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STATEMENT 1 — SUMMARY OF THE 1992-93 BUDGET
AGGREGATES

The budget deficit for 1992-93 is estimated at $13389m compared with $9339m in
1991-92.

The increase in the deficit in 1992-93 reflects: the effects of the recession on revenue;
the slow recovery in employment that is contributing to growth in a number of outiays
including ployment benefits; and i d spending in priority areas, particularly
on employment-related programs. The major budget aggregates for 1992-93, together
with comparable figures for'1991-92, are shown below.

Table 1: Summary of the 1992-93 Budget Aggregates

1991-92 1992-93

Actual Change on 1990-91 Estimate Change on 1991-92

$m $m % $m $m
Outlays 102638 6607 69 109894 7256 7.1

Revenue

Tax 87776 -5309 -57 90443 2666 30
Non Tax 5522 670 138 6062 540 98
Total 93298 -4639 -4.7 96505 3207 34

Balance -9339 -11246 -13389 -4050

The deficit for 1992-93 is estimated to be 3.3 per cent of GDP. This compares with a
peak budget deficit of 4.1 percent of GDP in 1983-84 when the economy was also
emerging from recession. As the recovery gathers strength, the budget deficit is
expected to move slowly back towards balance. Chart 1 shows trends in budget outlays,
revenue and the budget balance since the early 1970s.

CHART 1. BUDGET AGGREGATES
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OUTLAYS

In 1992-93, (o1al outlays are estimated (o increase by 4,1 percent in real terms, Ag a
percentage of GDP, outlays will rise 1o 27,0 per cent in 1992-93 from 26.7 percent in
1991-92 — g significantly below the levels of the mid- 1980s,

As indicated in Taple 4 of Statement 3, policy decisions taken since the 199192 Budget
~— both before and in this Budget — paye increased outlays in 199293 by a net
$3554m, ‘The stimulus in 1997-93 from these decisions has largely been directed
towards expanding public sector infrastructure and assisting the unemployed through
expanded labour market and training programs. These measyres should contribute 1o
higher productivity and increase the capacity of the economy to achieve high and
sustainable economijc &rowth rates in the years ahead,

Overall, the cost in 1992-93 of measures announced in the two atajor economic
statements in 1991.92, the youth initiatives announced by the Prime Minister on
27 July 1992 ang measures included in the employment package in thjs Budget

amounts to $2678m, This accounts for 2,5 percentage points of the real growth in
outlays in 1992.93,

The major outlays initiatives in thig year's Budget are;

Employment Package — Funding of $1.2 billion will be provided over the nex; two
Years to expand infrastructure spending, particularly in depressed regions, and to assist
the unemployed 1o improve workforce skills and employment flexibility through
expansion of abour markes and training programs,

* A new program of public works will be undertaken in partnership with focal
government, with $352m 1o pe spent over two years to provide local infrastructure

unemployment,

* Building on the initiatives announced in One Nation, there will pe additional
spending of $60m on the Road Safety Black Spot program and g further $184m in
capital funding over the next o years for government ang non-government
schools, universities and science infrastructure,

*  Planned expenditures of $88m in 1994-95 anq 1995-96 under the Building Better
Cities program and $100m under the Commonwealth-State Housing Agreement
will now take place over the next two years,

There will also be bring forward of planned expenditure of $%4m in the Defence

portfolio over the pexe two years, including $28m in additional borrowing for
Defence housing,

ot e

. . . inin
Funding of $166m will be provided for addmo;ml wc:irkret;};erstlc(?;‘::hx: ‘::31; m§
SKILLS program and $73m unde;
places under the JOB.

over the next two years.
Assistance 1o Exporters — A number of measures will assist exporters to compete in
overseas markets.
Eligibility under the Export Market Development Grants Scheme has been
extended so that firms which have already reccived support up to the current

i i ther three years where they
i imit wi ntitled to assistance for a fur c :
el yiia;sgh::leln‘gln}::cweexpon markets. Funding of $75m will be provided for
are see)

three years commencing in 1993-94,

. The Goveriment will also provide a $100m J2 finance facility
B &
to Australian. exporters of capital goods and services under the National Interest

i Ct.
provisions of the Export Finance and Insurance Corporation A

. ing part
i ffered the option of converting p
ion— Tertiary AUSTUDY students will be o > 000 e
Efd :hcz{m‘):;m; cgrruaz:l? to a loan of twice the value up toa n_\a;t_xmu:alloaaa aoiis.
;rov;:(gng students with greater flexibility in arranging their finag

Income contingent loans of up to $2000 will also be available to tertiary students
gent
who are currently ineligible for AUSTUDY but whose parental income is less than

$50000.
Assistance to Pensioners — The base pension rate will be increased by $6 per fortnight

ising a bring
($10 per fortnight for a pensioner couple) from late January 1993 comprising

forward of the March 1993 n i plus an above N 1ncrease.
I der 1 - Wi d other
Thy increases will apply to all pensioners, older ong-term allowees an
[

i i flow-on to
allowees with dependents who are paid at the penksmn ‘rat.e, with a further
Family Allowance Suppl child p

addition, OTIW C IC! hone
In additi Commonweal hearing aids and telep!
th concessions (including
) 1 I pensioners and older long-tesm allowees from late
allowances) will be extended to al PENsIO [y) lat

March 1993.

. ough a new
lth — Major reforms of the health care system will be pl;r?:e;lgguzgg,gakne dat
e Ay recment with the States and Territories, to commenc: \he officiency of the
Medlcaf:ga;g)ubljc patient access to hospital services and improving
improvi

hospital system.

" iting Tists and
Funding of $50m will be provided in 1992-93 to reduce hospital waiting lis
a: additional $14m will provide for efficiency measures.
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+ Additional funding of $1.53 billion will be made available under the new
agreement over the five years from 1993-94 to provide much greater incentives for
the provision of public patient access and to enable sigificant improvements in the
efficiency of the hospital system.

Housing — The Government is announcing a new long-term housing strategy.

¢ The Community Housing program will receive additional funding of $24m in
1992-93, rising to $40m in 1995-96,

« Assistance for shared home ownership totalling $48m will be provided over
three years, commencing in 1993.94,

1 q

. rent assi will be available from March 1993 for low income
camers renting privately, at a cost of $71m in 1993-94. Higher maximum rates of
assistance will apply for some recipients, with amendments to eligibility criteria to
target better the program to those with the highest need.

Environment — An additional $107m will be provided over the next four years to foster
ecologically sustainable development and address climate change issues. The
Government  will seck to integrate more fully economic and environmental
decision-making in cooperation with the States and Territories and in consultation with
industry, conservation groups and unijons,

Compliance Measures — Measures designed to reduce fraud and abuse of the social
security system will be reinforced through more extensive use of data matching and
7 P

other impro in review arr. gs from these measures are
approximately $75m in 1992-93 rising to over $290m in 1995-96.

Details of the 1992-93 outlays estimates, forward estimates for 1993-94 to 1995-96, the
1991-92 outcome and an historical overview are in Statement 3.

REVENUE

In 1992-93, total budget revenue is estimated 1o increase by 3.4 per cent, an increase of
0.5 per cent in real terms.

Revenue collections have been particularly affected by the recession — both in terms of
lagged effects from subdued income growth and from continued relatively slow
cconomic recovery.  The lagged effects are especially evident in company tax
collections,  There is also the effect on excises of continuing reductions in the
consumption of tobacco and alcohol, as well as the trend to more fuel efficient motor
vehicles. As a percentage of GDP, revenue in 1992-93 is estimated to amount to

23.7 percent compared with 24.2 pereent in 1991-92 — the lowest ratio since
1973-74,

. \ .
The major revenue measures in this year's Budget are:

Medicare Levy — An increase in the rate of the Medic: levy by 0.15 percentage
y C th are ey

$300m in 1993-94,

ilo is estimated
Tobacco Excise — An increase in excise on tobacco products of $5 per kilo is estim:
to provide additional revenue of $80m in 1992-93.

Fringe Benefits Tax (FBT) — Exemptions of car parkmg benefits from FBT will be
oved asg'om 1 (plll 1) and will provide an increase in revenue of $120m in
em A 993 2

1993-94,

ion — te of concessional write-
l &D) Tax C The raf
Research and Develop (R

ing ing it 10
{f for cligible R&D will be maintained at 150 per cent, instead (:jf regu;::fblr <
‘;25 r cent from the 1993-94 income year as previously zmn(;)unce 3
otheff:h:mges to R&D tax concessions have'also been announced.

istorical
Details of the 1992-93 revenue estimates, the 1991-92 outcome and an histo:
overview are in Statement 4.

FINANCING REQUIREMENT

itlion impli ss financing
ficit of $134billion implics a gro
Tho. Commomeatt oot ciated with Government
i i ing debt and net payments asso \
n"’cqu_xrcme}r;t ialk:';vs::] oo malurmhg:"‘ of $18.5billion in 1992_-93. Th(;d r;m'))c oingucl
E‘ onwe‘:aledrrp budgetlsectcfs total debt outstanding to GDP is cxfpc;t6 : er Cc;“ u
lggigrlccm at end-June 1993, well below the recent peak o .
end-June 1986. Details arc in Statement 5,

i i ted to be a substantial net
i 12, the public sector overall is expeck ohstantal ne
o Shown‘ mlggf%z Thep call on savings by the public sector remains v“i;u":hz
ey flectin ‘a targer Commonwealth deficit offset l?y lower bon'owmgs'qilhcrs
lsmchanggi,‘ l;;)ublic segcto’ borrowings can be expected to dcchuc:szs the re]clogcgdg,;" o
oo i i hole are in Statement 6 4

¢ public sector as a w o St d

zuengmrilwl;l:l?hhe;e‘::etg;ﬂsi: nSthmtfmenﬂ. Classification principles underlying the
mmo nent

p:::senmlion of the Budget are detailed in Statement 8.
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BUDGET STATEMENT 2

PARTI: RECENT DEVELOPMENTS

OVERVIEW

A recovery in the A
and uneven (Chart 1),

economy d during 1991-92 but it was moderate

. GDP(A)l increased by 1.6 per cent through the year, Because activity was falling
through the previous year, year average growth in 1991-92 reached only 0.4 per
cent.

» The labour market was slow to respond to the recovery in output. The level of
employment stabilised as economic growth d but the ploy Tate
continued to rise to around 11 per cent by the end of the year.

« CPIinflation through 1991-92 fell to 1.2 per cent — the lowest rate recorded since
1964. Inflation expectations also fell to record lows. Together these factors
allowed interest rates to fall to their lowest fevels since the early 1970s.

«  The current account deficit (CAD) declined sharply to 3.1 per cent of GDP. With
the balance of trade on goods and services moving into surplus for the first time
since 1979-80, the cost of servicing external liabilities accounted for all of the
CAD.

The recovery was weaker than expected at budget time. This reflected the drought, a
more subdued i ional ic environment and continued fragile business
confidence.

As expected, domestic factors underpinned the recovery, During 1991-92, private
consumption strengthened and there were contributions to growth from the stock cycle,
public final demand and the recovery in housing. However, business investment
continued to decline, with non-residential construction particularly weak.

Performance by industry sectors was mixed. Output in most sectors, including
manufacturing, began to recover in the second half of 1991-92, However, a few areas
such as construction and finance, property and business services continued to contract.
In addition, there were very substantial regional differences in activity and
employment outcomes,

23



CHART 1: GDP(A) AND EMPLOYMENT, TREND LEVELS
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Employment in trend terms was flat through much of 199192, The unemployment
situation at the end of the year is made more difficult to assess by the sharp and
surprising increase in the participation rate and employment in the June and July 1992
labour force data.

Policy responded during the year to the weakness of the recovery. Additional
expenditures of over $300m were announced in November 1991. The February 1992
One Nation Statement announiced a much larger package of measures to boost the
recovery process together with structural reforms in a number of key areas. Official
short-term interest rates were also lowered significantly during the year, consistent
with the marked improvement in the inflation outlook.

The recovery is expected 10 gather pace over 1992-93. In particular, business
investment will start to recover and no longer act as. a significant drag on growth,
However, growth will still be moderate compared with past recoveries, reflecting the
subdued world economic outlook.

Favourable developments for sustained economic expansion include low inflation and
interest rates, better underlying profitability, improved international competitiveness
and a renewed focus on productivity improvements, These will also help in addressing
the high levels of external debt. The pace of cconomic recovery will depend
importantly on world economic developments and the rate at which business
confidence improves as the effects of the asset price cycle unwind,

24

INTERNATIONAL ECONOMIC CONDITIONS

i i g subdued
major trading partners in 1991-92 was more :
grc;‘wlh prajections by the IMF, OECD. anq vmlfal.ly
ected strengthening in aciivity

The rate of growth of Australia’s
than expected, During the year,
all major nations were progressively reduced and the exp.

was delayed (Chart 2).

The gellelﬁl weakness in the world economy in 1991-92 reflected subdued confidence
arising from continued uncertainty on a number of fronts and the consequences of asset

price deflation in several industrial countries,

0 S
CHART 2: REVISIONS TO OECD COUNTRIES GROWTH FORECAST

FOR 1991 AND 1992
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Among the larger countries, growth in Japan and Germany eased in 1991 92 and
was only modest growth in the United States (Chart 3).
om around the middle of 1991 failed to

United States would enter a ‘double dip'
mixed.

The pick-up in United States’ growth fr

lidate and there were fears that the 3 d e
i;)::sosilon. Throughout the first half of 1992, the signals remained

wed sharply in response to the effects of past tightening

« The Japanese economy slo Ot 1o 2350

in monetary policy aimed at addressing a speculative
prices.
i ification waned in 1991 and
and in western Germany from uni v
o b[:iosrdfmd;rg were curtailed by tax m’troduc‘e(:1 to el:jeig
?:;:lc ih: cost ((rf unliﬁcmion. Monetary policy also wis progressively tighten
an effort to curtail inflation pressures.
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Economic growth in Asia (excluding Japan) slowed marginally in 1991-92 but was still
around 5 percentage points higher than the average for the OECD countrics, Taiwan,
Hong Kong and China grew more rapidly than in the previous year, mainly as a result
of the development of southemn China.

CHART 3: INTERNATIONAL GROWTH COMPARISON

10
per cent growth: 12 months to
84
Japan

p p

44

24

us 1

U L
-2

Jun-89 Dec-89 Jun-90 Dec.90 Jun-91 Dec-91 Jun.92

The unemployment rate in the OECD area as a whole rose from 6 per cent in the first
half of 1990 to an estimated 714 per cent in the first half of 1992 —. the highest rate
since 1986. The unemployment rate in OECD Europe is now above 9 percent,

World trade recovered in the second half of 1991, despite continuing weakness in
OECD activity. Non-OECD import demand grew strongly in 1991 reflecting post-war

reconstruction in the Persian Guif as well as strong growth and restructuring in the
Asian economies,

Importantly for Australia, commadity prices remained weak in the face of subdued
activity and high stock levels,

The varying economic circumstances in the larger countries resulted in some
difference in policy priotities, The United States gave more weight to stimulating
activity, while in Germany (which was experiencing an uncharacteristic acceleration in
inflation) the main priority was lowering inflation.

Inflation eased in nearly all OECD countries during 1991.92 reflecting the weakness in
activity and moderation in wage costs and in oil and commodity prices. The notable
exception was Germany where consumer prices rose in response to higher wages and
indirect tax increases (Chart 4). Inflatior increased in most of the Asian economies as
capacity constraints emerged after prolonged periods of rapid growth,

2.6

Lo . ; itted to
In broad terms, the monetary authoritics in the OECD Pf:oz]:]mncs rcﬁar::egof:;ng;z:gies
idating i i ing inflation. At the same time, s
consolidating the gains made in lowering ; i ounies
(where activity had been subdued for some time) were taking monetary policy a

to support the carly signs of recovery.

CHART 4: INTERNATIONAL CPI COMPARISON
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Declines in inflation and inflation expectations allowed f9r a dgel.lcrallcgagl;uglzxs(ecas:r\lg Sl)
i i ber of OECD countries during 5 N

short-term interest rates in a num! . ¢ o Siahe I Toepone 1

ial i d progressively in the Unite
Official interest rates were reduce i response o
and businesses appear

bout the pace of recovery. Consume{s ) : wed "
::sr;::r:geg very slowﬂ; to lower interest rates, particularly in economies with high debt

levels.

ing 1991-92. Some of the biggest
g interest rates also generally fell durfng ) me of .‘
ggcg?:;;ivr::;in Canada, New Zealand and the United ngdom. which (.llkel Ausltsml:z
appeared to be making progress in reducing inflation from previously high L}‘;’cn.‘[em
ir‘\) !r)nost other countries, however, long-term rates generally fell by less than shos

rates,

derately
i i ate cuts appear to have only slowly and mo 4
Ir:elhe [‘nzz?vxsl;'a tca:.‘l‘n!emSt mfu:d buson reduced their debts and financial

institutions adjusted their balance sheets. Confidence remained subdued.

« The Bank of Japan cased monetary policy (!un'ng lh.e year. .The Bank:ls ag:ngrni
were constrained, however, by slow progress in lowe.nng inflation, conce: a
depreciation of the yen and fears of d asset price [
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. ’;‘hsel outlook for Germany and for the other countries of the European Monetary
ystem was clouded by the consequences of increases in interest rates in Germany

as it struggled to adjust to unificati : e
pressures, cation and the related increase in inflation

CHART §: INTERNATIONAL SHORT-TERM INTEREST RATES

12 4 per cent

Germany

2 + e + +

+ ¥ + + + —

Jun.89 Dec-89 Jun-99 Dec-90 Ju;;l Dec.91 Jun-92
g::gg:edzﬁcilst as a'sharc of GDP increased in nearly all OECD countries reflecting in
ownium in cconomic activity. In German: i
r I 3 y, the public sector deficit i
estimated to rise to around 6 per cent of GNP in 1992, reflecting the addition i
budgetary pressures of unification. e

éz;y;::: ;1:'1:‘;/{;: gglz}s;::' tel:c(c;(, I:he United States moved to ease fiscal policies in order to
e background of concerns that mony i i

v X that monetary policy might not have

one enough to stimulate recovery, Few countries were in a position f) provid; a

fiscal stimulus as Jar; i ralia be (3 cte) o)
. g arge as in Australia because of it i i i
; . deteriorations in their budgel

» Japan was gcnf.:ml'ly considered to be the only large OECD economy with the

scope 1o take significant budgetary action because of its sound underlying fiscal

position. The Japanese Government is expected to impl further :
Ty

measures later in 1992, within the budgetary constraints i
. , d N
of  12picly 380InE e getary traints imposed by the demands

The United States' federal budget deficit is
The United f ; expected to be some 6 pe:
in fiscal year 1992 compared with under 3 per cent in the carly 19812)51: Fentor 6o
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DOMESTIC DEVELOPMENTS
1991-92 Budget Forecasts and Preliminary Outcomes

Forecasts aver recent periods have underestimated both the strength of activity in the
upswing of the cycle in the late 1980s and the severity of the subsequent downturn. As
discussed in last year's Budget Statement 2, a key factor in explaining this result is the
much greater than expected influence of the recent severe usset price cycle on the real
economy.

Experience with official forecasts was similar to that of other Austrafian forecasters
and also forecasts for the international cconomy (Box 1 — Domestic and Intemational
Forccasting Experience).

The 1991-92 recovery in domestic activity was also more subdued than expected.

The 1991-92 Budget papers forecast a moderate recovery during 1991-92 but not
sufficient to prevent the unemployment rate from rising (Table 1). Little change was
expected in domestic final demand — with rises in ¢ ion, dwelling i

and public demand being almost totally offset by falls in business investment. A
significant contribution to growth was expected from et exports and a lesser
contribution from the stock cycle. Further progress was expected in reducing inflation
and the CAD.

While the composition of growth was broadly as expected, overall growth was weaker,
A number of developments emerged during the year to constrain growth.

« The severity of the drought became far more apparent in the first haif of 1991-92.
The drought directly detracted 0.4 percentage points from GDP growth and
somewhat more when the indirect effects are taken into account,

+  As noted above, the international cconomy was weaker than had been expected by
key international institutions.

« Partly related to the more subdued international outlook, business confidence
remained weak.

These developments delayed and weakened the pace of recovery.
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BOX 1— DOMESTIC AND INTERNATY 0 1
ALt ONAL FORECASTING

Panel A: OECD Forecasts of Growth in OECD Countries

per cent

OECD

forecast
Outcome

1988-8% 1989-90 199091 1991-92

Panel B: Australian Growth Forecasts

n

per cent

B Budget Forecast
[ Private Forecast Average

[J outcome

1988-89 1989-90 1990-91 1991.92

(a) Expected outcome
{b) Based on GDP(I), which grew by 0.2 percentin 1991-92. GDP(A) grew by 0.4 per cent.

The T | 1 revised fol for 1991-92 in January 1992. These forecasts
were updated in One Nation.
Table 1; 1991-92 Forecasts and Qutcomes

Budget One Nation Quicome
Forecast Forecast

{per ceat change on 1990.91)
Private Final Demand:

Consumption 1% 2 24
Investment £ 6 ¥ 118
Public Final Demand 1 % 1% 29
Domestic Final Demand Ya % 02
Increase in Stocks (a) % - % 0.1
GNE Y B -0.8
Imports B 1% 44
Exports 5% 6 9.3
Net Exports {2) 1% 1 1
GDP() () 1% 0 %) 02 (09
Current Account Bafance (€) 3% 3% <3l
Employment -1 % -1 % -16
Unemployment Rate (per cent} 10 % 10 % 104
Inflation (d} 3 2% 19

(a) Contribution to growth.

(b} GDP(A) figure in brackets. Therc was no forecast of GDP(A) at budget time.
(©) As a percentage of GDP,

(d) As measured by the Consumer Price Index.

Recovery in Demand

After bottoming at the end of 1990-91, the cconomy grew in each quarter of 1991-92
but the pace was subdued relative to past cycles (Box 2 — Paths of Recovery from the
1982-83 and 1990-91 Recessions).

The recovery was also unevem. While most expenditure aggregates contributed (0
growth, busi in continued to decline and net exports weakened (Chart 6).

. Private consumption proved surprisingly resilient to the weak labour market and
increased steadily through the year.

— Despite restwained nominal wage increases and some decline in employment,
real household disposable incomes increased, supported by higher cash
benefits, lower inflation and lower provisional 1ax payments. ‘The household
saving ratio increased.

«  Public sector spending rose in 1991-92,

_— Most of the growth occurred in public consumption.
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BOX 2— PATHS OF RECOVERY F|

ROM THE o
RECESSION, E 1982-83 AND 1999.91

108 Panel A: Gross Domestic Product (A) —Trend

index

198283 -~ ’

1990-91
(Mar 1983 and Jun 1991=100)

98
J82/890  s32/D9p D8t Msi/ger g 83/891

§83/D91  D83/M92 M34/J92

Panel B: Unemployment Rate*

per cent

*Quarterly average, treng

s
1821890 §
S82/DS0  DB2IMOT  M83/J01 J83/s91 S83/D91  D83/M9Z M84/192

::c(és;i?)il-&zan reelc%cry x:a.; n’;:uclt;l .slowfeir than experienced affer the 1982-83
3 , this refle ite diffe i i
cconomy and the fortunes of the farm secto:c'.'s e dule difernt iemationat

— OECD economies grew b, i
' y 4.4 per cent - i
estimated 1.0 per cent i 1991-92.p M TSRS compared with

—_ ;:;lztxsmx;f;w{; co;;:;;uged L5 percentage points to growth in the four
7 4 e -83 recession. Over 1991
detracted 0.4 percentage points from growth, " 1B, the fam scur

The unemployment rate folfowed a broadly similar pattern in both recessions in

L

the six months after the tro, i ivi Y
a ugh in acti i i
l th ; Ju ' ity (Panel B). After that time, trends in

{continued. over)
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Inflation fell during the 1990-91 recession before stepping down again through
the early stages of recovery. While inflation also fell early in the recovery
from the 1982-83 recession, it remained at much higher rates than now
(Panet C).

As a proportion of GDP, the CAD was not greatly different during 1991-92
than in the period following the 1982-83 recession (Panel D). However, the
composition of the CAD changed dramatijcaily.

— In 1982-83, the deficit on goods and services and the cost of servicing
external liabilities each accounted for around one-half of the CAD. In
1991-92, the balance on goods and services was in surplus and the cost of
servicing external liabilities accounted for the entire CAD,

— Net external debt as a proportion of GDP was 13.6 per cent in 1982-83
compared with 38.6 per cent in 1991-92.

Panel C: Inflation*

per cent

» el 1952:83

. ‘ -

199091
2 \_____“J

* CPI (Medicare adjusted) change gver the year

0
J82/s90  S82/D90  D82/MIL  MS$3I/J91  J83I/S9L  S8I/DY1  DBIMI2  MB4/JI92
Panel D: CAD as a Proportion of GDP

per cent
510
.y 1982:83
. N SRAEIN
3
2%

1

0
J82/S90  S82/D90  DB/M9T  MB3/J91  J83/S91  S83/D91  DBIM92  M84/J92
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CHART 6: CONTRIBUTIONS TO GROWTH IN GDP(A) TREND

25 Year to June quarter 1992

Ppercentage points
24

GDP(A)

Dwelllng Publie
Investment Expenditure Stocks

Private
<05 4 ‘Consumption
Net Exports

<1 4
15
24 Business Fixed
Investment
25

() Real estate transfer expenses and the discrepancy between GDP(E) & GDP(A).

The dwelling sector began to recover.

—~— Housing affordability reached its highest level si
e y ed its highest level since 1985 as mortgage interest

Stocks added to growth.

- rkig;v::e\;;f;.sme _lc'}olnlribl:uionflo growth from stocks has been less than in previous
. e ratio of stocks to sales has fallen
T f over the pa
reflecting more cost effective stock holding methods. past decade

Business investment continued to decline, detracting significantly from growth

— The decline in plant and equi i
the yeaz, pi quipment investment moderated towards the end of

— The decline in non-dwelfin, i i
’ g construction was particularly mal i
the large oversupply of office accommodation. ¢ Hed reftcting

Net exports detracted from growth through 1991-92,

—_ :;n;;:;:n§ rose mm.-e quickiy.than exports through 1991-92 as imports responded
mpide I;:c;eaicl in dlomesuc demand and as export growth slowed from the
ce of late 1990-91. Import growth in i i
L particular
expected. In year average terms exports increased more than i‘;,rnaspol:t{sgher .
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A feature of the economy in 1991
industry sectors as reflected in contributions

CHART 7: CONTRIBUTIONS TO GROWTH BY INDUSTRY SECTORS
Year to June quarter 1992, Trend
Agriculture, forestry,fishing & huntlng

Minlng
Munufacturing

Electricity, gas & water

Wholesale & retail trade!
‘Transport & storage
Communication
Finance, property & buslness services
Public administration & defence

Other Services (a)
Other (b}

percentage pgints N GDP(P)
t 1
<15 1 05 0 0.5 1 15

(3} Community Services and Recreation, personal and ather services.
(b) Ownership of Dwellings and import duties less Imputed bank service chargs.

.92 was the marked differences in performance by
1o overall growth (Chart 7) and by State

(Box 3 — State Indicators of Activity).

.

Agricultural output contracted sharply as a result of the drought.

Finance, property and business services continued to contract as employment levels
were further rationalised following rapid expansion in the 1980s.

Construction continued to decline with further falls in non-dwelfing construction
outweighing the impact of the housing recovery.

Wholesale and retail trade and some other service industries recorded: strong
growth.

Manufacturing began to recover in the second half of 1991-92.

—— 'The textile and transport equipment industrics contributed to the improvement

in manufacturing.
There were marked regional disparities — with QLD and WA experiencing the
Strongest economic recoveries.
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BOX 3—STATE INBICATORS OF ACTIVITY
The pace of activity varied considerably across the States during 1991-92,

*  Employment growth resumed in QLD and WA but i
0 ! S employm
TAS fell quite sharply (sce Chart below), POmEntin VIC, S4 and

— Byend 1991-92, WA and QLD empl,
¢ y g ployment had recovered i
carlier peaks of mid-1999, 1 rouehly e

— Eméa;uwncm in the other States remained wely below July 1990 levels: VIC
Y 6% per cent; TAS T cent; ;

e p AS by 5 per cent; SA by 4 per cent; and NSW by 1% per

«  Private consumption recovered in all States, although SA remained very weak.

Private investment declined in all States except WA and TAS.

— Private investment in the nine months to March 1992 fell heavily in NSW
SW,

— Private investment Jumped sharply in Tasmania,
~— Housing sector activity picked up in all States,

State Economic Indicators
Year to June 1992

7
per centgrowth %
5
o+ 20
34
T 10
1
-1 4 ’
-3 1 B Employment (LHS) T
. B private Consumption (1HS)
O Private Investment {(June quarter 1991 to T
March quarter [992) (RHS) per cent growth
NSW viC D WA SK T
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The Balance of Payments

The CAD improved significantly in 1991-92 (Chart 8),

«  For the first time since 1979-80, the balance on goods and services was in surplus.
« The current account remained in deficit, however, owing to the cost of servicing

the high level of extemal liabilities built up during the 1980s. As a resu!t. net
extemal liabilities continued to rise, both in dollar terms and as a proportion of

GDP.

CHART 8: CURRENT ACCOUNT AND COMPONENTS
(As a per centof GDP)

per cent of GDP

64
R D Current Account Balance
e Net Income Balance
#1 ——— Balance on Goods and Services
-9
1980.81 82-83 84.85 86-87 88-39 90.91
Table 2: Components of the Current Account
1990-91 Percentage 1991.92 Percentage
§b Change Sb Change

(Current Pric
}3‘;‘»:: rees) 522 74 549 5.2
Imports 193 34 510 35
Net Services 30 -314 23 <252
Balance on Goods and Services 0.1 1.6
Net Income -180 53 -15.8 -122
Net Unrequited Transfers 25 6.0 23 -80
Current Account Balance -15.6 <216 -11.9 “24.1
Current Account Batance/GDP -4.1% -31%
As at end June:
Net External Debt 137.2 62 148.5 82
Net Exiemal Debt/GDP 36.3% 38.6%
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BOX 4 — MERCHANDISE TRADE

Panel A: Merchandise Imports
Current Prices

900
4900 $million

4700 4
4500 4
4300 4
4100 4
3900

3700 4

3500 - . . N N

4 oo 4

Jun-89 Dec-89 Jun-90 Dec-90 Jun-91 Dec91 Jun-92

Panel B: Merchandise Exports
Current Prices
4900 +

$ million

4700 4 N .
4500 4
4300 9

4100 4

v il
3900 4 -
.‘. N\ seasonally ad
30 3 W et
3500 + +
+ - —t— +
Jua-89 Dec-89 Jun-%0 Dec-90 Jun-91 Dec-91 Jun-92

Table 2 shows the main components of the CAD in 1990-91 and 1991-92.

«  Despite the drought, rural export yolumes improved principally because of a sharp
increase in wool exports, Growth in non-rural export volumes siowed following a
strang pick-up in 1990-91. The volume of manufactured exports continued to grow

strongly.

« The volume of jmports of goods and services grew more quickly than domestic
demand but more slowly than exports.

— In particular, the trend growth in the value of mer handise imports i
in the second half of 1991-92 (Box 4 — Merchandise Trade).

. Australia's terms of trade declined a little further in 1991-92 mainly because of
falling prices for bulk commodity exports as world economic growth slowed.

. Lower interest and dividend remittance payments On Australia's external liabilities
contributed to the lower CAD.

The stock of external liabilities, including external debt, continued to increase
mainly owing to capital transactions associated with the financing of the (smaller)
CAD.
— 'The composition of net capital inflow shifted in 1991-92 with debt once again
ding equity in t. The rise in debt § ing reflected i d
overseas borrowing by the public sector.

Labour Market Conditions

The labour market was very weak throughout 1991-92. Although employment levels
were relatively stable, unemployment continued to increase.

. In trend terms, employment remained about 24 per cent below the peak recorded
in mid-1990 (Chast 1).

— Only two States recorded increases in employment (Box 3 — State Indicators
of Activity).

— The employment ratio (employment as a proportion of the population aged. 15
and over) declined noticeably after peaking in mid-1990. However, the
employment ratio remained at a higher level than in 1982-83 (Box 5—
Labour Market, Panel A).
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* Participation rates fell again in 1991-92 in response 1o the employment situation

but remain well above the levels of the early 1980s (Box 5 — Labour Market,
Panel B).

»  The unemptoyment rate rose through 1991-92, reaching 11,1 per cent in seasonally
adjusted terms in June 1992 and 10.8 per cent in trend terms,

*  After carlier sharp falls, Jjob vacancies were relatively flat throughout the year.

The most important influences on cmployment are usually changes in output and

labour costs.

*  As would be expected, the decline in output during the recession had the greatest
single impact on employment.

= Wage inflation fell later than price inflation, leading to some increase in real
wages, but this would have had a much smaller effect on employment than the
1982-83 recession which followed a sharp increase in real unit labour costs;

Structural change in the cconomy can also affect the labour market. Structurat change
is & very broad concept and encompasses changes in industry composition (for
example, in response to changing consumer tastes or trade patterns), efficiency

improvements initiated by firms and structural reforms stemming from changes in
government policy.

« Given the increased competitive pressures of recent years and in prospect, many
firms are re-organising their operations to increase efficiency, While this often can
involve some initial dislocation, longer term viability is enhanced — including the
ability to grow faster and support employment growth,

» There is considerable uncertainty about the extent to which structural change has
affected employment during the recent downturn — especially compared with
previous downtums — but many firms report that this has been a significant factor
in changing employment.

What is clear, however, is that businesses will continue to give emphasis to improving
efficiency in an increasingly competitive world environment. This may result in a slow
initial employment Tesponse during the currem recovery.
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BOX 5 — LABOUR MARKET

Panel A: Employment Ratio —Tread
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The weakening in the labour market since mid-1990 has impacted uncvenly.

+  Since the peak in empt in mid- 4
W peroom, ployment in mid-1990, totad employment has fallen by around

—~— Full-time employment has fallen by about 6 per cent,
— But pant-time employment has risen by around 10 per cent.

This continving trend towards i
im ards part-time employment hi ed i j
search activity of the unemployed. plovment s not been reflected in the job

¢ The proportion of the male unemployed seeking full-time work has remained

unchanged since 1982-83, while the i ime j
eniTeents (Chone o ile the proportion of male full-time jobs has fallen

CHART Y: COMPOSITION OF EMPLO
YMENT AND UNEMP
1982-83 AND 1991.92 LOYMENT

1982-83 1991.92
Employment
B Males Employed
Full Time

13% 17%

O Femates Employed
Fuli Time

6% - Wl Aafes Emptoged
Part Time

24% 3 Females Employed
9% PartFime

Unemployment

B Males Looking for
Full-Time Work

T Fetnales Looking
for Full-Time Work

I Mates Looking for
Part-Time Work

56% 56% L Females Looking
for Part.Time

Work

30%

There are some important differences in the stnicture of unemployment compared with
the 1982-83 recession (Chart 10).

« A higher proportion of the ployed is now concC ) in the middle-aged
groups, Wwith teenagers, conversely, accounting for a significantly smaller
proportion.

« The average duration of unemployment is also much longer for these middle-aged
groups particularly when compared with that of younger, unemployed persons.

CHART 10: UNEMPLOYMENT BY AGE GROUP
Per cent of Total Unemployment

per ecnt 198283 1991.92

Long-Term Unemployed* Dl‘ong-’l'crm Unempioyed*
[jother Unempluyed

Il Other Unemployed

15-19 20-24 25-34 35-54 55+
* The long-term unemployed are defined as those peaple uncmployed for 52 weeks or more.

The rate of unemployment is highest among teenagers but the special characteristics of
the teenage labour market need to be bome in mind (Chart 11):

. around two-thirds of al} teenagers are at school or university full time;
. one-third of the teenage unemployed are at school or university full time
— three-quarters of these are seeking part-time work;

« eight per cent of tecnagers are secking full-time work and are not at school or
university full time; and
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o teenagers have the shortest average duration of unemployment
~— average duration of unemployment rises with age.

CHART 11: TEENAGE LABOUR MARKET
1991-92

NOT ATTENDING SCHOOL/

ATTENDING SCHOOL/
ITERTIARY INSTITUTION FULL TIME

TERTIARY INSTITUTION FULL TIME

Employed

Unemployed

Not in Labour Force
Not In Labour Force

Prices and Incomes

Inflation

Inflation fell in 1991-92 1o its lowest rate since the early 1960s. This reflected a range
of factors including pressures on profit margins in response to weak sales, ongoing

wage restraint, very modest import price growth and reductions in mortgage interest
rates.

« CPI inflation in the year to June 1992 was 1.2 per cent (Chart 12). This is the
lowest inflation rate since March. 1964 and compares with average inflation rates of
8-10 per cent in the 1970s and 1980s.

« The underlying rate of inflation derived by Treasury, which abstracts from a
number of special factors, fell to 2,7 per cent, which is the lowest rate since the
series was first constructed in 1971 (Chart 13),

« Inflation is also low by international standards (Chart 12).

« Importantly, inflation expectations have reached low levels in contrast to the
experience following the 1982-83 recession (Chart 13).

st - A e T T =t

sl

CHART 12: INFLATION RATES FOR AUSTRALIA AND
MAJOR TRADING PARTNERS

per cent

Australia

2 Major Tradlng Partners

0
Mar-80 Scp-81  Mar-83  Sep-34 Mar-86  Sep-87 Mar-89  Sep-90 Mar-92

CHART 13: UNDERLYING INFLATION AND INFLATION EXPECTATIONS
16

per cen Westpac/Melbourne Institute Survey of
14 Inflationary Expectations
12 4
10 4+
"
6 4 h '.' \_,-“\‘
Underlying Inflation Rate . \
44
24
*July Inflationary Expectations
0 N "

Mar-50 Sep-81 Mar-83  Sep-84 Mar-86 Sep-87 Mar-89  Sep-90 Mar-92
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Wages and Profiss

Average eamings growth has b i

Aver g a5 been slowing since 1988-89 i
camings growth in 1991-92 was the lowest experienced since lhe(lfl?:rlt 916‘25 Nomial
¢ With a faster slowdown in CPI inflation, rea eamnings increased by 1.9 per cent

through 1991-92. This was only thi
A &  the fc i ine i i
weekly earnings increased by mi)re ulx'l?luﬂnl}(; g’a!r it pastine in which reree

e The mu}n influence on growth in nominal
progressive flow-through of the 2.5 per cent National Wage Case decision of April

1991, This was supplemented
. g towards the eng i
negotiated as part of workplace bargaining agreenc:eﬁfs the year by ke Trcases

wages during the year was the

Growth in nominal and real uni
al a 2 t Jabour costs al i i ing i
hourly labour costs and a pick-up in labour prodigliev?iiifi 19092, vitha slowing n

CHART 14: NOMINAL AVERAGE
EARNINGS AND
LABOUR COSTS COMPARED WITH TH!I;&I::INAL o

per cent growth
Average Earnings —f

M
Uit Labour Costs

91.92

Profit shares stabilised in 1991-92 (Box 6 — Profits).

BOX 6 — PROFITS

« The profit share in the private corporate trading enterprise sector, as measured
by gross operating surplus (GOS) in the national accounts, stabilised in 1991-92
after falfing in the previous four years (Panel A).

— This reflected increased Jabour productivity with continued wage restraint
and & modest pick-up in domestic demand,

— The gross profit share in the 1990-91 recession remained at a relatively
high level compared with the 1982-83 recession.

« The GOS share less company tax and net interest, which had declined slowly
over the 1980s reflecting increases in debt levels and high interest rates, fell
sharply during the recession. In 1991-92, this share recovered somewhat mainly
owing 1o lower net interest payments, corporate debt reduction programs and
debt write-offs.

-— Bven 50, this adjusted measure remained at a low level reflecting the still
high share of corporate profit being absorbed by debt servicing.

Panel A: Corporate Trading Enterprises' Profit Shares

per cent of gross product
at factor cost

40
Gross Operating Surpius (GOS)

35
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GOS Jess company tax and net interest
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10 -+ + +
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rr»:caég:l;\u;‘t:tlltm&cglrnpan(iles increased their earing ratios in the 1980, More
w4y, the available evidence suggests there b ignil cling i
ﬁmni n:mos as companies have d th‘:;rb“‘ae51 iy Slg:g::isaﬂf dCCl'lne .
ough increased equity raisings, O i ‘.
: 3 verall, i i
companies are modest by intemational s(anda‘rdsA SETng atlos of Austalian

Panel B: i i
Pan €l B: Average Debt/Equity Ratio For 18 Of Top 26 Non-Bank Companies
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Policy Responses

There were significant fiscal policy initiati
; policy initiatives t i
progressive reduction in official interest rates duiinsgpf;;i}gg TG tecovery and a

Fiscal Policy

Fi . N . .

T:\S:aé g;l!x:g'ns‘::;]n‘is gu:ng the year provided a boost to the relatively weak econom
of DBy i Toea ll[l) :gle(tl :;_lcg'led ffr;;n a §m'-plus. of $1.9 biltion (around 0.5 per cex)zl;
iy of $9.3 billion in 1991-97 (around 2.4 per cent of

The i . -

a ;cliltnpag :)]f the auloxtmuc fiscal stabilisers contributed significantly to the swing i

emnm;]y ntxor:;ysg ;:s:m }n respo;se to the increase in unemployment and the g»\::i
erally — while receipts declined sh i

economy and the lagged effects of declining incomes Mera{rgglg.;?ﬂecung 1o subdued
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« A one-off payment of $300m to families in receipt of the Family Allowance in

BOX 7~ ECONOMIC STATEMENTS IN 1991-92
Statement on the Economy and Employment — 14 November 1991

The Statement addressed the further deterioration in the labour market in the first
half of 1991-92. Major initiatives were expansions of labour market programs and
education and training opportunitics. The Statement also included the bringing
forward of infrastructure spending and industry development measures.

One Nation — 26 February 1992

One Nation aimed to provide a significant short-term boost to economic activity and,
through increasing competitiveness and productivity, to increase the economy's
capacity to secure sustainable growth. While the measures involved some additional
expenditure in 1991-92, the major impact will be in 1992-93 and later years,

The following measures aimed to provide a more immediate boost to activity.

Apri 1992,

» Sales.tax on passenger motor vehicles was reduced from 20 per cent to 15 per
cent in February 1992, with an expected cost to revenue of $185m in 1992-93.

«  Scheduled spending in 1992-93 on transport infrastructure projects of $762m.

« The introduction of more competitive depreciation arrangements for long-lived
assets, combined with a new development allowance and other changes to
taxation arrangements, provided incentives for the private sector to increase
investment,

The Statement also included initiatives to enhance the Govemnment's continuing
program of structural reform and boost productivity growth.

« Reforms were announced to promote greater competition in Australian industry,
particularly in the aviation industry, the electricity generation and supply
industry and the financial sector.

« A new system of vocational education and training, building on the existing
TAFE network, was proposed and has since been agreed with the States,

«  Labour market programs also were expanded to assist those most disadvantaged
by the recession,

« Foreign investment policy was eased across most sectors of the economy to

facilitate investment,

229



Additional fiscal stimulus was provided during the year through the Statement on the
Economy and Employment in November 1991 and One Nation in February 1992, The

major impact of One Nation measures will be felt in 1992-93. (Box 7— Economic
Statements in 1991-92),

Although the budgetary position of the State/local sector is affected somewhat less by
cyclical factors than the Commonwealth's, subdued economic growth and the fall in
asset prices also had a substantial impact on State revenues — particularly in terms of
stamp duties on share and property transactions. In addition, State outlays were
boosted in 1991-92 by one-off factors including the cost of support packages for some
State financial institutions and by redundancy programs. This was reflected in 2
deerioration in the net borrowing requirement of the State sector.

Monetary Policy

Official short-term interest rates were progressively reduced over 1991-92 with further
evidence of the decline in inflation and inflation expectations and the continuing

weakness of economic activity. The impact on activity of the most recent easings will
continue to be felt through 1992-93,

.

Short-term interest rates.felf to their lowest levels since the carly 1970s (Chart 15),
» Long-term yields also fell to levels not seen since the carly 1970s. The decline
was less than for short-term interest rates but still substantial, reflecting declining
inflation expectations, Yields on ten year bonds averaged under 8% per cent in the

first half of August 1992 compared with a trading range of 12-14 per cent for most
of the past decade.

— The yield curve (the difference between long-term and short-term interest

rates), which had been flat for much of 1990-91, tumed sharply positive
during 1991-92.

Bank indicator lending rates fell broadly in line with shori-term rates during the

year and special 'discount’ rates were available for some categories of home
mortgage and business borrowers.

Real interest rates also fell during 1991-92 but by lcss than nominal rates.

~— Real interest rates cannot be measured precisely. Ideally, they should be
measured by adjusting nominal interest rates by expected inflation over the
ferm of the interest rate. While various proxy measures of expected inflation
can be used, these are not satisfactory beyond the short-term.

i - it to the
The broad monetary aggregates showed little grpwth over 199 ; ?g.ﬂsgr::: o e
rivate sector declined slightly — with growth in housing credi

p .
business and personal credit.

This reflected both a shift in the composition of investment towards[;;:tlzssmo%
- 'm(; away from business expansion and the overall very low
investment.

i i also offset by debt repayments
Is of new business lending were by ¢ .
- 'Sl::gt;er?k 1;:rvoevisioning for bad debts in response to the continuing effects of the
sharp asset price cycle.

CHART 15: INTEREST RATES
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Wages and Industrial Relations Policy
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Duljng f sustainable output and employment growth, ag st i
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mmll::ﬁ::!; cz:;ﬁorl for greater devolution of the wages system &
conl

productivity-based workplace bargaining. B
The shift towards workplace bargaining was facilitated by the Enterprisc Bargaining
¢ shi

. . et IRC)
i 1 Relations Commission (Al
inciple e ished by the Australian Industria sos °
?r;{‘:;/p:;; as\:\b;‘::;?nhc}; 1991 review of the wages system (Box 8 — Industri
ollowi

Relations).
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BOX 8§ — INDUSTRIAL RELATIONS

Following a review of its wage fixing principles in September 1991, the AIRC
handed down a decision which provided an avenue for workplace bargaining via the
establishinent of a new ‘Enterprise Bargaining Principle’,

« The ‘Enterprise Bargaining Principle' provides that, where partics enter info a
workplace agreement, it should be for a fixed term and negotiation should be
through a single bargaining unit in an enterprise or scction of an enterprise.
Any associated wage increases are to be based on measures designed to cffect
genuine improvements in productivity — with no further wage or salary
increases for the life of the agreement, except when consistent with a National
Wage Case decision.

»  To date about 180 workplace bargaining agreements, covering almost 8 per cent
of wage and salary eamers covered by Federal awards, have been certified by the
AIRC, At least this number again is believed to be under negotiation.

The relatively slow spread of workplace bargaining across the workforce to date
probably reflects, in part, the current difficult economic circumstances. It also
reflects the considerable preparatory work by the parties that is necessary to identify
and negotiate change leading to genuine productivity improvements. New
legistation in respect of certified agreements, effective from July 1992, will {acilitate
the transition to workplace bargaining.

» The legislative changes will enable agreements reached at the enterprise level to
be registered as centified agreements provided that they do not disadvantage
workers involved, contain procedures for the prevention and settling of disputes
and that consultative procedures have been followed in negotiating the
agreement, For agreements reached at the sectoral level, the AIRC may refuse
to certify an agreement where it considers it to be contrary to the public interest.

The Government and ACTU have established a framework for the development of
‘Pre-Start Industrial Agreements' in respect of 'greenfields’ developments or major
expansions of existing sites. These agreements regulate union and award coverage
on site and aim to establish world best practice standards of management, work
organisation and capital equipment.
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BUDGET STATEMENT 2

PART II: SUSTAINING GROWTH
OVERVIEW

The key policy challenge is to consolidate the moderate recovery now underway and
work towards securing the maximum sustainable growth in activity over the years
ahead, This will enable lasting reductions in the high levels of unemployment and
long-term improvements in living standards. It will require continued microeconomic

reforms and macroeconotnic policy actions directed at removing the obstacles to higher
growth,

This.challenge recognises that the international ecoromy will continue to have a major

bearing on the Australian economy. In recent years, Australia has become i ingly
integrated into the international economy -~ as shown by the growing importance of
trade to Australia, the role of international fi ial mark the broadening of our

export base and the increasing linkages to the fast growing Asian economies, However,
by past standards, the 1990s appear likely to be a period of relatively slower
international growth amongst the major developed nations — offset somewhat by
continued strong growth in the Asian region— and a period of more intense
competitive pressures. This international outlook presents both opportunities and
challenges for Australia.

To reduce unemployment and raise living ds in such cir we must
improve our competitiveness, productivity and flexibility at a faster pace than our
competitors. This requires better utilising Australia's existing resources and creating
an environment conducive to productive investment. ‘These are the essential factors
required to underpin growth in employment opportunities and higher incomes.

Policy has a crucial role to play in providing scope for those objectives to be achieved.
Ongoing microeconomic reform will improve efficiency and productivity and therefore
the economy's supply potential — particularly through opening the economy to
competitive pressures and through workplace bargaining. Appropriate macroeconomic
policy, by ensuring a proper bal between di ] d and supply, can help to
avoid the inflation and current account pressures that can stifle growth, In this regard,

as the economy recovers it will be important that the public sector retumns towards
balance.

In short, a continued focus on improving productivity is central to the ultimate policy
objective of higher living standards and lower unemployment. That, in tum, requires
greater efficiency, higher investment and a more highly trained and effective workforce.
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INTERNATIONAL DIMENSION
Australia's Increasing International Linkages

An indicatiol of the: growing ernationalisation of the Austr 1i onomy in the
lisati the Austrahan €c! y u
ation growing 1 1 Al
1980s has been the increasing 1mpor tance of international trade (Cl art 16).

CHART 16: EXPORT SHARE OF QUTPUT AND

IMPORT SHARE OF DEMAND
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industry structure geased (0 the pratected domestic mar et. ! e ion

an i dui\u);lmlia the gains from greater specialisano_n that flo;v “m{n lch i

dgnxem world economy and prevented us from sh_mng more fully in e laion of

}v"h eth in the post-war period. Tariff reductions and progressve e o
o ;f]rocv[v and financial markets and other microeconomic rc!t}la.m. :[r]\;:xlzé r:
?r:)prl:)vix;g Australia's competitiveness are helping to change this st .

By contrast to many

A feature of the increasing umpor tance of international trade to the Australian economy
t
in the 1980s has been the change in both the direction and composition of trade

(Charts 17, 18 and 19).
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CHART 17: DIRECTION OF TRADE

o Share of Australian Exports, 1980-81 and 1990-91
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CHART 18: DIRECTION OF TRADE
Share of Australian Imports, 1980-81 and 1990-91

s per cent

2+

s BELEE

10 H

5 4

| 1 Nl 3 1
N e

The increasing proportion of Australian trade with the Astan region reflects:

. rapid growth of the Asian ¢c es, opening up significant new and closer
the d growth of the Asian cconomi t
pening up sigl o d S
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— providing outlets for the improved international competitiveness and
diversification of Australian industry; and

«  the high degree of complementarity between the Australian economy and the Asian
region.

Australia remains predominantly a commodity exporter. However, there has been &
significant broadening of the export base over the 1980s with manufactures and
services accounting for about half of the increase in xports.

CHART 19: COMPOSITION OF EXPORTS
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The relative importance of rural exports has declined in the past decade mainly
because of the effects of weak prices and related corruption of international markets
for agricultural products. The share of other commodity exports has remained broadly
unchanged. In contrast, manufactured exports have grown very strongly over the same
period (Box 9 — Elaborately Transformed Manufactured Exports).

« Growth in Australia's manufactured exports, though from @ low base, has been the
fastest in the OECD — at around 15 per cent per annum in the six years to 1991,
over twice the average OECD growth rate.

Exports of services have also increased quickly in recent years fargely as a result of the
expansion in the tourist industry but also with the development of cducation, health
and financial services. These exports have increased on average by nearly 14 per cent

per aniiim Since 1986-87.
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BOX 9 — ELABORATELY TRANSFORMED MANUFACTURED EXPORTS

. 1.f\uslrz\hl:m claborately transformed manufactured (ETM) CXpOTs grew strongly
Eomda‘dolw base over the ten years to 1991, As a group, ETM exports have
;:ﬁ?;stmit n]: fz}slesl growth of any export category since 1981, increasing twice as
ast 4 rals exports J f iti
sxpons. 8! and more than five times faster than rural commodities

ETM productslrcfer 1o the ABS export categories of machinery, transport
equipment and ‘other' manufactures, These products are generally ch'araclcn!)sed
by a high Ievc_:l of value added processing, The significant increase in exports of
these categories over the past 10 years has occurred across a range of ETM
products. 2 number of which are shown in the table below.

The strong grow_lh in ETM exponts is the result of a combination of
guvelogmemg including  greater competitiveness  from rowin

internationalisation of the economy and increased emphasis on productgqquit :
qnd Sreatcr awareness of export opportunities especially in the Asian regibn ’ Tt{e'
!1bcr:ﬂlsallpn of foreign investment policy since the mid-1980s has also as;is(ed
in further integrating Australian manufacturing into world production processes,
Industry p!a{ls associated with changes to protection have encouraged increase(i
::cp:);( acivity, particularly in the passenger motor vehicles and components

. Ar:} increasing proponion of ETM exports has gone to the rapidly growing north
an somh—e::s!.Asmn markets. As a result, these markets accounted for 31 per
cent of Australian ETM exports in 1991 compared with 20 percent in 1981,

Total ETM Exports (Constant prices)

4000
$m
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3000 4 Other?
Manufactitres .
2500 4 .-

2000

Machi u
1000 4 acnery .

Transport
Equipment

Selected ETM Exports (Current prices)
ETM Categorics 1981 1991 Average
Sm Sm Annal
Growth
{per cent)
Motor Vehicles 220 1286 18
Office Machines and Computers 19 413 33
‘Telecommunications Equipment 27 226 22
Elecirical Equipment 12 555 17
Industrial Machinery 235 799 2
Medical, Phammacetical and
Scientific Products and Equipment 160 581 13

+
1988 1990
(continted ow:rJ
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The diversification of Australia's export markets and the broadening of the export base
are related developments,

Between 1981 and 1988, the fastest growing market for Australian manufactured
exports was north-cast Asia— ir-luding the Republic of Korea, Japan and

Taiwan.

Since 1988, the south-cast Asian market— including Thailand, Indonesia,
Singapore and Malaysia— has been the most rapidly growing market for
Australia's manufactured exports.

A major step in the process of integrating the Australian economy into the world
economy was the dismantling of exchange controls and the floating of the Australian
doilar in December 1983. These changes were part of a broader intemational trend
towards removing restrictions on the movement of capital. Greater interational
capital mobility has meant that investors have sought the highest retuns worldwide
and that domestic saving and investment can move more independently of each other
and remain divergent for longer periods of time. One result is that larger current
account deficits have been sustained in a number of countries, including Australia, for
considerably longer periods than was earlier thought possible.

Access to overseas capital markets increased significantly in the 1980s.

— Gross capital inflows averaged 7 per cent of GDP in the 1980s, more than
double the average of the previous two decades.

The relaxation of restrictions on overseas investment also increased the investment
opportunitics for Austratian residents, the result being a significant increase in
Australian investment abroad.



— The stock of Australian investments held abroad, which prior to financial

liberalisation in 1983 was minimal, r¢ i
Lter hlf of e o » Tose 10 around 24 per cent of GDP in the

gm;i ;;rﬁ::: cu;rem. account deficits have resulted in a large build-up of external debt
Al oervicing this debt will be a considerable burden fi
come. Importantly, these high external deby i ; ilnewiny o
. ) H t Ievels heighten the vulnerabili
Australia to changes in perceptions by intemational financial markets, nerbily of

The International Economy in the 1990s

L:tex;:uiox;al developments can have a major bearing on the Australian economy,
orld trade continues to grow faster than world GDP .
I : i and global markets in goods,
’Cr'rl‘lln):?; services and, to a lesser extent, labour are becoming more closely inxeggmxed:
n pro;:\olmg greater competition and efficiency and providing more ready access

new technology. Yet, it also increases the exposure of most countries to external

influences and reduces the sco i i ici
510 oxtnien pe to follow substantially divergent policies. Australia

ghe events of the past d_eglde—- including in particular the changes in Central and
M:}f;;:lr: gur:)pc r;nd the disintegration of the Sovie Union along with the events in the
st — demonstrate the unpredictable nature of int i
Major noressont o a Intemational developments.
are a feature of the international economi i
and we must be prepared to meet the Te! ame e
sultant challenges. At the same time,
¢ ¢ ¢ 5 a number
of more predictable international trends are likely to have a major !;earing on

Australia's economic prospec ici i i
o s eanon brospects and policies over the 1990s, particularly in the early

Economic Growth

major industrial countries wili have to deal with ;
i d t v 7 al with important structural is
emerged in the 1980s, including the Jingering effects of severe asset price cycl:slcs e

*  US growth is expected to be timited by a poor investment performance and modest

productivity growth in recent years — as well as
oductiy as — 3 Ppressures on domestic savi
arising partly from slow progress in addressing the federal budget deficit. Svines
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Japan's growth potential is easing as it matures as an advanced industrial economy
and, in particular, may be limited by capacity constraints in the labour market,
More rapid progress on structural reform and enhanced productivity will be
required to offset the expected slowdown in growth of the labour force and to meet
the government's objective of 3.5 per cent growth per annum over the next five
years.

+  German growth is expected to remain subdued under the influence of high interest

rates and a more restrictive fiscal stance in order to address the financial burden of
unification. However, there will be at least some partial offset through investment
and consumer spending in eastern Germany. European growth rates are also
expected to be constrained by high German interest rates and reduced capital
outflows untif the borrowing requirement to finance restructuring in eastern
Germany is greatly reduced.

« Longer term growth prospects for the dynamic Asian economies will depend on

their ability to relieve capacity constraints. The focus will need. to be on
infrastructure bottlenecks and labour shortages, as well as trade liberalisation and
economic restructuring. The process of political reform is also providing another
dimension to the task of maintaining the impressive pace of economic reform
achieved in recent years. However, although many Asian economies are unlikely
to grow at the double digit rates of the mid-1980s, growth is still expected to
remain high by OECD standards (Box 10 — Economic Performance of Asia).

Economic Policies

The macroeconomic policies followed by the major industrial countries will help to
shape the external climate Australia faces in the 1990s. Virtuaily all countries
emerged from the 1980s with a commitment to achicve steady non-inflationary growth
and to avoid repeating the experience of the asset price swings of the late 1980s.
Barring unexpected commadity price shocks, the international environment in the
1990s is likely to be a period of generally low inflation with policymakers, investors
and the community in general more aware of the costs of high inflation.

The focus is also likely to be on continued structural reform. This includes the
privatisation or corporatisation of publicly owned enterprises and the further
liberalisation of product, labour and financial markets. Another major concern among
all OECD countries is the current and prospective level of unemployment, particularty
Jong-term and youth unemployment. This will require concerted efforts towards
improving the efficiency of labour markets and strengthening education and training
systems. These are also issues for Australia.



BOX 10— ECONOMIC PERFORMANCE OF ASIA
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The 1990s will also be a period when many countries, particularly those in Central and
Eastern Europe, the Newly Independent States (NIS) of the former Soviet Union and
also parts of Asia and Latin America, will be undertaking major economic reforms in
the process of moving to mor¢ market orientated cconomies. This will be a difficult
process for many with major disruptions 0 the transition likely. There are already
some encouraging signs in a number of Latin American countries but elsewhere the
rewards may take much longer 1o cmerge.

Trade

The outcome of the Uruguay Round of the General Agreement OR Tariffs and Trade
will be an important determinant of both the nature and the growth rale of world trade
over the next decade. If the Round succeeds, it will lead 10 a strengthening of the
multilateral trading system including: better market access, Jower tariffs; significant
cuts in agricultural subsidies; more discipline in the use of industrial subsidies; and
the extension of multilateral arrangements 10 Services, (rade-related investment rules
and intellectual property rights. A successful conclusion of the Round will provide
significant potential benefits t0 Australia in the 1990s. It could result not only in
higher rural commodity prices and the opening up of protected agricultural markets but
also increased opportunitics for non-rural exports, including in the services ared.

If the Round fails, there is a risk that countries will resort increasingly (o unilateral
protectionist action or 0 discriminatory bilateral deals. Failure of the Round would
also increase the risk that existing — or new — regional trading arrangements could
become rather inward-looking. This would increase the potential for friction between
regional groups and for possible adverse effects on third countries. Already the
Furopean Community’s single market and its extension to include the countries of the
European Free Trade Agreement, the development of the North American Free Trade
Agreement and the introduction of the ASEAN Frec Trade Agreement hold the
prospect of adversely affecting Australia’s exports if they divert trade.

Capital Markets

Develof ini jonal capital markels will also have an important bearing on
Australia. Financial institutions, particularly in Japan and the United States, have been
curtailing their lending to consolidate their balanice sheet positions and meet Bank for
[nternational Settiements (BIS) capital adequacy requivements.  Even when this
process is completed, financial institutions are likely to be more prudent in their
lending in the 1990s following the experience of the 1980s.

The demand for capital, though subdued in the current weak international environment.
will recover as activity picks up and new investment opportunities ¢merge in the major
industrial countries.  In addition, there will be continuing demands for capital
associated with continued growth in Asia, including major infrastructure projects,
along with reform in Eastern and Central Europe and the NIS.
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Commadities

Only a gradual recovery in world commodity prices is expected, in line with 2 modest
pick-up in world econotmic activity, The commodity price cycle has, however, always
been characterised by significant and generally unexpected fluctuations, There is
added uncentainty because of the impact of developments in the NIS and their capacity
to supply the world marker, Continuing economic reform by Latin American countries
will increase their competitiveness as commodity suppliers. South Africa is also fikely
to re-emerge as a large supplier of mineral and energy products during the 1990,

In the short-term, oil prices will be influenced by the ability of OPEC 1o exert
influence, with the security and stability of the Middle East continuing to be a major
consideration, Increasing attention to environmental issues is likely to lead to a shift
over the 19905 to more energy efficiens and environmentally friendly economic
activity.  Such developments will have significant implications for net energy
exporters such as Australia.

The International Environment — Opportunities and Challenges

All in all, the international economy in the 1990s poses considerable challenges for
Austratia, Relatively stower international growth and increasing competitive pressures
argue strongly against assuming ever rising demand and high prices for commodities to
underpin Australia’s (rade performance, Equally, however, there are likely to be
significant Opportunities, especiatly those stemming from the continued strong growth
of the Asian economies and Australia’s recent success in developing new competitive
exports in manufacturing and services, It wilf be crucial that Australia makes the most
of these opportunities and strives to create new Opportunities in the rapidly evolving
world economic environment,

Flucwations in the worlg ceconomy — and especially world commodity prices — have
always had a powerfy} influence on the Austratian cconomy. Australia's terms of trade
are among the most volatile in the OECD, reflecting our dependence on commodity
exports, and the impact of commodity prices on the exchange rate. We need 1o
continue to enhance the capacity of the ceonomy 10 adjust to such external shocks.
One important approach is to continue 1o diversify our export base — but not at the
cost of hampering the development and fundamental contribution of our traditional
exports. The impact of terms of trade swings and exchange rate movements can also
be reduced by improving the flexibility of the ceonomy — in particular, removing
impediments in product and labour markets that restrict resources responding to new
opportunities flowing from changes in international prices,

2.44
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areas where they will be used more efficiently.
The challenge Australia faces in the 1990s is to capitalise on its advantages, including

its large resource base, stable political environment and increasingly more skilled
TKIOrC well as proximity and complementarity with the rapidly growing
y &
workforce as H1 the 1) d )] tant; th 1t

economies in Asia.

The ne; i i titiveness
n i i ntinue to improve our compe A
tion considers how we can co . ' alnd.
pi OduC:;!ViSlcyc—— and how these factors can help to deliver sustainable economic growth
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ACHIEVING SUSTAINABLE GROWTH

Sustaining e i

P ggro;(:)‘ﬁ:lscuﬁ;)ol;"'{ln ‘cj)v:r a lo(l;g {)eriod depends on securing the right batance
¢ q emand. In these circumstg inflati

et BIOR y a ances, inflation

: { pressures are unlikely to re-cmerge and threaten the dumbility‘of rcc;ll)x::r;uncm

We continue to be fageg wi i

\ E th the substantial external d i

impeon 10 be fac tht antia ebt built up over the

" é’( _wrnhli sOb»i/ei(l:lu::qluoi:Lac'\hlevm% sus;iuned growth is the szabiligmion oft)ifigier:::ll
- T C a considerable peri c: J

production exceeds that of domestic dem;gdcr.md hen the e of rowth of domestic

The preferable strategy is to expand the cconomy’s supply potential rather th,

demand. This permits faster growth in demand, employment and living st g

andards,

Both macr i i i
0 and microeconomic policy can do much io contribute to those objectives,

Clearly, as the eco i
¥ nomy is currently operatin
ety @5 is ently atng well below potential wi i
et rri. ;{;n;:t zrmd lo»y capacity u!{llSallOn. there are unlikely 1o Il;e signific:zvx::h § hxg)h
o h cfvo(}Vlh in 1h(j, immediate future. But the potential for supply c(onsu:m'p .
proved economic performance over the medium and longer term remni;usms

The essential requirement fi i boo:
sentis or expanding the economy's suppl ial i
P o
productivity growth, Improved productivity can deliver highgJ r};zg li[:?r:;;mslf;l(;:rds "

irough more outpu, 1
h » lOWer costs, greater i i P
incomes. » greater international competitiveness and higher reql

Productivity can be increased by:

*  USIng our existing resources — both labour

flexibly; and and capital — more cfficiently ang

¢ expanding capital in

In practic J
incr;;por’:i‘n(tletsl:’ m;o approaches often go hand in hand, For example, new investment,
< ] i b
oo m},be :Se ;lle::)réeil;zgkzgfy. jw:ll often enable existing labour and c'lp?::\l’
s uctively, In ¢ i isi
resources can encourage further invcstm);:m T greaer produtiviy from crting

Improved Efficiency and Flexibility

Important elements in achieving more efficient and flexible use of existing resources

are:

«  ensuring that Jabour and capital resources are allocated to those activities that yield
the highest return — the key 1o this objective is competition in more open markets;

» promoting an adaptable and highly skilled workforce;

» ensuring that work and management practices maximise the productivity of
existing resources;

« embracing new technologies and management techniques; and
«  developing a supportive, low-cost and efficient infrastrucure,

Industrial Structure and Competition

Australia’s longer run economic performance has not been helped by an inward-looking
industrial structure focused on the domestic market. OECD estimates of productivity
levels over the period 1970-85 suggest that Australian labour productivity was slightly
below the OECD average for the economy as a whole but well below in manufacturing,
public utilities and financial services. This high cost industrial structure developed
through a lack of effective competition: international competition was constrained by
tariffs and quotas and restrictions on capital flows while domestic competition was

stified by regulation.

In recent years, important structural reforms have begun to redress this situation.

» A more flexible and outward-looking economy is developing through deregulation
of the financial system and the floating of the dollar, as well as the gradual and
phased reductions in tariff and non-taniff barriers.

«  Barriers to competition in the domestic economy are gradually being removed,
most prominently through airline deregulation and recemt reforms to
telecommunications, including abolition of the Telecom monopoly.

These reforms are stimulating higher productivity and improved competitiveness not
only in the industries directly affected but more generally through lower input costs 1©
other industries, Some of the benefits, such as the broadening of Australia's export

performance, are already evident,
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Education and Training

!Essenu'.?l ingredients (o the successtul develoy
intermationally competitive industries are the
complcxpemazy development of highly skille
demanding requirements on the education

pment of higher valye-added and
. more
dadogl;;)n of new technologies and the
and flexible workforce, This j
and training system, . * Hmposes

*  High levels of general educational au,
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and technical skills training,

*  Improved levels of specific work based skills, matc|

for bons o eccamy i STk hed (0 areas of strongest demand

productive in

Policies have been directed at redressin

Sl ortr Yo t o g the perceived under-investment in workforce

artly resulting from;

*  market failure owing 1o the ”labll“y of an er ployer to (ully Capture the benefits of
mvestment in an employee's skills; and

¢ inadequate incentives for employees to undertake training
7 3

Recent policy initiatives to address these problems include;

*  the Training Guarantee Charge introduced in 1991-92

where previous efforts were inadequate; and 1 promote rinng i s

¢ the qeyelopment Of career paths under aw:

bare. 4

. r ar ;
g dosigned to e d restructuring and workplace

1 rewards for skill acquisition,

The need to improve the quantity
more direct business involye,
CO{nmonweallh and the States
national vocational education an ini

priorities of indusiy, It will also § A

education, N W50 improve links between TAFE, N

(0 plan g one Australian National Training Authority (ANTA) o oo and higher
und the national vocationa) training system as been established

and quality of vocational training, i b
q aining, including thr
ment, is well recognised, On 21 July ‘1g9920u§2

Significant improvement j
T in levels of ge i i
e general educational
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ling g and vocational training) for 17-19 year old: v bren by in
¢ performance of major OECD countries, ® 7 how broadly in
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There have also been improvements in tertiary education participation rates. For
example, the number of secondary school graduates commencing undergraduvate higher
education courses has almost doubled since 1983,

Work and Management Practices

Reforms to Australia's industrial relations arr: have i 1 the focus on
productivity and are encouraging Australian firms to respond better to the increasingly
competitive business environment.

Award restructuring laid the foundations for wide-ranging improvements in work
practices by, inter alia, removing demarcation barriers to more flexible working
arrangements and promoting the development of a more highly skilled workforce..
Warkplace bargaining is now encouraging greater flexibility in specific company level
arrangements, including pay levels, and is paving the way for considerable progress in
improving productivity at the firm level (Box 11 ~ Workplace Bargaining).

«  More productive enterprises can support higher real wages and, by fostering new
investment as market opportunities emerge, higher employment levels,

Improved work and management practices at the enterprise level will lead to better use
of existing production facilities. This can both increase domestic supply potential and
reduce investment requirements for a given level of output. Considerable scope exists
to improve the utilisation of the capital stock (Box 12 — Better Utilisation of Capital
Stock: Embracing World Best Practice).

Intemational benchmarking is an increasingly common practice in Australia — for
companies with international links and also for those not exposed to adequate domestic
competition. Benchmarking to international best practice can enable the productivity of
Australian work and management practices 1o be compared with world best standards.

Technology, fnnovation and Research and Development
Innovation and technological change play a crucial role in promoting productivity and
international competitiveness, especially for countries with high living standards and

cost structures such as Australia,

Indicators suggest that over recent years Australian industry has increased its emphasis
on achieving productivity improvements from these sources,

»  There was very rapid growth in reseasch and development (R&D) expenditure over,
the 1980s with R&D funding by business relative to GDP doubling aver the course
of the decade.

o External patent applications have increased in the 1980s.
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BOX 11 — WORKPLACE BARGAINING

BOX 12— BETTER UTILISATION OF CAPITAL STOCK: EMBRACING

A broad range of P
e - broductivity improvements has be :

warkplace agreements including: s been addressed in ratified WORLD BEST PRACTICE

*  comprehensive training . ilisati i Hlities i g ina industries he
@ programs focusing on industry- G . The utilisation of production facilities in Ausiralian manufacturing industries has not

and numeracy; ry-related skills ang literacy always reached international standards, For example:

*  Australian automotive assembly plants have generally operated at substantiafly

lower levels of capacity utilisation than their major international competitors.

An International Motor Vehicle Program study showed that in 1988 Australian

vehicle assemblers were, on average, operating only at slightly more than 50 per

cent of capacity compared with figures in excess of 80 per cent for aff other
surveyed regions.

¢ employees undertakin a wide (V] uce de: 2 p S
! ¥ g a wider range of tasks t reduce deing reation problem:
: . . N
and mprove jobh satisfaction and career advancement:

* 0 team approg L.
communimﬁf);m;ﬁm:(; 1:3* grgz{nn;ahon, 0 achieve improvements jn
skills: and and productivity through better utilisation of peoples'

In the food processing industry, many factories have operated at well below

capacity as a result of high penalty rates for sccond and third shifts. For

example, prior (0 extensive restructuring after being taken over by Pacific

Dunlop, Petersville Sieigh's frozen vegetable factories operated at an average of

18 per cent of capacity and its canning plants at only 12 per cent.

more flexible work practices, mcludmg hours of work.
Some exa nles of successful workplace or enter prise bargaining ar el
| L & 8

. Thy Cra

ﬂgriels::nr?u;l;jOfmgatc gowers Hotel in Melbourne has negotiated a ne

: L 10 go before the AIRC) whi b ctivity

a N : hich  prom ivi

I :C;:l;(:]\;;:llenl Il}rough greaterv Job autonomy, broad-bascdpsk;ﬂo;zf/elzm:lucmmy

ﬂcxibiu;y :):.w (g:{floyﬁr-prowded training, improved career paths agd z:::::l .
*Ing hours and staff deployment, P ot

f t § . Penalty rat

;mployucs have been absorbed into an annualised ‘;,r “ fOF.PEHnmfGnt

eployment of staff, Y 102 flexible

in the coal industry, reformed work arrangements have largely removed
restricted  hours of working, long periods of suspended production and
demarcation disputes. This has facilitated greater utilisation of high-cost
equipment and increased productivity. As a result, over the three years to 1991,
annual output per employee increased by 16 per cent,

To achieve world best practice, benchmarks are useful to judge the performance of
firms against overseas counterparts, particularly in the non-traded sector. The

¢ In banking ; . N
g and finance, the NAB and ANZ agreements reflect the particular
groundwork is being laid, and some firms have made considerable progress.

circumstances of each organisati
st z ganisation  but cach dramati
Choums each amatically ch:
nogws ;ig::);n:r Iwo:kmg arrangements and working hour;. AlyANZm:ﬁzs e
e o ctions [I)sz;ct}:i on the hours of work of 4 full-time employce pro;/ide(;en;:c
: 2< hours every four weeks, J i .
spit the employee and the branch managc:rS Arrngemens are eeotated tha

For cxample, restructuring has been under way for over ten years at Tubemakers
Structural Products Division. This has included setting demanding performance
targets based on experience from employee visits to international plants and
introducing a workplace culture of trust and co-operation between management
and the workforce. A of the success of Tubemakers' program is that the
company itself is beginning to set the international henchmark for some of its

*  Atappliance manufacturer Email Ltd, ¢ agreement introduced a wide range of
P! ail Ltd, an yud
3 agre t
Changes, mcludmg flexible workmg arrangements, a l’CdCSlgll of the laclory,
mproved communications, greater awareness of customer requirements and a
hew team-based wonkmg .SI‘ruclurc ¢

products.

To promote best practice in the operation of Government Business Enterprises
(GBEs), the Government announced in 1991 that the Bureau of Industry
Economics would produce a series of studies identifying world best practice and
also reached agreeinent. with the States to establish a national performance
monitoring network for GBEs (Box 13 — Infrastructure:  Productivity Growth

and Reform).

¢ Aircraft mai i
ﬂgrccmcnrtl’uil:sn;m'cc engineers ASTA Aircraft Services introduced a workplace

Bt olVIng more cffective methods of work and “:'anq place
{ANISE a . . ¢ 4

times and inEanl"nll]ing tlhc ey 101 reductions in overheads, improved dgeel;nem

{1MEs and ationy benchmarkmg. The agreement will at}, e

Increase in productive worktime, Alow a 30 per cent
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An efficient low cost infrasy i i
ci astructure is crucial to su
o el > s € ipport the development
hau}gzet;\;g 3{53;1 I?duslpus. While parts of Australia's infmslruclulr’e s:ch():s“;(;ﬂg
it g P ni dass!,. 1r]1pqnaxl areas have lagged behind, OECD sludie‘s sho::v
t total fa uctivity in Australian ic utiliti
major OBCD eagaeeci ey i s ;}; z.ggfﬂlc utilities was half that of the 14

Reforms
i hasoz:‘r mlll:l: (iaausll few years have already led 10 substantial improvements,
P el mzspoflt lOl(;’ll factor productivity growth for GBEs in the elec!n'cily.
g ater, tra and storage, and communicati ‘
s ations sector:
an average of over 5 per cent per annum in recent years, 10 grew strongly au

Aviation

* Aviation deregufation has
5 1 seen record levels of domest
I(Z‘:/e})er cent increase in 1991-92) at prices sub fally b;:wp:fsjc?gcr lm{ﬁc
pmVisd l'I()zm itver.agc 23 per cent reduction on principal interstate rouu;u)"
g net gains to aviation industry users of about $105m in 1991 >

¢ The aviati i ;
refomm z‘;?o:gzﬁzs{ﬁzgunccd in One Nation buils on the earlier deregulatory
barriers between Al;str'\l;;n ' dThey Somprised a framework for reducing the
removing the aviation- ST omastc and intermational aviation sectors by
Australian operations, sy s - ICHORS 0N cquity investments between
aviation market with New Z"pj‘"‘"g the way for the development of a single
Qantas' access to the do e?fx c&n{: kOnz Nation also announced a timetable for
Australian international airlines, |+ (0" 1 designation of additiona

*  The Gov 's decisil
- ncwe;r;:;ncl s!ge%l::g;_ :’o; Qamzt:s to acquire Australian Airlines will allow
C it from better capital wiilisatj i
» on St~
Synergies — and be better able to compete imemzltionaﬂy‘ e costsaving

Rail Reform

¢ Over ars, some St i
> pmr:;:;:!r;‘t/ i{;‘u';;'s:;;;v Sl}x‘tc rail systems have achieved significant increases
P : 8 > the rail workforce has b cont
il e oz as been reduced by 28 per cent
! 2 passenger numbers have increx imi
b el : $ ; Ve Increased.  Simila
Westrail have reduced their respective workforces by 2‘4 per ceng zmvdlilz) :eNr

L cent (hetween 1987 and 1991),
{continued over)

The new National Rail Corporation (NRC) will integrate all interstate rail
freight with the goal of achieving world best practice. As well as direct equity
from its shareholders, the NRC will benefit from funds allocated by One Nation
to rail infrastruciure, conditional on firm commitments now given by the unions
to an enterprise award based on best practice..

One Nation also includes measures that contribute directly to the efficient use of
existing infrastructure by improving the interface between rail and other
transport modes in Sydney, Melbourne, Brisbane, Adelaide and Fremantle.

Electricity Generation

Electricity is an important input into many manufacturing and resource-based
industries, including major export industries. Power costs can be a major factor
in determining the international competitiveness of these industries.

Important gains in efficiency have been made in recent years but there is still
considerable scope for further reform. Electricity prices have fallen by an
average of 12 per cent in real terms since 1987 and capital and labour
productivity have increased by 30per cent and more than 46 per cent

respectively.

-

+ o+

jon in an

« The structural separation of generation from tr
electricity grid, and fostering competition in the generation phase, are the
immediate keys to achieving further efficiency gains. Governments are to
examine a report from the National Grid Management Council by the end of
1992 on the nature and operating guidefi of the i i issi
network.

Communications

While productivity growth was high in teleccommunications during the 1980s,
further significant improvements are feasible.  The Government has
implemented reforms to the telecommunications sector, including the
introduction of competition 10 AOTC in the provision of network

telecommunications services.

The Government has ensured that the efficicncy gains generated by competition
are passed on to consumers by tightening the price capping arrangements. From
1 July 1991, AOTC is not permitted to increase the average price of a defined
bundle of telcommunications services (including connections, local, trunk and
international calls) by more than annual CPI inflation minus 5.5 per cent.
Moreover, Optus Communications has claimed that it will be able to reduce
prices for domestic and international services by 40 per cent in reaf terms over

the first five years of competition.
{continticd oyer)
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Further productivity gains can be expected as competitive forces build in the
industry: with Optus operations now getting under way; the licensing of a third
mobile telecommunications carrier to begin operations in July 1993; and the
opening of the telecommunications network to new competitors from 1997,

Waterfront

Progress in waterfront reform has been significant, with productivity gains of
between 45 and 60 per cent in larger ports. However, further progress is
required to ensure reform benefits are passed to end users — and land based
costs, including port charges, are reduced to internationally competitive levels.

Infrastructure

The ability of Australian firms to compete internationally is affected by the costs of
their direct inputs, including from the non-traded sector. Lower infrastructure costs
through reform of transport, the waterfront, communications and public utilities are
vital to improving the competitiveness of Australian firms. Significant reforms to
crucial areas of transport and communications infrastructure, where productivity levels
were widely recognised 10 be poor. are under way but considerable scope remains for
further progress (Box 13 — Infrastructure: Productivity Growth and Reform),

Investment and the Capital Stock

With capacity utilisation still generally at low levels, lhc cqpacnty of the economy to
meet demand has not yet been constrained by the weakness in busi in

(Chart 20).  Although the capital stock has continued to grow in recent years
(Chart 21), investment growth will need to resume as demand gathers pace to ensure
higher longer run sustainable rates of economic growth.

Investment expands productive capacity not just through adding to the capital stock.
Improvements in the quality of capital can also directly increase labour productivity.

As a consequence, new employment opportunities are created through higher output,
demand and incomes.

CHART 20: BUSINESS FIXED INVESTMENT AS A PROPORTION OF GDP
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;l(;h:hzﬁt;:}n;gna:nfnzf l::;f;set;nentz;re wige ranging and their relative importance is likely
i S Cycle to the next and, indeed, even o

ooy g I e n 5 5 ver the course of the

pl)fgtl“ﬁ'lbﬂg;sr;ss;::d'mvestment decisions must ultimately depend on expec:il;

I af at, i tumn, can be determi

ncluding oo, 10 oxpem: mined by a complex range of factors

*  capacity utilisation (Chart 24 in Part I11);

* aggregate demand;

p . .
*  real unit labour costs — encompassing wages and on-costs, prices and productivity;
¢ prices of non-labour inputs, such as raw materials and power;

*  Opportunity for, and market pressures towards, implementation of new technology:

¢ cost of capital— includin i
f ¢ g levels of taxation, gearin, ios, i
depreciation and other allowances; and ’ SO s, nirest. cates,

*  availability of finance — includj o Ahili
SoURTes of funds, including the ability 0 access external and internal

Those factors, however, have 10 be combined wij UCh broader 1 T 1
ombined with m h broader perce, tions ret
s A p P § relating

. z’;’:glsnenl;ompasses a range of tangible and less tangible factors including views
the domestic and international cconomic outlock as well as the
appropriateness of the stance of economic policy, both here and abroad, ’

Whi R N
. y :ll;le the zmpon‘:.mCe of suchA factors is very difficult (o quantify et alone predict,
Impact on private sector investment behaviour can be very powerful '

Policv-i A .
olicy-induced distortions on the relative rates of refum for different types of

investments (including speculative ass;
T cts) may also i
allocation of potential investment funds. Y {50 fhave important effecis on e

¢ One of the more important of these distortions is inflation — esmcmlly n
hominat and real interes; rates (with i W CO| T S
I and real inte t rat ith mportant cash flo nSe: ces), CX
0] quences), reduce
uncertainty and creates a more stable business environment in which mvestment is

more likely 10 be direcy 0 longer term Ve My
I ted to | ger ¢ productive estments rather than to

It .
no:j :ix;v;ays very fll[ﬁcull to make firm assessments of likely business investment and
0 cxceplion.  Nonetheless, there appear 10 be a number of more favourable
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conditions for renewed investment growth in the year ahead. Tn particular: demand is
recovering and this will help to absorb excess capacity; underlying profitability has
begun to recover; real unit labour costs are relatively low and likely to remain subdued;
and the cost of capital has fallen (reflecting fower interest rates and more generous 1ax
depreciation provisions).

o While the net profit share (corporate profitability after tax and interest payments) is
relatively low by past standards ~— reflecting the effects of the carryover of high
corporate indebtedness — recent data indicate an improvement as firms benefit
from lower interest rates and reductions in leveraging (Box 6 — Profits).

With the recent decline in inflation and the improvement in inflation expectations,
illustrated in Charts 12 and 13, a major source of uncertainty should have becn

reduced.

— Low inflation is an announced objective of the Government and its importance
has been recognised more generally by both the unions and employers,

The marked fal} in inflation has allowed a substantial decline in both real and
nominal interest rates. Further improvement in and maintenance of low inflation
expectations will provide a basis for sustained low interest rates over the medium

term.

The more generous treatment of depreciation and the introduction of the
Development Allowance announced in One Nation will lower the after-tax cost of
capital for domestic investors, and make the Australian corporate tax system more
competitive with average OECD standards for foreign investors.

However, the excess supply of commercial buildings will constrain investment in
that sector for some years.

Inappropriate regulatory arrangements can also impede business investment and the
efficiency with which the existing capital steck is used. The Government's
microeconomic reform initiatives have sought to reduce the burden of regulation,

including through:

« joining with the States in the mutzal recognition of standards and regulations for
goods and occupations; and

« recent Government policy announcements on ecologically sustainable growth
which have sought to reduce disincentives for investment

— measures o expedite project approval processes, announced in One Nation,
should help to remove development obstacles while promoting continucd
protection of the natural environment; and
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— explicit recognition has been given to trade competitiveness and the national
cconomic impact within the Government's policy on ‘Greenhouse issues,

POLICY CHALLENGES

To the extent that improvements in intemational competitiveness and domestic supply
potential can be accelerated, higher rates of growth can be maintained without giving
rise to inflationary pressures or current account problems — and employment
Opportunities can grow much more rapidly.

*  Strong productivity growth and a better investment performance arc the keys 10
improved international competitiveness and increased domestic supply potential.

* Under this framework, Australia would enjoy fower unemployment levels with

higher living standards undespinned by high productivity and a highly skilled and
well paid workforce,

The need to avoid current account pressures and to stabilise external debt is particularly
important. Excessive CADs will influence the availability and cost of foreign savings
to finance private investment,

Policy Settings

Government policies are an important ingredient in what can be achieved in modemn
market-based economies, Governinents at all levels can do much to create a high
growth environment in which private sector activity has the scope to flourish, A
clearly articulated and consistent policy framework directed to medium term objectives
will enhance private sector confidence,

*  Macroeconomic policy can help to ensure that growth and employment objectives
are met by maintaining a stable envirorument within which inflationary pressures
and current account problems do not emerge. This requires policy 1o be directed
towards achieving steady growth in domestic demand compatible with growth in

the economy's supply potential and having wage levels that reflect the productivity
of the workforce.

*  Microcconomic policy is crucial in expanding the supply capacity of the economy
by raising productivity growth through various means, including opening the
cconomy to competitive pressures, removing impediments to growth and promoting
workplace bargaining, Labour market programs can also smooth the adjustment
process and reduce the costs of high unemployment,

Given the long and variable lags before monetary policy changes have their full effect,

policy needs to be forward looking, Monetary policy is most effective in inflation
control but must operate with an ¢ye on ongoing demand conditions.
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i i 4 {y applied to its stated objectives.
£ licy needs to be consistently ‘.md open ed (o its stated.
ISV‘iltle;ca':y :\gsro:ch strengthens the credibility of the au.thormes :lm_x-mﬂ.auoﬁ risclvg
and policy objectives — thereby helping to keep inflation expectations in check an

interest rates fow,

i and and
Fiscal policy can best contribute to a proper balance between domestic demand an
supply.

o In the face of weak private sector demand, the budget defncit‘hlz)x_s\ bccf: ali;)sw:)el\;)
i i budget's automatic stabilisers. N
increase through the operation of the s ; 2 s wel
discretionary increases in expenditure have provided a direct stimulus to activity in
order to facilitate economic recovery.

« As private sector activity consolidafcs, the budget de‘ﬁ.c;n . ’:ﬂ()mrﬁdm é?liubn(:
progressively wound back. Fiscal pohcy can thgn resume its i rpm.l ‘n i
term role of increasing national savmg.and reducing recourse to foreign fina
of domestic investment (Box 14 — Saving and Investment),

. . . . . nt
Wages policy has a crucial role in enhancing productivity and improving employme:
prospects in an environment of fow inflation.

The wage determination system is evolving into a more d?lc.e:lnrfnrl‘nstc‘:i la;:; efrlc::rk::
is shifting to workplace bargaining which, i ; .

arrangement. Its focus is shi ! k it both the entoneise and

i i jor i oving productivity at bo! K
will provide a major impetus to impr ! omally comions
i is wi ist in the development of internati y
economy wide levels. This will assis! ¢ .
en(t)erpriZes which can support higher real wages and stimulate employment growth

The Government and the ACTU have reaffirmed 1.heir E:ommil.mem to v{)]orkwli(:}»lv?‘r\tzjlst
wage outcomes consistent with keeping Australia's inflation rate comparable

of our major trading partners.,

This commitment was met in 1991-92 — Australia’s inflation rate was 2 pfe: c;ln(;
compared with 3% per cent in our major trading partners, On the basis :m;ls -
increase by March 1993 to minimum award rates through su[)plem;x:&'\;ye gager s (a5
ja's i i is estimated to
by the Government), Australia's mflauop rate is es ¢
ll);g)z‘iggdco{npmed with an estimated 3% per cent in our major trading partners.



BOX 14 — SAVING AND INVESTMENT
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The Goverament-ACTU commitment and the maintenance of a refevant award
framework through adjustments as now proposed provide a practical method for
ensuring appropriate aggregate wages outcomes while encouraging the move towards a
more decentralised wages and industrial relations system. The Government has
indicated that support for 2 second increase 10 minimum award rtates through
supplementary payments on or after March 1994 is conditional on inflation remaining
at or below that of our major trading partners and workplace bargaining agreements
effecting genuine improvements in productivity. The Government has also indicated
previously that, if wages growth were 10 become inconsistent with achieving inflation
rates comparable with that of our major trading partners, it would need to reconsider
the scheduled timing of increases in the prescribed mintmum  standard of
superannuation.

Reducing Unemployment

The current fevel of unemployment is imposing very substantial social and economic
costs. The solution lies in generating far more employment opportunities as a result of
faster and more sustainable economic growth and appropriate wage outcomes.

That said, labour market adjustment and retraining programs have an important role to
play not only in assisting the transition to @ more highly skilled, competitive and
productive economy — but also in minimising the social costs associated with high
unemployment.

Experience in Australia and Europe during the 1980s suggests that it will take
considerable time 0 reduce unemployment to more acceptable Jevels, Employment
growth will need to return to levels sufficient to absorb growth in the total labour force
before inroads can be made into the number of unemployed. As employment growth
starts o pick-up, more people will seek employment which will drive a further wedge
between employment growth and reductions in unemployment levels.

Extended periods of unemployment, such as those being widely experienced at present,
fiave ongoing adverse effects on the unemployed beyond the social and personal
hardships of unemployment, including through the gradual loss of skills and
motivation. This effect can slow progress in reducing unemployment tevels over the
medium tera, [ addition, there are signs that, at least initially, the employment
response to the current recovery will only be moderate because of extensive business
restructuring. Regional dispavities in employment growth may aiso persist.

The costs associated with high ployment can be d by active labour market
programs that focus on improving the skill base of the ployed. Such prog
improve the employment prospects of the unemployed and can also reduce labour
bottlenecks as the recovery gathers pace.
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Recent Employment and Training Initiatives

This Budget contains a range of measures to-reduce the costs of unemployment through
improving the skills of the uncmployed, and o provide employment opportunities
through infrastructure spending concentrated in regions where the dangers of long-term
unemployment are greatest,

*  Spending on infrastructure in depressed regions will be made through focal
councils and will be concentrated on projects which are strategically important to
economic and social development and can provide a strong, early stimulus to Jocal
employment.

*  Assistance will be provided to individuals through extension to existing training
programs for those disadvantaged in the labour market, particularly the long-term
unemployed, including JOBSKILLS, JOBSTART and JOBTRAIN.,

* Infrastructure spending on transport and education will also contribute to broader
medium-term objectives discussed earlier.

The July 1992 Yourn Package will improve access to vocational education and training
and provide work experience for youth through the provision of wage subsidies,

Major reforms 1o the vocational education and training system have also been
announced. These reforms are designed to meet the needs and priorities of industry
and thereby assist in improving the competitiveness of Australian firms.

Agreement has also been reached on reform of entry level training arrangements —
with the focus shifted 1o competency rather than time served, Pilot schemes are being
developed which involve a new approach to training wages and allowances, Trainee
wages will be based on the fevef of competency attained, the amount of time spent on
the job in structured training or productive work and the value of the competencies
demonstrated by the trainee on the job.

Structural Factors

Al a time of high unemployment, concerns have understandably been expressed about
the effects of past and continuing structural reform on unemployment,

Concern about the effecys of structural reform on employment has recently focused on
the pace of tariff reductions. However, employment fosses have not been concentrated
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repont sl o 10, Of' lhe’ 2 lon erspective — particularly in the face of
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‘t;lczpco:minuing improvements in the productivity of our competitors.

ive e businesses are
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likely to make decisions on the basis of long-ter{n viability. iy
disagvmmge those other industries, relying on fower input costs as ta i
in developing new export markets.
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tructural reform process has been central to devclopmg a more opc:\“ n:w

Thle :rd loc;king domestic economy.  Australian enterprises dc:m c:s gver
?rtlte":"r(lationnlly as evidenced by the strong growth in manufactured expo

recent years.

Y, il ariffs fall,
Crucially, the pace of reform must be maintained on a broad fr?n\. As tariffs fz

indystries need to be able to remain competitive by drawing on lower cost
infrastructure support services, as well as more efficient labour practices and

management approaches,

BOX 15— EMPLOYMENT TRENDS BY INDUSTRY

Panel A: Employment by Industry — Peak to Trough
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Panel B: Manufacturing Employment — Peak to Trough
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WAug 90- May 92
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The decline in employment following the 1990-91 recession has been mor )
e

widely spread across the various industry sectors than in 1982-83

— As in the 1982-83 recession, the fargest employment decline was ‘

experienced by the construction industry.

In icula i i
particular, the impact on manufacturing employment is not out of line with ‘

developments in a number of i
0 i other industrie: is simi
experience when tariff rates were not falling. S and is similar 0 the 1382:83

Withi i i i
in manufacturing, those industries subject to the greatest proportional

decline in tariffs have had di e
employment, ad different experiences since the peak in total

— Transport equipment has i
. experienced the lar, ine i
and proportionately more than in 1982-83, gest decline in employment

— But the decline in textiles, clothing an s 1 1 al
g
Joth: d footwear is in line with the 1982-83
experience and with the ge for the ing sector as a whole.

— Emplo; in i i
ployment in industries less exposed to reductions in protection has also

experienced sharp declines —
biie motals. ines — for example, paper products, chemicals and
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BUDGET STATEMENT 2

PART IIl: THE ECONOMIC OUTLOOK

QVERVIEW

The recovery should gather momentum in 1992-93. However, the pace of recovery in
1992.93 will be moderaie — at around 3 per cent in year average terms and 3% per
cent through the year. This reflects the slow and uneven nature of the recovery 10 date,
in common with the experience of 2 number of other industrial countries.

The cssentially domestic factors which initiated the recovery during 1991-92 should
continue in 1992-93:

. steady growth in private consumption;
. consolidation of the housing recoverys

. acontinued contribution from the non-fasm stack cycle in response to higher levels
of demand; and

«  public sector investment growth supported by measures announced in One Nation
and in this Budget.

In addition, private sector investnient in plant and equipment is forecast to start 10
recover during 1992-93 after falling over the past hree years.

The farm sector as a whole is also expected to tum around following the preaking of the
drought in some areas, The drought, of course, still persists in other major regions.

In contrast to past Australian economic cycles, the recovery is not being assisted in any
significant way by the world economy {(Chast 22), Subdued international growth and
associated uncertainties ~— particularly in Japan and the US — will constrain export
demand. The terms of trade are forecast to remain at fow levels. This is a key reason
why this recovery is slower than usual.

Employment growth is expected to pick-up slowly during the course of 1992-93 — but
will only be sufficient 0 reduce the unemployment raic t¢ around 10 per cent by
mid-1993.

Inflation is expected t0 remain low in 1992-93. Factors contributing to this forecast
include the moderate pace of the recovery, the restrained outlook for wages growth, low
inflation expectations, continued increases in productivity and increased competition in
Australian markets.
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Fol(liowing s.ignificnm falls over the past two years, the CAD is forecast to rise
én?l;mm'tely in 1992-93. This reflects the recovery in domestic demand and r:}?c
onstraints on export growth because of smaller increments to export capacity and the

subdued pick-up in world economic activil i it i
broudly unchanncs i 1993 o ic 2ctvity. The net income deficit is expected to be

CHART 22: COMPARISON OF INTERNATIO
NAL ECO
GROWTH RATES nomic

per cent growth
(a)

1989-90/1992-93 -

3.5 1 1980-81/1983.84

3 *
25 //
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15 4
1 ' »_Foreeast
80-81/89.90 81-82/90-91 82.83/91.92

» 83-84/92-93
(2) Ventical line indicates the bottom of the downtum,

POLICY FRAMEWORK

::1 ii‘o:c[zsr:: [?;"2992-93 z;sum:d that macroeconomic policies continue to be set in a
- Iramework directed at achieving sustainable gr i ivil
employment with continuing low inflation, growt in activity and

Monetary Policy
Monetary policy is d to remain ¢

and inflation expectations while continuin
recovery in economic activity,

with the maintenance of low inflation
g to accommodate and assist the continuing

;ocl;cy will al}ow for the long and variable lags between policy adjustments and
r economic effect. In that context, previous reductions in interest rates are

expected 1o influence economic activity i
in 1992- i
consumer confidence improves. Y 53 and beyond as business and

—

Fiscal Policy
Fiscal policy is currently providing a short-term stimulus to assist the recovery,
particularly through infrastructure spending and a range of labour market initiatives,
This stimulus will be unwound in future years as the economy recovers.
“The Commonwealth has budgeted for a deficit of $13.4 billion in 1992-93.
«  Both cyclical and structural factors will contribute to this outcome,

— Revenue is expected to decline as a proportion of GDP.

— Qutlays are expected to rise as a proportion of GDP, largely reflecting

discretionary measures in One Nation and in this Budget. The increase is

partly offset by the impact of asset sales.

+  The Commonwealth sector's net borrowing requirement is expected to increase as a
share of GDP from 2.7 per cent in 1991-92 to around 3.9 per cent in 1992-93,

The net borrowing requirement for the State/local sector is expected to fall from around
2.3 per cent of GDP in 1991-92 10 1.1 per cent of GDP in 1992-93.

This expected change reflects one-off factors:

o support for State banks and related financial enterprises in 1991-92 added over
$2 billion to outlays in that year; and

. the sale of business assets is expected to reduce outlays by around $2.5 billion in
total in 1992-93.

The public sector borrowing requirement is expected to remain unchanged as a share of
GDP at 5 per cent in 1992-93 (Box 16 — Fiscal Indicators).
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BOX 16 — FISCAL INDICATORS
Panel A: Commonweaith Budget Revenue and Outlays
32
30
28
26

per cent of GDP

Outlays

24
22

20

18
1962-63 63869 74-75 80-831 86-87 92-93

Panel B: General Government Net Borrowing Regunirement (a)

3
per cent of GDP

2 Commonwealth
1

[}

State and Locaj

1962-63 68-69 7475 80-81 86-87 92.93

Panel C: Net Public Sector Borrowing Requirement (PSBR) (a)

per cent of GDP

-6
\ Total Net PSBR
1962.63 68-69 74.75 80.81 86-87 92-93

(2) A posiwe {negative) value implics that the seetor was a net lender (bofrower ).
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Wages Policy

Wages policy wili continue to be directed towards maintaining low inflation and
achieving sustainable employment growth as the economy recovers. These objectives
require continued focus on productivity gains in determining wage increases and labour
costs more generally. Achieving these productivity improvements will requirc the
further spread of workplace bargaining. The forccasts are based on:

«  the Government's preferred option of a $10 per week increase in minimum award
rates using the suppl ry payment mechani from March 1993;

«  wagerises negotiated through workplace agreements being fully offset by achieved
productivity improvements; and

the effects of introduction of the SGC — pearing in mind that the Government has
amended the public interest provisions of the Industrial Relations Act to require the
AIRC to take account of the operation of the SGC in considering changes 1©
awards or orders, including in the context of wage cases.

The transition towards a more flexible and decentralised wages system should
accelerate through the year.

FORECASTING ASSUMPTIONS

The forecasts for 1992-93 are predicated on the following assumptions:

«  real GDP growth for Australia's major trading partners of 3 per cent consisting of
— growth in OECD major trading partners of 2 per cent

— and growth in Australia’s major Asian trading partners (excluding Japan) of
6 per cent;

«  inflation in Australia's major frading parters of 3% per cent;

« 0 nominal i t rates ining around current levels;

. consistent with usual practice, the exchange rate 0 remain unchanged from recent
levels

— there was significant volatility in the exchange rate in the week prior 10 the
Budget. The implications of exchange rate movements for some of the
estimates are discussed belows
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world crude oit prices (average of West Texas Intermediate, Brent and Dubai)
remaining on average close to current levels of $US 19 per barrel; and

also in line with usual practice, a return to ‘normal’ seasonal conditions for (he
farm sector over the remainder of 1992-93,

The outlook for the international economy in 199293 remains very uncertain, In
particular, a considerably sharper and more protracted stowdown in the Japanese
economy than currently expected is a risk to the 1992-93 forecasts.

Forecasts for 1992-93
The economic forecasts for 1992-93 are summarised in Table 3.

The forecasts should be interpreted very much in terms of the broad picture of the
cconomy and likely uends, -

The forecasts, as in previous years, have been significantly affected by the starting point
embodied in the national accounts estimate for the June quarter. Recent labour force
data also cioud the picture. The sharp pick-up recorded for both employment and the
participation rate in June and July does not sit comfortably with other labour market
data, business surveys and extensive discussions. with business. Contact with business
suggests that employment growth is likely to be only gradual.

Demand and Output

In year average terms, GNE is expected to grow by 3% per cent and GDP by around
3per cent.  Chart 23 shows the expected contributions for the major expenditure
aggregates in 1992-93 along with actual contributions in 1991-92.

+  Continved sieady growih in private consumption is forecast in 1992-93,
contributing around 1% percentage points to overall growth in GDP.

— This would be consistent with some slowing in real household disposable

income growth and a modest fall in the houschold saving ratio following the
unexpected pick-up in the ratio in 1991-92.
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Table 3: Forecasts and Forecasting Assumptions

1990-91 199192 1992.93 ()

Year Year  Fourquasters
/\V(:YI:::: Average Average  tolJune93 (D)
Panel A - International Assumptions
Major trading partners - 2 28 s
ll{nz‘I 'GDP 50 ?)'.: 13 Vi
ation y "
Crude oif (SUS/barrel) gg e v
“TWI index (Index points)
Panel B - Forecasts of Demand and Output (a) g
24 2% 4
Private consumption 05
Private investment - " N .
Nom 153 200 15 %
welling - s ) .
Non-dwelling construction \gg e v A4
Plant and equipment -”.'3 e 3 %
Business {nvestment .
- -0.7 2%
Private final demand ?% 2 m 2 :/2
Public final demand M 2 44 s
“Total finai demand
Increase in stocks (b} - 1o 03 " %
Privase non-farm i Y e R 0 l
Farm and public authority -3.5 Y 9 '
Gross national expendilure . ' ~
9.3 5% A
Expons of goods and scrvéces l;!li o 3% A
Imponts of goods and services 3:0 o s N
Net exports (b) . .
03 0.4
Gross domestic product (¢) 0. .
e -1 03 2% k32
Non-farm product " by 34 4
Farm preduct

Panel C - Forecasts of Other Selected Economic Measures {d)

Average Eamings . 59 37 3% 1%

{(National Accounts basis) 53 19 2 3
Consumer price index 10 1.4 2% 5
Gross non-farm product deflator 1' 3 12 2% 2%
Non-fam real unit labour costs . R 0' s 16 1 2
Employment (labour force survey basis) 8‘4 104 10% 10 (&)
Unemployment rate (per cent) 637 63.1 63 ,
Participation rate (per cent) R 35 2% 2%
Real houschold disposable income s .8 68 6%
Household saving ratio per centy e 21 0 1%
Terms of trade
Current account balance - -18.2 -119 -15

$ billion a1 kX 3%

Percentage of GDP -

) Average 1984-85 prices, Unless oherwise indicated, Ggures acepercentoge change on preceding year,
E;) Percentage potnts contribution to change in GDP.
£) Measure. o
e o oy s athrvis
() Mid-1993 forecast. 271
{f) Forecast.



CHART 23: CONTRIBUTIONS TO GDP GROWTH
Year average growth

percentage points
£ 199192 (actual)

B 1992.93 (forecast)

Private

Publle

Expenditure Net Exports

GDP(A)

Other (a)

IBusiness Rixed
Investment

{2) Real estate transfer eapenses and the discrepancy between GOPE) & GDP(A),

The dwelling sector recovery should consolidate through 1992-93, reflecting

earlier improvements in affordability and pent-up demand,

Business fixed investment is forecast to start to recover towards the end of

1992-93,

~— Capacity utilisation is currently at low levels — and about the levels recorded

:gcelhszi;:Sﬁg}p;;:eussign éChnndM). Unlike the recovery from the 1982-83
, ~Up In demand is likely to be much slower and h
tumaround in investment will be delayed and weak. i i
" hen it occurs, I
also be influenced by the extent 1o which i roved m ppbie
L mproved man;
practices allow better use of existing plant and gquipmem. apement and work

(Ijr;::nu:ecr: l!n plant and equipment is expected 1o begin to recover as aggregate
niinues to expand. However, the non-residential i

dem e ver, construction secto

is hlfely {0 remain weak and to continue falling through the year, reflectin th;

continued oversupply of office buildings. ’ ¥

CHART 24: CAPACITY UTILISATION AND BUSINESS INVESTMENT
30 30

per cent change per cent balance
on previous year

Rusiness
Investment(LHS)

- 30
- 45

Ao

CAY/Westpac N
Capacity L RHS) 35

Mar-80  Sep-81 Mar-83  Sep-84 Mar-86 Sep-87 Mar-89 Sep-90 Mar-92

Public sector final demand will continue to support activity in 1992-93, with a
pick-up in spending through the year.

— Strong growth in both Commonwealth and Stateflocal sector investment is
expected in 1992-93. Growth in public sector investment will be boosted by
measures introduced in One Nation and this Budget.

-— Both Commonwealth and State/local sector consumption is forecast to grow
moderately.

Private non-farm stocks are expected to be rebuilt at a moderate pace in 1992-93
in response to higher levels of demand. The rebuilding is likely to be constrained,
however, as a result of tighter corporate stock control policy.

The farm sector is expected to contribute % of a percentage point to GDP growth
in 1992-93 after detracting 0.4 percentage points last year.

Net exports are expected to detract from GDP growth. Imports ase projected to
rise more quickly than demand as domestic expenditure recovers. Subdued growth
in the world economy, particularly the slowdown in Japan, and smaller increments
to capacity in the non-rural sector are expected to constrain export growth,
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Labour Marker

Employment growth is expected fo resume in 1992-93, However, with continuing
extensive business restructuring, employment is likely to respond more graduatly (o the
recovery in demand than in previous cycles. As the recovery gathers momentum,
businesses are forecast initially to utilise their existing workforce more intensively and

10 engage a greater proportion of part-time and casuval workers rather than full-time
employees.

*  During 1992-93, employment growth will be supported by declining real uni
labour costs, This will reflect continued restrained wages growth and a forecast
increase in productivity,

The participation rate is expected 10 remain broadly unchanged in year average terms.
This would be consistent with some downward correction to the recently recorded sharp
increases in the participation rate, followed by a marginal rise through the remainder of
1992-93 gs discourages workers re-enter the workforce in response to the pick-up in
activity and employment growth, A rising participation rate will moderate the decline
in unemployment as employment growth . The ployment rate is
expected to decline slowly over 1992-93 (o around 10 per cent by mid-1993,

The employment initiatives announced in the July 1992 Yourh Package and this Budget
will contribute 10 the decline in unemployment in 1992-93 and beyond. The
accompanying paper, Working for the Future, addresses those measures,

Incomes, Prices and Labour Costs

Real household disposable income is expected to continue to recover in 1992-93,
although at a slower rate than in 199192,  While employment growth and
unincorporated enterprise income are expected to improve, the impact of the fiscal
stabilisers (through cash benefits and income taxes) is more newtral than in 1991-92
when the economy was weaker. In particular, income tax payments fell sharply in that
year, in part reflecting a sharp fall in collections from provisional taxpayers.

Average weekly earnings (national accounts basis) are expected to rise moderately in
199293, This measure includes the impact of the SGC from July 1992 as well as
increases o minimum award rates (via the suppl Y rates hanism) and wage
increases flowing from cnterprise bargaining, However, more than the usual degree of
uncertainty applies to wages forecasts for 199293, given the transition underway to a
more decentralised system of wage fixing based more on workplace bargaining.

The level of real unit labour €osts is expected to decline because of the restrained
outlook for wages growth and the expected improvements in labour productivity,
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i er i - imarily reflecting the forecast
ny income is expected to recover in 1992-93 primari ;
[()Jl(c):(n;;: i{l activity, declining real unit labour costs and reduced interest payments on

debt.

Inflation is expected to remain low, assisted by 'coarlliinu.ed r;;og%erg:;liorrlcgle :zi:; last(y)(::g

. The CPI is forecast to increase marginally in -93, i
:glftxsilding of profit margins, the flow-through of higher import prices following recent
depreciations of the $A and higher State taxes and charges.

A significantly lower exchange rate than assumedfwould !leéxddg)migggrge?;e;s;rzuig
inflation. However, the still moderate level§ of expectec :
:i[}\fxlr;l::: the gow-ﬂuough of higher import prices to inflation. Conversely, a higher
e;:change rate than assumed would reduce inflationary pressures,

Balance of Payments

ifi i derate increase in the CAD is
ing significant falls in the last two years, a moi ] AD i
If?rl(l::azllni&;) 1592-93. A small deficit in the balance of trade. in goods and scr\snces is
expected in 1992-93 following a surplus in 1991-92, the first time in twelve years,

Growth in endogenous import volumes is expected to rise in 1992-9; 1Engn; 1\:3
continuing demand growth. Exogenous import volumes are forecast 10 decline, ma
owing to lower imports of aircraft.

. . . —i

The import penetration ratio — that is, the ratio of imports t'o domestic demandrum'c(sl

expected to rise in 1992-93. A change in domestic demand is generally dzul:::o“n(;pl;\ i
N N Ty ]

ini d, in addition, there has been an upwar i
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well as the Australian economy becoming more integrated into world markets.
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E:;eégz ?n ex;g)ons as a proportion of GDP. This secular increase in the export ratio
{(Chart 16) is sometimes over-locked by commentators.

Growth in merchandise export volumes is expected 10 {nodefrata f{'olmf li\:; :?;:ﬁg,{:ﬁ;
s. This reflects the unwinding of special fa

growth rates of recent years. ! oy o
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increments to productive capacity in . ‘s of non-metal

E i to grow strongly. Services exp S
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o incr‘ease substantially owing in particular to increased receipts from tourism.



After f.'ulim?v considerably 1:n 199{ 92 the net income deficit is expected to be broadly
unchanged in 199?-_93. Higher <.11y1dend payments resulting from improving domestic
zg:pom;i.pggﬁgablmy and servicing costs of further increases in the stock of net
ernal liabilities are expected to offset the advantage: cH i
P a tages of lower average interest costs

A §igniﬁczmdy lower .exch.ange rate than assumed for 1992-93 would increase the price
?f imports but have little upmediale effect on volumes — and would also increase the
;/:ov‘:::e of cxpc:}r:s denor;_nnmcd in foreign currencies. The net income deficit would
also increase as the cost of servicing extemnal liabilities r

o o nianar CAD, 1 es rose. The net effect would, at

Only if the depreciation in the nominal exch rate were lated into a ined
lower real exchange rate would th ion in i :

I ere be a reduction in import volum i

in export volumes in later years. i oo and an fnctease

On the other hand, a higher exchange rate than assumed would tend to work in
3 K
£ 0 the

The terms of trade are forecast 1o be unchanged in 1992-93. Commodi i
suf)dued and the outlook is uncertain. This is particularly the case fornilr‘:)dn“grg r;zscgr;
prices .aJ!hough the pick-up in aluminium and alumina prices is expected to be
mz.unm.med. Cereal prices are forecast to fall in 1992-93 although a modest rise in wool
prices is expected, along with a small increase in manufactured export prices.
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FOOTNOTES FOR TEXT, CHARTS AND TABLES

FOOTNOTE

n

TABLES
PART 1

Table 1:

Table 2:

PART I

Box 9:

PART I

The Australian Bureau of Statistics (ABS) changed its preferred measuse of
GDP during the course of 1991-92 from the income measure GDP() to the
average of the income, production and expenditure measures GDP(A).
GDP() increased by 1.8 per cent (constant price, seasonally adjusted)
through the course of 1991-92 and 0.2 per cent in year average terms.

Data on outcomes for GDP and components and the calculation of GDP
ratios (using current price GDP(D) data) are from Australian Nationaf
Accounts, National Income and Expenditure, June Quarter 1992 (ABS No.
5206). Data for the current account deficit and components are from
Balance of Payments, Australia, June Quarter 1992 (ABS No. 5302).
Employment and unemployment data are from The Labour Force, July
1992, Preliminary (ABS No. 6202). Consumer Price Index (CPI) data are
from Consumer Price Index (ABS No. 6401). GDP() based Gross
National Expenditure data are shown.

Data for the current account balance and components are from ABS
No. 5302. Data for net external debt in 1990-91 are from International
Investment Position, Australia, March Quarter 1992 (ABS. No. 5306).
Data for net external debt in 199192 are unpublished preliminary
estimates from the ABS. GDP ratios are derived using current price
GDP(I) data from ABS No. 5206.

Data (current price) are from the Trade Exports Classifications (TREC)
system used by the Depastment of Foreign Affairs and Trade. The TREC
system is based on the Standard International Trade Classification (SITC -
used by the ABS) but groups exports according to level of value added
processing.
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Table 3:  The estimate for Gross Nati i
g ational Expenditure is based on GDP:
non-farm GDP(I) deflator is used to deflate non-farm unit labour ct()ls)t‘s e
CHARTS
PART 1
Chart 1;  GDP data are fi
prel e from ABS No. 5206 and employment data are from ABS No.
Chart 2; ggctj countries growth forecasts are from the OECD Economic Outlook
n 952 6 10 51, Each colump shows the OECD growth forecast for 1991 or
published on the date indicated at the head of the column,
Chart 3: Ir;;en:]z‘uionalr economic growth comparisons are through the year real
growth rates from the OECD Main Economic Indicat i
A b ors, Estimates f
June quarter 1992 are derived from the OECD Economic Outlook ;so‘osr llhe
Chart 4: ir;:;:}::ﬁona'lrh CP; comparisons ar¢ from the OECD Main Economic
ators. The chart shows
Hing oot orhe o ows through the year growth rates to the months of
Chart5: International short-term i
-term interest rates for the I
from the OECD Main Economic Indicators. st manth of the quarter ae
C : ibuti
hart 6:  Contributions (o trend GDP (A) growth are derived from ABS No. 5206,
Chart 7:

Chart 8:

Chart 9:

Industry data are from Australian Nati

‘ ational Accounts, Gross Prod
cE(;nploymem and Hours Worked (ABS No. 5222). ‘Other setviocs
ang);])gfhe:r'czmmur.my services and recreation, personal and other services
: omprises ownership of dwelli i i
imputed bark somioe s p ellings and import duties, less the

lIlt] :h(;_:x;gn l; no[:cr:gptglsl AB% c<l>)nsl_nm price estimates of product growth for
[finance, y and business services sector (and f i

administration and defence and communi i y ooy
n ) . munity services) are derived

basis of assuming zero growth in average labour productivity. ved on the

The current account deficit and components are from ABS No. 5302

Current price GDP(I ; Y
No. 5206, () data (for calculation of ratios) are from ABS

The composition of em,

ployment and unemployment data are fy
Labour Force, June 1992 (ABS No. 6203). Annual averages fron} "I'he
monthly data are used. ges of orighal

2,78

Chart 10:

Chart 11

Chart 12:

Chart 13:

Unemployment by age group data are from ABS No. 6203. Annual
averages of original monthly data are used.

Teenage labour market data are from ABS No. 6203. Annual averages of
original monthly data are used.

Through the year growth rates are used. The major trading partners arc
Japan, United States, United Kingdom. New Zealand and Republic of
Korea. CPI data for Japan, United States, United Kingdom and New
Zealand are from the OECD Main Economic Indicators. CPI data for
Republic of Korea are from the IMF International Financial —Statistics.
The composite inflation rate is weighted on the basis of Australia’s
merchandise trade in 1990-91. Austratian data are from ABS No. 6401,
adjusted for the introduction of Medicare in 1984,

The Treasury underlying inflation rate abstracts from the components of
the CPI that are affected by ‘seasonal factors or directly influenced by
government decisions. The components excluded under these criteria
include: meat and seafoods, fresh fruit and vegetables, health services,
1obaceo and alcohol, petrol, fuel and light, postal and telephone services,
rent of govemnment owned dwellings, urban transport fares, clothing, local
govemment rates and charges, holiday travel and accommodation,
education and child care, mortgage interest charges, consumer credit
charges and pharmaceuticals.

For the Westpac/Melbourne Institute Survey of Consumer Inflationary
Expectations, data arc quarterly to June 1992. From July 1992, the survey

switched to a monthly basis.

Chart 14: Data are from ABS No. 5206, ABS No. 6401 and the ABS NIF data base:

Nominal average carnings are equal to non-farm wages, salaries and
supplements (seasonally adj usted) per non-farm wage and salary
carner (seasonally adjusted non-farm civilian wage and salary earners
plus unadjusted defence force personnel).

Nominal unit labour costs are equal to the ratio of nominal labour
costs (non-farm wages, salaries and supplements, plus payroll tax
(less employment subsidies) and fringe benefits tax per hour worked
by non-farm wage and salary eamers) 0 average hourly labour
productivity (constant price gross non-farm product per hour worked
by all employed persons).
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~  Year average CPI growth rates are from AB.
: 4 S No. « adj
the introduction of Medicare in 1984, 401 adjusted for

Chart 15:  Short and long term interest rates are quarterly averages of midday rates

Box 1:

Box 2;

Box 3:

Box 4:

Panel A1 OECD forecasts of i

: growth in OECD countrics are f;
OEChD Economic Outlook Nos. 41 1o S1. Forecast data are from t;lzn;ss:ﬁ:
in which the forecast for the respective calendar year first appears, Data on

a financial year basi i i i
o year basis are derived by compounding semi-annual growth

Panel B: Australian growth fore

: casts are for year average constant pri
Gll))l;(il). ’!‘he private sector forecast in each year is the fwerage’ férggai‘i
Ppublished in the Business Review Weekly foliowing the release of the June
Quarter national accounts. Outcomes are from ABS No, 5206

The troughs in activity for the 1982.83 i
~-83 and 1990-91 reces:
as the March quarter 1983 and the June quarter 1991, Fions are defined

Panel A: Index comparisons of i
deen ey No.l;206. constant price trend GDP(A) data are

Panel B: Comparisons of quarter]
detived g amsons 6203 ’ Y average, trend unemployment data are

Panel C: Comparisons of inflati i
5 p on are derived from A
adjusted for the introduction of Medicare in 1984, 75 No. gdor,

Panel D: Comparisons of the CAD as a i i
from ABS No. 5302 and ABS No. 5206. Proporion of GBP ae derived

State employment
e No.pﬁ 2(3;2‘ nt data (trend, year to the month of June 1992) are from

State seasonally adj i i
N oo Yy adjusted, constant price consumption data are from ABS

Current price, seasonally adj i
8 ljusted data on Gross Fixed Capital Expendi
(GFCE) by State from ABS No. 5206 have been deﬂatedpusing UI::nG;?JIZ

deflators from ABS No, 5206 i
March guamn ions . State data are only available up to the

Panel A: Dat, i
No. s300y 4 are from Balance of Payments, Australia, June 1992 (ABS

Panel B: As for Panel A,

Box 5: Labour market data are from ABS No. 6202, The employment ratio (in
original terms) has been smoothed by Treasury,

Box 6: Panel A: Profit share data are derived from Australian National Accounts,
National Income and Expenditure, 1990-91 (ABS No. 5204), ABS No,
5206 and the Australian Tax Office.

The corporate trading enterprises’ gross operating surplus (GOS) share is
equal to the ratio of non-farm private corporate trading enterprises' GOS to
gross product at factor cost of the private non-farm corporate sector.

Company tax is defined as income tax payable by corporate trading
enterprises Jess their increase in income tax provisions.

Net interest payments are equal to interest paid by corporate trading
enterprises less interest received by them.

A change in petroleum taxation arrangements, effective from 1 July 1991,
fas increased GOS estimates for 1991-92. Prior to 1991-92, Bass Strait
crude oil and liquid petroleum gas production were subject to an excise tax
(recorded in the national accounts as an indirect tax). From the September
quarter 1991, this excise tax was replaced by a resource rent tax (reated in
the national accounts as an income tax payable out of GOS ). The effect on
GOS was to permanently boost its level from 1991-92 by about $1.4 billion
(and reduce the level of indirect taxes by the same amount). The data has
not been adjusted for this effect.

Panel B: Debt/equity data are from the Australian Stock Exchange. The
average debt to equity ratio is the ratio of total liabilities to shareholders’
funds (at book value) for 18 of the top 20 non-bank companies (ranked by
market capitalisation as at end-June 1991). Two companies were excluded
because data are not available for 1991,

PART Il

Chart 16: Export and import share data (constant prices, seasonally adjusted) are
from ABS No. 5302 and ABS No. 5206.

Chart 17: ‘The direction of Australia's export trade (current price) data are from the
Department of Foreign Affairs and Trade, ‘Composition of Trade, Australia
1990-91’ and ‘Direction of Trade, Australia',

Chart 18: The direction of Australia's import trade (current price) data are from the
Department of Foreign Affairs and Trade, ‘Composition of Trade, Australia
1990-91' and ‘Direction of Trade, Australia',
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Chart 19:

Chart 20:

Chart 21:

Box 9:

Box 14:

Box 15:

PART Il

Chart 22:

Chart 23:

Chart 24:

Box 16:

Three year averages of the composition of exports are derived from ABS
No. 5302.

Components of constant price, seasonally adjusted private business fixed
investment as a proportion of GDP (I) are derived from ABS No. 5206.

Constant price net business fixed capital stock as a proportion of GDP(J) is
derived from ABS No. 5221 and ABS No. 5206. Private enterprise data
(net of depreciation) are used.

Elaborately transformed manufactured exports data (constant price) are
from ABS No. 5302, classified according to the SITC.

Panels A, B and C: Saving/investment data up to 1990-91 are from ABS
No. 5204. 1991-92 figures are Treasury estimates (incorporating ABS NIF
data) and 1992-93 figures are forecasts.

Panel A: Employment trends by industry are derived from ABS No. 6203.
Total employment is an ABS wend estimate. Trend employment by
industry sectors is derived by Treasury by applying a 13-term Henderson-
weighted moving average to the original ABS data. There is a slight
discrepancy between total trend employment and the sum of the trend
industry components.

Panel B: Treasury estimate of trend sectoral employment - see Panel A.

International year average economic growth data are derived from the
OECD National Accounts (various issues) and the IMF Intemational
Financial Statistics Yearbook 1991.

GDP data for 1991-92 are from ABS No. 5206,

Capacity utilisation data are from Confederation of Australian
Industry/Westpac Survey of Industrial Trends. Private business investment
data are from ABS No. 5206,

Panel A: Commonwealth Budget aggregates are from Table 3 of Statement
5, Budget Paper No. 1, 1992-93. Current price GDP(I) data (for
calculation of ratios) are from ABS No. 5206.

Panels B and C: The general government sector's principal functions
include provision of a range of non-market (or public) goods and services,

2.82

isi other institutional frameworks for the
?-mwsm ?i\n?!w chga‘l and of the income transfer system. The ne't
Public Sccjtor Borrowing Requirement (PSBR) measures the pubh:: secto;j
direct call on financial markets and is deﬁr}ed as.total outlaxs less to "
revenues, less increase in provisions .(mcludmg _deprecmuon anq]
superannuation) and, for the Public Trading Enterprise and Smt(eillfo&
sectors, excludes net advances received from gen.cral government an from
the Commonwealth, respectively. Data on public sector t'mzmcg a:éDr;x‘n
Government Financial Estimates (ABS No. 5501). Current price ; )
data (for calculation of ratios) are from ABS No. 5206. Figures for

1992-93 are Treasury estimates,
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GUIDE FOR READERS OF STATEMENT 3

This guide describes the purpose

and i i
style oo Sescribes ¢ i format of Statement 3 and provides details of the

THE PURPOSE OF STATEMENT 3

gl::j ;lealte:‘?tp%e:?giss x}czlce tl:ixfeg:t .ar}d forward cfstimates of outlays for the 1992-93
informatio. ion |
Commonwealth funds to the various ﬁmctionsofngox?::;;::tm o the allocation of

FORMAT OF STATEMENT 3

* Part L. Budget Outlays in A, egate’ i 011 O] i
Y. te’ includes a d

8greg a discussion of the h ghllg]lls of the

1992-93 BUdBet; the forward estimates, trends in out]ays, Tunning costs budgets and

‘Part II.  Analysis by Function’ i
classified by the funct);ons?)f lg%l;elpr:;‘éﬂ?s # breakdown of oul Dudgeted outlays

~— Each functional listing begins wi i
ac| i gins with an overview, includi
Eg;\:l)]x;geggradz ot[h outlays and budget measyres, This is }gﬁoswu;rén:’arydéz:;llez
Y onthe purpose and nature of the function, trends in functio);a ourlayes

major policy changes over the last 10 years and the 1991-92 Budget outcome,
— Detailed information on each subfuncti ’
t T unction, includi
:}sé:,rgre:lt:lse, major programs and details on me:s:xr;%sb;‘xﬂge::l oo rard
nt for the 1992.93 Budget follows, roduced by the

The ‘Statisti ’ . st
Cgin r?a‘()a;:lvsvz;?rlh Agf;;gug;glr:rv:icecs h‘xis_tonc tables covering outlay transactions of the
fontioowealth b ot sedl por(foﬁg .mg to a numbser of classifications, including

LINKS TO OTHER BUDGET DOCUMENTS
s ; .
P:;t:r:::enr 3 is not the only source of information on budget outlays in the Budget

_ Slalemem& Classification of Budget Inj ormation Budget Paper 1 describes the
[ p
f. get Infe g s T) h

—~ Budget Paper 2 details all budget payments and receipts;

Beyo_d.t hBu:g;t Paper 3 presents budget outlays by portfolio and program
nd the budget sector, the general government sector j .
: tor includ iviti
non-budget sources (eg part of the outlays of the ABC, Slgg‘;n? égg{g‘):s til:ll}g:;f:om
s 3 ation

on the general government se, tor, i i
Sttemele™ 3 and8 of Bt ;a(gérxzcludmg the non-budget sector, is included in

and

32

STYLE CONVENTIONS

The following style conventions are used in Statement 3 in addition to those noted on
page iv to this Budget Paper.

¢ References in the text to allocations or estimates refer to the 1992-93 financial year
unless otherwise stated, Similarly, refe to changes in such refer to
comparisons with the 1991-92 outcome unless otherwise stated, References to the
‘forward years’ are to the years 1993-94 to 1995-96. .

*  The following abbreviations are used for the States and Territories: NSW (New South
Wales), Vic (Victoria), Qld (Queensland), WA (Western Australia), SA (South
Australia), Tas (Tasmania), NT (Northern Territory), ACT (Australian Capital
Territory).

*  ‘States’ includes the NT but excludes the ACT; ‘the six States’ excludes the NT and
the ACT; ‘States and Territories’ includes the NT and the ACT but unless otherwise
stated excludes other Territories; ‘States and all Territorjes’ has its natural meaning.

¢ Amounts shown for current and future years should be taken as estimates (whether or
not so described) unless that is clearly not intended.

* Al estimates used in Statement 3 are expressed in nominal texms unless. otherwise
stated,

¢  Estimates not expressed as whole dollars are rounded to the nearest $0.1m.

¢ All'time periods are inclusive of the opening and/or closing dates or periods given
(eg ‘the three years t0 1992-93’ comprises 1990-91,1991-92 and 1992-93).

*  Real growth in outlays, unless otherwise stated, has been measured by reference to the
non-farm Gross Domestic Product deflator.

*  Functional and subfunctional tables (except for 7. Defence) do not include, for the
bu%get and forward years, amounts for wage increases expected to take place after the
Budget in that year. An allowance for such increases is included in 9C. Contingency
Reserve.

¢ The sign of the percentage change reflects the result of the calculation, not the effect
on the aggregate concerned, Therefore, the sign on the percentage change for an
aggregate which changes sign will be negative.

¢ The following conventions have been followed when referring to other Government
statements:

— March 1991 Ei ic Develop S refers to the Building a
Competitive Australia statements of 12 March 1991;

— N ber 1991 E ic Stat refers to the Statement on the Economy and
Employ aparli y by the Hon, Mr RJ L Hawke AC, the then
Prime Minister, on 14 November 1991;

— OneNation refers to the statement made by the Prime Minister 26 February 1992;

~— July 1992 Youth Package refers to A National Employment and Training Plan
for Young Australians announced by the Prime Minister 27 July 1992; and

— Employment Statement refers Working for the Future - Jobs, skills, innovation a
statement by the Treasurer on employment and growth in the 1990s.
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PARTI  BUDGET OUTLAYS IN AGGREGATE

1 FEATURES OF THE 1592-93 BUDGET

Table 1. Summary of Outlays

199192 [ 199203 { 1993.94  1994.95  1995-96
Actual |- Budget’ § Estimate Estimatc Estimate
$Sm_ . Sm Sm Sm S

Qutlays excluding Asset Sales 1023358 111149; 1167669 1183030 123104.6
Real growth over previous year 49 k' . 12 .19 08
Outlays as a proportion of GDP 286 -~ . 266 251 244
Asset Sales 3018 ‘-16000, -950.0 -75.0 -150.0
TOTAL 1026376 1098940 (1158169 1182280 122954.6
Real growth aver previous year 54 il S 1.8 -11 0.7
Outlays as & proportion of GDP %7 1 2307 24 25.1 2.4

* The 1992-93 Budget is significantly influenced by the economic situation in which
it has been framed. In particular the growth in outlaysis mainly due to theimpact

of ther ion on the ber of people dependent on pensions and benefits, and
the es d in the November 1991 E ic St , One Nation,
the July 1992 Youth Package, and the Empl. Stat 14 d as part
of this Budget:

- the primary emphasis of the budget is on employment, and as well there are
some major health and social welfare injtiatives such as reform of the public
hospital system and assistance to those on lower incomes.

¢ Inthe 1992-93 Budget:

— outlays are expected to increase by 7.1% in nominal terms, an increase of
4,1% in real terms;

— outlays are estimated to comprise 27.0% of Gross Domestic Product (GDP);
and

— the majorsourcesof growth in outlays are increasesin the functions 4. Social
Security and Welfare, 7A. Transport and Ct ication, 2, Ed. y
9A. Assistance to Other Governments, nec, 3. Health and 7A. Labour and
Employment; partly offset by reductions in 7B. Industry Assistance and
Development and increased 9D, Asset Sales.

® Measures taken by the Government since the 1991-92 Budget have increased
outlays by a net $3554m (3.2% of total outlays), New policy costing $5308m has
been offset by savings of $1754m:

~— the measures included in the N ber 1991 E ic Si One
Nation, the July 1992 Youth Package and the Employment Statement
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aunounced as part of this budget amount to $§2671m in 1992 with declining
jmpact on outlays over the forward years.

Over the budget and forward years:

- outlays are expected to rise by 1.4% in real terms;

over the forward years are expected to be

—_ ces of growth
the major sour $ Assistance to Other Governments, nec and

functions 3. Health, 9A.
9B. Public Debt Interest;
d real declines in functions
— increases ave partially offset by expecte! r
‘;l:s’;r:nc.gart and Communication, 7C. Labourand Employmentand 4. Social
Security and Welfare; and

the ratio of outlays to GDP is estimated to rise

— after growing in 1991-92, s t0 244% in

marginally in1992-93 and to decline over the forward yeal
1995-96.
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2. BUDGET AND FORWARD ESTIMATES,
1992-93 TO 1995-96

Table 2. Outlays by Funetion

1991.92 ;v1992-93&; 1993.94  1994.95 1995.96
Actua) | Budget Change  Estimate Estimate  Estimate
Sm_+ Sm i % Sm Sm Sm

1. Defence 93625798855 * 56 100058 10089.0° 104098
2. Edvcation 83588 | 9200.5' ! 101 95980 101253 104953
3. Health 138415 ;147616 { 66 158429 167119 176887
4. Sociat Security and Welfare 353474 370432 - 7.3 396553 39876.6  40945.0
5. Housing snd Community Amenities 1442 » 24265 ¢ 247 1262.3 10564 10607
6. Culture and Recreation 12502 12707 1 16 12668 12483 12536
7. Economic Services b

A. Transport and Communication 15186 26940 ; 774 16913 11621 11938
{

B. Industry Assistance and 36510 | 33107 - .93 32479 31884 31913
Development [

C. Labour and Enmployment 1836.1 1727267 485 26219 22506 1871.2
D. Other Economic Services 2786 . 3019 83 3108 2922

Total Economic Services 72844 790333

8. General Public Services -
A. Legislative Services 3778 . 4388 : 16.1 385.1 3900 473.6
B. Law, Order and Public Safety 9328 9283 .05 8354 782.9 811.3

C. Foreign Affairs and Overseas Aid 18687 1950.9 44 19132 19540 20028

D. General and Scientific Research 868.6 9887 138 10519 1009.1

E. Administrative Services 29437 31887 83
Total General Pubitc Services 69916 T 74955 -
9. Not Allocated to Function

A. Assistance 1o Gther Gowis nec 1B16S 140709 73 156630 15610.1  16944,7

287 71575 % 74.0

B, Public Debt Interest 56378 6406.4 13.6 77911 8672.1 8919.1
C. Contingency Reserve - - na 5320 8623 13638
D. Asset Sales 3018 16000 na 9500 =75.0 -150.0

Total Not Aliocated to Function

19056.1 __ 18877.3. ° 0.9 230361 25069.5
TOTAL

102637.6 109894,0 71

270776
1158169 1182280 122954.6
The budget process is based upon a system of rolling forward estimates compiled by the
Dep::mmen! of Finance in consultation with other departments and agencies, and
published with the budget estimates in this Statement,

The estimates published in this Budget for 199293 and the forward years are based
upon the forward estimates published with the 1991-9p Budget for the years 1992-93 10
1994-95. The forward estimates record the minimum cost of on-going Government
policy, as adjusted from time to time by the Department of Finance for the effects of
parameters (both economic and flon-economic - eg programs beneﬁciaries) and other
Recessary variations, The estimates do not include any provision for new programs or
for expansion of existing programs that has not been agreed by the Governmeny,
However, 10 avoid 2 conservative bias in the estimates, an allowance is included within
program estimates for renewai of some elements of existing policy for which present
authority terminates during the forward years, Abulk allowance js also made to balance:
conservative bias evident in the estimates of the cost of existing policy (see
9c. Contingency Reserve). As such, the estimates constitute a base for future
Government decision-making and do not in any sense represent policy targets,
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vised
forward estimates were updated in January, Mi:y and July 1992 dto :}fg'ei!c ;omic
- sotor following release of the quarterly national accounts and o  cconomic
ata, A part f the rolling process a further year (1995-96) was adde.d (lo t s
dat‘a. o~ Par} 0ua The forward estimates have also been progressivel y u e &
incomorate 1 haneff?cl:.ts of policy decisions and changed parametcr assumpuor:s rensmg
:gcg;i(::iafti?p?ograms - ¢g the number and composilt’mn hﬁﬂfﬁl:gg;;etnw‘%m lon
i resent a bencl .
b;fx::it-lsc?;igr;vc?:;eﬁrzzzgsi;;t;ngfgstk::ui:n;?::t of changes in parameter assumptions
e

can be measured, . ‘ .
Table 3 summarises revisions to the forwz:‘rq es‘:mcizes smLce 12391195;1 92 Bu.
in the

g S b ; d include the Employment Statemen
Z ly 1992 Youth Package and i "

e Natxgn, t}:t{)"f{his Budget. At the time of the 1991-92 Bufige(, r;a}lout}:ys ‘::r :

announ((:ic as'g’ by 1.1% in 1992-93, and to decline on average in the followi ;i ye lhe.

The 19629 nl; dyet‘estimates now indicate an increase of 4.1%, and on a\;; hgn he

fi 1992‘9’3 o gears are projected 1o rise 1ly in real terms. The smal c:: fed

fe::r:;‘:::ir:xiys over theyforwatd ;ea;s mask some compositional changes. These arc analy

1

in 4. Qutlays Trends below.

dget. Major

. . te

Table3. Reconciliation of Budget and Forward Estimates in Aggregal
199192 199293 199394 199495

Budget  Estimatc  Estimate

$m $m Sm Son;
LISHED BUDGET AND FORWARD ESTIMATES AS 101514 105705 109110 1111

PUB .o . DY
AT199192BUDGET(s) _ _ e ”
mrff“} e 257 ‘249 242
SOUINYE AL PIOPOIOS ST GDPYRY. . e e e o 25T oty d
g:llilcy Declsions since 199192 Budget 1382
Parameter and Other Estimate Variations

+ Revisions to economic parameters: s sz i 15t
n o -164 ~1534 -ldi: -18:3
~ Prices and Wages 4 b
~ Interest and Exchange Rates -t - - o
~ Public Debt Interest o oot e 234;
- P Specific Parameters . e .
. S{(;g;:; h;p: 991-92 Budget Decisions .g:i o, - s
- ~258 635 3743 4241
Tomay /ARIAT 1z 4189 6707 7;5:
et UTCO@‘?\ND UPDATED FORWARD 102638 109894 115817 118
ggl}l-}glegES AS AT 1992-93 EHD_(}E"TW“‘ " St st an i i
" ReAT GHOWIR DVer preceding year (%) . o B
iiags is pioponionof GDP (%) .

i differ from published 1991-92 Budget estimates due to classification changes introduced in the 1992-93 Budget.

gx):u: ;}\nﬁm m1y not add 10 totals due to rounding. evets nrovided for n e
i for 1992-93 have increased by $4189m over the levels p ovided for in the

g;le;gm};zisget This growth is primarily due tof Gox;emme;; gg;xe?:me:nd S which

| : i outlays o s
priidre ou_tl?rr:al;g'dsgj Sa“z}zhfrs"sﬁ;s;;? Thesz increases. have been é)ar:ailg
Aflflot: :‘;'C:izc}::‘a,:elsnof $1534m due to lower than expected growth in prices and wages.
offs
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T . o
able 4. Reconciliation of Budget and Forward Estimates by 1992-93 by Function (a)
-~ ction (a

{
i
Ba = 3 )
21888 2 €% 288 - This reduces not only the costs of public sector wages, but also the costs of pensions and
- - -
84 REE g stz ge° § g T benefits, payments to the States and a number of other programs below previously
,§:§ 8 o projected levels.
v 3
-4 g -3-,- ? 'ut, 9?7 RA{ey Syveemy eoe 9 Table 4 provides a decomposition of the net increase of $4189m in the estimate for
§E ! § § ] 1992-93 over the estimate published in fast year’s budget. The changes are analysed by
- ﬁ “ ‘ function and broken into policy decisions and parameter and other estimates variations.
g SRE 588 £3g8-g ~8°¥mg g°°°l The effect of the policy decisions on the estimates for 1993-94 is also provided. This
S 28 R 2 information establishes the extent to which the Government has made discretionary
- A changes to the estimates during the full budget cycle.
Slegpmes gaesly wewr
g A REY 4387y SR83] §°°E8E Policy Decisions
. g
E 3 e A summary of major policy measures since the 1991-92 Budget, classified by function,
o \ . . : e
g "8 8 E ge oggzels eoveqls geoglsls is shown in Table 5. Details of these and other policy measures are contained in each of
£ glgl2 the functional chapters.
il i i
3 & As part of the Government’s policy making process there have been a number of
8 a RELL ZI2=s waR N ackages of policy measures announced since the 1991-92 Budget. Measures included in
4 258 ARIZS g oo olgly p g p . g
= 1] == $ 8 cach of the e ber 1991 Ei S One Nation, the July 1992 Youth
g g < Package and the Employment Statement announced as part of this Budget are so
BHEE S 2088 23545 gy indicated in Table 5. The total outlays impact of each of these packages s shown at the
g ERcN § TR SRR §§‘§§§§ foot of the table.
' -
8o, ! Asset sales measures announced since last budget are estimated to reduce total 1992-93
g §§° g ] 5 8223 gER" . outlays by $1000m and the 1993-94 outlays by $800m (the major measure being the
Egn ¥ gd 2= g g SEY8R 3888 % 2 decision to sell 100% of a combined Qantas/Australian Airlines, see 9D. Asset Sales).
Ao 1t
oy Table 5. Summary of Major Measures by Function
gg. §§§g§§ §5§§§ g8=28ls s8°8k Effects on Outlays
e 2°FR 3% 2R Description of Measute 199553 199304 199495 1995-96
o - =8 Sm Sm__ Sm__ Sm
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SiE2Rg3zE ¥3gBl2 w©ess 1. Defence
. — - — (o -
Bl gEIZ=R IHR § g - H 23 gl‘ g 2 é 8 § 18 Repayrent of Defence Housing Authority advances funded by . 600 1200 -1200
& Y815 privatisation of houses
™ Local defence purchases and the Ready Reserve (iv) 59.2 71 -179 -536
= 2, Education
g 1994 higher education capital - 715 1584 797
2 - & 1994 higher education growth 0.1 248 705 1018
Z 23 2 E u g @ Higher education quality assurance 08 431 872 873
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Description of Measure
Sm

4. Socla) Securlty and Welfare

$6pf increase in sssistance for low income families (ii
! milies (if
Nationa] Aboriginal Health Strategy ® 2;‘2;
R 1 Py N Iy . ¥
8;: s‘(::sommlssxon into Aboriginal Deaths in Custody - Underlying 27.6

Ab?lilion of sent assistance waiting period (ii) 50.0
gsuofmhse Mabile Review Teams to allow more flexible management -10.1
Ingoing assessment of capital gai; i y

O ascessu capital gains & losses of Listed Shares and 1.0

Continue data matchis i
Sunset ch“:c"‘“ ing of DSS end TEN records assuming tepeal of 185

Peasion i ST . .
;:.'s\l::rym;:;msc of $6p{ including bring-forward of indexation to 1242

5. Housing and Community Amenitjes

Bring forward of diture und C:
Housing Agreement (iv) o the s =
Local Capital Works Program i) 2517

6. Culture and Recreation
Film Finance Corporation / Special i i

Film Commission - Cominu‘:lion :fr %ﬂﬂ::gn Fondofthe Auslian 34
7A. Transport and Communication
AOTC debt for Equity Swap
Rail funding (i)(i) oy
Roads funding (i)(is) 318'5
Untie road funding for arterial 10ads o3
7B. Industry Assistance and Development
anu'nualion of Dairy Marketing Levy 1171
I Industsy Devel Program (Factor ;
TCF Industry Development Slrakregy s P :(5) :

7C. Labour and Employment
Accredited Training and JO

Young e (iii)g BSTART card for long-term unemployed 702
Additional JOBSKILLS places (iv) 823
Additional training and job subsidy places under the Employment 59~9

Access Program (ii)
Additional training pl; j idi

progs ing places and job subsidies under labour market 1236
Landcare and Environment Action Program (iii) 50.7

8E. Administrative Services

Commercialisation strategy of DAS Co i

o r mmol i

including superannuation costs n Service Busiesses 208
Construction of new office facilities, Canberra and Brisbanc

3.10

1992.93 1993,

Sm

2554
64.1
397
46,0

-49.8

-63.3

-96.5

189.6

25,0
1005

250.8
1740
1502
-175.0

1140
702
104

1278

840
302

2.6
561

Effects on Qutlays
94 199495 1995.96

$m

260.3
66.4
417
390

=533

-85.5

-148.1

206.1

-26.8

$m

2703
0.0
540

340
-55.0
-88.6

-181.1

2147

-500

-68.8

Effects on Outlays |
1992-93 1993-94 1994-95 1995-96
Sm $m $m $m

Description of Measure

SA. Asststance to Other Government

Victoria Special Revenue Assistance - Petroleum Resource Rent Tax
Acceleration of Building Better Cities Projects (iv)

Increase in Financial Assistance Grants Pool

Untie arterial road funding and change indexation arrangements

1350 1441 1493 1547
450 430 350 530

1500 . - .

- 1750 3500 3619

9D, Asset Sales
-1000.0  -800.0 - -

Sale of C Ith Assels

Notatlons (i)-(iv) indicate measures included in policy packages as follows:

® 1991 i 206 95 &1 m
(i) One Nation 14316 8418 4997 5204

(iti) July 1992 Youth Package 2972 3347 1353 10.1

(iv)_Emp included in this budget 7416 4672 168 950

Parameter Variations

Since the 1991-92 Budget, variations from the published forward estimates for 1992-93
caused by changes in economic and program specific parameters include increases due
to higher than expected numbers of Jobsearch and Newstart Allowances beneficiaries,
lower than expected wages and prices, and larger than anticipated numbers. of other
pensioners and beneficiaries. The expected cost to the Commonwealth of public debt
interest is estimated to fall in 1992-93 by $399m, largely reflecting lower interest rates
and the premium from the issue of bonds during July 1992 (see 9B. Public Debt
Interest) but to rise in later years due to the larger budget deficits than were expected.
The effect of these ch and the cor effects in the outyears can be seen in
Table 3, and indicative values of the revised parameters are shown in 3. Est/mating

Assumptions.

Other Variations

The net effect of other variations in 1992-93 totalled $266m (including the absorption of
the $500m that had been included in the 1992-93 forward estimates to balance
systematic conservative bias in the cost of existing policy). The largest contributions to
this variation were the decreased estimates for savings from the computer matching of
Social Security benefit recipients ($183.9m), reduced levels of collections from the
Higher Education Contribution Scheme (380.1m), and costs flowing from the alignment
of the Family Allowance Supplement Threshold and the Austudy Parental income test
($72.6m). These costs were partly offset by downwards revisions to estimated usage of
the farm exit provisions of the Rural Adjustment Scheme ($72.7m) and delays in
impl ion of the Australian Tax Office modernisation program ($74.6m),

3. ESTIMATING ASSUMPTIONS

Economic Parameter Assumptions

The economic parameters underlying the budget estimates are set out in Statement 2 of
Budget Paper 1, However, due to the greater uncertainty of longer term forecasts, the
parameters underlying the forward estimates are essentially illustrative,
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The following key parameters have been used in calculating the estimates:
¢ prices: the Consumer Price Index (CPI) and non-farm Gross Domestic Product (GDP)
price deflator are assumed to increase by around 2% and 2.75% respectively in
1992-93. The CPI and non-farm GDP deflator are projected to grow at around 3.25%
and 3,5% respectively in 1993-94. In later years both are projected to grow at 3.25%;

wages: public sector wages are assumed to move in line with community standards
and with the Government’s policy on workplace bargaining in Australian Government
employment, with budgetary costs reflecting the gainsharing arrangements which
form part of that policy. (They also include, as result of earlier decisions, adjustments
to the remuneration of Senior Officers and performance-based pay for both Senior
Officers and the Senior Executive Service within the Australian Public Service);

unemployment: the estimates assume beneficiary numbers of around 815 000 in
1992-93 declining in the forward years;

interest rates: monetary policy is assumed to focus on low inflation and inflation
expectations while accommodating sustainable growth in economic activity. In the
forward years, nominal interest rates are assumed to remain at low levels, consistent
with the assumption about inflation; and

exchange rates: The Trade Weighted Index (TWI) is assumed to be 54 for 1992-93
and the forward years.

The economic parameter estimates were settled following the release of the June quarter
CPI and June quarter National Accounts. These were not available in time to be
incorporated in the estimates for individual programs, An allowance is made for the
impact of final revisions in 9C. Contingency Reserve. Final revisions centred on a
lowering of price parameters through all years having a cumulative downward impact on
the outlays estimate. Individual programs reflect parameter estimates derived in early
July based on the latest economic forecasts for 1992-93 at that time.

Parameter Sensitivity of the Budget and Forward Estimates

The following section provides an approximate guide to the sensitivity of the forward
estimates of outlays to variations in key economic parameters, The analysis. set out
below examines the effects on outlays of independent and economy-wide changes in
specific parameters. For the purpose of the sensitivity analysis, economic parameters are
collected around five broad groups. The assumptions regarding 1992-93 economic
parameters are:

¢ prices: an additional one percentage point increase in all price deflators in 1992-93

calculated by increasing each of the 1992-93 quarterly figures by 0.25 percentage
points;

wages: an additional 0.5 percentage point increase in all wage and salary rates inboth
the December and June quarters of 1992-93, and assumed to be fully budget
supplemented;

economic growth: increased growth in GDP during 1992-93, so that the level of GDP
is 1% higher by the end of 1992-93;

interest rates: a one percentage point increase in all interest rates affecting the
estimates, occurring on 1 July 1992 and maintained throughout 1992-93 only; and
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4. OUTLAYS TRENDS

General Trends
Chart 1. Real Growth in Outlays
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Yy 10.8% in real terms, Outlays are expected to increase in 1992-93 b;' a

21.9% in rea) terms, In the three

fsetting running costs or

further 4.1%. This is largely the result of recession related increases in 4. Social
Security and Welfare, as well as increases in outlays on 7C, Labour and Employment,
and 7A. Transport and Communication resulting from decisions taken during the year
to address the impact of the recession. Outlays on 3. Health, 7A. Assistance to Other
Governments, nec and 2, Education also contribute to the growth,

Chart 2, Qutlays as a Proportion of GDP and
Cumulative Real Growth
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The ratio of budget outlays to GDP is an indicator of the share of national resources
devoted to Commonwealth programs, although the ratio is sensitive to economic growth.
After moving in a narrow band between 20.9% and 24.4% in the two decades to
1973-74, the ratio rose sharply in 1974-75. Subsequently the ratio fluctuated before
peaking at around 30% in 1984-85. The combination of measures taken by the
Commonwealth to reduce outlays, and the economic growth experienced until 1989-90,
contributed to a decline for four consecutive years leading to an aggregate fall in the
ratio to 23.8%. This trend was reversed in 1990-91 and 1991-92 with the advent of the
recession and related increases in outlays. Outlays as a proportion of GDP is expected to
be 27.0% in 1992-93 before falling to an estimated 24.4% in 1995-96, again reflecting
the forecast improvement in economic conditions.

Trends in Outlays by Function

Comparisons of outlays in particular functions between the historical period (1982-83 to
1991-92) and the budget and forward years are complicated by the treatment of
prospective wage and salary increases. Forthe budget and forward years, estimates of
wages and salaries are based on rates prevailing at budget time in that year, An
allowance for wage and salary increases determined after the Budget each year is
included in 9C, Contingency Reserve.

Charts 3 and 4 show the contributions to: real growth in each function in the periods
1982-83 to 1992-93 and 1992-93 to 1995-96 respectively. As Chart 3 suggests, the ten
years between 1982-83 and 1992-93 saw most areas of Commonwealth outlays grow in
real terms. The largest contributions were made by 4. Social Security and Welfare,
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3, Health and 2. Education, while 9A. Assistance to Other Governments, nec declined
over the period.

Chart 3. Contributions to Real Growth
1982-83 to 1992-93
(1984-85 Prices)
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While the current economic downturn has led to the substantial increase in the outlays
on 4. Social Security and Welfare, measuzes introduced by the Government during the
late 198%’s resulted in significant real seductions in several functions over the short term,
which provided limited scope for the Government to redirect some funding to different
policy areas in pursuit of social justice priorities.

Over the forward estimates period (1992-93 to 1995-96), real outlays are expected to
grow slowly. The reduced growth towards the end of the forward years reflects the
expected improvement in the economy in 1992-93 and beyond. Functions expected to
decline over this period are 4. Social Security and Welfare, 7A, Transport and
Communication and 7C. Labour and Employment. Significant real increases over the
period are expected in 9B, Public Debt Interest, 3. Health and 9A. Assistance to Other
Governments, nec.

Outlays on 3. Health have increased by an average of 6.5% over the period from
1982-83 to 1992-93, and are expected to continue to increase by an average of 2.4%
each year in the period from the budget year to 1995-96. These persistent increases can

largely be attributed to the changed fi ing arr associated with the
introduction of Medicare in 1984 and the subsequent increased coverage of
Commonwealth funded medical benefits as well as i d outlays on phar ical

benefits. There has also been growth in Medicare service volumes (particularly an
increase in utilisation per head) and 2 general trend towards more expensive services.
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5. OUTLAYS BY ECONOMIC TYPE
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Chart 5. Real Outlays by Economic Type
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From 1982-83 to 1986-87, interest payments grew in real terms. From 1987-88 to
1991-92, the level of interest payments declined by over $2b to reach the level of
1984.85 payments, as improvements in the budget balance reduced the
Commonwealth’s borrowing requirements and allowed for repayments of past
borrowings. From 1992-93 interest is expected to increase significantly in real terms.

The real level of assistance to other governments (States, Territories and local) has
fluctuated over the last ten years. The most substantial real reductions in this category
occurred in 1987-88 and 1988-89. Since 1990-91 this series has been affected by
accelerated State repayments of Commonwealth loans (which are classified as offsets
within outlays in line with ABS practice).

Over the years from 1982-83 to 1987-88, personal benefit payments (which includes
payments to the unemployed and pension payments) have displayed strong real growth,
Qutlays in this category declined markedly in 1988-89 and 1989-90 when the Health
Insurance Commission (HIC) (part of the Commonwealth non-budget sector) took over
payment of Medicare benefits (1988-89) and Pharmaceutical benefits (1989-90) from the
then Department of Community Services and Health. These payments are now
classified as grants to the non-budget sector but are still recorded as personal benefit
payments in Commonwealth sector statistics (see Statement 7). The strong real growth

in the level of personal benefit payments is expected to ease in the budget and forward
years.

Change on Forward

The other components of Budget outlays are not reflected in Chart 5.

The large majority of capital spending by Australian governments is undertaken by the
States and Territories, with the financial support of the Commonwealth. Typically, less
than 1.0% of the Commonwealth’s own outlays is devoted to capital purposes.

Policy Decisions Post
Forward Estimates

Other transfers includes current and capital grants and net advances to non-profit
institutions, the Commonwealth non-budget sector, overseas and other sectors. There
are changes in Jevel in this series. For example, between 1984-85 and 1987-88, large
payments were made to the Parliament House Construction Authority, and in 1988-89

and 1989-90 the payments were begun to the HIC for Medicare and Pharmaceutical
Benefits Scheme benefits.

%
H
5]

Estimates
Variation

parameter/

Tables VI to X in the statistical appendix to this Statement set out outlays by economic
type.

Total
Chaage

timates and Budget 1982-83 to 1992-93 ($ million)

6. BUDGET FLEXIBILITY

In framing the Budget, a significant proportion of outlays included in the forward
estimates is committed and cannot casily be altered in the short term. While there are
many different types of commitment and the degree of commitment will vary over time,
the degree of i bility of commi t lly depends on the judgements of
Ministers - both in the short and medium terms. Only a small proportion of total outlays

is ultimately non-discretionary. Table 7 shows the effect of government decisions on the
forward estimates for cach year from 1981-82,

Budget
Estimates  Estimates

Forward

7. RUNNING COSTS BUDGETS

The running costs budgets referred to in this Section are for departments and agencies
operating under the running costs arrangements. These running costs budgets include:.

Table7. Reconciliation of Forward Esf
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running costs appropriations to departments and agencies; that part of one-line
appropriations to departments and agencies that is used for running cost purposes; and,
where applicable, annotated running costs appropriations (under Section 35 of the Audit
Act 1901) and funds received from other sources by departments and agencies that are
used for running costs purposes.

The purpose of the running costs arrangements, introduced in 1987-88, is to provide an
appropriate framework and set of incentives to improve public sector efficiency and

effectiveness of program delivery, to enhance accountability and streamline budget
formulation,

Nature of Running Costs Budgets

Running costs budgets cover the salary and administrative expenses (including minor
capital) associated with the running of departments and agencies. The key elements of
the running costs policy include greater resource flexibility gained by consolidating
appropriations; cash limiting budgets; the discipline of thresholds where managers are
required to absorb small variations to budgets; access to carryover and borrowing
facilities between fiscal years; a focus on user charging and use of amounts received;
the sharing of efficiency dividends; and the integration of staffing controls within a
financial framework. Consistent with the goal of continued improvement, some changes
to running costs arrangements have been introduced for the 1992-93 Budget,

Additional funds for legal services provided by the Attorney-General’s Department have
been added to the running costs budgets of other depariments and apencies this year.
This has taken place to facilitate the introduction of user charging by the legal practice
area of the Attorney-General’s Department, Transitional arrangements will mean that
funds distributed to departments and agencies cannot be used for any purpose other than

payment for legal services provided by the Attorney-General’s Department, until after
1994-95.

Property Operating Expenses (POE - accommodation and related expenditure) have also
been added to the running costs budgets of departments and agencies this year.
Previously, POE were provided to receiving agencies as a separate appropriation. Its full
incorporation into the running costs arrangements will be subject to resource agreements
being put in place between a department or agency and the Department of Finance.

A review of the carryover and borrowing limit also took place during 1991-92. As a
result of that review the Minister for Finance has approved an increase in the carryover
and borrowing limit from 3% to 6% from the 1992-93 Budget. In addition, multiple year
carryovers and borrowings will now be allowed, subject to resource agreements between
the relevant department or agency and Department of Finance,

Trends

When assessing trends in running costs budgets, account needs to be taken of changes to
the administrative structures which underpin such budgets. Significant changes to
Government administration have occurred since 1986-87. Examples include: the
commetcialisation of wnits within the Department of Administrative Services; the
creation of the ACT Government; the establishment of a separate Tourism Portfolio
during 1991-92; and, in 1992-93, the charging for legal services provided by the
Attorney-General’s Department and the incorporation of POE into running costs.
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-17.50 -4.6 27 35 1.1 01

Table8, Real Changein Ru

Running Costs
ASL

¢ th rates exclude POE.

8?) Y&?;ﬁgﬂ\?xﬁ;‘:ﬁmm are g;s;i gn wlngzr;l;s app]

A ¢ annual growth from 1 1) .93, ) -
Rl g0 n running costs in 1991-92 can be attributed 0 @ Eumbe_r os f?:tg:‘ "

ine! )
i £ several departments are determinec,

i the running costs budgets o e B,

?:t{:rf’,‘xlllé:’to staffinggagreemems that formally link staff numbers {0

ignifi i in the number of
composition of client populations. For example, significant increases in

b g
unemployed, as a result of the recession, has ]\Cd to a significant increase in the running

lying at the ‘beginning of the financial year.

Real growth i

¢ Budget and Forward Estimates ' ‘ .
:‘: i gr oration into running costs of the legal services prq:/‘:;ie(g“l;in)t e

o rmey-Ge V’s Department has added around 0.4 percentage pol ST
Attofneyc-i&:: egrx?);th inp1992-93. Growth in POE in 1992-93 has contributed a ful
running
0.9 pescentage points (891m). . .

g vers and borrowings into 1992-93 (from 1991-92 and 1993-94 r%s\;:f;tnﬁz)nﬂ
oo tavec ontributed 1.9 percentage points to 19?2-93 running costs %r ’ ha.vc he e
i?fgg?o‘fl?e;cpolicy and savings measures agreed since the 1991-92 Budg
$300m (2.8 percentage points). . o

k of new policy resources have been in response 10 the r_ecessxgnévasilual;sitl?& o

The‘ t.ml 10 ing costs have been provided to improve t.hc quality an vl
adclin‘lona ;u;\r;’nﬁr market programs as well as the servicing of the uncn;,p t;ly P;ckage
the Noo anb ; 1.;91 Economic Statement, One Nation, tpe July 1992 Io)u 3 Packs o%
by Novelr:_n e;o ment Statement announced as part of this Budgel,_the e'l:‘ar men
e degmece gd ation and Training has seceived around $74m in runni %atemems
e the. st and labour market initiatives incorporated in those s ami
e o ml?l?;gsame extent, running costs for severa}l other depanmcmznded
Al:a:(::‘if: l?get(;lso increased to allow for the administration of new or exp
ag

measures in those statements.
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In the 1992-93 Budget, departments and agencies paid an efficiency dividend totalling
almost $85m. This brings the total efficiency dividend realised since 1987-88 to over
$320m,

Table 9. Total Running Costs Budgets and Staffing Levels by Portfolio (a)

199192 | 1992.93 1993-94 1994-95 1995.96 }3

Actual j.Budget'] Estimate Estimate Estimate }
Running Costs Vo

Sm ! $m i sm Sm Sm
Administrative Services 2578 821y 2948 2806 2937
Arts, Sport, the Environ & Teritories 4254 4273 | 4207 4126 4166
Attorney-General's 7077 , 6750} 671.8 652.0 6719
Defence (b) 17331 1 173 17555 17247 17889
Employment, Education & Training 7428 ‘900._ 917.8 872.2 870.6
Finance 1402 ' 1604y 1447 1428 1466
Foreign Affairs & Trade 495.2 | 5209 5288 521.8 526.3
Health, Housing & Community Services 10956 » 11156 4 11399 11144 11210
Immigration, Local Gov & Ethnic Affairs 2401 ) 2742 1 2890 2845 2740

Industrial Relations 1485 1632 ¢+ 1644 1599 160.2
Industry, Technology & Comrmerce 10951 11778 12123 11393 11557
Primary Industries & Energy 353.8 3558 3487 3413 3477
Prime Minister & Cabinet 874 ' 886 , 837 80.1 80.4
Social Security 1003.5 10711 | 10446 10279 10311
‘Tourism 18.0 207 210 202 207
Transport & Communications 8127 8184 | B8SB2 866.2 8877
Treasury 1390.2 ' 14129 13174 12507 12260
Total 10746.7 °11200.7 :11219.2 10909.3 11019.3
Staifing Levels

SY's SY's. : SY’s SY’s 5Y’s
Administrative Services 3730 3814 3765 37132 3700
Ants, Sport, the Eviron & Territories 4863 4758. - 4624 4500 4406
Attorney-General'’s 9394 - 9566 9419 9237 9175
Defence (b) 24006 22798 21901 21284 20955
Employment, Education & Training 12746 15633 (15417 14872 14428
Finance 2064 2052 ¢ 2008 1973 1964
Foreign Affairs & Trade 5425 5560 | 5499 5445 5391

Health, Housing & Community Services 18597 18292 ‘1793 17619 17336
Immigration, Local Gov & Ethnic Affairs 3366 3602 3211 3126 3122

Industrial Relations 1805 1952 1913 1824 1757
Industry, Technology & Commerce 14567 14512 14396 13633 13450
Primary Industries & Energy 4290 3936 3725 3629 3581
Prime Minister & Cabinet 1085 1098 ; 1029 995 972
Social Security 19100 20417 '1964% 19421 18565
Tourism 262 261 i 237 233 231
Transport & Communications 8311 8174 . 8181 -3 vx) 8094
Treasury 24110 ‘23094 22245 21286 20400
Total 157720 159518 155146 150932 147527
(2) The separate Tourism and Asts, Sport, the Envi and during 1991-92

fram the Arts, Sport, the Envitenment, Toutism and Tervitaries pactfalic. Non-satary running costs budget and forward
estimates incorporate an allowance for prospective price increases. Salary estimates are based on wage rates applying
atthe beginning of cach year and allow for the extra payday in 1993.94. Estimates for salary increases during each year
are held in the 9C. Contingency Reserve. 1991-92 actual figures include POE for comparison purposcs.

(b) Defence figures exclude salaries (and Siaff Years) for service personnel and Property Operating Expensies (POE).

322

8. THE 1991-92 BUDGET IN REVIEW

A detailed report on the outcome of the 1991-92 Bluggct was re]e;_xsed by fhe
th Financi

Finance with the June St

1992. Differences in outlay figures in
to last day adjustments and correction of
for the ye};r with budget estimates and with 1?90-91 S
budget estimates. Real growth in outlays in 1991.92 was
1991-92 was above the budge!

AL h. S

contributed significantly to
1991 E

amounting to around $700m inclufi
AUSSAT, construction of an avial i
agricultural sector and funding a nationa

that report to those published here are mainly due
f mispostings. Table 10 compares the outcome
nd categorises the variations from

t estimate by $1.1b or 1.1%. Tw
he variation from budget esti
¢ and $494m in One Nati
¢ the revision of Medicare arrangements, the sale of
tion facility at Badgerys Creek, assistance to the
1 aboriginal health strategy. Parameter changes
lippage in asset sales (approximately

reduced the outcome by around $360m and s

$440m) more than offset other

downward variations.

3.23

Two economic statements
mates, ($170m in the
on), Other decisions
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1.1
: 8

na

4
68
-11
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-45
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-226
-226

-212
69 1123

4.7
275
37
26
77
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9.6
-6.1
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1194
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@
-
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56
396
148
119
139

“7] Changein 1991-92 outcome over:
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159192
5

oter
{9
37
-191
19
-49
~12
~14
=230
-286
-331

budget
measures
-1
-35
-10
442

Slippage of

131
21
103
395
61
18
314
1382

Post budget
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360

32
37
-5
35
10
-59
-640
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~_Parameter changes

~ =769

. 730

290
~7010

M35

. 13684

Budget
estimate
- 1991.92
()
| 1189
L 1237
1440
3612
- 1768
.0
<625 .

~18981

» R
01514

'

113329
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¥

Outcome ¢
1950-91

A2
9066
7467
12939
30559
1084
1194
171
3979
1440
269
7478
351
752
1720
749
2805
63717
13966
o
-162
19866
96030

pment
C. Labour and Employment
Govemmcats nec
B. Public Debt Interest

Develo]
ils) i - -
for details,) Also, figures hete differ from those published in the June 1992 CFT due to rec) ication changes and corection of mino; e
d on of mi; i
in CFT Jassifi ch r Jedger mispostings.

) Includes delays and other changes in impact of Budget measures,

C. Forcign Affairs and Overseas Aid
D. General Scientific Rescarch nec
E. Administrative Services

Twtal Geaeral Public Services

B. Law, Order and Public Safety
9. Not Aliocated to Function

A. Transport and Commumnication
B. Industry Assistance and
C. Contingency Reserve

D, Assct Sales
Total Not Allocated to Function

Amcnifies nec
6. Culture and Recreation
7. Economic Services

D. Other Economic Services
Total Economic Services

A Legislative Services

A. Assistance to Other
TOTAL QUTLAYS

1. Defence

2. Education
3. Health

() The1990-91 Outcome and the 199) i
1.92 Budget estimate differ from those published it
published in the 1991-92 Budget Papers due to classificati
cation changes introduced in the: 1992-93 Bud
X fget. (See.

(¢) Includes changes in nom-ccobamic activity levels, carrytver of ruaning costs and net program underspends.

Table 10. Reconciliation of 1991-92 Budget and Outcome ($m)

4. Social Seaurity and Welfare

5 Hominﬁ and Community
8. General Public Services

OUTLAYS

PART Ii: ANALYSIS BY FUNCTION
L DEFENCE

OVERVIEW

1994.95  1995-96

199293 199394

Budget  Estimate _ Estimate Estimate
1.1  Personnel Costs and Retirement sm 38198 41812 41933 40504 41118
Benefits % 9.5 03 34 15
1.2 Defence Equipment and Stores sm 34982 3716 37913 39322 41178
% 6.1 21 37 47
13 Defence Facilities sm 2863 3247 3488 457.7 4493
% 134 74 312 -1.8
1.4  Defence Housing sm 1981 179.1 159.5 146.6 179.8
% 9.6 -11.0 -8.1 227
1.5 Defence Industry Sm 1499 1157 9.1 75.1 ne
% 22,8 -144 242 -4.6
16  Defence Science Sm 2323 2117 204.3 193.0 1919
% -8.8 3.5 -5.6 0.5

11780 11614

1.7  Other Defence Outlays $m

% 42
TOTAL Sm 93625 0885.5 100058  10089.0 10409.8
% 56 12 0.8 .

ase by $523.0m or 5.6% in 1992-93 representing
deflators). Planning guidance has been set at a
s for 1993-94 with Defence outlays being

e Total Defence outlays will incre
zero real growth (using defence
reduction of 0.5% in real term
maintained at that real level for future years.

o Under the Employment Statement announced in the Budget, Defence outlays
totalling $59.2m in 1992-93 and $7.1mn in 1993.94, have been brought forward
from future years to stimulate employment. Allowing for price effects, this
funding will be offset by reductions in Defence outlays in 1994-95 (517.9m) and

in 1995-96 ($53.6m).
¢ 9.0% of total Commonywealth ontlays (24%

o Defence outlays are estimated to by
2.93, down from 9.1% in 1991-92.

of Gross Domestic Product) in 199
¢ Defence companies and authorities total

o Approved off-budget borrowings fo
§76.5m in 1992-93 including $28m for the Defence Housing Authority (DHA) to
loyment package.

fund housing construction under the empl!

o  The Government’s decision to privatise a significant proportion of off-base
housing stock currently owned by DHA in capital cities and developed regional
centres and replace it with privately owned accommodation will yield $300m in
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the forward years ($60m in 1993-94, $120m in 1994-95 and $120m in 1595.96) to
the Budget:

— sale proceeds will reduce DHA debt to the Commonwealth, and consequently
reduce the Authority’s interest costs;

— the quality of housing stock occupied by service families will not be affected
nor will the Government’s commitment to improving Defence housing
quality.

Chart 1 Defence
Proportion of Total Outlays and Function
1992-93

Housing-+1.8%

[-Personnel--42.3%

5105 <9.o% Seleqce-21%

r-Equipment-+37.5%

T B
Facil; 3%

Total Outlays Defence

The main variations in 1992-93 are due to:

~— increased Personnel and Retirement Benefits costs ($361.5m), reflecting pay
and allowance increases, increase in r payments, ind ion of
retirement benefits and the effect of the Military Superannuation and
Benefits Scheme;

increased outlays on Equipment and Stores, particularly larger projects
which are gathering tum (eg ines, frigates and Jindalee
Operational Radar Network), together with spending on planned new
projects (§213.4m);

increased general administration costs (837.2m) largely as a result of a
higher level of expenditure for compensation and legal expenses; and

reductions in expenditure on Defence Industry ($834.2m) reflecting, in part,

the imminent completion of facilities projects by Defence at Mulwala and
Garden Island Dockyard, (NSW).

3.26

MEASURES TABLE

Description of measure

Effect on Qutlays
1992-93 1993-94 1994-95 1995-96
$m sm $m $

g:;;;ar:z:( of Defence Housing Authority advances funded by

privatisation of houses

-94 with
ion in real growth in Defence outlays by 0.5% in 1993:
Rﬁ‘:ﬁmﬁ'ﬁ;ﬁhmcd at that real level in subsequent years

Establishment of Law Enforcement Access Network

ﬂi:':la Is)’csfence purchases and the Ready Reserve (i)

Peacckeeping force in Cambodia - Net of UN Reimbursement
Continued support for multi-national force in Gulf
Juction of Military C Scheme

Defence Housing Authority - Addguonnl borrowing euthority for
housing construction (528, Om) ()

59.2
121
01
02

-60.0

-d4.1

-14

71

-1200

-45.3

-17.9

m

<1200

-47.0

-53.6

() Measures included in the Employment Statement.



PURPOSE

’.I'h(? Defence objective is to promote the security of Australia and protect its people and
its interests. The Government aims to provide adequate, self-reliant defence of Australia
and its Interests, against armed attack or other military pressure, within the framework of
our alliances and regional associations, The White Paper, The Defence of Australia,
releast_:c.! .in March 1987, provides a comprehensive review of Australia’s defencé
capabllllnes and priorities up to the end of the century. These priorities were
re-examined in the Force Structure Review 1991 and significant adjustments to the
balance of capabilities are being made to better meet Australia’s strategic priorities.

NATURE OF DEFENCE OUTLAYS

Salaries, fuel, ammunition and maintenance form the largest elements of Defence
outlays. A.llhough in recent years there have been increasing pressures from personnel
and‘operanng costs, the proportion of Defence resources devoted to the provision of new
equipment and facilities has been maintained in line with the Government’s priorities.

TRENDS IN DEFENCE OUTLAYS

From 1?82-83 to 1987-88, Defence outlays were between 2.5% and 2.8% of GDE. This
proportion declined to 2.3% in 1988-89, but increased to 2.4% in 1990-91 and has been
maintained at this level since then. A decline is estimated in the forward years reflecting
reduced real growth in 1993-94 and recovery of outlays accelerated for employment
purposes, together with proceeds in the forward years from privatisation of the Defence
Housing Authority (DHA) assets which do not represent a reduction in Defence effort.

The Defe{xcc spare of total outlays has been fairly stable, varying between 9.1% and
9[.’7% but is estimated to decline over the forward years largely for the reasons outlined
above,

Chart 2 Defence Outlays
(1984-85 prices)

$Billion

oy Percentage
Qutlays Deflated by:
Defence Deflator ()

Non-Farm GDP
Defator

4 Percentage of GDP
{tight scale) ®

N ——

'y

e S 3] 3] » >
¥ %‘lbbqbs%’\# PPy PP

v
o & 9 P P

(2)  Figures are necessarily approximate, detived from underly
3 lving reat growth for Defence for past years.
()  Affected by repayments of advances from DHA Which do not represent a change inthe Icvil ofyDefencc effort,
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The solid line on the chart showing Defence outlays deflated by the non-farm Gross
Domestic Product (GDP) deflator is a measure of the real demands made by the function
on Australian community resources. The dotted line on the chart, which is derived from
information on price changes, exchange rates and timing movements used in defence
real growth guidance calculations, is a broad indicator of the underlying change in the
level of Defence goods and services procured. This measure parallels the basis on which
defence financial guidance is provided. On this basis Defence outlays grew strongly
between 1982-83 and 1985-86, averaging about 3.5% real growth a year, largely
reflecting the replacement of capital equipment purchased in the 1960s. The period also
saw the beginning of a gradual shift away from personnel costs to capital items,
particularly equipment.

Growth slowed over the period 1986-87 to 1992-93 as global allocations were reduced
in the context of general fiscal restraint. Even within the reduced allocation, payments
on Defence equipment and facilities have been broadly maintained, Capital spending is
expected to continue at a relatively high level as progress is made on major White Paper
initiatives such as provision of submarines, ANZAC frigates and Jindalee Operational
Radar Network (JORN).

These major initiatives, together with personnel costs and retirement benefits will
continue to represent commitment of almost 80% of Defence outlays under current
guidance for at least several years,

However, supplementary resources have been and continue to be provided outside
financial guidance for some special projects such as the Geraldton communications
facility, the Military Superannuation and Benefits Scheme (MSBS) for service
personnel, the Gulf Crisis and peacekeeping in Cambodia ($24.9m before United
Nations (UN) reimbursement for the latter in 1992-93). Defence spending capacity has
been further augmented by arrangements under which Defence may now retain, and
offset against its outlays, most of the proceeds from the sale of surplus or under-utilised
properties. Off-budget Loan Council funding facilities are available to Govemment
Business Enterprises in the Defence portfolio and DHA (a total of $76.5m in 1992-93),
thereby relieving Defence of funding responsibilities for some of these activities.
Implementation of the Force Structure Review recommendations, including the Ready
Reserve together with the Commercial Support Program, the Logistics Redevelopment
Program and other efficiency initiatives, will generate significant savings for use in
higher priority areas. Defence will also be given an incentive to reap further savings by
the retention of savings in superannuation costs as well as salaries of personnel released
under the commercial support initiatives, The additional flexibility produced by these
measures will assist in meeting pressures on the capital equipment program in future
years. As savings from efficiency measures take effect and existing projects draw to a
close, there will be greater scope to replace obsolete equipment (such as DDGs,
Fremantle class patrol boats and M113 tracked armoured fighting vehicles) and to
acquire enhanced capabilities.

The major changes in the composition of Defence outlays over the last ten years and for
the budget and forward years are illustrated in Chart 3.
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Chart3 Defence - Compositi
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MAJOR POLICY CHANGES

The period since 1982-83 has seen

commencement of initiatives foreshadowed in th

3 . . 1

m'-ﬂlght refuelling for the F/A-18 aircraft, ne\: 05;87 e

Kixgs?isl,‘ JO(RN, :nd enhancement of defence infras
ustralia, together with th i

pnonties,'leading to: ¢ completion of  For

— thecc ent of a C
functions to competi tion;

~—— the introduction of a Ready Reserve; and

— changes in equipment and operationa priorities.

A list of other significant Defence initjati i
t of 0 initiat; i
provided in Statement 3 of 1991.92 Bu?glevte;a‘;::clh have been implemented to date was

1991-92 OUTCOME

The outcome for 1991-92 was $72 3
¢ . 0.8%
The major factors contributin is
r g to this were lower outlays i i
F;g;t)i ts I{gr the.Austrahan Defence Force (ADF) personielo(gggzlr)ﬂ::; tc:r:tioreteglon
o8 ye;n‘ s ;:cgplfs from the sale of sutplus defence properties were not achieve{?z et
3 T Detence outlays were reduced by a corresponding amount (810.2m), e

Partly offsetting these shortfalls f
tialls were increases resulting from pri
movements ($31,7m), additional compensation and Ieggal p;;n}:;lcti ?gg;)l(f:)aﬁz r:::

outlays associated with Australia’ ibuti
Qunays o Ty ralia’s contribution to UN sponsored peacekeeping in

less than the 1991.92 Budget allocation.
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SUBFUNCTION DETAIL

11 PERSONNEL COSTS AND RETIREMENT BENEFITS

199192 | 1692.03 ¢ 1993.04  1994.95 1995.96

Actul|-Budget | Estimate Estimate _Estimate

Defence Force Personnel Sm 25780 | 27009.7 26509 25445 25786
% o489 40 13

Civilian Personnel Sm 6105 . 6248 { 6102 6162 6381
% .24 13 81 36

Defence Forces Retirement $m 6313 ! 4795.5@1 8272 825.7 885.1
% 2.26070 40 03 67

Provision for Contingent Salary $m - ' 600 i 450 60.0 100
and Related Increases %. Bp ! 250 333 -833_ |
TOTAL $m 38198 ~ 41812 i 41933 40504 41118
% b .95 03 34 15

a number of significant changes including the

4 White Paper, such as
llins class submarines, ANZAC
tructure in the west and north of
ce Structure Review to reassess

cial Support Program designed to open support

The variation in personnel and retirement benefits costs in 1992-93 reflects the impact of
the Force Structure Review reductions in personnel numbers, offset by increases in
retention payments authorised under the MSBS, increased net retirement payments
under the Defence Force Retirement and Death Benefits (DFRDB) and MSBS, the full
year effects of increases in salary and allowance rates and a provision for contingent
salary and related increases,

Defence Force Personnel
Details of ADF personnel numbers are shown in the table below:

Authorised Average Strength

1991-92  1992.93 199394  1994.95 199596

Actual Budget Estimate  Estimate  Estimare
Permanent Forces
Navy 15549 15424 15139 15139 1513
% -1.! -0.8 -18 0.0 0.0
Army 30733 29273 28362 27221 26456
% 0.2 -4.8 3.1 -4.0 -2.8
Air Force 21893 21209 19170 18593 18335
% 0. <31 -9.6 -3.0 -14
Total Permanent Forces 68175 65906 62671 60953 59930
% 0.7 -3.3 -4.9 -2.7 -1.7
Ready Reserve (a) 356 1247 1317 1253 1260
% na, 250.3 56 -49 0.6
General Reserves (a) 3146 3268 3231 3244 5261
% -5.6 38 -1.1 04 0.5
TOTAL nen 70421 67219 65450 64451
% <04 -1.8 4.5 -286 -15

(8)  Staff year cquivalent of training days.

A net reduction of 2269 in ADF Permanent Forces is forecast in 1992-93. Army
numbers are forecast to fall by 1460 largely due to the repl of some el of
the Permanent Force following the introduction of a Ready Reserve. Over the forward
years the Permanent Forces are expected to be reduced further as a result of the




expansion of the Ready Reserve, other Force Structure Review initiatives and the
implementation of the Commercial Support Program.

For the General Reserves, the number of training days is expected to increase in 1992-93
and then semain relatively constant, The June 1993 target strength for the Active
General Reserve is 29 165. The actual strength at 30 June 1992 was 29 590,

Civilian Personnel

Civilians represent 24% of total staffing. Civilian average staffing levels are planned to
fall by approximately 1200 in 1992-93 to 22 798 largely due to Defence efficiency
measures, contracting out support activities under cc ial support ar and
closure of Maribymong Explosives Factory. Over the forward years civilian staffing
levels are projected to decline further, by more than 1800, as the Force Structure Review
and Commercial Support Program gather momentum,

The cost of some personnel categories discussed above are included in ‘1.5 Defence
Industry’, ‘1.6 Defence Science’ and ‘1.7 Defence Other’,

Defence Forces Retirement Benefits

The DFRDB and MSBS provide occupational contributory superannuation for members
of the ADF.

The increased provision in 1992-93 relates to both the DFRDB and MSBS schemes. In
respect of the former, payments to beneficiaries are estimated to increase by $39.3m
reflecting increased pensioner numbers and higher pension rates. Contributions from
members fall by $70.0m due to the transfer of contributors to the MSBS. MSBS
payments increase by $65.8m and are partly offset by $10.9m reimbursement of member
accumulated contributions from the Fund, For the forward years the provision for
DFRDB is expected to increase as the number of beneficiaries remains broadly at the
same level while the number of contributors decrease; provisions for MSBS are
expected to | as bership i

Provision for Contingent Salary and Related Increases

This allowance, like the general budget contingency reserve, is not appropriated at
budget time but as necessary during the course of the year.

Trends

The decline in personnel costs and retirement benefits as a proportion of total outlays in
the early part of the decade is expected to continue over the forward years - from 40.8%
of Defence outlays in 1991-92 1o 39.5% in 1995-96, largely due to a reduction in civilian
and military personnel numbers offset by an increase in net retirement benefits payments
as DFRDB and MSBS outlays grow.

The new retention payments to service personnel who have completed 15 years service
and undertake to serve for a further five years also contributes significantly to outlays
growth. The retention benefit, included under Defence Force Personnel costs, is
estimated to cost $101.4m in 1992-93 as a significant number of eligible members are
expected to transfer to the MSBS and hence become eligible for the benefit. The cost is
expected to fall to $41.4m in 1993-94 and then rise gradually through the remaining
forward years.

jon in civil i f 8.4% over the forward years
d reduction in civilian and service pe.rs()nne‘l of 8. r
go}:xlla‘;;czw in 1992-93 to 85 406 in 1995-96 will partially offset the increases.

12 DEFENCE EQUIPMENT AND STORES

ior Defence White Paper equipment ix}it.iatives, including the Coll:.ns.class
sMuan‘:arines and the ANZAC frigatgels,gazre gaml‘r;l%3 x:::::;t'\:::l O’fl'h;hrxiztd s;%xnx:t(;ﬁ::é

i isions taken in 1991-92 were >
;?g‘:g:lge?e:i:;;ss, additional RAVEN combat radios, the De]a\mc-:re1 (NT) (:lei:::;.o:;;:
warfare range and further phases of the .Supply Sys.te'n?s Eiedeve o;:mende P ﬁ]ring.
Because of the long lead time for many equipment acquisitions, pa)l'f:en S mat o during
1092-93 will strongly feflect project approv‘als in e.arller years. Larger ;)ayr ments
1991-92 and provisions for 1992-93 on major projects already approved a
below.

1991-92 1992-93

Sm Sm

. 688 720
Collins class submarine , .« .+ . PR R s o
ANZAC frigates (net of NZ contribution) .« s u e a 1
Jindatee Operational Radar Network « . v -+ e 4 19
F/A-18 tactical fighter v e v v e v v ca v e v s ¥+
R/aven HF VHF field communications (approved phases) gg e
F-11laviopicsupdate s o v o v s e S b5y &
Australian and US built FFG guided missile frigates . . . n »
Supply Systems Redevelopment Project (approved phases) » b

Seahawk BeliCOPLErS « o o v vv v e s v e : : 2 a
P3C electronic SUppOrt measWEs . « .« v v ¢ e

) 3 24
Small arms - individual weapons project . . e lg 2
Blackhawk utility helicOpters . « o v e oottt i X
Army Command SUPPORt SYSIEM + « « « o e vewverr e syttt N 9
Laserairborne depth SOURAET , o o v v v v v nrim et : 2 1
Future Aerial Taget System . .. o« + v+ v o+ o 2 n
Discon secure communications .« .« v v e v e N ! 1
Delamere jc WarfarcRange + « o oo o4 o0 ¢ . e

i ade in 1992-93 for new equipment projects
f:::l::ilig;at:g‘;s:\fe i%féf\x:er}sxaf:)rbég:stzi.Mipehumers. and to updafc the :’SC UO;:::: zr:ldr
expenditure for a new Naval Commun!canons St:}tl_(:_ﬂ ?nd equll%men t0 pdate
Force control and reparting units. Details of new initiatives will be announ
course by the Minister for Defence.

Outlays on supporting equipment and maintenance for items delivered into Defence
service increase in 1992-93 by $39.6m to $1412.9m.

Trends
i ine sli 6-87 peak of 40.3% of
uipment and Stores decline slightly from the 198
glel;le?cse%r:n%s it)o 37.5% in 1992-93 (about the average f]or the palst deca.tl:lle%.e ;I;lh:g'ea;:
i i i tlays wi
d to increase slightly in the forward years, when large outlay
:lfg eéloellins class submarines, ANZAC frigates, JORN, Coastal Minehunters and the
update of the P3C Orions.

13 DEFENCE FACILITIES o
irfi icati training and other

is item covers the development of bases, airfields, E:ommumcam;ns, oth
g::iiit;:?necessary to support the ADF and its operations. It also includes the provision
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of single living accommodati i
ation for se :
Defence. rvice personnel and working accommodation for

These outlays in 1992-93 relate mai
2 mainly to payments for proj i i

iﬁiﬁ aa:C;vellfass repairs and maintenance costing $250 0%(?1:: !rsngf; m;‘eo(r! SQPZICVIDUS
faciodion A(;m ysg:;l:;; el:;e?acrg;sie f;{r initial expenditure on mz;jor new pr;)?gc?:
ies, living and logistics fon i in,
;«;\:/iowa{e}slouse facxlmes. at various RAAF Bases an§ Ileoorz‘l:az;l?l\(l)gamn e Detane
- :sazim at:);:gcl and glsmbution Centre), together with RAAF Baszvggl}gglc): fgl:ic
also reflect accelerated expendi " )

- penditure on a range of i
mgr:xssig.areas. for e.mplcyment purposes {$23.5m). Eslima(ged 599“;.0;1(35 -
projects (including those previously approved) are: 93 outeys on

HMAS Stirling Redevelopment, Rockin, -
Base Redevelopment, Singlemn" NSW gham WA - st
Tindal Development, Katherine, NT . P
RAAF Warchousing Redevelopment, 1
g;;rl:oge:lgpment. Puckspunyal, Vic . ... Y]
ive ‘(orage Redevelopment, M; amha!,lN.S.W‘ . u
2Dz:cl‘:ncc Nanopal Storage and Disu—ihut);on Centre, McAor.c 103
walry Regiment Development, Darwin, NT ' Y
Army Deployment Facilities, Darwin, NT e 3
gass'e %edz.vclnpmcm, Qakey,QUd . v v 3
ig Regiment Redevelopment, Cabarlah, .d‘ . 5
RAAF Basc Scherger Development, WeipaQCI)Id 5
Base Redevelopment, Bandiana, Vic . ; o
DSD Relocation, Canberes, ACT . . . 3
L h Barracks D 5.2
4.1

Trends

Facilities outlays have avera
ged about 3% of the D
Faclltes ¥ v ! 3% e Defence budget
e de-\l;-:]i-, 5;3;22]::;;;22 .ml Facx]}:ues outlays, particulaﬁy i?lviggtgfggec;:gzég
1 inly to the continued priority being gi ‘
northern and western operations and the Defence Logistlx?cs Izeﬁfveellr:)gpxgx::ren?l;?o?:gf ortot

14 DEFENCE HOUSING

122[1&212 1};}9}‘-93 I{:29_3-94 1994.95  1995-96
Capital Contributions to DHA Sm 801 4:5; '":3: S
o A 5 8 -44.5 -185
Rent Payments to DHA " as oy . 0
;m 190.5 2032 2247 261.0 270.5
Rt R ) 6.6 106 5 :
ecoveries Sm 720 “2.2 -714 ;gf 7:;
Other Housing Payments Sm -0.5 gé ' .2; i p
.. . . 4.2 44
TOTAL s% na 134.9 23 41
%m 198.1 179.1 159.5 146.6 179.8
9.6 -11.0 8.1 227
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Subsidised housing is provided for eligible ADF personnel and their families, DHA
adminjsters and maintains the Defence housing stock of some 23 000 dwellings on 2
commercial basis and charges Defence commercial rents for the housing provided. The
Authority also has flexibility to develop and irade in land and dwellings and to enter into
joint ventures with private sector partners.

Capital Contributions to Defence Housing Authority

Capital contributions from Defence to DHA are one of the funding sources for the
Authority’s housing investment program. Additional contributions have been made as
interest-bearing loans at the long term bond rate. DHA also has approval for off-budget
borrowings of $69m in 1992-93 including $28m to accelerate house construction in
Melbourne and Adelaide.. The housing program is also funded by retained earnings,
which include reinvestment of interest on Commonwealth loans until the ten year
program commenced in 1986, to improve Defence housing, has been completed. The

des repayment by DHA of any Commonwealth loans. The forward years

item also inclus
reflect the impact of the repayment by DHA of Commonwealth loans in 1993-94

($60m), 1994-95 ($120m) and 1995-96 (5120m), which will be achieved by the
privatisation of DHA-owned housing in capital cities and developed regional markets.
The sales will enable future housing investment to be concentrated on lower standard
and remote housing but will not reduce the quality of housing occupied by service
families. Replacement housing will be provided either by leasing community standard
accommodation from the private market, 2 housing trust of similar mechanism or by
allowing more service families to obtain their own accommodation and seek

reimbursement under Temporary Rental Allowance (TRA) provisions.

Rent Payments 0 DHA and Rent Recoveries

Market rents charged by DHA are reviewed annually by recognised valuers to reflect
market conditions for rented accommodation, the capital value of the property and any
other relevant factors. Recoveries comprise Tent receipts from ADF members based on
their entitlements under the Group Rent Scheme.

Additional costs of $57.1m for TRA paid to ADF members who rent non-Defence
housing and $21.2m for Temporary Accommodation Allowance paid to those obliged to
occupy non-residential accommodation are included under ‘1.1 Personnel Costs and
Retirement Benefits’. The Fringe Benefits Tax liability for housing assistance
(excluding housing loans) paid to service personnel, $81.1m in 1992-93, is included
under ‘1.7 Defence Other’.

Other Housing Payments

Under the Australian Defence Force Home Loans Assistance Scheme (ADFHLAS),
commenced in May 1991, eligible personnel are entitled to a maximum loan of $40 000
with an interest subsidy equal to 40% of the average interest charged over the life of the
loan. The Scheme assists in meeting retention objectives because the subsidy depends
on service beyond an initial six year period. The Scheme also encourages home
ownership during service. The Government has decided t0 waive the usual qualifying
period for access 0 home loan assistance under the Defence Service Homes Scheme and
the ADFHLAS for members who served in certain operational areas such as the Gulf.
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Trends

Improvemem in service housing con ues to be an impor rior] d the benefits
Sing inues 1o be aj i
) 1 Important prio; ity an i
from earlier hcusmg expenditure are now being realised, The proceeds in the forward

The unrecovered costs of service housi i
: using provided by DHA has i
40% in the carly 19§Os to about 6§% in 1992-93 and remains at aggz{e;(s);’i ff::rt%f\:r)::g

1.5 DEFENCE INDUSTRY

199192 1992.93  1993.94 1994.95  1995.96

- Actudl _ Budget  Estimate  Estimate i
Defence Production Sm 1309 933 729 64,5 Em;;i;c
Aeres . ) % -28.8 -21.8 -11.6 11.
pace Technolagies of Sm. S50 15 !

Australia % -70.9 -100.0 na
O
na
Australian Defence Industrics Sm 14.0 209 26.1 106

TOTAL 153
1157

The Government aims to foster an industrial base for the d.

stores and €quipment where timely and independent local TOVISIO)
p Yy P al provision is of prime

Defence Production

For 199293 the jtem includes
992-9: el payments {o support strategic industri i
;?gjil;}!:;yi;:lgx:;ggl}z (8119.7m),f s}}:ipbuilding (815.2m) gand ael;:sl';:lcg r(OSd’;'1 ;Irl:)n
v s T closure of the Maribyrnong Explosi ) the
Albion Explosives Factory ($3.0m) and the Cockatoo Igs]an{;J Dof:lc‘:,l:;a}rrg?s‘g)ér(f)&“m)’ e

Defence has allocated $13 9, i
I S t -JIm to defence indusiry dev j
industry assistance including Raven radios and tov«)/]ed a:;sggée::rg?ects and $7.1m for

The $37.6m reduction largel i
gely reflects the virtual completi
;’:;j:)g‘s(?slgfm)) ar;d works at Garden Island Doclfyarl;n(soﬁif é‘:;;lwal
> (25.9m) and a reduction in funding fi teted
Program including tail plane rectification (55%12;.”16 frgely complted

a Explosives
reduced salary
Nomad Support

Pa i

De);;e?sl ':gursh;i ;:eﬁzpazru'll;ecfhnolaglss of Australia Pty Lid (ASTA) and Australian
d or goods and services i

Defence on a commercial basis are included under ‘1.2 I)S:fiir)llézcii;?Ji::zeflef:dngf)?f‘:s?f

Aerospace Technalogies of Australia Pty Ltd

In addition to 1.5m allocated for redur cies, ASTA has acce: 1o $7.5m new
ddit o S1.5 ted f dundanci s, AS S access to B
bon’onmgs under Loan Cou ieil area 'gements to continue to Testructure its Avalon (“C)
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operations. In 1992-93 the Commonwealth is to consider options for the future of ASTA
including possible further privatisation of the y or its business units.

Australian Defence Industries Ltd

The provision of $20.9m in 1992-93 is for a compliance program to enable the company
to meet State health and safety standards, redundancy payments, the disposal of
hazardous materials and obsolete stock, and for audit fees, The Commonwealth is to
consider the business plans of the company and the future of its business units during
1992-93, This is expected to include its future capital structure, proposals to rationalise
ammunition manufacture through construction of a new plant at Benalla (Vic), and
diversification and rationalisation of its business units.

Trends
The forward estimates continue a downward trend established in the 1980s and now due
mainly to a fall-off of costs iated with the establist of ASTA and ADI.

1.6 DEFENCE SCIENCE

The Defence Science and Technology Organisation’s (DSTQ) activities will continue to
be directed towards improving its skills base. Particular emphasis is placed on
supporting key defence capabilities in i and surveill (including JORN),
mine warfare, and cc d, control and cc ication

Lower outlays in 1992-93 reflect reduced staffing levels with the bulk of the reductions
in administration and support areas rather than in research and development. Areas of
high defence significance will be protected.

DSTO is increasingly undertaking a range of commercial activities. They include
consultancy and training services, contract research, hire of specialist facilities, sale of
intellectual property rights and collaboration with industry for technology transfer.
DSTO operates a trust account for such transactions. It will continue to participate in a
number of joint venture companies, and is establishing an Industry Support Office at the
Aeronautical Research Laboratory to make DSTQ’s expertise more accessible to
industry.

Trends

As a proportion of the Defence budget, Defence Science outlays have declined from
2.5% in 1991-92 t0 2.1% in 1992-93 and are estimated to decline to 1.8% by 1995-96
largely due to reduced. expenditure on new facilities as projects are completed, and to
declining staff numbers.
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17 OTHER DEFENCE OUTLAYS

199192 19021931 199394 1994.95 199556 |,
Actusl Estimate _Estimate _Estimate
Defence Conperation Program $m 752 78.4 810 83.7
% 53 33 34
General Administration Sm  1329.5 13332 13723 14358
% 24 29 46
Recoveries and Repayments Sm -226.7 -201.9 2192 <2319
% 278 86 S8
TQTAL Sm  1178.0 12097 12340 12876
%. 42 243 43

Defence Co-operation Program

The program encompasses training, exercises, professional exchanges and
equipment-based projects to help promote a favourable strategic enviromment. The
small decrease in 1992-93 mainly relates to the completion of a number of projects in
Papua New Guinea, eg Air Squadron Transportation relocation project, largely offset by
increases in program activity (including training and consultancy assistance) in South
East Asia and the South West Pacific regions.

General Administration:
This category comptrises Frmge Benefits Tax, rent, movement and storage expenses,
office req , comp and legal , postage and telephones fuel (but not

fuel for service operanonal acuvmes), freighz, security of premises, payments for
medical and dental services, computer : semces and consultants, It alsc includes outlays
relating to the Natural Dj Org Thei in 1992-93 is largely due to
a higher level of expenditure on compensahon and legal expenses, price increases for a
broad range of general administrative items and allowances for the introduction of user
charging for legal services provided by the Attorney-General’s department.

Recoveries and Repayments

Included are charges made for meals and accommodation at Defence establishments
{844.7m), defence related recoveries from other governments ($10.2m), Defence
Co-operation recoveries (§2.9m) and reimbursement from the UN for part of the costs of
the Cambodia peacekeeping deployment (§12.8m). The net increase for 1992-93 reflects
the one-off effect of proceeds from sale of Chinook helicopters ($40.0m) and Mirage
aircraft ($7.3m). The Defence share of proceeds from the sale of surplus fand and
buildings is estimated at $15.0m in 1992.93. Receipts are expected to increase in the
forward years reflecting the proceeds from the sale of properties released during the
Defence Logistics Redevelopment Project. Major receipts from sales of former Defence
properties that are not attributable to the Defence function are shown under
8E. Administrative Services and 9D. Assets Sales.

Under current arrangements, Defence is entitled to retain net proceeds from property
sales (apart from those which fall under previously authorised arrangements) up to the
equivalent of 1% real growth in Defence outlays. For property sales above this level,
Defence may retain 50% of net proceeds.

Trends
Defence outlays are expecte
g::}::ru 7% in 1992-93 to 12.4% in 1995.96. This reflects P Scheme, o
general administration, the impact of the lzmptc;lsed Mnhtary n;p tion > the
t of UN contributions for tie odi
r:g:g:le:nsl’ il: z;:’l;ment disposal revenues from the high fevel expected in 1992 93,

n of total Defence outlays

crease as a proportios
e {s increased expenditure on




The above budget and forward estiy make
e 4 estimates
within each yewr. Provision Is included in 9C,

»

EDUCATION

OVERVIEW

Tertiary Education Sm 35628 Fljgfnft‘: ésgz;;:g Fljﬁusnig
22 Vocational Education :‘;n 4213
23 Schools :n 26226
24 Swdent Assistance ?l"n 1621.4
25 General Administration :n 1319
TOTAL ;\3359.9‘
%

1o allowance for Commonwealth sector wage

Contingency Reserve, and salary Increases which ocour

Tot. i

'e: r:i ‘::"1?9; o;xsEd;E:‘(;lon are lexpec(ed to increase by $840.6m or 6.6% in real
) -93, er real increases are plan ‘

amounting t0 2,2% in resl terms between 1992-1;3 a:;dl;;:!?;he formard yeas

Educati
lgg;;;n;:e:lg;lays ;re fox:ecast to be 8.4% of total Commonwealth outiays
art 1). This proportion has increased steadily over recent yi:rl:

Chart 1. Education
Proportion of Tota] Outlays
and i
I y Function

/ Tetiary--42.7%
91.6%
‘s. © Vocation(-5.9%
Schools-30,2%
-Student Assistance--19,5%

"Adminisiation..1 8%

Total Outlays Education
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* The main sources of real growth in 1992-93 and the forward years are:

— asignificant increase in Commonwealth funding for vocational education in
the 1992 and 1993 calendar years; and

=— furtherincreases in Commonwealth funded higher education student places
as a result of Government decisions in recent years (the number of places
will increase by about 27 000 over 1992 and 1993).

® Major new policy in this Budget includes:

— the proposed establishment on 1 January 1993 of a voluntary student
assistance loans scheme for tertiary AUSTUDY and ABSTUDY students;

— an agreement between the States and the C ith to blish a
national vocational education and training system and an increase in
C ealth funding for Technical and Further Education of $135.7m

in 1992-93, rising to $279.5m in 1994.95;

— increased general recurrent funding for non-government scheols and
increased capital funding for government and non-government schools;

—— additional capital funding of $20.2m in 1992-93 for higher education
institutions, following the $20.0m and $11.6m announced in One Nation and
the N ber 1991 E ic S respectively; and

— the commencement of an Open Learning Initiative designed to allow open
access to tertiary education.

MEASURES TABLE
Effect on Qutlays
Description of measute 1992.93 1993.94 1994.95 1995.96
Sm Sm Sm Sm
Decreases
Changing up-front HECS discount to 25% +150 298 201 -283
NZ students up-front HECS payment -1.4 2.8 29 -3.0
Voluntary student loans scheme -420 -114.7 1387 1319
Increase AUSTUDY minimum payment to $1000 F140 2290 2304 319
AUSTUDY - fringe benefits - 2214 437 437
AUSTUDY - debt management <22 <125 .12 146
Continue data matching -5.0 -7.9 -8.0 -8.0
Compliance - Child Care Mai A -28 -4.8 5.1 -5.4
Establishment of Law Enforcement Access Network .17 -1.7 . -
Education Student Assi System redevelops (stage 1) 0.1 0.5 -0.5 -0.6
Quality Schooting 11 -1.4 22 0.3
Implementation of User charging in Adult Migrant English Program 0.6 -0.3 -0.3 -0.3
ESL training for jot - Transfer to Labour Market -12.2  -183  -380 -17.1
P (V)

3.41



Description of. measure

Aboriginal Lan,
Increases
II:{;:::? fi;] g:t-;econdﬂry education and training (i

s (o '3 or post school vocational education and
Higher education - ingr,

i 100 - nfrastructure funding (i
Hfghex education capita) @) "
Higher education quality assurance
1994 h.fgher education capital
1994 higher education growih
Spen Learning Initiative

on-government schools - infrastru, ing (il
:on—govemmem schools capiuhb&::“ é;zndmg @
Non-govemmem schools capital funding (iv)

‘On-govemment schools recurrent funding
Government schools <apital funding (iv)
Stud:n's at Risk Programii)
lEr:urcanon Counsellingg(it)

plementation of Australian Vocational Centificate in schools (i

Changed sdministrati
& ation ;
(Education Services) Srrangements for Indian Ocean Temitor ics

Egislmas Isla.nd rebuilding program . schools
AUSI U‘D:x[’ - Increase personal income test to $6000
o S‘ﬁTUDA - reduce age of independence
Ad:"?uauan of pre-vocationa] training places - AUSTUDY ii
i fona! pre-vocational courses - AUSTUDY iy
Additional JET advisers - AUSTUDY costs cons i
2:0m?s?d assistance for isolated children
& ngm?l Language and Literacy Strategies
N r:]m;uy Violence - schools seclor
oy: mmission i igh i
i sion into Aboriginal Deaths in Custody - Undeslying

guage Initiatives Program - Transfer 10 ATSIC

New AM g i
EP armangements for Migrant on-aryival accommodation

() Measure 2nnounced in
24 e N
((:,)) R{lelsure raaounted a;A ;:Izi/::er 1991 Economic Statemen,
o M:uuu _unwunc:'d inthe July 1992 Youth Pocka,
asure included in the Employment Stasemeny, o
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1992-93
Sm

<21

1413
350

20.0
202
0.8

0.1
200
150

226

403
3.6
12
0.7
18

0.6
19
0.6
9.1
5.1
0.2
82
26
0s
0.9

22

1279
1050

115
431
775
248
212

80

384
471
207
22
21
0.7
15

1993.94 199495 1995,
Sm Sm 92:195

0.8
19

PURPOSE
The Commonwealth’s objective in education is the provision of, in conjunction with

States, Territories and non-government authorities, an education system that:

*  cquitably satisfies the educational aspirations of individuals from all socio-economic

backgrounds; and
meets industry and community requirements for a skilled and educated workforce.

.
NATURE OF EDUCATION OUTLAYS

Approximately 78.7% of outlays are to suppliers of education services comprising:

higher education institutions, for which the Commonwealth meets approximately 73%
of costs, the remainder coming from fees, investment income, donations and Higher
Education Contribution Scheme (HECS) collections;

government schools, for which the Commonwealth meets approximately 11% of costs;
non-government schools, for which the Commonwealth meets on average 35% of

costs; and
* Technical and Further Education (TAFE) institutions, for which Commonwealth
grants to the States and Territories in 1991-92 provided approximately 9% of total
recurrent funding and 65% of total capital funding.
Assistance is also provided to individuals in the form of income or other support for
students (mainly through AUSTUDY and ABSTUDY) which represents 19.5% of
outlays on education.
Running costs associated with the Education function in the Department of Employment,
Education and Training (DEET) are also included.
Offsets 1o these outlays include receipts under HECS; receipts from the Overseas
Student Charge and the subsidy paid by the Australian International Development
Assistance Bureau (AIDAB) for students from developing countries; and recoveries
from the States for their share of staff superannuation costs attributable to the period
when the States were responsible for funding higher education.
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TRENDS IN EDUCATION OUTLAYS

Chart 2, Education Outia
ys Co
(1984-85 Prices) mposition
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growth in the mid 980s lay i

i ! , Outlays have Increased for most ajor

Comlptoﬂez nts since 1989-90 and growth is expected to continye at least until 1994.95 as a

the expansion of hi i W hil d to inc
F igher education, which has I i
education places and on student assistance: ¢ o Tnere
5

increases in funding for TAFE announc
and One Nation; and

ased outlays on higher

ed in the November ] 991 Economic Statement
f:ontinuefi increases in outlays on studen
introduction of a loans scheme.

The growth in AUSTUDY
] v and AB; is primari
Increases in beneficiary numbers over tsh'le‘ggi‘t{ad?u“ays  prmanly s consequence of

t assistance despite savings from the

for secondary student i
S, the increased beneficiar
Year 11 and 12 retentjon rates and demographicyfz:::l‘:(r)r;}s"e r:n}:iave resulted from rising
increased outlays on AUSTUDY f, ii ,

1 ! or te inui
higher sduny places smee Toue Ttiary students reflects continuing growth in
Outlays have also in .

creased as a result of substantial |

” . e S stantial increases i
year olds associated with the introduction of the com, i allomanes r 1617
Yo mon youth allowance structure in

.

While this trend is ex i he forward yea
pected to continue ove;
e s om 1995, i” orward years, the effect of the package

> articula i i
loans scheme, is expected to reduce the rate of;rowlh i; tol::’.u:;:oducuon of & voluntary
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Chart 3. Student Assistance
(Student Beneficiary Numbers at 31 December)

-Addmon\\ Terthary
Student Losns

D) austuny Teqiney

JAUSTUDY and
AIC Swond::;'

Funding for higher education institutions has increased by an average annual rate of
1.8% (real) over the ten years to 1991-92, with more rapid growth (average annual real
rate of 5.5%) in the last three years, reflecting the increases in the number of available
places. The forward estimates reflect the transfer of nurse education to the higher
education sector. Further growth in spending is expected to be moderated by increased
collections under HECS.

In the period 1982-83 to 1991-92, Commonwealth funding for schools has increased by
38% in real terms. 'This increase is due 1o real per capita grant increases and changes in
the school student profile. In particular, per capita grants have been increased each year
from 1985 to achieve a standard level of resourcing. Additionally, the increase in real
terms reflects enrolment drift from government to non-government schools, at a higher
direct cost to the Commonwealth, and increased post-compulsory schooling retention
which is largely evident in government schools.

MAJORPOLICY CHANGES

The main policy measures affecting education outlays over the period 1982-83 to

1991-92 have been:

*  theexpansion in the provision of higher education places;

¢ the introduction of student charges (the Higher Education Administration Charge,
introduced in 1987, and its replacement, HECS, introduced in 1989);

* realincreases since 1985 in per capita general recurrent grants to both government and
non-government schools; and

* restructuring of student assistance schemes in 1987 and 1988 to improve incentives
for students to undertake post-compulsory secondary and tertiary studies.
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1991-92 OUTCOME

Outlays for 1991-92 were $98,0m (1.2%) more than the budget estimate. The ma; or
2 ge j
factors contribu ing to this outcome were )

*  higher than anticipated benefic
inreney o e ;); encticiary numbers under AUSTUDY and ABSTUDY (an

higher than anticipated dem igi
increacy ot ki )lj and for the Aboriginal Tutorial Assistance Scheme (an

lower than expected HECS
- than exp =L repayments, offset against i j
resulting in an increase in the Commonv&;ca]th con%ributié;m(?;;e;m‘;?:ﬁt TR

°  outlays recorded against this functi
tion that have been fi i
to Commonwealth higher education institutions bynlhzngfl‘sitg(])i[:nalfigéer:halgc))cami)ln
uncil,

This amount was recorded agaiy
1991.55 agons against 8D. General and Scientific Research, nec in the

SUBFUNCTION DETAIL
21 TERTIARY EDUCATION

“§ 199394 1994.95 1995
et i Estimate  Estimate Estl'liagli

Higher Education

Grants to the States and
$
;:ommonweallhlnsﬁluﬁons %m w707 13
ayment to Higher Education ’
Trust Fund ;:m i
Open Leaming Initiative Sm -
. s
Other Higher Equcation Sm 146 ‘
% T
Post Graduate Awards Sm 14 Yo
% T
:

Sub-total Sm 35635

%
Overseas Student Charge Sm 212 }
‘ % :
Contribution for Students from Smo 202 |

Developing Countries (@
ELICOS

TOTAL

3.46

Higher Education
Table 1. Higher Education Programs « Calendar Year Basls (nominal prices)
Type of grant 1991 1992 1993 % change 1994 1995
Sm Sm Sm on 1952 Sm Sm

Operating 3391.8 3689.5 39553 72 4465.6 4678.1
Research (a) 2237 2573 2846 10.6 3034 2179
Capital 2167 306.2 259.8 <152 2852 1989
TOTAL 38322 4253.1 4997 58 50542 51549
less

HECS offsets 166.9 200.5 2742 368 3206 3780
Superannuation

secoveries 189 484 350 217 380 420
TOTAL 36464 40042 41904 4.7 4695.6 47349

(a) The amounts shown against Rescarch are aitributed 10 8D, General and Sclentific Research, nec,

The increased operating and capital grants for higher education reflect the increases in
student places since the Government’s 1988 White Paper on Higher Education. Gver
85 000 places have been created for Australian students including 21 700 additional
places to be provided in 1993 and 1994. In the Ne ber 1991 E S

$6.9m was provided in 1992 for additional places for NSW, Qld, WA and Tas. An
apparent real decline of 3.2% in higher education outlays for 1995-96 reflects the fact
that decisions concerning funding levels for 1995 will not be 1aken until after the

Budget.
For 1992-93, funding for the higher education capital program is expected to increase by
48.3% to $333.3m, stemming mainly from:

*  an additional $21.5m for 1992 announced as part of the November 1991 Economic
Sratement which included $15m brought forward from the 1994 capital program;

* additional funding of $20m announced in One Nation; and

* additional funding of $20.2m in 1992-93 included in the Employ
Capital funding totalling $315.6m in 1994 and 1995 was also agreed in October 1991 for
the 1994 higher education programs.

Other initiatives include provision of additional funds of $80.5m each calendar year
from 1994 for a quality assurance and enhancement program. The funds wiil be
allocated to higher education institutions in recognition of good performance in the use
of all available resources to attain the best quality in higher education.

Since the introduction of HECS in January 1989, a proportion of total operating grants
for State and Commonwealth institutions has been paid through the Higher Education
Trust Fund. The Higher Education Contribution represents 20% of the average operating
cost of a higher education place, but the discounts for up-front payment, and the benefit
implicit in the absence of real interest and the contingent nature of the repayments,
significantly reduce the effective contribution made by students to their education. The
conttibution is indexed annually by the higher education operating grant index and for
1993 is estimated to be $2331 per full-time student. Students are required to make
payments either up-front on enrolment or as a deferred payment through the taxation

Q4.
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Other Higher Education

In 1992-93 funding of $10.7m will be provided for the Australian Film, Television and
Radio School which offers advanced and specialist training in the film, television and
radio industry. An amount of $2.9m has been allocated for the National Institute of
Dramatic Ast which provides practical training in live theatre, television, film and radio
with courses in acting, directing, stage management and design.

Overseas Student Charge

This represents fees paid by students under the subsidised students program which was
phased out from 1990. Under the current arrangements, nigher education institutions
can offer places to additional overseas students, who pay full fees directly to institutions.
The Government also offers full-fee scholarships to students from developing countries
through aid programs administered by AIDAB. For further details refer to the Equity
and Merit Scholarship Scheme under Bilateral Aid in 8C. Foreign Affairs and Overseas

Aid.

English Language Intensive Courses for Overseas Students

In 1990, the Government agreed to refund course fees pre-paid by overseas students
affected by August 1989 changes to visa entry requirements. A total of $64.2m was
refunded 10 some 12 500 students by the Government in 1990-91 and 1991-92 and a
further $1m has been allocated in 1992-93 for the remaining refunds. The
Commonwealth has taken action to recover amounts from those institutions on whose
behalf the Government is making the refunds. The level of recovery {s estimated to be
low, however, as a number of the institutions have closed.

2.2 VOCATIONAL EDUCATION

199192 199293 199394  1994-95 1995-96
Actual _ Budget Egtimate _ Estimate  Estimate

“Technica and Fusther Education
Other

TOTAL

In 199192 the Commonwealth funded approximately 9% of total TAFE recurrent
expenditure and provided approximately 65% of total capital funds. While growth in
participation and funding for higher education and schools has been strong over the past
decade, until recently growth in TATE has been much lowet. In 1991-92 and 1992-93
the Commonwealth announced measures to improve access to vocational education and
training and to increase its viability asan altecnative to other forms of post-school study.

In the November 1991 Economic Statement an extra $100m was provided for TAFE
recurrent funds from 1992. An additional $420m over the 1993-95 triennium was
announced in One Nation 10 continue the upgrading of {he TAFE system and to ensure
sustained increase in participation in vocational education and. training. Estimated
Commonwealth payments to TAFE in 199293 of $522.3m represent a 23.3% real
increase over actual outlays in 1991-92.
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23 SCHOOLS

1991.92 1'1992.93 ' 1993.94 1994.95 1995.96
Actual . Budget , Estimate Estimate Estimate
Schools in the States and Territories i ‘
Government Sm 11651 12164 12197 12359 12921
% 44 03 13 45
Non-government Sm 13889 14791 © 15708  1647.3 17305
% ] 62 49 51
Joint Programs Sm 69.4 821 88.0 791 704
% 183 12 -10.1 -11.0
Sub-total Sm 26234 21776 28785 29624 3093.1
% oos9 36 29 44
Overseas Student Charge Sm 03 ¢ A1 0.1 “ “
% b7 45 470 -
Contribution for Students from Sm 05 03 01 Q.1 0.1
Developing Countries (a) % 1 «397 -56.6 -48.1 -
TOTAL Sm 26226 ' 21773 . 28783 29623 30929
% .. 59 36 29 44

(2)  See corsesponding outlays shown in 8C. Foreign Affairs and Overseas Ald.

The Commonwealth contributes to the general operating costs and capital expenditure of
both government and non-government schools and provides further funding for a range
of specific purpose programs aimed at identified areas of need.

Table 2. Schools Programs - Calendar Year Basis (nominal prices)
1991 1992 1993 % change 1994 1995
Sm Sm Sm on 1992 Sm Sm
Government
General Recurrent 962.7 954.5 969.7 1.6 1002.7 10399
Capital 2217 210.8 2751 307 2105 2178
Non-Government
General Recurrent 1270.6 13274 14122 6.4 1487.4 1566.3
Capital 853 99.4 1347 35.6 113.7 1231
Joint Programs 462 612 714 16.7 67.1 649
TOTAL 2586.5 2652.9 2863.1 19 2881.3 30120

Government and Non-Government Schools

Commonwealth grants represent about 11% of total spending on government schools
(with the balance being met by State and Territory governments) and about 35% of total
support for non-government schools (with the balance being met by other govemnments
(19%) and private sources (46%)).

Since 1988, funding has been guided by a National Schools Strategy (NSS), the purpose
of which is to provide a framework for Commonwealth-State/Territory collaboration on
school issues. Consistent with the NSS, Commonwealth funding for government
schools is based on agreements with the States and Territories. These agreements set out
objectives for schools (such as improving retention rates and educational outcomes) and
require the States and Territories to provide information on performance against
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. s based on need, with
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g categorics are

determining recurrent funding levels and changes to the New Schools Policy will lift
maximum enrolment provisions, 5tk provisions and allow schools
currently restricted to categories 1 to 6, on review, to apply for the full range of funding
categories after five years of operation, at an estimated cost of $7m each year.

In the context of specific initiatives on employment in this Budget, capital funding for
government schools will be increased by $60m and for non-government schools by
$45m in 1993 as detailed in the Employment Statement. Additional capital funding of
$15m in 1993 for non-government schools was also announced in One Nation.
Increased capital funding of $40m real per year will be provided for non-government
schools from 1994-95. In total the Budget provides for increased funding to government
and non-government schools of $372m (in Budget 1992-93 prices) over four years.

Joint Programs

The Commonwealth provides funds for a range of targeted programs which operate in
both government and non-government schools. These include the School Language and
Literacy Program ($22.0m) and the Country Areas Program ($16.8m) as well as a
number of smaller programs,

Targeted funding for projects that promote retention of students who are at risk of
leaving education due to family hardship or other social problems under the ‘Students at
Risk’ program will be increased from $5m in 1992 to $7m in 1993 and 1994. A new
education counselling program will also be introduced in 1993 and 1994 at a cost of
$4.4m over two years.

In 1993 the focus of the Good Schools Strategy will change towards promoting quality
teaching in schools and also support the formation of a National Teachers Council to
promote 2 nationally consistent framework for improving the quality of teachers’ work
and professional standards.

24 STUDENT ASSISTANCE

1991.92 - 1992-93. 199394  1994-95 1995.96
Actval , Budget Estimate Estimatc  Estimate

AUSTUDY Sm 13019 . 1430.8 1423.9 14888
% 99 0.5 4.6
ABSTUDY and Other Assistance Sm 1944 ° 2372 2471 268.9
for Aboriginals % 220 42 8.8
Migrant Education Sm 9.6 99.4 97.8 716
% 0.8 -1.6 269
Other Smo 265 0 01, 22 292
% 9.8 . 0.4 0.1
TOTAL Sm 16214 1796.5 1798.0 1858.5
% . 108 G.1 34

AUSTUDY

AUSTUDY provides income support to financially disadvantaged students over 16 years
of age undertaking approved courses of study in secondary schools, TAFE colleges,
approved private providers of TAFE equivalent courses and higher education
institutions. Maximum benefit rates are age-related and aligned with those for relevant
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Social Security payments (Job Search and Newstart Allowances). Benefits are paid to
16-17 year olds with higher rates for 18 year olds and over, and over 21 year olds in
special categories. This assistance is provided subject to parental and personal income
and assets tests for dependent students or personal and spouse income tests for
independent students. AUSTUDY is also subject to academic progress rules.

Following consideration of the review of AUSTUDY commissioned by DEET,
fundamental changes are to be made to the program.

A supplementary scheme will be introduced from 1 January 1993, to provide flexibility
for tertiary students to tailor assistance to their individual needs,

Under the proposed arrangements, tertiary students eligible for AUSTUDY and
ABSTUDY will have the option of ‘trading-in’ part of their grant assistance for a
repayable income supplement of twice the amount, up to a maximum of $4000 per
annum. A similar repayable income supplement of up to $2000 will also be available to
tertiary students whose parental income, while excluding them from receiving grants

through the parental income test, is less than $50 000 a year, provided other eligibility
criteria are met.

‘The supplement will be provided through an advance paid to the student from a selected
financial institution. Students can make repayments directly to the financial institutions
within the first five years, and receive a discount. Loans not repaid to the financial
institution by the end of five years will be repurchased by the Commonwealth from the
financial institution, after which repayments are made to the Commonwealth by the
former students on an income-contingent, zero real interest basis similar to HECS.

Interest on the loans, while they are held by the financial institution, will be paid by the
Commonwealth, These interest payments will be made under the special appropriations
in the Student Assistance Act 1973. The savings from the introduction of the
supplementary scheme as a result of the ‘trade-in’ of grants, net of interest payments and
running costs, are estimated at $42.0m in 1992-93 based on expected take-up by about
75 400 students who trade-in and another 42 500 below the $50 000 parental income
limit. The savings anticipated in 1993-94 and later years are expected to increase by
more than double this amount. Partly offsetting these savings are interest payments to
the financial institution which are expected to be $10.0m in 1993-94, $33.8m in 199495
and $63.8m in 1995-96. The estimated cost of the Commonwealth repurchasing
advances in 1998-99 is $143m, with this being partly offset by anticipated repayments
by former students through the taxation system.

The Government intends to lower the age of automatic independence progressively from
25 to 22 under AUSTUDY and ABSTUDY, with this progress to be reviewed. For 1993,
students will qualify as independent on tuming 24. The AUSTUDY and ABSTUDY
personal income test threshold will also be increased from $5000 to $6000 a year.

To effect further improvements in the targeting of student assistance,. changes to the
income measure used in parental, spouse and personal income tests will be implemented.
From 1994, the value of some fringe benefits will be regarded as income in determining
assistance. Outlays are expected to be reduced by this measure by about $21.4m in
1993-94, and $43.7m in both 1994-95 and 1995-96. Coupled with this measure is an
increase in debt management activities which is expected to reduce overpayments and
increase recoveries by $7.2m in 1992-93. The minimum payment, below which
assistance will not be provided, will also be increased from $250 a year to $1000 a year
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offset by the full-year effects of leases entered
into in 1991-92, Furlhcr ‘declines in later years also reflect measures to address the
backlog of jobseekers in need of ESL tuition through the restructuring of ESL. provision
and the expansion of places for jobseekers, This will involve the transfer of $101.1m
over the five years to 1996-97 from AMEP to labour market programs administered by
DEET under 7C. Labour and Empl in conjunciion with an i in funding
under those programs,

Some AMEP funding in 1992-93 will come from user charging to be introduced for
certain categories of migrants, An administrative charge will apply from 1 January 1993
for some migrants already resident in Australia who undertake tuition under the AMEP,
{(These funds constitute budget and are included in S 4)

Three Adult Migrant English Centres will be relocated as a result of the planned disposal
of certain accommodation properties, following a review of migrant on-arrival
accommodation, An amount of $1.2m is provided for that purpose in 1992-93,

Other

The Assistance for Isolated Children scheme (AIC) provides financial assistance mainly
for students who, because of geographical isolation, undertake their secondary education
at boarding school, by correspondence or from a second family home, AIC outlays are
expected to increase in 1992-93 by $2.5m to $23.4m, mainly reflecting the full-year

effect of the minimum, non-income tesied boarding allowance increasing from $1500 to
$2500 from January 1992,

The Veterans’ Children Education Scheme (VCES) provides income support assistance
to students whose parents have died or are totally and permanently incapacitated as a

result of war service. Outlays on VCES are expected to increase marginally in 1992-93
t0 $5.0m.

2.5 GENERAL ADMINISTRATION

Outlays under this subfunction fund DEET’s administration of student assistance
schemes and areas providing education policy advice and several initiatives under the
Australian Languages and Literacy Policy.

Outlays under General Administration are estimated to increase significantly by $29.6m
or 18,6% in real terms in 1992-93, primarily reflecting the administrative costs of
introducing the AUSTUDY/ABSTUDY loans scheme and the increasing administrative
workload from expected i in student beneficiary numbers,
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3. HEALTH

OVERVIEW

S 1992-93 1993-94 199'4-95 199.5-96
1‘2?:(1‘12!2 . Budget  Estimate  Estimate Estimate

2.4 67396 73239
Medical Services and Benefits m 51062 56203 616

% 10.1 96 9.4 87
§ i sm 45995 . -4840.8 52034 53443 55538
Hospital Services p 52 g 27 9
/o
o ical Services and sm 14137 15199 1592.:S 167:: m;.z
armaceul 75 ) y y
Benel ‘SH Subsidies snd ?m 20249 20381 21300 zzu;.g 2293.3
Nursing Home po 5 ; ;
P . %
Domicillary Cee ?emccs sm 4815 5293 590.6 5820 590.0
Other Health Services p 9 e s e
A 166.4 161.1 1572
General Administration sm 2156 213.1 aa 24
% " 2 218 )

8.7

138915 i476L§ 158429 167119 1768

TOTRE f,m 66 73 55 58
%

i i cul
tove budget and forward estimates make no allowance for Commonweaith sector wage and salary increases which occur
w-:larn cach yefr Provision is included in 9C, Contingency. Reserve.

o Health outlays are estimated to increase by $920.1m or 6.6% (3.3% in real terms)
in 1992-93 and by an average of 62% (2.4% veal) over the forward years.

o The main sources of outlays growth in 1992-93 are:

— increased Medicare Benefitsutilisation and the drift towards moreexpensive
services ($256.5m);

— fee increases for Medicare Benefits ($121.2m);
— indexation of Hospital Funding Grants ($137.Tm});

i i rams as part of the
— the introduction of new health mcenuve'prog !
renegotiation of the Hospital Funding (Medicare) Agreements with the
States and Territories ($64m); and

— increases in pharmaceutical benefits due toincreases in the average price of
drugs ($45m) and the utilisation of new and expensive drugs ($70m).
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MEASURES TABLE

Deseso Eifect on Outlays

escription of measure 1992-93 1993-94 1994-95 199595
Medical Services and Benefits = = — =
HIC - Revised Payment Arrangements (Medicare Benefits) 200 -

HIC - Investigation of Inappropriate Servicing Patt i

e - .
General Practice Initiatives * s end Pracices :: leg o
Casznsaliun Patients - Medicare Benefits Recovery Measures (HIC) -2.8 6.9 = ot
Efﬁcxenc'y Improvements in Transport of Veterans (Medical) -1:2 -12 -f: _fg

Introd of Military C; i
Servicemen() Scheme for Current L1428 43

Changes 10 Medicare Co-paymentGP Initiatives 0]

365.
Changes.(o 1991.92 Budget Pathology Package (0] 2 2 53;.2 "
.AAmomat_nc Grant of Special Pension to Spouses of POWs (Medical) 0‘5 I 4 e

Accep of Certain Conditions for POW: i t " o

Hospital Services ' * (edicah ’ o
Productivity Impi tsin R i Haospitals 4.0

Review of Veterans' Treat ifications i i i 0: i P Py

J reatment Classifications in Public Hospitals «03 .13 23 3.5

Contingency Allocation for Public Access Bonus Pool

Health Incentives Package ) w03 ez 0
| - Waiting Lists Management

| ~Mental Health Reform 528 s ; ;

{ « Hospital Capital Investment 3'0 oo B

f « Health Communications Network 3.0 o 92 g
- Casemix Development ; o . ,

‘ - Area Health Management o e r =
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Description of measure

Effect on Outla
1992-93 1993.94 1994-95 1995.96
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- Quality Assurance Guidelines

Improved Community Care for Veterans

Changed Admi ion £ for Indian Ocean
(Health Services) (i)

Christmas Island Rebuilding Program (Hospital) (i}

Transfer of Concord Hospital to the NSW State Government (i)

Pharmaceutical Services and Benefits

Rational Drug Use Policy

RPBS Preseribing and Usage Review

PBS Cost Effective Use Strategy

PBS Peer Review

Issue Duplicate PHB Card for Access Visit

Nursing Home Subsldies and Domicillary Care Services

Nursing Home Auditing Arrangements

Adjustment in HACC Real Growth to 8%

Assistance to Non-Government Nursing Homes

State Government Nursing Home Benefits

Replacement Grants for Non-Profit Nursing Homes

Domiciliary Nursing Care Benefit

Expansion of the Community Visitors Scheme

Aged Care Assessment Teams as Budget Holders

Training of Providers on Aged Care Issues (Veterans)

Export of Aged Care

Nursing Home Outcome Standards Review Panels

Other Health Services

Improved Targeting of Health Advancement Programs

National Drug Strategy

National Health Advancement Program

Royal Commission into Aboriginal Deaths in Custody: Measures to
Reduce Drug Abuse (i)

Additional Funds for NHMRC

Health Workforce Development

Measures to Reduce Alcohol Related Community Violence (i)

Abolition of Fringe Benefits’ Income and Assets Test (Hearing
Services)

Immunisation Program Against Hib Disease

General Administration

Running Costs Associated with Medicare
dditional for National Food Authority (i)

); i for Health P

Establishment of Centre of Social and Economic Modelling

Regionalisation of Service Delivery and Cross Program Links

Dental Health Care Review

Northern Australians’ Service Delivery Pilot Programs

Veterans’ Health Week

. Ongoing Support for Day Care Clubs (Veterans)

02 13 18 -
50 1.9 .40 5.9
35 40 42 43

12 82 1.0 -
. 2.1 92 42

-4 25 25 24
-0.2 .19 29 3.8
06 83 124 176

. A0 10 -0
01 0.1 0.1 01

38 54 -9.4 5.4
20 45 76 115
94 106 121 121
54 228 431 550
53 60 23 .
47 105 127 152
06 25 25 25
05 22 22 22
04 03 03 03
04 01 0.1 0.1
02 02 02 02

25 31 32 33
352 342 354 366
49 52 59 61
20 21 21 22

15 31 1.6 -

12 12 1.0 11
11 11 -
09 120 119 82

R 6.0 80 80
50 - . -

15 26 16 .

15 14 14 14
13 3.5 4.5 44
0.5 - - N

0.3 0.5 0.5 02
61 01 01 01
02 04 04 04

() Measure announced prior to the 199293 Budget




The Government is to provide a range of financial assistance measures to each
State and Territory contingent upon each agreeing to enter into a new five year
Hospital Funding Agreement with the Commonwealth from 1993-94.

A Kkey focus of these initiatives will be to improve access to the hospital system for
public patients:

— A bonus pool is to be made available from 1993-94 (with a value of $208.5m
in that year growing to $251m by 1995-96), which is to be distributed
amongst each State and Territory according to its relative level of public
provision; and

— considerable funds are to be made available in 1992-93 and 1993-94 ($50m
and $20.9m respectively) to assist in reducing hospital waiting lists.

Funding is also to be provided to the States and Territories for the upgrading and
further development of hospital infrastructure, the integration of mental health
services into the mainstream health system, and for a range of other specific
purpose incentive programs in the health area.

The Government is to provide enhanced funding in several areas for aged care

services, including a major phased increase in State Govermnent nursing home
benefits,

Fellowing the completion of evaluations, it has been decided to reshape several
major health advancement programs:

—- the National Campaign Against Drug Abuse is to be replaced by a new
National Drug Strategy with a focus on the major areas of tobacco and
alcohol abuse and drug crime prevention; and

~— the National Health Promotion and National Better Health Programs are to
be replaced by a new National Health Advancement Program, with a focus
on specific areas, including environmental health, food and nutrition policy.

A number of initiatives, set out in the Measures Table, are being introduced to
restrain Medicare Benefit outlays, and torestrain Pharmaceutical Benefit outlays
through the promotion of better drug prescribing practices,

PURPOSE )
ivity i is primarily directed towards ensuring that all
Ith activity in the health area is pnn'mnly ¢ ! ; !
iﬁmﬁ?mwse:avc acoes)sl to necessary health servncesdwxého:t e&cessn;n:yprax:g l;zfag::g :}
i the setting and administering of stendards for the Saie d
?llxit:a;)rﬁrige;oods and gservices, support for health research and promotion of better

health.

EATURE 0?:1 EAL TP'[ O‘{TLAYtS'or health services is provided for both individuals
- i'nsﬁm'mons. id for services rendered and goods supplied, in the main,
b g ilesonls and ogmiations e oz, phatmctie tnd D Lo
lf);;’[:}‘:?;;s:%dfm‘iu?licanx ?‘Ilsh(::;]et;ewi omses aor:m $1000 in the year of income, sales

tax exemptions on a wide range of health related goods, and tax deductibility for gifts to
eligible organisations.

i i i i hospital systems through
insti , support is provided to State and Ten}(ory ¢ )
so:c;?ii“;u\:lr;gze hgs‘:;tal fu[t)lding grants. Health services are also prqvxdgd dlr:cttklli
tgrough the repatriation hospital system as well as through such organisations a

Australian Hearing Services Authority.

TRENDS IN HEALTH OUTLAYS

i ignifi hanges in the level of
od 1982-83 to 1991-92 there were significant ¢
8;:;::::)1:\;?:;1101 involvement in the financing of health care (see Chart 2).

Chart 2. Health Outlays
With and Without Identified Health Grants(a)
(1984-85 prices)
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Until 1986-81 real growth in outlays was relatively low, averaging 1.5% a year,
reflecting restrictions of coverage of medical benefits paid by the Commonwealth and a
reduction in the real level of pharmaceutical benefits for non-pensioners. In 1981-82,
there was a sharp decline in direct outlays reflecting the cessation of the hospital
cost-sharing agreements with most States, These were replaced by a combination of
Identified Health Grants (THGs) (3 ded under 9A. Assi to Other Governments,
nec) and Medicare Compensation grants (from 1 February 1984), Including IHGs, total
Health outlays declined, in real terms, between 1980-81 and 1982-83 at an average of
04% a year.

A sharp increase in total Health outlays in 1983-84 and 1984-85, averaging 22.2% real a
year, was largely a result of the introduction of Medicare with a consequential increase
in coverage and in the average real level of Commonwealth funding of medical benefits.
These were previously financed by contributions to health insurance funds and
out-of-pocket payments by patients. There was also a significant increase in payments to
the States and Territories, including compensation payments for revenue forgone
following the introduction of free public hospital care.

From 1985-86 to 1991-92 real growth averaged 2.7% a year, with real growth from
1989-90 to 1991-92, averaging 4.9% a year. This growth reflected:

*  higher utilisation of medical services and pharmaceutical benefits; and

*  adrift towards more expensive medical services and more expensive drugs.

In 1992-93 real growth in total Health outlays is expected to be 3.3%. This reflects real
growth in medical services and benefits (6.6%), pharmaceutical services and benefits
(4.1%), and hospital services (1.9%). Negative real growth is expected in nursing home
subsidies and domiciliary care services (2.5%) and general administration (4.3%).

The forward years reflect further increases in outlays, with expected annual real
increases in the range of 1.9% to 3.0% over the period. These growth rates mainly flow

from the increased cost of medical services and benefits (growth rates in the range of
5.0% to 5.7%) arising as a consequence of:

¢ volume growth in medical services;
*  drift towards more expensive services; and
*  continuation of the advances in medical technology.

Major changes to health financing arrangements during the last ten years have
significantly altered the composition of total health outlays (including IHGs) as shown in
Chart 3.
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Chart 3. Health
Composition - Inciuding IHGs
Ppercentage of Total Health Outlays

Percentage
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Medical Services

Hospital Services
(including IHGs)
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23.2% of outlays in 1982-83 to 34.6% in 19 ¢ bt
i i he costs of medical care under Medicare,
and the change to universal public cover fort n fedicars.
i i d benefits increased further to 36.9% O
From 1985-86 until 1991-92, medical services an! 0% o
i i i d from 38.3% to 33.2%, Over the same p N
outfays while hospital services decrease e atl health
i ices and benefits increased from 8:7.? to 10. f tot
g}l:gr;:c:::(;lﬂ;;rsvon nursing home subsidies and domiciliary care services increased
from 14.0% to 14.6%. e
i i i ted to grow faster
forward years, medical services and benefits are expec f ;
glrzl;}:il: cgmponexts of this function, so that by 1995.-96 medical services and benefits
will comprise 41.4% of outlays as compared to 38.1% in 1992-93.

MAJOR POLICY CHANGES
ignifi in the level and
iod 1982-83 to 1991.92, there were slgmf}cant changes in the
g;il;eﬂ:)efpce;gmonweakh involvement in health financing alndh selx—:/}:c_e, ;iue:nr/lirey.uﬁi
ignifi introduction of universal health insura
most significant change was the intro th insurarce e
i i i ded the coverage and level of m
Medicare in 1984, Medicare greatly exten e op medicel
initially abolished private medical insurance (although in-hospital gap m
?:xgsé;%l;?an)ie possible later) and substantially increased Commonweall@ aslsglgt:nscse
for State hospitals, Real Commc Ith outlays on Healt‘h rose by 27.1% in : - é
flectin, the replacement of private payments for medical costs (both directly gn
:;rough ginsumnc:e) and the fact that public patients became eligible to reccive free

shared ward accommodation and free outpatient treatment in public hospitals.
199192 OUTCOME

The outcome for 1991-92 was $157.8m (or 1.2%) more than the budget estimate. The
major factors contributing to this were higher than budgeted outlays on
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31 MEDICAL SERVICES AND BENEFITS

1994.95 ~ 1995.96
Estimate  Estimate

Medical Benefits 4545.1

Health Insurance Commission 1687
Administrative Costs

Veterans and Dependants 3014
Other Services

TOTAL
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a";;e;:m;lrlxss zsliocz;fl Jg‘rio?ght };;aymeg; of Medicare Benefits
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of medicel and eprarmorion, & h assistance is provided towards the costs

for out-of-hospital medical services 85% of the
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the Commonwealth plus any further

Y patient and accept the Medicare benefit as full

3.64

Registered health insurers are required to offer gap insurance in their basic tables to
cover the difference between 75% and 1060% of the schedule fee for medical services
rendered to private patients in hospitals (either public or private), With some exceptions
(eg some overseas visitors and compensable cases), no other form of medical insurance
cover, ‘gap’ or otherwise, is permitted. All health insurance offered must comply with
the community rating principle whereby premiums are based only on family/single status
and not on claims experience, age or sex.

Veterans and Dependants

The Commonwealth meets the costs for eligible veterans and their dependants of local
medical officer, specialist, paramedical and dental services, the supply and maintenance
of surgical aids, and travelling and other expenses incurred in obtaining medical
treatment,

Health Insurance C ission - Administration o

The HIC pays Medicare Benefits for medical and optometrical services and undertakes
measures to combat medical fraud and overservicing, It also provides services for
processing of Department of Veterans’ Affairs (DVA) treatment accounts.

f Medical Benefi

Other Services

This item includes Health Program Grants authorised under the Health Insurance
Act 1973 as the Commonwealth contribution to approved health related services such as
the Yallourn Medical Society, and payments to NSW, Vic, Qld and Tas for the continued
operation of the former Commonwealth Pathology Laboratories. Health Program Grants
are intended to be a cost-effective alternative to funding throvgh Medicare Benefits,

Also included is funding for the Support for Training and Evaluation Program which
includes the Family Medicine Program, the Rural Health Support, Education and
Training Program and General Practice Evaluation Program. The Government, in
recognising the need to support continuing improvement in the quality of primary
medical care, introduced a vocational register for GPs in December 1989. Those
practitioners who enrol on the vocational register and participate in continuing medical
education receive increased remuneration through higher schedule fees.

Trends

Between 1982-83 and 1991-92, expenditure on medical services and benefits grew
rapidly, at an average of 19.5% a year (12.5% real). This reflects strong growth in
medical benefits whose coverage was expanded with the introduction of Medicare in
1984, as well as growth resulting from increased utilisation and the trend towards more
expensive medical services.

Over the period 1985-86 to 1991-92, outlays on medical services and benefits increased
by 10.0% a year (3.9% real) on average. For Medicare Benefits, the major item in this
subfunction, increased outlays reflected:

¢ overall growth in the number of services averaging 5.4% a year, due to increases in
the size of the population (1.6%) and higher utilisation per person (3.8%);

¢ increases in schedule fee levels averaging 4.9% a year; and



®  anaverageincrease of about 6% a Year in the average benefit cost of services, of which
about 1% a year reflects the drift to more expensive services and procedures,

Some restraint on the overall growth rate has been achieved by:

*  reviewing areas of the Medi Benefits Schedul showing rapid growth and
restructuring benefits. Measures were applied in the pathology area in 1986, 1989 and
1992 and in diagnostic imaging and a number of other areas in 1987-88; and

*  Medicare Benefits for in-hospital treatment of private patients were reduced from85%
t0 75% from 1 August 1987,

During 199192 expenditure on Medicare Benefits increased by 7.3% (5.5% real),
Growth was due to increases jn the volume of medical services as a consequence of
growth in the size and ageing of the population (1.6%); increased utilisation of services
PET person (2.4%); increases in medical fees (3.7%); and increases in the average cost of
Medicare Benefits (1.6%) resulting from increased utilisation of more expensive items
and additions to the schedule, This Wwas partly offset by decreases due to restructuring of
some benefits and changes to Payment arrangements by the HIC (2.0%).

About half of the continuing trend towards higher cost items (fee drift) in 199192 was
due to the take-up by GPs of vocational registration for which higher schedule fees are
paid in recognition of extra training and quality improvement. The remaining increase is
mainly due to fee drift in diagnostic imaging ifems and in Invitro Fertilisation,

For 1992-93 outlays on medical benefits (including the package of measures being
introduced for GPs - see Measures below) are expected to increase by 9.7% (6.2% real)

vear (of which 1.6% is due to growth and ageing of the population and 3,1% due to
increased utilisation per person).

The trend towards higher cost services is expected to continve and will account for about
1% of the increase in outlays, while the introduction of new items to the schedule will
further add to benefits expenditure,

Measures

In the 1991-92 Budget the Govemnment foreshadowed initiatives related to the funding
and organisation of general practice, directed at assisting the medical profession to
improve the quality of treatment and addressing some of the structural issues related to
general practice which have contributed to the growth in Medicare Benefit outlays,

The 1992-93 Budget includes 2 number of initiatives for Gps developed by the
Government following detailed discussions with the Australian Medica] Association
(AMA) and the Royal Australian College of General Practitioners (RACGP).

The Measures Table in the overview section identifies the impact of the negotiated
general practice initiatives on the forward estimates published in the 1991.92 Budget,
including the effects of decision to restrict the entry of overseas trained doctors.

Outlays under the package in 1992-93 will include the following:

*  $8m fora Rural Incentives Program to encourage GPs to relocate to rura] areas andto
assist those already in rural practice;
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. . . . heit
$8m for Practice Enhancement Grants to assist accredited practices to improve the
patient care; . . -
$17m to establish Divisions of General Practice (Jocal mfrast'ructure to imp
integration of general practice with the rest of the health system);

¢ $12m to trial other initiatives such as practice budgets; s
*  $11.5m to continue the Demonstration Practice Grants Program; an

$3m for the introduction from early 1993 of a scheme of accredited general practices
to promote higher quality. ) ) e sevice patems
is to itional initiatives to counter inappropria pal
The H‘Culs g \::}::I?u; addmo,,g t:;mgenerate savings of $9.9m in 1992-93, 1:15125 :g
and;‘; in 1995-96. Theserinclude using more sophisticated computer t(;’.id;xlug\: s .
sd3 itig lr:)ssible inappropriate service patterns and fe}low up bdeIC :;zmg unefhicai
:med upg?aded investigation and legal processes to xggr'\tt.xfy !ahn H’&?:) o it
i icularly in the pathology industry). In addition e :
x;:g:: c:fsféggﬁic‘:ﬁ;r{gememz for recovering Medicare Benefits from compensation

patients, . . .
An adjustment is also to be made to HIC payment patterns for Medicare Benefits, with
estimated savings of $20m in 1992-93.

3.2 HOSPITAL SERVICES

-96
<92 T 1992:93 ' 1993-94 199'4-95 1595,
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tlays are designed to ensure efficient and effective delivery of free hospxtah;::;ao\;n::;
Mot hich entitles all Australian residents to free shared ward accomm fon and
Medlcare‘ Wnltlic free outpatient treatment at public hospitals, ) ’I‘hose. elecun% boar e
Erea"mnfahoice’ or private ward accommodation in a public hospital mus ; o the
?:l?l"::i(g:—l:l.zos! or take out appropriate hospital insurance cover. To sp[;port. free 01 :the
il:arel under Medicare, the Commonwealth provides ial financial
States and Territories,

Public Hospitals . .

Following the introduction of Medicare on 1 February 1984, fundn]xg was gc;;;dsesd };});

w‘;yoof sgeciﬁc purpose Medicare Compensat_ion Grag.ts anGd getrsxe(ﬁFpGusr)pg i for.ﬁve
ts were combined as Hospxtal_ Funding Gran ] ¢

:'gfrss’ ::}:)?l;i:)gi‘x‘:egni ?:le 1988, The grants will total $3921.7m in 1992-93 and are
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indexed for award wage and Consumer Price Index (CPI) increases and age/sex
weighted population growth.

The grants include a specific Commonwealth contribution ($39.6m in 1992-93) for the
treatment of AIDS patients in public hospitals, This component is indexed to the actual

growth in cases treated in recognition of the growing impact of AIDS on public hospital
systems.

Incentive payments and penalty provisions under the grants are directed to ensuring
appropriate levels of access for public patients. Incentive payments available under the
HFG arrangements in 1992-93, which are aimed at promoting continued efficiency gains
in public hospitals, include:

¢ $31.9m for expansion of post-acute and palliative care services to promote continued

reductions in hospital length of stay, thereby allowing more effective utilisation of
inpatient resources;

$12.8m for expansion of day only treatment as a substitute for overnight hospital stays

and to allow for increased throughput with a view to reducing waiting times for longer
stay procedures; and

$11.2m, of which $3.2m will be available for the States, for the development of
cost-based casemix systems to allow more informed resource management in the
hospital system and assist meaningful comparisons of hospital performance.

A range of new and expanded incentive measures are also to be made available from
1992-93, details of which are set out at Measures below.

The penalty provisions involve reduced payments for those States and Territories where
per capita in-hospital medical benefits exceed a prescribed maximum level andjor levels
of public patient access are less than a prescribed minimum level. Actual penalties for
1992-93 will be based on data available in June 1993.

The Commonwealth also contributes to the upgrading of the infrastructure of State
public hospitals through the Hospital Enhancement Program. The Commonwealth
provided $32m in 1991-92, of which $23m was matched $2 for $1 by the States. The

Hospital Enhancement Program is to continue until the end of 1992-93 with the
Commonwealth providing $37.1m.

Additional assistance to the States for development of their hospital infrastructure is also
to be made available from 1992-93, details of which are provided at Measures below.

Chart 4 shows total Commonwealth outlays at constant (1984-85) prices on public
hospitals between 1985-86 and 1995-96 (including outlays on the bonus payment
contained in the contingency allocation - see Measures below). For comparative
purposes, IHGs have been included for the years 1985-86 to 1987-88.
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Payments to the States and Territories under these arrangements in 1991-92 were

$38.7m, with an estimated $45.2m for 1992-93 reflecting increased take-up by the States
and increasing costs in higher education,

Trends

Commonwealth recurrent expenditure on hospital services and benefits grew in real
terms over the period 1982-83 to 1991-92 by 4.4% a year with the pattern of funding
affected substantially by periodic changes in hospital funding arrangements and the
associated shifts in the levels of average real benefits, For example, the introduction of
Medicare resulted in a 29.7% rise in real Commonwealth expenditure in 1984-85,
largely replacing private contributions to State hospital budgets through hospital charges.
After the initial impact of Medicare, from 1985-86 growth declined until the
introduction in the 1988-89 Budget of new and more generous funding arrangements for
the States. The decline prior to that Budget mainly reflects the method of indexation of
the Medicare Compensation Grants and the termination of private hospital subsidies.

The specific purpose HFGs are indexed for cost increases and agefsex weighted
population growth.

For 1992-93 outlays are estimated to increase by $241.3m (1.9% real), mainly due to

the indexation of the HFGs and the introduction of additional specific purpose incentive
funds for the States hospital system.

The main features for the forward years are real growth of 3.1% in 1993-94, reflecting
the proposed introduction of new enhanced five year Hospital Funding Agreements, and

-0.2% a year thereafter reflecting declining outlays for veterans and the cessation of the
Nurse Education Transfer Program.

Measures

The Commonwealth will offer a range of financial assistance to each State and Territory,
contingent upon each agreeing to enter a new five year Hospital Funding Agreement
from 1993-94.

Funds will be offered from 1992-93, for a number of incentive programs in the health
area (several of these are classified to ‘3.5 Other Health Services’ but all are. described
below). The major focus of this incentive program will be:
¢ improving public patient access to hospitals by reforming waiting list arrangements
and targeting areas for funding where there are long waiting times. This may include
the treatment of public patients in private hospitals where suitable arrangements are
reached ($50m in 1992-93 and $20.9m in 1993-94);

capita] investment planning and capital outlays on the upgrading and further
development of the public hospital system ($3m in 1992-93 rising to $40.3m by
1994-95); and

accelerating the integration of mental health services into the acute hospital and
community care systems and funding a range of innovative mental health projects of
national significance (S6m in 1992-93 rising to $26.9m by 1995-96).

Funds will also be provided for the further development of Area health management
within the States’ health systems; the extension of cost-based casemix information
systems to facilitate hospital resource management; the development of a health

3.70

PR 1 linical
i 1
communications nework and managcmem agency: initiatives to develop clinica
budgeting and management within hospltals, and the development of gundelmcs for
diagnos: and treatment of ined cate ¢ the evaluation O pre cesses of care.
gnosis eat t of def d and for the t f pro £

i jon for a
i ds in a contingency allocation
wealth has set aside f'uy ocation age
F“é'?:émi{’%oﬁﬁl“;‘?fé? (§208.5m In 1993;94‘ nsxgtgln:ysjes;m by ewagn.?oun)t o ncose
o i i e hospita N T f e
: for e B i based on its relative le
e o eac i in any year will be based v
avail.able o 'eanCh %feﬁ?;d?fr;t?ﬁ bonus pool will be comn:;l;i nf‘or each State
%:l:rliiisfyr ‘t’)‘(’\l:;oil lagrees to a new five year Hospital Funding Agr T vy g
in Vic
:ded to improve care for veterans in V by closing
o va.emment 'halS gfl‘:g:ora and \l\’dacLeod, and replacing care 10 (tzgs:zolgzus ations
e o ﬁ%ﬁgl?p;ropriate community facilities. Costs are estima
with care 1n
in 1993-94. 3
IS i $4.3m in 1992-93 rising t0 $7.7m
i tain savings estimated at 54. I o s
'.I'he Govcmnfm:llifaf‘lli‘i)e‘:c;bm;asures at the Repatriation Geper::‘lr‘l:-‘l):ssggails SSblic st
™ 1919 szzg'oét)veteran patient classifications when treatment is P!
monitoril

private hospitals.
PHARMACEUTICAL SERVICES AND BENEFITS

192 199293 199.3~94
’i’im * Budget . Estimate

33

1994-95
Estimate

‘pharmaceuticsl Benefits Scheme

6.4
o 22 0 w0 W29 %
General

. 21 38 55 s
?m 9201 ¢ 10313 106;.; mi‘: “
Concessional 1 . ¥ i
? 11493 . 12653 © 13076 13716 -
Sub-total ?;: o1 a3 8:?3 s_’.s
88.5 70 - 828 . .
Repatriation Pharmaceutical ?; 130 e s 20?6:
Beaefits Scbens 3 1011 1403 159.6 172.: 11:6
Alternative Arrangements forthe ; . ass 13-; 16-7 .
2.9 9.
f’:ifgez lggfucnuing $m 364 164 A Byl - 1000
o y 30.6 312 319
384 %84 X
‘Heslth Insurance Commission %3
Administrative Costs
TOTAL

ol \ i ccess
ha ervic monwealth aims to ensure &
Through P! ical ices and benefits, the Ci m eal -
g ‘l' c(ymm\fni!yl to0 y cost effective medicines at the lowest cost 10
by the Australian

Govenment and consumers, consistent with reliable supply-

iati tical
Ph ceutical Benefits Scheme (PBS) and the Repatriation Pharmaceu
arma
Benefits Scheme (RPBS) .
Under the schemes pharmaceuﬁca\s are supplied tot

o the general public:

an



~— ala maximum of $15.90 per prescription jtem until tota) expenditures reach the
satety net of $309.90 In a year; then at $2.60 per Prescription jtem untif

expenditures reach a furth i
yependiy er $51.60 in 2 year; then at no cost thereafter in that

to patients entitled to the concessional payment;

© ] o . . .
employed, low income families, veterans, war widowsmcludmg pendanes” ™

and their dependants;

e ! s:
at 82,60 per preseription item uptij ex
10 cost thereafter in that year.

The charges and the s,
individual’s purchasesaat:ty perate on o, The

penditures reach §135.20 inayear; thenat
safet, ity

d operate on a calendar year bas}i'sf‘e‘s ey 0 fomiy’s ot an

Alternative arrangements

In certain cire
umstances some pharm, i
: ace
;:!eg'nanve arangements are madt‘f These :rt B
edical treatment outside the hospital setting,
The most significant alternative arrangements are;

e not listed under the PBS a
d nd
apply to who receive

human growth horm

o . i
prcdistasne: 2o ne ($45,5m) is supplied free of charge through doctors,

mainly

selected high i

Setecte Cmgn I:;)::v izisfir:diui{?inhe: by fthe States and Territories through hospitals

i : 0 re of costs (relati i
mmunity setting) through grants to the States (and ’Il‘grgrilt%:?ecslg%grfnt)he dgs nthe

Pharmacy restructuring

assi N "
Sist pharmacists, a restructuring package is Pprovided by th
and amalgamations of pharmacies, vie
Health Insurance issi d

Scheme istration of the Pharmaceutical Benefig

’I;ilx:r HIC reimburses pharmacisis for the di
pharmaceuticals and patient contributions,

fierence between the ¢
ommonwealth pri
benefits are supplied correctly an o

It also undert
donly cligible peomss akes measures to eénsure that

Trends

Qutlays on pharmaceut; i
y ] ical services and benefits j
Year in nominal terms (5.5% real) from 1982-;31;5) !lxgifl;;.d e average of 12.0% !
(;I:z:gl;eyl:zterminams of growth in pharmaceutical bene;
prescn"bing S:;\zz; of patiem contributions, shifrs
ibing, position of patjent i
the prices of drugs negotiatedpbelt:eepopuranons ot
Benefits Pricing Authori

fi.ts have been the listing of new
in the patterns of doctors’
icularly the effects of ageing),

n the manufactyr,
ty, and pharmacisls’remuneralion. o ind the Fharmacentica

372

With regard to these various factors:

¢ underlying volume growth in pensioners’ scripts of around 5% a year until late 1990
has been a major cause of real growth because pensioners are the dominant group by
volume and there was no restraint on denand through a patient contribution;

¢ introduction of the cancessional arrang in 1983 resulted in a significant
reduction in patient contributions for the unemployed and Jow income earness; and

¢ a substantial rise has occurred in the average price of pharmaceuticals, mainly
reflecting the listing and prescribing of expensive technologically advanced drugs.

Until 1987-88 restraint on outlays under the PBS came mainly from periodic increases in
the general patient contribution and the i of price i of listed drugs. In
the 1987-88 Budget cost-effectiveness criteria were included in Pharmaceutical Benefits
Advisory Committee considerations on whether drugs should be listed and in 1988
sestrictions on the prescribing of some expensive drugs were introduced.

The 1990-91 Budget measures included changes to pharmacists’ remuneration and the
introduction of a charge for pensioners. Drug consumption data since the introduction of
the charges indicates a significant fall in the number of pharmaceuticals used by
pensioners resulting in a fali in 1990-91 real outlays. Real outlays in 1991-92 increased,
reflecting mainly the listing and prescribing of new and expensive drugs and an increase
in the number of patients entitled to concessions.

From 1992-93 to 1995-96 nominal growth is estimated to average 5.4% (1.3% real) a
year. This growth mainly reflects continuing increases in drug prices, ageing of the
population, and increasing utilisation of drugs.

Overall, pharmaceutical benefits are estimated to decrease from 10.3% of total health
outlays in 1992-93 to 10.0% in 1995-96.

Measures
The Government has introduced a number of measures focused on promoting better drug
prescribing practices:

¢ the PBS cost-effective use strategy, which aims to improve the quality of use of
expensive drugs through the development of protocols and cost-effectiveness
guidelines with the medical profession, conducting consensus conferences with the
profession, monitoring drug usage, providing feedback to prescribers and enforcement
to minimise overprescribing or overcharging;

*  PBS peer review, which will involve reviews by independent GPs and ph ists of
drug treatment records of nursing home, hostel and private hospital residents and
subsequent corrective action to reduce unnecessary prescribing;

*  arational drug use policy, which aims to provide doctors with advice, independent of
that provided by drug companies, through peer initiated prescriber education to
promote appropriate prescribing of drugs and using non-drug alternatives; and

* review of RPBS prescribing and usage, which aims to change inappropriate
prescribing patterns and client drug usage through provider and client coptact and
education.
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The above measures are estimated to achieve reductions outlays of § -9
n ys 1m in 1992-93
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Included in this classification is recurcent funding for day care centres which are
attached to some nursing homes and which provide such approved services as

physiotherapy and podiatry to non-nursing home residents,

Nursing Care for Veterans and Dependants

The Commonwealth provides nursing home assistance through DVA, for those veterans
with service-related disabilities and for certain categories of velerans and war widows
with disabilities not related to service. Commonwealth financial support, eniry to homes
and resident contributions are made under the same conditions for all residents,

including those funded through DVA.

Nursing Home Subsidies for People with Disabilitics

‘The bulk of nursing homes for people with disabilities are funded under the Disabifity
Services Act 1986, with the homes concerned receiving annual grants. The responsibility
for the funding of these homes is progtessively being transferred to the States and
Territories as the Commonwealth-State Disability Agreement is implemented in each

State and Tersitory.
A small number of homes are funded under the Natioral Health Act 1953 and receive
nursing home subsidies as described above under ‘Nursing Home Subsidies for the

Aged’,

Domiciliary Nursing Care Benefit

The Commonwealth pays a benefit of $42 a fortnight to eligible persons (estimated at
some 31 600 for 1992-93) who provide care for approved persons at home as an
alternative to institutional care. Those covered must be aged 16 years or over and be
otherwise eligible for admission to an approved nursing home.

Home Nursing Services

Under the cost-shared Home and Community Care (HACC) agreements with the States,
the Commonwealth funds certain home nursing services to assist the frail aged and
younger disabled people who are at risk of institutionalisation to continue to live in their
own homes, Home nursing services ate one of a range of services offered through
HACC. Others include respite care, home help and dementia specific projects (see

4. Social Security and Welfare).

Trends

From 1982-83 to 1991-92 real outlays on Nursing Home Subsidies and Domiciliary Care
Services grew by an average real rate of 3.6% a year.

From 1982-83 to 1984-85 under previous financing arrangements, real outlays grew at
an average rate of 6.1% a year, with demographic and cost factors contributing
significantly to pressures on the program. However, growth has abated significantly
since 1985-86, declining to an average of 3.5% a year real for the period to 1991-92.
For the budget and forward years, outlays are expected to decrease by an average of
0.4% a year in real terms.

A significant contributing factor to the reduction in growth which has occurred since the
mid 1980s has been the Government’s decision in 1986 to shift the emphasis in growth
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of residential care places for the aged away from nursing homes towards less costly
hostels, within an overall planning target (currently 95 residential care places per 1000
aged population), combined with more effective funding arrangements for nursing
homes. Outlays on hostels are shown under 4, Social Security and Welfare.

Home Nursing Services together with other HACC outlays, have more than doubled in
real terms since 1984-85.

Commonwealth Outlays on Nursing Home Subsidies for People with Disabilities is
expected to decline by $§31.4m in 199293 reflecting the progressive transfer of
responsibility for the funding of nursing home services for people with disabilities to the
States and Territories under the new Commonwealth-State Disability Agreement.

Measures

The Government has decided to introduce a range of new measures for nursing homes
and domiciliary care services:

¢ amajor increase isto be provided over time in levels of funding for State Government

nursing home benefits. The cost of the new arrangements will be $5.4m in 1992-93,
rising to $55.0m in 1995-96;

further assistance is to be provided to non-government nursing homes, including
supplementary funding to offset the interest costs of capital for new and rebuilt beds

and upgrading of beds. The measures will increase outlays by $9.4min 1992-93 rising
to $12.1m in 1995-96;

grants of $13.6m over the three years to 1994-95 are to be made available for capital
replacement for nursing homes owned by non-profit organisations;

as part of a package of additional assistance measures for carers of the frail aged and
disabled, the rate of the Domiciliary Nursing Care Benefit (DNCB) is to be increased
from $42 to $52 per fortnight from 6 January 1993, and indexed by the CPI. Carers
will also now be eligible to retain DNCB for up to 42 days while the person they care
for is in respite care. The total value of the assistance package for carers,

approximately half of which appears under 4, Social Security and Welfare, is $14.4m
in 1992-93, rising to $30.2m by 1995-96;

the Community Visitors Scheme, which aims to improve the quality of life of nursing
home residents, is to be enhanced at a cost of $0.6m in 1992-93 and $2.5m in 1993-94
and subsequent years;

funding is to be made available for a pilot project involving six Aged Care Assessment

Teams directly purchasing services for the aged ($0.5m in 1992-93 and $2.2m from
1993-94);

upgraded auditing arrangements are to be introduced for nursing homes, which are
expected to yield savings of $3.8m in 1992-93 rising to $9.4m in 1995-96; and

the rate of growthof the HACC program isto be set at 8% real from 1992-93, producing
savings in home nursing care services of $2m in 1992-93, rising to $11.5m in 1995-96.
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Financial assistance ($13.9m in 1992-93) is provided to non-government Family
Planning Associations for clinical services (part of which is paid in lieu of benefit for
medical services provided in clinics) and for education and training.

The Public Health Program ($8.4m in 1992-93) provides assistance to tertiary education
institutions for courses and programs in public health.

The National Program for the Early Detection of Breast Cancer ($17.5m in 1992-93)
funds a national screening program running for five years. The initial $14m for the

program was provided by the Commonwealth, with the States cost sharing the program
thereafter.

The Cervical Cancer Screening Program ($7.1m in 1992-93) funds a national screening
program running for four years aimed at women between the ages of 18 and 70.

Funds are provided for a national bone marrow and organ donor register ($0.8m in
1992-93).

The National Women’s Health Program funds the promotion of primary health care for
women, information and education programs for women, continuing education for
providers of health care for women and financial assistance to birthing services. Of the
$10.5m provided from the 1992-93 Budget, $10.2m will go to the States and Territories,

AIDS Control

Grants are provided for education and prevention, treatment and support setvices, the
National Media Campaign and Research activities. Expenditure in 1992-93 for these
activities is estimated to be $51.8m.

National Drug Programs

Activities funded under the National Campaign Against Drug Abuse (to become the
National Drug Strategy from 1992-93 - see Measures below) have included drug abuse
treatment, rehabilitation and prevention programs, the ‘Drug Offensive’ public
information campaign, the development of a national drug abuse data system together
with research and evaluation, Of the $33.5m provided from the 1991-92 Budget,

$21.1m was allocated to the States and Territories for funding of $ for $ cost-shared
projects.

Health Support Services

During 1990-91, the Commonwealth Serum Laboratories Commission was incorporated
as a public company as part of a restructuring program aimed at a more commercial
orientation. In addition to its off-budget activities, CSL Limited (CSL) is reimbursed by
the Commonwealth for activities it performs on its behalf, including research projects
and blood processing. CSL also processes (on a commercial basis) blood products for
other countries in the region, including New Zealand.

The annual operating costs of the Red Cross Society’s Blood Transfusion Service (BTS)
in the States and Territories are shared by the States (60%), the Society (the lower of 5%
of operating costs and 10% of the previous year’s income from donations) and the
Commonwealth (the balance). Approved capital costs are shared between the
Commonwealth and the States on a $ for $ basis. Blood collected by the BTS is
processed by CSL and blood products are supplied, free of charge (excluding freight), to
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Outlays under this subfunction comprise. part of the general administrative and capital
expenses of the Department of Health, Housing and Community Services (DHHCS) and

DVA,

Health, Housing and Community Services
This item comprises a proportion of the operating costs of DHHCS, including the
Australian Government Health Service (AGHS), Ti ic Goods Administration
(TGA), the Australian Radiation Laboratory and the National Food Authority (NFA).
There is a provision of $195.9m for general administration, of which $67.4m is for
salaries, The balance of the running costs of DHHCS are classified under 4. Social
Security and Welfare and 5. Housing and Community Amenities.
The TGA trust account, which began operating on 1 July 1990, is funded on a § for §
basis by the therapeutic goods industry and the Commonwealth. Expenditure from the
trust account is estimated at $40.7m for 1992-93. The TGA laboratory complex at
Symonston in Canberra is expected to be completed by November 1992. The 1992-93
capital allocation is $7.4m, a fall of $11.1m on 1991-92.
The NFA, which is responsible for development of food standards and codes of practice
for the industry, commenced operations early in 1991-92. It is expected to cost $7.2m in
1992-93, Additonal resources for 1992-93 totalling $3.1m have been provided to the
NFA to deal with a backlog of applications for the devel of (or variations to) food
standards and a review of food standards.
From 1 July 1990 AGHS has been charging government departments and authorities for
its services on a user pays basis.
The Government is constructing a new blood fractionation facility at Broadmeadows in
Vic, The project is expected to be completed in 1993, The 1992-93 capital allocation is
$36.3m, a reduction of $34.8m on 1991-92.

Veterans’ Affairs
This item comprises the portion of the operating costs of DVA relating to 3. Health, an

amount of $17.2m.

Trends
Qutlays in General Administration are estimated to fall by 1.2% (4.3% real) in 1992.93

and 21.9% (25.1% real) in 1993-94 reflecting the expected completion of the blood
fractionation facility at Broadmeadows and the TGA laboratery at Symonston,

Measures

Additional running cost resources of $5.0m are to be provided to DHHCS in 1992-93 to
facilitate the introduction and understanding of the package of new health measures
associated with the revised Hospital Funding Agreements to be ncgotiated with the

States.

Running cost resources of $1.3m in 1992-93, rising to $4.4m in 1995-96, are also to be
allocated to DHHCS for initiatives associated with setvice delivery at the regional level
and to streamline the legislative base for the Department’s operations.
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4.  SOCIAL SECURITY AND WELFARE

OVERVIEW
1991.92 © 1992931 1993.94 199495  1995-95
Actual . Budget . Estimate Eslimate Estimate
4,1  Assistance to the Aged (a) $m 105751 113323 123898 126610 134836
% .12, 93 22 65
42 Assistance to Veterans and Sm 37909 38385 390L6 40020 40652
Dependants % 13 16 26 1.6
4.3 Assistance to People with Sm 39670 ~ 43502 47440 4825.6 5055.7
Disabilities (a) % 97 91 17 48
4.4  Assistance to Families with Sm 67071 : 77251 - 86629 88406  9I8L1
Chiidren () % to1s24 121 21 39
45  Assistancatothe Unemployedand ~ $m 71811 - 73635 , 65812 61702  5813.6
Sick (a) % ;25 /¢ 106 .62 58
4,6  Other Welfare Programs (a) Smo 11796 *. 11463 1120.7 1089.2 1084.1
% 28 22 <28 <05
4.7  Aboriginal Advancement Programs ~ $Sm  672.6 8313 9321 990.8 959.3
nec % 26 121 63 =32
48  General Administration Sm 12939 13752 13477 13262 13346
% 63 =20 -16 0.6
4.9 Recoveries and Repayments Sm -20.0 -192 247 -29.0 -32.1
% .38 0 285 1738 10.7
TOTAL Sm 353474 379432 396553 398766 40945.0
% 13 45 0.6 2.7

{a) Affected by data discontinuity from 1992.93 - sec below.

The above budget and forward estimates make no alfowance for Commonwealth sector wage and salary increases which oceur
within each year, Provision is included in 9C. Contingency Reserve.

Discontinuity in the Data

Reclassification of the functional treatment of family payments in this Budget has
significantly affected the outlays and growth rates for three of the subfunctions
below. In the 1991-92 Budget the Government decided that Additional Pension and
Benefit for children (APB) would, from 1 January 1993, be separately identified.
Asa g approxi Iy $400m in 1992-93 and $800m in the forward
years has been transferred from (mainly) sub-function ‘4.5 Assistance to the
Unemployed and Sick’ to a new category ‘Additional Family Payment’ in
subfunction ‘4.4 Assistance to Families with Children’. A significant transfer has
also been made from subfunction ‘4.3 Assistance to People with Disabilities® to
subfunction 4.4. These transfers contribute to the strong growth in nominal outlays
for subfunction 4.4 while reducing measured outlays growth for subfunctions 4.3
and 4.5.

Total Social Security and Welfare outlays are expected to increase by $2595.8m
or 7.3% (4.0% in real terms) in 1992-93. In subsequent years, however, real
outlays are expected to declinie, at an average rate of 1.1% a year to 1995-96.
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first announced in the 199293
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Effect on Outlays
1992.93 199394 1994-95 1995-96
sm $m Sm Sm

Description of measure

"Assistance to the Aged

. 0.1 -1.6
Auditing of hostel subsidy assessments n 1
bsidies ¥ 2
Refinement of hostel sut st orgaisato 0 3 2 !

Hoste! replacement grants for non-prol 8 20 08 00
Hostel outcome stendards review panels .

02 03 05 0.6
taffing levels
Hostel outcome standards staffing \ oursing home beds 0.1 23 76 125

Hostel replacement of State Governmen o 2 1 28
ional action plan for dementia care » 0 0
::«:;Z;erose services initistives for rural and semote communities 32 3; e
Adjustment ia HACC real growth 10 8% .6.7 7:7 1ol w1
‘Expanded respite cart for carers 3:0 2.0 28 40
Carers information package b o0

eq pensioners” home equity conversion loans from financial

institutions
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[ Description of measure

System

Ass}; to Veterans and o
Introduction of Military C Scheme (v) 01
A i P of certain conditions for POWs (Europe, Korea 03
and Vietnam)
Extend Joint Venture Scheme 01
Capital for hostel construction 01
Automatic grant of Special Pension to spouses of POWs 15
Ass 1o People with
Disabilities Reform Package Evaluation 03
Increase period of temporary cessation of care during which Carer 0.0
Pension is still payable
Allow Carer Pensioners to travel overseas during periods of respite 00
E ge part-time emp} for Carer P 0.0
Extend lump sum bereavement payment to carer pensioners 00
Extend Education Entry Payment to Disability Support Pensioners 0.0
Subsidies for continence items 33
Increase Employment Entry Payment to $300 for Disability Support 0.0
Pensioners
$10pf increase in Mobility Allowance 0.9
Widen eligibility for Mobility Allowance 26
Index Mobility Aflowance 02
Vocational outcomes for clients of CRS .01
Disabilities program and Research and Development 02
Supplementation of Disability Service Providers 10.4
Assistance to Families wlth Children
$6pt increase in assistance for low income families (ii) 240.4
Increased resources for Child Support Agency- Sole Parent Pension 6.4
offsets (v)
Increased resources for Child Support Agency (v) 16.4
Lump sum advance of Family Allowance 0.6
Modify Child Support formula in cases of substantial access 0.0
Eatlier disbursement of Child Support payments 0.8
Extend private maintenance arrangements under CSS 23
Relaxed maintenance income test for disabled children 0.1
Issue duplicate PHB Card for children during access visit 03
Index FAS threshold on CPI rather than AWE 84
Expansion of Family Skills Training Program 03
Child support review officer arrangements 26
Expand JET for Aboriginal and Torres Strait Islander clients 0.
Link DSS/DEET computer systems 02
Expand JET for Non-English Speaking Background (NESB) clients 00
Extend JET to sole parents recetving Special Benefit 0.1
Improved effectiveness of JET in areas of high welfare dependency 01
Enhanced Child Care for JET clients 05
Additional JET advisers, clerical suppart staft and program places in 03
regions of greatest need
Increase fee relief ceiling for child care 39
Reverse 1991.92 Budget decisions on Child Care Unified Fee Relief 8.7

Effect on Outlays

1992-93 199394 1994-95 1995.96
$m $m $m $m

-4.2 2T 114
04 04 04

03 03 03
0.6 12 1.5
31 35 3.9

08 05 02
0.3 03 03

01 0.1 01
00 0.3 <03
04 04 04
02 02 02
7.0 72 73
03 0.5 06

5.2 5.6 60
57 54 52
0.6 15 23
0.1 0.1 01
-0.3 -0.3 -03
127 154 189

2554 2603 2703
90 12 152

113 10.8 104
11 12 1.2
17 18 18
02 02 03

9.8 -8.6 <75
02 0.2 02
0.1 0.1 0.1

-8.2 6.0 178
0.7 08 08
1.6 26 35
0.1 00 0.0

00 0.0 0.0

00 02 0.0

0.0 0.0 0.0

0.2 0.0 0.0

05 0.5 05

0.8 08 08

16.9 17.9 18.8
9.8 119 11.9

3.84

Effect on Outlays
.93 1993.94 1994.95 1995-96
Description of measure 19!;2:n o pas P
i - 4. -47
Delay indexation of Child Care Fee Relief ] 25 ‘;; : : o
Income assessment for Child Care Fee RCllEf' 01 .5,0 '5,0 o
Compliance measures for Child Care Fee Relief ; 23 5. 0,9 ‘1,3
Extend Child Care Fee Relief to employer sponsored Family DayCare .02 0.7 .3 ,0 -3,0
Not proceeding with further Family Resources Centres ) 30 3.0 .2,6 2,3
Hardship provision for assets test for Child Care Fee Re.hef 57 21 '6 35'4
Include fringe benefits in assessment of income for family payments 00 112 -36. -38.
d Child Care Fee Relief .
ln::‘:cnse ‘minimum AUSTUDY payment to $1000 - Family 38 78 8.6 93
Allowances flow-on o 00
International Year of the Family Initiatives 17 02 0.0
Assistance to the Unemp!loyed and Sick r oo o oo
ur market programs (i) . 67 X . .
gg‘::'; ;: o in .~p t-second fon and training (i) 476 <491 505 00
Offsets to labour market and training programs (ii) .50; zgg gg gg
ELDP modifications (iit)
Modify employment history zequitement for 15 year old JSA/SA 03 1.0 1.0 11
imants (iii .
Rziaul: lx;vi:g ;):way from home period for independent rate of income 04 07 08 0.8
for under 18 year olds from 26 to 18 weeks (iii) . s <6
Strengthen activity test for Newstart Alfowance by more co-operation 37 .52 5. .
between DEET and DSS B .
Inc::nlivcs and assistance for 50-54 year old JSA/NSA recipients . 0.1 0.4 .o,; (; 2
More intensive reviews of selected JSA clients where there is 2 high .43 84 7. -
isk of incorrect payment ) )
Zgl:vcek xailing perjod for migrants for JSA and Sickness Allowance 67 298 250 20.1
but access to Special Benefit for those in hardship s a4
Labour market offsets resulting from Employment and. Youth 4231 -1811  -130. X
initiatives (iv)
Other Welfare Programs . . )
Special Benefit reform package including intensive reviews and 14 3.7 3.4 3.5
dministrative enhancements ‘
Joab aceme and empl training for b youth 53 55 g(()) (‘))g
SAAP Growth Funds ) 35 Zg 2»9 1:4
Emergency Relief - supplementary funding (¥) 5.6 0,0 o,o L
Emergency Assistance for Asylum Seekers :Z 8‘8 5,3 2,2
Asylum Seeker Assistance Scheme ‘ ! , . .
Imzlcmemation of user charging in Adult Migrant English Program 05 03 g:; g 38
i i dati 07 07 ; :
New for migrant 1 oK ! ‘
Telecommunications access for the hearing impaired - pilot study 03 0.0 0.0 0.0
Aboriginal Advancement Programs nec .
Comm?mi(y violence - alcohol related, intervention program (v) 16 15 1,: (()) ?,
National Aboriginat Health Strategy (v) : 389 64.1 58,0 0.0
Royal Commission into Aboriginal Deaths in Custody - Immediate 1.1 0.0 . X
eeds (V) R .
R:ynl Cgrzlmission into Aboriginal Deaths in Custody - National 245 268 211 280
nse (V) ) .
R:;flo Ccm(n-n)ission into Aboriginal Deaths in Custody - Underlying 276 397 417 540
Y iliath 40 49 51 S
Council for Ab ,
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s e Effe

Description of measure 1992.93 199;";“:;‘;‘2;’; 19596 *  Major measures include:
Aw,,.d Wags Suppl —— — Sams Sm__ $m $m — Pension rates. An increase in January 1993 of $6 a fortnight for single
Aboriginal Language Initiatives Progtam - transfer to ATSIC 21 g': B1 142 pensionersand $5.00 a fortnight each for married pensioners, which includes
g‘x:"‘"“dm‘“‘s‘"“"“ - 23 24 a bring-forward of the March 1993 indexation, adding $124.2m to outlays
ansion of Com) ; i 5 i 8
P ansion of € ng;n;nity Agent Program through appointment of 3 03 03 o4 in 1992-93 and $189.6m in 1993.94,
Expmfon of Support Network for Aboriginal Parents (SNAP) 07 10 0 —— Rentassistance. Improved targeting of rent assistance to those with housing
Expansion of ATSI Interpreter Service 03 02 oj L0 affordability problems, particularly benefitting single age pensioners and
E;%;;?m of Aboriginal and Islander Liaison Officer network by 10 0:4 0’6 06 g: sole parents, at a cost of $22.9m in 1992-93 and $71.4m in 1993.94, decliniug
Establishment of Law Enforcement Access Network ) ’ ’ to $23.6m in 1995.96,

; ] 24 25 2 : i
E:*‘ﬂ'mgx :rf;, ﬂslycsl'?;;vzs; centre network to augment DSS's 271 125 gf g’g —— Fringe Benefits, Removatl of the special income and assets tests which apply
Streamline DSS appeals process ’ ! to eligibility for Commonwealth fringe benefits, including hearing aids and
Efficiency improvements in DVA activities 05 12 a3 a3 th.e teleph'one allowance, increasing outlays by $7.1m.in 1992:93 ($5.9m in
DSS training using distance learning techrology A0 10 a3 g this function) and $23.1m in 1993-94 ($11.2m in this function - see also
DSS ATS Trainees (ii) ';17 11 a1 a2 3. Health ‘3.5 Other Health Services’).

Increased resoutces for migrant liai i - 8 00 00 00 .
Measures that affect :;f::;::i:‘:”g%’:"”:’”""m"“ 05 11 14 17 ~— Investment income. A package ‘of measures to simplify the treatment of
Provision of income support o fanmin ‘;"'n.lf“ o investment income under the pension income and assets test and to improve
hardship (v) 8 families in financial 26 82 00 00 equity, with a cost to outlays of $7.1m in 1992-93, followed by savings of
Social security agreement with Austria (v) 38 4 $45.4m in 1993-94, increasing to $66.9m in 1994-95,
' Community education campaign on benefi i - 4 48 48
retizement (v) PAIBT on benefit of saving for 36 36 19 og —— Families. A number of measures to better target assistance to families:
Social Security A, i
Abolition of,fm g;:::::;:g 3 m:i(:) . 03 09 15 15 + from January 1994, the value of employer provided fringe benefits for
Reform of Rent Assistance 8 period (i 500 460 390 340 motor vehicles, low interest loans, employer provided housing, school
Rationalise Mobile Review T . 29 M4 49 36 fees and private health insurance (above a total of $1000) will be taken
eview Teams to allow more flexible management y i i i i
Traproved debt recovery procedures to locate deb o -101 498 533 550 into account in assessing entitiement for Family Allowance (FA),
Tecovery action eblors and initiate 215 207 160 166 Family Allowance Supplement (FAS), Job Search Allowance (JSA) for
Reversal of community education campai, 16 or 17 year olds, AUSTUDY and child care fee relief, This is
¢ i ign on benefit of saving fo M ) ] i A
E;:'";m'“' decision nelor 58 44 a9 g expected to save $32.6m in 1993-94, rising to $82.1m in 1995.96
sme;ﬁyeo;:pum :Imdmg with DILGEA departure records 66 95 107 a1z ($11.2m and $38,4m in this function);
anaged Investments Rules y - <10/ -11.
Ongoing assessment of capital gains & losses of Listed 20 20 21 22 ¢+ from January 1993 the level of income above which FAS payments are
Other Securities of Listed Shares and 18 633 855 886 made at part rather than full rates will be indexed to movements in
2:‘08"6 Pmerytd Sflpelannumion Benefits until pension age 159 the Consumer Price Index rather than Average Weekly Earnings.
mpu!crmarchm'g with State depariments of corrective services .5'0 ) 165 1m This will ensure that the threshold is based more explicitly on need,
Extend data matching to include records of overseas clients and D0 a3 as while maintaining the level of the income threshold in real terms. The
ormer clients 0008 09 09 mensure is expected to save $8.4m in 1992-93 and $17.8m in 1995-96;
Continue data matching of DS: i ’ y g . =703
E::‘HSSKACIBU:E ing of DSS and TFN records assuming repealof g5 965 1481 1811 and
] i i . . . o
x fﬁnc d/ ecelerated Claimant Matching (ACM) to all DSS regional 65 89 93 .96 H A(zgsaAd)d.itziz;;; 3:1‘9:!1 will be pmvxged to tl‘xle l(':h):d Su_ppondAgency
Pension increase of $6pf including & bring- N ’ in 93 to improve compliance and client service and ensure
January 93 8 8bring-forward of indexationto 1545 19 2061 2147 adequate staffing for new review officer arrangements. This will
lncrefase in Socia Security Remote Area Allowance result in savings in sole parent pensions of around $6.4m in 1992.93,
Abolition of fringe benefits income and assets tests 28 46 45 45 o 3o . (TR TRRITu
© Mosmem N SO N2 115 137 ~— Costs of Disability, A package of assistance for people with disabilities to help
(0) Meturs vanounced in Ous e 1994 Economie Sttement. them meet some of the additional costs which they incur. This inciudes a $10
g‘v')) ,’:‘(::s’““:‘ i‘“’;":ﬂw‘ in the July 1992 Youth Package. a fortnight increase in the rate of Mobility Allowance as well as indexation
¢ incl . N N . e . .
() Measure .m“.:,io‘if,f‘;b' 3‘37‘?2‘!;‘“1 ‘f;zc.éw,;ﬁ:;‘:f‘xt and the Employment Statement. of that payment and widening of its availability. Funds will also be provided
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fo assist the purchase of continence items, This package of measures is
estimated to cost $7.5m in 1992-93, rising to $21.6m in 1995-96,

— Carers Package. A package of assi to carers of the frail aged and
disabled will increase outlays by $14.4m in 1992-93 ($9.7m in this function),
rising to $30.2m ($15.1m in this function) in 1995.96 (see also 3. Health
‘3.4 Nursing Home Subsidies and Domiciliary Care Services?),

~— Home and Community Care (HACC). Future growth in HACC outlays is to
be set at 8% in real terms, This will result in savings of $6.9m in 1992.93
($4.9m in this function) and $40.2m in 1995.96 ($28.7m in this function): see
81503, Health ‘3.4 Nursing Home Subsidies and Domiciliary Care Services?,

~— Child Care. An increase in the fee. relief ceiling for child care of $4 a week
(in addition te the indexation adjustment) from 1 April 1993, at an estimated
cost of $3.9m in 1992.93, rising to $18.8m in 1995.96.

~— Compliance measures, Expanded lication of data matchi g and the
Proposed continuation of this fraud detection tect ique beyond J. y
1893 are major elements in a package of compliance measures, A further
measure expected to produce significant ongoing savings is a reorganisation
of the Department of Social Security’s (DSS) Mobile Review Team resources

which will facilitate more flexible and responsive management of Mobile
Review Team activity,

A number of significant measures were announced in the November 1991
Economic Statement and One Nation. Significant measures, other than these,
announced during 1991.92 include:

— Farmers Access to Income Support Payments. From 1 December 1991,
eligibility requirements for JSA were altered toassist viable farmers through
periods of temporary financial difficulties,

=~ Royal Commission intp Aboriginal Deaths in Custody. National response
programs were put into place to address issues relating to justice and the
underlying causes of Aboriginal disadvantage,

—~ Teleservice Centre Network, Authority was given for the DSS 1o establish 11
teleservice centres throughout Australia which are expected to reduce
demand on the present DSS service delivery network.

-— Emergency Relief, Responding to increasing demand for emergency relief,
the Government agreed to provide increases in outlays of $5.6m in 1992-93
and $4.9m in 1993.94,

— Labour Market and Training Measures. Daring 1991-92, and in the 1992.93
Budget, the Government has announced new and extended labour market
and training measures which have the effect of reducing the call on JSA and
NSA. These effects amount to $283.1m in 1992-93, including $123.1m on
account of employment and youth inifiaives in the 1992-93 Budget (see
2. Education and 7C, Labour and Employment),
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PURPOSE -
i i i i ic hardship by providing
lian social security system assists people in economic
;I::r:: it\:;;g?t to those whoyare unemployed or are not able tiﬁully sugpor_zd:;:niaj:‘l,\g:
invalidity, sole parenthood or similar i_as:lors. wer and middle incor
?:r‘:\?riz: glfszgrtclc:‘ive lsup)[,;on inﬁcmgnition of the additional costs they incur in bringing
up children.

Veterans and their dependants can qualify for both incom'c support and health services
under the repatriation system as compensation for war service,

Assistance under this function is intended to encourage self-help and financial
independence and is targeted towards those most in nced.

NATURE OF SOCIAL SECURITY AND WELFARE OUTLAYS

Most social security assistance is provided in1 the form. of t;enefi;sn tga:ed:::gél ;;
o P ! igibility criteria. Paym
cipients and/or families who satisfy ghgxbl ity crif Payn 3

;;dg(ed to movements in the Consumer Price Index (CPI) to maintain their real value.

i i i i Ifare services for people with
i ction also includes funding for a wu_ie range of we 4
;hé:iflu;ceds The services are provided directly or thr?udgh Statf., Te:nt:)hr: :;gdl?rﬂ
' iti i d include services to
rnment authorities and voluntary agencies an e :
;gi?s\;%led, a variety of child care services and advancement programs for Aboriginals.

Not included under this function is welfare assistance probvided i;di}x;ect}]y%h;c:gﬁrftf}g
i ncessional income tax rebates which provi
st i CEe d sole parent rebates which assist low
sioners and beneficiaries, dependent spouse and sol pa ] 0
E’: r;niddle income families ;nd deductions allowed for gifts to certain welfare bodies
which extend indirect assistance to the organisations concerned).

TRENDS IN SOCIAL SECURITY AND WELFARE OUTLAYS S

i i i he ten years to -92 by an

on Social Security and Welfare increased over ¢
Svﬁ:éts: 4.3% a year in real terms. It is apparem.from C}Tans 2 and 3 that between
1984-85 and 1989-90 growth in outlays was low, with nc]ga;x;;ogrow;hlrgegc:gsrdrz% ‘;xélt;;;ll(;
se years. However, large increases il:l both the early S an,

?rfl;:gteo)é domestic ecor;omic recessions in those Pcnods. Qutlays are expected to
continue to grow in 1992-93, by $2.6b (7.3%) in nominal terms.
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Chart 2, Social Security and Welfare
(1984-85 prices)
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The major factors contributing to growth in outlays over the past decade have been:

. ttze indexation of pensions and benefits,
given eligibility conditions and numbe,
component of nominal growth);

changes in client numbers in demand d

) riven programs (influenced by i
growth, demographic changes and changes in economic conditions); an{i population

changes in outlays resulting from Gove icy initiati
y utlays ernment policy initiatives,
which alter eligibility criteria and rates of paymeng Y ’

ensuring that real outlays will be constant for
r of recipients (this accounts for the largest

including those

Chart 3. Social Security and Welfare
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Changes in the rate at which pensions and benefits are paid (other than those arising
from indexation) have also affected the level of real outlays.

Rapid real growth in the early 1980s reflects sharp increases in the number of
unemployment beneficiaries, particularly in 1982-83. Other factors contributing to this
growth included increased outlays on assistance to families (due to higher child
allowances and increasing numbers of sole parents) and to veterans (as more veterans
reached the qualifying age for service pensions).

Between 1984-85 and 1989-90, the rate of growth in real outlays for the function slowed
substantially, averaging only 0.5% a year over the five years. Large decreases occurred
in unemployment benefits (approximately 30% real reduction over the five years) as the
labour market strengthened, but were partially offset by increased payments elsewhere,
particularly for people with disabilities.

Government policies to imp geting of and to encourage increased
self-help by those receiving income support also contributed to lower real growth in
outlays over the ten years to 1991-92. In particular, such as the introduction of
the pensions assets test and the Family Allowance (FA) income test and the lowering of
the maximum child qualifying age for Sole Parent Pension (SPP) to 15 years,
significantly improved the targeting of payments. Measures to reduce fraud and abuse
also contributed to lower growth in outlays, as did the non-indexation of FA during most
of the period. However, higher outlays on Invalid Pension contributed 2.2 percentage
points to growth in total functional outlays during the period.

For some benefits, increases in the rates of payment above indexation have occurred.
The basic rate of pensions and benefits was increased by more than the inflation rate in
November 1984 and April 1990. Above-indexation increases in the rate of single adult
Unemployment and Sickness Benefit were also made. These pension rises, combined
with indexation of pensions and benefits, increased pension levels relative to average
weekly eamings from just under 23% in 1983 to over 25% by June 1990. Child
payments to low income families and rent assi were also sut jally i d
during this period.

Unemployment Benefit (UB) numbers declined sharply from 1986-87 reflecting the
strengthening labour market, tighter targeting and improved administration, and
culminated in declining real outlays for the function in 1988-89. Significant real growth
in assistance to low income families was accommaodated within this declining total. The
major program of assistance for such families, Family Allowance Supplement (FAS),
was expanded both ti h sut ial real j in rates of payment (which also
flowed on to additional pension and benefit for children) and real increases in income
test limits. However, the conttibution to the function total from real growth in FAS over
the period as a whole was offset by a real decline in outlays on FA.

In 1989-90 function outlays rose by 3.4% in real terms (see Chart 3) as a result of
significant increases in pension rates, rent assistance and child payments. In 1990-91
and 1991-92 real outlays grew by 11.5% and 13.8% respectively. During these two
years, payments to the unemployed and sick, as a proportion of total social welfare
outlays, increased from 14% in 1989-90 to 20% in 1991-92. Other factors contributing
to growth in function outlays were increased payments to the aged and disabled, a $1b
increase in payments to families with children and a $5 a fortnight pharmaceutical
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allowance introduced in 1990-91 in the context of reform of the Pharmaceutical Benefits
arrangements and the Disability Support Pension reforms in 1991-92.

MAJOR POLICY CHANGES

Over recent years priorities.within the Social Security and Welfare function have moved
away from.umversal provision of benefits towards means-tested benefits targeted to
those most in need.

At the same tinfe, measures have been introduced to increase the adequacy of payments
and to enhance incentives for self-help, Policy changes have sought to;

*  expand the capacity of people to meet their own needs through strategies to maximise

private income, such as improved arrangements for the collection of child maintenance
payments from non-custodial parents;

fiirect Tew spending initiatives towards areas of greatest need, for example the
introduction of FAS, together with increased rent assistance for families with children;

encoutage sole parents and the unemployed to enter or re-enter the labour market,
Pamcular.ly through t.h.e provision of additional targeted child care places and the
introduction of specific programs for the long-term unemployed (eg. Newstart
Allowance (NSA)) and sole parents (eg Jobs, Education and Training (JET));

*  introduce a more active approach to the of invalid pensions, including

rehabi!itation programs and labour market measures to improve the work force
potential of people with disabilities; and

*  reduce fraud and overpayments, by introducing and expanding Mobile Review Teams
(MRTSs) and greater use of computer matching and accelerated claimant matching,

1991-92 OUTCOME

In 1991-92, outlays were $938.9m (2 7%) higher than bud i i
outl ; : . get estimate. Approximatel;
$370m of this difference is attributable to decisions in February 1992, relating to famili;
payments. A further.8340m of th; difference resulted from higher than expected client
umbers in sub-functions ‘4.1 Assist to the Aged’ and ‘4.3 Assistance to People with
Disabilities’,

SUBFUNCTION DETAIL
4.1 ASSISTANCE TO THE AGED

1991-92  1992-93  1993.94  1994.95  1995.96

Acwal  Budget Estimate Estimate  Estimate
Age Pensions and Allowances Sm 99244 105688 116027 11829.1 125602
% 65 98 20 62
Aged Persons' Hostels Sm 4327 508.3 498.3 502.0 5389
% 17.5 <20 07 74
Home and Community Care Sm 2180 2552 288.7 3299 3845
% 171 13.1 14.3 16.6
TOTAL Sm 105751 113323 123898 126610 134836
%. 1.2 9.3 22 6.5
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Qutlays provide access to adequate levels of income for aged people and their
dependants, while means testing arrangements ensure that pension payments are targeted
to those with limited resources. Included are outlays on residential care for those aged
people who are unable to live at home but who do not require nursing home care. Also
included are outlays on cost effective community care alternatives for those frail aged
and younger disabled for whom long-term residential accommodation would be
inappropriate.

Age Pension and Allowances

Age Pensions are payable to women aged 60 years and over and to men aged 65 years
and over, subject to residency requirements and income and assets tests, At 30 June
1992 there were 1 482 672 persons receiving the age pension (including wives and
carers). The single rate of pension is currently $306.10 a fortnight and the combined
martied rate is $510.60 a fortnight or $255.30 each.

Under the income test, the rate of pension is reduced by $1 a week for every $2 of
non-pension income above the prescribed threshold (currently $86 a fortnight for a
single pensioner and $152 (combined) a fortnight for couples). The assets tests limits for
full pension entitlement (as at July 1992) range from $112 500 for a single homeowner
to a maximum of $240 500 for a married non-homeowner.

To provide for movements in the cost of living, rates of pension are adjusted twice yearly
in line with movements in the CPI. The income test threshold is also indexed annually
in July by the CPL,

Pensioners (as well as beneficiaries and FAS recipients) may also qualify for rent
assistance if they are renting privately. Current maximum rates of rent assistance range
from $62.90 a fortnight without children to $83.90 a fortnight for those with three or
more children.

Aged Persons’ Hostels

The Commonwealth pays the following recurrent subsidies to eligible organisation
providing hostel type accommodation for aged or disabled people:

*  hostel care subsidy for services such as meals, laundry, cleaning and sociai activities
(this subsidy is restricted to residents classified as financially disadvantaged);

¢ personal care subsidy to provide a higher level of care for more dependent residents
including services such as assi in bathing, toileting, eating and medication (this
is a three tier subsidy arrangement based on the degree of dependency); and

*  respite care subsidy to encourage provision of respite care beds for aged and disabled
persons who temporarily cannot care for themselves or whose carers need short-term
relief. These subsidies are paid at one of two levels based on type of care required:

—- 137.5% of the hostel care rate of subsidy for respite residents who require hostel
level care; or

—— 137.5% of the lowest rate of the personal care subsidy.

Grants are also made to religious, charitable and other approved organisations and local
government bodies to defray costs of construction, extension, purchase or upgrade of
hostel accommodation facilities for aged or disabled people.
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Home and Community Care

The C: Ith, in conjunction with the States and Territories, provides a range of
services for frail aged and younger disabled people at risk of institutionalisation to
enable them to continue to live in their own homes, Funding is shared with the States
and Territories based on respective levels of outlays in the previous year.

Home Nursing Services provided under Home and Community Care (HACC) are
included under 3. Health ‘3.4 Nursi g Home Subsidies and Domiciliary Care Services’,

Trends

Outlays on Assistance to the Aged increased from $4 968.8m in 1982-83 to $10 575.1m
in 1991-92, an average annual increase of 2.5% a year in real terms.

This growth is dominated by movements in Age Pension outlays. While the number of
people aged 65 years or more grew at over twice the rate for the population as a whole,
outlays on age pension increased by an average of only 0.2% a year (real) over the six
years to 1988-89. This reflected greater targeting of payments to those with low levels
of income or assets as a result of the reintroduction in 1983 of the income test for those
aged over 70, the introduction in 1985 of the assefs test and changes in treatment of
managed investment income under the income test,

Since 1988-89, however, the growth rate of outlays has increased 10 6.2% a year in real
terms. This stronger growth reflects:

*  areductionin the proportion of the aged population that is eligible for a service pension
rather than an age pension (outlays on service pensions are classified under
‘4.2 Assistance 10 Veterans and Dependants bA

*  lower interest rates and higher levels of unemployment, resulting in reduced levels of
private incomes for many aged persons;

an above indexation increase in pensions of $4 a fortnight ($6.60 for marrieds) in
1989-90, together with a reduction in the indexation time-lag,

Reflecting these develop the number of people in receipt of the Age Pension has
increased by 120,000 (8.8%) since 1988-89. 33.3% of age pensioners now receive a
part-rate pension, compared with 27.0% in 1988-89.

3.94

Chart 4. Age Pension
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lays on care of the aged which is included in this function grew modestly
Z\i::: ‘l,ha;t :efrf; lp:);t of the 1980s. %-Iowever, the Government’s aged care strategy ha;
since contributed to significant increases in outlays on a more appropriate range .o]
services to the growing aged population, together with a shift in emphasis in rgsxfienhad
care away from nursing homes to hostels. Outlays on both hostel recurrent Sl.le\dleS an
capital grants have risen rapidly due to growth iq l_xostel bed num_bers a.nd increases u;
subsidy Ievels following the 1986-87 Budget decision to automatically md:.:x all hostef
recurrent subsidies. The personal care subsidy, which .has been the most significant of
the three hostel subsidies, was also aug d following the decision to p.rovxlde five
annual real increases (over and above indexation) of $1.50 a day_ commencing in May
1988. Revision to the hostel personal care subsidy arrangements in the 1991-92 Budget
further added to outlays.

on HACC services for aged and younger disabled people grew modestly in the
Sﬂ\;&a}]’;&)s. In 1985 the Home ind Community Care Act 1985 subsum.ed a number of
previously related services and outlays have subsequently grown rapidly, more than
doubling in real terms in the seven years to 199.1-92. This reflected both higher base
funding and arrangements with the States for significant growth in program funding.

i d in 1992-93
The Commonwealth expects to spend $11 332.5m on assistance to the age N
an increase of $757.4m (7.2% real) on 1991-92, Further growth in outlays over l.he
forward years reflects continued growth in the numbers of age pensioners together with
the effect of the decision to increase pension rates in real terms in 1992-93.
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Measures
Major measures include:

the Government has improved the adequacy of the age i idi

S0ver X pension by provid
for{nngl}t increase in the standard rate of pension ($5 each for marrie}:i‘;). mél;ﬁ;ii:
which is payable to all pensioners, allowees with dependants and older Iong~tcrm,
allo»\./ccs from 28 Jaquary 1993, comprises a $2 a fortnight increase in the real rate of
pc;:lo:{ togerher wxél; 4a ?n’ng {;orward of the anticipated March 1993 pension
Indexation increase of $4 a fortnight. The cost to outlays i .2m i -93, risil
o STt b T s gl ays is $124.2m in 1992-93, rising

the Government has made further improvements (o rent assistance arrangements for
age and oths_r pensioners and allowees. From 20 March 1993 (indexation date)
increased assistance will be targeted to those paying a high proportion of their income
inrent while a greater individual contribution will be required from new clients paying
less thﬂl‘} _20% of their income in rent. This will significantly improve housing
affordability for a large number of social security clients and veterans. The features
of the new system are: )

— @ new structure of minimum rent thresholds above which assi i
pmvxg:led, 'l:hese thresholds are based on approximately 20% of m::‘:::nrlsl(l)lcﬁ
security entitl the current threshold of $50 a fortnight is increased to $60
a fortn!ght for singles without children, to $80 for singles with children, to $100
a fortnight for couples without children and $120 for couples with chiléren;

— twice-yearly indexation of these rent thresholds;

= an increase in the rate of assistance from 50 cents to 75 cent:
: s per dollar of rent
paid above the rent threshold; ?

— an in’creasc o{ $4 a fortnight in the maximum rate of assistance of $62.90 a
fonm_ghl for singles without children; the maximum rate for other categories
remains unchanged, although all maximum rates are indexed twice yearly;

_— protecti_on of those DSS clients who receive more assistance under the current
rentassistance system than the new arrangements through the freezing of the rent
assistance component of the entitlement of these clients.

The cost to outlays is $22.9m. in 1992-93 and $7 i - ini
$25.6min 1995.50 and $71.4m in 1993-94, declining to

rates of Remote Area Allowance will be increased b i
tes of Re > Allowa Y 25% from 1 January 1993,
will coincide with a similar increase in the level of income tax zone rebzi;es; s

the Department of Social Security is to seck co-operative arrangements in the financial
sector for }hc purpose of marketing a small Home Equity Conversion loan product to
aged pensioners. The new type of loan is aimed at meeting the needs of pensioners
wh? wish to remain in their own homes but have insufficient income for home
maintenance or home improvements and who are reluctant to take out the larger Home
Equity Conv'crsion loans currently available in financial markets, both because of the
hxg.h transaction costs involved and pensioners’ desire to retain a substantial equity in
their home. A maximum of $2.5m will be made available to financial institutions in
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1992-93 and no more than $10m in any subsequent year, The arrangement will be
reviewed in the context of the 1996-97 Budget;

from 1 April 1993 all pensioners will be eligible for those Commonwealth fringe
benefits associated with the Pensioner Health Benefits card. This decision removes
the special income and assets tests for these concessions (which has hitherto precluded
access other than to pharmaceutical concessions by some 400 000 age and service
pensioners) and is aimed at reinforcing incentives to save and earn income in
retirement. Fringe benefits will also be ded to Newstart recipients aged 60 years
and over and Sickness Allowance and Special Benefit recipients in the same age group
who have been in receipt of income support for 12 months or longer. A new Pensioner
Concession card will replace the existing Pensioner Health Benefits and
Pharmaceutical Benefits Concession cards. The measure will cost $7.1m in 1992-93
and $23.1m in 1993-94 (see also 3. Health *3.5 Other Health Services®);

the Government has reviewed the income and assets test treatment of different types
of i held by p A number of measures have been put in place to

simplify arrangements and improve equity:

- thecategorisation of managed investments into ‘accruing return investments’ and
‘market linked investments’ has been abolished, involving additional outlays of
$2.0m in 1992-93;

— from 1 September 1993 the t of income for income testing purposes
will be expanded to include accruing capital gains and losses made during the
previous twelve months on listed shares and other securities (hitherto only
dividends have been assessed), with outlays of $1.0m in 1992-93 followed by
savings of $63.3m in 1993-94 rising to $85.5m in 1994-95 and $88.6m in
1995-96;

—- the income and assets test exemption which currently applies to compulsorily
preserved superannuation benefits has been extended to all benefits preserved in
superannuation or roll-over funds prior to pension age, involving additional
outlays of $4.1m in 1992-93, increasing to $17.1m in 1995-96;

the Personal Care and Hostel Care Subsidies paid to Financially Disadvantaged
Persons (FDPs) in hostels will each be increased by $0.55 a day from 6 January 1993
to increase the equity of financial support for residents, In parallel, the Personal Care
Subsidy paid to non-FDPs will be decreased by $2.65 a day. This is expected to result
in net savings of $3.0m in 1992-93, rising to $11.2m in 1995-96. In addition, increased
auditing of personal care assessments is expected to provide savings of $6.5m by
1995-96;

the Budget also provides funding of $2.3m in 1993-94, rising to $12.5m in 1995-96,
aimed at increased numbers of hostel beds. This is a necessary response to closure of
some beds in State government nursing homes under arrangements for higher levels.
of nursing home benefits for their residents (see 3. Health ‘3.4 Nursing Home
Subsidies and Domiciliary Care Services’);

grants of $18m will be provided over the three years to 1994-95 for the replacement

of nursing homes and hostels owned by non-profit organisations. The grants are partly
recotrded under this function and partly under the Health function (see 3. Health
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‘3.4 Nursing Home Subsidies and Domicili

‘ ] omicilia i

in uuf]ays are $7m in 1992-93 ($1.8m in thisrf{rf:‘:ir:n‘?emccs
function) and $3m in 1994-95 (80.8m in this function);’

the Government has provided a package of additional assis

funetion), rising to $30.2m in 1995-96 ($ i
ction), : . - 15.1m in thi i
additional respite care services costing $6.7m in 19l;2funm
enhancements to the Carer Pension (see ‘4.3 Assistan
:aand enhqncements to the Domiciliary Nursing
.4 Nursing Home Subsidies and Domiciliary Care Services’);
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¢ real growth rate being set at 8.0% in 1992. i
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and Territories. PP ervee

4.2 ASSISTANCE TO VETERANS AND DEPENDANTS

199192 199203 1993.04

B 1994
e - Actval _ Budget  Estimate =
isability Pensions and Allowanices Sm 14038 14394

1995.95
Estimate _ Estimate

% PN
. ; 2.5 31 ,
tvice Pensions Smo 23776 23301 24071 245;: M?fg
oter % 0.5 0.8 19 0. ‘7
$m 95 00 109 .

Disability Pensions and Allowances

sta}bilily pensions and' allowances are paid to e

sewvice-related incapacities at rates which vary with :(
allowances. and adjustments are provided which sy
temporary incapacity, loss of earnings and extreme disablement,

-Service men and women for
he level of incapacity, Various
pplement disability pensions for
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"). Expected increases
$8m in 1993.94 (32m in this

aged and disabled, involving additional outlays of $14.4m :ﬁnlc;;;-;g“(a;;%g‘ﬁftﬁsl
9:3), ‘The package includes
-93, rising to $14m in 1995-96,
ce to People with Disabilities”

Care Benefit (sec 3. Healf

nued strong growth in outlays on HACC, with
38 s insavings
on) rising to $40.2m in 1995-96 ($28,7m ?n
miciliary Care

-94 to 1996-97 for
dementia sufferers

9: 94, 1994-95 and 1995-96 for
lities to better coordinate hospital,

cal and pharmaceutical services for thé
s Initiatives Program agreed with the States

Disability pensions and aliowances are not subject to personal income tax or income or
assets tests,

War or Defence Widow(er)’s Pension is payable to the widow(er)s of veterans whose
death was service related (and in certain other Jimited circumstances). Orphan’s Pension
is payable in respect of veterans’ children,

Service Pensions

These are payable to veterans who have qualifying service and are of qualifying age or
who are permanently incapacitated for work. Service pensions are also available to
certain Commonwealth and allied veterans and mariners who satisfy resideacy
requirements.

Service pensions carry the same rates and range of additional payments as the Age

Pension and are subject to the same indexation arrang and i and assets
tests, except that any Disability Pension and related allowances received are not

regarded as income for the purposes of the Service Pension income test,

Other
This item includes grants to veterans’ associations and to community groups providing
non-institutional care for veterans, It also includes grants to veterans’ organisations to
assist in the development of sponsoring submissions for hostel accommodation for frail
aged veterans, and provides associated capital assistance.

Trends

Outlays on Assistance to | and Dependants grew rapidly during the 1980s before
peaking in real terms at $3128.4m in 1987-88. After a brief decline outlays retumed in
1991-92 to within 1% of the real 1987-88 level, Growth over the ten years to 1991-92
averaged 2.9% a year in real terms.

Qutlays on both service pensions and disability pensions, including war widow pensions,
have shown a similar pattern of growth, The number of service pensioners increased
rapidly to a peak of 405 000 in 1986-87 as veterans of World War I reached retiring age.
In 1990-51 and 1991-92 outlays increased due to payment of a slightly higher average
rate of pension, while the number of service pensioners continued to fail.

Outlays on Disability Pension grew by an average 2.6% a year in real terms over the ten
years to 1991-92, In contrast the number of disability, dependant and war widow(er)
pension recipients has fallen by an average 1.9% a year (from 413 130 at 30 June 1982
to 341 868 at 30 June 1992) due to the ageing of the client group and the termination in
1986 of pension grants to veterans’ dependants, This divergence in growth between
outlays and client numbers reflects receipt of high rates of pension by an increasing
proportion of disability pensioners, together with continued growth in the number of war
widow pensioners (who receive the equivalent of the single rate of social security
pension with the addition of a domestic allowance of $24 a fortnight).

Qutlays on veterans and their dependants are expected to decline by 1.8% a yeat in real
terms over the forward years,
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Measures
Significant decisions include:

improved support and accommodation assistance for veteran; rough the extension
Ppo; ce fi s thro gh
of the joint ventures scheme, and provision of capital assistance for hostel

accommedation for vet i
190500 erans. Estimated costs are $0.3m in 1992.93 rising to $1.8m

¢ extension to ex-Prisoners
of War (POWs)
e f | of the Europe i
b ses i::u c;g)eezleﬁts made available in 1989 to POWs of ti?e ;:;;axrf:sree a:n:in'd Vxefnam
oot ecific:llil process in respect of the acceptance for com, er'lsa fon prap g
p isabilites (costing $0.3m in 1992-93 and $0, fm mg;::fau;pose;
X r); an

R .
:he( ::t:n;:nc grz;m of a Special Pension, equivalent in value to the war
pensionpa X l}i:sz i?n efg;r:il:;x:OE\Zts‘ who received, or were eligible to :e
loss . Estimated costs are $1,5m in 1992.
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4.3 ASSISTANCE TO PEOPLE WITH DISABILITIES
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¢ the expansion of services for rehabilitation and training as well as increased benefits
for transition to work.

The new package of assistance for people with disabilities will tighten targeting and

restrain growth in Disability Support Pension (DSP) outlays by improving work force

potential and discouraging long-term dependence on income support,

Invalid Pensions and Allowances

The Invalid Pension has been renamed DSP and the notion of permanent incapacity for
work removed. New eligibility criteria require at least a 20% level of medical
impairment and an inability to work full-time in open employment in the foresecable
future. The labour market potential of those eligible for DSP is assessed with a view to
their undertaking suitable training, rehabilitation or job search (where appropriate) to
enhance their labour force potential,

DSP rates are the same as for Age Pension, with the exception that there is an age related
level of payment for those under 21 years of age. Disability support pensioners, apart
from the permanently blind (who receive a means test free pension) are also subject to
the same income and assets test as age pensioners.

Other Payments for People with Disabilities

As part of the Disability Reform Package, Sheltered Employment Allowance and new
grants of Rehabilitation Allowance have been absorbed within DSP. A Mobility
Allowance of $40 a fortnight, increasing to $50 a fortnight from March 1993, may also
be paid to people with disabilities who are gainfully employed or undertaking vocational
training and who cannot use public transport without substantial assistance,

Disability and Rehabilitation Services

‘This item includes disability services for people who have a disability that is permanent
or likely to be permanent, and which results in a substantially reduced capacity for
communication, learning or mobility and a need for ongoing support services,

Approved services include accommodation support, advocacy, employment and training
assistance, independent living training, information, recreation, respite care, and
supported employment. In 1991-92, some 2100 services received funding.

Under the Commonwealth-State Disability Agreement (CSDA), signed in July 1991, the
C Ith has administrative responsibility for employment services for people
with disabilities and the States and Territories have administrative responsibility for the
provision of accommodation and support services, This Agreement has been
implemented in Vic, Qld, Tas and the ACT with effect from 1 July 1992. Negotiations
relating to the implementation of the Agreement are yet to be finalised with NSW, SA,,
WA and the NT.

Implementation of the Agreement involves net additional costs for the States and
Territories. Additional funding is initially being paid through Specific Purpose
Payments to the ACT and those States which are currently operating under the

Agreement.

3.101



Total 1992-93 funding for disability services under this item is $380.9m, of which

$42.0m is classified to 3. Health ‘3.4 Nursing Home Subsidies and Domiciliary Care
Services’.

The Commonwealth Rehabilitation Service (CRS) provides treatment and training
programs, predominantly in the field of occupational rehabilitation, to people with
disabilities who are of working age and who are assessed as likely to be assisted by CRS
programs in making substantial progress towards a place in the workforce, or in
achieving new levels of personal independence or participation in family and social life,
The Service provides assistance without charge to clients who are not covered under
compensation arrangements, Clients eligible for compensation payments are charged for
costs incurred. Training allowance and living away from home allowance may be paid
to clients of the CRS who are undertaking vocational courses or on-the-job training.
CRS outlays in 1992-93 are estimated to be $97.7m.

Trends

Over the ten years to 1991-92 outlays on Assistance to People with Disabilities increased
by an average of 7.7% a year in real terms.

Outlays on Invalid Pension grew rapidly to November 1991, reflecting an increase in
numbers of recipients from 271 500 at 30 June 1982 to 454 600 at 7 November 1991
(including recipients of Wife’s and Carer’s Pension), This growth is partly related to
economic conditions, with periods of rapid growth coinciding with periods of high

unemployment, when people with disabilities face greater difficulty in finding and
retaining employment,

With the introduction of the DSP there has been a renewed emphasis on substantial
impairment as a condition of eligibility for the pension. However, numbers of recipients
have continued to grow, from 466 700 at 21 November 1991 (after absorption of
Sheltered Employment Allowance) to 487 400 in June 1992. Outlays on assistance to
people with disabilities are estimated at $4350.2m in 1992-93, rising to $5055.7m in
1995-96, an average real increase of 1.3% a year. This reflects the net effect of CP1
indexation of rates of payment and significantly higher outlays on rehabilitation and
other services for the disabled, together with some further growth in numbers of disabled

people reliant on income support and the transfer of child payments from DSP to
Additional Family Payment (AFP).

Measures

‘The Government has decided in the 1992-93 Budget to provide additional assistance in
meeting some of the costs faced by people with disabilities. Measures include a number
of enhancements to Mobility Allowance including an increase in the payment by $10 a
fortnight and indexation by the CPI, extension of eligibility to those in job search and
voluntary work and availability of up to six months entitlements as an upfront lump sum,
An Education Entry Payment of $200 will be extended to DSPs and the employment
entry payment will be i d to $300, A will be provided to help defray the
cost of bowel and bladder care items incurred by those DSPs and Mobility Allowees
who have a permanent incontinence condition as a result of a severe disability.

In addition, the Government has provided funds for disability services to assist with the

costs associated with the movement to award wages and the Superannuation Guarantee
Charge.
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CPI and is currently $64 167 for one child, with an additional $3210 for each further
child, Targeting of FA was further improved from January 1992 with the introduction of
an assets test with a threshold of $600 000 of net assets excluding the family home. The
payment is also available to families with very low incomes who fail the assets test.

Family Allowance Supplement

FAS increases support for children in low income families, It is an income and asset
tested, non-taxable allowance paid in addition to FA. The maximum rate of FAS
depends on the age of the eligible child - families currently receive $60.80 a fortnight
per child aged under 13 and $85.90 a fortnight per child aged 13 to 15. FAS recipients
who rent privately may also be eligible for rent assistance.

FAS is withdrawn at the rate of 50 cents for each dollar of income above $20 700
(income generally being the combined parental taxable income for the previous financial
year), a threshold which increases with the number of children in the family. Thresholds
are indexed each January, with the CPI being used for this purpose from January 1993.
The threshold for the FAS assets test (currently $359 250) is also indexed each January.

Basic Family Payment

In the 1991-92 Budget the Government announced a major package to assist low and
moderate income families with children. This included a new system of family
payments under which FA and FAS will be rationalised to improve take-up of FAS
through a single claim process. From 1 January 1993 FA will be renamed Basic Family
Payment (BFP). Tax file numbers will be used to identify families currently not taking

up their FAS entitlements, Current rates of payment and ircome and asset limits will
apply.

Additional Family Payment

From 1 January 1993 recipients of FAS and additional pension and benefit will receive a
single payment to be known as AFP. This will improve the visibility of family
payments, simplify and provide continuity of payment for the client, direct all child
payments to the primary carer (usually the mother) and improve take-up and workforce
incentives. Current rates of payment and income and asset limits will apply.

Sole Parent Pension and Allowances

SPP and allowances are paid to persons who have substantially sole care and control of a
child under 16 years of age. The SPP is payable at the same rate and is subject to the
same income and assets test as the Age Pension. Currently a sole parent with two
children under 13 living in rented accommodation may receive up to $576.50 a fortnight,
With the commencement of the Child Support Scheme in 1988, sole parents have been
required to take reasonable steps to obtain maintenance and so ensure that non-custodial

parents meet their responsibilities for child maintenance.
Other Child Payments

This item covers outlays on Child Disability Allowance (CDA) and Orphan Pension.
These payments are made fortnightly in conjunction with FA. CDA is currently $66.20
and Orphan Pension $33.20 a fortnight. Neither payment is income or assets tested.
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Child Care - Outlays by Care Type
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*  the introduction in January 1989 of an assets test on FAS and the revision of the 25%
income reduction rule;
¢ the introduction in March 1989 of the JET scheme for sole parents;

¢ the indexing of FA payments from January 1990; and

¢ the introduction in January 1992 of an assets test on FA,
The nominal growth rate in outlays of 15.2% in this subfunction in 1992-93 reflects the
istical reclassification of approximately $400m of additional pension and allowance
on account of child related benefits associated with programs outside the subfunction
{chiefly from ‘4.5 Assi e to the U, loyed and Sick’). These outlays have been
transferred to the new AFP, which is included in this subfunction, ing on
1 Januvary 1993, A further $580m has been transferred within the subfunction from Sole
Parent Pensions and Allowances into AFP. This reclassification accounts for the
negative growth in Sole Parent Pensions and Allowances in 1992-93,

In the forward years the real level of outlays on assistance to families is expected to
increase by 2% a year. This reflects the i in to families d in
the 1991.92 Budget and One Nation as well as the full year effect of the transfer of
additional pension and allowance on account of children to AFP. In the absence of this
transfer, outlays on SPP would have risen due to growth in client numbers and
indexation, partly offset by lower average rates as a result of the additional maintenance
income generated by the Child Support Scheme.

The Services for Families with Children Program (SFCP) has expanded strongly from its
inception in 1972-73. Outlays have grown significantly (a three-fold increase in real
terms) since 1983-84, following the Government’s decision to expand the number of
child care places and to provide more generous income tested fee relief, In 1990 the
Government announced a further 50 000 new child care places (10 000 centre-based
places, 10 000 family day care places and 30 000 outside school hours care places) to be
operational by 1995-96. New, more g fee relief arrang were din
1990 and, on 1 January 1991, fee relief was extended to eligible users of approved
employer-sponsored, non-profit non-SFCP and private child care services.

Measures

The 1992-93 Budget contains a number of further measures to assist families. As an
extension to the lump sum FA bonus announced in One Nation from 1 January 1993
families will have the option of taking half the first child rate of FA as a lump sum for up
to six months on request. The maximum advance at January 1993 rates would be
$136.50 each six. months, The balance would be paid in fortnightly instalments as at
present. This will assist families to meet moderately sized "lumpy"” expenses.

In order to better target assistance to families, from January 1994 the value of certain
employer provided fringe benefits will be included in the income test in assessing
entitlements to FA, FAS, JSA for 16 and 17 year olds, AUSTUDY and child care fee
relief. The fringe benefits included comprise employer provided motor vehicles, low
interest loans, housing, school fees and private health insurance. Only the value of
benefits exceeding $1000 will affect entitlement.

The Government has also decided to introduce a number of improvements to the Child
Support Scheme arising from a recently completed evaluation by the Child Support
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Evaluation Advisory Group, These include earlier distribution of maintenance payments
received by the CSA, provision for all Department of Social Security (DSS) clients
receiving maintenance to collect it privately and disregarding for income test urposes
special maintenance received for a disabled child, Non-custodial parents will be agsisted
through the funding of information forums on the operation of the Scheme, availability
of concessional pharmaceuticals for children of Ppensioners during sccess visjts and
modification of the chilq Support formula to take account of costs incurred by the
non-custodial parent where he or she has substantial access, The method of calculating
penalties on outstanding child Support liabilities will also be improved and simplified,
These measures wil] be introduced between January and July 1993,

The JET scheme for sole parent pensioners will also be expanded from October 1992
following completion of an evaluation of the program’s performance. Fiye additiona)
JET Advisers will be appointed o extend ful] Program servicing to areas of highest
unmet demand, A number of initiatives wil] improve take-up and outcomes for
Aboriginal and Torres Strait Islanders, sole parents from a non-English speaking
background and thoge in areas of high welfare dependency, Additional funding will be
provided for JET chilg care and to investigate the feasibility of linking the computer
systems of administering departments,

From January 1993 the CPI will replace Average Weekly Earnings (AWE) as the basis
for inflation adjustment of the income test threshold for FAS (AFP). This wil] improve
the fargeting of family payments to those most in need,

The Government has decided that on 1 Aprit 1993, in addition to the normal adjustment
for indexation, the child care fee relief ceiling (the maximum fee for the calculation of

fee relief) will pe raised by $4 a week, This measure will cost $3.9m in 1992-93 and
$16.9m in 1993-94,

After extensive community consultation the Government has decided not to implement
the 1991.92 Budget decision to introduce 3 two-tiered unified foe relief system, This
will mean additional outlays of $8,7m in 1992-93 and $9.8m in 1993.94,

From 1 July 1993 applicants for chiid care fee relief will be subject to an assets test
equivalent to that applying to FAS recipfents, This tegt differs from that announced. in
the 1991-92 Budget (but not implemcnted) in that jt incorporates hardship provisions
consistent with those that apply 1o FAS, The cost 1o the Budget of deferring the

implementation of the existing test to | Tuly 1993 and adding the hardship Pprovisions is
$5.7m in 1992-93 ang $2.1m in 1993.94,

Indexation for chilg care fee relief is 1o bp deferred to 1 April of each year, with the
existing income cutouts for fee reljef eligibility being maintaineq at the current levels
until 1 April 1994, saving $2.5m jn 1992-93 and $4.3m in 1993-94,
The Government will also:

establish units to detect non. iance with Commonwealth fee reliefarrangements.

-compl
Itis estimated thay savings of $2.3m wil} be achieved in 1992-93.and $5.0m i each
subsequent year;

*  replace from 1 July 1993 the twice yearly assessment of income for fee relief

entitlement with 2 once a year assessment, J is estimated that this initiative will save
$1.3min 1993-94, Tising to $5.1m in.1995-96,
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retuning to full-time employment, waiving of the JSA waiting period if a job falls
through within three months and assistance with commuting costs in certain cases.
Sickness Allowance (SA) payments are limited to 12 months, except where the recipient

demonstrates special circumstances justifying an extension for a further 12 months. SA
recipients are referred for appropriate treatment and for rehabilitation.

Payment Rates
Married recipi of " .

ploy and those with dependants generally
receive the same basic rates of payment as age pensi while recipi without
dependants receive lower rates (currently $234.20 a fortnight for those aged 18-20 and
$281.90 a fortnight for those 21 years and over). All (like pensions) are indexed
to movements in the CPL. Recipients may also qualify for rent assistance.

Allowances are income tested and also subject to an assets test: for single recipients
there is a free area of $60 a fortnight; between $60 and $140 a fortnight a 50%
withdrawal applies and in excess of $140 a fortnight a $ for $ taper applies. The same
assets limit applies to allowances as to pensions but no taper applies. That is, a person
exceeding the limit immediately loses the total entitlement.

Payments to young unemployed are aligned with AUSTUDY in order to minimise the
financial incentive for young people to leave the education system.

Recipients aged 16 and 17 years receive a maximum payment of $128.30 a fortnight,
subject to a personal and parental income test. Above parental income of $20 700 a year,
JSA is reduced to a minimum rate of $59.90 a fortnight. The maximum and minimum
rates of JSA are indexed in January each year in line with increases in the CPI. A higher
rate of JSA (currently $211.80 a fortnight) is paid to those deemed to be independent.

Young Homeless Allowance may be payable (at the same rates as the independent JSA

rate) to young people aged 16 or 17 years who are unable to live at home because of
difficult domestic circumstances,

Trends

Outlays on Assistance to the Unemployed and Sick rose by 5.8% a year in real terms in
the ten years to 1991-92, reaching $7181,1m. A previous peak of $3885.9m occurred in
1987-88, reflecting the effect of the recession in the early 1980s and continuing high
numbers of UB recipients. This was followed by declines in 1988-89 and 1989-90.
Increased compliance activity by DSS and a strengthening job market contributed to
these decreases. With the economy entering recession in 1990, unemployment and
sickness payments rose by a total of $3502m in the two years to 1991-92.

SA outlays comprise a relatively small component of this subfunction. Unlike outlays
on the unemployed, these payments have grown steadily from $270.8m in 1982-83 to
$650.6m in 1990-91. However, with the replacement of Sickness Benefit by SA in
November 1991, payments in 1991-92 declined to $444.9m, This fall is attributable to

transfers to DSP and tighter administration by DSS. Outlays on SA are expected to
decline again in 1992-93 to $389.1m.

Assistance to the Unemployed and Sick is projected to rise in 1992-93 to $7363.5m but
then to decline over the forward years to $5813.6m in 1995-96, as the economy recovers.
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46 OTHER WELFARE PROGRAMS
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children being entitled to SPP). The allowance is payable for up to 12 weeks after the
death of the spouse (but not concurrently with another pension or benefit) under normal
pension rates and conditions.

Accommodation Assistance
This item comprises a nnmber of programs tar