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If the polls do not change, then by this time
next year, every government in Australia,
bar the largely inconsequential outfit in the
ACT, may well be conservative.

Tony Abbott will be prime minister and
the last two states still governed by Labor,
South Australia and Tasmania, could well
be Liberal.

SA goes to the polls on March 15.
Tasmanian Labor, chasing a fifth
consecutive term, must have an election
before mid-May.

Should both fall, the Australian political
landscape will be virtually the polar
opposite of that when Kevin Rudd took
power in November 2007. Upon Rudd’s
victory, every government, the ACT
included, was Labor.

Devoid of idiotic partisan politics, this
alignment presented unique opportunities
for badly needed reforms across the
federation to address the increasingly
urgent problems concerning revenue and
needless costly duplication.

As former Council of Australian
Governments chairman Paul McClintock
noted recently, Rudd and the Labor states
started well with an ambitious program
aimed at developing a seamless national
economy. Myriad national funding
agreements were streamlined and
progress was made in nationalising
conflicting state rules and regulations,
which were every bit as dumb as having
different rail gauges in different states.
Overlap and interference were targeted
and performance monitoring introduced.

“Sadly,’’ McClintock wrote, “the model
lasted months, not years, and has been

undermined by a pattern of negotiating
reform that started with health’’.

Rudd started with the best intentions to
try to reform health by pushing it towards
Commonwealth control. But a
combination of poor policy, a newly
elected and parochial Liberal WA
government, and a negotiation-style of
“insult then consult’’ ensured it failed to
fulfil its aims of eradicating duplication
and putting health on a sustainable
funding footing.

Rudd warned at the outset of the
negotiations: “If current spending and
revenue trends continue, the Australian
Treasury projects that the total health
spending of all states will exceed 100 per
cent of their tax revenues excluding the
GST by around 2045-46 and possibly as
early as 2032-33.’’

All that has changed is that the situation
has become more urgent. This challenge
joins others that Abbott and his fellow
state leaders now have a turn at resolving.

One of those “others’’ will be the GST –
its rate, base and the distribution of its
revenue.

Even before Friday, when former
Howard government finance minister Nick
Minchin told The Australian Financial
Review’s Gemma Daley that “the GST, in
terms of its rate and its scope, will have to
be revisited in the medium term”,
momentum to revisit the tax had been
building within conservative ranks.

NSW has led the calls among cash-
strapped states to look at the base and rate
of the tax. It has led all states, Labor
included, in calling for at least applying the

impost to online imports worth less than
$1000. The Coalition’s powerful business
allies, such as the Business Council of
Australia, also want the GST looked at in
terms of a comprehensive review of the tax
system, not the compromised Henry
review Labor conducted which expressly
excluded the GST from consideration.

When the Howard government and the
states negotiated the GST, the
Intergovernmental Agreement ensured

that any changes to the tax needed the
approval of every state, territory and the
Commonwealth.

Federal Labor has flatly ruled out a GST
increase if re-elected, as has Abbott, who
has been thundering about the cost of
living and great big new taxes for the best
part of the past three years.

He will, however, find himself under
growing pressure as the budget situation
stagnates, cost pressures on states grow
and his vague commitments to WA about
changing the distribution formula are
called upon.

Nothing fundamental in politics ever

changes and Labor is warming to the same
message as was being delivered by Peter
Costello before the 2007 election when
Rudd swept to power.

Then, revenue pressures were not as
great as they are now but the Labor states
had commissioned a report
recommending increasing GST. Costello
said the Howard government would veto
any proposed increase. But not prime
minister Rudd, he claimed. “There will be
no checks and balances,” said Costello at a
March 29, 2007, press conference.

“Wall-to-wall Labor raises the possibility
that the eight Labor states and territories
will get an agreement from Kevin Rudd for
an increase in the GST rate. “Mr Rudd may
well say he doesn’t want to agree, but the
risk is that he will be put under pressure
by the state premiers, the state Labor
machines and they will demand that he
agrees to an increase. If he agrees to an
increase, the GST rate can be increased.’’

Now, in the shadow of wall-to-wall
Liberal governments (and an ACT Labor
government which loves tax hikes), enter
Assistant Treasurer David Bradbury.

“Tony Abbott must today reveal his true
plans for the GST after Liberal elder Nick
Minchin called for the tax to be jacked up,’’
he said on Saturday, adding Labor, if re-
elected, would veto any proposed
increases.

“Any such changes to the GST would hit
families and pensioners hardest,’’ he said.

And on it goes.

Phillip Coorey is the Financial Review’s chief 
political correspondent.
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Regardless of the election result on
September 14, the next federal government
will lean heavily on the Treasury to inform
decision-making through a period of
economic austerity. Is Treasury up to the
challenge? Problem is, you can never really
tell if Treasury is still fighting the good
fight or caving in to every craven request
from the Treasurer’s office because it all
occurs out of the public eye. Even the best
public sector work – policy development,
consultation and analysis – is done away
from the spotlight and more often than not
underacknowledged, underutilised and
ignored.

Treasury has long been Australia’s
premier institution, but a series of recent
policy failures has undermined public
confidence. They include Treasury’s
management of the mining super profits
tax, its failure to advocate an effective
carbon tax or pricing model and, most
importantly, its failure to convince
governments to capitalise on the mining
boom with structural budget surpluses.

It is not unusual for a central agency to
make mistakes or become unpopular if its
advice is unpalatable. However, in this
instance, the issue is how Treasury
approaches the problems of the day, the
thinking it brings to bear on those
problems and the people it entrusts with
developing the policy. And how it became
a touchy-feely policy institution which
scared away some of its brightest
economists and left it short of specialist
analytical firepower.

Although many Australians grumble
about “doing it tough”, our particular
recipe for the good society has delivered us
one of the most envied economies in the
world. By 2013, Australians were earning
six times more a head than they were at
Federation in 1901. In short, we work
smarter to create more goods and services
with less effort. Being rich might not make
us all happier, but it is certainly one less
reason to be unhappy. Equally, just as one
cannot travel to the moon in a cart, we
shouldn’t expect a modern economy to be
simple and without risk.

Remarkably, the anti-progress quibblers

are now the Federal Treasury. A series of
structural changes in the 1990s affected
Treasury’s culture and standing in the
Australian public sector. These included:
the transfer of the public sector’s core

business from one of being “servants to the
public” to being “client” driven by a
minister, coupled with decentralisation
and contestability; the emergence of the
Prime Minister’s Department as the
premier policy agency and a more
independent Reserve Bank; the transfer of
some legal policy functions of the Tax
Office and Attorney-General’s Department
to Treasury.

Treasury needs more brainpower and less of the touchy-feely
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As a result, Treasury responded by re-
examining its core business and its
approach to policy and personnel. It began
to compete with other agencies by
developing policy from scratch rather than
just critiquing the policies of other
agencies. It abandoned its purely economic
framework for assessing public policy and
adopted the so-called “well-being
framework [for assessing the impacts of
public policy] including ‘risk’ and
‘complexity’. Under the framework, risk
and complexity are ‘bads’ which need to be
weighed against the benefits of rising
incomes per head. Such logic has the
potential to take Australia back to the age
of the horse and cart.

Previously, Treasury’s collective
brainpower – it is described in the jargon
as “cognitive and analytical skills” –
justified its rigorous intellectual reputation.
However, this came at a cost: some senior
managers lacked managerial and people
skills. (As the joke went, you could easily
spot a Treasury extrovert because he
would look at your shoes while he was
talking to you.) But no longer could

Treasury just reward its staff for being top
economists. The lawyers and other non-
specialists had to be accommodated. So, it
adopted a performance-management
system to determine pay and promotion
that no longer valued brainpower as
highly. The lawyers had won.

For most of Treasury’s workers (non-
SES), brainpower is one of just seven
factors in the performance assessment
system which determines pay and
promotion outcomes. Such factors as oral
communication, people skills and
judgment – no doubt occasionally useful
for designing public policy – have equal
weight to brainpower. For Treasury’s
senior managers (SES), the situation is
worse. Perhaps “shaping strategic
thinking” has a loose link to intellectual
competence. However, the other factors,
such as “achieves results”; “communicates
with influence”, “exemplifies personal drive
and integrity”, could equally describe a car
salesperson’s job.

Treasury may still be the career choice
for aspiring economics graduates. But does
it have the best economic brains in the
country? If you were a top economist
would you want to join or remain with an
institution that undervalues brains? Would
you be attracted to an institution that is
concerned about skin-deep measures of
diversity – language background, gender,
indigenousness and so on – but stomps on
diversity in its people skills?

Recent events may indicate some
shortage of brains within Treasury. Given
its people management systems, Treasury
may continue to struggle with the
dimensions of the policy challenges it
faces. While senior Treasury management
lectures Australian business on the need
for higher-quality management, perhaps
the spotlight should be turned inwards.

The Treasury was once Australia’s
premier economic institution, a
meritocracy ruled by ideas and argument.
But now it behaves more like the mediocre
fiefdom of the touchy-feely.

Stephen Anthony is director of budget and 
forecasting at Macroeconomics.
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