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Context and Credibility 
 
Most people think about taxation matters in a budgetary context, which is understandable given that 
taxes are an integral part of every budget.  
  
The budget should be the most significant policy statement of the year – for both the government and 
the community. Budgets (fiscal policies) are potentially the most powerful policy levers government 
can lay their hands on, to do good and harm; changes in particular spending and revenue measures 
can influence not only the growth in the country's wealth but also how that wealth is distributed within 
the community. Monetary policy by contrast can influence growth and inflation rates across the 
country but it is a blunt instrument when it comes to individual (and regional) distributional goals – 
interest rate changes tend to impact  similarly across the board , and their limited distributional effects 
can be inequitable ( when , for example , those able to make the biggest deposits or negotiate the 
largest loans get better rates than smaller depositors and borrowers ) . 
  
It is a long time since Budget Nights have elicited significant public expectation or excitement, and not 
only because so many budget measures are selectively leaked these days. Particularly since the GFC 
budgets have been overweight economic issues ( relative to social issues ) ,with a pronounced focus 
on deficits and debt and their implications for interest rates , credit ratings , investment and , 
ultimately , growth and jobs. Sustained economic and jobs growth are vital sub-goals but the over-
riding goal of government policy is to build a better society-one that is prosperous, fair, cohesive and 
secure. This is not some outrageous personal thought bubble : it is essentially what the major parties 
espouse in all their election manifestos and in other prominent statements, including budgets. ( Over 
the past 50 years I have not heard a Treasurer say his budget was other than for "all Australians" and 
over the past few months government invocations of "fair" and "fairness" to  characterise the last 
budget have been at record levels .) 
  
The major parties promise what sound like very similar ultimate goals – better futures for all 
Australians – but expound quite  different policy paths, especially in the fiscal arena. The devils are in 
their ideologies – especially as they  relate to the role of governments – which tend to dominate their 
thinking about the ways budgets should be put together and what they should contain.  
  
Those who rate individual interests ahead of community interests tend to put their faith in market 
forces rather than government interventions: fierce curtailment of all government spending programs 
is their catch-cry (except where they substantially benefit the parties concerned!) because this 
minimises the amount of  tax revenue that has to be raised . Those who prioritise community interests 
see budgets as vehicles for the government to deliver programs  essential to building a better society 

– and they expect sustainable funding for those 
programs to be forthcoming.  
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The depiction in the previous paragraph is perhaps an oversimplification but the basic frameworks of 
the major parties do not seem to be much more sophisticated than that depicted. Governments 
sometimes undertake to limit their  total spending – and/or total revenues – to a proportion of GDP 
and the Treasurer has mentioned a figure of around 25 per cent . Such undertakings , however , add 
neither sophistication nor meaningfulness to frameworks for thinking about budgets: they are 
arbitrary numbers and even a casual examination of international data will show such numbers 
bear  no necessary correlation with growth rates, debt levels or credit ratings. And they bear no 
meaningful relationship to Australia's government spending needs, or to its capacity to appropriately 
fund those needs. 
  
In short, there is no clear and shared framework for thinking about the taxation and spending 
programs that go to make up our budgets. Budgeting would be easier and the outcomes better with 
such a framework : a framework with wide political and popular backing which not only acknowledged 
that the ultimate objective of budgets was  to help build a fairer, more cohesive Australian community 
but which  went on to say , for example , that  spending proposals should be prioritised  on the basis 
of need and revenue proposals on the basis of capacity to pay. Instead of such a framework we have 
several vague and competing  approaches tied in varying degrees to one ideology or another  ( and  to 
different strains of the same ideology ) . 
  
All ideologies are incredibly divisive and this comes out through in  their derivative budgets. Despite 
the rhetoric on budgets being for  all Australians and being fair to all , many groups feel let down and 
angered by the reality. And they have good reason to be. Despite its potential to promote social as 
well as economic goals, fiscal policy has  underperformed long term in respect of the former. Australia 
has experienced sustained economic growth over the past quarter century – and enjoyed the highest 
terms of trade  gains in several lifetimes during that period – but little of this good fortune has 
generated much progress towards that better society: 
  

• the inequality of incomes and wealth of Australians has widened over this period; 
• over 200,000 young people are unemployed and more than a quarter of people in the 

workforce are     in casual jobs , with many more under-employed; 
• the numbers of homeless people and families dependent on welfare and charitable groups 

continue to rise; 
• living standards of indigenous people still lag well behind; 
• big gaps remain in social and economic infrastructure; and 
• foreign aid assistance to needy neighbours has been slashed. 

 
This experience, incidentally, provides some local evidence of the shallowness of trickle-down 
economics , if further evidence was required ; those theories should have been trashed permanently 
by experiences around the world leading up to and post the GFC . 
  
My main take-out from these musings is that the formulation and execution of fiscal policy over the 
past couple of decades has been a shambles and has damaged many Australians. As unedifying as it 
has been, the theatre accompanying those  budgets is nothing compared with that damage . Then 
there are the lost opportunities : the failures to take advantage of our good fortune  to help set up 
Australia as a shining model of a fair and cohesive society. Instead we are confronting growing 
unfairness and divisiveness. Other countries are afflicted by the same malaise and the consequences 
are ugly. 
 
We can and need to do better. At some point Australia's long spell of relatively good economic fortune 
will run out, adding to the challenges confronting policy makers. Major changes will be required to 
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many current budgetary attitudes , practices and institutional arrangements if future budgets are 
mount a credible response to those challenges. 
  
Some Ideas For Better Outcomes 
  
A few ideas for consideration in this context are sketched briefly below: I hope to have the opportunity 
to elaborate them at the Festival on Thursday. 
  
1. A credible, common framework for viewing fiscal policy 
  

• As implied in some earlier comments , a shared understanding  by all stakeholders 
(including policy makers, their advisers and community groups) that government policy is 
ultimately to deliver a better society would be a modest but useful start in focussing on 
social as well as economic issues in budgetary (and other) deliberations. So would a greater 
appreciation by stakeholders  of the considerable potential for fiscal policies to impact on 
the lives of all Australians, for good and ill. 

• The value of such a shared view would be enhanced if it extended to a broad acceptance 
of the notion that spending programs be prioritized by assessments of need and revenue 
programs by assessments of capacity to pay, subject to an over-riding requirement that in 
each case those assessments satisfied some basic tests of fairness. 

• The Government's latest budget suggested some interesting changes in its thinking in 
certain areas, including the acknowledgement that some government debt could actually 
be "good" debt, and the belated abandonment of the hangover of hardcore austerity 
measures from the 2014 budget. It also included what could  be seen as a couple of very 
tentative steps in the direction of the mooted "framework", namely acceptance of a needs 
based approach to schools funding ,  and a capacity to pay rationale for levying the big 
banks . In the event these were two of the more controversal  measures in the budget ; 
both also raise pertinent questions regarding the interpretations of concepts like "needs", 
"capacity to pay" and an " over-riding fairness " requirement . 
 

2. The Government's budget decision- making processes 
 

• On becoming Prime Minister Malcolm Turnbull undertook to improve his Cabinet's 
decision-making processes, banning decision-making  on the run and promising more 
structured and consultative approaches. To date there is little evidence of significant 
progress on this front . 

• The general efficacy of Cabinet and related budget decision-making processes can have 
significant implications for both the quality of the decisions themselves and the 
effectiveness with which they are communicated and explained to the public. In my 
experience the benchmarks for performance in these areas were set by the Hawke 
Government in the second half of the 1980s . 

• As important as effective processes are for making and communicating budget decisions , 
they can never fully cover serious gaps in other areas. 
 

3. Rebuilding the Public Service 
 

• In earlier times public servants and bureaucrats generally were the primary source of 
advice to Ministers on the policy and  administrative aspects of budget proposals. Usually 
( but not always ) this advice was well informed ,  drawn from long experience and even 
longer institutional memories , and usually tendered quite forthrightly . 

• That kind of constructive engagement , like  the mutual trust and respect that accompanied 
it , appears to have diminished over the years . Several factors have contributed to this 
situation, including the growth of ministerial officers and other 
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(and often more accommodating) sources of advice to Ministers. The perceived 
politicisation  of senior positions over the years also has not helped to attract and retain 
good people in the Service; nor has outsourcing of many functions and insourcing of large 
numbers of contractors. 

• The unfortunate consequence of these kinds of developments  is that at the very time 
conscientious Ministers most need  expert and independent  advice to help them to 
respond appropriately to increasingly complex issues that advice might not always be 
forthcoming . This is a bad outcome for the Ministers  concerned, and a much worse 
outcome for their constituents. 

• The Prime Minister talked at the time of his appointment about re-invigorating Ministerial 
engagement with the bureaucracy but there are few obvious signs that this is occurring. A 
major revamp of the bureaucracy as a "first call" source of expert and independent advice 
could lead to substantial improvements in the quality of budgetary (and other) decision-
making. Such a revamp already looms as a difficult haul ,  which would become harder the 
longer the present situation drifts on. 

• A good place to start any revamping  would be to stop (and then reverse) the push over 
the past couple of decades to view the Public Service (and some other parts of the 
bureaucracy) as businesses, and to require them to behave as such - with efficiency 
dividends, performance pay and other business-world paraphernalia. For the most part 
public servants are not business people but advisors, administrators and auditors of 
government programs with a particular focus on the broad public interest. It is also worth 
remembering  here, particularly given the increasing emphasis on "fairness" in public 
policy utterances  these days that fairness requires a degree of moral integrity not common 
in market places. 
 

4. A new RBA -model institution for fiscal policy? 
 

• About 20 years ago Nick Gruen suggested the establishment of a new statutory authority for 
fiscal policy based loosely on the Reserve Bank's role in respect of monetary policy. I thought 
that an outrageous idea at the time but have since changed my view somewhat. 

• My earlier skepticism stemmed from the potentially major – even life changing – distributional 
impacts of fiscal measures and I believed the responsibility for such measures should rest with 
elected politicians and the Parliament, not the unelected officials of a statutory authority. (As 
observed earlier in these Notes, fiscal policy differs significantly in this respect from monetary 
policy.) 

• My view on where the actual decision-making responsibility should reside  has not changed . 
What has changed is a realisation that more needs to done to help and/or pressure 
governments to deliver better and fairer fiscal outcomes. Despite  the repeated assertions 
about budgeting  in the interests of the whole community, those interests seem to  be 
too  often and too easily trumped  by other interests (including the  pull of the particular 
ideology of the government of the time and its backers and cheer squads, the unrelenting 
pressures from business, union and other lobbyist groups and – not least – politicians' own 
interests in retaining power). Community interests need bolstering . 

• An expert, independent statutory authority with its own charter ( perhaps picking up some of 
the sentiments and principles alluded to in 1 above) and a statutory responsibility to 
investigate and make recommendations on challenging fiscal issues could help in the delivery 
of better outcomes in a number of ways: 
 

o the government would be provided with expert and independent 
advice on complex and controversial issues and proposals; 

o the community would be provided with relevant material to help it 
cut through the almost impenetrable fog of assertions, spin, half-
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truths and lies surrounding so many policy measures these days; 
o an obligation on the government of the day to respond promptly to 

any recommendations from the authority would further enhance 
accountability , particularly if the government was required to report 
to Parliament in some detail when it declined to take up certain 
recommendations; and 

o the authority would be a new and additional resource, with its own 
charter, staff and time to conduct high powered research and report 
simultaneously to Parliament and the public on its findings. It would 
not duplicate work done elsewhere (in the Public Service or the 
Parliamentary Budget Office) and would liaise closely with these and 
other  bodies ( including universities ) ; it would cultivate a special 
relationship with the ATO on taxation matters . 

 
  
Are these ideas (and others like them) outrageous? Only if you believe the unending quest for a fairer, 
more cohesive Australia is more outrageous. 
 


