday suggesting that
federalandstatebudgetswouldbegen-
erating combined deficits of at least
$80 billionayearbynextdecadeunless
spendingwascut.

Macroeconomics argues that Aus-
tralia’s political parties should deepen

theircommitmenttosurplusesoverthe
economic cycle by pledging so-called
structuralbudgetbalance.

Mr Anthony said the lack of a struc-
tural target meant successive govern-
ments had been “free to engage in fiscal
largesse while still meeting their fiscal
strategyobjective”.

“There was no acknowledgement of
the windfall element of tax revenues
under the strategy and no tally kept of
the magnitude of these impacts on the
budget,” he said. “Windfall receipts
werefritteredaway.”

The Labor government has recently
complained that the falling terms of
tradeandthehighdollarhavedelivered
a “sledgehammer” to expected reve-
nues. But budget experts say revenues
arereturningtotheir longertermlevels
following falls in the terms of trade
sinceSeptember2011of 17percent.

MrAnthonysaidthesituationwasso
bad that even an extended period of
spending restraint – involving a 2 per
cent cap on outlays for the next four
years,plusa2.5percentlimitthereafter
– would make it difficult for Labor to
restorethestructuralbalance.

“Such low spending growth has not
been achieved by Australian govern-
ments for any sustained period of time
overthelast50years,”hesaid.

MrAnthonycallsforanamendment
to the Charter of Budget Honesty Act
that would require the government to
subject every new spending proposal
worth more than $50 million a year to
anindependentcost-benefitanalysis.

Tax
Jason Murphy

An Abbott government would have to
raise taxes as well as cut spending if the
budget is to be returned to a structural
balance,economistssay.

Australia faces years of deficits as
government spending increases faster
than growth in revenues, and econo-
mists warn that cutting spending will 
not be enough to reverse the damage
donetothenation’sfinances.

“I’d prefer that the government
exploredoptionsforreducingspending
before looking at revenue options, but I
accept that they will need to do both,”
Bank of America Merril Lynch econo-
mist Saul Eslake told The Australian
FinancialReview.

A Grattan Institute report on Mon-
day said federal and state governments
face a “decade of deficits” of $60 billion,
or 4 per cent of GDP, unless there are
bigspendingcuts. Italsoarguesthattax
increases need to be part of the mix.
“History suggests that successful
budget repair invariably involves both
tax increases and expenditure reduc-
tions,”thereportsays.

BT Financial Group chief economist
Chris Caton said if he wins the election,
Opposition Leader Tony Abbott would
have the political opportunity to raise
other taxes early in his first term as
prime minister. “A first term govern-
ment with a big majority could argue
that this is what it has to do to ‘fix the
messleftbyitspredecessors’,”hesaid.

Mr Caton argued the ratio of tax to
GDP, which the government estimates
at 23 per cent, “suggests we are under-
taxed”.

The federal government has spent
more than it raised in revenue since the
startoftheglobalfinancialcrisis.

Shadow treasurer Joe Hockey told
the AFR that the budget gap would be
made up on the expenditure side if the
CoalitionwinstheSeptemberelection.

“The Coalition will restore budget
sustainability by reducing spending,
not by raising taxes. Our commitment
is to abolish taxes – the carbon tax and
theminingtax,withnoplansfornewor
increased taxes beyond our previous
announcement of a paid parental leave
levy,”hesaid.

Mr Eslake said there was a conflict
betweentheCoalition’sphilosophyand

reality. “The incoming government is
ostensiblycommittedtoloweringtaxes
as a matter of philosophical principle,”
hesaid.”Despitethistheyareproposing
to increase the tax paid by 3200 or so
large companies by 1.5 percentage
points in order to pay for Tony Abbott’s
‘signature’ paid parental leave policy –
so the philosophical commitment not
toraisetaxesisn’t immutable,”hesaid.

Mr Eslake said the policy is more in
keeping with a philosophy of “hostility
towards big companies” than a tradi-
tionalCoalitionapproach.

Any tax increases should not come
by raising rates, he said. “I would very
much prefer to see them looking at
broadening the base of existing taxes –
especially personal income tax and
GST – by removing exemptions, con-
cessions,andotherformsofdifferential
treatment, before considering any
increasesinratesoftax.”

Grattan Institute chief executive
John Daley said a new government
would need to be explicit that everyone

wouldfeelthepainofbudgetrepair.
“Will theincominggovernmenthike

taxes? My answer to that ... I hope so.
Because given the situation we are in,
they are going to need to both increase
taxesandreduceexpenditure,”hesaid.

Mr Daley nominated “tax expendi-
tures” – the big loopholes in the tax sys-
tem – as the place to make big revenue
gains. The biggest ones are superannu-
ation, exemptions from capital gains
tax for property and the GST exemp-
tionsforfood,educationandhealth.

HSBCchiefeconomistPaulBloxham
believes GST could change as part of a
broadertaxoverhaul.

“Weneedtoseearestructuringofthe
taxsystem,sonodoubtthatwill involve
somehikesaswellassomecuts.”

ACIL Allen consulting director
Stephen Bartos, said a government
thatwantstoraisetaxeswithoutapolit-
ical backlash should use specific levies,
orso-calledhypothecatedtaxes.

Concessions have put a dent in the budget

Tax breaks need reining in: report

SOURCE: MACROECONOMICS

Possible budget cuts

Targets

• Scrap alternative energy programs. 
Save $100m

• First Home Owners Grant. Save $771m
• Cut staff in federal health and 

education. Save $249m
• Cut irrigation infrastructure and water 

buy backs handouts. Save up to $4.7bn
• Tighten defence procurement. 

Save $80m to $800m
• Scrap drug subsidies for wealthy 

pensioners. Save $28m

• Cut staff in Defence Materiel 
Organisation and AusAID by half. 
Save $390m

• Scrap the School Kids bonus. Save $1.2bn 

• Scrap the Caring for Country scheme. 
Save $2bn over five years 

• Cut Family Tax Benefit B to households 
earning over $120,000. Save $811m

• Cut corporate welfare; industry subsidies 
cost $18bn a year

Deficits demand tax
hikes, say economists

Will the incoming
government hike
taxes? My answer to
that ... I hope so.
John Daley,
CEO Grattan Institute

Labor’s budget
black hole
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Treasury
Macroeconomics

It is clear that
Australia’s fiscal
strategy is in need
of an overhaul.
Stephen Anthony, Macroeconomics
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