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Executive summary
ACOSS welcomes this Commission of Audit. As the peak body for the community sector, and the national voice
against poverty and inequality in Australia, we strongly support a courageous yet carefully considered audit of what
government is trying to achieve, and whether its roles and responsibilities are being fulfilled effectively and efficiently.
The Audit is of major significance to the Australian community which holds significant expectations of government.
However, the Audit is particularly important to the 2.3 million people - including almost 600,000 children - who are
currently living in poverty and the over 700,000 people who are unemployed.
Our fiscal challenge is real. Whilst we remain a low spending nation (37% of GDP, the 3rd lowest in the OECD), with
funding on unemployment payments down 4% in real terms over the last decade, other expenditure is rising rapidly.
Since 2002, health expenditure has grown by $42B, the strongest growth being in hospitals at $18B. The costs of
the Age Pension are up by $13B. These costs will only continue to rise with the ageing population.
However, the key driver of our structural deficit is our major decline in revenues. Community expectations on
government are that we want to pay less tax. Yet, we have enjoyed eight successive tax cuts over the last 10 years.
We are a low taxing country and our revenues continue to fall. Since 1999, personal income tax takings have
shrunk from 12 to 10% of GDP (2010) at the same time that the cost of tax expenditures have grown rapidly. Since
2002, tax expenditures have gone up from 4.1% to 7.6% of GDP, including a rise from 2.4% to 4.6% of GDP for
super tax concessions (the same cost as the age pension). Negative gearing and capital gains tax expenditures are
also rising.
We talk of rising cost of living pressures and look to government to fix these. Yet, the data shows that, in fact, most
of us are enjoying living standards better than ever before. Since 2000, our disposable income has risen by 43% for
the top 20%, by 34% for the middle quintile and 29% for the lowest quintile.
We need a new debate about community expectations.
How do we respond to pressing social and economic challenges, including population ageing, housing affordability
and rising poverty? There is a core group of people who are struggling to survive, and that group is growing,
including amongst our children. These are people predominantly relying on working age income support payments,
including single parents, people with disability, carers, and the growing number of people how are long term
unemployed (over a year). This last group has risen by 75% since the GFC. They struggle to survive. The single rate
of Newstart is just $35 a day. How can we not afford to lift up the living standards of the people who are most
vulnerable? How can we not afford to focus on job creation, particularly for the people who are most disadvantaged
in the labour market?
This will require tough choices and trade-offs. It requires some members of the community being prepared to give up
things they do not need (e.g. superannuation tax concessions for those who are well-off, or pensions for those with
assets of up to $1 million) or which have unintended consequences (e.g. negative gearing which contributes to house
price inflation).
Will people who can, pay more? Like the NDIS, is there a consensus that dental health services should be universal
or targeted or a combination of both, and if so, how should this be funded? Will people give up tax breaks on housing
investments to give future generations a better chance of securing affordable housing? Can Governments continue
to provide health and aged care for an ageing population if less than one in five people over 64 years pays any
income tax?
The Audit should identify the big questions, but not all the answers, given its time constraints. It should build on
existing work, including the Henry Tax Panel recommendations, and provide advice about processes to use to
continue its work. We need to bring us all along on this vital work. Pending these debates, the Audit should be driven
by some key principles about scope, effectiveness and efficiency. We have identified several areas where we believe
effectiveness and efficiency can be significantly improved, including in retirement incomes, early childhood education
and care, family payments, health and income support. We make some proposals regarding the relationship between
government services and the community and private sectors.

In the absence of a comprehensive assessment of both unmet needs and potential savings, we propose that in the
short to medium term, expenditures be capped at the level of revenue obtained (25.1% of GDP) before the GFC, and
that tax revenues be restored to that level. This would enable the Government to restore the Budget to surplus
without cutting essential programs. Within this expenditure cap, expenditures should be re-ordered to prioritise areas
of unmet need and reduce spending on programs that are poorly designed. In this way, progress can be made to
restore the budget and close the gaps at the same time.
Given the very short time available for the Commission’s work, it should avoid detailed recommendations on reforms
to individual programs. Further, it should inform but not overrun the broader reform of federal-state financial
relationships and tax reform to the forthcoming White Papers on those topics. ‘Front-loading’ too much reform into a
single Budget is risky and counter-productive.
Our key recommendations
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
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Restore government revenues to pre-GFC level (25.1% of GDP) and keep expenditures below this
level, 1 as a short term goal whilst the economy is growing at or above trend.
Protect the people who are the most vulnerable from further government retreat.
Affirm primary role for government in securing essential services and invest more in prevention.
Include social infrastructure and improving jobs for people disadvantaged in productivity and job
creation measures by government.
Target income support to those in need.
Fill major gaps in the social safety net as high priority.
Realign poorly targeted expenditure to these priorities.
Close tax loops holes and shelters that benefit high income earners.
Include both direct and indirect tax expenditures.
Commence national dialogue on community expectations.

Scope of Government

There is no simple formula for determining the size of government. The agreed scope of government directly informs
how big or small government needs to be. Scope depends on the role that government agrees to take in meeting
both its responsibilities and community expectations. However, it is clear that major structural reform of expenditure
and revenue is needed if governments are to meet reasonable community expectations for benefits and services,
and balance their budgets. Over the next decade, budgetary pressures will only intensify as the terms of trade
decline, the population ages, and necessary investments are made to strengthen key services.
The fiscal challenge is real
The source of the Australian Government’s fiscal problems can be traced to well before the global financial crisis.
Abstracting from the effects of the budget cycle and mineral prices, the budget has been in structural decline since
the early 2000s. Governments ‘spent’ the revenue windfall from the housing and mining booms of the 2000s on eight
successive income tax cuts and a range of cash bonuses and poorly targeted programs.
After the economy slowed and the terms of trade began to decline at around the end of the decade, the Australian
Government was left with a large fiscal deficit. Compared with their average levels over the decade prior to the GFC
in 2008, revenues had fallen by 3% of GDP (equivalent to $40 billion in today’s dollars) and expenditures had risen
by 2% of GDP ($27 billion). Due to the legacy of personal tax cuts and a sharp decline in company income tax and
capital gains tax revenues, three fifths of the budget deterioration occurred on the revenue side (see Appendix 2).
Beneath these cyclical trends lies a set of deeper problems that must be resolved to put the budget on a sustainable
course. The structure of government expenditures, including tax expenditures, is out of balance in at least three
ways. First, at a time when population ageing is about to sharply increase demand for health and aged care services,
In 2007-08, just before the GFC, federal revenues were 25.1% of GDP while they were estimated to reach 23.6% of GDP in 2013 in the
Pre-Election Fiscal Outlook (PEFO). The difference is 1.5% of GDP or approximately $23 billion.
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less than one in five individuals over 64 years of age pays income tax. Second, in many areas of expenditure such as
health and employment, there is too much focus on cure and too little on prevention. Third, while during the boom
governments over-spent on public assistance for people who arguably had no need of it, they missed the opportunity
to repair the gaps in the safety net.
The latest official estimates indicate that the Commonwealth Budget is in deficit by $18 billion or 1.2% of GDP in
2012-13 2. The deficit is projected to fall to $5 billion or 0.3% of GDP in 2015-16. To put the government’s budgetary
position in context, public debt as a proportion of GDP is very low by OECD standards, at around 22% compared to
100% of GDP for the OECD as a whole. 3 Nevertheless, the size of the deficit at this stage of the business cycle is
cause for concern. Given Australia’s still favourable terms of trade the Budget should be strongly in surplus by now.
This is problematic because economic conditions are unlikely to be as favourable in future years. Governments
should build up a fiscal reserve to deal with the next economic crisis and also the likely decline in mineral prices.
They also need to close a number of yawning gaps in the social safety net of benefits and services identified above.
Size isn’t everything
However, we should not assume that the problem is the size of government. We need to agree the scope
(responsibilities and roles) of government first. What do we want our governments to do? Australia is already a low
taxing country. The total expenditures of Australian Governments amounted to 37% of GDP in 2010, the third lowest
in the OECD. 4 The main reason for this is that we have the most tightly targeted social security system in the OECD,
spending 8% of GDP on payments compared with an OECD average level of over 12% (see Appendix 3). Care
should be taken that fiscal tightening does not undermine economic growth when it is below trend. This year, we
have seen a Reserve Bank board member warn against further cutting of spending due to below trend economic
growth and weak employment outcomes. 5 More recently commentary from the US has highlighted how spending
cuts reduce economic growth. 6
It is the effectiveness and efficiency of both revenue and expenditures that affect fiscal, economic and social
outcomes, not simply their overall size. Far from being a dead weight on the economy, well-designed expenditures
(e.g. education and training, health social services and housing and transport infrastructure) underpin productivity
and economic growth.
To ensure a balanced approach to this Audit, we propose that we set a benchmark of restoring both revenues be
restored to their pre-GFC level (25.1%)
Recommendation: Fiscal goals and targets
As a short-term goal to help restore the Budget to sustainability, we propose that while the economy is growing at or
above trend, Australian Government revenues should be restored to their pre-GFC level (25.1% of GDP) and
expenditures kept below this level. 7
Responsibilities and roles
The overall responsibilities of the Australian Government are sourced both from our constitutional framework and
international obligations. For example, the Commonwealth has a clear, ongoing responsibility to ensure people have
an adequate standard of living to the maximum of our available national resources. 8 However, roles played in
meeting these responsibilities may change over time, and may be a mix of:
2Treasury

2013, Pre-Election Fiscal Outlook, underlying cash deficit.
Revenue Statistics
4OECD Revenue Statistics
5 AFR (29 July 2013), RBAs Edwards to Rudd: cuts, tax rises risk economy, Accessed 26.11.2013,
http://www.afr.com/p/national/rba_edwards_to_rudd_cuts_tax_rises_1Wd5PEY2SF8xEoAyoMQxAP
6 Business Insider (24 October, 2013) The Real Economic Growth Killer? Government Spending Cuts…., Accessed 26.11.13,
http://www.businessinsider.com.au/government-spending-cuts-2013-10
7 In 2007-08, just before the GFC, federal revenues were 25.1% of GDP while they were estimated to reach 23.6% of GDP in 2013 in the
Pre-Election Fiscal Outlook (PEFO). The difference is 1.5% of GDP or approximately $23 billion.
8 International Covenant on Economic, Social and Cultural Rights (ICESCR). This responsibility is reflected in the Prime Minister’s
acceptance speech that ‘no one would be left behind’.
3OECD
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• Commonwealth, State and Territory and/or Local Government
• Community and/or private sector.
Who performs what role should be determined by tests of effectiveness and efficiency, not ideological bias. However,
some presumptions are proposed (see further below). The Australian Government has a continuing overall
responsibility to enable these roles to be performed effectively and efficiently.
National debate on community expectations (revisiting the ‘age of entitlement’)
In Australia, community expectations have played a major part in determining the appropriate roles of government. In
general terms, community expects government to deliver some essential services for everyone (e.g. health and
education services, defence and public infrastructure). In other areas, community expectations have typically been
lower, with targeted assistance only for people who are disadvantaged (e.g. in housing and employment). Some
services currently fall between universal and targeted, and the community debates about level of responsibility and
roles are very much alive today (e.g. parental leave and child care).
Similarly, the community expects that people who are not in a position to adequately look after themselves will
receive targeted income support and that the social security system will ‘insure’ people against life course risks such
as the costs of children and retirement. However, the targeting of some payments has been loosened in recent years
(e.g. family payments and the age pension) and over time community expectations have grown, fanned by political
rhetoric of a ‘cost of living’ crisis. Expectations have been built up that, above and beyond essential services and
benefits, Governments will step in to ‘guarantee’ steadily rising living standards when these are perceived to be
under threat. This is not a reasonable community expectation. A growing number of people believe that they are
entitled to assistance even when they are not disadvantaged (e.g. School Kids Bonus up to $120 000 and Child Care
Rebate which is not income tested).
Finally, the community also expects that government will keep taxes low.
Taken together, these community expectations are no longer realistic or sustainable. A new consensus is required.
What are we prepared to give up? Will people who can, pay more? Like the NDIS, is there a consensus that dental
health services should be universal or targeted or a combination of both, and if so, how should this be funded? Will
people give up tax breaks on housing investments to give future generations a better chance of securing affordable
housing?
In the timeframes of this Audit, it is impossible to build a new consensus about community expectations on
government. However, the Audit can begin a new debate. The Audit can best inform this discussion by defining the
scope of the fiscal problem including emerging pressures on spending such as population ageing, and
recommending a set of goals and targets for fiscal reform. These should, in turn, be informed by a clear exposition of
the purposes of Government, and a set of principles for identifying gaps in service provision (where governments
have not done enough) and areas of poorly targeted or inefficient expenditure (where governments have overreached). This should cover both direct and tax expenditures. Given the very short time available for the
Commission’s work, it should avoid detailed recommendations on reforms to individual programs. Further, it should
inform but not make specific recommendations about broader reform of federal-state financial relationships and tax
reform to the forthcoming White Papers on those topics. ‘Front-loading’ too much reform into a single Budget is risky
and counter-productive.
Recommendation: National debate on community expectations
The Audit should set in train a new community debate about the reasonable expectations of government, with a focus
on some of the most expensive areas, or those that impact on productivity, including:
• Reasonable retirement expectations
o We need to reopen the debates about superannuation and the aged pension systems together
• Making secure, affordable housing available for all
o This is probably the most urgent infrastructure challenge we face
• Caring services and supports, including paid parental leave, child and out of school hours care, and caring
roles
o Should these services be universal, or targeted, and how should they be funded, given their
significance to both social and economic participation?
7

•
•

Health and aged care services
o How do we fund these into the future, and invest more in prevention rather than cure?
How much tax are we are prepared to pay for meeting these expectations and how?

Some of these debates can progressed in more details through specific forthcoming public policy processes,
including:
• The White Paper on Tax Reform;
• The White Paper on the Reform of the Federation; and
• Productivity Commission on Child Care.
Key principles for determining scope
Government should have primary role in delivering essential services
Services that are widely regarded as essential, have broad public benefits, and cannot be provided fairly and
effectively unless governments take primary responsibility for them, should be provided or funded by government for
the whole population (see Appendix 4 for a table outlining an appropriate targeting regime for benefits and services).
Examples include primary and acute health care, childcare and aged care, and public educational institutions.
Concerns that people on higher incomes also benefit from these services miss the point that they have positive spillover effects, disproportionately benefit low and middle income earners, and help cement compliance with tax
obligations. These services are a vital part of the social compact between governments and the people and meet our
obligations. If they are not extended on an equal footing to people on high incomes, pressures will emerge to
subsidise private provision in less transparent and efficient ways, for example through poorly targeted subsidies for
private health insurance.
In some cases demand for these services can be more effectively regulated if the users contribute to their cost.
However, governments should meet the majority of the cost, and the whole cost in cases where people are at risk of
poverty. Out of pocket expenses for health and education services are already above OECD-average levels and
many people are avoiding visiting the doctor or the dentist when they need to because they cannot afford to pay.
Further, extra public subsidies to cover ‘gap payments’ often undermine the purpose of user charges in the first place
by fuelling inflation in the cost of services.
Governments also have a role to play in assisting people who face substantial barriers to full social and economic
participation through subsidies and services. Examples include disability services and social housing for low income
households. These services may not be needed by everyone at some stage in their lives, but without them a
significant minority of the population would be excluded in a significant way from society. As with universal essential
services, it is appropriate in some cases to require recipients to contribute to their cost, but great care should be
taken to ensure that this does not close off access for those who need them.
Productivity and job creation measures should include social infrastructure and improve jobs for people
disadvantaged
ACOSS agrees that we face a challenge in lifting productivity rates. The Audit needs to consider the role of
government, including in infrastructure and supporting innovation in Australian workplaces. Supporting job creation is
also a key area of responsibility. ACOSS encourages the Audit to consider the need to invest in social infrastructure,
including affordable housing and care services. It is also vital that the government work on supporting jobs fosters
greater access and inclusion for people from diverse backgrounds, including older workers, people with disability,
carers, single parents, people from CALD (Culturally and Linguistically Diverse) backgrounds and Aboriginal and
Torres Strait Islander peoples. Long term unemployment is on the rise, and whilst our overall unemployment rates
are lower than comparable countries, with an ageing population we need to be supporting people to be engaged in
the workforce. We face a grave risk of driving people out of the workforce by a simplistic focus on ‘efficiency’ (working
harder, faster, longer) when it is in innovation and the empowering of workforces that we will drive real innovation.
Diversity is key. We caution against rolling back the role of government in these areas, whilst we continue to look at
effectiveness.
8

Prevention is better than cure
In Australia, we still have a service system which is skewed towards the crisis responses rather than investing in
prevention and early intervention as a high priority. This is both socially and economically very costly. There are new
efforts to try to prosecute this case, for e.g. through Justice Reinvestment in the criminal justice area, and the Social
Determinants of Health, showing how poor social and economic outcomes directly impact on life time health
outcomes (and costs). There is significant frustration that despite a growing evidence base, it remains difficult to shift
funding priorities. The reasons are complex, but include barriers to cross-portfolio analysis and modelling, a lack of
integration of data sets, short term political pressures and strict fiscal rules such as requiring new spending to be
found from savings within portfolio when often the savings are to be made in other portfolios, or even in another layer
of government in our federated structure.
Income support should be targeted where it is needed
One of the most important functions of governments, and one by which the fairness of a society can be judged, is the
prevention of poverty. This is done in a number of ways.
Firstly, government assists households to smooth their incomes to protect them from poverty, especially in the two
stages of the life course when most households are most financially vulnerable: childhood and old age. Most OECD
countries governments insure people against these life cycle risks through publicly run social insurance schemes and
child payments (through either social security payments or tax rebates). In the absence of social insurance,
Australian governments provide ‘life cycle’ income support payments such Family Tax Benefits during childhood, and
Age Pensions and mandatory tax-assisted superannuation to protect people in later life.
Secondly, government provides ‘safety net’ income support payments to protect against possible vulnerabilities. They
include working-age income support payments such as Newstart Allowance and Disability Support Pension. Due to
their flat maximum rates and income tests, these payments are among the most ‘target efficient’ in the OECD. That
is, it would cost much less to eliminate poverty among households lacking paid employment in Australia than in
almost any other OECD country. Nevertheless poverty levels among recipients of working age social security
payments are rising and glaring gaps have emerged.
The Audit must ensure that the people who are the most vulnerable are protected from further government retreat.
Major gaps in the social safety net should be filled
The Audit also cannot ignore some of the glaring gaps in our social safety net that need to be filled now. Recently,
the universal support for the National Disability Insurance Scheme (NDIS) demonstrated a significant shift in
community expectation finally aligning with our international obligations. The NDIS is aimed to fill a major gap in our
current social safety net. It is more than a ‘good cause.’
Other glaring gaps include:
Individually tailored supports for people with severe disabilities so they can realise their potential to
participate fully in the community;
• A schools system that fails to match funds consistently and equitably with student needs, especially for those
from low-income backgrounds;
• The severe poverty experienced by those who must rely on the lowest income support payments such as
Newstart Allowance, and inadequate family payments for those with dependent children;
• A lack of job opportunities and intensive employment assistance and training for people unemployed longterm and those at risk of it;
• The housing and energy affordability crisis particularly for people on low incomes, especially those renting
privately;
• Closing the gaps in health, education, employment and living standards between Aboriginal and Torres Strait
Islander communities and the rest of the community; and
• Mental and dental health services that are out of reach for large numbers of people especially those on the
lowest incomes.
See Appendix 1 for further detail. The Audit should focus on how to address these gaps including by:
•
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•
•
•
•
•
•
•
•

Maintaining expenditures allocated to the NDIS and providing support for people with disabilities and carers
to assist them to choose the services they need;
Increasing the single rate of Newstart by at least $50 per week, linking indexation to wages and preserving
the $4 per week Supplementary Allowance; 9
Maintaining total funding for the family payments system (including the funding for the Schools Kids Bonus),
but re-targeting that funding to people on lower incomes to reduce child poverty rates. 10
Strengthening employment assistance to people who are unemployed long term or disadvantaged in the
labour market ; 11
Increasing direct government investment in affordable housing stock and incentives to stimulate institutional
investment in affordable housing, increasing Commonwealth Rent Assistance and maintaining funding for
homelessness services at current levels;
Targeting investment to support community development and build capacity in Aboriginal and Torres Strait
Islander community-controlled organisations;
Increasing investment in mental and dental health services for those on low incomes; and
Preserving the Low Income Super Contribution to support the retirement incomes of those on low incomes.

Poorly targeted expenditures and tax expenditures should be realigned to improve effectiveness
A significant number of expenditures (including tax expenditures) are poorly targeted and inefficient in delivering
government responsibilities and agreed national priorities. Indicators of poorly targeted or designed program include:
a lack of a clearly identified public purpose, disproportionate benefit for high income earners, programs that inflate
costs, and programs that are inefficient in meeting their intended purpose. Funds should be better targeted within
policy areas to improve effectiveness. Examples of poorly targeted expenditures and tax expenditures which should
be realigned include:
•
•
•

Child Care Rebate
School Kids Bonus
Private healthcare rebates.

Tax loops holes and shelters that benefit high income earners should be closed
Whilst the Audit is not focused on tax reform per se, its work would be incomplete if it ignores the cost and
effectiveness of tax expenditures (tax breaks with a deliberate social or economic purpose such as those for
superannuation) which have similar impacts to direct expenditures but arbitrarily fall on the revenue side of the
Budget. More broadly, there are structural flaws in the tax system which undermine revenue and reduce the fairness
and efficiency of the tax system. With broad agreement of a fiscal challenge, we must be courageous in finally
closing the worst shelters and loopholes in the system so that people who could afford to contribute more to the
provision of community services do so. Some of the most obvious examples include:
•
•
•

Superannuation tax concessions;
Private discretionary trusts; and
Housing tax concessions, including negative gearing and Capital Gains Tax.

For more information, see ACOSS, Surviving not Living, Submission to Senate Employment Committee on the adequacy of allowance
payments, ACOSS Paper 192, August 2012, at http://acoss.org.au/images/uploads/Allowance Adequacy Submission Final.pdf.
10 See ACOSS, Back to Basics: Simplifying Australia’s family payments system to reduce child poverty, 2013, at
http://www.acoss.org.au/images/uploads/ACOSS%20Back%20to%20Basics%20FINAL.pdf.
11 For more information, see ACOSS, Partnerships for Participation, Submission to Minister for Employment Participation on reform of
employment services, ACOSS Paper 200, March 2013 at
http://acoss.org.au/images/uploads/ACOSS Partnerships for Participation Employment Services Submission.pdf
9
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Efficiency and effectiveness of government expenditure

The Audit should focus on either cutting or realigning inefficient or ineffective expenditure, particularly to fill the flaring
gaps in the social safety net, and reduce the structural deficit in the budget.
Recent growth in public expenditures has focussed on hospitals, age pensions, and family payments while spending
on payments for unemployed people has declined. While social security payments are sometimes branded ‘middle
class welfare’, the reality is that Australia has the most tightly targeted income support systems in the OECD. ‘Waste’
in the budget is more likely to be found elsewhere, as the examples below illustrate.
Some specific examples are set out below in a range of policy areas where government has responsibility and a
clear role. Some comments are also made about the effectiveness and efficiency of government services, and the
role of the community and private sectors.
Assistance for older people after paid working age
As the population ages governments will face increasing, and legitimate, demands on health and aged care services.
Yet less than 20% of individuals over 64 years pay any income tax. This is not sustainable. We need a national
conversation about how to equitably pay for these costs. The Age Pension and superannuation tax breaks together
form a system of public support for retirement incomes. The need to examine these two issues together is illustrated
by New Zealand’s decision to introduce a universal pension in return for the abolition of superannuation tax breaks.
The original intent of superannuation was to boost retirement incomes and reduce the cost to government of
providing financial support to people after working age, by encouraging people to save for their own retirement.
Savings are encouraged through compulsory employer contributions, while individuals can also make contributions
above this amount (up to a cap), with employer contributions taxed at a flat 15% (instead of the individuals marginal
tax rate). This is unfair and poorly targeted, because high earners can save over 30 cents in tax per dollar
contributed by employers, while those below the tax free threshold pay the same flat rate as those on higher
incomes. Indeed, some are now receiving more from government in tax exemptions than they would receive if they
were receiving the full amount of the pension, while, in the absence of the Low Income Government Contribution,
those on the lowest incomes are penalised for saving. ACOSS advocates replacing the current system of contribution
taxes with a capped annual rebate to improve the fairness and target efficiency. Reform of tax expenditures in the
contributions phase could be revenue neutral, with revenue re-allocated to pay for higher tax breaks for low income
people.
Since the Age Pension is a ‘life cycle’ income support payment, it is not as tightly targeted as other social security
payments. This is not well understood. A good way to put the targeting of Age Pensions into perspective is to
compare its incidence with its main complement: superannuation tax concessions. While the majority of the value of
Age Pensions goes to the bottom half of individuals of pension age and almost none of it goes to the top 10%, this is
reversed in regard to tax breaks for superannuation, over 30% of which go to the top 10% and only 20% goes to the
bottom 50%. However, in recent years Age Pension entitlements have extended to a cohort of older people who
arguably do not need them, through an excessively generous easing of the asset test in 2006. A home-owning couple
with a million dollars in investment assets other than the home can still qualify for a part pension. This entitles them a
range of pensioner concessions, which in general terms are poorly targeted.
Of greater concern is the erosion of public revenue from tax breaks for people of retirement age who arguably could
afford to pay income tax; including the Seniors Tax Offset for those not on a pension, the Transition to Retirement
arrangements which enable people to churn their wages through super accounts and reduce their tax rates to 15%,
and the non taxation of super fund earnings in the ‘pensions phase’.
Early childhood education and care
Assistance with the costs of early childhood education and care should be provided to all families, as this a public
good providing an important educational foundation for children and strengthening workforce participation. However,
there is a strong rationale for financial assistance for early childhood education and care to be targeted such that a
higher benefit is paid to low and middle income families. These families are more likely than high-income families to
be discouraged from employment if the costs of education and care are high.
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The Child Care Benefit is an example of a well-targeted program that provides means tested assistance with the
costs of childcare. A family with a very low income - below $38,000, receives the full amount of the Benefit, while
families with incomes above $38,000 receive the Benefit on a reducing sliding scale as income increases. By
contrast the Child Care Rebate is an example of a program that is poorly targeted and adds complexity to childcare
financial assistance arrangements. The Rebate covers 50% of out of pocket childcare expenses incurred by families,
up to a maximum amount per child per year, in addition to benefits received through the Child Care Benefit. It
effectively covers the gap between the two payments. Families with higher incomes receive less means tested Child
Care Benefit, and therefore receive more from the Rebate. It disproportionately benefits high income earners,
undermining the targeting of the Child Care Benefit.
Pending the outcome of the Productivity Inquiry into Child Care, the Child Care Rebate and the Child Care Benefit
should be integrated into a single Child Care Benefit, without reducing overall expenditure. Families at all income
levels would be entitled to a minimum level of the Benefit, while low and middle income families would receive more.
Family payments
Family payments for middle-income families are not ‘middle class welfare’. They are the simplest and fairest way for
governments to take account of the extra costs of children in the tax transfer system. The extension of family
payments to middle income families also supports workforce participation and contains growth in wages. In the
absence of modest family payments for middle-income families, pressure would grow to support families with the
costs of children in less equitable ways through the tax system. Nevertheless, some family payments are poorly
targeted or lack a clear rationale. ACOSS has argued that the Baby Bonus, Schoolkids Bonus and Family Tax Benefit
Part B for couples with older children should be redirected towards by higher family payments for those at risk of
poverty without reducing overall expenditure on family payments. 12
Supporting healthy communities
As the country becomes wealthier and medical technologies improve, it is desirable and legitimate for governments
to devote a higher proportion of GDP to improving public health. However, the present structure of health expenditure
is not sustainable because too little is invested in prevention and primary care while expenditure on acute care,
especially hospitals is growing out of control.
Further, in recent years, a number of poorly targeted and poorly designed subsidies for health services have
emerged, which inflate the costs of care. Whether a public subsidy constrains or inflates fees depends a great deal
on subsidy design. Simple capped rebates that cover a proportion of service costs often curb increases in fees (e.g.
Medicare rebates). However, governments have at times succumbed to pressures to subsidise part of the ‘gap’ as
well, as with the Extended Medicare Safety Net. These double ‘subsidies’ are also more likely to be inflationary.
The Extended Medicare Safety Net provides financial assistance for high costs for out-of-hospital medical services
that attract a Medicare benefit. The Safety Net covers 80% of the ‘gap fees’ or out of pocket expenses remaining
once the standard Medicare benefit has been claimed for individuals whose gap fees exceed a certain threshold
amount per year. Between 2003 and 2009, for every dollar spent by the government on the extended safety net,
doctor’s fees rose by almost 80 cents. 13 The program also disproportionately benefits high-income earners, who
consume more expensive services than other people and are more likely to reach the threshold that entitles them to
the rebate. Rather than provide a separate program to cover gap fees that is only accessible to some consumers,
‘schedule fees’ for the standard Medicare Benefit should be increased, improving simplicity and reducing costs.
There are also savings that could be made in private health insurance. For every dollar paid for private health cover
up to an annual cap, the government rebates policy-holders 30 to 40 cents, depending on their age. This includes
hospital cover and ancillary or ‘extras’ cover. The policy intent of the extension of the Rebate to ancillary health cover
is not clear. The intention of the Rebate is to reduce public hospital costs; however ancillary health care does not
include hospitals. Furthermore, this aspect of the Rebate benefits higher income earners who are more likely to hold
private health insurance, while lower income earners that do not have private health insurance struggle with the costs
12ACOSS,

Back to Basics, 2013.
Gool, Kees (2009), The Medicare Safety Net: review and response. Economics Research and Evaluation (CHERE), University of
Technology, Sydney Survey No 14.
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of services (particularly dental) which do not receive the Medicare benefit. A better approach would be to subsidise
essential health services such as dental on a universal basis. The Rebate should be removed from ‘extras’ cover and
limited to hospital treatment.
Oral and mental health are both areas in which there is strong and extensive evidence to show that needs are unmet
(especially among people with the least resources) and that adequate and appropriate early intervention, can relieve
the burden of unnecessary hospital admission and of chronic and acute conditions on people’s health. For example,
National data on access to dental services shows that large numbers of people on low incomes are routinely treated
in hospital settings, having been on public waiting lists for over two years, by which time preventable oral health
problems such as decay have developed into acute or chronic conditions requiring removal of teeth. Yet government
continues to fund an ever-growing health budget based on rising demand for hospital services while failing to invest
in effective, locally or regionally-coordinated community health. The most reliable estimate available suggests that
public health expenditure (which includes preventive health activities) is 1.6% of overall annual health expenditure in
the year. 14
Delivering income support efficiently and effectively
Safety net income support payments are one of the most urgently in need of reassessment to make sure that they
are efficiently delivered, well targeted to people who need them, and effective in meeting their core purpose. As
noted above, the glaring gaps in the adequacy of the base working age payment, the Allowances (including
Newstart) must be urgently addressed. Further, recent policy changes have resulted in significant expenditure on
programs which restrict social security recipients’ decision-making autonomy without demonstrating positive social
outcomes. The primary example is compulsory income management, which automatically applies to long-term
recipients of some payments and certain other people in the Northern Territory. It has also been extended to five 'trial
sites' in other States.
Income management is extremely expensive. It is estimated that income management costs $6,600-$7,900 per
person per annum in remote areas15, and $4,700 in the five trial sites. 16 This is around half the Newstart Allowance. It
is estimated income management for the period 2005–06 to 2014–15 will cost the Commonwealth around $1
billion. 17At the same time, the official evaluation of ‘New Income Management’ in the Northern Territory made the
following findings: 18
‘Taken as a whole there is not strong evidence that, at this stage, the program has had a major impact on outcomes overall.’
•
‘There is little evidence to date that income management is resulting in widespread behaviour change, either
with respect to building an ability to effectively manage money or in building ‘socially responsible behaviour’ beyond the direct impact of limiting the amount that can be spent on some items.'
Funds currently spent administering compulsory income management should be redirected towards building local
community solutions and funding intensive case management services.
•

Government services and funding for services
The Australian Government does not provide many direct services. This Audit squarely asks if more services could
be privatised, or ways to make existing services more efficient.
Centrelink
Some of the most important services that are directly delivered are those delivered by Centrelink. Outsourcing the
delivery of Centrelink functions to private providers such as Australia Post is not likely to deliver benefits for two key
reasons.
14 Australian

National Preventative Health Agency State of Preventative Health Report 2013
National Audit Office (2013), Administration of New Income Management in the Northern Territory, p17.
16 The $4,700 figure is calculated as follows. $117.5 million has been allocated to the 5 trial sites over 5 years. The sites will be capped at
1,000 people per site. (See Budget Paper No. 2 (2011-2012) at p183.) $4,700 = $117.5 million / 5 / 5 / 1,000.
17 Buckmaster L, Parliamentary Library (21 June 2012), Income management: an overview, p34.
18 Bray J R, Gray M, Hand K, Bradbury B, Eastman C & Katz I (2012) Evaluating New Income Management in the Northern Territory: First
Evaluation Report – July 2012, at xvii – xxiv.
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First, social security legislation is prescriptive to a high level of detail. This means that there is limited scope for
providers to innovate to deliver services more efficiently or effectively. It should not be assumed that efficiency can be
achieved by outsourcing unless there is a clear understanding of what can be done differently to achieve such
efficiencies. The prescriptive nature of the legislation also means a high reporting burden would be placed on
providers, imposing equally high compliance costs on government. Such tight control would duplicate work and
increase transaction costs.
Second, decisions about what payments clients are entitled to are not currently made on the basis of a simple
administrative process. Instead, they depend on a careful assessment of the client’s needs and their capacity to meet
certain activation requirements. Such judgements are often made in the context of a client’s complex personal
circumstances, including relationship changes (e.g. relationship breakdown and family separation), sickness or death
in the family unit, domestic violence, mental health issues, homelessness and unemployment. It is the expectation of
Parliament that public entitlements will be delivered in a fair and consistent way, with minimal wasted expenditure,
and hence adequate investment in the capacity of staff to make fair and reasonable judgements is paramount.
Further, outsourcing some aspects of Centrelink’s services – such as the authorisation of payments once client
assessments have been made, is likely to be duplicative and inefficient, and risks errors being made as information is
transmitted between stages of the process.
As part of its Service Delivery Reform process, the Department of Human Services has been progressively moving
Centrelink services online. The Commonwealth Ombudsman’s Annual Report 2011-12 noted that online servicing
carries a risk of vulnerable people missing out on their entitlements, and noted that online service delivery may have
a tendency to shift responsibility to its customers to “seek out and check the information that Centrelink is using to
calculate their entitlement”. Vulnerable clients who struggle to understand their entitlements through online
information are at risk from these arrangements. Furthermore, clients of Centrelink are being asked to independently
complete increasingly complex tasks online, leading to risks of under-payment or penalisation of clients for claiming
over-payments.
Community and Private Sector
As noted above, while government has a critical role in direct service delivery in a number of key areas including in
the delivery of universal and targeted essential services and the provision of income support, not-for-profit and
private organisations are playing an increasing role in service delivery. While more effective and efficient delivery of
services can reduce expenditure, the greatest value lies in improving outcomes for the people and communities
relying on those services. Government funding of social services needs to be driven by values that promote
effectiveness as much as efficiency; and to recognise the central role of locally-based relationships and
understanding in securing both these outcomes. This is where the role of community-based social services is most
critical, in providing an understanding not just of local problems but of how best to address them, to ensure efficient
and effective services. Too often we see assumptions of cheaper delivery through outsourcing drive decisions about
government spending. Indeed, these decisions increasingly assume little or no difference between not-for-profit
community-based organisations and private sector providers. Yet the local knowledge of a community-based
organisation is a significant and unique value that is at the heart of why governments outsource social services in the
first place.
The effectiveness of social services is undermined by program and funding design that devalues or ignores the
importance these relationships and understanding at the local level. One such example is the competitive tendering
process for funding to establish Medicare Locals. This was a reform that could have alleviated the growing pressure
from acute needs on health budgets, by providing an effective network of preventive health services. The
effectiveness of Medicare Locals, therefore, depends upon strong connections between medical, health and
community services in local communities. The competitive tendering process directly fractured existing relationships
and undermined the capacity to develop collaborative models as part of the funding bid, despite that face that
Medicare Locals were expected to build community relationships as the first step in their establishment.
The NFP Sector makes a significant economic contribution. Broadly, the NFP sector contributes five per cent of GDP
and makes up eight per cent of employment nationally, with continued strong growth forecast compared with other
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local industries. 19 For example, in 2013, the Community Services and Health Industry Skills Council projected that
the health and community services sector will grow by at least 35% over the next 10 years. 20 As the economy
continues to shift towards service delivery as the key driver of growth, the role and contribution of this sector will
become increasingly important. As such, it is critically important that adequate levels of investment in training and
development for the sector are maintained to ensure its capacity to manage significant rapid growth both in its
workforce and in the demand for high-quality services. A 2010 Productivity Commission publication Contribution of
the NFP Sector found that government contracts with NFP organisations usually cover approximately 70% of the full
cost of service delivery and recommended that governments should full fund services considered to be citizen
entitlements or core components of the social safety net that they would otherwise provide directly. 21
In addition, the policy settings that underpin the way the Commonwealth currently funds community services are
neither clear nor consistent. This is in contrast to other jurisdictions, for example Western Australia, where a funding
formula provides some certainty about government funding, particularly wage and indexation arrangements. A similar
situation exists in Victoria.
Whilst contestability has its place, tendering of services driven principally by profit margins fails to place an
appropriate value on the key drivers of effective social services, including collaboration and coordination across
services and giving priority to people who may require the most intensive support and assistance.
We support the submission from Community Council for Australia, affirming the important role for a national
regulatory body to improve the effectiveness and reduce the overly burdensome reporting environment that social
services operate in; the critical role that community organisations play, to improve the lives of people and
communities, in policy and program design as well as delivery; the need to set a coherent framework around how
government engages with social services, particularly through contracting; the importance of performance monitoring
against desired outcomes, not contracted outputs; and the poor capacity of competitive tendering to meet the
combined objectives of appropriate risk management and effective delivery of services to the communities that need
them.

3

Fiscal targets

Fiscal targets should be based on a careful assessment of gaps in the community’s safety net as well as
identification of areas of poorly targeted expenditure. The deficit is more a product of revenue erosion rather than a
lack of expenditure control, though as shown above some programs are poorly designed and targeted. So the first
step should be to restore revenue. The second step is to make savings in poorly targeted programs to offset the cost
of spending required to close service gaps. In many cases, such as health care and child care as discussed in the
next section, this trade off can be made within categories of expenditure.
It is vital that the Commission identifies areas requiring additional investment and areas where savings can be made
or it will produce an unbalanced view of the state of the budget. If the focus falls entirely on savings, then both
expenditures and revenues are likely to be cut below the levels necessary to meet the public’s reasonable
expectations. This creates fiscal risks. Governments will come under pressure to dramatically increase expenditures,
or overturn expenditure cuts, and if revenues are not increased to match the higher outlays fiscal deficits could
widen. 22
Public revenue should be adequate to finance expenditure on average across the business cycle, so that public debt
levels reduce and do not increase over the medium to long-term, except to finance infrastructure that benefits future
generations or yields a future income stream for governments. This implies that when the economy is growing at or
above trend, public revenues should exceed expenditures, in order to make room to finance fiscal deficits brought
Productivity Commission (2010) Contribution of the Not-for-Profit Sector, Research Report. Australian Government, Canberra at 68.
Community Services and Health Industry Skills Council (2013) Environmental Scan: The Care Industry – A Time for Action, accessed at
http://www.cshisc.com.au/media/171360/Environmental_Scan_2013__2.7mb.pdf, accessed on 26/11/2013.
21 Productivity Commission (2010) Contribution of the Not-for-Profit Sector, Research Report. Australian Government, Canberra at 290.
22 For example, many of the expenditure cuts in the 1996 Federal Budget were subsequently restored when service gaps or excessive costs
to the public were identified, including reductions in Medicare subsidies, higher education funding, and dental health services for people on
low incomes. Fortunately these expenditures were restored during an economic boom when public revenues were rising strongly.
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about by recessions and other economic shocks such as a decline in the terms of trade. Surpluses are not desirable
for their own sake. Under normal circumstances, the purpose of government is to provide services and benefits and
economic infrastructure, not to save on behalf of the community. So governments should allow their budget to remain
in deficit if to do otherwise would jeopardise economic growth.
As a short-term goal to help restore the Budget to sustainability, we propose that while the economy is growing at or
above trend, Australian Government revenues should be restored to their pre-GFC level (25.1% of GDP) and
expenditures kept below this level. This modest increase in revenue, which could be achieved by a combination of
maintenance of existing personal income tax rates and thresholds and reductions in poorly targeted tax concessions,
should be sufficient to restore the budget to surplus in the short term and to begin to close the gaps in the safety net
identified above.
Direct v tax expenditures
Tax expenditures are public subsidies that take the form of exemptions, rebates or other forms of ‘special treatment’
under tax law. Although they reduce public revenues instead of increasing outlays their effect is usually the same.
However, they are less transparent, attract less scrutiny in the budget process, and have risen well in excess of
economic growth over the last decade, from 4.1% of GDP in 2001-02 to 7.6% in 2011-12. 23 For these kinds of
reasons, the OECD has suggested that tax expenditures that are comparable with direct expenditures should be
included within any public expenditure ‘ceilings’. 24
The following guidelines were developed to deal with these problems:
•
•

‘Under nominal or structural deficit or operating/current balance rules tax expenditures should either be
included in the total expenditure cap that is set every year during budget preparation or in a special tax
expenditure cap.’
‘All tax expenditures should be reviewed in the same way as regular expenditures in the annual budget
process. They should be reviewed by the financial staff of spending ministers and the budget bureau in the
same way as regular expenditures.’25

In the absence of fiscal rules such as these, governments can undermine the intent of these expenditure targets by
converting expenditures into tax concessions. It is noteworthy that the 1996 Australian Government Commission of
Audit closely examined tax concessions, especially those for superannuation, which are highly inequitable and
inefficient. The Treasury’s annual Tax Expenditures Statement offers guidance on the range of tax provisions that
could properly be classified as tax expenditures. There is also an emerging academic literature on the topic in the
United States. 26
Flexible whole-of-Government budgeting
For some years now, the Budget expenditure review process has been characterised by a line-by-line examination of
large and small programs across all portfolios, followed by a more cursory treatment of tax expenditures. Ministers in
‘spending’ portfolios are usually required to offset any requests for additional outlays with savings from their own
portfolio. While these processes may be adequate for purposes of minor fiscal housekeeping they are not well suited
to the major restructure of budget expenditures and tax expenditures which is now needed. This is because they
impede Budget flexibility since de-facto expenditure caps are imposed on expenditure within each portfolio when a
major restructure of spending calls for trade-offs between portfolios.

24

23Treasury,

Tax Expenditures Statement 2013, at http://www.treasury.gov.au/PublicationsAndMedia/Publications/2013/TES-2012.
“Tax expenditures may cause a problem for the proper functioning of the budget, for two reasons: i) tax expenditures may escape the
budgetary control of the prevailing fiscal rule and thereby hamper the macro-economic and allocative/distributive functions of the budget; and
ii) tax expenditures are typically the responsibility of the Minister of Finance …this may impede the trad- offs required by the
allocative/distributive function and the control of cost efficiency (p4).” See OECD 2004, ‘Best practice guidelines, off budget and tax
expenditures.’ GOV/PGC/SBO(2004)6 at 4.
25 Ibid at 13.
26Marron & Toder 2011, ‘Tax policy and the size of Government,’ 104th annual conference on taxation, Louisiana, November 17-19, National
Tax Association.
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The current Audit should provide guidance for a major restructure of budget priorities and programs. This requires a
‘whole-of-government’ approach to expenditure revenue which:
• cuts across the divide between expenditure and revenue sides of the Budget;
• takes a longer term approach to fiscal pressures, risks and savings;
• focusses on major programs where change will make a major difference; and
• shifts the emphasis from ‘curing’ problems to preventing them.
The Commission lacks the time and consultative mechanisms to undertake this task directly. It could either take the
form of a one-off review or an ongoing adjustment to the budget review process. If an ongoing ‘whole-ofgovernment’ approach to budgeting an ongoing adjustment would be too resource-intensive, another option is to use
a one-off review to trial new approaches to expenditure planning.

4

A roadmap for fiscal reform

The next six months
Given the need for major changes in the structure of budget expenditures and programs, it is very important that the
Commission involve and engage the wider community in its work as far as possible. Therefore, in addition to its call
for submissions, we suggest the Commission should:
•
•
•
•

Release an early issues paper outlining problems to be resolved and the Commission’s purpose and
approach to reform;
Promptly release submissions on its website;
Prepare both phases of the Commission’s report prior to the Budget, so that the Federal Government can
make these documents public in enough time for stakeholders to respond at a reasonable point in the budget
cycle; and
Commission and publish statistical reports on budget programs and trends, including on expenditure to GDP
trends for different direct and tax expenditure programs; and information on who benefits from major
programs (including distributional analysis where possible).

Short to medium term actions, over the next three years
We propose the following steps be taken over the next three years to restore the budget to sustainability and meet
the community’s essential needs:
•
•
•

As a short-term goal, while the economy is growing at or above trend, restore Australian Government
revenues to their pre-GFC level (25.1% of GDP) and keep expenditures below this.
Remove, reform or replace poorly targeted and wasteful programs on both the direct and tax expenditure
sides of the budget, to make room for action to close the worst gaps in the social safety net.
Use the proceeds of this ‘spring cleaning’ effort to reduce budget waste to begin to close the major gaps in
the social safety net identified above.

Longer term actions
We must not blink on the longer term goals:
•
•
•

Restore economic growth through improved employment participation and productivity.
Progressively shift the focus of public expenditures from ‘cure’ to ‘prevention’
Undertake a national dialogue on community expectations to reach a new consensus on the role of government and how it will be funded.
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