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NOTES

(@)

(b)

(©)

(d)

The following definitions are used in this Budget Paper:
- ‘real’ means adjusted for the effect of inflation;

- real growth in expenses is measured by the non-farm Gross
Domestic Product deflator;

- Budget year refers to 2001-02, while the forward years refer to
2002-03, 2003-04 and 2004-05; and

- one billion is equal to one thousand million.

Figures in tables and generally in the text have been rounded. Discrepancies in
tables between totals and sums of components are due to rounding:

estimates under $100,000 are rounded to the nearest thousand;

- estimates $100,000 and over are generally rounded to the nearest
tenth of a million;

- estimates midway between rounding points are rounded up; and

- the percentage changes in statistical tables are calculated using
unrounded data.

For the budget balance, a negative sign indicates a deficit while no sign indicates
a surplus.

The following notations are used:

NEC/nec not elsewhere classified

AEST Australian Eastern Standard Time
- nil

not zero, but rounded to zero

na not applicable (unless otherwise specified)
nfp not for publication
$m $ million

vii



(e)  References to the ‘States’ or ‘each State’ include the Territories, because from
1993-94 onwards, general purpose funding has been on the same basis for all
jurisdictions. The Australian Capital Territory and the Northern Territory are
referred to as ‘the Territories’. The following abbreviations are used for the
names of the States, where appropriate:

NSW New South Wales

VIC/Vic Victoria

QLD/QIld Queensland

WA Western Australia

SA South Australia

TAS/Tas Tasmania

ACT Australian Capital Territory
NT Northern Territory

Budget Strategy and Outlook 2001-02 is one of a series of Budget Papers, the purpose of
which is to provide information supplementary to that in the Budget Speech. A guide
to the series is printed on pages iii and iv of this Paper.

viii
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STATEMENT 1: FISCAL STRATEGY AND
BUDGET PRIORITIES

Part I: Overview

The 2001-02 Budget provides for a fifth consecutive underlying cash surplus
establishing the longest run of budget surpluses for almost thirty years. The Budget
also delivers additional funding for national priority initiatives, including measures to
assist older Australians and to build a more effective welfare system. The significant
tax reductions provided in the Budget will help promote an early return to strong
growth in the year ahead following a temporary slowdown in 2000-01.

FISCAL OUTLOOK

The budget projections, presented in Table 1, have been revised down from the
corresponding estimates published in the 2000-01 Mid-Year Economic and Fiscal
Outlook (MYEFO). This primarily reflects new policy measures and the impact of a
slowdown in economic growth in the second half of 2000. Nevertheless, an underlying
cash surplus of $1.5 billion is expected in 2001-02, and cash surpluses are projected for
each of the forward years (Chart 1).

Table 1: Budget aggregates

Actual Estimates Projections

1999-00  2000-01 2001-02  2002-03 2003-04 2004-05
Underlying cash balance ($b) 12.7 23 1.5 11 4.1 74
Per cent of GDP 2.0 0.3 0.2 0.1 0.5 0.9
Fiscal balance ($b) 13.5 54 -0.8 -1.5 2.7 6.9
Per cent of GDP 2.1 0.8 -0.1 -0.2 0.3 0.8

In accrual terms, the fiscal balance is expected to move into a small deficit over the next
two years, before returning to surplus. The divergence between the cash and accrual
budget measures is principally due to the impact of transitional arrangements
implemented for the introduction of the new Pay As You Go system of company tax
collections in 2000-01. In accrual terms, the revenue is shown against 2000-01 even
though it is not actually paid until subsequent years; in 2001-02 and following. As a
result the outcome for 2000-01 is abnormally high as compared to the actual cash
outcome and the fiscal outcome lower in subsequent years as a consequence.

The Government’s fiscal policy continues to be guided by the primary objective of
maintaining budget balance, on average, over the course of the economic cycle. This
objective allows fiscal policy to respond to variations in economic growth, while
ensuring that sound government finances are maintained over time.



The fiscal outlook reflects the Government’s decision to support economic growth
through an appropriate level of further tax reductions and targeted spending on
priority areas. This builds on the fiscal stimulus from the personal income tax cuts
delivered on 1 July 2000 under The New Tax System. Tax cuts provided in this Budget
include the forthcoming further reduction in the company tax rate to 30 per cent and
the abolition of State and Territory Financial Institutions Duty (FID) on 1 July 2001. In
addition, State stamp duties on marketable securities will be abolished and full input
tax credits for motor vehicles will be brought forward from 1 July 2002, allowing GST
registered businesses to claim full input tax credits for motor vehicles acquired on or
after 23 May 2001.

Chart 1: Underlying cash balance

Per cent of GDP Per cent of GDP

Projections
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:
:

0
-1 5 14
>
©
i) 3 4 -2
3
@
3 4 -3
4 - {4
-5 -5

1988-89 1990-91 1992-93 1994-95 1996-97 1998-99 2000-01 2002-03 2004-05

The significant fiscal consolidation achieved in recent years has provided the scope for
fiscal policy to be supportive of growth in 2001-02. The underlying strength of the
fiscal position is demonstrated by the reduction in the Commonwealth’s net debt. In
June 1996, Commonwealth general government net debt stood at $96 billion, after an
increase of around $80 billion over the previous five years. From June 1996 to
June 2002 $58 billion of Commonwealth general government net debt will be repaid.
This will lead to an annual interest saving of $4 billion compared with 1996-97. The net
debt to GDP ratio will fall from its peak in 1995-96 of 18.9 per cent to 5.4 per cent by
June 2002.

ECONOMIC OUTLOOK
Slower than expected growth in the second half of 2000 and a weaker outlook for the

world economy in 2001, have led to downward revisions to the MYEFO growth
forecasts for 2000-01 and 2001-02.
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The slower growth in the second half of 2000 was concentrated in the residential
construction sector. In part, this reflected an unwinding of the bring-forward of
residential construction into the first half of 2000, ahead of the introduction of The New
Tax System. The downturn in this sector had flow-on effects to other parts of the
economy through its impact on employment, consumer spending and business
sentiment.

Conversely, net exports have been contributing strongly to growth in 2000-01, buoyed
by the lower exchange rate and the Olympics, despite a deteriorating international
outlook and adverse seasonal conditions in the farm sector. Overall economic growth
is now expected to be around 2 per cent in year-average terms, and around 1 per cent
in through-the-year terms in 2000-01. Growth is expected to rebound in 2001-02 to
around 3 ¥ per cent in year-average terms and around 4 per cent in through-the-year
terms.

Table 2: Major economic parameters (percentage change from
previous year)

Forecasts Projections
2000-01 2001-02 2002-03 2003-04 2004-05
Real GDP 2 31/4 31/2 31/2 31/2
Employment(a) 2 1 2 2 2
Wages(b) 31/2 33/4 31/2 31/2 31/2
CPI(c) 6 2 21/2 21/2 21/2

(a) Labour force survey basis.

(b) Average earnings (national accounts basis).

(c) The Consumer Price Index (CPI) projections are set as the mid-point of the medium-term inflation
target and as such make no allowance for any further impact of 7he New Tax System.

Following the sharp downturn in the second half of 2000, residential construction is
expected to contribute strongly to growth in 2001-02, adding to moderate growth in
household consumption, business investment and net exports. While employment
growth is expected to strengthen in the second half of the year, average unemployment
rates are forecast to be slightly higher than recent levels, at around 7 per cent. In
addition, it is expected that inflation will decline as the one-off effect of tax changes
washes out of the index and the current account deficit as a per cent of GDP will fall
well below its average level of the last decade.

Australia’s growth performance over the second half of the 1990s has been
exceptionally strong, underpinned by a sustained productivity surge. This strongly
improved productivity performance is the result of substantial macroeconomic and
structural reforms.

Sustainable fiscal and monetary policies set transparently in a medium-term
framework, more flexible labour markets, more intense competition and, in particular,
important reforms to government business enterprises have created a good investment
climate and strong competitive incentives to seek higher productivity.

Looking ahead, there is clear potential for a second wave of productivity growth in
Australia as advances in information and communication technology are harnessed —
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a process supported by highly competitive markets and a favourable investment
climate.

More information on the fiscal strategy is provided in Part 1l of this statement, and on
budget priorities in Partlll. Information on the fiscal outlook is provided in
Statement 2, Statement 3 discusses the economic outlook and Statement 4 the role of
new technology in productivity growth.



Box 1: One hundred years of Commonwealth Budgets

This year marks the centenary of Australian federation and of the presentation of
Commonwealth Budgets. The Commonwealth Budget has grown from being
largely a bookkeeping exercise to a major annual statement with a significant
influence on the direction of national policy. The following extract from the first
Budget speech illustrates the fiscal philosophy of the time:

‘(we are) animated by but one desire — to do that which is best for Australia,
and fair, just, and equitable to all the States, and to all classes and sections of
our community. Another grave responsibility which rests upon us at this
particular time is to take the utmost care that there shall be no extravagant
expenditure. While we should spend all that is reasonably necessary for the
purpose of defending and developing our country we must see ... that there
is no extravagance, because the money we spend is money which comes from
the States, and if we do anything which may put them into a difficult position
they will feel inclined to curse rather than to bless federation.’

Sir George Turner, KCMG, Treasurer, Australia, House of Representatives 1901-02, Debates,
Vol. 5, pp 5673-5674.

The increasing importance of Commonwealth Budgets over the succeeding
100 years arose largely from the demands of World War Il and changes in
community expectations of the role of government. In response to the latter, the
range of issues that the budget addresses has expanded over time, now including
most areas of economic and social activity.

The need for care remains a priority for the Government and is put into practice
through the objective of budget balance over the medium term.

Commonwealth Budget balances®

Per cent of GDP $billion
15
50 r
25 r
0.0 N\ L \/\//\—/\/\/w _\-m.
-2.5
Budget cash balance per
5.0 cent of GDP (LHS) Budget cash balance (RHS) 1 -10
7.5 4 -15
Reached -26 per cent during WWII
-10.0 -20

1901-02 1911-12 1921-22 1931-32 1941-42 1951-52 1961-62 1971-72 1981-82 1991-92 2001-02

(a) Headline cash balance to 1957-58, underlying cash balance after 1958-59.
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Part II: Fiscal strategy

The 2001-02 Budget has been framed against the Government’s medium-term fiscal
strategy. The primary objective of the strategy is to achieve budget balance on average
over the course of the economic cycle. The supplementary objectives of the fiscal
strategy are:

- maintaining surpluses over the forward estimates period while economic growth
prospects remain sound;

- no increase in the overall tax burden from its 1996-97 level; and
. improving the Commonwealth net worth' position over the medium to longer term.

The 2001-02 Budget continues to meet these objectives.

BENEFITS OF THE MEDIUM-TERM FISCAL STRATEGY

The Government’s medium-term fiscal strategy provides a number of benefits to the
Australian economy. These benefits were discussed in detail in Budget Statement 1 of
the 2000-01 Budget. The benefits include:

« ensuring public finances are sustainable by requiring government spending to be
covered by government revenue over the medium-term;

- improving the Government’s net worth position (assuming positive net investment)
and reducing the burden of net interest payments relative to the tax base over time;

« helping to maintain intergenerational equity by ensuring that current taxpayers
meet the cost of current spending and do not pass on an inequitable burden to
future generations;

. promoting strong and sustainable growth in the Australian economy by removing
the Government’s call on private savings (and the current account deficit) over the
medium-term and creating the conditions for low interest rates; and

« allowing fiscal policy to react to short-term fluctuations in the economy to support
economic growth.

Adherence to the medium-term fiscal objective of budget balance on average over the
course of the economic cycle also ensures that, abstracting from asset sales, nominal
net debt will remain constant over time (as GDP increases over time, the ratio of net
debt to GDP would fall). Net debt as a per cent of GDP has fallen considerably

1 Net worth is defined as general government assets less liabilities and discussed in more
detail in Budget Statement 2 and Budget Statement 8.
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since 1996, from its peak of around 19 per cent in 1995-96 to under 6 per cent projected
for 2001-02.

Australia’s total general government net debt level is much lower than in most other

industrial countries (Chart 2). It is among the lowest in the OECD and compares well
to the OECD average of around 40 per cent of GDP.

Chart 2: General government net debt levels in selected countries @

20 Per cent of GDP Per cent of GDP 20
(Decade from 1993 to 2002)

60 4 60
50 -4 50
40 -4 40
30 4 30
20 -

10

0

New Zealand OECD Average EU Average Japan(b) us Australia

(a) Data are for the total general government sector (that is, the aggregate of all levels of government
including the social security sector but excluding the PTE sector).

(b) The above net debt data for Japan are inclusive of assets held by the social security system. Japan’s
net debt, calculated exclusive of these assets, was estimated by the IMF to be almost 100 per cent of
GDP by March 2001.

Source: OECD Economic Outlook 68, Reserve Bank of New Zealand, Monetary Policy Statement

March 2001, ABS Public Sector Financial Assets and Liabilities, 1998 (Cat. No. 5513.0), ABS 1999-2000

Government Financial Estimates (Cat. No. 5501.0), ABS 2000-01 Government Financial Estimates

(Cat. No. 5501.0), State and Territory 1999-2000 budget outcomes, 2000-01 mid-year reports, 2001-02

Budgets where available and Treasury estimates.

FISCAL POLICY RESPONSE TO ECONOMIC SHOCKS AND THE
MEDIUM-TERM FISCAL STRATEGY

Within its inflation targeting framework, monetary policy can be adjusted much more
quickly to respond to short-term variation in economic activity than can fiscal policy.

That said, a key strength of the medium-term fiscal strategy is that it allows fiscal
policy to respond to short-term fluctuations in economic activity while providing an
anchor to ensure that fiscal discipline is maintained over time. In the present situation
of a temporary slowdown in economic growth, an easing in the fiscal position is
appropriate as it helps to support demand growth in the economy.



The Government has provided a moderate stimulus in the 2001-02 Budget through
targeted tax reductions, discretionary spending and by allowing the Budget to respond
to the temporary slowdown in economic growth (through the operation of the
‘automatic stabilisers’ which reduce tax revenues and increase expenditure). This is an
appropriate policy response to recent economic developments. It is consistent with the
medium-term fiscal strategy.

The easing in the fiscal position in 2001-02 builds on the stimulus already provided in
the 2000-01 Budget. Discretionary policy action in the form of significant personal
income tax cuts associated with The New Tax System, the further reduction in the
company tax rate, the abolition of the Financial Institutions Duty (FID) levied by the
States and Territories and the bring forward of full input tax credits for motor vehicles
acquired by GST registered businesses will support economic growth.

However, as noted in the Fiscal Strategy statement of the 2000-01 Budget, the scope to
use fiscal policy to ‘fine-tune’ demand should not be overstated. The impact of
significant changes in fiscal policy are likely to lag underlying changes in economic
activity, and be offset, to some extent, by changes in private saving, the ‘crowding out’
effects of increased competition for funds, and changes in the exchange rate.

The significant fiscal consolidation of recent years has achieved an average budget
surplus of around % per cent of GDP. This has provided sufficient scope for fiscal
policy to be accommodative of slower economic growth without threatening the
sustainability of public finances. Furthermore, consistent with the temporary nature of
the current economic slowdown, the fiscal easing is moderate and, as indicated in
projections for the forward years (2003-04), is expected to reverse in later years.

The sustainability of the current fiscal position is also demonstrated by the expected
continued improvement in the Government’s net worth and reduction in the ratio of
net debt to GDP over the budget and forward estimates period.

Commonwealth general government net debt as a proportion of GDP is expected to
further decline from 6.4 percent of GDP in 2000-01 to 5.4 percent of GDP
in 2001-02 (Budget Statement 2, Chart 3). On current policy settings, debt could be
eliminated in 2004-05.

Policy measures introduced in this and previous budgets, including reforms to the
welfare and taxation systems, deliver longer-term structural benefits to the economy.
Furthermore, the Government’s medium-term fiscal strategy also contributes to a
stable economic environment conducive to longer-term productive investment.
Together, these benefits will help to sustain stronger economic growth over the
medium-term and improve the economy’s flexibility to adjust to economic shocks. This
will yield significant dividends to the budget over time and assist with the future
achievement of fiscal objectives.
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FISCAL POLICY BEYOND 2001-02

The underlying cash balance will remain in surplus over the entire forward estimates
period.

A small fiscal deficit is currently projected for 2002-03 before the fiscal position returns
to surplus over the remainder of the forward estimates period, in line with projected
economic growth.

The small deficit in 2002-03 occurs as a result of accounting treatment which treats tax
accruing but unpaid as revenue in 2000-01 and consequently treats it as not accruing in
the later years when it is actually paid.

As always, the size of the projected surpluses in the forward years need to be treated
with some caution, given uncertainties associated with economic projections and the
‘no policy change’ assumptions on which they are based.

The Government will continue to assess economic developments as they occur and
will set fiscal policy each year according to the economic circumstances at that time
and the requirements of sound economic and fiscal management established by the
medium-term fiscal strategy.
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Part III: Budget priorities

This Budget aims to promote a stronger and fairer Australia, including by addressing
the needs of those living in rural and regional areas. New initiatives are being
introduced to meet national priorities and funding is provided for identified areas of
need.

New spending is being announced for the welfare system, older Australians and
veterans, health, indigenous Australians, families, the environment, quarantine and
rural telecommunications.

The Government is introducing a number of measures to build a more effective
welfare system. The Government is also assisting older Australians through a range of
measures for people of age pension age. These measures include increasing the
effective tax-free threshold, providing a one-off $300 payment for income support
recipients and extending the telephone allowance of $17.20 per quarter to senior
Australians who qualify for a Commonwealth Seniors Health Care Card. Priority has
been given to improving health services by enhancing Medicare and targeting key
areas of community health concern. This Budget also addresses the needs of
indigenous Australians, providing funding for native title, housing, health and
employment.

Significant additional funding has been provided for the environment, with the
Government committing $1.0 billion over five years to extend the Natural Heritage
Trust.

The Government is responding to new risks faced in regional and rural areas by
providing funding to strengthen Australia’s quarantine operations against the entry of
foot and mouth disease and by providing assistance for flood mitigation. The
Government is also providing funding for additional practice nurses in rural areas and
extra regional university places. This Budget improves telecommunications services
available to regional and remote consumers. Further investment in roads and aviation
safety will promote an efficient and safe transport network.

This new funding builds on the additional funding committed since the Mid-Year
Economic and Fiscal Outlook (MYEFO) to defence, innovation, roads, sports and the
First Home Owners Scheme. In March and April this year, the Government reduced
excise on petroleum fuels and draught beer.

In December 2000, the Government announced in the Defence White Paper, Defence
2000: Our Future Defence Force, a clear strategy for the defence forces and their funding.
This Budget delivers on the funding commitment and associated enhancements to
Australia’s defence capabilities contained in the Defence White Paper.

The Government is encouraging innovation with Backing Australia’s Ability — An
Innovation Action Plan for the Future, announced in January 2001. This includes
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significant funding aimed at promoting the generation and commercial application of
ideas and the development and retention of Australian skills.

The additional funding allocated to these important areas has been made possible by
the Government’s ongoing sound economic management, and through ensuring that
Australia has a fair and efficient taxation system to fund essential services for
Australian communities.

The efficiency and fairness of the taxation system is enhanced by tax cuts and changes
to create a more competitive tax system. From 1 July 2001, Australians will benefit
from a further reduction in the company tax rate from 34 per cent to 30 per cent.
Revenue from the goods and services tax and the Commonwealth Budget Balancing
Assistance to the States will fund the abolition of the $1.2 billion Financial Institutions
Duty (FID).

BUILDING A MORE EFFECTIVE WELFARE SYSTEM

In order to build a more active, participation based social safety net, this Budget
provides a substantial investment of $1.7 billion over four years to substantially
improve our welfare system.

The Australians Working Together package will build on our uniquely Australian social
safety net to provide more choices and opportunities to people on income support to
help them get a job wherever this is possible.

This up-front investment is designed to strike the right balance between incentives,
obligations and assistance. It aims to:

« help more people achieve independence;
« see more families with jobs; and

« promote stronger, more robust communities.

More assistance

More services will be provided to assist people to become job ready and find jobs. The
package provides for:

« job search training to be made available to all unemployed people. An additional
30,000 places will be provided over four years;

« anew transition to work programme, at a cost of $44 million, including redirected

funding, to provide additional help to people returning to paid employment who
have been absent from the workforce for a long period;
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« an expansion of the assessment component of Intensive Assistance which will result
in a better identification of job seekers' needs, for up to 300,000 places;

- a significant expansion of assistance available to people with disabilities for
additional education and employment opportunities;

« more practical support for indigenous Australians through community capacity
building, increased education and training assistance and remote service delivery;
and

« new Indigenous Employment Centres to offer work experience, job search support
and access to training.

As a complementary measure to help parents take on work obligations, the
Government will provide an additional 5,300 outside school hour child care places
from 1 July 2001. The funding will provide establishment grants to new outside school
hours care services and Child Care Benefits to eligible parents.

A welfare system that rewards work

The Government will improve financial incentives so that people will be better
rewarded when they undertake available work, even if the work is intermittent or
irregular. The package, Australians Working Together — Helping people to move forward,
includes:

- the introduction of a Working Credit at a cost of $500 million over four years. The
Working Credit will allow people to accumulate, over time, a portion of the income
test free area up to a total value of $1,000. The accumulated balance can then be
offset against earnings when taking up part-time or full-time work;

« Training Credits of up to $800 for job seekers undertaking Work for the Dole or
equivalent community work activities. Training Credits can be used to cover the
cost of accredited training, including that provided by employers;

« a ‘Participation Pack’ to assist all Parenting Payment recipients which will include
information on financial assistance, return to work assistance and support services;
and

« a Literacy and Numeracy Training Supplement to assist job seekers to improve
their skills in these areas.

More in return

In return for this assistance, those receiving unemployment payments will be expected
to make the most of these new opportunities to participate in work and the
community. Many people are already making a major contribution to society as
parents, carers and volunteers. For many others, who have the capability, additional
responsibility will be expected.
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« Unemployed people aged up to 39 years will be required to undertake Work for the
Dole or an equivalent amount of community service, part-time work or study every
six months. People aged 18 to 20 years will be required to undertake 24 hours per
week and people aged 21 to 39 years will be required to undertake 30 hours per
week.

+  Unemployed people aged 40 to 49 years will be expected to do some community
work, part-time work or study (but not Work for the Dole).

« Parenting Payment recipients with children aged thirteen and over will be required
to undertake, on average, six hours a week of activities designed to help them
return to work (with flexibility for school holidays and illness). These activities will
include education and training, confidence building or community service.

« Parenting Payment recipients with younger children (aged six and above) will be
required to attend an annual interview, to help prepare them for re-entry to work in
the future.

The rewards from the new welfare system will assist many people who currently rely
on welfare to move into employment and secure a better income. This in turn will
produce savings to welfare expenditure. This will have dividends for the whole of
Australia.

Table 3: Welfare reform measures

2001-02 2002-03 2003-04 2004-05 Total
$m $m $m $m $m

Helping people find jobs 11.2 104.2 103.1 105.9 324.4
Helping parents return to work 6.9 58.5 82.6 92.1 240.1
A fair go for mature age workers 2.6 22.0 56.2 65.6 146.4
Getting people the right help 6.4 34.3 43.3 59.5 143.6
A better deal for people with disabilities 6.2 59.3 54.5 57.0 177.0
Promoting self-reliance for indigenous Australians 4.4 15.1 27.5 35.7 82.7
Help to participate 9.7 131.4 183.6 196.0 520.7
More child care places 2.3 5.4 4.2 4.4 16.2
Community and business engagement 9.0 7.7 2.6 2.7 22.0
Planning for the future 1.0 1.0 2.0 1.0 5.0
Total gross expenses(a) 75.8 439.8 559.6 619.9 1695.1
Expected savings 0.0 -131.5 -373.3 -418.7 -923.6
Net expenses 75.8 308.3 186.3 201.2 771.5

(a) This includes a capital injection to Centrelink of $16.9 million over two years.

Targeting income support arrangements

The Budget introduces a number of measures to improve the provision of accurate and
up-to-date information from income support recipients to ensure correct payments and

to reduce fraud. These measures are expected to deliver savings of $143.1 million over
the next four years.

In addition, recently announced changes to social security arrangements with
New Zealand are expected to deliver savings of $438.9 million over four years.
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Youth transition to independence

During 2001-02, the Government will consult with stakeholders regarding the report of
the Prime Minister’s Youth Pathways Action Plan Taskforce, Footprints to the Future, on
how to best advise and support young people in their transition through school, and
from school into further education, employment and independence. In the interim, the
Government will continue to provide around $84.4 million over four years to support
key programmes addressing youth transitions through school and beyond.

ACKNOWLEDGING OLDER AUSTRALIANS

The Government is introducing a number of measures to specifically address the needs
of older Australians.

For a single person of age pension age, the effective tax-free threshold will increase
to $20,000 per annum and for couples, the effective tax-free threshold will increase to
up to $32,612 per annum. People of age pension age who receive income support or,
with their partner, are outside the taxation and social security system will receive a
one-off payment of $300. This payment will not be subject to taxation or included in
social security assets tests. The Government will also increase Commonwealth
superannuation pensions in line with the Consumer Price Index twice yearly instead of
annually.

The Government will extend the telephone allowance of $17.20 per quarter and seek to
extend other State and Territory concessions to all people who hold a Commonwealth
Seniors Health Card.

The Commonwealth Seniors Health Card is currently available to single persons with
an income up to $41,000 per annum, couples with an income up to $68,676 per annum
and couples separated by illness or in respite care each with an income of up to $37,615
per annum. The Government will increase these thresholds to $50,000 for singles,
$80,000 for couples and $45,000 each for couples separated by illness or in respite care.

Superannuation assets are to be exempted from social security means tests for people
aged between 55years and the age pension age. This will provide assistance to
Australians seeking to maintain their superannuation savings in the years immediately
prior to their retirement.

This Budget provides $58.1 million over four years to improve aged care services. The
major initiatives include additional funding for Day Therapy Centres, which provide
rehabilitation services to older people, and for the Continence Aids Assistance Scheme.
Funding is also provided for specialised care for older people from ethnic backgrounds
and to finance 1,000 additional visitors for people in residential aged care who are
isolated or lonely. The Government has allocated an extra $10.0 million over two years
for the Aged Care Standards and Accreditation Agency to ensure that users of
residential aged care services receive quality care. In addition, the Government has
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increased funding by $5.0 million in 2001-02 to address the needs of residential aged
care homes in rural and urban fringe areas of Australia.

Veterans

In recognition of the unique circumstances of their captivity, the Government will
make a one-off payment of $25,000 to former Australian Defence Force members who
were Prisoners of War of the Japanese and to civilian internees and detainees of the
Japanese. For those who are no longer living payments will be made to their surviving
SPOUSES.

Full access to the Repatriation Pharmaceutical Benefits Scheme will be provided to
British, other Commonwealth and Allied Veterans of World War Il who are aged
seventy years or over and have qualifying service consistent with the requirements for
the service pension.

ENHANCING AUSTRALIA’'S HEALTH SYSTEM

This Budget provides significant additional funding to improve the health of
Australians by enhancing Medicare, targeting key health needs and encouraging the
appropriate use of medicines.

Strengthening Medicare

Medicare is the centrepiece of the health system and the Government is committed to
maintaining and improving Medicare for the benefit of all Australians.

This Budget delivers substantial additional funding to general practitioners (GPs) by
increasing patient rebates for GP services. This responds to the Relative Value
Study (RVS), undertaken jointly by the Awustralian Medical Association and the
Government. The study found that rebates for consultative work, primarily
undertaken by GPs, are underfunded relative to rebates for procedural work, primarily
undertaken by specialists. Consistent with this, the Government will increase rebates
under the Medical Benefits Schedule and provide financial incentive payments to GPs
so that the average (full time equivalent) GP will receive an extra $13,900 per annum.

The Government will provide $104.3 million over four years to assist GPs in rural
Australia and other areas of need to employ practice nurses. Practice nurses support
GPs by providing a range of medical services, including chronic disease management
and population health activities. In a related measure, 100 rural nursing scholarships
will be provided to increase the number of nurses working in rural and regional areas.
An additional ten scholarships will be provided for indigenous students or Aboriginal
health workers to undertake nursing education.

This Budget provides $43.4 million over four years to extend the availability of after
hours and emergency medical care. This measure will provide funding for up to
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32 new after hours service sites. After hours services may include GP/nurse telephone
call centres, joint GP arrangements, transport and home visits.

The Quality Use of Medicines Package includes funding for the National Prescribing
Service, a consumer education strategy and the safe disposal of medicines. The
National Prescribing Service seeks to improve the quality of prescribing while
reducing growth in the Pharmaceutical Benefits Scheme (PBS). The consumer
education strategy will encourage consumers to be more critical in their use of
medications and to ask their medical practitioner about potential side effects and
interactions with other drugs. The National Medicines Disposal Programme collects
expired medicines from consumers to reduce the risk of accidental poisoning and
medication misuse.

In a further pharmaceutical measure, the Government will clarify PBS instructions
issued to prescribers for the use of cholesterol lowering medicines to ensure that these
medicines are used by people most likely to benefit from them. These changes are
estimated to save $103.9 million over four years by reducing the unnecessary use of the
medicines.

Responding to community health needs

The Government is improving health services across Australia through additional
expenditure to address health needs in asthma, mental health, diabetes, cervical cancer
and alcohol education and rehabilitation. Funding is being provided for these priority
areas to improve the diagnosis and treatment of these conditions.

« Asthma affects over two million Australians, including one in four primary school
children and one in seven teenagers. The Government will provide additional
funding of $48.4 million to GPs to proactively manage asthma with a three stage
consultation programme. These consultations are to diagnose asthma, develop a
care plan and review its management.

« The Government will allocate $120.4 million over four years to improve the quality
of care provided by general practice to people with a mental illness. This funding
will be used for education and training for GPs on mental health issues and will
provide support for GPs to deliver quality mental health care.

« This Budget provides $49.8 million over fouryears for an Integrated National
Diabetes Programme which will provide incentive payments to GPs to improve the
diagnosis and management of people with diabetes.

- Additional funding of $71.9 million over four years will be provided to encourage
more women to be screened for cervical cancer. This funding will allow GPs to
increase the screening of high risk women and reward general practices which
reach overall screening targets.
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« The Government will provide $115.7 million over four years for a new Alcohol
Education and Rehabilitation Foundation to help prevent alcohol and other legal
substance misuse.

ADDRESSING INDIGENOUS DISADVANTAGE

The Government is committed to reconciliation with indigenous Australians. This
Budget provides additional funding of $283.7 million over four years in the key areas
of the native title claim system, health, housing and employment.

New programmes for housing, health, employment and community capacity building
will be developed in accordance with the framework for advancing reconciliation,
agreed to by the Council of Australian Governments in November 2000. The Council
committed itself to an approach based on partnerships and shared responsibilities with
indigenous communities, programme flexibility and coordination between
government agencies, with a focus on local communities and outcomes.

The Government is providing additional funding of $85.9 million over four years to
the Commonwealth native title system. This will facilitate the recognition and
protection of native title in accordance with the Native Title Act 1993, and ensure that
the system can resolve native title issues within reasonable timeframes.

From 2003-04, funding for the Primary Health Care Access Programme will be
increased to allow for services to be delivered at a number of new sites. These services
include the provision of primary and clinical care, population health and education
activities. Additional services will be developed in a manner consistent with
collaboration and shared responsibility with local communities.

An extra $75.0 million over four years has been provided for upgrading indigenous
housing in rural and remote areas. This will fund the repair of existing houses to a safe
and healthy standard, build new homes and assist communities to better manage their
housing and tenancy services.

Under the package Australians Working Together funding will be provided for:

« the development of Community Participation Agreements in consultation with the
Aboriginal and Torres Strait Islander Commission, in which communities will
decide what people should do in return for their income support, and plan for
better delivery of services at the local level,

« the establishment and operation of Indigenous Employment Centres which will
offer work experience, job search support and access to training for indigenous job
seekers;

- the provision of education and training assistance to encourage indigenous
students to complete Year 12 and to progress to further education and training
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through Government promoted partnerships between communities, industry and
education providers; and

- improved delivery of Centrelink services to remote areas.

Table 4: Additional funding for practical measures to address indigenous
disadvantage®

2001-02 2002-03 2003-04 2004-05 Total
$m $m $m $m $m

Native title resourcing 19.7 24.9 23.7 17.5 85.9
Improved primary care in Aboriginal and Torres

Strait Island communities 0.0 0.0 19.7 20.5 40.2
Healthy indigenous housing 3.0 23.0 24.5 24.5 75.0
Promoting self reliance for indigenous people 4.4 15.1 27.5 35.7 82.7
Total 27.1 63.0 95.4 98.2 283.7

(@) Totals may not add due to rounding.

JUSTICE

This Budget provides $110.5 million over four years for the continued targeting of
organised crime and illicit drugs activities. Stage 2 of the Australian Federal
Police (AFP) Reform Programme provides ongoing funding for the retention of
159 federal agents and enables re-equipment programmes to proceed.

Stage 1 of the programme, implemented in 1998, enhanced the operational capability
of the AFP through an increase in staff numbers, enhanced training and new
equipment. The programme has been successful in combating crime in the community.
Apprehensions of offenders have increased by 30 per cent, seizures of illicit drugs have
increased by 800 per cent for cocaine and 165 per cent for heroin, and the restraint and
recovery of criminal assets has increased by 140 per cent.

SAFEGUARDING AUSTRALIA’S NATURAL RESOURCES

Environmental degradation poses a long-term threat to our agricultural and other
natural resource based industries, the quality of future water supplies and the
conservation of biodiversity.

In this Budget, the Government extends the Natural Heritage Trust (NHT) by
five years from 2002-03 with an injection of new funding of more than $1.0 billion.
The NHT will continue to provide a long-term, integrated and comprehensive
approach to the conservation of Australia’s land, vegetation, biodiversity, coasts and
oceans. Established in 1997, the NHT is the largest ever Government investment in
Australia’s natural resources.

The additional NHT funding builds on the Government’s previous investment,
announced in October 2000, of $700.0 million over seven years for the National Action
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Plan for dry land salinity and water quality. The National Action Plan is the first
comprehensive strategy to address salinity and water quality problems in Australia
and will involve collaboration between all levels of government.

The National Action Plan and the NHT foster community participation in
environmental management, with the aim of enhancing the skills, capabilities and
confidence of communities in tackling environmental challenges.

Over seven years from 2000-01, under these two programmes alone, the Government is
investing $130 for every Australian in safeguarding our natural resources.

ASSISTING RURAL AND REGIONAL AUSTRALIANS

This Budget introduces measures to address the specific needs of those in rural and
regional areas. The Government is assisting farmers by ensuring that Australia’s
quarantine operations are best practice; by extending measures for dairy farmers and
by responding to the immediate needs of flood affected areas as well as by providing
pro-active flood mitigation funding. In addition, as discussed in other sections, the
Government is supporting rural and regional Australia by improving health services,
providing additional regional university places, safeguarding our natural resources
and improving transport and telecommunications.

In response to concerns over the recent outbreak of foot and mouth disease in Europe,
the Government will increase funding to the Australian Quarantine and Inspection
Service (AQIS), the Australian Customs Service (ACS), Australia Post and airports
corporations to strengthen Australia’s quarantine protection. An additional
$596.4 million over five years will be used to increase the inspection of passengers,
mail and cargo entering Australia. This will see funding of $287.1 million over
five years provided to AQIS to ensure that Australia’s quarantine policies and
practices are based on sound science and risk analysis consistent with Australia's
international obligations.

The Government has decided to increase the Passenger Movement Charge by $8 and
continue the policy of full cost recovery for AQIS and ACS programmes involving
cargo and seaports. These cost recovery items will provide around $400 million over
four years towards the cost of the initiative.

The Government has extended the Dairy Industry Adjustment Package announced last
year in recognition of the difficulties being experienced by dairy producers across the
country. An additional $142.4 million will be provided to assist those farmers and
communities most adversely affected by the fall in market milk prices. This will
include additional payments to regions under the Dairy Regional Assistance
Programme, increased entitlements under the Dairy Structural Adjustment
Programme, and discretionary payments in circumstances of extreme disadvantage.
The levy on drinking milk will be extended to fund the extension of the package.
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In December 2000, the Government announced an assistance package of up to
$216.0 million over two years for farmers and businesses in the flood-ravaged
cropping zones of New South Wales and southern Queensland. This package includes
cash grants for replanting crops, interest subsidies for farmers, income support for
farm families and grants to small and medium sized businesses to help them meet the
cost of flood repairs. It also includes $71.0 million under the Natural Disaster Relief
Arrangements for activities such as repairing roads and public facilities and ensuring
people’s emergency household needs are met. The Government is providing an
additional $30.8 million over four years to implement flood mitigation works and
measures to reduce the risk of damage caused by floods.

IMPROVING TELECOMMUNICATIONS SERVICES

This Budget addresses key concerns raised by the Telecommunications Service
Inquiry (TSI), which assessed telecommunications service levels to customers in
metropolitan, regional, rural and remote areas. The TSI found that the continued
increase in competition in telecommunications services throughout regional and
remote Australia, combined with key Government initiatives, is likely to materially
improve services available to consumers over the next few years. The Government will
address the recommendations of the TSI and its findings in relation to mobile phone
coverage at affordable prices, reliable access to the Internet, and the installation, repair
and reliability of basic telephone services, particularly in rural and remote areas.

The Government will improve access to mobile telephony services by extending
terrestrial coverage to smaller communities, improving coverage on key highways and
subsidising satellite mobile handsets at a cost of $79.2 million over three years.

Internet access issues identified by the TSI will be substantially addressed through the
establishment of an Online Technical Assistance Programme. This will comprise an
Online Help Service funded by the Commonwealth and a Technical Support Service
funded by Telstra to support a minimum data speed for dial-up Internet access over
the public switched network. The Government will provide $12.0 million over
three years towards the Online Help Service and to support the operation of an
independent advisory panel to oversee this programme. Telstra will provide up to
$38.0 million over three years towards the Technical Support Service.

Over four years, $52.2million will be provided to establish a National
Communications Fund. This fund will award grants to assist significant
telecommunications projects targeted at regional communities, particularly in the
provision of health and education services. Other initiatives include improved
payphone and other services for indigenous communities in remote areas.

The Government will also amend the Customer Service Guarantee to reduce the
maximum new service connection time in rural and remote areas from twelve to
six months and to require temporary services to be provided where the standard
telephone service cannot be connected within 30 working days. In addition, the
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Australian Communications Authority will review whether the existing standards of
the Customer Service Guarantee are appropriate in a multicarrier, multiplatform
environment.

Table 5: Telecommunications Service Inquiry (TSI) Initiatives®

2001-02 2002-03 2003-04 2004-05 Total
$m $m $m $m $m
Extending mobile phone coverage 20.0 29.3 29.9 - 79.2
National Communications Fund 0.7 13.4 25.4 12.7 52.2
Other Telecommunications Service Inquiry
measures 7.5 2.9 4.7 0.9 16.0
Total 28.2 45.6 60.0 13.6 147.4

(@) The total of $147.4 million does not include $9 million that the Government will allocate from the Rural
Transactions Centres Programme or $6 million allocated from the Rural Internet Access Fund, an
existing Telstra Social Bonus programme.

Australian Broadcasting Corporation

The Government will increase funding for the Australian Broadcasting
Corporation (ABC) by $71.2 million over four years. The Government is providing this
funding in response to a request from the ABC to enable it to undertake further
regional and local initiatives, including additional local radio production and local
television production.

IMPROVING AUSTRALIA'S TRANSPORT SYSTEM

The Government continues to fund investment in roads, rail, aviation and maritime, in
recognition of the economic and social importance of an efficient and safe transport
network.

In November 2000, the Government announced additional funding of $1.6 billion over
five years, beginning February 2001, for Australia’s road network. The majority of the
funding ($1.2 billion) is being distributed directly to local government, for councils to
spend according to local priorities. Funding of $400.0 million over five years will be
spent on National Highway and Roads of National Importance projects to develop key
arterial links in outer-metropolitan areas, such as the Scoresby freeway in Melbourne.

To improve aviation safety, this Budget provides increased funding of $36.0 million
over four years for the Civil Aviation Safety Authority. This funding will be used to
undertake an aviation safety regulatory improvement programme, meet increasing
demand for compliance and assist in the implementation of a single point of entry to
provide better quality and more timely regulatory services to its clients. Additional
funding of $5.4 million over fouryears will also be provided to the Australian
Maritime Safety Authority to improve search and rescue arrangements.

In this Budget, funding of $111.0 million for undertaking interstate railway initiatives
in New South Wales will be redirected to the Australian Rail Track Corporation
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(ARTC). The equity injection of $111.0 million for the ARTC is subject to a business
case being agreed with the Government.

In February 2001, the Government announced additional funding of up to
$26.4 million to be provided to the Alice Springs to Darwin railway link in the form of
a grant. The railway link will open up new opportunities for Australian industry. This
contribution is in addition to the $165.0 million previously committed to the project.

INNOVATION AND EDUCATION

Innovation, the use of ideas in new and more effective ways, is a key to Australia’s
future economic and social prosperity. In recognition of this, the Government released
Backing Australia’s Ability — An Innovation Action Plan for the Future, in
January 2001. This package invests $3.0 billion over five years in three key elements of
Australia’s innovation system: generating ideas, commercially applying ideas, and
developing and retaining Australian skills.

Generating ideas

To strengthen Australia’s ability to generate ideas, the Government will double
funding for competitive research grants provided by the Australian Research Council,
with $736.4 million in additional funds over five years. A further $583.0 million over
five years will be provided to support university research infrastructure. In addition,
$155 million will be invested in major national research facilities, and $176 million
(including $85 million of the ARC funds) will finance the establishment of world-class
centres of excellence in biotechnology and information communications technology.

In addition, the Research and Development (R&D) Tax Concession arrangements will
be enhanced. There will be a premium concession rate of 175 per cent on additional
R&D expenditure and small companies will be eligible for a tax rebate. The R&D Start
Programme will be extended through additional funding of $534.9 million.

Commercially applying ideas

To accelerate the commercial application of ideas, an additional $227.0 million over
three years will be provided for Cooperative Research Centres. Funding for the
Commercialising Emerging Technologies (COMET) Programme will more than double
to provide early assistance to firms by improving their commercialisation skills. A
pre-seed fund will be available to universities and public sector research agencies to
take proposals to a venture capital-ready stage. In addition, an Innovation Access
Programme, involving $100.0 million over five years, will be introduced to increase
access to global research and technologies.
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Developing and retaining Australian skills

Major initiatives to develop and retain Australian skills include an income-contingent
Postgraduate Education Loans Scheme for fee paying students and an additional
2,000 university places each year, with priority given to information and
communication technology, mathematics and science. An additional $184.3 million
will be provided to government schools, where the Enrolment Benchmark Adjustment
is triggered, to foster the foundational skills necessary for successful innovation.

Table 6: Backing Australia's Ability — An Innovation Action Plan for the
Future®

2001-02 2002-03 2003-04 2004-05 2005-06 5 Years

$m $m $m $m $m $m

Competitive research grants 19.2 92.5 142.8 205.4 276.5 736.4
Project-specific research 26.8 47.7 68.7 89.3 104.5 337.0

infrastructure
Systemic research infrastructure 26.3 53.2 54.4 55.5 56.6 246.0

in universities
World class centres of excellence 6.0 12.6 17.0 23.9 31.5 91.0
Major national research facilities 5.0 20.0 30.0 50.0 50.0 155.0
R&D Start (b) 0.0 33.9 102.6 159.7 184.7 480.9
Premium rate R&D tax concession 30.0 90.0 105.0 110.0 125.0 460.0
Cooperative research centres 0.0 0.0 55.0 57.0 115.0 227.0
Expansion of COMET programme 10.0 10.0 10.0 10.0 0.0 40.0
Innovation access programme 1.0 19.6 22.2 27.3 29.9 100.0
Pre-seed fund 6.4 16.9 21.8 21.8 11.8 78.7
Targeted university places 13.9 24.7 33.0 39.5 39.9 151.0
Postgraduate Education Loans 0.7 -2.0 -7.7 -11.7 -15.9 -36.6
Science, mathematics and

and innovation in

government schools 33.1 34.9 36.8 38.7 40.8 184.3
Other measures -4.9 -62.1 -79.6 -70.3 -62.0 -279.1
Total 173.5 391.9 612.0 806.1 988.3 2971.6

(a) The figures in the table may not add due to rounding.
(b) This abstracts from the related capital measure.

Regional university places

Complementing the initiatives in Backing Australia’s Ability, the Government will fund
additional undergraduate student places in regional higher education institutions and
campuses from 2002. This will address changing demographic patterns and the need to
increase access and participation in higher education in particular regions. In the first
year 670 new places will be provided, rising to 1,832 places in the fourth year.

SPORTS
Last month, the Government announced Backing Australia’s Sporting Ability —

A More Active Australia, the most comprehensive and well-funded sports policy
Australia has yet seen.
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The Government is investing an additional $161.6 million in Australian sport over the
next four years. This includes $32.0 million over four years for participation initiatives,
which will provide greater opportunities for Australians to participate in sport at the
grass roots level. As part of the policy, $122.2 million over four years will be provided
to continue Australia’s outstanding record of sporting achievements, particularly for
high performance sports. Additional funding is also being provided to enhance the
Government’s Tough on Drugs in Sport strategy.

Building upon the support given to the Sydney 2000 Olympic and Paralympic Games,
the Government will provide funding to support the staging of the Melbourne 2006
Commonwealth Games. The Government is providing $90.0 million in this Budget
towards redeveloping the Melbourne Cricket Ground for the 2006 Commonwealth
Games. The upgrade will provide for essential improvements for spectators’ stands.

DEFENCE WHITE PAPER

In December 2000, the Government released the Defence White Paper, Defence 2000,
the most specific and detailed defence plan in more than 25 years. The White Paper
followed a major review of Australia’s defence requirements and maintains the
Government's strong commitment to national security through the development of
Australia’s armed forces.

The military enhancements announced in the White Paper will significantly improve
Australia's ability to pursue the principal strategic objectives of defending Australia
and contributing to the security of our immediate neighbourhood. The White Paper
foreshadowed a number of major capital projects, including the acquisition of four
Airborne Early Warning and Control aircraft and the bringing of six Collins class
submarines to a high level of capability. The additional funding will also be used to
increase the responsiveness of land forces through the maintenance of six battalion
groups.

This Budget provides $5.1 billion over four years to begin implementing the capability
enhancements contained in the White Paper, including $507.0 million in 2001-02.

In addition to funding identified in the White Paper, Defence will retain proceeds from
asset sales, totaling $241.0 million in 2001-02. Proceeds from asset sales of
$263.2 million will be returned to the budget. Australia’s successful involvement in
INTERFET has resulted in an underspend of monies budgeted for the East Timor
operation. Out of this underspend, $100 million in 2001-02 and $70 million in 2002-03
will be allocated to Defence in addition to the White Paper funding increase.

The Government is committed to pursuing further improvements in Defence financial
and budgetary management to ensure this increased level of funding delivers value for
money. To further this aim, Defence has recently presented to the Government its first
Defence Financial and Management Plan which is built around the White Paper. For
national security reasons, this more detailed plan is not a public document.
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IMPLEMENTING TAX REFORM

This Budget implements the next stage in the Government’s programme of tax reform.

Further benefits from tax reform

The Government will bring forward full input tax credits for motor vehicles from
1 July 2002, allowing GST registered businesses to claim full input tax credits for motor
vehicles acquired on or after 23 May 2001.

On 1 July this year, further changes to the taxation system will be introduced.

« The company tax rate will be reduced from 34 to 30 per cent, among the lowest
rates in the region.

- Financial Institutions Duty (FID) applied by State and Territory governments will
be abolished, saving about $1.2 billion for individuals and companies.

. State stamp duties on quoted marketable securities will be abolished, saving about
$675 million for investors and removing an impediment to investment and equity
market development in Australia.

« Excess imputation credits (for dividends paid from 1 July 2000) will be refunded to
resident individuals, complying superannuation funds, endorsed charities and gift
deductible organisations. Shareholders will benefit by more than $2 billion over
four years.

« The Simplified Tax System will provide eligible small businesses with a cash-based
approach to tax accounting, simpler depreciation and trading stock rules, and will
reduce tax payable by small businesses who enter the scheme, by over $1 billion in
the first three years.

« The Uniform Capital Allowances system will simplify amortisation regimes and
reduce compliance costs, replacing over 27 separate write-off regimes with a
uniform approach.

« New thin capitalisation arrangements will prevent multi-national corporations
from inappropriately minimising Australian taxation by allocating a
disproportionate amount of debt to their Australian operations.

Further business tax measures, including the proposed consolidation regime which
will allow groups of wholly owned companies to be treated as a single taxpaying
entity, are scheduled to commence from 1 July 2002. Other reform measures to further
improve the business taxation system are being developed for consideration.
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Excise and customs duty

In March 2001, the excise and customs duty on petroleum fuels was reduced by
1.5 cents per litre for unleaded petrol, leaded petrol and other petroleum products that
attract equivalent rates of duty. Duty on aviation fuels and on those petroleum
products attracting concessional rates of duty was reduced by a proportional amount.
The automatic half-yearly indexation of fuel excise was also abolished. The cost of
these measures is approximately $4.6 billion over four years. The Government has also
reduced the excise on draught beer. The estimated cost of this initiative is $630 million
over four years. The ACCC is monitoring draught beer and fuel prices to ensure that
the reductions in excise are being fully passed on to consumers.

First home owners

In March 2001, the Prime Minister announced an additional $7,000 grant for first home
owners, bringing the total to $14,000, for those people who enter into contracts
between 9 March 2001 and 31 December 2001 inclusive to build or purchase new
homes. The grant, which is additional to the $7,000 grant available to first home
owners since 1 July 2000, is intended to provide a targeted, short-term stimulus to the
building sector. The measure is expected to cost $150.0 million.
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STATEMENT 2: FISCAL OUTLOOK

Following four consecutive underlying cash surpluses, the Commonwealth Budget is
again expected to be in surplus in 2001-02. The budget outlook for 2001-02 and the
forward years has moderated however, since the Mid-Year Economic and Fiscal
Outlook (MYEFQO) 2000-01 was published [ reflecting the impact of a temporary
slowdown in the economy on forecast revenue and expenses, and new spending and tax
reductions targeted at priority areas. This moderation in the fiscal outlook is consistent
with the Government’s medium-term fiscal strategy, which allows fiscal policy to
respond flexibly to changes in economic conditions.

FISCAL AGGREGATES

Table 1 provides details of the Commonwealth general government budget estimates
and projections for the five years from 2000-01.

Table 1: Commonwealth general government fiscal aggregates®

Actual Estimates Projections

1999-00(b)  2000-01 2001-02  2002-03 2003-04 2004-05
Revenue ($b) 166.6 161.0 158.8 1649 175.5 185.7
Per cent of GDP 26.3 24.0 22.6 22.1 22.2 22.1
Expenses ($b) 1544 157.6 160.9 166.8 173.1 179.0
Per cent of GDP 24.4 23.4 22.9 22.4 21.9 21.4
Net operating balance ($b) 12.2 3.5 -2.0 -1.9 2.4 6.7
Net capital investment ($b)(c) -1.2 -2.0 -1.2 -0.4 -0.3 -0.2
Fiscal balance ($b) 13.5 54 -0.8 -1.5 2.7 6.9
Per cent of GDP 2.1 0.8 -0.1 -0.2 0.3 0.8
Underlying cash balance ($b) 12.7 23 1.5 11 4.1 74
Per cent of GDP 2.0 0.3 0.2 0.1 0.5 0.9

Memorandum items:

Headline cash balance ($b) 22.2 8.5 4.7 -0.1 17.6 20.7

(a) All estimates are based on Government Finance Statistics (GFS) standards, but with goods and services
tax (GST) revenue collected on behalf of the States and Territories netted off revenue and expenses.

(b) Expenses and net capital investment have been adjusted compared with the 1999-2000 Final Budget
Outcome to reflect the acquisition of defence weapons platforms as expenses rather than net capital
investment (see Box 2 of the 2000-01 MYEFO).

(c) Net capital investment is defined as the net acquisition of non-financial assets.

An underlying cash surplus of $1.5 billion is expected in 2001-02, around $0.8 billion
lower than the anticipated outcome for 2000-01. Underlying cash surpluses are also
expected throughout the forward years.



In accrual terms, a deficit of $0.8 billion is expected in 2001-02, before returning to
surplus over the forward estimates period. This follows an estimated fiscal surplus of
$5.4 billion in 2000-01.

The divergence between the expected underlying cash and fiscal balances in 2000-01
and the following years is largely explained by the impact of transitional arrangements
associated with the introduction of the new Pay As You Go (PAYG) system of
company taxation.

From 2000-01, these PAYG arrangements better align company tax payments with the
period in which income is earned. This has created an overlap of company tax
payments for business, because payments of tax obligations for 1999-2000 and PAYG
instalments for 2000-01 both arise during 2000-01. However, under the PAYG
transitional arrangements, companies may reduce the cash impact of this overlap by
spreading their actual payments in interest free instalments over 2% to 5 years (see
Box 1 in Statement 5 for further information).

Whilst both sets of obligations accrue in 2000-01, in fact payments are spread into the
following years. As a result of these transitional arrangements, revenues in 2000-01 are
shown as higher in accrual terms and correspondingly lower in subsequent years
when the payments are actually made.

Chart 1: Fiscal and underlying cash balances
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VARIATIONS TO THE FISCAL BALANCE ESTIMATES
Since MYEFO, the estimated fiscal balances for 2000-01 and the forward years have

been revised downwards. This is partly due to parameter variations, with the recent
slowdown in economic growth expected to result in lower revenue and higher
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expenses. In addition, new policy decisions in 2001-02 since MYEFO have increased

expenses by around $2.8 billion and reduced revenues by around $1.1 billion.

Table 2 provides a reconciliation of the fiscal balance estimates between those at the
time of the 2000-01 Budget, the 2000-01 MYEFO and the 2001-02 Budget.

Table 2: Reconciliation of 2000-01 Budget, 2000-01 MYEFO and

2001-02 Budget fiscal balance estimates®

2000-01  2001-02 2002-03  2003-04
$m $m $m $m
2000-01 Budget fiscal balance 5,436 1,072 7,610 13,884
Per cent of GDP 0.8 0.2 1.0 1.7
Changes between 2000-01 Budget and MYEFO
Effect of policy decisions(b)
Revenue 88 -66 -294 -276
Expenses 596 321 254 297
Net capital investment 1 6 0 0
Net effect of policy decisions -509 -393 -548 -573
Effect of parameter and other variations
Revenue 4,066 2,579 1,512 1,540
Expenses(c) 970 166 1,709 2,100
Net capital investment(c) -384 -192 95 -78
Net effect of parameter and other variations 3,480 2,606 -292 -482
2000-01 MYEFO fiscal balance 8,407 3,285 6,769 12,829
Per cent of GDP 1.2 0.5 0.9 1.6
Changes between MYEFO and 2001-02 Budget
Effect of policy decisions(b)
Revenue -164 -1,062 -1,664 -2,224
Expenses(d) 1,467 2,767 3,303 4,569
Net capital investment 18 -136 -111 -33
Net effect of policy decisions -1,649 -3,693 -4,856 -6,760
Effect of parameter and other variations
Revenue 3,564 -1,181 -2,922 -3,956
Expenses(e) 3,238 -37 510 -31
Net capital investment 1,661 -720 27 -554
Net effect of parameter and other variations -1,334 -424 -3,459 -3,371
2001-02 Budget fiscal balance 5,424 -834 -1,546 2,697
Per cent of GDP 0.8 -0.1 -0.2 0.3

(@) A positive number for revenue indicates an increase in the fiscal balance, while a positive humber for
expenses and net capital investment indicates a decrease in the fiscal balance.
(b) Excluding the public debt net interest effect of policy measures.

©

(d)

(e)

Excludes the impact of a reclassification of expenditure on defence weapons platforms, which has no
effect on the budget balances. The reclassification results in net capital investment being reduced by
around $1 billion in each year, which is fully offset by an equivalent increase in expenses.

Includes additional defence expenditure announced in the December 2000 Defence White Paper
($507 million in 2001-02, increasing to over $2 billion in 2004-05). Provision for this expenditure was
made in the Contingency Reserve at MYEFO. The impact of this expenditure on the fiscal balance
estimates is fully offset by a corresponding negative ‘parameter and other’ variation.

Includes the impact of the removal of additional Defence White Paper funding from the Contingency
Reserve. Adjusting for this effect, parameter and other variations since MYEFO increase expenses by
$470 million in 2001-02 and by around $1.4 billion in 2003-04.
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Variations in revenue estimates

Despite recent stronger than expected collections of non-GST taxation, forecast general
government revenue in 2001-02 has been revised down by $2.2 billion since MYEFO.
This is partly due to the lagged effect of the slowdown in economic growth in late
2000. In addition, policy measures since MYEFO have substantially reduced forecast
revenue in 2001-02.

However, consistent with stronger than expected non-GST taxation collections to
end-March 2001, estimated revenue for 2000-01 has been revised up by $3.4 billion
since MYEFO.

The recent strong collections of non-GST taxation revenue are partly explained by
one-off factors, including:

« a change in the timing of some large petroleum resource rent taxation (PRRT)
payments;' and

+ the lagged impact of strong profit growth in 1999-2000 (final company taxation
payments relating to the 1999-2000 income year are not received until 2000-01).

In addition, PAYG withholding tax collections from wages and salaries have been
stronger than was expected at MYEFO. This indicator of labour market performance is
somewhat stronger than other employment and job vacancy data. It is also possible
that some of the recent strength in PAYG withholding collections reflects increased
compliance by taxpayers following the introduction of The New Tax System, as well as a
possible trend away from remunerating employees through fringe benefits.

Looking ahead, the recent slowdown in economic growth will likely result in lower
revenue growth in 2001-02 and the forward years, relative to expectations at MYEFO.

«  Lower profit growth relative to expectations at MYEFO, is expected to lead to a
reduction in companies and other individuals tax revenue of around $1.6 billion in
2001-02 and around $2 billion through the forward years.

+ Estimated PAYG withholding revenue in 2001-02 is broadly unchanged from the
corresponding MYEFO estimate, with the positive base effect of stronger collections
in 2000-01 offsetting the negative impact of lower forecast growth in employment
and wages.

Partly offsetting the downwards revisions to forecast taxation revenue growth,
expected dividends from the Reserve Bank of Australia (RBA) and government
business enterprises (GBEs) in 2001-02 have been revised upwards since MYEFO by
$1.8 billion.

1 Changes in the expected timing of PRRT payments since MYEFO are expected to boost PRRT
revenue in 2000-01 by around $400 million, but reduce revenue by a similar amount in
2001-02.
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Policy decisions taken since MYEFO are expected to reduce revenue by around
$1.1 billion in 2001-02, growing to around $2.2 billion in 2003-04. The major policy
decisions include:

+ a 1.5 cents per litre reduction in petrol and diesel excise from 2 March 2001, and the
decision to abolish the semi-annual consumer price index (CPI) indexation of
petroleum excise (estimated to cost revenue around $4.6 billion over the four years
2001-02 to 2004-05);

+ an increase in the effective tax-free threshold and Medicare levy threshold for
senior Australians and pensioners (estimated to cost around $1.5 billion over the
four years from 2001-02);

+ the withdrawal of entity tax exposure draft legislation in response to concerns
raised in public consultations that the existing draft legislation did not strike an
appropriate balance between protecting legitimate small business and farming
arrangements while addressing tax abuse in the trust area (at a cost to revenue of
$1.1 billion over the four years 2001-02 through 2004-05);

+ a reduction in draught beer excise (estimated to cost $630 million over the four
years from 2001-02);

« cost recovery arrangements that will partially fund measures to prevent foot and
mouth disease and other quarantine risks, involving an increase in the passenger
movement charge to $38 and full cost recovery for containers (estimated to raise
around $400 million over the four years from 2001-02);

+ the initiative announced in Backing Australia’s Ability to introduce a 175 per cent tax
concession for companies that improve their research and development effort (at an
estimated cost to revenue of $335 million over 2001-02 through 2004-05);

« changes to simplify the Business Activity Statement (BAS) to allow eligible
taxpayers the choice of paying their PAYG instalments annually, or use the
instalment rate times instalment income method (at an estimated cost to revenue of
$230 million over the four years from 2001-02); and

+ an increase in GSM 900 licence fees to align the licence fees more closely with the
market value of the mobile phone spectrum (estimated to raise $128 million over
the four years from 2001-02).

Further details on variations in taxation and non-taxation revenue since MYEFO are

provided in Statement 5. All revenue measures since MYEFO are described in detail in
Budget Paper No. 2 — Budget Measures 2001-02.
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Variations in expenses estimates

Since MYEFO, estimated expenses have been revised upwards by around $2.7 billion
in 2001-02, increasing to $4.5 billion in 2003-04. These increases are largely explained
by the effect of policy decisions and economic parameter revisions.

Adjusting for the removal of a provision for increased Defence White Paper
expenditure, parameter and other revisions since MYEFO have led to an increase in
estimated expenses of around $470 million in 2001-02.* This increase can be partly
attributed to the recent temporary slowdown in economic growth, with an upward
revision to the forecast number of unemployment benefit recipients increasing
estimated expenses by $970 million in 2001-02.

Other major variations in estimated expenses include:

« an upward revision to interest expenses related to the Commonwealth’s public
sector and public trading enterprise superannuation liabilities ($440 million in
2001-02, increasing to over $700 million in 2003-04), following a recent review;

+ higher budget balancing assistance payments to the States due to lower than
previously anticipated collections of goods and services tax (GST) revenue
(see Box 1 for further information); and

+ higher forecast Pharmaceutical Benefits Scheme (PBS) expenses ($530 million in
2001-02, increasing to $1.2 billion in 2004-05), reflecting an increasing trend towards
the use of newly listed, high cost drugs such as Celebrex (used in the treatment of
arthritis) and Zyban (an anti-smoking drug).

These variations in estimated expenses since MYEFO are partly offset by the regular
draw-down of the conservative bias allowance,” which reduces estimated expenses by
around $800 million each year from 2001-02.

Major new policy decisions since MYEFO include:

+ measures to build a more effective welfare system by providing new welfare
services, incentives and obligations, at a gross cost of $1.7 billion over four years;

2 In Table 2, additional defence expenditure announced in the November 2000 Defence White
Paper, Defence 2000 ($507 million in 2001-02, increasing to over $2 billion in 2004-05) is
recorded as a policy decision since MYEFO. However, provision for this expenditure was
made at MYEFO. Therefore, the impact of this expenditure on the fiscal balance estimates is
fully offset by a corresponding negative 'parameter and other' variation.

3 The forward estimates include an allowance for the established tendency for actual spending
on existing government policy (particularly demand driven programmes) to be higher than
estimated in the forward years. This allowance, known as the conservative bias allowance, is
gradually reduced so that the budget year conservative bias allowance is zero.
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enhancements to quarantine and inspection arrangements in response to foot and
mouth disease and other quarantine risks, totaling around $500 million over
five years;

exempting superannuation assets from the social security means test for those aged
between 55 years and the age pension age, at a cost of around $360 million over
four years; and

an increase in budget balancing assistance payments of around $670 million over
the three years from 2000-01, largely as a result of lower GST revenue following the
decision to allow full input tax credits for motor vehicles purchased by business
from 23 May 2001.

A number of other major measures have been announced since MYEFO, including;:

additional funding of $5.1 billion over four years to enhance Australia’s military
capabilities, as announced in the Defence White Paper;

additional funding of around $3 billion over five years, to fund the innovation
package, Backing Australia’s Ability; and

funding of $1.6 billion over five years for the Roads to Recovery and Roads to Outer
Metropolitan Areas Packages.

More detailed information on expenses can be found in Statement 6. A full description
of all policy decisions taken since the 2000-01 MYEFO can be found
in Budget Paper No. 2 — Budget Measures 2001-02.
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Box 1: The revised outlook for GST collections and budget balancing
assistance payments to the States

Under The New Tax System, the Commonwealth has undertaken to ensure that the
States and Territories are not financially disadvantaged by their changed funding
arrangements. During the initial transitional period, the Commonwealth meets this
undertaking by providing budget balancing assistance (BBA) payments to the States.

Budget balancing assistance (BBA) is calculated as the difference between GST
revenue and the guaranteed minimum amount (GMA). The GMA ensures that the
States and Territories are not financially disadvantaged against earlier funding
arrangements and includes estimated revenues forgone by the States as well as
additional expenses that the States incur.

GST revenue is paid directly to the States and does not directly affect the
Commonwealth budget. However, during the transitional period, changes to GST
revenue affect the Commonwealth budget indirectly through variations to BBA
payments.

Estimated GST revenue in 2001-02 has been revised down by around $550 million
since MYEFO. This is primarily due to the impact of new policy decisions, including
the decision to allow full input tax credits for motor vehicles purchased by business
from 23 May 2001.

Forecast GST cash revenue in 2000-01 has been revised downwards even further, by
around $2.1 billion. This significant revision mainly reflects a reassessment of the net
effect of transitional factors on GST revenue in the first year.

Recent collections data suggests that the boost to first year GST revenue from
one-off transitional factors identified at MYEFO, while still substantial, will not be as
large as anticipated. In particular, the wholesale sales tax (WST) credits on existing
stock that taxpayers are entitled to claim in their initial GST returns have now
totaled almost $2 billion O around $1 billion higher than anticipated at MYEFO.

« As part of the introduction of The New Tax System, businesses were able to claim
credits against GST for WST paid on goods acquired before 1 July 2000 and sold
from 1 July 2000. This credit could be used to offset a GST liability and could be
claimed until January 2001.

In addition, the estimated proportion of GST revenue relating to sales in 2000-01 but
collected in 2001-02 has been revised upwards since MYEFO. This arises mainly
because a greater share of GST revenue than originally expected is being paid by
quarterly rather than monthly payers, and only three quarterly payments are being
made in 2000-01. In addition, more GST collected on imports is being recognised in
activity statement collections than initially estimated. This overall revision has led to
a downwards revision to GST revenue in 2000-01, but has little impact on expected
GST revenue in 2001-02.
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Box 1: The revised outlook for GST collections and budget balancing

assistance payments to the States (continued)

Abstracting from transitional factors O which have been difficult to identify and
estimate [J the underlying GST base appears to be very close to initial expectations.

As a result of changes in expected GST revenue, together with small upward
revisions to the GMA, the Budget estimates provide for increases in BBA payments
to the States in 2000-01 and throughout the forward estimates period. All of these
payments are expected to take the form of grants.

The table below shows the expected impact of revised GST collections and revisions
to the GMA on BBA grant payments. Further details are provided in

Budget Paper No. 3 — Federal Financial Relations 2001-02.

Revisions to cash GST, GMA and BBA since the 2000-01 MYEFO

2000-01 2001-02
MYEFO Budget Variation MYEFO Budget Variation
$m $m $m $m $m $m
GMA 26,979 27,138 158 29,803 29,924 121
GST 26,303 24,180 -2,123 28,029 27,480 -549
BBA grants 677 2,958 2,281 1,774 2,444 670
2002-03 2003-04
MYEFO Budget Variation MYEFO Budget Variation
$m $m $m $m $m $m
GMA 30,823 30,719 -105 31,712 31,628 -84
GST 29,083 29,170 87 30,737 30,830 93
BBA grants(a) 1,777 1,549 -228 1,202 933 -269

(a) From 2002-03 BBA may be greater than the difference between aggregate GST and aggregate GMA,
as States with greater GST than their GMA are entitled to retain the surplus from that time on.

2-11



Variations in net capital investment estimates

In 2001-02, forecast net capital investment has fallen by around $860 million since
MYEFO, largely reflecting changes in Defence property sales. These include the delay
of $362 million of Defence property sales from 2000-01 into 2001-02 and the
acceleration of further Defence property sales into 2001-02 from later years (of around
$200 million)".

The forecast increase in net capital investment in 2000-01 is largely due to reduced
proceeds from the sale of non-financial assets, including the delay in Defence property
sales noted above and lower than anticipated proceeds from the sale of third
generation (3G) telecommunications spectrum licenses. The cancellation of the digital
datacasting auction has also contributed to the increase in estimated net capital
investment in 2000-01.

Further details on net capital investment can be found in Statement 6.

NET DEBT AND NET WORTH

The level of Commonwealth general government net debt has fallen consistently since
the mid-1990s, from a peak of almost 19 per cent of gross domestic product (GDP) in
1995-96 to an expected 5.4 per cent in 2001-02. In dollar terms, around $58 billion of net
debt will have been repaid since 1995-96, reflecting the combined effect of budget
surpluses and asset sales (principally the sale of 49 per cent of the Commonwealth’s
shareholding in Telstra).

Net debt is expected to fall further through the forward estimates period, although at a
slower rate than anticipated at MYEFO. The slowing in the expected rate of debt
reduction reflects lower projected underlying cash surpluses, and the deferral of
further sales of the Commonwealth’s shareholding in Telstra to 2003-04 (see Box 2).
Consistent with further reductions in net debt, net interest outlays are also expected to
continue to fall. As a percentage of GDP, net interest outlays have been more than
halved since 1996-97, which in dollar terms, equates to a reduction of around
$4 billion.

Table 3 provides a summary of Commonwealth general government net worth, net
debt and net interest outlays.

4 In the calculation of net capital investment, proceeds from the sale of non-financial assets are
subtracted from purchases of non-financial assets. Consequently, proceeds from the sale of
non-financial assets decrease net capital investment and increase the fiscal balance.
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Table 3: Commonwealth general government net worth, net debt and
net interest outlays

Estimates Projections

2000-01 2001-02 2002-03 2003-04 2004-05

$b $b $b $b $b

Financial assets 105.3 100.8 100.5 85.8 71.8
Non-financial assets 31.3 30.7 30.9 31.0 31.1
Total assets 136.6 131.5 1314 116.8 102.9
Total liabilities 169.2 165.4 166.7 150.1 130.0
Net worth -32.7 -33.9 -35.4 -33.3 -27.1
Net debt(a)(b) 42.8 37.7 36.6 17.9 -4.7
Per cent of GDP 6.4 5.4 4.9 2.3 -0.6
Net interest outlays(c) 4.9 4.5 4.2 3.7 2.6
Per cent of GDP 0.7 0.6 0.6 0.5 0.3

(@) Net debt comprises a sub-set of liabilities (deposits held, advances received and borrowing) less a
sub-set of financial assets (cash and deposits; advances paid; and investments, loans and placements).

(b) Includes the impact of the further sale of Commonwealth shareholdings in Telstra.

(c) Commonwealth cash interest payments less cash interest receipts.

Chart 2: Commonwealth general government net debt and
net interest outlays
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(b) Commonwealth cash interest payments less cash interest receipts.

Source: Data to 1997-98 are from 199/7-98 ABS Government Finance Statistics, data for 1998-99 onwards
are from Treasury and DOFA estimates.
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Consistent with the move to accrual budgeting, net worth is reported in the
Commonwealth general government sector balance sheet. Net worth measures total
assets less total liabilities and is therefore a broader measure than net debt, which only
incorporates a subset of assets and liabilities.

Net worth is projected to fall in 2001-02 and 2002-03 reflecting accrual operating
deficits before improving later in the forward estimates period in line with the return
to accrual surpluses (see Chart 3). The overall improvement in net worth over the
period 2001-02 to 2004-05 is due to a greater reduction in expected liabilities compared
with the expected reduction in assets.

Chart 3: Commonwealth general government contribution
of assets and liabilities to net worth
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Box 2: Deferral of the further sale of the Commonwealth’s shareholding
in Telstra

In response to the Telecommunications Service Inquiry, the Budget includes a range
of measures to strengthen telecommunications services, particularly in rural and
regional Australia. To allow time for these measures to be implemented, the
Government has deferred the anticipated timetable for the sale of the
Commonwealth’s remaining equity in Telstra. Further sales of Telstra equity are
now included from 2003-04 (compared with 2001-02 at MYEFO).

The receipts from the sale of the Commonwealth’s shareholding in Telstra are not
included in the calculation of the fiscal or underlying cash balances. Nevertheless,
the sale does have some indirect effects on the budget surplus, in both cash and
accrual terms. These include sale cost expenses, changes in expected dividends from
Telstra, and ongoing savings in public net debt interest.

The estimated net effect of these changes since MYEFO on the fiscal and underlying
cash balances through the forward estimates period is shown in the table below.
Deferring the sale improves the budget balances in 2001-02, as higher dividends and
the elimination of sale costs in that year outweigh the effect of changes in public net
debt interest. From 2002-03 onwards, increases in estimated public net debt interest
outweigh increased dividends, leading to a reduction in the fiscal and underlying
cash balances.

Estimated net impact of revisions since MYEFO to the Telstra sale
assumptions on the fiscal and underlying cash balances®®

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Net effect on fiscal and
underlying cash balances 0 97 -163 -373 -327

(a) The estimates reflect changes to the sale timetable and estimated sale proceeds.

(b) The estimates are highly dependent on the assumptions made regarding: the structure, timing and
proceeds of the sale; expected sale costs; future dividends from Telstra; interest rate assumptions;
and financial management strategies.

Net worth is only marginally affected by the later sale timetable because the sale is
effectively a reallocation of items in the balance sheet. The deferred sale increases
net debt in the forward estimates, but also increases equity assets by an equivalent
amount, leaving net worth broadly unchanged.
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CASH FLOWS

Table 4 provides a summary of Commonwealth general government cash flows.

Table 4: Summary of Commonwealth general government cash flows

Estimates Projections
2000-01 2001-02 2002-03 2003-04 2004-05
$b $b $b $b $b
Cash receipts from operating activities 156.6 161.1 167.2 176.8 186.8
Cash payments for operating activities 155.1 159.6 165.0 171.7 178.3
Net cash flows from operating activities 1.5 1.5 2.2 5.1 8.5
Net cash flows from investments
in non-financial assets 0.7 -0.1 -1.2 -1.0 -1.1
/ess Finance leases & similar arrangements 0.0 -0.1 0.0 0.0 0.0
Underlying cash balance 2.3 1.5 1.1 4.1 7.4
Memorandum items:
Net cash flows from investments in financial
assets for policy purposes(a) 6.2 3.2 -1.1 13.5 13.3
Headline cash balance 8.5 4.7 -0.1 17.6 20.7

(@) Under the cash budgeting framework, these cash flows were referred to as 'net advances'.

The underlying cash balance is forecast to remain in surplus over the forward
estimates period, although the magnitude of the surpluses has fallen compared with
those expected at the 2000-01 MYEFO. However, the declines in the underlying cash
balance since MYEFO have not been as great as those in the fiscal balance estimates.

In most instances, government transactions have very similar effects on the accrual and
cash budget aggregates. Therefore, most of the change to the underlying cash balance
estimates since MYEFO is explained by corresponding variations in the fiscal balance
estimates described earlier in this Statement.

However, there are a small number of variations that have significantly different cash
and accrual effects (because of the different basis of recording transactions).

+ Superannuation cash payments have fallen by around $700 million in 2001-02 (with
smaller falls in the forward years), compared with a $630 million increase in accrual
expenses. Lump sum cash payments have fallen in line with a lower expected rate
of redundancies from the Australian Public Service. In addition, the start date for
the choice of superannuation fund legislation’ has been deferred (Commonwealth
employees will be able to direct their employer’s superannuation contributions on

5 The Government's choice of superannuation fund legislation will give employees greater
choice as to the superannuation fund or retirement savings account into which their
employer superannuation contributions are paid.
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their behalf into funds outside the Commonwealth general government sector once
the legislation is in place, with a consequent reduction in the underlying cash
balance, compared with current arrangements).

+ A change to military superannuation estimates made at MYEFO has been reversed,
reflecting a reassessment of the appropriate accounting treatment that has the effect
of reducing aggregate cash payments by around $500 million in all years (with no
impact on accrual expenses).

« There has been a lower than expected take-up of the PAYG transitional
arrangements to defer company and superannuation tax payments. This boosts
cash estimates of company and superannuation tax revenue in 2000-01 by around
$1.1 billion but reduces cash revenue estimates in the forward years. There is no
effect on accrual revenue estimates.

The headline cash balance is estimated to be in surplus in 2001-02, although smaller
than forecast at MYEFO. This mainly reflects changes in the Commonwealth’s asset
sales programme. In particular, the sale of the Commonwealth’s remaining equity in
Telstra has been deferred (as outlined in Box 2), significantly reducing expected “cash
flows from investments in financial assets for policy purposes’ in 2001-02 and 2002-03.
The incorporation of the estimated proceeds from the sale of the Sydney Airports
Corporation partially offsets the loss of Telstra sale proceeds in 2001-02.
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Appendix A: External reporting standards

The Commonwealth Charter of Budget Honesty Act 1998 requires that the budget be
based on external reporting standards, and that departures from applicable external
reporting standards be identified.

The major external standards used in the budget are the Australian Bureau of
Statistics (ABS) accrual Government Finance Statistics (GFS) framework and
Australian accounting standards, including Australian Accounting Standard No. 31
Financial Reporting by Governments (AAS31).

Estimates presented in Budget Paper No.1 are prepared on a GFS basis unless
otherwise indicated. AAS31 estimates are provided in Statement 10.

The GFS framework requires that flows and stocks are valued at current market prices
(or where these are not observable, a suitable proxy indicator). While this is the case
for flows in the operating statement and the cash flow statement, not all assets and
liabilities in the GFS balance sheet are currently valued at current market prices. This is
principally because Australian accounting standards allow reporting entities to elect to
value their assets at either cost or fair value (current market value). The accounting
profession is considering general valuation issues relating to liabilities. In the early
years of accrual budgeting the focus has been on preparing robust GFS operating and
cash flow statements. Refinements to the GFS balance sheet valuations of assets and
liabilities will be considered over time, in consultation with the ABS, as the new
framework is bedded down.

The Commonwealth revenue and expenses estimates in Statement 5 and Statement 6
do not include goods and services tax (GST) collections and equivalent payments to
the States. Under the Intergovernmental Agreement on the Reform of Commonwealth-State
Financial Relations (the IGA), all GST receipts are appropriated to the States and
Territories and thus are not available for expenditure by the Commonwealth. Because
the Commonwealth collects GST as an agent for the States and Territories, GST receipts
are not shown as Commonwealth revenue. Estimates of GST receipts are provided in
Box 1 in this Statement and in Table 2 of Statement 11.

In order to ensure the reporting of reliable budget estimates and outcomes, taxation
revenue is recognised the earlier of when an assessment of a tax liability is made or
cash payment is received by the Australian Tax Office (ATO) or the Australian
Customs Service (ACS). Accordingly, for most categories of taxation revenue, there is a
short lag between when the revenue is recognised and the time at which the
underlying income (or economic activity) giving rise to the tax liability occurs. Longer
lags, of up to a year, occur for some elements of company and superannuation funds
taxation.

Additional information on the external reporting standards and budget concepts is
provided in Statement 11.
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Appendix B: Sensitivity of fiscal aggregates
to economic developments

Table B1 provides a guide to the sensitivity of the forward estimates of expenses and
revenue to variations in economic parameters in 2001-02. It is important to recognise
that such guides provide only a ‘rule of thumb’ indication of the impact on the budget
of changes in prices, wages and other parameters.

Table B1: Sensitivity of financial aggregates to changes
in economic parameters

2001-02 2002-03 2003-04 2004-05
$m $m $m $m
Expenses
Prices 690 720 750 770
Wages 90 330 350 370
Unemployment benefit recipients 290 280 270 250
Safety net adjustments 60 120 190 250
Revenue
Prices 40 80 80 80
Wages 1140 1220 1310 1420
Employment 770 830 890 960
Private final demand 260 270 280 290
Expenses

On the expenses side, the sensitivity analysis of the estimates provides for the
following assumptions about changes to four broad groups of parameters.

Prices

All price deflators are assumed to change by one percentage point at the start of the
September quarter 2001, with wage deflators left unchanged.

+ The effect of a change in prices on Commonwealth expenses has increased since the
2000-01 MYEFO reflecting a change to the methodology for indexing
superannuation liabilities and defence expenditures.

Wages

All wage and salary growth rates are assumed to change by one percentage point from
the beginning of the September quarter 2001, with price deflators left unchanged.

+ The wages effect resulting from a change in wage and salary growth rates is largely

determined by the effect of the Government’s commitment to maintain selected
pensions at 25 per cent of Male Total Average Weekly Earnings (MTAWE). The
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wages effect in Table B1 above does not include changes to wage and salary
payments in Commonwealth departmental expenses.

Unemployment benefit recipients (includes Newstart Allowance and unemployed Youth
Allowance recijpients)

The total number of recipients is assumed to change by 5 per cent in the Budget year
and in all the forward years.

Safety Net Adjustment

The Safety Net Adjustment (SNA) determined by the Australian Industrial Relations
Commission is assumed to change by $2 per week, taking effect from the beginning of
the September quarter 2001, and each year after that.

« About $45 billion of expenses, comprising agency departmental expenses, other
Commonwealth own purpose expenses and Specific Purpose Payments to the
States of a departmental expense nature, are indexed to weighted averages of
movements in inflation and the SNA.

Revenue

The assumptions underlying the sensitivity of the revenue estimates to changes in
prices and wages are similar to those used for expenses. In each case, the analysis
presents the estimated effects of a change in one economic variable only, and does not
attempt to capture the linkages between economic variables that characterise changes
in the economy more broadly.

The revenue effects of changes in employment and private final demand show the
impact of the following assumed changes:

« employment — the level of employment is assumed to change by one percentage
point from the beginning of the September quarter 2001, with no change in the
composition of demand; and

« private final demand (consumption plus investment) — the level of private final
demand is assumed to change by one percentage point from the beginning of the
September quarter 2001, with no change in the composition of demand.

For the purposes of this analysis:

« changes in prices affect revenue primarily through changes in excise revenue;

« changes in wages and employment feed through into tax revenue largely through
increases in PAYG withholding tax collections; and

+ changes in private final demand affect revenue predominantly through changes in
excise and customs collections.
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An increase in any of the parameters considered will lead to an increase in revenue,
and a decrease in any of the parameters will lead to a reduction in revenue.

Relative to the 2000-01 Budget, the sensitivity of revenue to prices has fallen. This is
attributable to the decision to abolish petroleum excise indexation. Hence, changes in
the price deflator from the beginning of the September quarter 2001 no longer affect
the petroleum excise revenue estimates.
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STATEMENT 3: ECONOMIC OUTLOOK

Part I: Overview

Economic growth in Australia in 2001-02 is forecast to rebound quite strongly, driven
by a turn around in residential construction. Employment growth is expected to be
subdued with the unemployment rate averaging around 7 per cent, while inflation is
forecast to decline and the current account deficit to be well below the average of the
last decade. World growth is expected to weaken in 2001 to a little below historical
averages, although there are significant downside risks.

In 2001-02, economic growth in Australia is forecast to be around 3Y per cent in
year-average terms and a strong 4 per cent through the year to the June quarter 2002.
Residential construction is expected to contribute strongly to growth in 2001-02, with
moderate growth in household consumption, business investment and net exports.
Average unemployment rates are forecast to be slightly higher than recent levels, with
inflation declining and the current account deficit well below its decade average.

Following three years of very strong economic growth in excess of 4 per cent
per annum, the Australian economy slowed sharply in the second half of 2000. The
weakness was concentrated in the residential construction sector, in part reflecting an
unwinding of the bring-forward of residential construction into the first half of 2000,
ahead of the introduction of The New Tax System. The downturn in this sector had
flow-on effects to other parts of the economy through its impact on employment,
consumer spending and consumer and business sentiment. At the same time,
net exports contributed strongly to growth in 2000-01, buoyed by the lower exchange
rate and the Olympics, despite a deteriorating international outlook and adverse
seasonal conditions in the farm sector.

Given the weakness in the second half of 2000 and subdued growth expected in the
first half of 2001, economic growth is now expected to be around 2 per cent in 2000-01
in year-average terms, and around 1 per cent in through-the-year terms.

The outlook for world growth has deteriorated since late 2000, led by a sharp
slowdown in the United States (US) and weaker conditions in Japan. The outlook for
growth in countries with close linkages to the US — such as the non-Japan East Asian
economies — has also weakened. Europe is likely to be less affected by a slowdown in
the US and is expected to continue to grow at a solid pace. Overall, the global economy
is expected to grow by around 3% per cent in 2001, down sharply from 4.8 per cent in
2000, although only a little below the long-run historical average. Nevertheless, there
are significant downside risks to growth in the US and Japan. Slower than forecast
growth in these countries would result in weaker growth in East Asia and a more
broadly based global slowdown.

Despite the slower world growth expected in 2001, net exports are estimated to
contribute strongly to overall economic growth in Australia in 2000-01, with a further
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modest positive contribution expected in 2001-02. The exchange rate has helped boost
the competitiveness of many of Australia’s export and import competing industries.
Australia’s current account deficit (CAD) is forecast to be around 3 per cent of gross
domestic product (GDP) in both 2000-01 and 2001-02. At these forecast levels, the CAD
will be down markedly from 5.3 per cent of GDP in 1999-2000 and well below its
average of the 1990s. In addition to the stronger balance of trade, the lower CAD also
reflects a decline in the net income deficit (NID) in response to lower world and
domestic interest rates and reduced margins between Australian and world
investment returns.

Gross national expenditure is forecast to grow at a moderate rate of around 3 per cent
in 2001-02, compared with less than 1 per cent in 2000-01. Residential construction is
expected to grow by around 5 per cent in year-average terms in 2001-02, following a
marked decline of around 25 per cent in 2000-01, with the turn around supported by
recent reductions in interest rates and the Government’s more generous First Home
Owners Scheme. The recovery in this sector is expected to gather strength as 2001-02
proceeds, with through-the-year growth of around 14 per cent. Modest growth is also
expected to resume in non-residential construction, particularly engineering
construction, following several years of decline since the recent peak in 1998-99.

Household consumption expenditure is forecast to increase by around 3 per cent in
2001-02, a little faster than in 2000-01 but well below the very rapid growth
experienced in the latter part of the 1990s (which was buoyed by strong growth in
asset prices and household wealth). Household consumption will be supported by
lower interest rates and a forecast gradual easing in petrol prices.

Employment growth in 2001-02 is expected to be slower than in recent years but grow
at around 1 per cent in year-average terms and around 1Y% per cent through the year.
This largely reflects the lagged effects of slower overall economic growth in 2000-01,
particularly the downturn in the Ilabour intensive construction sector. The
unemployment rate is expected to increase slightly, to average around 7 per cent in
2001-02 and in the June quarter 2002. This follows a period of declining unemployment
which carried the unemployment rate down to around decade lows. Prospects are
sound for a resumption in the downward trend in unemployment over the medium
term as the construction sector recovers and overall economic growth strengthens.

Inflation is forecast to decline in 2001-02, with the headline consumer price index
(CPI) rising by around 2 per cent in both year-average and through-the-year terms.
The abolition of Financial Institutions Duty and other elements of The New Tax System
will put downward pressure on consumer prices in 2001-02 and the forecasts also
incorporate a slight easing in petrol prices in line with an expected downward trend in
world oil prices.

From a domestic perspective, a key uncertainty relates to the possibility that the recent
downward trend in business and consumer sentiment is sustained over coming
quarters. This poses a downside risk to the forecasts for business investment and
consumption. On the other hand, there is a possibility that the lower exchange rate and
reductions in interest rates will provide a greater stimulus to economic growth than
has been incorporated into the forecasts.



Table 1: Domestic economy forecasts®

Panel A - Demand and output(c)

Household consumption
Private investment
Dwellings
Total business investment(d)
Other buildings and structures(d)
Machinery and equipment(d)

Private final demand(d)
Public final demand(d)
Total final demand

Change in inventories(e)
Private non-farm
Farm and public authorities

Gross national expenditure

Exports of goods and services
Imports of goods and services
Net exports(e)

Gross domestic product
Non-farm product
Farm product (at basic prices)

Panel B - Other selected economic measures

External accounts
Terms of trade
Current account balance
$billion
Percentage of GDP

Labour market
Employment (labour force survey basis)
Unemployment rate (per cent)(f)
Participation rate (per cent)(f)

Prices and wages
Consumer price index - headline
Consumer price index - 'ongoing'(g)
Gross non-farm product deflator
Average earnings (national accounts basis)

Outcomes(b) Estimates Forecasts
1999-00 2000-01 2001-02 Four
Year Year Year Quarters to
Average  Average Average June 2002
4.5 23/4 3 31/4
12.4 -25 5 14
3.6 0 5 9
-11.0 -22 6 10
8.8 5 3 7
5.0 0 31/2 4 3/4
5.6 21/4 21/4 0
5.1 1/2 31/4 33/4
-0.6 1/4 -1/4 1/4
0.0 0 0 0
4.5 1/2 3 4
9.2 6 5 7
12.5 0 4 7
-0.9 11/4 1/4 0
4.3 2 31/4 4
4.4 21/4 3 33/4
4.0 -6 7 13
4.3 4 -3/4 -1/2
-33.7 -201/2  -20
-5.3 -3 -3
2.7 2 1 11/2
6.6 61/4 7 7
63.4 63 3/4 63 3/4 63 3/4
2.4 6 2 2
2.4 31/4 21/2 21/4
1.8 4 11/2 11/2
2.8 31/2 33/4 33/4

(@) Percentage change on preceding year unless otherwise indicated.

(b) Calculated using original data.
(c) Chain volume measure.

(d) Excluding private sector net purchases of second-hand public sector assets.
(e) Percentage point contribution to growth in GDP.
(f) The estimate in the final column represents the forecast level in the June quarter 2002.
(g) The ‘ongoing’ CPI is the headline measure abstracting from the impact of 7he New Tax System.



Part II: The outlook for the international economy

The world economy grew by an estimated 4.8 per cent in 2000, up from 3.5 per cent
growth in 1999 and well above long-term average growth rates. However, economic
growth slowed through the second half of 2000 and is expected to be significantly
weaker in 2001 at about 3% per cent, although this is only a little below the long-run
historical average. The pace of growth is expected to pick up later in 2001 and increase
to around 4 per cent in 2002 (Chart 1).

Chart 1: Annual growth in world GDP(a)
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(@) World GDP growth rates are calculated using GDP weights based on purchasing power parity.
Source: Various national statistical publications, International Monetary Fund (IMF) and Treasury.

The slowing in world economic growth in the second half of 2000 reflected the
restraining influence of earlier monetary tightenings, the rise in oil prices that reduced
business and household purchasing power, and falls in equity prices, particularly in
high-technology stocks.

The slowing in growth was particularly pronounced in the US. Following very rapid
growth in the first half of 2000, household consumption slowed and production and
investment eased in manufacturing industries following the build-up of inventories
and capacity earlier in the year. Growth also softened in Europe, and the nascent
recovery in Japan stalled. Activity in non-Japan East Asia was adversely affected by
slowing US growth as the year ended.

World growth is expected to pick up as 2001 progresses, supported by a recovery in
the US economy over the course of the year, solid growth in Europe and continued,
albeit slower, growth in East Asian economies, particularly China. With the Japanese
economy remaining sluggish, economic growth in Australia’s main export markets is
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expected to be around 2% per cent in 2001, down sharply from 5 per cent in 2000, but
well above the fall of 0.5 per cent recorded in 1998, during the Asian financial crisis.

In 2002, world growth is expected to rise to around 4 per cent, underpinned by
gathering momentum in the US and stronger growth in the East Asian economies.
However, the slow pace of growth expected in Japan points to Australia’s export
market growth being around 3% per cent.

World inflation is expected to remain subdued with slower growth in the major
economies easing capacity constraints and moderating price pressures. Ongoing
productivity gains and increasingly competitive trading environments should also
help contain inflation as growth picks up in 2002.

World oil prices have declined significantly over the past six months, suggesting that
the risks to world activity and inflation from this source have abated somewhat. Prices
are expected to continue to ease, in line with the weaker outlook for the world
economy in 2001. Crude oil prices are now expected to decline from a world trade
weighted" average of US$27.6 per barrel in 2000 to around US$23%, per barrel in 2001,
and US$22 per barrel in 2002.

Oil prices are likely to remain volatile in the short term, reflecting uncertainty about
the action of key producers and the strength of world demand. In particular, the
actions of the Organisation of Petroleum Exporting Countries — which has already cut
production by 2.5 million barrels per day thus far in 2001 — in the face of falling
demand and prices, create some uncertainty around the forecast.

Growth in the United States was 5 per cent in 2000, although the rapid growth of the
first half gave way abruptly to very modest rates in the second half of the year. Growth
is expected to average around 1% per cent in 2001 before rising to around 3¥ per cent
in 2002.

The first half of 2000 was marked by a surge in business and consumer spending and a
continuation of the same supply-side forces that have propelled the economy over the
past few years: ongoing realisation of synergies from new technology and improved
business practices, high levels of investment and elevated rates of productivity growth.
In the second half of 2000, the situation changed. Equity markets adjusted downwards
(particularly in high technology), consumption slowed, inventories grew, production
weakened particularly in the manufacturing sector, and some capital spending was
put on hold. The new technologies and business practices, which had underpinned the
expansion, appeared to contribute to a more rapid pass through of the change in
conditions than in the past.

The extent and duration of the slowdown in the US is expected to be mild compared
with previous episodes, moderated by relatively sound underlying macroeconomic
conditions and supportive policy settings. Growth is expected to be weak in the first

1 The world trade weighted oil price is the average of the contract price of different types of
oil, weighted by their share of the world oil trade (that is, between countries).
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half of 2001 as inventories and excess capacity in some industries are worked off, but
should recover quickly in the second half of the year and into 2002. Consumer
spending is expected to be supported by ongoing growth in income, still relatively
high levels of consumer confidence, and by recent interest rate cuts and the prospect of
tax cuts later in the year. Investment in housing appears to have picked up in the first
part of 2001 and other investment should be supported in the longer term by
productivity growth and prospects of attractive returns on high-tech investment.
Nevertheless, risks around the US growth forecasts are substantial, with any
significant deviations in US growth from the forecast levels having the potential to
markedly affect overall world growth (Box 1).

Table 2: Annual growth in GDP for selected countries and groupings®®

1997 1998 1999 2000(c) 2001 2002
Actual Actual Actual Estimate Forecast  Projection
World 4.2 2.8 3.5 4.8 31/4 4
OECD(d) 3.5 2.7 3.2 4.1 21/4 3
Main Trading Partners(e) 4.1 -0.5 4.0 5.0 2 3/4 31/2
United States 4.4 4.4 4.2 5.0 11/2 31/4
Japan 1.9 -1.1 0.8 1.7 3/4 11/2
European Union 2.6 2.9 2.6 3.4 21/2 2 3/4
Non-Japan East Asia(f) 6.7 1.1 6.3 7.4 53/4 61/2

(@) Percentage change on previous year.

(b) Growth rates for the World, the Organisation for Economic Co-operation and Development (OECD), the
European Union (EU), and non-Japan East Asia are calculated using GDP weights based on purchasing
power parity.

(c) Treasury estimates of World, OECD and EU growth rates.

(d) The OECD comprises the United States, Japan, Germany, France, Italy, the United Kingdom, Canada,
Australia, Austria, Belgium, the Czech Republic, Denmark, Finland, Greece, Hungary, Iceland, Ireland,
Korea, Luxembourg, Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, Spain, Sweden,
Switzerland, Turkey and includes Slovakia from 2001.

(e) Export trade-weighted basis.

(f) Non-Japan East Asia comprises Korea, Singapore, Taiwan, Hong Kong, China, Indonesia, Malaysia,
Thailand, and the Philippines.

Source: Various national statistical publications, IMF and Treasury.

Japan’s economy grew by 1.7 per cent in 2000, although uncertainty about the
sustainability of the expansion remains. Growth is expected to be uneven in 2001 with
last year’s fiscal package likely to raise public investment during the first half of the
year, but with the boost to activity tapering off in the second half of the year as public
spending declines. Consumption is likely to remain subdued and investment is
expected to ease through 2001 as slower world growth and weaker demand for
high-tech products reduce exports and weaken the outlook for corporate profits. The
sharp decline in equity prices over the past year is also likely to undermine business
confidence and the investment outlook. For 2001 as a whole, growth is expected to
average around % per cent, before picking up to around 1% per cent in 2002 as the
global economy strengthens. Sustained recovery in Japan continues to be constrained
by high levels of bad debts in the banking system. The new Government has expressed
a commitment to progressing further reforms, including in the financial sector.



Growth in the euro area strengthened in 2000, rising to 3.4 per cent, buoyed by strong
domestic and external demand. For 2001, growth is expected to moderate in the face of
a less supportive global environment. However, the euro area appears to be less
affected by the downturn in the US than some other regions and the effects are likely
to be more muted. Consumption is expected to be underpinned by rising incomes,
recent tax cuts and relatively high levels of consumer confidence. Investment, although
adversely affected by weaker export earnings and higher energy prices, is likely to be
supported by recent corporate tax cuts and relatively high levels of capacity utilisation.
In 2001, growth in the euro area is expected to be around 2% per cent, with slightly
higher growth expected in 2002 at around 2% per cent, as world economic conditions
improve. Growth in the United Kingdom is expected to be more affected by the
slowdown in the US and problems associated with foot and mouth disease, with
growth slowing to 2% per cent in 2001, before picking up to 2% per cent in 2002 on the
back of stronger world growth and supportive macroeconomic policy.

The non-Japan East Asia region grew strongly in 2000, supported by strong export
demand and rising domestic demand. The region benefited from the strong growth in
the world economy and particularly from the upturn in demand for electronics in the
US, Europe and Japan.

Growth is expected to slow in 2001 with the slowdown in the US and continued
weakness in Japan expected to reduce demand for exports, particularly electronics,
industrial machinery and automobiles which have been a cornerstone of the
expansion. The impact is likely to be more pronounced for countries such as Taiwan,
Singapore and Korea which have a high electronics component in their export base.

Unfavourable domestic factors are also likely to weigh heavily on the immediate
outlook for the region, particularly in Indonesia, Thailand and the Philippines.
However, foreign exchange reserves are generally higher than immediately preceding
the Asian crisis, external positions have improved, and speculative capital inflow has
been limited, leaving countries less vulnerable to unfavourable shifts of sentiment and
capital flight.

Growth in non-Japan East Asia is forecast to decline from 7.4 per cent in 2000 to
around 5% per cent in 2001 before picking up to 6% per cent in 2002, in line with the
expected recovery in the US. Excluding China (which continues to grow strongly),
growth in the region is forecast to be 3% per cent in 2001 before rising to 4% per cent
in 2002.

Other emerging market economies grew strongly in 2000, but growth is likely to
moderate in 2001. Financial and economic conditions remain fragile and they remain
vulnerable to any further weakening in global conditions and/or a deterioration in
sentiment towards emerging markets.
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Box 1: Risks to the US and global outlook

The path of the global economy over the next year depends heavily on
developments in the US economy. The most likely outcome in the US is that growth
will slow through the first half of 2001 as excess inventories are reduced and surplus
capital stock is unwound through lower investment and modest growth, but pick up
strongly in the latter part of the year. This relatively benign outcome would be
consistent with the generally sound underlying fundamentals of the US economy
and the stimulative impact of lower interest rates and foreshadowed tax cuts.

It is possible, however, that business conditions and business and consumer
confidence will fall further during the adjustment process leading to a deeper and
more prolonged slowdown than currently envisaged. Energy prices have risen
sharply in the US reflecting in part domestic capacity constraints in the energy sector
which could put further pressure on prices and incomes. Other factors, including a
reassessment of the wealth and income gains from investment in new technology
areas, could also adversely affect incomes and sentiment.

In these circumstances, there would likely be a sharp reduction in consumption and
investment spending. Increased uncertainty with respect to employment and
incomes would see consumption weaken, and this would be reflected in lower profit
prospects and a further decline in equity prices. With household debt already at
high levels and savings rates low, household consumption would likely be pared
back further. Reduced sales and earnings prospects and increased risk would also
likely see firms delay investment, using funds to repair extended balance sheets
instead. In this scenario, equity returns would fall, capital inflows would ease, the
large current account deficit would unwind, and the exchange rate would
depreciate.

A weaker US economy accompanied by a rapid adjustment in financial markets
would adversely affect other countries, including East Asian economies. The outlook
for Japan has already deteriorated, partly as a result of weaker global conditions, but
also due to domestic factors including weak consumer and business confidence and
unresolved problems in the financial sector. Further deterioration in the economy
and weaker confidence would expose vulnerabilities in the financial and corporate
sectors, exacerbating the adverse affects of weaker external conditions. Both Japan
and other East Asian economies are particularly vulnerable to a more severe
downturn in the US because of their specialisation in electronic products. However,
there could be some offsetting effects from lower interest rates, lower exchange
rates, and increased capital inflow where attractive investment opportunities arise.

Other countries would also be adversely affected by further weakness in the US and
Japan, through the usual trade linkages and through confidence effects.

On the upside, recent policy adjustments in several countries may forestall a further

downturn. If confidence were to turn up quickly there may be some upside risks to
the forecasts.
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Part ITII: The outlook for the domestic economy

Key assumptions

In framing the forecasts for the domestic economy the exchange rate is assumed, as is
usual practice, to remain unchanged from the average levels reached in recent months,
at around US52%c and around 50 against the trade weighted index (TWI). On the basis
of these assumptions, the exchange rate would be lower on average in 2001-02 than in
2000-01, and significantly lower than its average level of around US63c and 55 against
the TWI in 1999-2000, helping to produce a solid net export performance in the face of
slower world growth.

The forecasts take into account the reductions in official interest rates since
February 2001. The reductions in interest rates are expected to be supportive of
domestic demand, especially residential investment and household consumption
spending (in particular, on consumer durables). Although the timing and magnitude
of this effect is uncertain, most of the impact from lower interest rates is expected to be
felt in 2001-02.

The forecast fall in farm production in 2000-01 largely reflects a combination of very
dry conditions in some areas and severe flooding in others. An assumed return to
normal seasonal conditions in 2001-02 would see stronger farm production
contributing to overall economic growth.

DEMAND AND OUTPUT

In 2001-02, economic growth in Australia is forecast to be around 3% percent in
year-average terms and a strong 4 per cent through the year to the June quarter 2002.
Average unemployment rates are forecast to be slightly higher than recent levels at
around 7 per cent, with inflation declining relative to 2000-01 and the CAD well below
its average level of the 1990s.

Gross national expenditure is forecast to grow at a moderate rate of around 3 per cent
in 2001-02, following growth of less than 1 per cent in 2000-01. Residential construction
is expected to contribute strongly to growth, with moderate growth in household
consumption, business investment and net exports (Chart 2).

Residential construction is expected to grow by around 5 per cent in year-average
terms in 2001-02, following a large decline of around 25 per cent in 2000-01, with the
turn around supported by recent reductions in interest rates and the Government’s
more generous First Home Owners Scheme. The recovery in this sector is expected to
gather strength as 2001-02 proceeds, with through-the-year growth of around
14 per cent. Modest growth is also expected to resume in non-residential construction,
particularly engineering construction, following several years of decline since the
recent peak in 1998-99.
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Following the weakness in the second half of 2000 and subdued growth expected in
the first half of 2001, economic growth is now expected to be around 2 per cent in
2000-01 in year-average terms and around 1 per cent in through-the-year terms.

Chart 2: Contributions to GDP growth
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Household consumption
Household consumption is forecast to increase by around 3 per cent in 2001-02, a little

stronger than the estimate of 2% per cent for 2000-01 (Chart 3). This follows a six year
period where consumption growth averaged a very strong 4% per cent per annum.

Chart 3: Annual growth in real household consumption
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Real household disposable income in 2000-01 has been boosted by the income tax cuts
and increases in benefits flowing from The New Tax System (after an allowance for the
associated increases in indirect taxes). However, the beneficial impact of these tax cuts
on consumption expenditure was offset to some extent in the latter part of 2000 by the
effects of rising interest rates during 2000 and rising petrol prices. Slower employment
growth in 2000-01 also had a moderating effect on the growth in real household
income and consumption. In addition, the strong accumulation of wealth experienced
over recent years (Chart4) did not continue to the same extent in 2000-01, with
relatively steady share prices, and with house prices declining in some areas and rising
less quickly than previously in other areas.
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The significant interest rate reductions since early 2001 are likely to give some boost to
consumption growth in 2001-02, as will the expected gradual downward trend in
petrol prices. On the other hand, subdued employment growth will continue to have a
moderating effect on the growth in real household income in 2001-02.

Chart 4: Annual growth in private sector wealth®
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There are few signs of major imbalances in the balance sheet of the household sector,
suggesting that the household sector’s net financial position should not act as a major
constraint on consumption growth over the forecast horizon. Household borrowing
has been strong in recent years, partially reflecting the continuing impact of financial
deregulation on the availability of credit and lower interest rates. This has increased
the debt-to-disposable income ratio to a little over 100 per cent, close to the average of
other developed economies. However, the growth in household debt has been broadly
matched by an increase in assets held by households, with the household
debt-to-assets ratio showing only a gradual increase over recent years. Further, the
household debt servicing ratio remains at a relatively modest level by historical
standards (see Chart5), well below the peak in the late 1980s, and is likely to fall
during 2001 in response to recent declines in interest rates.

Measures of consumer sentiment have been particularly volatile over the last year,
with the Westpac-Melbourne Institute index falling by around 15 per cent prior to the
introduction of The New Tax System and then rebounding to previous levels, as the
uncertainty surrounding the introduction of The New Tax System abated. The consumer
sentiment index has trended lower over recent months, although with a significant
rebound in May. Nevertheless, it is too early yet for the full impact of lower interest
rates to be reflected in the survey responses. It is also noteworthy that retail sales
increased strongly in the March quarter 2001 (by around 1.9 per cent in real terms), at a
time when measures of consumer sentiment were declining.
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An extended period of low consumer sentiment represents a downside risk to the
consumption growth forecasts, although the recent reductions in interest rates should
be supportive of higher confidence levels.

Chart 5: Household debt servicing ratio
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Dwelling investment

Following several years of strong growth, dwelling investment is expected to fall by
around 25 per cent in 2000-01 in year-average terms, before returning to a positive rate
of growth later in 2001.

In 1999-2000, building activity rose strongly to its highest level as a share of GDP in
almost 20 years, as home builders and renovators brought forward activity ahead of
the introduction of The New Tax System. This bring-forward of activity was unwound
in the second half of 2000 which, combined with the effects of higher interest rates, saw
activity in this sector decline by around 35 per cent over the September and December
quarters of 2000 (Chart 6). This decline in building activity, in turn, contributed to
weaker employment and household consumption spending.

In 2001-02, dwelling investment is expected to rebound significantly, with forecast
growth of around 5 percent in year-average terms and around 14 per cent in
through-the-year terms. Strong growth is expected to be driven largely by improved
housing affordability and by the Government’s more generous First Home Owners
Scheme. Recent declines in interest rates should see housing affordability improve
through 2001. The First Home Owners Scheme, which encourages the construction of
new dwellings through the payment of a $14,000 grant to first home buyers, should
also provide a targeted, short-term boost to building activity in 2001-02.
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There is a greater than normal degree of uncertainty surrounding the timing and
extent of the recovery in dwelling investment. The Government’s more generous First
Home Owners Scheme and the recent reductions in interest rates should provide a
significant boost to activity in the sector, although the timing and magnitude of this
boost is difficult to assess. Early indications suggest strong interest from home buyers
resulting from the First Home Owners Scheme.

Chart 6: Growth in dwelling investment
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Business investment

New business investment’ is expected to grow by around 5 per cent in 2001-02,
following approximately zero growth in 2000-01 (Chart 7). Through the year to the
June quarter 2002, new business investment is expected to grow by around 9 per cent.
The solid outlook for business investment reflects sound fundamentals: short and
long-term interest rates are near historical lows; corporate profitability (despite recent
declines) remains around historically high levels as a share of GDP, and is particularly
strong in the mining sector which is highly capital intensive; and the decline in the
exchange rate over recent quarters will give many Australian industries an important
buffer against the effects of slower world growth. Despite the forecast solid increase in
business investment in 2001-02, the level of business investment would remain slightly
below longer run averages as a share of GDP, following a small fall in 2000-01.

2 Private sector net purchases of second-hand public sector assets can have a significant impact
on estimates of business investment and public final demand, despite the fact that these asset
purchases have no impact on aggregate economic activity. Accordingly, the forecasts of new
business investment abstract from these transactions.
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New investment in plant and equipment is expected to grow by around 3 per cent in
2001-02, and a strong 7 per cent through the year to the June quarter 2002, following
estimated growth of around 5 per cent in 2000-01. The outlook for investment in plant
and equipment is partially underpinned by expected investment in the mining sector.
After a couple of very weak years during and immediately following the Asian crisis,
conditions in the mining sector are conducive to investment, with record levels of
profitability boosted by higher prices for a range of commodities and the decline in the
exchange rate. Firms’ first investment intentions for 2001-02, as reported in the
ABS capital expenditure survey, were quite strong, although early estimates only
provide a broad indication of likely outcomes. Allowing for some impact from lower
levels of business confidence experienced over recent quarters on realisation ratios
applied to investment intentions, the investment intentions data point to solid growth
in plant and equipment investment in 2001-02.

Chart 7: Annual growth in new business investment®
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The risks around the outlook for plant and equipment investment in 2001-02 appear to
be balanced. On the one hand, slower domestic and world growth may point to a
weaker outlook than forecast, particularly if business confidence falls in response to
this uncertain outlook. While profits in aggregate have been around historically high
levels, there is anecdotal evidence that margins in some sectors may have been affected
by the lower Australian dollar, high energy and fuel costs, new tax payment
arrangements and weaker demand. On the other hand, relatively low short and
long-term interest rates, lower plant and equipment prices as a result of the
introduction of The New Tax System, and the potential for investment by the mining
and resource sectors over the medium term are supportive of strong investment. There
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is also some potential for stronger than forecast investment in 2001-02 if business
confidence rebounds sharply from its current level.

New investment in buildings and structures is expected to grow by around 6 per cent
in 2001-02 and a strong 10 per cent through the year to the June quarter 2002. This
follows an estimated decline of 22 per cent in 2000-01, mainly associated with the
completion of Olympics-related projects. Strong growth in engineering construction is
expected to underpin growth in investment in buildings and structures in 2001-02, as a
number of new projects in the mining and resource sectors, and several power
generation projects, commence during the year. A stabilisation in the level of
non-residential building approvals, commencements and work-yet-to-be-done
suggests that activity in this sector may have bottomed, following two years of decline.

Investment in intangible fixed assets (that is, computer software, mineral exploration
rights and artistic originals) is expected to grow strongly in 2001-02, although at a
slower rate than in 1999-2000 and 2000-01. The outlook for intangible fixed assets is
dominated by expected strong growth in software investment, which now comprises
over 10 per cent of total new business investment. Some easing in growth of software
investment is expected in 2001-02, following the completion of work relating to the
new tax arrangements in 2000, and Y2K-related work in 1999.

Inventories

Private non-farm inventories are expected to contribute around a % of a percentage
point to growth in 2000-01. In the first half of 2000, there appears to have been an
unanticipated run-down in inventories, especially in the retail sector, as sales were
brought forward ahead of the introduction of The New Tax System. In turn, there was
some rebuilding of inventory levels in the second half of 2000 as this net bring-forward
of sales was unwound. However, after making an allowance for this effect, there
appears to have been a modest build-up in inventory levels in the second half of 2000,
due to weaker than expected growth in sales.

Private non-farm inventories are expected to subtract around a % of a percentage point
from GDP growth in 2001-02, as the modest build-up in inventories in the second half
of 2000 is gradually unwound over 2001, and more generally as firms continue to
manage down inventory-to-sales ratios to increase profitability. However, there is a
risk that the build-up in inventories may be unwound more quickly, especially if the
recent falls in business sentiment are sustained.

Public final demand

In 2001-02, real public final expenditure’ is anticipated to grow by around 2¥ per cent
in year-average terms, similar to the outcome expected in 2000-01, but well below the
5.6 per cent growth recorded in 1999-2000. The moderation relative to 1999-2000

3 The forecasts of public final expenditure abstract from private sector net purchases of
second-hand public sector assets — see footnote 2.
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reflects the winding down of expenditure related to the peacekeeping mission in East
Timor; the start-up costs associated with tax reform; and the completion of large
infrastructure projects in some States (including the Olympics). This has been partially
offset at the Commonwealth level by the new spending initiatives on research and
development, roads and defence that are expected to commence in 2001-02.

Growth in consumption at the State level is expected to be steady, with a fall in
consumption following the Olympics offset by increased spending on roads and wage
costs. An expected fall in State underlying investment reflects the completion of a large
number of infrastructure projects in 2000-01 and decreased investment spending in
2001-02.

NET EXPORTS AND THE CURRENT ACCOUNT BALANCE

The CAD is forecast to decline sharply from 5.3 per cent of GDP in 1999-2000 to around
3 per cent of GDP in 2000-01 and 2001-02. The decline in the CAD relative to 1999-2000
is expected to be driven by a stronger trading performance in volume terms, a rise in
the terms of trade and a lower NID. At these levels, the CAD would be well below its
average level as a share of GDP during the 1990s, and around half its earlier peaks.

Net exports

Net exports are expected to contribute a large 1v4 percentage points to GDP growth in
2000-01, but slower world growth in 2001 will have a significant impact on exports in
2001-02. However, net exports are still expected to contribute around ¥ of a percentage
point to GDP growth in 2001-02, reflecting the assumed lower average exchange rate in
2001-02 and the impact of modest growth in domestic demand on imports.

In 2001-02, export volume growth is expected to be a solid 5 per cent, following an
estimated 6 per cent growth in 2000-01. These growth rates are only a little below
trend, reflecting the impact of slower world growth in 2001 on Australia’s export
volumes being substantially offset by a lower average exchange rate. Export growth in
2001-02 is expected to be underpinned by strong growth in non-rural commodity
exports, reflecting the continued ramp-up of production from recently completed
projects.

Farm production is expected to fall by around 6 per cent in 2000-01 due to adverse
seasonal conditions. In 2001-02, farm production is expected to grow strongly, by
around 7 per cent (well above trend), due to the assumed return to average seasonal
conditions. Rural export volumes are not expected to fall by as much as farm
production in 2000-01, as stocks — particularly wool and wheat — are drawn down to
meet demand. As a result, rural export volumes are not expected to rebound as
strongly as farm production in 2001-02.

The impact of slower world growth — in particular in Australia’s major trading

partners — is expected to be most apparent in lower growth in elaborately
transformed manufactures (ETMs) and services exports. However, the lower average
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exchange rate should partially offset this by providing a boost to Australia’s
competitiveness, enabling Australian exporters to increase their market share. As a
result, both services (abstracting from the Olympics) and ETM export volumes are
expected to continue to grow solidly in 2001-02, albeit at rates somewhat below trend.

Import volumes are expected to grow by 4 per cent in 2001-02, up from around zero
growth in 2000-01, reflecting strengthening — but still below trend — domestic
demand growth and more modest growth in import prices in Australian dollar terms
than in 2000-01. Nevertheless, in both years, import volume growth is expected to be
well below trend growth rates.

The terms of trade

The terms of trade are expected to increase by a strong 4 per cent in 2000-01, to be
around the highest level in a decade. Only a slight decline (% per cent) from these
levels is forecast in 2001-02, despite slower expected world growth. This slight decline
reflects a modest fall in the world price of Australia’s exports, partly offset by
continued weakness in the world price of Australia’s imports.

In currency neutral (Special Drawing Rights (SDR)) terms, Australia’s non-rural
commodity export prices— as measured by the Reserve Bank of
Australia’s commodity price index — are expected to continue to grow in 2001-02,
following strong growth in 2000-01. Underlying this forecast are strong increases in
negotiated contract prices for bulk commodities being partially offset by weaker prices
for base metals and mineral fuels. Contract prices for steaming coal have recently
increased by around 20 per cent in US dollar terms, coking coal by around 11 per cent
and iron ore by around 4 per cent.

Some moderation in aggregate rural prices in SDR terms from recent high levels is
anticipated, reflecting an expected rise in world agricultural production in 2001-02 (in
part driven by the continued high level of agricultural subsidies in developed
countries) and continued high levels of world stocks. This points to subdued world
prices in 2001-02, particularly for wheat and cotton. Nevertheless, world prices for beef
and wool — two of Australia’s key rural exports — are expected to increase slightly in
2001-02, building on strong gains in 2000-01, to be at their highest level in two decades
in Australian dollar terms. This reflects a relatively tight supply/demand balance in
both markets.

In Australian dollar terms, rural commodity prices are expected to remain around
historically high levels over the forecast period. While adverse seasonal conditions
have seen farm production fall by around 6 per cent in 2000-01, a return to average
seasonal conditions is expected to see farm production increase by 7 percent in
2001-02. The relatively unusual combination of high prices and strong production
should see farm incomes increase to historically high levels in 2001-02.
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The current account deficit

The CAD is forecast to decline sharply in 2000-01, to 3 per cent of GDP, down from
5.3 per cent of GDP in 1999-2000. The decline in the CAD is expected to be driven by a
stronger trading performance in volume terms, a rise in the terms of trade and a lower
NID. In 2001-02, the CAD is expected to remain around 3 per cent of GDP.

Chart 8: Contributions to the current account deficit
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The NID is forecast to remain a little below 3 per cent of GDP, despite a continued
(albeit more moderate) build up in Australia’s net foreign liabilities as a share of GDP.
This outcome reflects lower Australian and world interest rates, and the significant
narrowing in the difference between the yield on foreign investment in Australia and
the yield on Australian investment abroad over recent years. Recent trends in the NID
are discussed in more detail in the Centenary edition of the Economic Roundup.

THE LABOUR MARKET

Employment growth in 2001-02 is expected to be slower than in recent years at around
1 per cent in year-average terms and around 1% per cent through the year. This largely
reflects the lagged effects of slower overall economic growth in 2000-01, particularly
the downturn in the labour intensive construction sector (Box 2).
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Employment in the construction sector declined by around 55,000 in total over the
December 2000 and March 2001 quarters, with likely flow-on effects to other sectors,
including employment in parts of the manufacturing sector involved in the production
of building materials. These effects are expected to be reversed gradually as the
construction sector recovers during the course of 2001-02, with the turn around likely
to be most apparent in the second half of the year.

Chart 9: Unemployment rate

Per cent Per cent

12 : 12

1 f D1
P o

10 ]
| @

9 P24 9

8 | 4 8

6 . S 16

5r Periods of moderating 15

GDP growth
4 : : 4

Jun-80 Jun-82 Jun-84 Jun-86 Jun-88 Jun-90 Jun-92 Jun-94 Jun-96 Jun-98 Jun-00 Jun-02
Source: ABS Cat. No. 6202.0 and Treasury.

The unemployment rate is expected to increase slightly from recent levels, to average
around 7 per cent in 2001-02 as a whole and in the June quarter 2002. Monthly data are
likely to vary significantly around these averages. Recent falls in the various job
vacancy series suggest that weak employment outcomes are likely over coming
months, which is expected to put some upward pressure on the unemployment rate.
However, as in previous short periods of slower GDP growth (identified by the circled
periods in Chart 9), the increase in the unemployment rate is expected to be relatively
small and quite brief. Continued moderate growth in wages will help to limit the
extent and duration of the rise in unemployment. Prospects are sound for a
resumption of the downward trend in unemployment over the medium term as the
construction sector recovers, overall economic growth strengthens and the benefits
from earlier labour market reforms and more general microeconomic reforms,
including taxation reform, continue to accrue.

Productivity growth (on a heads basis) is forecast to reach a cyclical low in 2000-01
before rebounding solidly in 2001-02 to 2Y% per cent. Some of the factors likely to
influence the medium-term trends in productivity are discussed in Budget Paper No. 1,
Statement 4.
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Box 2: Sectoral differences in labour productivity in Australia

Industries in Australia differ markedly in terms of their labour intensity and
therefore their levels of labour productivity (Chart10). For example, mining
accounts for around 5 per cent of total output, but employs just 1 per cent of the
workforce and therefore has a high level of labour productivity (output of around
$300,000 per person employed in the industry) and is relatively capital intensive. In
contrast, construction is relatively labour intensive with levels of labour
productivity (output of around $50,000 per person employed in the industry) a little
below the economy-wide average.

Chart 10: Labour productivity by industry®*
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In 2000-01, as the composition of economic activity shifted away from relatively
labour intensive industries such as construction, and towards relatively capital
intensive industries such as mining, the impact of the slower overall economic
growth on the labour market was more pronounced. As the construction industry
recovers during 2001-02, this effect will be unwound gradually.

4  The following industries are aggregations of ‘similar’ ABS standard industry classifications:
distributional services include wholesale trade, retail trade and transport and storage;
business and investment-related services include finance and insurance, and property and
business services; consumer services include accommodation, cafes and restaurants, cultural
and recreational services, and personal and other services; and human capital services
include government administration and defence, education, and health and community
services.
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WAGES

Wages have continued to grow at a moderate pace in 2000-01, consistent with slower
economic and employment growth and the moderate increase in unemployment.
Importantly, there has been little evidence to date of widespread wage increases in
response to price changes following the introduction of The New Tax System.

Average earnings growth on a national accounts basis (AENA) is expected to be a
moderate 3% per cent in 2000-01. Abstracting from the increase in the superannuation
guarantee charge on 1 July 2000, AENA is expected to grow by 3 per cent in 2000-01.

In 2001-02, growth in AENA is expected to increase to 3% per cent, as economic growth
strengthens and is reflected in slightly firmer labour market outcomes as the year
progresses. The forecast incorporates the recent ‘Living Wage Case’ decision.

The pace of the pick up in economic activity and the timing of its impact on the labour
market represent a key source of uncertainty around the wages outlook.

While the introduction of The New Tax System does not appear to have influenced
wages growth to date, there remains a residual risk to wages over the forecast period
(for example, if union campaigns were to be successful). Recent enterprise bargaining
data indicate that the proportion of employees covered by agreements that include
inflation-related clauses has increased. However, there is no rationale for higher wages
to compensate for the price effects of The New Tax System, given the significant
personal income tax cuts and increases in benefits contained in the package.

PRICES

In 2000-01, ‘ongoing’ inflation (that is, inflation excluding the impact of The New Tax
System) is expected to be around 3%percent in both year-average and
through-the-year terms. The increase in ‘ongoing’ inflation relative to the 1999-2000
outcome of 2.4 per cent in year-average terms largely reflects the effect of the increase
in petrol prices over calendar year 2000.

The New Tax System is expected to increase the CPI by around 2% per cent through the
year to the June quarter 2001, with this effect having been felt largely in the September
quarter 2000. Taking together the estimates of ‘ongoing’ inflation and the impact of
The New Tax System, the CPI is expected to increase by 6 per cent in year-average terms
in 2000-01 and by 5% per cent through the year to the June quarter 2001.

The CPI increased by 1.1 per cent in the March quarter of 2001. This higher than
expected outcome largely reflected the effect of flooding in northern New South Wales
and southern Queensland on fruit and vegetable prices and the effect of increased
world demand for Australian meat products. The sharp rise in fruit and vegetable
prices is likely to be at least partly reversed in coming quarters as supply returns to
more normal levels. There were also the usual seasonal increases in the price of
education, pharmaceuticals and childcare. Petrol prices fell 3.7 per cent in the quarter,
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in response to lower world oil prices and the Government’s decision to reduce excise
on petrol (and abolish indexation) in early March. Looking through these influences,
the CPI increased by a moderate 0.6 per cent in the March quarter, following the very
low increase of 0.3 per cent in the December quarter.

Inflation is forecast to decline in 2001-02, with the headline CPI rising by around
2 per cent in both year-average and through-the-year terms. The abolition of Financial
Institutions Duty (FID) and other elements of The New Tax System will put downward
pressure on consumer prices in 2001-02 and the forecasts also incorporate an allowance
for a slight easing in petrol prices in line with an expected downward trend in world
oil prices. Wages growth is expected to remain moderate, at around 3% per cent,
helping to ensure that growth in labour costs remains well contained. The inflation
forecasts also make an allowance for some impact on consumer prices of the decline in
the Australian dollar over recent quarters.

Measures introduced as part of The New Tax System (including the abolition of FID and
stamp duty on marketable securities from 1 July 2001, as well as the early introduction
of input tax credits for motor vehicles) are expected to reduce the CPI by between a %
and a ¥ of a percentage point in both year-average and through-the-year terms.
Leaving aside this effect, ‘ongoing’ inflation is expected to be around 2% per cent in the
year to the June quarter 2002.

A number of key uncertainties surround the inflation outlook, particularly for 2001-02.
If world oil prices or the value of the Australian dollar differ substantially from their
assumed levels, this could pose risks to the inflation forecasts on both sides. The
inflation forecasts are also based on the historical pass-through from exchange rates
into the CPI. However, in recent years, exchange rate movements appear to have had
less impact on the CPI than was the case on average over recent decades. If this
reduced pass-through from the exchange rate to the CPI were to continue, inflation
could be lower than forecast.
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Part IV: Uncertainties

From a domestic perspective, a key uncertainty relates to the possibility that the recent
downward trend in business and consumer sentiment is sustained over coming
quarters. While the relationship between business and consumer sentiment measures
and actual growth outcomes can be loose, if the recent falls in these measures were
sustained there may be downside risk to the forecasts for business investment and
consumption.

On the other hand, there is a possibility that the lower dollar and lower interest rates
will provide a greater stimulus to economic growth than has been incorporated into
the forecasts. There is also the potential for stronger than forecast investment and
consumption in 2001-02 if business and consumer confidence were to rebound sharply
from their current levels.

The dwelling sector is expected to rebound strongly in 2001-02, although, there is a
greater than normal degree of uncertainty surrounding the timing and extent of this
recovery. In particular, while the Government’s more generous First Home Owners
Scheme and the recent reductions in interest rates should provide a significant boost to
activity in the sector, the timing and magnitude of this boost is difficult to assess.

The key international uncertainty is how the US economy will evolve over the next few
quarters. The most likely outcome is that growth will slow in the first half of 2001 as
excess inventories are unwound and excess capacity is pared back, but will pick up
quickly once the adjustment is complete. In this case the impact on the rest of the
world would be relatively mild and transitory. However, if falls in consumer and
business confidence were to translate into weaker demand then the deterioration in
confidence would likely become self-reinforcing and the outcome would be a deeper
and more prolonged period of weakness than currently envisaged.

Japan and the non-Japan East Asian region would be adversely affected if a sharp and
severe downturn in the US were to occur. The Japanese economy has been weak for
some time, unable to gather momentum despite substantial fiscal stimulus. With
short-term policy options now limited and unresolved problems in the financial and
corporate sectors continuing to weigh heavily on consumer and business sentiment,
Japan is exposed to any further deterioration in global economic conditions. Weaker
external demand would see a further erosion of confidence and increase the chance
that the economy would fall back into recession.

A sharper than forecast slowdown in the US and in Japan would adversely affect
several regions, but especially non-Japan East Asia. Asian economies have relied
heavily on export-led growth to support recovery over the past few years and are
vulnerable to a broad based slowdown in global demand. The Asian economies have
also become increasingly integrated with the US economy through the information
technology production chain, and are exposed to a weaker US economy through this
channel. With several Asian economies facing domestic problems and further progress
on structural reforms necessary to strengthen their resilience to external shocks, there
is a risk of substantial spillover effects in the region if economic conditions either in the
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US or Japan were to deteriorate substantially. However, the lower interest rates
provide some relief and the gradual decline in oil prices is also helpful for oil
importing countries.

A significant slowdown in the US economy, combined with weaker growth in
East Asia would result in a more broadly based global slowdown. This would translate
into some downside risk to the outlook for Australia’s export growth, especially in
2001-02 and hence represents a downside risk to the outlook for Australia’s GDP
growth in that year.
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STATEMENT 4: A MORE PRODUCTIVE AUSTRALIA —
PoLICY AND TECHNOLOGY

There is mounting evidence that the exceptional lift in productivity growth in the
United States (US) economy in the late-1990s was largely the result of the productive
diffusion of information and communication technology (ICT) throughout the
economy. In Australia, a sound macroeconomic policy framework has encouraged
competition and created a strong incentive to apply productivity-enhancing ICT
advances in the Australian economy. This has created the potential for Australia to
experience an extended period of strong productivity growth in coming years.

Part I: Introduction

Productivity growth underpins economic and social advance.

In the second half of the 1990s, the US economy achieved a significant lift in
productivity and gross domestic product (GDP) growth, together with unusually low
levels of both inflation and unemployment. There is evidence that this exceptional
performance was substantially the result of the productive diffusion of ICT throughout
the economy supported by highly competitive markets and a favourable investment
climate. The US has been able to take advantage of this capital investment — often
substituting labour — because of extremely flexible labour markets and the absence of
rigidity in employment laws.

Computers and the means to link them in networks have been available for almost half
a century, and have long been perceived as the next major ‘general purpose
technology’, capable of pervasive application throughout the economy. However, it is
only in the 1990s that these technologies have become cheap enough, and have been
deployed widely enough in open, low-cost, Internet-based networks, to provide
significant benefits to businesses and consumers. Although much of the discussion
surrounding this general purpose technology has focused on the production of ICT,
historically the greatest benefits of such technologies have come not from their
production but from their use throughout the economy.

In the second half of the 1990s, Australia also experienced very strong economic
growth by historical and international standards, combined with low inflation and
falling unemployment. As with the US, this performance was underpinned by high
productivity growth rates, allowing the economy to grow faster without inflationary
pressures emerging.

Despite these broad similarities, the initial improvement in Australian productivity
growth in the early-1990s preceded the ICT triggers at work in the US. Australian
productivity growth during the early-1990s appears to have largely reflected structural



reforms, particularly to improve the performance of government business
enterprises (GBESs), many of which were not previously subject to competition.

More recently, the Government has established a sound and responsible
macroeconomic policy framework favourable to low inflation, low interest rates and
high investment, and continued to implement further major structural reforms,
including more flexible labour markets. This has encouraged competition and created
a strong incentive to apply productivity-enhancing ICT advances throughout the
economy. Indeed, Australia is now among the most extensive users of ICT in the
world.

The Government has also promoted the efficient use of ICT directly through a range of
policies and institutions, including the recently announced Backing Australia’s Ability —
An Innovation Action Plan for the Future, the largest group of measures ever proposed
by an Australian government to foster innovation.

Given Australia’s rapid adoption of ICT and sound macroeconomic policy framework,
there is strong potential for a further wave of productivity growth in coming years.
Such sustained high productivity growth would provide a firm foundation for solid
economic growth and rising living standards in Australia over the longer term.

The recent slowdowns in growth in Australia and the US are likely to cause some
cyclical slowing in productivity growth. But despite this, and despite the recent falls in
equity prices of ICT companies in the US, the potential productivity gains to the entire
economy from utilising the recent wave of Internet-based computer applications
remains high. As the Organisation for Economic Cooperation and
Development (OECD) noted in its May 2001 Report on The OECD Growth Project’,
analysing the reasons for improved performance in the US, Australia and a few other
OECD economies:

‘... it would be wrong to conclude that there was nothing particularly
exceptional about the recent US experience or that of other countries whose
potential growth has been lifted.””

Realising that potential will require maintenance of a good investment climate and
further structural reforms. In particular, vibrant competition will need to be
maintained and labour markets will need to continue to become more flexible to
facilitate corporate re-design and the creation of new jobs from productivity-enhancing
applications of the new technologies.

1 OECD (2001), The New Economy: Beyond the Hype, Final report on the OECD Growth Project,
Meeting of the OECD Council at Ministerial Level.
2 OECD (2001), p 5.



Part II: The United States experience

Following almost sixty years of strong growth since 1913, US labour productivity
growth slowed significantly to a little over 1 per cent a year from the early 1970s to the
early-1990s. The earlier productivity surge from deploying the great inventions of the
late 19th century seemed exhausted.

However, since 1995 the US has experienced a sustained return to very rapid
productivity growth, rising incomes, low unemployment, and low inflation.

Economic analysts attribute an important role in the acceleration of US productivity
growth to the diffusion throughout the economy of computer and related
communication technologies. Economic historians identify ICT as a ‘general purpose
technology’ with the potential for pervasive, productivity-enhancing applications
throughout the entire economy, analogous to the application of electricity at the
beginning of the last century — see Box 1.

These developments represented such significant changes in economic trends that
US economic commentators, academics and officials speak of a ‘new economy’.

Box 1: Historical experiences of new technologies and productivity
growth surges

Most innovations are incremental, involving steady improvements within the
framework of existing technologies. But there is a special class of ‘radical
technologies’, which could not have evolved through incremental improvements in
the technology that they displace (for example, synthetic fabrics or the transistor).
Within the category of radical technologies, economic historians have identified a
very small group of ‘general purpose technologies’ that have great economic
significance because they can be applied to a broad range of sectors within the
economy, and have many complementarities with other, existing technologies.

Identification of general purpose technologies is in part subjective, but on one
reckoning, there have been only about a dozen general purpose technologies in the
history of modern humans (that is, about 40,000 years): the domestication of crops;
the domestication of animals; bronze; iron; the water wheel and windmill; the
three-masted sailing ship; the printing press; automated textile machinery; the
steam engine; electricity; the internal combustion engine; and the computer.

Continued...



Box 1: Historical experiences of hew technologies and productivity
growth surges (continued)

The first industrial revolution, the then-unprecedented burst of high productivity
growth in the United Kingdom (UK) from 1760 to 1830, arose in part from the
diffusion of two general purpose technologies, the steam engine and automated
textile machinery. The second industrial revolution in the US from 1913 to 1972 also
arose in part from the diffusion of two more general purpose technologies,
electricity and the internal combustion engine, together with other major inventions
of the late 19th century. (Economic historians have used the label of ‘industrial
revolution’ to refer to any great acceleration of output and productivity growth that
is pervasive and economy-wide.)’

Getting the most from general purpose technologies requires extensive corporate
re-design, often involving extended trial and error and ‘learning by doing’. For
example, the full benefits from the electrification of factories required a completely
new conception of factory layout, of job design, of training to convey relevant skills,
and of management of workers and workflow, as epitomised in Henry Ford’s
production line." So slow and demanding was the process of diffusion that the
productivity pay-offs from the application of electricity and the internal combustion
engine, both general purpose technologies of the late 19th century, were still being
felt in the middle of the 20th century.

The computer (used here as shorthand for the related group of ICTs including the

Internet and the World Wide Web (WWW)) has been the 20th century’s only new
general purpose technology.

THE UNITED STATES ‘NEW ECONOMY’
The US achieved a major lift in economic performance in the second half of the 1990s:’
Productivity growth accelerated considerably, averaging over 3 per cent per year

compared to 1.4 per cent for the previous 20 years. In contrast, labour productivity
growth in the other G-7 economies slowed over the same period.

Gordon, R.J. (2000), Does the ‘New Economy’ Measure up to the Great Inventions of the Past?
NBER Working Paper No. W7833, p 17.

David, Paul, A. (1990), The Dynamo and the Computer: an Historical perspective on the Modern
Productivity Paradox, American Economic Review, Vol 80, No. 2, pp 355-361.

The Annual Report of the Council of Economic Advisers (CEA), Economic Report of the
President, January 2001



« Real GDP growth rates averaged above 4 per cent per annum, almost half as fast
again as in the previous 20 years.

« The unemployment rate fell to below 4 per cent — the lowest level in a generation.
Disadvantaged groups have shared in the improvement.

— African-American unemployment has fallen from 13 per cent in the early-1990s
to under 8 percent in 2000, and Hispanic unemployment fell from almost
11 per cent to under 6 per cent. In both cases, these are the lowest rates since
separate statistics began to be collected in the early-1970s.

« Real hourly wages in the private sector rose (after a period of contraction in the
late-1980s and early-1990s).

« Poverty rates fell across the board, with the largest improvements for the most
disadvantaged groups. The incomes of the poorest 20 per cent of households grew
slightly faster than the incomes of the richest 20 per cent.

Changes of just a percentage point or two in single-digit growth rates in productivity
and GDP might seem small. But their compounded effects on American real incomes
and wealth have already been significant.

‘Thus the United States today is some 10-15 per cent richer than mainstream
economists would have dared to forecast a decade ago. It has an unemployment
rate — a hair more than 4 per cent — that is two percentage points lower than
mainstream economists would have dared to forecast a decade ago. And it has a
much more favourable short-term inflation-unemployment trade-off than the
US economy had a decade ago, when a decline in unemployment below
6 per cent set off increases in inflationary pressures reminiscent of the late 1960s
or the late 1970s.”

THE ROLE OF INFORMATION AND COMMUNICATION TECHNOLOGY

The technological key to this strong US performance in the second half of the 1990s has
been the rapid rise in ICT investment, together with the intense competition that
created the incentive for that investment, and the macroeconomic policy framework
that created a favourable investment environment and low interest rates.

This rapid investment in new technology was made possible by the highly flexible
nature of product and labour markets in the US. The lack of labour market rigidities in
the US, particularly in relation to employment dismissal laws, has allowed existing

6 Delong, J. B. (2000), What Went Right in the 1990s? Sources of American and Prospects for World
Economic Growth, Paper to Reserve Bank of Australia 2000 Conference ‘The Australian
Economy in the 1990s’, p 13.



firms to freely and efficiently substitute labour for capital in areas where there is
potential for such decisions to improve the production process. This regulatory
framework sends a clear signal that innovation and risk taking is encouraged by
reducing unnecessary administrative regulations and instilling positive attitudes
towards entrepreneurship. This has been a major factor behind the emergence of the
US as a centre for ICT development. In turn, this creates an environment conducive to
the creation of innovative startup firms, which contributed to the rapid employment
growth seen over the same period.

New technologies that permitted the personal computer (PC), cheaper
telecommunications and the Internet have been available for many years. However it
was only in the 1990s that diffusion of the Internet and the WWW, accelerating falls in
ICT prices and the emergence of user-friendly computer software, has allowed these
technologies to interact on an unprecedented scale, and has allowed ordinary people
and small businesses to use them productively — see Box 2.



Box 2: The evolution of information and communication technologies

From at least the onset of the 1972 to 1995 productivity slowdown in the US,
economists had pondered what became known as the ‘Solow paradox’: the impact of
computers could be seen everywhere except in the productivity statistics.’

A timeline of significant commercial computer and ICT developments helps explain
the technological basis to the very slow economic process of diffusion of ICT
throughout the economy. The technological foundations were laid in the 1950s for
commercial computing, and even for business-to-business (B2B) e-commerce (albeit
through expensive, closed and inherently anti-competitive proprietary systems,
rather than the cheap and open Internet). But the economic diffusion of ICTs in
large, valuable networks that could link most businesses and many households,
awaited the remarkably recent development of low-cost, high-powered computers,
low cost telecommunications, the Internet and the WWW, and — perhaps most
importantly of all —software that made it easy for ordinary people to use
computers:

1951 UNIVAC I, first commercial mainframe computer goes on sale.

1957 SABRE, first proprietary B2B (originally airline reservations within
American Airlines, subsequently made available to other airlines).

1980 First spreadsheet software.

1981 First IBM personal computer.

1983 Transition to TCP/IP protocols create the current Internet.
1984 Apple Macintosh ‘point and click’ interface.

1992 WWW software and protocols launched.

1995 Microsoft Windows 95 makes ‘point and click’ available to PC users.
Use of Internet for commercial transactions starts to gain momentum.

The melding of all these advances into large networks was critical to their economic
value. Economists analyse e-commerce and the Internet in terms of ‘direct network
economies’. A direct network economy arises in two-way communications
networks, where each new customer increases the value of the network to all
previous customers. Users of the network receive increasing returns in
consumption. For example, the English language is a communications network, and
every additional speaker of English increases the value of the language to all
existing speakers. So are the TCP/IP protocols on which the Internet rests. So are all
applications of the Internet, such as B2B exchanges.

7 Solow, R. (1997), We’d Better Watch Out, The New York Times Book Review, 12 July 1987,
p 36.



The 2001 Annual Report of the Council of Economic Advisers (CEA)® marshals analysis
of the last few years in attributing the pick-up in productivity growth to a combination
of mutually reinforcing advances in ICT, business practices and economic policies.
This need for competitive pressures and good policies to create a positive investment
climate has also been important in the previous diffusion of other general purpose
technologies.

For example, the original spread of electric power and light through the US economy
did not acquire real momentum until the 1920s, although central generating systems
for electric power appeared in New York and London in the 1880s. The diffusion of
electric technology did not proceed until the fall in regional utility rates for electricity
which followed deregulation in 1914 to 1917 (analogous to the accelerated fall in the
prices for computers in the mid-1990s). Large investments in both equipment and new
human skills were necessary to reap the ultimate advantages of electrification, so a
good overall investment climate and a low cost of capital was necessary. This was
provided in the expansionary macroeconomic climate of the 1920s.

As with many new general purpose technologies, there was a long initial period of
business ‘learning by doing’ and trial and error in getting the most out of electricity,
and the first lessons from isolated successes could not be communicated efficiently to
the diffuse range of potential beneficiaries.

Competition has been an important factor in driving economic advances from ICT,
both within the ICT-using industries and in the ICT industries themselves:

‘... in 1999, some 60 per cent of US spending on computers was sourced from
imports, while some 50 per cent of domestically produced computers were
exported. International competition has reinforced competition at home.
... Antitrust laws limit corporate conduct that undermines competition and
consequently harms consumers. ... Regulatory policies have also promoted
competition.”

US research has extensively explored the extent to which accelerated productivity
growth has arisen within the ICT sectors themselves, compared to the productivity
gains from the use of ICT in the broader economy. Estimates differ in detail because
some are constructed from the production side of the national accounts, some from the
consumption side and some from the average of the two. Estimates also differ in the
amount of the overall productivity acceleration they estimate to be structural, rather
than cyclical. But almost all tell the same broad story. The CEA Report is
representative in estimating that, of the 1.6 percentage point acceleration in annual
productivity growth:

8 CEA (2001).
9 CEA (2001), p 47.
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« Around 11 per cent can be attributed to total factor productivity (TFP) growth in
computer producing industries.

« Around 63 per cent can be attributed to TFP improvements throughout the rest of
the economy. This implies that improvements in the ways capital and labour are
used throughout the economy are central to the recent acceleration in productivity.
Some of these gains have likely resulted as firms learn to apply innovative
information technology to their particular business and production methods.

« Most of the remainder can be attributed to capital deepening, as the non-ICT sectors
invested more in ICT.

So the US productivity surge has largely been the result of the productivity-enhancing
application of ICT breakthroughs by rapidly restructuring companies, driven by
competitive markets and a macroeconomic environment supportive of high
investment and low interest rates.

THE NASDAQ BUBBLE — IMPLICATIONS FOR THE FUTURE OF THE
‘NEW ECONOMY’?

Between March 2000 and April 2001, the ICT-heavy NASDAQ index fell by around
two-thirds of its total value. This extraordinary volatility bears the hallmark of
previous stock market ‘bubbles’ with a rapid run-up in values beyond any supporting
data on earnings potential, followed by an equally rapid collapse without any obvious
trigger. Has the ICT boom run its course, and might its contribution to the
US productivity acceleration already have passed?

Some bubbles in asset markets arise merely from excesses of credit, of greed or of both.
But most have at their base some plausible hope for profit from burgeoning demand
for a new product (such as for tulips in 17th century Holland), or profits from
resources from a new frontier, or a new politically-guaranteed monopoly (such as the
South Sea bubble in 18th century England), or from a new technology. In short,
bubbles frequently arise when the fundamentals become difficult to assess — see
Box 3.
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Box 3: Stock market ‘bubbles’ and previous radical or general purpose
technologies

Most major technological innovations have caused a ‘bubble’ in the prices of equities
in associated companies.

There are similarities in the recent enthusiasm for ICT stocks to the railway age from
the 1840s to the 1890s. In the UK, vast sums were raised on the stock market to
finance new railway lines, but ‘...most railway companies never paid a penny to
shareholders, and many went bust, largely because over-investment created excess
capacity. The Great Western Railway was for decades the most admired railway
company in Britain, yet anyone who had bought shares at its launch in 1835 (at a
fraction of their peak in 1845) and held them until 1913 would have seen an annual
return of only 5 per cent. Even so, the railways brought huge economic benefits to
the economy long after share prices crashed.”

In the US alone, there were once 5,000 railway firms, almost all of which have now
disappeared. The real beneficiaries of the US railway boom were the small firms and
farmers who benefited from the opening up of the continent.

There are also similarities to the more recent productivity surge from the 1890s to
the 1950s driven by the diffusion of the late-19thcentury’s two general purpose
technologies, electricity and the internal combustion engine, together with other
radical technologies such as radio, sound recording and movies, aeroplanes and
industrial chemistry.

Profits and share prices of the early electricity firms were disappointing. During the
electrification of American industry, profits actually fell slightly as a share of GDP,
as competition drove manufacturers to pass cost savings through to consumers.
A few of the ‘new economy’ firms at the beginning of the last century, producing the
technologies of the electric age, prospered and have survived into the computer
age (such as the archetypical ‘General Electric’, the only company listed in the Dow
Jones Industrial Index today that was also included in the original index in 1896).
But references to many other firms and their brand names are now to be found only
in the Smithsonian museums. In contrast, the whole-of-economy beneficiaries of the
electric age are everywhere.

In the US alone, there were initially 2,000 automobile firms; now there are three, all
with ownership links or corporate collaborations beyond US borders. The other
firms were all driven out, over the years, through consolidations, while the quality,
diversity and cost of motor transport options has improved rapidly.

10 Economist, The New Economy: Untangling E-conomics, Survey, 23 September 2000.
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The more radical or potentially pervasive the new technology, the more difficult it is to
reasonably foresee just which firms might profit from it, when, or by how much.

With a radical or a general purpose technology, it is likely that the initial production of
the key goods and services embodying the new technology will be undertaken by
a specially created firm with no previous history or earnings from any other source.
Existing firms in competing areas using earlier technologies typically have a vested
interest in maintaining that technology, and are burdened with the cost of servicing the
capital tied up in those technologies.

So, frequently the firms exploiting new technologies defy benchmarking by historical
record or the usual tools of the equity market analyst. For example, their share price
might reasonably be positive — they have some prospect of producing a future stream
of earnings — but their actual earnings are zero or negative, so their current
price-earnings ratio is undefined, and their effect on the average price-earning ratio for
the equities market as a whole is to move it towards new heights, as has been observed
of the US market over recent years."

With the recent slowdown in the US economy, some slowdown in productivity growth
has occurred, as usual cyclical ‘labour hoarding’ occurs. However, that should not be
interpreted as the end of ICT-driven productivity growth. There seems to be abundant
scope for future ICT efficiencies throughout the economy. For example, e-commerce
efficiencies have not yet made much of a contribution to productivity growth. On one
estimate of the value of business-to-consumer (B2C) and B2B commerce in the US
in 1999, and assuming such sales were 10 per cent cheaper than if they had taken place
thorough traditional channels, those resource savings may only have accounted for
less than 0.1 of a percentage point of the increase in multifactor productivity (MFP)
growth in the second half of the 1990s.

As with earlier radical and general purpose technologies, the greatest gains from
future ICT applications are likely to flow to the users, not the producers. As noted in
the OECD’s Report on the Growth Project:

‘ICT is important for growth, but having an ICT-producing sector is not a
prerequisite. ... Moreover, only a few countries will have the necessary
comparative advantages to succeed in ICT output. The key to benefiting
from ICT is to focus on policies to foster its use, rather than its production.’*

11 Shiller, R. J., Irrational Exuberance (2000).
12 OECD (2001), p 9.
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For tomorrow’s Internet-driven ICT applications in particular, it should be
remembered that the Internet is an open system which inherently tends to lower entry
barriers and intensify competition. That will be good for companies, workers and
consumers who can flexibly change their practices to use the new technologies, but it is
unlikely to be a path to riches for many of the investors in the production of the
technologies themselves.
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Part III: The Australian productivity acceleration

Australia’s economic performance in the 1990s and particularly in the second half of
the decade was as remarkable as that of the US. Economic growth was strong and
sustained, the unemployment rate fell to around the lowest level in a decade, yet
inflationary and wage pressures remained subdued.

- Following the recession of the early-1990s, gross domestic product (GDP) growth
strengthened, with nine years of positive growth. This strong performance included
thirteen consecutive quarters of through-the-year growth above 4 per cent — the
longest run of such growth recorded in the history of the quarterly National
Accounts (since September 1959).

« The unemployment rate fell from an historic high of 11.2 per cent in December 1992
to 6.0 per cent in September 2000 — the lowest level in over 10 years.

« Inflation averaged 2.3 percent in the 1990s, compared to over 8 percent in
the 1980s and over 10 per cent in the 1970s.

As was the case in the US, this exceptional performance was underpinned by very
strong productivity growth rates.

During the 1990s, productivity growth rates in Australia returned to levels not seen
since the late 1960s. The pick-up in productivity growth has been particularly
noteworthy because it has occurred across all measures of productivity: labour, capital
and MFP — Table 1.

Table 1: Productivity growth rates in Australia (annual average)

Labour Capital Multifactor
Second half of 1990s 3.7 -0.4 2.0
1990s 2.9 -0.7 1.4
1980s 1.4 -1.4 0.4
1970s 2.8 -1.3 1.3
Long term average (since 1964/65) 2.4 -1.1 1.1

Source: ABS Cat. No. 5204.0.

Capital productivity in any modern economy is usually in secular decline, as new
investments are added to a slowly growing labour supply. But Australia’s capital
productivity fell very rapidly from the 1960s to the 1980s, because of inefficiency in
allocating and operating investments. In the 1990s, capital productivity declined at a
much slower rate than previously, as sharpened competition and more flexible
markets (including labour markets) permitted more efficient resource allocation and
more intensive use of the existing capital stock — see Box 4.
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Box 4: Capital productivity

Traditionally, capital productivity has declined due to increasing capital intensity.
The capital-to-labour ratio has increased in all but a few years since the mid-1960s,
reflecting a greater reliance on the use of machinery in the production process.
By definition, this has the effect of increasing the relative productivity of workers
and lowering the relative productivity of capital.

Chart 1: Capital productivity
. Capital productivity index Capital productivity index
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Source: ABS Cat. No. 5204.0

However, in the 1990s capital productivity growth has been relatively stable, a clear
break from the downward trend of previous decades.

This moderation in the decline of capital productivity can be attributed to the
widespread structural reform that has been implemented since the mid-1980s.
It provides evidence that resources are now being directed into more productive
and efficient areas, increasing economic returns to investment within the Australian
economy, with economic benefits to all Australians.
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This strong productivity performance has gained both domestic and international
recognition. The May 2001 OECD Report of the Growth Project highlighted Australia
as one of only three countries (together with the Netherlands and Ireland), to
experience markedly stronger trend growth of GDP per capita in the 1990s, largely as a
result of improvements in productivity.

The strong growth in MFP in the 1990s also highlights the fact that Australia’s
productivity surge did not simply reflect an increase in capital investment —
commonly referred to as capital deepening — Chart 2. Instead, it reflected underlying
improvements in the overall efficiency of the economy: the skill with which capital and
labour were combined and managed.

Chart 2: Decomposition of Australian annual labour productivity growth

Per cent Per cent

1981-89 1990-95 1996-98
I Capital Deepening MFP Labour Productivity

Source: US Federal Reserve Board.

STRUCTURAL REFORM AND PRODUCTIVITY GROWTH

Despite the similarities between the magnitudes of the Australian and US productivity
accelerations, there are important differences. Following a period of weak growth in
the 1980s, Australian productivity growth accelerated strongly in the early-1990s. This
initial surge began too early to have been initiated by the diffusion throughout the
economy of those recent ICT breakthroughs that powered the US surge. Instead the
Australian productivity improvement was triggered by a wide-ranging structural
reform programme.

Reforms such as the reduction of external barriers to trade and increased access to
essential infrastructure through the National Competition Policy (NCP), began the
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process of increasing competition and improving the underlying efficiency of the
Australian economy.

The effects of this reform can be seen by examining an industry breakdown of labour
productivity growth rates in the early 1990s. Those sectors that were the primary focus
of reform, including financial services and those sectors previously dominated by
government owned monopolies, experienced very rapid productivity growth — see
Chart 3.

Chart 3: Industry labour productivity growth 1989-90 to 1994-95
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Source: ABS Cat. No. 5204.0

In the second half of the 1990s, Australia stepped up the reform process. The New Tax
System replaced a range of narrowly-based indirect taxes, reducing the distortion of
production and consumption choices. Enterprise bargaining replaced the centralised
setting of wages and conditions of employment, with wage rises now set in a more
competitive, flexible environment and more dependent on productivity improvements
in particular workplaces.

The Government also established a transparent, medium-term macroeconomic policy
framework. In August 1996, the Statement on the Conduct of Monetary Policy formalised
the objective of ‘keeping underlying inflation between 2 and 3 per cent, on average,
over the cycle’ and gave the Reserve Bank of Australia(RBA) operational
independence in meeting that objective. The Government also adopted a medium-term
fiscal objective of achieving underlying budget balance, on average, over the economic
cycle. The credibility of fiscal policy was also enhanced through accrual accounting
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and superior transparency arrangements legislated into the Charter of Budget
Honesty.

This combination of a sound and responsible macroeconomic policy framework and
ongoing structural reform has continued to directly improve the underlying
productivity of the Australian economy by creating a more dynamic and competitive
environment.

THE ROLE OF NEW TECHNOLOGY IN AUSTRALIA

In pursuing productivity improvements within this highly competitive environment,
Australian firms have applied new technology. Indeed, Australia is now amongst the
most intensive and sophisticated users of new technology in the world, with recent
OECD estimates ranking Australian spending on ICT as a percentage of GDP amongst
the highest in the OECD — see Chart 4.

Chart 4: ICT expenditure as a per cent of GDP
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Source: OECD Science and Technology Outlook 2000.

The OECD noted that Australia trails only the US and Iceland in the density and rate
of growth of secure servers (a measure of preparedness for encrypted e-commerce).
Of seven leading economies reviewed by the OECD, Australia had the second highest
home Internet access among the richest quartile of household incomes, and the highest
access among the poorest quartile.

More generally, ICT investment has also been growing rapidly, with the shares of
capital income accruing to software and hardware owners in Australia — a measure of
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the importance of ICT investment in the capital stock — rising rapidly in the 1990s,
towards US levels.

In Australia’s case, as a result of the reform-driven increases in domestic and
international competition, investments in ICT have been practically and commercially
focused. Indeed there has been a fundamental interplay between improved
competition and the efficient adoption of new technology.

This rapid and efficient adoption of new technology by world standards, combined
with Australia’s long history of innovation, makes Australia very well placed to
experience a second wave of productivity growth, as all sectors of the economy
harness the benefits of new technology. As an example of Australia’s ability to focus
scientific research on new innovations, Australia is third to only the US and Canada
within the OECD in the citation rates of research in patents taken in the US. As the
OECD’s Report on the Growth Project notes:

‘In the United States, Canada and Australia, innovation draws more strongly on
scientific research than in France, Germany and Japan.’”

Early evidence of this can be seen in those industries where ICT has been adopted
most heavily. Both the wholesale and retail trade industries experienced very strong
productivity growth in the second half of the 1990s. These industries have been quick
to adopt new management and ICT techniques (drawing on computers and bar code
scanners) in order to cut down on inventories and improve customer service."

The benefits of ICT are also being felt in traditional industries such as mining and
agriculture. By the end of March 1999, close to half of all farms in Australia owned or
used a computer.” This technology is being used to help overcome the communication
and distribution problems posed by the isolated geographic nature of many of
Australia’s rural industries. It is also being used to access and compete effectively in
new markets, particularly overseas.

These examples of a range of industries across the economy effectively harnessing the
benefits of new technology, again highlight the long-run differences between the use
and the production of new technology. Australia’s small ICT-producing sector is not
competing in the ‘commoditised’ chip production and PC assembling end of the
market, but rather in specialised software applications that build on Australia’s other

13 OECD (2001), p 12.

14 The application of the ubiquitous bar code scanner together with the computer is another
example of how competition drives innovation in unpredictable directions through
unforeseeable linkages, with application rather than production being the key. Bar code
scanners use lasers. When Bell Laboratories invented the laser in 1957, it did not bother
patenting it, regarding it as only a specialised scientific and potentially military tool. The
barcode scanner (and other commonplace applications, such as the Compact Disc) awaited
the pairing of the laser with complementary developments in the semiconductor industry.

15 Use of Information Technology on Farms, 1998-99, ABS Cat. No. 8134.0.
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commercial comparative advantages. Australia is also benefiting from our openness
with the world’s best in this intrinsically globalised industry, as illustrated in the
recent success of ‘Radiata’, whose alertness to the world potential for wireless LAN
applications would be hard to envisage without its key Australian personnel’s own
experience in US academia and Silicon Valley.

Australian firms will continue to benefit from applying ICT productively throughout a
competitive and flexible economy long after the apparent obsession with Internet
start-up companies has faded away. This is the true test of a so-called ‘new economy’,
and in the long-run Australia is well placed to compete in this new global arena.
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Part IV: Looking to the future

IS PRODUCTIVITY GROWTH SLOWING?

Following the record growth recorded in the second half of the 1990s, labour
productivity growth has slowed somewhat in recent quarters, in line with the pause in
overall economic growth (see Statement 3).

Employment growth was particularly strong in the two years leading up to the Sydney
Olympics, with this growth focused largely in highly labour intensive sectors of the
economy, particularly construction. By nature, these are relatively low labour
productivity sectors when compared with highly capital intensive areas such as
mining. Combined with the recent pause in economic growth, this has led to lower
productivity growth in the short term.

However, despite this cyclical slowing in productivity growth, prospects for
productivity growth over the medium to longer term remain sound. As highlighted,
the combination of stable macroeconomic policies, ongoing structural reform and the
increased usage of new technology should all contribute to a resumption of strong
productivity growth.

THE ROLE OF GOVERNMENT

Government has a key role in providing a policy framework for the private sector, to
foster the efficient and practical adoption of new technology. The essential framework
involves a vigorous national competition policy and flexible labour markets, in a stable
macroeconomic context to create a favourable investment environment.

The Government has initiated technology and educational policies that support
Australia’s transformation to a modern technology-based economy. The Government
released Backing Australia’s Ability — An Innovation Action Plan for the Future on
29 January 2001. The package invests $3 billion over five years in a wide range of
measures designed to further encourage innovation. This builds on the Government’s
investment of around $4.5 billion in major programmes of science and innovation
in 2000-01 and on broader support provided in other areas of the innovation system
such as education and training. These additional investments demonstrate the
Government’s recognition of the importance of innovation to national prosperity —
see also Budget Paper No. 2 and at http://www.innovation.gov.au.

In 1997 the Government also established the National Office for the Information
Economy (NOIE). NOIE is helping Australians create a world-class online economy
and society through its work developing, overseeing, and coordinating
Commonwealth Government policy on electronic commerce, online services and the
Internet.

4-22



But applying better education and scientific skills are ultimately labour market issues.
As the OECD observes in the Report on the Growth Project:

‘Improving skills is not enough — human capital needs to be used efficiently
and its interactions with new technology [must] be enhanced. This means a
reorganisation of work, since firms that introduce new work practices such as
employee involvement, flatter management structures and teamwork tend to
enjoy higher productivity gains than other firms. It is essential here to give
workers greater voice in the process of change and institutions of
labour-management cooperation should be strengthened. This calls for
modernisation of traditional systems of collective bargaining and wage
formation. In addition, regulation should provide for more flexibility in working
hours, allowing new forms of work to flourish.”*®

16 OECD (2001), p15.
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Part V: Conclusion

This Statement has explored in both the United States (US) and Australia the recent
experience of, and the potential for, a sustained period of accelerated productivity
growth from exploiting innovation in ICTs through maintaining a good
macroeconomic climate for investment, competitive and flexible markets, and open,
outward looking trade and investment policies.

The experience of the US and Australia with ICTs, and broader global experience with
earlier waves of general purpose technologies, shows that technological advance is not
a deus ex machina. It does not automatically deliver its benefits as a windfall to the
leading producers of the goods or services embodying the new technology.

Inappropriate policies and structural rigidities can hobble powerful new technologies.
To give a distant example, by 1400 China had already invented moveable-type
printing, the blast furnace and the water-powered spinning machine. If China had then
had the right system of property rights and public policies to support the financing,
efficient allocation and management of investments in the new technologies, the first
industrial revolution could conceivably have occurred in China, 350 years earlier than
its actual birth in the UK. Instead, it took until the 18th century for the UK to provide
the first conjunction of powerful, general purpose technologies with the social
attitudes, policies and institutions that allowed the confidence to invest, the ability to
profit, and the ‘gales of creative destruction’ necessary to displace earlier technologies
and change work practices.

Through history, the rewards of major new technologies have repeatedly gone to
productive users of new technologies, not to the early producers of them. Productive
deployment of new technologies requires large investments and extensive structural
changes, both of which depend on a supportive policy framework and in particular,
open flexible product and labour markets.

With general purpose technologies such as ICTs, and their potential to raise
productivity throughout the economy, the early international winners will be those
who can harness the technology through competition in a good investment climate to
finance the most competitive, productivity-enhancing uses of the new technologies. If
Australia can sustain a supportive macroeconomic environment and vibrantly
competitive markets while creating more flexible labour markets, it will be well placed
for a second wave of sustained high productivity growth and consequently broader
social opportunities.
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STATEMENT 5: REVENUE
Part I: Overview

Relative to the Mid-Year Economic and Fiscal Outlook (MYEFO), the expected
revenue outlook for 2000-01 has been revised upwards. This is consistent with recent
strong collections of non-GST taxation revenue. Looking ahead, the temporary
economic slowdown in 2000-01 is anticipated to result in lower revenue in 2001-02
than previously forecast.

TOTAL REVENUE

Revenue estimates' for the period from 2000-01 to 2004-05 are provided in Table 1.

Table 1: Estimates of total Commonwealth general government revenue

2000-01 2001-02  2002-03  2003-04  2004-05

Budget(a) Revised Estimate Projection Projection Projection

Total tax revenue ($b) 143.8 150.7 146.8 154.5 165.0 174.8
Real growth on previous year (%) -8.6 -4.9 -4.0 2.8 4.2 3.4
Per cent of GDP 21.2 22.4 20.9 20.7 20.9 20.9
Non-tax revenue ($b) 9.7 10.3 12.1 10.4 10.5 10.8
Real growth on previous year (%) -32.9 -29.1 15.1 -16.2 -0.7 0.2
Per cent of GDP 1.4 1.5 1.7 1.4 1.3 1.3
Total revenue ($b) 153.5 161.0 158.8 164.9 175.5 185.7
Real growth on previous year (%) -10.7 -7.0 -2.8 1.3 3.9 3.2
Per cent of GDP 22.6 24.0 22.6 22.1 22.2 22.1

(@) As published in the 2000-01 MYEFO on a Government Financial Statistics (GFS) basis. The
corresponding estimates reported in the 2000-01 Budget were on an Australian Accounting Standard
No. 31 (AAS31) basis.

Over the period from 2000-01 to 2002-03, total revenue as a percentage of gross
domestic product (GDP) is projected to fall from 24.0 per cent to 22.1 per cent. Total
revenue as a share of GDP remains broadly unchanged from 2002-03 to 2004-05.

« The sizeable reduction in total Commonwealth general government revenue in
2001-02, relative to 2000-01, is due to a bring-forward in the timing of company and

1 All revenue estimates in this Statement are reported on an accrual basis unless otherwise
specified. (Revenue estimates on a cash basis can be found in Box 1 and Appendix E.) The
revenue estimates exclude GST revenue, which is collected by the Commonwealth and
passed in full to the States and Territories. A discussion of GST revenue can be found in
Statement 2 and Budget Paper No. 3.
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superannuation tax liabilities under the new Pay As You Go (PAYG) system. This
provides a once-off boost to revenue in 2000-01. (See Box 1 for further information.)

« The fall in the total revenue to GDP ratio in 2002-03 reflects lower non-tax revenue
and continuing restrained tax revenue growth. Non-tax revenue is expected to
decline from 2001-02 to 2002-03, due to a reduction in projected dividends from
Government Business Enterprises (GBEs) and other associated entities.

- Tax revenue as a proportion of GDP is expected to remain broadly unchanged from
2001-02 to 2004-05 at around 20.9 per cent.

VARIATIONS IN REVENUE ESTIMATES

Table 2 reconciles this Budget’s revenue estimates with those at the 2000-01 MYEFO
and the 2000-01 Budget in terms of policy decisions, and economic parameter and
other variations.

Table 2: Reconciliation of total Commonwealth general government
revenue estimates from 2000-01 Budget to 2001-02 Budget®
2000-01  2001-02  2002-03  2003-04

$m $m $m $m
Revenue at 2000-01 Budget 153,475 158,570 168,272 180,464
Changes from 2000-01 Budget to MYEFO
Effect of policy decisions 88 -66 -294 -276
Effect of economic parameter
and other variations 4,066 2,579 1,512 1,540
Total variations 4,154 2,513 1,217 1,264
Revenue at 2000-01 MYEFO 157,630 161,083 169,490 181,728
Changes from MYEFO to 2001-02 Budget
Effect of policy decisions -164 -1,062 -1,664 -2,224
Effect of economic parameter
and other variations 3,564 -1,181 -2,922 -3,956
Total variations 3,400 -2,243 -4,586 -6,180
Revenue at 2001-02 Budget 161,029 158,840 164,903 175,548

(@) The changes in the revenue estimates for 2000-01 and 2001-02 since the 2000-01 MYEFO are
summarised by head of revenue at Appendix A.

Since MYEFO, estimated total Commonwealth general government revenue has been
revised up in 2000-01, largely due to stronger collections of PAYG withholding
revenue and company tax revenue. Estimated revenue in 2001-02 and the forward
years has been revised down since MYEFO, largely as a result of lower expected profit
growth, lower expected excise revenue and policy decisions.
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Policy decisions

Policy decisions taken since MYEFO are expected to reduce revenue by around
$1.1 billion in 2001-02, growing to around $2.2 billion in 2003-04. The major policy
decisions include:

« al.5cents per litre reduction in petrol and diesel excise from 2 March 2001, and the
abolition of the semi-annual consumer price index (CPI) indexation of petroleum
excise (estimated to cost around $4.6 billion over the four years from 2001-02 to
2004-05);

« an increase in the effective tax free threshold and Medicare levy threshold for senior
Australians and pensioners (estimated to cost around $1.5 billion over the four
years from 2001-02);

- the withdrawal of the entity tax exposure draft legislation — in response to
concerns raised in public consultations that the existing draft legislation did not
strike an appropriate balance between protecting legitimate small business and
farming arrangements while addressing tax abuse in the trust area (estimated to
cost $1.1 billion over the four years from 2001-02);

« a reduction in draught beer excise (estimated to cost $630 million over the
four years from 2001-02);

- cost recovery arrangements that will partially fund measures to prevent foot and
mouth disease and other quarantine risks, involving an increase in the passenger
movement charge to $38 and full cost recovery for containers (estimated to raise
around $400 million over the four years from 2001-02);

« the initiative announced in Backing Australia’s Ability to introduce a 175 per cent tax
concession for companies that improve their research and development effort
(estimated to cost $335 million over the four years from 2001-02);

- changes to simplify the Business Activity Statement (BAS) to allow eligible
taxpayers the choice of paying their PAYG instalments annually, or use the
instalment rate times instalment income method (estimated to cost $230 million
over the four years from 2001-02); and

« an increase in annual GSM 900 licence fees to align the license fees more closely

with the market value of the mobile phone spectrum (estimated to raise
$128 million over the four years from 2001-02).
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Parameter and other variations

The revenue estimate for 2000-01 has been revised up by around $3.6 billion since
MYEFO as a result of economic parameter and other variations. This is driven
principally by:

« higher than anticipated collections of PAYG withholding revenue to
end-March 2001 of around $1.3 billion. This indicator of labour market performance
is somewhat stronger than other employment and job vacancy data. It is also
possible that some of the recent strength in PAYG withholding collections reflects
increased compliance by taxpayers following the introduction of The New Tax
System, as well as a possible trend away from remunerating employees through
fringe benefits;

- higher than anticipated collections of company tax revenue to end-March 2001 of
around $0.6 billion and significantly higher expected collections for the remainder
of 2000-01; and

« a higher estimate of petroleum resource rent tax (PRRT) revenue, which in part
reflects timing factors relating to the utilisation of deductions, boosts revenue in
2000-01 and reduces revenue in 2001-02.

However, this increase to revenue in 2000-01 is partly offset by a lower estimate of
petroleum excise revenue, reflecting weaker than expected collections since MYEFO
(collections were around $0.4 billion below expectations to end-March 2001).

In 2001-02, economic parameter and other variations have reduced estimated revenue
by around $1.2 billion since MYEFO. The major factors contributing to this overall
decrease are:

- alower estimate of gross other individuals revenue, reflecting downward revisions
to unincorporated business profit growth and reduced dividend payments to
individuals (consistent with downward revisions to forecast company profit
growth);

- areduction in estimated company tax revenue, mainly reflecting the lagged effect
of expected weaker profit growth in 2000-01;

« areduction in estimated PRRT revenue, due to the timing factors discussed above;
and

« a lower estimate of tobacco excise revenue, reflecting both a revised outlook for
tobacco consumption in the light of continued weakness in collections through
2000-01 and the increased use of the new anti-smoking drug Zyban.

These downwards revisions to forecast taxation revenue in 2001-02 are partly offset by

an upwards revision of around $1.8 billion to expected dividend revenue from GBEs
and other associated entities.
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Furthermore, estimated PAYG withholding revenue in 2001-02 is broadly unchanged
from MYEFO, with the positive effect of stronger collections in 2000-01 offsetting the
negative impact of lower forecast growth in employment and wages.

Box 1: Cash taxation revenue estimates

A comparison of taxation revenue on cash and accrual bases is provided in the table
below.

Total taxation revenue on cash and accrual bases
2000-01 2001-02 2002-03 2003-04 2004-05

$b $b $b $b $b
Tax revenue (accrual) 150.7 146.8 154.5 165.0 174.8
Tax receipts (cash) 144.7 147.6 155.2 164.7 174.5
Difference (accrual less cash) 6.0 -0.8 -0.7 0.3 0.3

Accrual estimates are prepared using the Tax Liability Method (TLM) of revenue
recognition, under which revenue is recognised when an assessment of a tax liability
is made or cash payment is received by the Australian Tax Office (ATO). This
method retains some elements of cash revenue recognition, for example, when
assessment and payment occur at the same time.

The difference between the cash and accrual estimates of taxation revenue can be
largely explained by the deferral of company and superannuation tax payments
during the transition to the new PAYG system from 2000-01.

The new PAYG arrangements seek to better align company tax payments with the
period in which income is earned. This has created an overlap of company tax
payments for business, because payments of tax obligations for 1999-2000 and
PAYG instalments for 2000-01 both arise during 2000-01.

« For a medium-sized company, for example, there would have been six payments
due, instead of the usual four. However, the Government has implemented
transitional arrangements to assist companies to move to the new system over a
number of years.

Continued...



Box 1: Cash taxation revenue estimates (continued)

« The transitional arrangements reduce the cash impact of this overlap by allowing
companies to spread some payments of the 1999-2000 tax obligations over the
following 2% to 5 years.

« The full amount of the overlap of company tax obligations is reflected in the
accrual revenue estimate for 2000-01, as this is the year in which the liabilities are
assessed. However, the same overlap is not fully reflected in the cash estimates
for 2000-01 since companies do not have to actually pay the entire liability in that
year. Companies can spread cash payments of the overlapping liabilities in
interest free instalments over the following 2% to 5 years.

Relative to expectations at MYEFO, there has been a lower take-up of the
transitional arrangements to defer company and superannuation tax payments. This
has boosted cash estimates of company and superannuation tax revenue in 2000-01
but has reduced cash revenue estimates in 2001-02 and the forward years. However,
a lower than expected take-up of the option to defer company and superannuation
tax payments has no effect on estimates of accrual revenue.



Part II: Estimates of revenue

DETAILED REVENUE ESTIMATES

Table 3 compares revenue estimates by head of revenue for 2001-02 with the
corresponding estimates for 2000-01.

Table 3: Detailed estimates of Commonwealth general government revenue

2000-01 2001-02  Change on 2000-01
Estimate Estimate

$m $m $m %

Taxation revenue

Income tax

Individuals(a)

Gross PAYG withholding 74,572 78,502 3,931 5.3
Gross other individuals 13,400 15,560 2,160 16.1
less: Refunds 11,165 11,248 83 0.7

Total individuals 76,807 82,815 6,008 7.8

Companies 34,720 27,209 -7,512 -21.6

Superannuation funds(b) 5,210 4,312 -898 -17.2

Other withholding tax(c) 1,430 1,487 57 4.0

Petroleum resource rent tax 2,360 1,430 -931 -39.4

Total income tax 120,528 117,252 -3,276 -2.7

Indirect tax(d)

Excise duty

Petroleum products and crude oil 12,417 12,590 173 1.4
Other excise 6,550 6,460 -90 -1.4

Total excise duty 18,967 19,050 83 0.4

Customs duty 4,671 4,885 214 4.6

Other indirect taxes(e) 2,009 810 -1199 -59.7

Total indirect tax 25,647 24,745 -902 -3.5

Fringe benefits tax(f) 3,290 3,500 210 6.4

Agricultural levies 556 573 17 3.0

Other taxes 671 698 27 4.1

Total tax revenue 150,692 146,768 -3,924 -2.6

Non-tax revenue 10,337 12,072 1,734 16.8

Total revenue 161,029 158,840 -2,190 -1.4

(@) Includes Medicare levy revenue.

(b) Includes the superannuation contributions surcharge.

(c) Includes amounts withheld for failure to quote a Tax File Number (TFN) or an Australian Business
Number (ABN).

(d) Indirect taxes exclude surcharge revenue raised by the Commonwealth on an agency basis and paid to
the States and Territories as Revenue Replacement Payments (RRPs) in 2000-01. While RRPs were
abolished on 1 July 2000, the final RRP liability is collected and paid to the States in 2000-01.

(e) Includes the wine equalisation tax, luxury car tax and the final wholesale sales tax liability.

(f) Consistent with GFS reporting standards, excludes fringe benefits tax collected from Commonwealth

government agencies (estimated at $260 million in 2000-01 and $270 million in 2001-02).



In 2001-02 total revenue is expected to decrease by $2.2 billion, while taxation revenue
is expected to decrease by $3.9 billion, relative to estimated revenue in 2000-01. These
decreases are primarily attributable to the bring forward of company and
superannuation tax payments following the introduction of the new Pay As You
Go (PAYG) system in 2000-01, which provide a one-off boost to revenue in 2000-01 (see
Box 1in Part ).

The major movements in taxation revenue heads between 2000-01 and 2001-02 include:

« a decrease in company tax revenue of around $7.5 billion (or 22 per cent), largely
reflecting the bring-forward of tax payments under the PAYG system in 2000-01
and a cut to the company tax rate to 30 per cent in 2001-02;

« an increase in PAYG withholding revenue from wages and salaries of around
$3.9 billion (or 5 per cent) which, while high in absolute terms, grows broadly in
line with underlying growth in wages and employment;

« an increase in gross other individuals revenue of around $2.2 billion (or
16 per cent), largely reflecting temporarily low collections in 2000-01 as a result of
the introduction of the PAYG system;

- adecrease in PRRT revenue of around $0.9 billion (or 39 per cent), mainly reflecting
timing factors relating to the utilisation of deductions, which boost revenue in
2000-01 and reduce revenue in 2001-02;

« a decrease in superannuation tax revenue of around $0.9 billion (or 17 per cent),
largely reflecting the bring-forward of tax payments under the PAYG system in
2000-01; and

- significantly lower revenue from other indirect taxes, due to the abolition of
wholesale sales tax (WST) from 1 July 2000 (the final WST tax liability of around
$1.3 billion is recognised in 2000-01).

The Budget revenue estimates are strongly influenced by forecast growth and the

expected composition of economic activity. The 2001-02 revenue estimates are based

on the following major economic assumptions:

« growth in nominal GDP of around 4% per cent (revenue tends to be more sensitive
to growth in nominal GDP than to growth in real GDP);

- average earnings growth of around 3% per cent;
- growth in wage and salary employment of around 1 per cent; and
- growth in company income of around 3% per cent.

An analysis of the sensitivity of the revenue estimates to changes in the major
economic parameters is provided at Statement 2, Appendix B.
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TAXATION REVENUE

Individuals income tax

Table 4 provides estimates for 2000-01
categories applying to individuals.

Table 4: Individuals income tax

and 2001-02

for the various income tax

2000-01 2001-02 Change on 2000-01
Estimate Estimate
$m $m %
Individuals revenue
Gross PAYG withholding 74,572 78,502 5.3
Gross other individuals 13,400 15,560 16.1
less: Refunds 11,165 11,248 0.7
Total individuals 76,807 82,815 7.8
Includes Medicare levy revenue of:
Gross PAYG withholding 4,433 4,555 2.8
Gross other individuals 752 900 19.7
less: Refunds 580 600 3.4
Medicare levy component 4,605 4,855 5.4

Gross PAYG withholding

Gross PAYG withholding includes all taxes withheld from payments under the PAYG
system, aside from amounts withheld because no TFN or ABN has been quoted. The
bulk of gross PAYG withholding revenue arises from tax withheld from salary and
wage income.

From 1 July 2000, the former Pay As You Earn (PAYE) system, prescribed payments
system (PPS) and reportable payments system (RPS) were replaced by the integrated
PAYG system.

Under the PAYG system, individuals who were in the PPS and qualified for an ABN
could choose to enter into voluntary withholding arrangements. Tax withheld from
such individuals (estimated to be around $800 million in 2001-02) is recorded under
gross PAYG withholding.

The remaining tax that would have been collected under the PPS is now being
collected through the PAYG instalment system or as payment on assessment. These
payments (estimated to be around $1.9 billion in 2001-02) are recorded under the gross
other individuals head of revenue.

Gross PAYG withholding revenue, inclusive of revenue from the Medicare levy, is

expected to increase by around $3.9 billion or 5 per cent in 2001-02, consistent with the
combined effect of growth in wages and employment of around 5 per cent.
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Gross other individuals

The gross other individuals category consists of income tax paid by individuals other
than that collected through the PAYG withholding system. It comprises:

«  PAYG instalments (from individuals); and

- debit assessments on income tax returns (that is, where tax credits are insufficient to
meet the tax liability on assessment).

Taxpayers in this category derive their income from a number of sources, including
unincorporated businesses, primary production, investments, salaries and wages
(when PAYG withholding credits are insufficient) and capital gains.

Under The New Tax System, most gross other individuals revenue is collected through
the PAYG instalment system. Individuals who are registered for the goods and
services tax (GST) and individuals with tax liabilities of $8,000 or more will generally
make quarterly payments. Individuals who are not registered for the GST with
liabilities of less than $8,000 have the choice of making quarterly payments or an
annual payment in April.

Most tax payments formerly made under the PPS or RPS are now made as PAYG
instalments, with the remainder expected to fall under PAYG withholding.

Gross other individuals revenue, inclusive of revenue from the Medicare levy, is
expected to increase by $2.2 billion (or 16 percent) in 2001-02. This is largely
attributable to revenue in 2000-01 being temporarily reduced as a result of the
introduction of the PAYG system.

« The introduction of the PAYG system resulted in only three quarterly instalments
in 2000-01 because the due date for the final payment falls into 2001-02.

Abstracting from the impact of the introduction of the PAYG system, underlying other
individuals taxation revenue is expected to increase by around $0.3 billion in 2001-02.
(This estimate in part reflects expected growth in small business income of around
2.7 per cent.)

Individual income tax refunds

A final assessment of the tax liabilities of individual taxpayers is made on the basis of
returns lodged after the end of a financial year. Refunds are made where tax credits
exceed the final assessment. Where tax credits are insufficient to meet the final tax
liability, taxpayers make an additional payment, which is recorded under the gross
other individuals income tax category.

Refunds to individuals are expected to increase by around 1 per cent in 2001-02, a little

lower than underlying growth in gross individuals taxation revenue, due to the impact
of the substantial personal income tax cuts delivered on 1 July 2000. (Lower income
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taxes paid by individuals in 2000-01 will begin to impact on refunds in 2001-02 when
individuals lodge their tax returns for the 2000-01 income year.)

Medicare levy

Revenue from the Medicare levy is expected to rise from $4,605 million in 2000-01
to $4,855 million in 2001-02, mainly reflecting higher taxable incomes of individuals.
(In Table 3, this revenue is included in the estimates of gross PAYG withholding, gross
other individuals and refunds.)

Company and other income tax

Table 5 provides estimates for 2000-01 and 2001-02 for company and other income tax
categories.

Table 5: Company and other income tax

2000-01 2001-02 Change on 2000-01
Estimate Estimate
$m $m %
Companies 34,720 27,209 -21.6
Superannuation funds(a) 5,210 4,312 -17.2
Other withholding tax
Resident(b) 210 210 0.0
Non-resident
Interest 663 666 0.4
Dividend 163 187 14.2
Royalty 392 423 7.8
Mining 2 2 0.0
Total other withholding tax 1,430 1,487 4.0
Petroleum resource rent tax 2,360 1,430 -39.4
Total 43,721 34,437 -21.2

(@) Includes the superannuation contributions surcharge.
(b) This item includes amounts withheld for failure to quote a TFN or an ABN.

Company income tax

As part of The New Tax System, the general tax rate for companies was reduced from
36 per cent to 34 per cent for the 2000-01 income year, with concessional rates applying
to certain income of life insurance companies, registered organisations, pooled
development funds, small credit unions and offshore banking units. This rate will fall
further to 30 per cent in the 2001-02 income year. The further reduction in the company
tax rate is estimated to reduce revenue by around $2 billion per annum from 2001-02.

Commencing in the 2000-01 income year, the new company tax payment arrangements
under the PAYG system have brought forward payments of company tax. This has
created an overlap of company tax payments relating to obligations for 1999-2000 and
PAYG instalments for 2000-01. While the Government has allowed companies to defer
some of the liabilities arising from the overlap of the new and existing payment
arrangements, the full liability is recorded as having accrued as revenue in 2000-01.
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Accordingly, the introduction of PAYG results in a one-off boost to company tax
revenue in 2000-01.

Abstracting from this one-off factor, forecast growth in company profits is expected to
add around $210 million to company tax revenue In 2001-02. Consistent with lower
forecast company profit growth, particularly in 2000-01, this increase is lower than
forecast at MYEFO.

Superannuation funds tax

Superannuation funds are taxed at a concessional rate of 15 per cent in relation to
investment income and contributions received. The tax payments of superannuation
funds are made according to the schedule that applies to company income tax.

As for company tax, the decline in estimated superannuation tax revenue in 2001-02
largely reflects the bring-forward of superannuation tax payments under PAYG. This
aside, expected growth in earnings is expected to add around $30 million to
superannuation tax revenue in 2001-02. Consistent with lower expected earnings
growth, this increase is lower than forecast at MYEFO.

Other withholding tax

Other withholding tax is levied on:

« income payments to residents who, when making an investment, do not supply the
investment body with a TFN;

« business-to-business transactions where an ABN is not quoted by the supplier from
1 July 2000;

« certain interest, dividend and royalty payments to non-residents; and

« payments made to Aboriginal groups for the use of Aboriginal land for mineral
exploration and mining.

Total other withholding tax revenue is expected to increase in 2001-02 by 4 per cent.

Petroleum resource rent tax

Petroleum resource rent tax (PRRT)” applies to offshore areas other than the North
West Shelf production and associated exploration areas, which are subject to excise
and royalty arrangements. PRRT is levied at the rate of 40 per cent of taxable profit
from a petroleum project. A liability arises when a project’s assessable receipts exceed
deductible expenditure.

2 PRRT is levied under the Commonwealth’s Resource Rent Tax Assessment Act 1987.
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A company involved in a petroleum project is able to deduct exploration expenditure,
plant and equipment spending and the direct administration costs associated with the
project. (Provisions also allow for exploration expenditure incurred in the
development of one project to be offset against the assessable receipts of another
PRRT-liable project.)

PRRT revenue is expected to decrease by around 39 percent in 2001-02. This is
primarily due to timing factors relating to the utilisation of deductions, which boost
revenue in 2000-01 and reduce revenue in 2001-02. To a lesser extent, the decrease in
PRRT revenue also reflects the impact of recent declines in world oil prices and an
anticipated decrease in domestic oil production in 2001-02. The world price of crude oil
is assumed to be US$26Y per barrel in 2000-01 and US$22% per barrel in 2001-02.

Indirect tax

Table 6 provides estimates for 2000-01 and 2001-02 for the various categories of
indirect taxation.

Table 6: Indirect tax®

2000-01 2001-02 Change on 2000-01
Estimate Estimate
$m $m %
Excise duty
Petroleum products
Unleaded petrol 6,417 7,025 9.5
Leaded petrol 466 2 -99.6
Diesel 4,908 5,035 2.6
Other(b) 115 128 11.5
Total petroleum products 11,907 12,190 2.4
Crude oil 510 400 -21.6
Other excise
Beer 1,700 1,610 -5.3
Potable spirits 240 245 2.1
Tobacco products 4,610 4,605 -0.1
Total other excise 6,550 6,460 -1.4
Total excise 18,967 19,050 0.4
Customs duty(c) 4,671 4,885 4.6
Other indirect taxes
Wine equalisation tax(d) 531 630 18.6
Luxury car tax 155 180 16.1
Wholesale sales tax (e) 1,323 0 -100.0
Total other indirect taxes 2,009 810 -59.7
Total 25,647 24,745 -3.5

(@) Excludes surcharge revenue raised by the Commonwealth on an agency basis and paid to the States
and Territories as RRPs in 2000-01. While RRPs were abolished on 1 July 2000, the final RRP liability is
collected and paid to the States in 2000-01.

(b) Includes aviation gasoline, aviation turbine fuel, fuel cil, heating oil and kerosene.

(c) Customs duty includes duties imposed on imported petroleum products, tobacco, beer and spirits,
which are analogous to excise duty on these items.

(d) Estimates of WET revenue include the offsetting revenue effects of the WET rebate for cellar door and
other sales.

(e) WST was abolished on 1 July 2000; however, the final liability is recognised in 2000-01.
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Excise

The major categories of excise revenue include petroleum products excise, crude oil
excise, tobacco excise, and excise on certain alcoholic beverages.

Petroleum products excise includes excise on motor spirit (petrol), diesel fuel, aviation
gasoline, aviation turbine fuel, fuel oil, heating oil and kerosene. It is imposed at
specific rates per litre of product.

The growth in excise revenue from unleaded petrol in 2001-02 of around 10 per cent
principally reflects the continued substitution of unleaded petrol for leaded petrol
together with the phase-out of leaded petrol.

Leaded petrol has been largely phased out between December 2000 and February 2001
with the introduction of lead replacement petrol. As lead replacement petrol is
classified as unleaded petrol, the contribution to excise revenue from leaded petrol is
expected to be negligible in 2001-02.

Growth in the consumption of petrol (leaded and unleaded) in 2001-02 is expected to
be 2.7 per cent.

Excise revenue from diesel is expected to grow moderately in 2001-02 relative to
previous years, reflecting the decision of the Government to abolish excise indexation
for petroleum products and the 1.5 cents per litre cut to the rate of diesel excise.

Other petroleum products excise includes excise revenue from aviation gasoline, aviation
turbine fuel, fuel oil, heating oil and kerosene. All revenue from the excise duty on
aviation gasoline and aviation turbine fuel contribute to the funding of aviation
programmes. The rates of excise applying to aviation fuels are adjusted, as necessary,
depending on the funding requirements of those programmes.

Crude oil excise includes excise collected from two sources: offshore fields in the North
West Shelf production licence areas that are not subject to PRRT, and onshore fields
and coastal waters. Crude oil excise is the only excise not to be levied on a volumetric
basis (that is, where excise is applied per unit of quantity). Instead, the calculation of
crude oil excise is based on both the quantity of crude oil sold and the sale price.

Estimated crude oil excise in 2000-01 has increased since MYEFO, reflecting strong
collections this financial year. However, revenue from crude oil excise is expected to
fall significantly in 2001-02 relative to 2000-01, due to lower world crude oil prices and
lower production.

Other excise is derived from beer, potable spirits and tobacco products. It is imposed:

« on a per stick basis for cigarettes and a per kilogram basis for other tobacco
products;

« on the alcohol content of draught and packaged beer; and
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« on the alcohol content of other products, such as spirits and certain ready to drink
products.

Wine is exempt from excise and is instead subject to the wine equalisation tax (WET).

Other excise revenue is expected to decrease by around 1 per cent, reflecting the first
full year effect of the introduction of the concessional rate of excise for draught beer
and an expected decline in tobacco consumption of around 4 per cent.

Estimated excise revenue from tobacco in 2000-01 is broadly consistent with the
estimate at MYEFO. However, the tobacco estimate at MYEFO was revised down by in
excess of $500 million relative to the 2000-01 Budget. Collections of tobacco excise have
been weak since 1 July 2000, which reflects a number of influences including:

« a possible consumer demand response to higher tobacco prices following the
introduction of The New Tax System; and

» increased use of the anti-smoking drug Zyban.

There have been some suggestions that higher tobacco prices may have contributed to
a growing illicit tobacco market (known as chop-chop). However, the Government has
significantly increased the penalties for the sale of illicit product in 2000-01 and,
together with increased enforcement activity, these measures have limited the size of
any illegal activity.

Excise indexation

In the past, the rates of duty for excisable commodities (with the exception of crude oil)
have been adjusted each August and February in line with half-yearly consumer price
index (CPI) movements.

In March 2001, the Government announced that excise indexation would be abolished
for all petroleum products. Beer, spirit and tobacco excise rates will continue to be
indexed in line with half-yearly CPI movements.

If the change in the CPI is negative, the excise rate is not reduced but instead the
decline is carried forward to offset the next positive CPl movement.

Excise rates since 1 July 2000 are shown in Table 7.
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Table 7: Excise rates

Rates Rates Rates Rates Rates
applying applying applying applying applying
from from from from from
1 Jul 2000 1 Aug 2000 1 Feb 2001 2 Mar 2001 4 Apr 2001
Commaodity $ $ $ $ $
Petroleum (per litre)
Leaded petrol 0.39725 0.40400 0.42016 0.40516 0.40516
Unleaded petrol 0.37481 0.38118 0.39643 0.38143 0.38143
Diesel (gross) 0.37481 0.38118 0.39643 0.38143 0.38143
Aviation gasoline 0.02759 0.02806 0.02918 0.02808 0.02808
Aviation turbine fuel 0.02795 0.02843 0.02957 0.02845 0.02845
Fuel oil 0.07426 0.07552 0.07854 0.07557 0.07557
Heating oil 0.07426 0.07552 0.07854 0.07557 0.07557
Kerosene 0.07426 0.07552 0.07854 0.07557 0.07557
Beer (per litre of alcohol over
1.15 per cent)
Draught beer, low strength 41.67 42.38 44.08 44.08 15.96
Draught beer, mid strength 35.38 35.98 37.42 37.42 17.33
Draught beer, high strength 30.46 30.98 32.22 32.22 22.68
Other beer, low strength 41.67 42.38 44.08 44.08 44.08
Other beer, mid strength 35.38 35.98 37.42 37.42 37.42
Other beer, high strength 30.46 30.98 32.22 32.22 32.22
Potable spirits (per litre of alcohol)
Brandy 48.17 48.99 50.95 50.95 50.95
General rate for other spirits 51.58 52.46 54.56 54.56 54.56
Cigarettes (per stick) 0.19155 0.19481 0.20260 0.20260 0.20260
Tobacco products (per kg) 239.44 243.51 253.25 253.25 253.25
Customs duty

Customs duty is imposed either as a percentage of the value of the imported good or
on a volumetric basis for excisable-like products (for example, dollars per litre).

Tariffs on passenger motor vehicles, and textile, clothing and footwear account for
around one-third of the total duty collected. A further one-third of customs duty is
duty imposed on imports of petroleum products, tobacco, beer and spirits, which is
analogous to excise duty on these items. Other dutiable goods currently attract a
general tariff rate of 5 per cent.

Customs duty revenue in 2001-02 is estimated to grow by around $200 million or
around 5 per cent.

Other indirect taxes

Wholesale sales tax (WST) was imposed on a range of goods destined for consumption
in Australia and levied at the last wholesale or import point on the wholesale sales
value of taxable goods. From 1 July 2000, WST was abolished as part of The New Tax
System.
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Consistent with the tax liability method of revenue recognition, the 2000-01 WST
estimate (see Table 6) reflects the final WST liability.

In the absence of the two specific indirect tax measures outlined below, the abolition
of WST would have meant that the price of certain goods would have fallen more than
was intended by general indirect tax reform. To counter this, from 1 July 2000, all
grape wine, wine products, fruit and vegetable wine, cider, perry, mead and sake
became subject to the wine equalisation tax (WET). The WET is levied at a rate of
29 per cent, with tax being paid on the value of the goods at the last wholesale sale, or
equivalent value.

Similarly, a luxury car tax (LCT) of 25 per cent was introduced from 1 July 2000.
The LCT applies to the GST exclusive price of a car above the LCT threshold
($55,134 in 2000-01). This was put in place to ensure that, when the higher WST rate of
45 per cent was removed from luxury cars and the GST was introduced, the price of
luxury cars fell by about the same amount as other cars.

WET revenue is expected to increase by around 19 per cent in 2001-02, to a level
reflecting the first full year effect of the tax. Most revenue from the WET is paid upon
lodgement of the quarterly Business Activity Statement (BAS), of which there were
only three in 2000-01. Luxury car tax revenue is expected to increase by around
16 per cent in 2001-02 for similar reasons.

FRINGE BENEFITS TAX AND OTHER TAXES

Fringe benefits tax

Fringe benefits tax (FBT) applies to a range of benefits provided by employers to their
employees or associates of their employees. Fringe benefits tax revenue is expected to
increase by around 6 per cent in 2001-02, largely due to ongoing remuneration growth
(see Table 3). FBT revenue is also expected to be boosted in 2001-02 by the modification
of the FBT gross-up rate (to ensure neutrality of treatment between fringe benefits and
cash salaries following the introduction of the GST on 1 July 2000), which has its first
full year effect in 2001-02.
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Agricultural levies and other taxes

Table 8 shows estimates of agricultural levies and other taxes for 2000-01 and 2001-02.

Table 8: Agricultural levies and other taxes

2000-01 2001-02  Change on 2000-01

Estimate Estimate
$m $m %
Wool tax 79 56 -28.8
Agricultural production taxes - domestic 473 512 8.3
Agricultural production taxes - export 4 4 3.6
Levies, other than agricultural 73 73 0.0
Broadcasting licence fees 328 343 4.6
Other(a) 270 282 4.6
Total 1,227 1,271 3.6

(a) Includes all other tax revenue collected by Commonwealth agencies.

Total revenue from agricultural levies and other taxes is forecast to increase in 2001-02
by about 4 per cent. This is largely due to an increase in Agricultural production taxes —
domestic revenue administered by the Department of Agriculture, Forestry and
Fisheries. These taxes are projected to increase from $473 million in 2000-01 to
$512 million in 2001-02, largely due to expected growth in collections from the retail
milk levy.

Wool tax revenue is estimated to fall in 2001-02 by around 29 per cent, due to the
reduction in the wool tax rate. Revenue from Agricultural production taxes — export and
non-agricultural levies are forecast to remain broadly unchanged. Broadcasting licence
fees are forecast to increase by 5 per cent, due to the increase in mobile telephony
licence fees for carriers.

The remaining category of other taxes, which is expected to increase by around
5 per cent, includes the coalmining long service leave levy, child support fees and
fines, and a range of levies administered by the Department of Transport and Regional
Services including aircraft noise, stevedoring and marine navigation levies.
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NON-TAXATION REVENUE

Table 9 provides estimates for 2000-01 and 2001-02 of the various categories of
non-taxation revenue.

Table 9: Non-taxation revenue

2000-01 2001-02 Change on 2000-01
Estimate Estimate
$m $m %
Sales of goods and services 2,711 2,844 4.9
Interest
Interest from other governments 263 243 -7.5
Interest from other sources 910 753 -17.3
Total interest 1,173 996 -15.1
Dividends
Dividends from associated entities 2,172 4,628 113.1
Dividends from other sources 44 70 60.0
Total dividends 2,215 4,698 112.1
Petroleum royalties 796 458 -42.4
Other non-tax revenue(a) 3,442 3,076 -10.6
Total 10,337 12,072 16.8

(a) Includes all other non-tax revenue collected by Commonwealth agencies.

Sales of goods and services

This category consists of revenue from the direct provision of goods and services by
the general government sector.

The expected increase in sales of goods and services in 2001-02 is largely due to an
increase in the passenger movement charge from $30 to $38. This will fund the
increased cost of inspecting passengers, mail and cargo at Australia’s borders to
mitigate the risks of introducing foot and mouth disease into Australia.

Interest

Interest from other Governments

This category mainly consists of revenue from the States and Territories on General
Purpose and Specific Purpose borrowings.

The Commonwealth receives interest payments from the States in respect of General
Purpose borrowings made on behalf of the States under the State Governments’ Loan
Council Programme (and from the Northern Territory in respect of advances made
under similar general purpose capital assistance arrangements). Payments relating to
these advances are made, in turn, by the Commonwealth to bond holders.

Interest from the States on General Purpose borrowings is declining as a result of the
June 1990 Loan Council decision that the States and Territories make additional
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payments to the Commonwealth each year to facilitate the redemption of all maturing
Commonwealth securities issued on their behalf. The reduction in interest revenue
from the States and Territories is matched by a reduction in public debt interest
expenses.

The Commonwealth also receives interest on Specific Purpose Borrowings to the
States, including on advances made under the Commonwealth-State Housing
Agreements, States (Works and Housing) Assistance Acts, Northern Territory Housing
Advances, and by the Australian Capital Territory on debts assumed upon
self-government. Interest from the States on Specific Purpose borrowings will be lower
in 2001-02 compared with 2000-01, reflecting the repayment of debt by the States in
2000-01.

Interest from other governments is expected to decrease in 2001-02, due to a reduction
in the remaining stock of debt issued by the Commonwealth on behalf of the State and
Territory governments.

Interest from other sources

This item includes interest income on Commonwealth cash balances and on other
financial assets. It excludes swap transactions entered into as part of the
Commonwealth’s debt management strategy, as they are classified as financing
transactions under Government Finance Statistics (GFS) standards. The Australian
Office of Financial Management (AOFM) is responsible for the management and
reporting of the Commonwealth’s net debt portfolio.

Interest from other sources is projected to decrease between 2000-01 to 2001-02 by
17 per cent. In part, this reflects a reduction in interest payments from the Snowy
Mountain Hydro Electricity Authority, following the decision to corporatise and
refinance the Authority.

Dividends

The main sources of dividends are from the Commonwealth’s Government Business
Enterprises and the Reserve Bank of Australia (RBA). Dividend payments from the
RBA can be volatile, as they are sensitive to movements in interest rates and the
exchange rate.

The Royal Australian Mint also provides dividend revenue to the Commonwealth.
This includes royalties from numismatic coin sales and annual dividends from profits
the Mint makes as the manufacturer of these products.

Total dividends are projected to increase by around 112 per cent in 2001-02, largely
due to higher dividends from the RBA.
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Petroleum royalties

Petroleum royalties are paid by producers operating in the North-West shelf oil and
gas fields off Western Australia.

These royalties are expected to decrease in 2001-02 by around 42 per cent, due to
falling petroleum production and a forecast reduction in world oil prices. A substantial
proportion of these royalties are paid to the Government of Western Australia.

Other sources of non-tax revenue

Other non-tax revenue includes Child Support Trust Revenue (collected by the Child
Support Agency) and revenue from the State and Territory governments (to meet the
cost to the ATO of administering the GST on their behalf). It also includes revenue
from Higher Education Contribution Scheme (HECS) student loans and seigniorage
from circulation coin production.

Other non-tax revenue is expected to decline by around 11 per cent in 2001-02. This
mainly reflects a reduction in revenue from outstanding HECS debts owed to the
Commonwealth and a reduction in revenue received from the States to meet the cost of
administering the GST.
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Appendix A: Changes in revenue estimates since MYEFO

Table Al: Reconciliation of 2000-01 revenue estimates

Taxation revenue
Income tax

Individuals(a)
Gross PAYG withholding(b)
Gross other individuals(b)
less: Refunds

Total individuals

Companies

Superannuation funds
Other withholding tax
Petroleum resource rent tax
Total income tax

Indirect tax

Excise duty
Petroleum products and crude oil
Other excise

Total excise duty

Customs duty

Other indirect taxes

Total indirect tax

Fringe benefits tax
Agricultural levies
Other taxes

Total tax revenue

Non-tax revenue
Total revenue

2000-01

Change on Change on

MYEFO Budget MYEFO MYEFO
$m $m $m %
73,026 74,572 1546 2.1
13,558 13,400 -158 -1.2
11,230 11,165 -65 -0.6
75,354 76,807 1,453 1.9
33,197 34,720 1,523 4.6
5,087 5,210 123 2.4
1,426 1,430 5 0.3
1,760 2,360 600 34.1
116,824 120,528 3,704 3.2
12,892 12,417 -476 -3.7
6,491 6,550 59 0.9
19,383 18,967 -416 -2.1
4,541 4,671 130 2.9
1,956 2,009 53 2.7
25,880 25,647 -233 -0.9
3,405 3,290 -115 -3.4
644 556 -88 -13.7

589 671 81 13.8
147,343 150,692 3,349 2.3
10,287 10,337 51 0.5
157,630 161,029 3,400 2.2

(@) Includes revenue from the Medicare levy.

(b) Part of the change since the Mid-Year Economic Fiscal Outlook (MYEFO) is due to a reallocation of
$295 million from gross other individuals revenue to Pay As You Go (PAYG) withholding revenue, due to
a reassessment of the distribution of revenue from the former prescribed payments system (PPS)
scheme. Accordingly, for 2000-01, the MYEFO estimates of PAYG withholding revenue should be
increased by $295 million, with a corresponding decrease in gross other individuals revenue, to be on a
comparable basis to the current Budget estimates.
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Table A2: Reconciliation of 2001-02 revenue estimates
2001-02
Change on Change on
MYEFO(a) Budget MYEFO MYEFO

$m $m $m %

Taxation revenue
Income tax
Individuals(b)

Gross PAYG withholding 78,532 78,502 -29 0.0

Gross other individuals 16,673 15,560 -1113 -6.7

less: Refunds 10,866 11,248 382 3.5
Total individuals 84,338 82,815 -1,524 -1.8
Companies 27,688 27,209 -479 -1.7
Superannuation funds 4,293 4,312 19 0.4
Other withholding tax 1,462 1,487 25 1.7
Petroleum resource rent tax 1,640 1,430 -210 -12.8
Total income tax 119,421 117,252 -2,169 -1.8
Indirect tax
Excise duty

Petroleum products and crude oil 13,561 12,590 -971 -7.2

Other excise 6,713 6,460 -253 -3.8
Total excise duty 20,273 19,050 -1223 -6.0
Customs duty 4,862 4,885 23 0.5
Other indirect taxes 813 810 -3 -0.4
Total indirect tax 25,948 24,745 -1,203 -4.6
Fringe benefits tax 3,625 3,500 -125 -3.4
Agricultural levies 629 573 -56 -8.9
Other taxes 610 698 88 14.4
Total tax revenue 150,233 146,768 -3,465 -2.3
Non-tax revenue 10,850 12,072 1,222 11.3
Total revenue 161,083 158,840 -2,243 -1.4

(a) Adjusted since MYEFO to reflect a reallocation of revenue across company tax, gross other individuals,
superannuation funds tax and individual refunds. However, the MYEFO estimate for total income tax
has not changed.

(b) Includes revenue from the Medicare levy.
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Appendix B: Forward estimates of revenue

Forward estimates of the major categories of revenue, for the period from 2001-02 to
2004-05 are provided in Table B1.

Table B1: Forward estimates of revenue

2001-02 2002-03 2003-04 2004-05
Change Change Change Change

on on on on

Estimate 2000-01 Estimate 2001-02 Estimate 2002-03 Estimate 2003-04

$m % $m % $m % $m %

Individuals tax 82,815 7.8 88,893 7.3 96,625 8.7 103,347 7.0
Per cent of GDP 11.8 11.9 122 12.3

Other income tax 34,437 -21.2 35,365 2.7 37,209 5.2 39,347 5.7
Per cent of GDP 4.9 4.7 4.7 4.7

Total income tax 117,252 -2.7 124,257 6.0 133,835 7.7 142,694 6.6
Per cent of GDP 16.7 16.7 16.9 17.0

Indirect tax 24,745 -3.5 25,378 2.6 26,113 2.9 26,937 3.2
Per cent of GDP 3.5 3.4 3.3 3.2

Total tax(a) 146,768 -2.6 154,543 5.3 165,004 6.8 174,835 6.0
Per cent of GDP 20.9 20.7 20.9 20.9

Non-tax revenue 12,072 16.8 10,361 -14.2 10,545 1.8 10,822 2.6
Per cent of GDP 1.7 1.4 1.3 1.3

Total revenue 158,840 -1.4 164,903 3.8 175,548 6.5 185,657 5.8
Per cent of GDP 22.6 22.1 22.2 22.1

(@) Includes FBT, agricultural levies and other taxes.

The forward estimates of revenue are underpinned by the conventional assumption of
no change in current policy. Consequently, the forward estimates of revenue only
reflect projected growth in economic parameters and policy measures contained in this
and previous budgets, including those associated with The New Tax System.

Taxation revenue generally moves in line with economic activity during periods of
steady economic growth (as depicted by the economic projections in this Budget), but
tends to swing more sharply during periods of economic contraction and rapid
expansion (in particular, more sharply than nominal GDP growth).

Total revenue is expected to remain at around 22.1 per cent of GDP from 2002-03 to

2004-05. (Growth in all categories of total revenue in 2001-02 are explained in detail in
Part 11 of this Statement.)
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Total tax revenue is expected to remain at around 20.9 per cent of GDP across the
forward estimates, with a slightly lower estimate in 2002-03. Lower tax revenue in
2002-03 in part reflects a one-off deferral in the timing of tax payments from annual
Pay As You Go (PAYG) taxpayers that are not registered for the GST.

« A projected increase in income tax as a proportion of GDP over the forward years is
offset, in contrast to last year, by a decline in indirect tax as a proportion of GDP,
mostly reflecting the decision to abolish petroleum excise indexation.

Non-tax revenue is expected to decrease in 2002-03, reflecting lower projected
dividends from GBEs and other associated entities (including the Reserve Bank of
Australia). Non-tax revenue is expected to remain at around 1.3 per cent of GDP in
2003-04 and 2004-05.
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Appendix C: Revenue measures

Table C1 provides a summary of the revenue measures introduced since the MYEFO.
A full description of all 2001-02 Budget revenue measures can be found in Part | of
Budget Paper No. 2, Budget Measures 2001-02.

Table C1: Revenue measures since the 2000-01 MYEFO®
2001-02 2002-03 2003-04 2004-05

$m $m $m $m
Agriculture, Fisheries and Forestry
Australia's response to foot and mouth disease and
other quarantine risks 17.2 18.0 18.0 18.0
Extension of dairy industry adjustment levy = - - -
Porfolio total 17.2 18.0 18.0 18.0
Attorney-General's
Australia's response to foot and mouth disease and
other quarantine risks 82.7 82.7 82.7 82.7
Government response to the Productivity
Commission report on general tariffs = -40.5 -41.4 -42.4
Portfolio total 82.7 42.2 413 40.3
Communications, Information Technology
and the Arts
Increase in GSM 900 licence fees 32.1 321 321 321
Radiocommunications licensing arrangements -1.6 -1.6 -1.6 -1.6
Strategy on electromagnetic public health issues 1.0 1.0 1.0 1.0
Portfolio total 31.5 31.5 31.5 31.5
Education, Training and Youth Affairs
Backing Australia's Ability - 2,000 additional targeted
university places = 0.1 0.4 0.8
Backing Australia's Ability - Postgraduate Education
Loans Scheme = 2.4 8.1 12.1
Higher education places for regional universities
and campuses = . 0.1 0.2
Income-contingent loans for bridging courses for
overseas trained professionals = - 0.1 0.1
Portfolio total - 2.5 8.7 13.2
Family and Community Services
New social security arrangements between
Australia and New Zealand = -16.3 -32.6 -49.2
Portfolio total - -16.3 -32.6 -49.2
Immigration and Multicultural Affairs
Backing Australia's Ability - attracting information
and communications technology workers 0.8 0.8 0.9 0.9
Increase in the permanent migrant intake 14 1.4 1.4 1.4
New social security arrangements between
Australia and New Zealand 13.1 13.2 13.3 13.4
Onshore processing of students in points tested
categories 2.4 2.5 2.7 2.8
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Table C1: Revenue measures since the 2000-01 MYEFO® (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

Immigration and Multicultural Affairs
(continued)
Reform of independent executives visa
arrangements 1.5 2.4 2.4 2.5
Strategy to strengthen Australia's immigration
services to priority areas - extension of

Electronic Travel Authority arrangements -0.3 -1.5 -1.5 -1.6
Portfolio total 18.9 18.9 19.2 194
Treasury

Income tax

Allowing participants in the Simplified Tax System
to account for the value of stock under existing

methods * * * *
Apportionment of deductions for donations of
property = - -2.0 -4.0

Backing Australia's Ability - 175 per cent 'premium'
tax concession for additional research and

development expenditure -30.0 -90.0 -105.0 -110.0
Backing Australia's Ability - changes to the definition

of research and development activities & * * *
Backing Australia's Ability - effective life write-off

for research and development plant 25.0 95.0 115.0 95.0
Backing Australia's Ability - research and

development tax offset for small companies = -6.0 -3.0 -2.0
Capital gains tax relief for shareholders of listed

investment companies -5.0 -20.0 -20.0 -20.0

Capital gains tax rollover relief for shares from
insurance company demutualisations = - - -
Capital gains tax treatment of shares held in trust

under employee share schemes & * * *
Changes to prepayment arrangements for

non-business and small business taxpayers -20.0 - - -
Changes to the overseas defence forces rebate and

the United Nations (UN) armed forces rebate & * *
Deductibility of certain gifts & * *
Depreciation of second hand assets where the end

user does not change 15.0 40.0 65.0 70.0
Extended lodgement date for Business Activity

Statements = - - -

Extension of income tax exemption for not-for-profit

organisations to include the information and

communications technology industry
Foreign branch access to funds free of interest

withholding tax -9.0 -9.0 -9.0 -9.0
Fringe benefits reporting - exclusion of benefits

associated with Australian Defence Force (ADF)

removals & * * *
GDP-adjusted method for PAYG instalments for

individuals and some companies and

superannuation funds -200.0 -10.0 -10.0 -10.0

5-29



Table C1: Revenue measures since the 2000-01 MYEFO® (continued)
2001-02 2002-03 2003-04 2004-05

$m $m $m $m
Treasury (continued)
Increase in the Medicare levy low income thresholds -35.0 -20.0 -20.0 -20.0
Increasing the depreciating assets threshold for
the Simplified Tax System -2.0 -5.0 -5.0 -10.0
Not proceeding with the early refunding of excess
imputation credits 185.0 - 10.0 10.0
Pensioners below seniors age: increase in rebates -35.0 -36.0 -33.0 -34.0
Reduction in surcharge on certain termination
payments -14.0 -21.0 -17.0 -21.0
Refining the uniform capital allowance system & * * *
Reformed debt/equity tax borderline & * * *
Reform of thin capitalisation - amendments to the
proposed rules -70.0 -45.0 -60.0 -70.0
Relaxing the 'grouping' rule for the Simplified Tax
System & * * *
Retrospective changes to the exclusive use intention
test for research and development & * * *
Revised business tax reform implementation
timetable 215.0 255.0 -145.0 -95.0
Senior Australians and pensioners: increase in
Medicare levy threshold -44.0 -46.0 -43.0 -45.0
Senior Australians: increase in rebates -306.0 -315.0 -298.0 -307.0
Taxation treatment of datacasting transmitter
licences & * * *
Withdrawal of entity taxation exposure draft
legislation -110.0 -450.0 -265.0 -300.0
Indirect tax
Abolition of petroleum fuels excise indexation -150.0 -425.0 -785.0  -1135.0
Funding for Airservices Australia and aviation
industry compliance 11.7 11.7 4.7 4.7
Reduced excise and customs duty on petroleum fuels -485.0 -505.0 -525.0 -545.0
Reduction of excise on draught beer -150.0 -160.0 -160.0 -160.0
Non-tax revenue
Increase in financial sector levy for the
Superannuation Complaints Tribunal 0.7 0.7 0.7 0.7
Portfolio total -1212.6 -1760.6 -2309.6 -2716.6
Total impact of revenue measures(b) -1062.3 -1663.8 -2223.5 -2643.4

*  The nature of the measure is such that a reliable estimate cannot be provided.

(a) A minus sign before an estimate indicates a reduction in revenue, no sign before an estimate indicates
a gain to revenue.

(b) Measures may not add to total due to rounding.
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Table C2: Revenue measures up to the 2000-01 MYEFO®(®

Agriculture, Fisheries and Forestry
Wool Industry - changes in wool levy
arrangements

Portfolio Total

Attorney-General's
Extension of the Import Credit Scheme

Portfolio Total

Treasury

Income tax

Amendment to transitional measures for the
merging of share premium and share
capital accounts

Amendments to Pay As You Go instalments
for certain beneficiaries of trusts

Change in the status of constitutionally
protected superannuation funds

Changes to the Simplified Tax System

Deductibility of certain gifts

Double taxation agreements

Eligibility for immediate deductibility for
GST-related expenditure

Entity taxation

Exemption for artists from the non-commercial
losses measures

Income tax exemption for local government
businesses

Medicare levy surcharge - treatment of high
front end deductibles

No Australian Business Number withholding
on input taxed supplies

Removal of capital gains tax changes for life
insurers and superannuation funds

Rollover relief for merger of companies under
Part 9 of the Life Insurance Act 1995

Taxation aspects of the restructure of the
Australian Wool Research and Promotion
Organisation

Tax benefits for organisations promoting
prevention or control of disease or illness
in people

Indirect tax

Excise concession for micro-breweries

Petrol and diesel excise reduction - increase
in reduction to 6.7 cents per litre

Removing campervans, motor homes and
commercial vehicles from luxury car tax

Removing the excise-free status of methanol
blended with petrol

2001-02  2002-03  2003-04 2004-05
$m $m $m $m
-32.2 -33.0 -32.1 -32.1
-32.2 -33.0 -32.1 -32.1
5.0 5.0 5.0 5.0
nfp nfp nfp nfp
2.0 -2.0 -1.0 3.0

* * * *

* * * *

10.0 -60.0 -25.0 -25.0
-7.0 -7.0 -3.0 -3.0

* * * *
-60.0 -70.0 -90.0 -100.0
* * * *

-0.3 -0.3 -0.3 -0.3
-100.0 -102.0 -105.0 -109.0
-5.0 -5.0 -5.0 -5.0
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Table C2: Revenue measures up to the 2000-01 MYEFO®(®
2001-02 2002-03 2003-04  2004-05

$m $m $m $m
Treasury (continued)
Fringe benefits tax
Converting rebates to a fringe benefits tax
exemption for non-profit hospitals -15.0 -15.0 -15.0 -15.0
Fringe benefits reporting - exclusion for
emergency vehicles * * * *
Fringe benefits tax exemption for police
housing in regional areas * * * *
Fringe benefits tax exemption for free travel
on public transport by police officers -5.0 -5.0 -5.0 -5.0
Non-tax revenue
Additional payments from the States and
Territories for GST administration 141.0 - - -
Superannuation Complaints Tribunal - - - -
Portfolio total -34.3 -261.3 -244.3 -254.3
Decisions taken but not reported in MYEFO nfp nfp nfp nfp
Total impact of revenue measure(c) -66.5 -294.3 -276.4 -286.4

*  The nature of the measure is such that a reliable estimate cannot be provided.

(a) A minus sign before an estimate indicates a reduction in revenue, no sign before an estimate indicates
a gain to revenue.

(b) These estimates are as published in 2000-01 MYEFO. Descriptions of the measures are provided in the
MYEFO publication.

(c) Measures may not add to total due to rounding.
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Appendix D: Tax expenditures

This appendix provides a brief overview of the cost of tax concessions provided by the
concessional tax treatment of specific activities and/or groups.

Tax concessions provide a benefit to a specified activity or class of taxpayer. Tax
concessions can be delivered in a variety of ways, for example by a tax exemption, tax
deduction, tax rebate, reduced tax rate or by deferring a tax liability. The Government
can use tax concessions to allocate resources to different activities in much the same
way that it can use direct expenditure programmes. For this reason, and noting their
direct impact on the fiscal balance, these tax concessions are generally called tax
expenditures.

The data reported in this appendix are consistent with tax expenditure data reported in
the 2000 Tax Expenditures Statement. The Tax Expenditures Statement (TES) is an
annual statement of Commonwealth tax expenditures.

Table D1 provides estimates of total tax expenditures for the period 1997-98 to 2004-05.
There are several major considerations that need to be taken into account when
analysing these data.

« These figures may understate the total cost of tax expenditures, as some identified
tax expenditures have not been estimated due to a lack of data and the TES does not
necessarily provide a comprehensive listing of all tax expenditures.

« Some caution should be exercised when using these tax expenditure estimates to
measure the amount of tax revenue forgone. Tax expenditure estimates measure the
benefit of the tax concession to the recipient, not the impact on the fiscal balance
from the removal of that tax expenditure. The two might differ due to behavioural
responses or for other reasons (see chapters 1.4 and 2.3 of the 2000 Tax Expenditures
Statement).

- Trends in aggregate tax expenditures over time will reflect both changes to the cost
of individual tax expenditures and changes in the coverage of tax expenditures
being costed.

« Tax expenditure aggregates are net aggregates as they include the offsetting effects
of negative tax expenditures.

« Changes over time in methodology and data used to calculate the value of
particular tax expenditures can result in large revisions to tax expenditure
estimates. Therefore estimates that were provided in previous editions of the TES or
in previous Budgets may not be strictly comparable to figures reported here.
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Table D1: Aggregate tax expenditures 1997-98 to 2004-05

Retirement and

other employment Other tax Tax expenditures

termination benefits expenditures Total as a proportion

Year $m $m $m of GDP (%)
1997-98 9,915 15,555 25,470 4.5%
1998-99 9,420 16,368 25,788 4.3%
1999-00 9,530 17,781 27,311 4.3%
2000-01 (est) 8,845 20,139 28,984 4.3%
2001-02 (est) 9,595 19,345 28,940 4.1%
2002-03 (proj) 10,495 19,552 30,047 4.0%
2003-04 (proj) 11,495 19,769 31,264 4.0%
2004-05 (proj) 12,574 20,576 33,151 4.0%

Measured tax expenditures are projected to decline as a proportion of GDP from
4.5 per cent in 1997-98 to around 4.0 per cent in 2004-05. The largest single contributing
factor to the decline in total measured tax expenditures is the removal of accelerated
depreciation under The New Tax System.
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Appendix E: Cash revenue statistics and history

Table E1: Commonwealth revenue (cash basis)®

1990-91 1991-92 1992-93 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99| 1999-00 2000-01(b) 2001-02(b)
$m $m $m $m $m $m $m $m $m $m $m $m
Tax revenue
Income tax
Individuals(c)
Gross PAYGW 43979 43723 45350 47111 50928 56442 61191 65706 71157 76506 74222 78252
Gross other individuals 11357 9170 8320 8697 9481 10078 11820 12119 13103 13370 13000 15310
Gross PPS(d) 1693 1563 1674 1871 2169 2179 2250 2524 2794 3120 0 0
Jess: Refunds 6766 7771 7833 7103 7931 8285 8808 9525 10325 10946 11165 11248
Total individuals 50263 46685 47511 50575 54647 60414 66453 70822 76728| 82050 76057 82315
Companies 14166 13419 13071 12700 15588 18252 19173 19406  20734| 24345 30110 28299
Superannuation funds 1053 1139 1522 1191 1913 1634 2595 3093 3916 3820 4680 4492
Withholding tax 901 941 764 877 903 1349 1080 1137 1220 1428 1430 1487
Petroleum resource rent tax 293 876 1389 1072 865 791 1308 907 419 1184 2360 1430
Total income tax 66676 63060 64258 66416 73916 82440 90610 95366 103017| 112828 114638 118022
Indirect tax(e)
Excise duty
Crude oil and LPG 1354 64 116 62 27 13 9 16 31 219 510 400
Petroleum products(f) 6642 7093 7200 8499 9406 10224 10543 10895 10974 11189 11907 12190
Other excise duty 2364 2324 2361 2253 2567 2612 2739 2663 2614 2670 6550 6460
Total excise duty 10360 9482 9677 10814 12001 12849 13291 13574 13619 14078 18967 19050
Customs duty 3319 3299 3331 3226 3474 3124 3289 3637 3634 3771 4671 4885
Sales taxes(g) 9365 9113 9252 10414 11624 12955 13308 14085 15162 15532 1969 810
Total indirect tax 23044 21893 22260 24455 27099 28928 29888 31296  32415| 33381 25607 24745
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Table E1: Commonwealth revenue (cash basis)® (continued)

1990-91 1991-92 1992-93 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99| 1999-00 2000-01(b) 2001-02(b)
$m $m $m $m $m $m $m $m $m $m $m $m
Tax revenue (continued)
Fringe benefits tax(h) 1262 1327 1344 1417 2740 3031 3163 3168 3289 3373 3290 3500
Other taxes 2243 1690 1572 1736 1933 1988 2154 2390 2383 1113 1136 1291
Total tax revenue 93225 87970 89434 94024 105687 116386 125815 132219 141104| 150695 144671 147558
Non-tax revenue
Interest received 3309 2976 2477 2051 1790 1403 1126 1139 682 995 1245 925
Dividends and other 1558 2563 3150 4671 2952 3899 4089 3610 4659 14138 13201 14340
Total non-tax revenue 4867 5539 5627 6722 4743 5302 5216 4749 5341 15133 14447 15265
Total revenue 98093 93509 95062 100747 110430 121688 131031 136968 146444 | 165828 159118 162823
Memorandum items:
Medicare levy receipts(i) 2480 2385 2415 2870 3030 3350 4150 3760 4100 4350 4605 4855
Diesel fuel rebate expense(j) 831 889 898 1034 1251 1307 1415 1407 1463 1514 1880 1980

(a) Figures up to and including 1998-99 are based on the old Commonwealth Budget Sector cash accounting framework. Figures from 1999-2000 are on a

(b)
©
(d)
(e

(9)
(h
0)
@

Commonwealth general government GFS basis, consistent with the Uniform Presentation Framework (UPF). As a result, the category ‘Dividends and other’ now
includes many large items that were netted off revenue in outcomes prior 1999-2000, namely ‘Receipts from sales of goods and services’ (around $3 billion from
1999-2000), ‘Receipts from sales of non-financial assets’ (around $2.5 billion in 1999-2000 and 2000-01 and around $1.7 billion in 2001-02), ‘Other receipts’
(around $3 billion from 1999-2000) and ‘GST receipts related to purchases/sales’ (around $2 billion from 2000-01).

Estimates.

Presented on a basis inclusive of the Medicare levy. See memorandum item for Medicare levy outcomes and estimates.

PPS denotes prescribed payments system (which was replaced by the new PAYG system from 1 July 2000).

These items are reported net of Revenue Replacement Payments (RRPs) to the States.

Excludes the diesel fuel rebate (DFR) offset to revenue, which is classified as an expense.

This item includes the wine equalisation tax and the luxury car tax from 2000-01.

Consistent with GFS reporting standards, FBT is no longer classified as an income tax.

The Medicare levy was increased from 1.5 to 1.7 per cent for the period from 1 July 1996 to 30 June 1997 to fund the guns buy-back scheme.

Outcomes and estimates of the DFR expense. Reported for informational purposes only.
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Table E2: Major categories of revenue as a proportion of gross domestic product (cash basis)®

Taxation revenue Non-taxation revenue
Income tax Other taxation revenue
Individuals Excises
Total
Petroleum other Dividends Total

Gross Gross Gross Total Super Total products Other Total Customs Sales FBT tax Total tax and non-tax Total

PAYGW other PPS (b) Companies funds (c) (d) (e) excises duty tax(f) (g) (h) revenue Interest other revenue revenue

% % % % % % % % % % % % % % % % % % %

1990-91 111 29 04 12.7 3.6 03 16.8 2.0 0.6 2.6 08 24 03 6.7 23.5 0.8 0.4 1.2 24.7
1991-92 108 23 04 115 3.3 03 155 1.8 0.6 2.3 08 22 03 61 21.7 0.7 0.6 1.4 23.0
1992-93 106 1.9 04 111 3.1 04 15.1 1.7 0.6 2.3 08 22 03 59 21.0 0.6 0.7 1.3 22.3
1993-94 105 19 04 113 28 03 148 19 0.5 2.4 0.7 23 03 6.1 20.9 0.5 1.0 1.5 22.4
1994-95 108 2.0 0.5 115 33 04 156 2.0 0.5 2.5 0.7 25 06 6.7 22.3 0.4 0.6 1.0 23.3
1995-96 111 2.0 04 119 3.6 03 163 2.0 0.5 2.5 0.6 26 06 6.7 23.0 0.3 0.8 1.0 24.0
1996-97 115 22 04 125 3.6 05 17.0 2.0 0.5 2.5 06 25 06 6.6 23.6 0.2 0.8 1.0 24.6
1997-98 116 21 04 125 34 05 169 19 0.5 2.4 0.6 25 06 65 23.4 0.2 0.6 0.8 243
1998-99 120 22 05 129 3.5 0.7 173 1.8 04 2.3 06 25 06 64 23.7 0.1 0.8 0.9 24.6
1999-00 121 21 05 13.0 3.8 0.6 178 1.8 04 2.2 0.6 25 05 6.0 23.8 0.2 2.2 2.4 26.2
2000-01(i)) 11.0 19 0.0 11.3 45 07 171 1.8 1.0 2.8 0.7 03 05 45 21.5 0.2 2.0 2.1 23.7
2001-02¢i)) 111 22 0.0 11.7 40 06 168 1.8 09 2.7 0.7 01 05 42 21.0 0.1 2.0 2.2 23.2

(a) Figures up to and including 1998-99 are based on the old Commonwealth Budget Sector cash accounting framework. Figures from 1999-2000 are on a
Commonwealth general government GFS basis, consistent with the Uniform Presentation Framework (UPF). As a result, the category ‘Dividends and other’ now
includes many large items that were netted off revenue in outcomes prior 1999-2000, namely ‘Receipts from sales of goods and services’ (around $3 billion from
1999-2000), ‘Receipts from sales of non-financial assets’ (around $2.5 billion in 1999-2000 and 2000-01 and around $1.7 billion in 2001-02), ‘Other receipts’
(around $3 billion from 1999-2000) and ‘GST receipts related to purchases/sales’ (around $2 billion from 2000-01).

(b) The total for the individuals category also includes refunds.

(c) The total for the income tax category also includes refunds, PRRT and other withholding tax.

(d) Petroleum products excise includes crude oil and liquid petroleum gas (LPG) excise, but excludes the DFR offset to revenue, which is now classified as an expense.

(e) Other excise comprises excise from beer, potable spirits and tobacco.

(f) This item also includes the wine equalisation tax and the luxury car tax from 2000-01.

(g) Consistent with GFS reporting standards, FBT is no longer classified as an income tax.

(h) The total for ‘other taxation revenue’ also includes agricultural levies and other taxes.

(i) Estimates.
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Table E3: Major categories of revenue as a proportion of total revenue (cash basis)®

Taxation revenue Non-taxation revenue
Income tax Other taxation revenue
Individuals Excises
Total
Petroleum other Dividends Total
Gross Gross Gross Total Super Total products Other Total Customs Sales FBT tax Total tax and non-tax
PAYGW other PPS (b) Companies funds (©) (d) (e) excises duty tax(f) (9) (h)  revenue Interest other revenue
% % % % % % % % % % % % % % % % % %
1990-91 448 11.6 1.7 51.2 14.4 1.1 68.0 82 24 10.6 34 95 13 271 95.0 34 1.6 5.0
1991-92 46.8 9.8 1.7 499 14.4 1.2 674 7.7 25 10.1 35 97 14 266 94.1 3.2 2.7 5.9
1992-93 47.7 8.8 1.8 50.0 13.7 1.6 67.6 7.7 25 10.2 35 97 14 265 9%4.1 2.6 3.3 5.9
1993-94 46.8 8.6 19 50.2 12.6 1.2 659 85 22 10.7 32 103 14 274 93.3 2.0 4.6 6.7
1994-95 46.1 8.6 2.0 49.5 14.1 1.7 66.9 85 23 10.9 3.1 105 2.5 288 95.7 1.6 2.7 4.3
1995-96 46.4 8.3 1.8 49.6 15.0 1.3 677 84 21 10.6 26 106 25 279 95.6 1.2 3.2 4.4
1996-97 46.7 9.0 1.7 507 146 2.0 69.2 81 21 10.1 25 102 24 269 96.0 0.9 3.1 4.0
1997-98 48.0 8.8 1.8 517 142 23 69.6 8.0 19 9.9 2.7 103 23 269 96.5 0.8 2.6 3.5
1998-99 48.6 8.9 1.9 524 142 2.7 703 75 1.8 9.3 25 104 22 26.0 96.4 0.5 3.2 3.6
1999-00 46.1 8.1 19 495 147 2.3 68.0 6.9 1.6 8.5 23 94 20 228 90.9 0.6 8.5 9.1
2000-01(i) 46.6 8.2 0.0 478 189 29 72.0 78 4.1 11.9 29 12 21 189 90.9 0.8 8.3 9.1
2001-02(i) 48.1 9.4 0.0 50.6 174 2.8 725 7.7 4.0 11.7 30 05 21 181 90.6 0.6 8.8 9.4

(@

(b)
©
(d)
(e)

(9)
(h)
0]

Figures up to and including 1998-99 are based on the old Commonwealth Budget Sector cash accounting framework. Figures from 1999-2000 are on a
Commonwealth general government GFS basis, consistent with the Uniform Presentation Framework (UPF). As a result, the category ‘Dividends and other’ now
includes many large items that were netted off revenue in outcomes prior 1999-2000, namely ‘Receipts from sales of goods and services’ (around $3 billion from
1999-2000), ‘Receipts from sales of non-financial assets’ (around $2.5 billion in 1999-2000 and 2000-01 and around $1.7 billion in 2001-02), ‘Other receipts’
(around $3 billion from 1999-2000) and ‘GST receipts related to purchases/sales’ (around $2 billion from 2000-01).

The total for the individuals category also includes refunds.

The total for the income tax category also includes refunds, PRRT and other withholding tax.

Petroleum products excise includes crude oil and liquid petroleum gas (LPG) excise, but excludes the DFR offset to revenue, which is now classified as an expense.
Other excise comprises excise from beer, potable spirits and tobacco.

This item also includes the wine equalisation tax and the luxury car tax from 2000-01.

Consistent with GFS reporting standards, FBT is no longer classified as an income tax.

As well as excises, customs duty, sales tax and FBT, ‘other taxation revenue’ includes agricultural levies and other taxes.

Estimates.
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STATEMENT 6: EXPENSES AND
NET CAPITAL INVESTMENT

Introduction

Statement 6 presents the 2001-02 Budget year and forward estimates of general government
expenses and net capital investment on a Government Finance Statistics (GFS) accrual
accounting basis. The Statement this year includes information on the allocation of
Commonwealth funds to the various functions of government.

The GFS framework is a specialised statistical system designed to support economic
analysis of the public sector. The framework allows comprehensive assessments to be
made of the economic impact of government.

The functional classification system brings together expenses and net capital
investment directed towards like objectives or purposes. It facilitates presentation of
information on the basic purposes of government activities and of the resources
devoted by the Commonwealth to those purposes.

Expenses represent the full costs of an activity, as opposed to the direct cash costs.
Recording estimated expenses is in accord with international practice in government
budgeting and consistent with worldwide private sector practices.

Part | provides information on trends in expenses whilst Part Il presents trends in net
capital investment estimates. Expense and net capital investment measures by
portfolio are listed, in Appendices A and B, with estimates of Commonwealth general
government expenses by function and sub-function, and by economic type in
Appendix C.

Further information on portfolios’ and agencies’ expenses, capital movements, major
outputs and administered items may be found in the respective Portfolio Budget
Statements.



Part I: General government expenses

OVERVIEW

Expenses are estimated to increase by 0.7 per cent in real terms between 2000-01 and
2001-02, with an increase of 1.1 percent in 2002-03, 1.3 percent in 2003-04 and
0.9 per cent in 2004-05. These increases are largely due to policy decisions and
economic parameter variations.

Table 1: Estimates of Commonwealth general government expenses

2000-01 2001-02  2002-03  2003-04  2004-05
MYEFO(a) Revised Estimate Projection Projection Projection
Total expenses ($b) 1529 1576 160.9 166.8 173.1 179.0
Real growth on previous year (%) (b) 0.7 1.1 1.3 0.9
Per cent of GDP 22.7 234 22.9 224 21.9 21.4

(@) As published in the Mid-Year Economic and Fiscal Outlook 2000-01 on a GFS basis. The corresponding
estimates reported in the 2000-01 Budget were on an Australian Accounting Standard No. 31 (AAS31)
basis.

(b) Real growth is calculated using the non-farm gross domestic product (GDP) deflator.

RECONCILIATION OF EXPENSES SINCE THE 2000-01 BUDGET

Table 2 provides a reconciliation of the 2001-02 Budget, Mid-Year Economic and Fiscal
Outlook (MYEFO) 2000-2001 and 2000-01 Budget expenses estimates, showing the effect
of policy decisions and economic parameter and other variations since the estimates
were published in the 2000-01 Budget.
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Table 2: Reconciliation of Commonwealth general government expense

estimates

Expenses at 2000-01 Budget

Changes from 2000-01 Budget to MYEFO
Effect of policy decisions(a)
Effect of economic parameter variations
Unemployment benefits
Prices and wages
Interest and exchange rates
Total economic parameter variations
Public debt interest
Programme specific parameter variations
Slippage in 1999-2000 Budget decisions
Defence weapons platforms reclassification
Other variations
Total variations
Expenses at 2000-01 MYEFO

Changes from MYEFO to 2001-02 Budget
Effect of policy decisions(a)(b)
Effect of economic parameter variations
Unemployment benefits
Prices and wages
Interest and exchange rates
Total economic parameter variations
Public debt interest
Programme specific parameter variations
Slippage in 1999-2000 Budget decisions
Other variations(c)
Total variations
Expenses at 2001-02 Budget

2000-01  2001-02 2002-03 2003-04
$m $m $m $m
150,279 156,485 160,089 165,455
596 321 254 297
-96 -129 -141 -145

1 279 282 296

97 85 86 86

2 235 227 237

-290 -292 -513 -772
1,127 725 691 735
-8 5 7 2
1,023 1,172 949 727
139 -507 1,298 1,898
2,589 1,659 2,913 3,124
152,869 158,144 163,001 168,579
1,467 2,767 3,303 4,569
108 968 976 907
508 49 192 252
-55 175 236 279
560 1,192 1,404 1,438
-80 -111 -137 -183
553 983 1,983 2,574
-46 -23 3 2
2,251 -2,077 -2,743 -3,863
4,705 2,731 3,812 4,538
157,573 160,875 166,813 173,117

(@) Excluding the public debt net interest effect of policy measures.
(b) Includes additional defence expenditure announced in the December 2000 Defence White Paper ($507
million in 2001-02, increasing to over $2 billion in 2004-05). Provision for this expenditure was largely
made in the Contingency Reserve at the 2000-01 MYEFO. The impact of this expenditure on the fiscal
balance estimates is offset by a corresponding negative ‘Other variations'.
(c) Includes the impact of the removal of additional Defence White Paper funding from the Contingency
Reserve. Adjusting for this effect, other variations since the 2000-01 MYEFO reduce expenses by
$1.5 billion in 2001-02 and by around $2.2 billion in 2003-04.



Policy decisions

The effect of decisions taken since the 2000-01 MYEFO has been to increase estimated
expenses across all years. The increase is largely due to:

the Australians Working Together Package of measures to build a more effective
welfare system by providing new welfare services, incentives and obligations, at a
gross cost of $1.7 billion over four years;

a decision to exempt superannuation assets from the Social Security means test for
those aged over 55 but under pension age, at a cost of around $400 million over
four years;

enhancements to quarantine and inspection arrangements in response to foot and
mouth disease and other quarantine risks, totalling around $600 million over five
years;

the Government’s decision to extend the operation of the Natural Heritage Trust
(NHT) by five years to 2006-07 with an additional allocation of over $1 billion;

an increase in budget balancing assistance payments of around $670 million for the
three years from 2000-01, largely as a result of lower goods and services tax (GST)
revenue following the decision to allow full input tax credits for motor vehicles
purchased by business from 23 May 2001;

funding of $1.6 billion over five years for the Roads to Recovery and Roads to Outer
Metropolitan Areas Packages;

additional funding of $5.1 billion over four years to enhance Australia’s military
capabilities, as announced in the Defence White Paper; and

the Backing Australia’s Ability — An Innovation Action Plan for the Future Package of
measures.

Offsetting these increases are:

a package to prevent fraud and abuse of the social welfare system providing
savings of $143 million over the Budget and forward years; and

$104 million in savings from improving the use of cholesterol lowering medicines
on the Pharmaceutical Benefits Scheme (PBS).

Parameter and other variations

Parameter and other variations since the 2000-01 MYEFO have increased estimated
expenses across the Budget and forward years. The primary drivers include:
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« increases in estimated unemployment benefit expenses due to an upward revision
to the forecast number of unemployment benefit recipients in 2001-02;

« strong growth in estimated PBS expenses, driven by the increased use of newer and

more expensive drugs;

« higher budget balancing assistance payments to the States and Territories due to
lower than previously anticipated collections of GST revenue (see Box1 in

Statement 2 for further information);

« indexation of expenses on schools, higher education and vocational and other

education; and

« increases in interest expenses related to the Commonwealth’s public sector

superannuation, following a review.

These increases in expenses are partially offset by the regular draw down of the

conservative bias allowance.

EXPENSES BY FUNCTION

Table 3 sets out the estimates of Commonwealth general government expenses by
function for the period 2000-01 to 2004-05. As previously mentioned, expenses are
estimated to increase in real terms from 2000-01 to 2001-02 and over the forward years.

Table 3: Estimates of Commonwealth general government expenses by

function

General public services
Defence
Public order and safety
Education
Health(a)
Social security and welfare(a)
Housing and community amenities(b)
Recreation and culture(b)
Fuel and energy
Agriculture, forestry and fishing(b)
Mining and mineral resources (other
than fuels); manufacturing
and construction
Transport and communication
Other economic affairs
Other purposes(b)
Total expenses

Estimates Projections
2000-01 2001-02  2002-03 2003-04 2004-05
$m $m $m $m $m
9,402 9,449 9,217 9,410 9,685
11,599 12,212 13,072 13,725 14,407
1,592 1,693 1,677 1,669 1,661
10,998 11,474 12,076 12,694 13,215
25,162 26,812 28,545 30,002 31,655
67,688 68,198 70,739 73,108 75,374
1,811 1,934 1,766 1,681 1,598
2,150 1,957 1,892 1,973 1,956
2,729 2,987 3,066 3,128 3,166
1,924 1,733 1,725 1,726 1,579
881 1,062 1,054 1,058 995
1,959 2,530 2,238 2,008 1,750
3,312 3,414 3,520 3,534 3,619
16,367 15,419 16,226 17,402 18,300

157,573 160,875

166,813 173,117 178,959

(@) Expenses for assistance to the aged have been reclassified from Health to Social security and welfare.
(b) The estimates for the extension of the NHT, whilst formally in Contingency Reserve expenses, have
been allocated to the Housing and community amenities, Recreation and culture and Agriculture,

forestry and fishing functions.
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Major movements within the estimates of expenses by function include increases in the
following functions:

« Defence, due to the additional funding commitment identified in the Government’s
White Paper;

« Health, due to a steady increase in the use of medical and pharmaceutical services
over the period, increasing costs for the provision of medical services, and a drift
toward the use of newer and more expensive drugs under the PBS;

« Social security and welfare, largely due to the Government’s Australians Working
Together initiatives; and

« Education in Budget and forward years, due to the effects of indexation on the
funding for schools, the introduction of a new funding arrangement for
non-government schools announced in the 1999-2000 Budget, and initiatives from
the Backing Australia’s Ability Package.

These effects have been partially offset by decreases in expenses for the following
functions:

« General public services in 2002-03, following the one-off additional funding provided
to the Australian Taxation Office (ATO) to meet the start-up costs of administering
The New Tax System;

« Agriculture, forestry and fishing, in 2001-02 as a result of the Commonwealth’s
divestment of its interest in the Australian Wool Research and Promotion
Organisation (AWRAP) to Australian wool growers, a planned reduction in the
wool levy from 1July 2001 and cessation of programmes funded by the
Agriculture — Advancing Australia Package in 2003-04; and

« Transport and communications from 2002-03, mainly due to the conclusion of the
Upgrade of the Mainline Interstate Rail Track Programme in 2001-02. However, the
Government will provide an equity injection for the Australian Rail Track
Corporation subject to a business case being agreed.

Estimates presented in Table 3 above are more fully explained by individual functions
later in this part of the Statement.
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GENERAL PUBLIC SERVICES

Table 4: Summary of expenses

Legislative and executive affairs
Financial and fiscal affairs

Foreign economic aid

General research

General services

Government superannuation benefits
Total general public services

2000-01  2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

695 786 687 686 788
3,066 2,937 2,609 2,581 2,652
2,021 1,996 2,118 2,102 2,132
1,568 1,641 1,784 1,950 2,072
575 531 530 539 537
1,477 1,558 1,488 1,553 1,505
9,402 9,449 9,217 9,410 9,685

This function includes expenses from the following portfolios:

« Attorney-General’s;

« Education, Training and Youth Affairs;

+ Finance and Administration;

« Foreign Affairs and Trade;

« Health and Aged Care;

« Industry, Science and Resources;
« Parliamentary Departments; and

«  Treasury.

Nature of expenses and major trends

General public services include expenses on activities concerned with the organisation
and operation of government. The function covers legislative and executive affairs,
financial and fiscal affairs, foreign economic aid, general research, general services and

government superannuation benefits.

The increase in expenses over the forward years is largely due to the recently
announced Backing Australia’s Ability — An Innovation Action Plan for the Future, which
provides increased support for research and innovation.

The increase is partially offset by a fall in expenses following the one-off additional
funding provided to the ATO to meet the start-up costs of administering The New Tax

System.
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Legislative and executive affairs

Expenses under this sub-function cover: support services for Senators and Members;
the funding of elections; drafting of Bills by the Office of Parliamentary Counsel; and
expenses of the Department of the Prime Minister and Cabinet (including support
services for former Governors-General and the Prime Minister's official residences), the
Commonwealth Ombudsman, the Office of the Official Secretary to the
Governor-General and the Public Service and Merit Protection Commission.

Expenses for the Parliamentary Departments’ component of this sub-function are
expected to remain stable from 2001-02 to 2004-05.

The higher estimates in 2001-02 and 2004-05 reflect the expenses of the Australian
Electoral Commission in relation to the cost of Federal elections expected in these
years.

The Department of Prime Minister and Cabinet’s expenses decline in 2002-03 and
2003-04 reflecting the conclusion of the Commonwealth Heads of Government
Meeting, and the current Partnership Against Domestic Violence Programme,
respectively.

Financial and fiscal affairs

These expenses are related to the collection of taxes, including customs duties,
management of public funds and public debt, monetary and fiscal policy, and
formulation and review of government budgets. They exclude expenses related to the
collection of licenses, fees and fines that are associated with a specific function, and
interest payments classified to the Public debt interest sub-function.

Expenses are projected to decrease in 2002-03, mainly following the one-off additional
funding provided to the ATO to meet the start-up costs of administering The New Tax
System ($324 million over 2000-01 and 2001-02). Expenses over the remainder of the
forward years are projected to be relatively steady.

Foreign economic aid

Foreign economic aid expenses include both aid and non-aid components. The overseas
aid component covers expenses for which the primary purpose is to fund concessional
and non-concessional assistance to other countries. The Foreign Affairs non-aid
component covers expenses used for the conduct of foreign and international trade
relations (excluding trade promotion activities), contributions to international
organisations such as the United Nations (UN) not resulting in the recognition of a
financial asset, including for its peacekeeping operations, and the operations of the
foreign service.

The fall in expenses in 2001-02 arises from a one-off increase in contributions to the
UN in 2000-01.
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The increase in Foreign economic aid between 2001-02 and 2002-03 results from expected
commitments to be made by the Commonwealth to the Global Environment Facility.
The Facility is designed to meet growing environmental concerns in developing
countries, such as the conservation of biological diversity, ozone layer depletion and
the protection of international waters. The smaller variations in expenses in 2003-04
and 2004-05 result from a revision to the accounting treatment applied to payments to
the International Development Association and Asian Development Fund, and
indexation of the aid budget by movements in non-farm GDP, respectively.

General research

The General research sub-function covers expenses associated with scientific knowledge
and its application. This includes the expenses incurred by Commonwealth research
authorities such as the Commonwealth Scientific and Industrial Research
Organisation (CSIRO) and the Australian Nuclear Science and Technology
Organisation (ANSTO). Also included are elements of the national research
infrastructure and general research programmes, including grants for higher education
research, both directly and through the Australian Research Council, and contributions
to Cooperative Research Centres.

General research expenses increase by $1.2 billion cumulated over the next four years,
which represents an average annual real growth of 4.9 per cent. This increase is
primarily attributable to Backing Australia's Ability — An Innovation Action Plan for the
Future — a plan announced in January 2001 to foster research and enhance the
commercialisation and diffusion of applied research to improve business productivity.
The major components of the increase in research expenses, as a result of Backing
Australia’s Ability, are an additional:

«  $460 million for competitive research grants administered by the Australian
Research Council;

« $233 million for Project Specific Research Infrastructure;

« $105 million for Major National Research Facilities; and

«  $112 million for Cooperative Research Centres.

The balance of the increase in this sub-function is due to increases in the expenses of
CSIRO and ANSTO of $183 million and $39 million, respectively, over the next four
years. These increases maintain expenses in real terms. They reflect the impact of price
adjustments negotiated under triennial funding agreements and efforts to increase

revenues from commercial sources.

Programmes supporting research in specific sectors are generally included under the
relevant function, for example health research is included in the Health function.
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General services

The General services sub-function covers expenses relating to the administrative
processes of government not classified elsewhere including the provision of real
property, centralised employee compensation (provided by Comcare) and centralised
insurance arrangements for Commonwealth departments and agencies.

Comcare’s expenses relate to the management of occupational health and safety,
compensation claims management and rehabilitation. Annual premiums collected are
expected to cover the full cost of all compensation liabilities expected to be incurred in
that premium year for the full life of each claim. Expenses increase marginally in real
terms over the forward years to reflect a small increase in expected workers’
compensation claim costs.

The Department of Finance and Administration’s management of Australian real
property owned by the Commonwealth for non-defence purposes is included in the
General services sub-function. The fall in expenses in 2001-02 reflects the decline in
expenses of the Department of Finance and Administration arising from reduced
interest on borrowings, reduced operating lease costs and some one-off payments in
2000-01. Estimates from 2001-02 onward are fairly stable.

This sub-function also covers expenses relating to the provision of services and
infrastructure to Christmas Island and Cocos (Keeling) Island in the Indian Ocean
Territories. These expenses are relatively stable over the forward years with the small
increase reflecting adjustments for price changes.

Government superannuation benefits

This Government superannuation benefits sub-function covers the Commonwealth's
superannuation schemes for its employees, military personnel and Senators and
Members of Parliament. The expenses include the accruing liability in relation to
current year employment and the administration of the schemes.

The major Commonwealth civilian superannuation schemes are the Public Sector
Superannuation Scheme (PSS) and the Commonwealth Superannuation Scheme (CSS),
and the Parliamentary Contributory Superannuation Scheme for Parliamentarians. The
Military Superannuation and Benefits Scheme and the Defence Force Retirement and
Death Benefits Scheme cover military personnel. The movement in expenses between
2000-01 and 2001-02 represents an increase in superannuation costs in line with general
growth in Commonwealth employee costs.

6-12



Expenses under this sub-function are estimated to decline in 2002-03 based on the
assumed start date for the closure of the PSS to new entrants and the introduction of
choice for existing contributors to Commonwealth civilian schemes who may elect to
transfer to private sector superannuation arrangements.

This sub-function does not include the nominal interest on the unfunded liabilities of

the superannuation schemes. These expenses are included under the Other purposes
function, Nominal superannuation interest sub-function.
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DEFENCE

Table 5: Summary of expenses

2000-01  2001-02  2002-03  2003-04  2004-05

$m $m $m $m $m
Defence 11,599 12,212 13,072 13,725 14,407
Total defence 11,599 12,212 13,072 13,725 14,407

This function includes expenses from the following portfolio:

. Defence

Nature of expenses and major trends

Expenses in this function are within the Defence portfolio and support the specific
portfolio outcome of ‘The defence of Australia and its National Interests’. Real growth
of 3.8 per cent from 2000-01 to 2001-02 reflects the provision of the first phase of the
additional funding commitment identified in the Government’s White Paper: Defence
2000 — Our Future Defence Force. In 2001-02 and the three forward years there is a
projected average real growth of 3.3 per cent per annum associated with further
capability enhancements arising from the White Paper commitment. This commitment
is projected to average approximately 3 per cent per annum in real growth over the
next decade.

The main contribution to real growth is employee expenses that average an increase of
1.3 per cent per annum over the period, largely due to increasing per capita salary
costs and the flow-on effect of increased superannuation.

The Defence Capability Plan for the development of the armed forces over this period
provides for an additional two permanent army battalion groups, maintenance of an
air combat capability comparable with any in the region and maintenance of a naval
fleet capable of securing our maritime approaches and beyond. The real growth in
resourcing will allow Defence to commence implementation of the Capability Plan by
investing in: an initial four Airborne Early Warning and Control Aircraft with the
possibility of acquiring a further three later in the decade; an increase in the number of
battalions at high readiness from four to six, the introduction of two extra squadrons of
Armed Reconnaissance Helicopters by 2004-05; and an upgrade of the ANZAC ships
to provide a reasonable level of anti-ship missile defences. In addition, all six Collins
class submarines will be brought to a high level of capability through major
improvements to both the platform and combat systems.

Defence

The Defence function covers expenses on personnel and related benefits, military
equipment and technology, stores and Defence administration.
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The main components of these expenses are:

personnel costs, which include the payments of salaries and allowances to Defence
military and civilian staff (totaling $5.5 billion in 2001-02). Expenses related to the
accruing superannuation liability in relation to current year employment for staff
are shown in the General public services function, Government superannuation benefits
sub-function;

a capital acquisition programme that complements the priorities of the Defence
Capability Plan. Broadly, these acquisitions are intended to deliver a capability to
protect our regional interests, ensure the defence of Australia, promote stability in
the immediate region and contribute to the maintenance of stability in the broader
Asia Pacific region;

the acquisition of stores, including ammunition and fuel, required to maintain the
operations of the Australian Defence Force (ADF); and

the development of bases, airfields, communications, training and other facilities

including housing for eligible ADF personnel and their families, largely through
payment of rent to the Defence Housing Authority.
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PUBLIC ORDER AND SAFETY

Table 6: Summary of expenses

2000-01  2001-02 2002-03  2003-04 2004-05

$m $m $m $m $m
Courts and legal services 481 515 555 563 569
Other public order and safety 1,111 1,178 1,122 1,106 1,092
Total public order and safety 1,592 1,693 1,677 1,669 1,661

This function includes expenses from the following portfolio:

« Attorney-General’s.

Nature of expenses and major trends

Expenses for Public order and safety support the administration of the Federal legal
system and the provision of legal services, including legal aid, to the community.
Public order and safety expenses also include law enforcement activities and the
protection of Commonwealth property. Expenses are forecast to remain relatively
constant from 2001-02 to 2004-05.

Expenses increase in 2001-02 as a result of the expansion of the activities of the
Australian Customs Service (ACS) to combat the introduction and spread of foot and
mouth disease in Australia.

Courts and legal services

Expenses under this sub-function include payments for the Federal courts and
tribunals. They also include expenses for the administration of bankruptcies by the
Insolvency and Trustee Service Australia, and operational expenses of the Australian
Government Solicitor, the Office of the Director of Public Prosecutions and the
Commonwealth's contribution to funding for State legal aid commissions.

An increase in expenses between 2001-02 and 2002-03 reflects additional funds for the
Native Title Tribunal and the Federal Court to improve the processing of native title
claims, the anticipated implementation of the Administrative Review Tribunal and
accrued expenses for legal aid including Expensive Commonwealth Criminal Cases.

Expenses for the Courts and legal services sub-function remain steady from 2002-03
to 2004-05.

Other public order and safety

This sub-function incorporates all other expenses on public order and safety activities.
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Included under this sub-function are the operations of the Australian Security
Intelligence Organisation, the Australian Secret Intelligence Service, the Office of
National Assessments, and the operations of the Office of the Inspector-General of
Intelligence and Security. These agencies collect and assess information relevant to
protect Australia against threats to its national interests and provide security at
overseas posts, counter-terrorist training and equipment.

Other activities which are part of this sub-function are the Australian Federal Police,
the Bureau of Criminal Intelligence, the Australian Institute of Criminology, the
National Crime Authority and the Australian Transaction Reports and Analysis
Centre.

Other public order and safety also incorporates the Coastwatch unit of the ACS which is
responsible for the aerial surveillance of Australian Coastal and Fishing Zone areas to
enable detection of smuggling, illegal entry, unauthorised fishing and quarantine
breaches.

Expenses increase in 2001-02 as a result of the expansion of the activities of the ACS to
combat the introduction and spread of foot and mouth disease in Australia. This
expanded activity will enable the increased inspection of passengers, cargo and mail at
Australia’s borders.

The decline in expenses between 2001-02 and 2002-03 is a result of deferred funding for
both crime prevention and for CrimTrac, an initiative that will enable the
establishment of a range of national databases to enhance police capacity.

Expenses between 2002-03 and 2003-04 remain relatively stable. A decline in expenses
is expected in 2004-05 due primarily to the completion of a programme related to the
Continued Australian Police Presence in The United Nations Transitional
Administration in East Timor.
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EDUCATION

Table 7: Summary of expenses

2000-01  2001-02  2002-03  2003-04  2004-05

$m $m $m $m $m

Higher education 3,823 3,888 4,035 4,141 4,233
Vocational and other education 1,157 1,238 1,296 1,366 1,397
Non-government schools 3,359 3,605 3,886 4,217 4,484
Government schools 1,949 2,039 2,122 2,226 2,344
Schools 5307 5,645 6,008 6,444 6,828
Student assistance 558 549 564 583 595
General administration 43 41 41 42 43
School education - specific funding 109 114 133 119 119
Total education 10,998 11,474 12,076 12,694 13,215

This function includes expenses from the following portfolios:
« Education, Training and Youth Affairs;

« Family and Community Services;

Immigration and Multicultural Affairs; and

. Veteran’s Affairs.

Nature of expenses and major trends

Education expenses support the delivery of education services through higher
education institutions; vocational education and training providers including technical
and further education institutions; and government (State and Territory) and
non-government schools.

Expenses under this function also include the ABSTUDY scheme, Assistance for
Isolated Children, income support for students aged twenty-five years and over
through Austudy and departmental costs associated with the Education function within
the Education, Training and Youth Affairs portfolio.

Total expenses under the Education function are estimated to increase by 15.2 per cent
in nominal terms over the period from 2001-02 to 2004-05; that is by over $0.5 billion or
4.8 per cent annually on average. The major drivers of this growth are:

« indexation of Commonwealth Government spending on schools (both government

and non-government), vocational education and training and higher
education (further explained under individual sub-functions);
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« the effect of previously announced decisions, in particular the introduction of a new
funding arrangement for non-government schools announced in the 1999-2000
Budget context (which provided an additional $800 million over a five year period
from 2000-01 to 2004-05);

« the effect of new decisions, contained in Backing Australia’s Ability — An Innovation
Action Plan for the Future (of which approximately $505 million over a five-year
period from 2000-01 to 2004-05 relates to the Education function); and

. growth funding under the Australian National Training Authority Agreement
($231 million over three years from 2001-02).

Higher education

Higher education funding rises by about 8.9 per cent from 2001-02 to 2004-05. This
primarily reflects indexation of Commonwealth funding, using a Cost Adjustment
Factor that takes account of movement in both salary (Safety Net Adjustment) and
non-salary (CPI) costs, and increased funding arising from measures in Backing
Australia’s Ability. This package commences in 2001-02, and includes additional
funding for research and training infrastructure in universities, funding for
2,000 additional targeted university places and a new loans scheme for postgraduates.

Vocational and other education

The Commonwealth’s funding for vocational education and training is primarily
provided to the States and Territories through the Australian National Training
Authority under the Commonwealth, State and Territory Australian National Training
Authority Agreement.

Growth in this sub-function (averaging about 4.1 per cent per annum) is driven by
additional funding associated with a proposed new Australian National Training
Authority Agreement. The additional funding will be available to those States and
Territories that endorse the proposed agreement, including a requirement that States
and Territories match additional Commonwealth funding on a dollar-for-dollar basis.
Growth in this sub-function is also driven by indexation of Commonwealth funding to
the Authority to maintain real base funding levels over time. The indexation takes
account of movement in both salary (Safety Net Adjustment) and non-salary (CPI)
costs. Australians Working Together, announced in the 2001-02 Budget, also contributes
to growth in this sub-function. It provides for additional vocational education and
training places, including around 5,200 additional places for people with disabilities.

Schools
Commonwealth specific purpose grants represent about 12 per cent of total spending

on government schools with the balance being met by State and Territory governments
from their own revenue sources. The Commonwealth provides about 40 per cent of
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total support for non-government schools with the balance being met by other
governments (17 per cent) and private sources (43 per cent).

Commonwealth targeted programmes for government and non-government schools
are grouped into two priority areas:

« improving learning outcomes for educationally disadvantaged students. For
example, the Strategic Assistance for Improving Student Outcomes Programme
aims to improve learning outcomes for educationally disadvantaged students,
particularly in literacy and numeracy, and the educational participation and
outcomes of students with disabilities; and

« improving outcomes in specific targeted teaching and learning areas. For example,
the Languages Other Than English Programme seeks to help schools and school
communities to improve the learning outcomes of students who are learning
languages other than English.

The other major element within the sub-function is the Indigenous Education Strategic
Initiatives Programme which provides supplementary funding assistance to
pre-schools, government and non-government school systems, vocational education
and training authorities and independent indigenous education providers to improve
educational outcomes for indigenous people.

Expenses under the Schools sub-function rise by more than 6 per cent a year in nominal
terms over the period to 2004-05, reflecting primarily the impact of new needs-based
funding arrangements (based on the socio-economic status of the school community)
for non-government schools recurrent funding announced in the 1999-2000 Budget
context, and the effects of indexation arrangements for both government and
non-government schools. Since 1993, government and non-government schools’
funding has been indexed by a sector-specific index, the Average Government Schools
Recurrent Cost Index, which is based on the year-on-year change in the recurrent cost
of educating a child in a government school. Additional funding of $184 million over
the period from 2001-02 to 2005-06 has been provided to foster scientific, mathematical
and technological skills and innovation in government schools, as part of Backing
Australia’s Ability.

Student assistance

Expenses under the Student assistance sub-function include payments for
Austudy (income support for students aged twenty-five years and over), the Student
Financial Supplement Scheme (a voluntary loan scheme which gives some tertiary
students the option of borrowing money to help cover expenses while studying),
ABSTUDY (assistance to Aboriginal and Torres Strait Islander full-time secondary and
tertiary students and some primary school students), and the Assistance to Isolated
Children programme (assistance to the families of students who do not have
reasonable daily access to an appropriate government school).
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The one-off reduction in expenses in 2001-02 relative to 2000-01 is due to an adjustment
to the Student Financial Supplement Scheme of $15 million reflecting a change in the
method by which the expenses associated with the scheme are estimated to more
accurately reflect the financial transactions of the scheme. Expenses rise from 2002-03
as a result of indexation.

General administration

Expenses under this sub-function consist almost entirely of departmental expenses
associated with the administration of the Department of Education, Training and
Youth Affairs. Expenses are relatively stable over the forward years.

School education — specific funding

Expenses under this sub-function consist of programmes that target specific initiatives
or are designed specifically for the benefit of certain groups, such as grants to primary
school libraries and text book subsidies under the Book Industry Assistance Plan,
information for indigenous students and/or their parents on career and education
options and activities aimed at improving access, participation and outcomes for
indigenous school and pre-school students.

The majority of expenses arise from the Quality Outcomes Programme, which seeks to
improve student learning outcomes in schools, for example through the National
School Drug Education Strategy, civics and citizenship education, and training to
enhance the professional role of principals and teachers. The rise in expenses in
2002-03 is a consequence of a delayed start-up for the Quality Teacher Programme
contained in the 1999-2000 Budget.
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HEALTH

Table 8: Summary of expenses

2000-01  2001-02 2002-03  2003-04 2004-05

$m $m $m $m $m

Medical services and benefits 10,375 10,884 11,590 12,110 12,717
Hospital services 1,270 1,315 1,332 1,258 1,261
Health care agreements 6,341 6,691 7,090 7,474 7,921
Hospital services & health care agreements 7,611 8006 8422 8732 9182
Pharmaceutical services and benefits 4,729 5,085 5,610 6,149 6,675
Aboriginal and Torres Strait Islander health 179 203 226 252 259
Health services 484 509 520 534 601
Other health services 770 986 1,025 1,055 1,040
Other health services 1,254 1,495 1,544 1,589 1,641
General administration 953 1,078 1,091 1,105 1,112
Health assistance to the aged (a) 61 62 61 65 69
Total health 25,162 26,812 28,545 30,002 31,655

(@) Expenses for assistance to the aged have been reclassified from Health to Social security and welfare.

This function includes expenses from the following portfolios:
« Health and Aged Care; and

«  Veterans’ Affairs.

Nature of expenses and major trends

The major purpose of Commonwealth health expenditure is to ensure that all
Australians have access to necessary health services through a choice of providers and
without excessive price barriers.

Health function expenses are expected to total around $27 billion in 2001-02 and grow
on average by around 3.6 per cent per annum in real terms over the forward years.
This growth reflects a steady per capita increase in use of medical and pharmaceutical
services over the period, increasing costs for the provision of medical services, and a
drift toward the use of newer and more expensive drugs under the Pharmaceutical
Benefits Scheme (PBS). It also reflects increased funding from major Government
initiatives including the Regional Health Package announced in the 2000-01 Budget, and
the Health and Medical Research Boost in response to the Wills Review announced in the
1999-2000 Budget.

Medical services and benefits
This sub-function includes Medicare Benefits Schedule (MBS) rebates for general

practitioner (GP) and specialist attendances ($7.7 billion in 2001-02) and the 30 per cent
Private Health Insurance Rebate ($1.9 billion in 2001-02). It also includes
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funding ($0.9 billion in 2001-02) for the provision of health services to veterans and
their dependants by the Department of Veterans’ Affairs (DVA). Commonwealth
programmes under this sub-function are intended to provide high quality health
outcomes for people by enabling access to timely and appropriate health care services
at reasonable cost (or, in the case of eligible veterans and their dependants, no cost).

Expenses for this sub-function are forecast to increase from $10.9 billion in 2001-02 to
$12.7 billion in 2004-05 or just over 2.9 per cent per annum in real terms. This growth is
largely explained by the increasing costs of medical services funded through Medicare,
increasing per capita utilisation of medical services and general population growth.
Measures announced in the 2001-02 Budget, in response to the MBS Relative Value
Study, increase expenses by $645 million ($613 million in this function) over the
Budget and forward years. In combination with other measures affecting GPs
announced in this Budget, these initiatives will increase the income of a full-time GP
by an average of around $13,900 per annum.

The underlying growth in veteran expenditure in this sub-function is largely driven by
the ageing of the veteran population and the resultant increase in demand for
specialist and dental services as well as rehabilitation and surgical aids. This growth is
masked to some extent in 2000-01 and 2001-02 by the gradual increase in flow-on
savings as a result of the 2000-01 Veterans’ home care measure which peak in 2002-03
and plateau thereafter.

Health care agreements

To support free public hospital care under Medicare, the Commonwealth will provide
$6.7 billion in 2001-02 to the States and Territories under the Australian Health Care
Agreements (AHCA). The current Agreements cover the period 1July 1998 to
30 June 2003, and focus on increasing public patient access and improving the
efficiency and effectiveness of service delivery. AHCA funding is forecast to grow by
around 3.4 per cent per annum in real terms as a result of expected movements in the
cost of medical services, growth in hospital utilisation, and expected population
changes. Ongoing adjustments to funding resulting from movements in these cost
drivers are incorporated in the current Agreements with the States and Territories.

Hospital services

The Hospital services sub-function includes funding for the provision of in-hospital
treatment to eligible veterans and their dependants, and grants to public and not-for
profit hospitals to ease the costs of transition to new FBT arrangements (announced in
the 2000-01 Budget). Expenses are forecast to be relatively stable over the Budget and
forward years.

The moderate increase in expenses under this sub-function in 2001-02 is explained by a
one-off payment by DVA of around $27 million to eliminate accumulated liabilities
against a hospital as well as an increase in projected demand for hospital services
driven by the ageing and increased frailty of the veteran population. The decline from
2002-03 to 2003-04 reflects the cessation of the FBT transitional arrangements.
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Pharmaceutical services and benefits

Expenses for this sub-function include the PBS administered by the Department of
Health and Aged Care (DHAC), and the Repatriation Pharmaceutical Benefits
Scheme (RPBS) administered by DVA. Under these schemes, the Commonwealth
provides assistance towards the cost of a wide range of pharmaceuticals.

Expenses for this sub-function are forecast to grow from $5.1 billion to $6.7 billion over
the forward years or an average of around 6.6 per cent per annum in real terms. This
strong growth is driven primarily by the increased availability and utilisation of newer
and more expensive drugs. While these factors have been evident for some time their
impact has become more pronounced in recent years, and is expected to continue to be
significant over the forward years. This growth has been driven by increases in
expenses for the following five categories of drugs in particular:
musculo-skeletal (mainly arthritis); antineoplastics (cancer and chemotherapy); blood
and blood forming organs (mainly anti-stroke); cardiovascular; and central nervous
system.

Significant patient demand for new classes of drugs is also a major contributor to
increasing expenses for this sub-function. Recent examples include Celebrex, a drug
for the treatment of arthritis and Zyban, an anti-smoking drug. The introduction of
new classes of drugs has exacerbated the general trend towards the use of newer and
more expensive drugs.

A number of initiatives have been implemented to reduce growth in expenses for this
sub-function. Changes to the package size and unit price of Celebrex are estimated to
reduce expenses by around $20 million per annum. The Government has also decided
to clarify and improve the wording of the prescribing conditions for
cholesterol-lowering drugs (statins), which is estimated to save $104 million over
four years.

Aboriginal and Torres Strait Islander health

The Commonwealth funds a network of community controlled primary health care
services for Aboriginal and Torres Strait Islander people. Commonwealth funding also
supports a range of specialist services including mental and sexual health, and hearing
services. The Commonwealth also works with State and Territory Governments and
other stakeholders in the planning and funding of Aboriginal and Torres Strait
Islander specific health services.

Building on increases to funding announced in the 1999-2000 Budget, the
Commonwealth is providing additional resources for Aboriginal and Torres Strait
Islander primary health care initiatives in this Budget. An additional $20 million will
be provided on an ongoing basis from 2003-04, taking total Commonwealth funding in
this area to $259 million in 2004-05.
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Health services

Expenses under the Health services sub-function include funding for the provision of
blood and blood products through the Australian Red Cross Blood Service (ARCBS)
and Commonwealth Serum Laboratories Limited, population health programmes, and
development of Mental Health Care strategies.

The increase in funding from 2001-02 reflects increased funding to the ARCBS,
spending on the Q Fever vaccination programme and an increase in funding for the
Victorian Cytology Service. The increasing expenses across the forward years are due
in part to new spending on mental health initiatives announced as part of the response
to the MBS Relative Value Study. Increases in expenses are in part offset by savings
resulting from clarifying the funding arrangements for the provision of methadone to
private patients.

Other health services

Expenses under the Other health services sub-function include medical research grants
administered by the National Health and Medical Research Council (NHMRC), and
funding for promotion of public health under the Public Health Outcome Funding
Agreements between the Commonwealth and the States and Territories.

The increase in expenses for this sub-function is largely due to increased funding for
health and medical research through the NHMRC. The increase arises from the
Government’s response to the Wills Review contained in the 1999-2000 Budget, in
which the Government committed an additional $600 million over six years to health
and medical research.

General administration — health

Expenses under this sub-function include programmes to support training and
education of health workers and the development of acute and primary care strategies
administered by DHAC, as well as part of the general departmental expenses of
DHAC, DVA, and the Health Insurance Commission (HIC).

The HIC operates under a purchaser-provider relationship with DHAC, DVA and
other client agencies. It is responsible for the management of Medicare and other
payments to the public, and collates and publishes data on the MBS, PBS and RPBS.
The HIC also has a monitoring and enforcement role, for example ensuring that
providers of services are billing Medicare correctly, or that pharmaceuticals are being
prescribed in accordance with PBS criteria.

Expenses under this sub-function increase significantly from 2000-01 to 2001-02 largely
reflecting the stepping-up of funding under the Regional Health Package announced in
the 2000-01 Budget, and new spending on nurse education and after-hours medical
services in the 2001-02 Budget.
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Health assistance to the aged

Expenses under this sub-function include the Community Nursing Programme and
Community Care Seeding Grants administered by DVA. The Community Nursing
Programme provides support for veterans, war widow(er)s and their dependants in
improving their health and in regaining and maintaining an optimal level of
independence in their homes. The growth in expenses reflects increasing demand due
to the frailty of the veteran population, and the trend towards shorter hospital stays.

Expenses previously reported against this sub-function for residential aged care

subsidies for DVA and DHAC are reported under the Assistance to the aged
sub-function in the Social security and welfare function.
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SOCIAL SECURITY AND WELFARE

Table 9: Summary of expenses

2000-01  2001-02 2002-03  2003-04 2004-05

$m $m $m $m $m

Assistance to the aged(a) 25,489 24,078 25,503 26,838 28,112
Assistance to veterans and dependants 5,566 5,426 5,516 5,588 5,571
Assistance to people with disabilities 7,322 7,834 8,143 8,632 9,033
Assistance to families with children 17,788 18,730 19,247 19,761 20,323
Assistance to the unemployed 5,762 5,983 5,901 5,746 5,730
Assistance to the sick 94 93 93 95 97
Assistance to the unemployed and sick 5,856 6,077 5993 5,841 5827
Common Youth Allowance 2,097 2,259 2,324 2,389 2,422
Other welfare programmes 282 314 354 384 403
Aboriginal advancement nec 1,181 1,299 1,347 1,393 1,428
General administration 2,107 2,182 2,313 2,283 2,255
Total social security and welfare 67,688 68,198 70,739 73,108 75,374

(@) Expenses for assistance to the aged have been reclassified from Health to Social security and welfare.

This function includes expenses from the following portfolios:

« Attorney-General’s;

« Family and Community Services;

« Health and Aged Care;

« Immigration and Multicultural Affairs;

« Prime Minister and Cabinet;

« Reconciliation, Aboriginal and Torres Strait Islander Affairs; and

. Veterans’ Affairs.

Nature of expenses and major trends

Social security and welfare expenses primarily support the promotion of a fair and
cohesive society while improving the capacity of families, communities and
individuals to support themselves. The function includes services to the aged,
assistance to people with disabilities, a variety of assistance to families with children,
income support and compensation for veterans and their dependants, and
advancement programmes for reconciliation and more generally for Aboriginal and
Torres Strait Islander people.

Priorities within the Social security and welfare function have moved away from
universal provision of benefits to developing an approach to welfare assistance that
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emphasises prevention, early intervention, and mutual obligation in the provision of
assistance to recipients.

The Australians Working Together Package announced in this Budget continues the move
to a more active system tailored to addressing individual circumstances and
maintaining participation in work, education and training.

Social security and welfare expenses are expected to total around $68 billion in 2001-02
and grow moderately (around 3.5 per cent per annum) over the forward years. The
major factors contributing to this growth are assistance to the aged, assistance to
veterans and their dependants, assistance to families with children and assistance to
people with disabilities. Growth in these expense categories is due primarily to the
indexation of payments, such as maintaining the single rate of age pension and
disability pension at 25 per cent of MTAWE. To a lesser extent, growth is also driven
by demographic and social factors that are altering the age, family and community
profile and affecting demand-driven programmes.

Assistance to the aged

Expenses within this sub-function provide income support for aged people and their
dependants as well as funding for residential aged care, community care for older
Australians, support for carers and flexible care services for older Australians who live
in regional, rural or remote areas.

The main contributor to growth in this sub-function is the Age Pension, with smaller
growth in residential and community care expenses. The substantial annual growth in
Age Pension is primarily due to the Government’s commitment to maintain the single
pension rates to at least 25 per cent of MTAWE and, to a lesser extent, increases in
recipient numbers. The estimates for 2000-01 include the Acknowledging older
Australians — one-off payment to the aged measure announced in this Budget. The
estimates for 2000-01 and 2001-02 also include the one-off Aged Persons Savings Bonus
and Self-Funded Retirees Supplementary Bonus paid in those years. These payments
were provided to help maintain the value of older Australians’ investments following
the introduction of The New Tax System in July 2000. The combination of these
payments in 2000-01 drives the higher expenses in that year. The growth in residential
care expenses is driven by the ageing of the population and associated costs of
providing appropriate care for older Australians in a range of care settings.

Assistance to veterans and dependants

The expenses in this sub-function provide income support and compensation, in the
form of pensions, to veterans and their dependants for incapacity or death resulting
from war or defence service. The main contributors to expenses in this sub-function are
the Service Pension, War Widows Pension and the Disability Pension administered by
the Department of Veterans’ Affairs.

Expenses for this sub-function exhibit small growth over the forward years to 2003-04
and a subsequent decline in expenses from 2004-05 onwards. This is consistent with
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the increase in War Widows and Disability Pensions expenses which more than offset
the fall in Service Pension expenses in the short term, as more widows become eligible
due to increased mortality of the veteran population and as Disability Pension
recipients move to higher rates of disability due to ageing and increased frailty. In
2004-05 this trend is reversed as the effects of higher expected rates of mortality impact
on expenses.

The higher expenses in 2000-01 are driven by the inclusion of measures announced in
this Budget, in particular, Make a one-off payment of $25,000 to those former PoWs and,
civilian internees and detainees of the Japanese or their surviving widows/ers and
Acknowledging older Australians — one-off payment to the aged measures.

For other significant expenses on veterans see the Health function.

Assistance to people with disabilities

Expenses under this sub-function provide means-tested income support to people with
disabilities as well as partners, parents and other carers of people with disabilities,
assistance with employment-related transport costs, and services which increase the
independence and employment opportunities of people with disabilities. This
sub-function includes payments such as the Disability Support Pension, the Wife
Disability Support Pension, disability employment assistance and contributions to the
States under the Commonwealth State Disability Agreement.

The expenses in this sub-function grow steadily over the Budget and forward years
due largely to Disability Support Pension expenses increasing moderately. This is
driven largely by increases in the number of recipients and indexation to 25 per cent of
MTAWE. This pension payment has historically experienced strong growth in the
number of recipients, which continues at a moderate level across the forward years, in
line with the ageing of the population, as the incidence of disability increases with age.

Assistance to families with children

Expenses under this sub-function ensure that families with children receive financial
assistance towards the support of their children. The majority of these expenses are
paid through the Family Tax Benefit Parts A and B, Parenting Payments and Child
Care Benefit.

Family Tax Benefit Parts A and B provide means-tested financial assistance to families
with the cost of raising children while the Parenting Payment provides means-tested
financial assistance for people who are primary carers of children. The Child Care
Benefit payment provides assistance with the cost of child care for long day care,
family day care, occasional care, outside school hours care, vacation care and
registered care.

The $0.9 billion (5.3 per cent) growth in expenses from 2000-01 to 2001-02 is due to

indexation of Family Tax Benefit and Child Care Benefits by the CPI. The growth in
later years (2001-02 onwards) is driven by increasing Parenting Payment (Single)
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expenses. These expenses are increasing due to indexation of the payment in line with
the 25 per cent of MTAWE commitment, and growth in new claims for this payment,
which is partially offset by the expected impact of the Helping parents return to work
measure in Australians Working Together.

Assistance to the unemployed and the sick

Income support is provided to persons who are unemployed, or unable to work
because of temporary incapacity, and who have limited alternative means of support.
The major payments made under this sub-function are Newstart Allowance, Partner
Allowance Benefit, Mature Age Allowance and Sickness Allowance.

Expenses increase in 2001-02 relative to 2000-01 due to changes in the forecast number
of unemployment beneficiaries, consistent with forecast economic conditions. These
increases are partially offset by the impact of previous Budget measures reducing
unemployment benefit expenses (for example Introduction of a preparing for work
agreement and the Compliance strategy from the 2000-01 Budget).

Expenses fall from 2002-03 onwards, as the weaker labour market conditions in
2001-02 are expected to be temporary, with labour demand expected to strengthen in
2002-03, reducing the number of unemployment recipients. The full reduction in
expenses associated with this trend is not evident in the estimates, as they are partly
offset by increases in payment rates in line with the CPI and growth in recipients of
Mature Age Allowance and Partner Allowance Benefit.

Expenses in 2003-04 and 2004-05 are also affected by changes in payment structure due
to the Australians Working Together Package. The consolidation of payments for income
support recipients over 50 years old results in some people moving from Partner
Allowance Pension (located in the Assistance to the aged sub-function) to Newstart
Allowance.

Common youth allowance

Expenses under this sub-function relate to the Youth Allowance, which is designed to
provide income support payments to students under twenty-five years of age and
unemployed people under twenty-one years of age and requires recipients to engage
in education, training, job search or other activities that contribute to society.

The increase in expense growth for this sub-function in 2001-02 is driven primarily by
indexation of the Youth Allowance by the CPl as well as forecasts of youth
unemployment for 2001-02. Unemployment numbers are estimated to increase
marginally in 2001-02 and decline from 2002-03 onwards, consistent with current
economic forecasts.

The small growth in Youth Allowance expenses over the forward years is again due to
indexation as well as changes in the composition of the student population. As more
students over time meet employment and income criteria they move in to the
'independent’ category, which does not require parental means testing, increasing the
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average rate of payment. The forecasts of the number of students receiving payments,
on average, are relatively flat over the forward years.

Other welfare programmes

The major expenses for this sub-function relate to Special Benefit payments, Widow B
Pension and Emergency Relief payments. Widow B Pension is payable to previously
married women who do not have dependent children and who were aged 50 years or
more, or were sole parent pensioners aged 45 years or more, at 1July 1987. The
Emergency Relief Programme provides grants to non-government community welfare
agencies for distribution as short-term emergency assistance to people in financial
crisis.

Increases in 2001-02 and across the forward years are due to increased expenses for
Special Benefit, which provides income support payments to those in severe financial
need who do not satisfy eligibility requirements for other payments. The number of
Special Benefit recipients is expected to increase strongly over the forward years, as
residency requirements are tightened for other payments and as the number of
temporary protection visa holders increases.

This increase is partially offset by the trend in expenses for Widow B Pension, which
was closed to new claims in 1997, as existing recipients become eligible for other
payments such as Age Pension.

Aboriginal advancement (nec)

A wide range of programmes targeting economic, social and cultural outcomes for
indigenous people are delivered within this sub-function. Many of the programmes
are intended to supplement, support or accelerate the delivery of services to
indigenous people where prime responsibility for service delivery rests within
Commonwealth agencies and/or State, Territory and local governments.

The majority of expenses relate to programmes delivered by the Aboriginal and Torres
Strait Islander Commission, in particular the Community Development Employment
Projects scheme ($466 million in 2001-02) and the Community Housing and
Infrastructure Programme ($230 million in 2001-02).

Expenses are expected to increase over the Budget and forward years. Measures
announced in the 2001-02 Budget targeting housing, native title and FBT
supplementation for Aboriginal and Torres Strait Islander organisations are a driver
for much of the increase in the forward years. Growth within the Community
Development Employment Projects Scheme of 550 participants per annum, together
with the addition of 1,500 participant places provided in the 2000-01 Budget,
contributes to approximately half of the increased expenses within this sub-function.

For other significant expenses on Aboriginal programmes see the following

sub-functions: Schools, Aboriginal and Torres Strait Islander health, Housing, and Labour
market assistance to jobseekers.
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General administration

Expenses within this sub-function consists almost entirely of administration costs
associated with the Social security and welfare function spread across agencies, mainly
Centrelink, Family and Community Services, and a proportion of the Health and Aged
Care and Veterans’ Affairs portfolios.

The Government’s Australians Working Together Package announced in this Budget will
be implemented predominantly through the Department of Family and Community
Services and Centrelink over the 2001-02 and 2002-03 period. The increased expenses
in those years are related to one-off implementation costs.
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HOUSING AND COMMUNITY AMENITIES

Table 10: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Housing 1,292 1,383 1,302 1,214 1,209
Urban and regional development 67 88 71 58 27
Environment and protection (a) 452 463 392 409 362
Total housing and community amenities 1,811 1,934 1,766 1,681 1,598

(@) Estimates for the extension of the NHT, whilst formally in Contingency Reserve expenses, have been
allocated to relevant sub-functions in Statement 6.

This function includes expenses from the following portfolios:
« Agriculture, Fisheries and Forestry;

« Defence;

«  Environment and Heritage;

« Family and Community Services;

« Industry, Science and Resources;

- Transport and Regional Services;

« Treasury;and

«  Veterans’ Affairs.

Nature of expenses and major trends

Housing and community amenities expenses support the Commonwealth’s housing
policies, regional development and environmental protection.

Total expenses are projected to peak at $1.9 billion in 2001-02, reflecting the one-off
increase in grants under the First Home Owners Scheme in the Housing sub-function.
The Environment protection sub-function also contributes to the high level of total
expenses in 2001-02 due to NHT expenses in this year and the peak in expenses for the
Measures for a Better Environment Package.

The contraction in expenses from this peak in the forward years results from the

completion of several programmes within the sub-functions, such as the Flood
Recovery Programme under the Urban and regional development sub-function.
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Housing

This sub-function includes grants under the Commonwealth State Housing
Agreements (CSHA) as well as the operations of the Defence Housing Authority
(DHA). For 2001-02 this sub-function will include the additional component of the
grant paid to first homeowners who purchase or build a new dwelling. The CSHA, in
conjunction with contributions from the States, assists in the expansion and
maintenance of the public rental housing stock by State governments. The DHA
provides housing services for members of the Australian Defence Force and their
families to meet operational requirements.

Expenses on Housing are projected to increase in 2001-02 as a result of the
Government's decision to temporarily increase the First Home Owners Scheme grants
from $7,000 per eligible recipient to $14,000 per eligible recipient if they purchase or
build a new dwelling. The increased grant is available until 31 December 2001.
Expenses in 2003-04 and onwards are projected to decline moderately overall due to
the lapsing agreements for GST compensation to the States for the net increase in
public housing costs as a result of taxation reform.

Urban and regional development

This sub-function covers programmes that aim to support sustainable economic
development of communities. It also includes the Federal Flood Mitigation Programme
and the Flood Recovery Fund.

Expenses increase in 2001-02 from 2000-01 mainly due to additional expenses of
$11 million for the Regional Solutions Programme and $8 million for the Rural
Transaction Centre Programme. The Regional Solutions Programme will provide
targeted support to regional, rural and remote areas experiencing high unemployment
and social and economic dislocation. Under the Rural Transaction Centre Programme,
assistance is available to communities to establish centres that provide access to basic
transaction services such as banking, postal services, Medicare Easyclaim facilities,
telephone and fax. The $10 million Flood Recovery Fund, established in 2000-01, was
extended into 2001-02 to provide assistance to communities in the flood affected
regions of north-eastern New South Wales.

Expenses decline in 2002-03 onwards mainly due to the completion of a number of
programmes including the Flood Recovery Fund, the Structural Adjustment Package for
the South-West Forests Region of Western Australia and the clean-up of the Maralinga
nuclear test site in 2001-02, and the Regional Solutions Programme and the Rural
Transaction Centres Programme in 2003-04.

Environment protection
This sub-function includes funding for the environment primarily provided through

the Measures for a Better Environment Package, which commenced in 2000-01, and
through the NHT. Programmes within the Environment protection sub-function are
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administered by the Department of Agriculture, Fisheries and Forestry, the
Department of the Environment and Heritage and the Australian Greenhouse Office
and provide for the sustainable management of the environment including greenhouse
gas abatement, protection of the marine environment and promotion of sustainable
development of environmental resources.

The investment of $250 million from the second partial sale of Telstra extended the
operation of the NHT an additional year to 2001-02. Examples of major programmes
funded through the NHT include the Bushcare programme which is addressing the
decline in the quality and extent of vegetation cover and the Coasts and Clean Seas
programme which is targeting waterways and the marine environment as well as the
implementation of the Government’s Ocean Policy.

Expenses in 2002-03 show a decline from 2001-02 before increasing again reflecting the
Government’s decision to further extend the operation of the NHT by five years to
2006-07. The current estimates for this sub-function allocate $49 million in 2002-03 and
$114 million in 2003-04 to 2006-07 for NHT-related expenditure. This increase in
expenditure is partially offset by the conclusion of the Measures for a Better Environment
Package at the end of 2003-04.

For other significant expenses on conservation and sustainable use and repair of

Australia's natural environment see the National estate and parks and Natural resources
development sub-functions.
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RECREATION AND CULTURE

Table 11: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Broadcasting 935 975 994 1,009 1,033
Arts and cultural heritage 834 685 629 619 603
Sport and recreation 209 141 144 204 178
National estate and parks(a) 172 155 126 140 141
Total recreation and culture 2,150 1,957 1,892 1,973 1,956

(a) Estimates for the extension of the NHT, whilst formally in Contingency Reserve expenses, have been
allocated to relevant sub-functions in Statement 6.

This function includes expenses from the following portfolios:
« Communication, Information Technology and the Arts;

« Environment and Heritage;

« Industry, Science and Resources; and

«  Veterans’ Affairs.

Nature of expenses and major trends

Recreation and culture expenses support public broadcasting, the regulatory framework
for Australia’s broadcasting sector, cultural institutions, funding for the arts and the
film industry, assistance to sport and recreation activities, and the protection of the
natural environment. Expenses are expected to decline in 2001-02, due mainly to
falling expenses in the Arts and cultural heritage and Sport and recreation sub-functions,
and then remain relatively stable over the forward years.

Broadcasting

The majority of expenses on broadcasting fund the Australian Broadcasting
Corporation (ABC) and the Special Broadcasting Service (SBS). The ABC ($745 million
in 2001-02) provides domestic and overseas radio services and a national television
network. The SBS ($133 million in 2001-02) provides a multilingual radio network and
a multicultural television service. The Australian Broadcasting Authority ($16 million
in 2001-02) issues radio and television broadcast licences, and formulates and monitors
broadcast standards.

Expenses in the Broadcasting sub-function are essentially stable, largely as a result of
three-year funding agreements with the ABC and SBS, which began in 2000-01.
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Arts and cultural heritage

The most significant component of this sub-function is the funding provided for the
collecting institutions such as the National Library of Australia, the National Gallery of
Australia, the Australian National Maritime Museum, the National Museum of
Australia and the Australian War Memorial.

The Government also provides direct financial support for a wide range of arts,
cultural and heritage organisations. These include the Australia Council, the
Australian National Opera, the Symphony Orchestras, the Australian Film, Television
and Radio School, the Office of Australian War Graves, the Australian Film Finance
Corporation Limited, the Australian Film Commission and Film Australia Pty Limited.

The level of expenses for the Arts and cultural heritage sub-function will decline
in 2001-02 following the cessation of the Federation Fund expenditure. The slight
decline in funding over the forward years reflects the conclusion of a number of small
arts and cultural support programmes.

Sport and recreation

The Commonwealth provides financial assistance to encourage community interest
and participation in sport and recreational activities and to facilitate preparation by
Australian athletes for major sporting events such as the Olympic Games, Paralympic
Games and Commonwealth Games. The Australian Sports Commission, which
incorporates the Australian Institute of Sport, promotes and facilitates the pursuit of
excellence in sport, sports development and participation.

Funding for Backing Australia’s Sporting Ability — A More Active Australia will maintain
expenses at above pre-Olympic levels. The increased base funding will promote
continued achievement in high performance sport, greater grass roots participation in
sport for all ages, excellence in sport management and new anti-drugs research and
increased drug testing. Expenses are higher in 2003-04 and 2004-05 due to assistance
being provided for the redevelopment of the Melbourne Cricket Ground for the
2006 Commonwealth Games.

Expenses in 2000-01 were higher due to the additional one-off funding associated with
the 2000 Sydney Olympic and Paralympic Games.

National estate and parks

This sub-function covers funding provided for the management and protection of
national parks and world heritage areas including Uluru-Kata Tjuta and Kakadu
National Parks and the Great Barrier Reef. These activities are delivered by agencies
within the Environment and Heritage portfolio, which include the Director of National
Parks, the Great Barrier Reef Marine Park Authority and the Australian Heritage
Commission. The NHT has provided additional funding for programmes addressing
the management and protection of national wetlands and reserve systems and world
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heritage areas above and beyond funds committed on an ongoing basis by the
Government for these activities.

Expenses in 2002-03 reflect the reduction in NHT funding from 2001-02 levels.
Expenses increase again in 2003-04 reflecting the Government’s decision to allocate
additional funding of over $1 billion to extend the operation of the NHT by five years
to 2006-07. The current estimates for this sub-function allocate $10 million in 2002-03
and $23 million in each year from 2003-04 to 2006-07 for NHT-related expenditure.

For other significant expenses on conservation and sustainable use and repair of

Australia's natural environment see the Environment protection and Natural resources
development sub-functions.
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FUEL AND ENERGY

Table 12: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05

$m $m $m $m $m

Fuel and energy 2,729 2,987 3,066 3,128 3,166
Total fuel and energy 2,729 2,987 3,066 3,128 3,166

This function includes expenses from the following portfolios:
« Environment and Heritage;
« Industry, Science and Resources; and

« Treasury.

Nature of expenses and major trends

This function includes expenses on the Diesel Fuel Rebate Scheme, the Diesel and
Alternative Fuels Grant Scheme and the Fuels Sales Grants Scheme as administered by
the ATO. This function also includes a large portion of funding from the Measures for a
Better Environment Package.

Total expenses are projected to increase from 2001-02 to 2004-05 by $179 million. This
represents an average rate of growth of 1.6 per cent per annum in real terms, and
primarily reflects increased demand for diesel and alternative fuels, leading to
additional rebate payments.

Fuel and energy

The Diesel Fuel Rebate Scheme provides a rebate to off-road users of diesel fuel.
Recipients of the grants include the farming and mining industries, rail and shipping
and remote power generation units that use diesel. The Diesel and Alternative Fuels
Grants Scheme pays grants for the business related, on-road users of diesel and
alternative fuels. The Fuel Sales Grants Scheme is a tiered grant scheme paid to
distributors and retailers of petrol and diesel in non-metropolitan and remote regions.
The grant scheme was introduced to address the difference in fuel prices between city
and regional areas.

Also included in this function is a large portion of funding from the Measures for a
Better Environment Package that commenced in 2000-01. This funding covers
programmes administered by the Australian Greenhouse Office, including the
Renewable Energy Commercialisation Programme, the Alternative Fuels Conversion
Programme, and the Renewable Remote Power Generation Programme and is forecast
to peak in 2001-02. These programmes are designed to assist in meeting national
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environmental objectives through promoting energy efficiency initiatives that will
benefit industry and the community, including research into and development of the
use of alternative fuels and renewable energy as well as energy conservation.
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AGRICULTURE, FORESTRY AND FISHING

Table 13: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Wool industry 183 70 72 78 79
Grains industry 112 111 112 112 112
Dairy industry 294 271 274 274 256
Cattle, sheep and pig industry 131 103 102 101 94
Fishing, horticulture and other agriculture 144 119 125 129 136
General assistance not allocated to

specific industries 296 342 333 339 339
Rural assistance 303 190 130 139 30
Natural resources development (a) 360 407 461 436 413
General administration 101 119 116 119 121
Total agriculture, forestry and fishing 1,924 1,733 1,725 1,726 1,579

(a) Estimates for the extension of the NHT, whilst formally in Contingency Reserve expenses, have been
allocated to relevant sub-functions in Statement 6.

This function includes expenses from the following portfolios:
« Agriculture, Fisheries and Forestry; and

«  Environment and Heritage.

Nature of expenses and major trends

Agriculture, forestry and fishing expenses support forestry, fishing, land and water
resources management, quarantine services and contributions to research and
development. Approximately half of the expenses in this function are funded by levies
and charges collected by the Government on behalf of industry.

Expenses are projected to peak at approximately $1.9 billion in 2000-01 and then
decline progressively over the forward years primarily due to declining expenses
within the Wool industry and Rural assistance sub-functions.

Wool industry

This sub-function consists of payments to Australian Wool Services Ltd for research
and development, commercial branding and technical assistance activities. These
expenses are funded by a wool levy on producers, with a matching Government
contribution for research and development of up to 0.5 per cent of the gross value of
wool production per annum.

The change in expenses from 2000-01 to 2001-02 is a result of the Commonwealth’s

divestment of its interest in the Australian Wool Research and Promotion
Organisation (AWRAP) to Australian wool growers (forming Australian Wool Service
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Ltd) in 2000-01 and a planned reduction in the wool levy from 1 July 2001. Expenses
gradually increase from 2001-02 due to a projected rise in production and the
subsequent increase in Government contributions for research and development.

Grains industry

Expenses in this sub-function predominantly relate to Government support of the
wheat industry. The wheat levy funds the commercial and regulatory activities of the
Australian Wheat Board (International) Ltd, the Wheat Export Authority and the
Grains Research and Development Corporation (GRDC). The Government also
provides a matching contribution for research and development to the GRDC of up to
0.5 per cent of the gross value of wheat production per annum.

Expenses are forecast to remain relatively stable over the forward years.

Dairy industry

The Government supports dairy industry promotion, administration, market support,
and research and development. The bulk of the expenses in this sub-function relate to
levy-funded grants paid to the Australian Dairy Corporation (ADC) for the
$1.78 billion Dairy Structural Adjustment Package.

Expenses peak in 2000-01 due to residual payments of levies to the ADC associated
with the Commonwealth Domestic Market Support Scheme which concluded on
30 June 2000. Expenses are forecast to remain relatively stable over the forward years.

Cattle, sheep and pig industry

Expenses in this sub-function consist of contributions to the meat, livestock, lamb and
pork industries, through Meat and Livestock Australia and Australian Pork Limited,
for market promotion, research and development, and the control of cattle diseases.
These expenses are funded primarily through industry levies, with the Government
providing a matching contribution for research and development of up to 0.5 per cent
of the gross value of meat and livestock production per annum.

The decrease in expenses from 2000-01 to 2001-02 is mainly the result of the
Commonwealth’s divestment of its interest in the Australian Pork Corporation and the
Pig Research and Development Corporation to the Australian pork industry forming
Australian Pork Limited. Expenses gradually decrease from 2001-02 due to the
completion of a number of animal disease and industry development programmes.

Fishing, horticulture and other agriculture
This sub-function includes expenses associated with the Australian Fisheries

Management Authority (AFMA), the Fisheries Research and Development
Corporation, the Grape and Wine Research and Development Corporation, and
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Horticulture Australia Limited. AFMA recovers costs attributable to the industry while
the Government funds community service obligations and fisheries research.

Industry levies fund the activities of the Fisheries Research and Development
Corporation, the Grape and Wine Research and Development Corporation and
Horticulture Australia Limited. The Government provides a matching contribution for
research and development activities in these industries.

The decrease in expenses from 2000-01 to 2001-02 is primarily driven by the
Commonwealth’s divestment of the Australian Horticultural Corporation, the
Horticultural Research and Development Corporation and the Australian Dried Fruits
Board to the Australian horticultural industry forming Horticulture Australia Limited.
Expenses also decline from 2000-01 to 2001-02 due to the conclusion of the Queensland
East Coast Trawl Restructure Programme. Research, development and promotional
expenses gradually increase from 2001-02, funded by a projected rise in
production-driven levy collections.

General assistance not allocated to specific industries

The expenses in this sub-function predominately relate to the operations of the
Australian Quarantine and Inspection Service (AQIS). AQIS conducts inspection
services for the export and import of animals, animal products, plant and plant
products, and the quarantine surveillance of arriving vessels, persons and goods.

The increase in expenses from 2000-01 to 2001-02 reflects the recent Government
decision to implement a heightened quarantine inspection regime against foot and
mouth disease and other quarantine risks. Expenses are relatively stable over the
forward years.

Rural assistance

This sub-function includes expenses for Government support of rural producers and
rural industry adjustment initiatives. The key expense in this sub-function are the
Agriculture — Advancing  Australia (AAA) programmes, complemented by rural
industry assistance programmes, which provide funding to address specific events
adversely affecting farmers. These programmes provide assistance to farmers through
a variety of means such as income support, interest rate subsidies, grants for structural
adjustment, financial counseling, training and innovation grants.

Expenses peak in 2000-01 because of the level of exceptional circumstance assistance to
rural communities in addition to the Flood Assistance and Sugar Industry Assistance
Packages. Further declines in the forward years for this sub-function are expected with
the conclusion of the AAA programmes in 2003-04.
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Natural resources development

Expenses in this sub-function include water, land and forest management
programmes, which are administered by the Department of Agriculture, Fisheries and
Forestry and largely funded through the NHT, such as the National Landcare
Programme, Murray-Darling Basin 2001 and the Farm Forestry Programme.

The increase in expenses from 2000-01 for this sub-function also reflects the
$700 million in funding provided over seven years for the National Action Plan for Dry
Land Salinity and Water Quality.

The investment of $250 million from the second partial sale of Telstra extended the life
of the NHT an additional year to 2001-02. The maintenance of high levels of funding
across the forward years reflects the Government’s decision to allocate additional
funding of over $1 billion to further extend the operation of the NHT by five years to
2006-07. The current estimates for this sub-function allocate $41 million in 2002-03 and
$96 million in each year from 2003-04 to 2006-07 for NHT-related expenditure.

The decrease in expenses in 2004-05 reflects the funding profile for the National Action
Plan for Dry Land Salinity and Water Quality.

General administration

This sub-function comprises expenses relating to the administration of relevant
programmes in the Department of Agriculture, Fisheries and Forestry. The increase in
expenses from 2000-01 reflects an expansion of services delivered to industry including
the National Action Plan for Dry Land Salinity and Water Quality and enhanced
guarantine capabilities. Expenses remain relatively stable over the forward years.
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MINING AND MINERAL RESOURCES

Table 14: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Mining and mineral resources other than fuel;
manufacturing and construction 881 1,062 1,054 1,058 995
Total mining and mineral resources 881 1,062 1,054 1,058 995

This function includes expenses from the following portfolios:
- Foreign Affairs and Trade; and

« Industry, Science and Resources.

Nature of expenses and major trends

Expenses under this function relate to the mining, manufacturing and export sectors,
and are designed to improve the efficiency and competitiveness of Australian
industries. Commonwealth assistance to exporters includes direct financial assistance
for the development of export markets, information and promotional assistance,
finance and insurance services, and the development of trade policy.

Expenses increase by 19 per cent in real terms in 2001-02 reflecting the commencement
of major funding under the Textile Clothing and Footwear Strategic Investment
Programme. Expenses are then stable until 2004-05 when there is a real reduction of
8 per cent due to the conclusion of the Pharmaceutical Industry Investment
Programme.

All activities relating to mineral fuels, and manufacturing relating to the production of
fuel and energy, are classified to the Fuel and energy function.
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Mining and mineral resources (other than fuel), manufacturing and
construction

The main drivers of change in these expenses are as follows:

The Textile Clothing and Footwear (TCF) post 2000 Development Package is designed to
promote investment and innovation in the industry and the development of
sustainable jobs. Payments to firms under the major element of the package, the
TCF Strategic Investment Programme, will increase from $10 million in 2000-01 to
around $140 million a year from 2001-02 to 2005-06.

The Pharmaceutical Industry Investment Programme is a competitive grants
programme designed to promote greater investment in pharmaceutical research
and development in Australia. This is a five year $300 million programme
operating from 1999-2000 to 2003-04.
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TRANSPORT AND COMMUNICATION

Table 15: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Communication 252 453 396 256 159
Rail transport 156 135 6 9 0
Air transport 151 156 130 125 104
Road transport 1,067 1,460 1,409 1,319 1,183
Sea transport 193 182 159 161 163
Other transport and communication 139 145 140 138 141
Total transport and communication 1,959 2,530 2,238 2,008 1,750

This function includes expenses from the following portfolios:
« Communication, Information Technology and the Arts; and

« Transport and Regional Services.

Nature of expenses and major trends

Transport and communication expenses support the infrastructure and regulatory
framework for Australia’s transport and communications sectors. Expenses are
expected to peak in 2001-02 and then decline over the forward years due mainly to
falling expenses in the Communication, Road transport, and Rail transport sub-functions.

Communication

This sub-function includes grants from the Telstra Social Bonus programmes and the
operations of the Australian Communications Authority. Grants from the Telstra
Social Bonus programmes flow from the two sales of Telstra shares in 1996 and 1998.
Funding of $250 million was allocated to these programmes over five years from
1997-98 and a further $670 million over five years was allocated in 1999-2000. About
half of the total of $920 million will have been committed to projects by the end of
2000-01. These programmes are designed to improve telecommunications service
standards and broaden access to telephone and internet services in rural, regional and
remote Australia. The Australian Communications Authority is responsible for
telecommunications planning and regulation (apart from competition regulation) and
radiocommunications spectrum planning and allocation.

Communication expenses are forecast to increase in 2001-02, largely due to increased
expenses through Telstra Social Bonus programmes. In the years following 2001-02,
expenses on Communication are forecast to decline due to the conclusion of the
Regional Telecommunications Infrastructure Fund and a number of Telstra Social
Bonus programmes. This is partially offset by funding for new programmes
announced as part of Backing Australia’s Ability initiatives to improve innovation in
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information technology and through the Government’s response to the
Telecommunications Service Inquiry (Besley Report) which will further strengthen
telecommunications performance in Australia, particularly in rural and regional areas.

Rail transport

Expenses decline mainly due to the conclusion of the Upgrade of the Mainline
Interstate Rail Track Programme in 2001-02. However, the Government will provide an
equity injection for the Australian Rail Track Corporation for rail track initiatives
subject to a business case being agreed. The decline in expenses is also due to the initial
funding for the Alice Springs to Darwin Railway in 2000-01 and 2001-02. Further
funding of $26 million for the Alice Springs to Darwin Railway will be provided over
the period 2002-03 to 2006-07.

Air transport

This sub-function includes the operations of the Civil Aviation Safety Authority, the
provision of aviation infrastructure, and the implementation of environmental
standards.

Funding declines from 2001-02 onwards mainly due to the completion of the Sydney
Airport Noise Amelioration Programme in 2001-02 and the conclusion of the Adelaide
Airport Noise Amelioration Programme in 2003-04.

Air safety operations will be strengthened through additional funding of $24 million
from 2001-02 to 2004-05 to the Civil Aviation Safety Authority. A pricing subsidy for
the provision of location-specific air traffic control tower services will be continued in
2001-02 and 2002-03 to support affordable transport access in regional Australia.

Road transport

The Government funds the National Highway System and contributes to the capital
cost of State/Territory roads that have been identified to be of national importance.

Expenses increase in 2001-02 mainly due to the provision of significant additional
funding for local roads and for outer metropolitan roads. Special assistance of
$1.2 billion over five years is being provided directly to local councils through the
Roads to Recovery Programme for the construction, upgrade and maintenance of local
roads. Funding of $440 million over four years will also be provided through the
National Highway and Roads of National Importance Programme to improve road
infrastructure in outer metropolitan areas.

Expenses decrease in 2002-03 mainly due to completion of the Road Safety Black Spot
Programme in 2001-02. The completion of a number of large projects funded by the
National Highway and Roads of National Importance Programme and the Federation
Fund in 2002-03 result in a fall in expenses in 2003-04. The decrease in expenses
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in 2004-05 is mainly due to the conclusion of the Roads to Recovery Programme in that
year.

The Government also provides local road grants to local government through
Financial Assistance Grants (see the General purpose inter-government transactions
sub-function).

Sea transport

The key components of this sub-function include the Tasmanian Freight Equalisation
Scheme, the Bass Strait Passenger Vehicle Equalisation Scheme and funding for the
Australian Maritime Safety Authority. The slight increase over the forward years
reflects price indexation.

Expenses fall after 2001-02 following final Commonwealth contributions from the
Federation Fund for the development of marine facilities in Jervoise Bay, Western
Australia.

Additional funding of $4 million over four years will be provided to improve the
Australian Maritime Safety Authority’s capability to respond to search and rescue
incidents.

Other transport and communication

This sub-function covers expenses relating to the administration of relevant
programmes in the Transport and Regional Services and the Communications,
Information Technology and the Arts portfolio. Expenses are relatively stable over the
four years.
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OTHER ECONOMIC AFFAIRS

Table 16: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Tourism and area promotion 130 129 112 114 116
Vocational and industry training 391 413 440 441 459
Labour market assistance to job seekers

and industry 1,508 1,605 1,718 1,773 1,820
Industrial relations 166 185 181 140 141
Immigration 680 642 652 652 665

Total labour and employment aftairs 2,745 2,845 2,992 3,007 3,086

Other economic affairs nec 438 440 415 413 417

Total other economic affairs 3,312 3,414 3,520 3,534 3,619

This function includes expenses from the following portfolios:
« Education, Training and Youth Affairs;

«  Employment, Workplace Relation and Small Business;

«  Environment and Heritage;

« Immigration and Multicultural Affairs;

« Industry, Science and Resources;

« Treasury;and

. Veterans’ Affairs.

Nature of expenses and major trends

The Other economic affairs function includes expenses on tourism and area promotion,
labour market assistance, immigration and other economic affairs not elsewhere
classified (nec). Expenses are projected to increase over the Budget and forward years
due mainly to increases in the Labour and employment affairs sub-function relating to
labour market assistance to job seekers and industry. Growth in this area is mainly
attributable to additional activity under the Job Network programme, the Dairy
Structural Adjustment Package and the Government’s Australians Working Together
initiatives.

Tourism and area promotion

Commonwealth expenses contribute to tourism research and analysis, policy
development, international tourism marketing and funding for specific tourism
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programmes and projects. The decline in expenses is due to the completion in 2001-02
of the Australian Tourist Commission’s four-year marketing and promotions
campaign to maintain visitor numbers through the Asian economic crisis.

Labour and employment affairs

Vocational and industry training

Expenses largely cover wage subsidies and incentive payments to employers, and
allowances to apprentices and trainees. Expenses also cover pre-apprenticeship and
traineeship training for people who are disadvantaged in the labour market.

The increase in expenses of 4.2 per cent in real terms in 2001-02 and 3.9 per cent in real
terms in 2002-03 is driven by a higher number of incentive payments to employers for
completions of apprenticeships/traineeships, reflecting the strong rise in
apprenticeship/traineeship commencements in 1997-98 and 1998-99. The increase in
commencements was due in part to the introduction of the New Apprenticeship
System from 1 January 1998, and the introduction of new flexibilities such as user
choice in training providers. Growth over subsequent years is driven by estimated
increases in New Apprentices commencements and the take-up by employers of
incentive payments.

Expenses on vocational education and training (mainly relating to the national
Technical and Further Education system) are recorded under the Education function.

Labour market assistance to job seekers and industry

The majority of expenses under this sub-function covers programmes aimed at helping
people gain employment. This includes expenses under the following programmes:
Job Network, Work for the Dole, Regional Assistance, Indigenous Employment, Area
Consultative Committees and Return to Work.

The sub-function includes programmes to assist young people make the transition into
employment, including language, literacy and numeracy, Jobs Pathway Programme,
Green Corps, the Job Placement, Employment and Training Programme and Career
Counseling. It also includes expenses incurred in New Apprentice Centres that
provide information on New Apprenticeships options to job seekers and employers.

Overall expenses are expected to increase, in real terms, by 5.0 per cent in 2001-02 and
4.4 per cent in 2002-03. This growth is mainly attributable to additional activity under
the Job Network programme and the Dairy Structural Adjustment Package. The
Australians Working Together initiatives announced in this Budget, including Helping
people find jobs, A fair go for mature age workers and Promoting self reliance for indigenous
people, will add to this sub-function a net $12 million in 2001-02, $68 million in 2002-03,
$74 million in 2003-04 and $83 million in 2004-05.

Measures announced in this Budget as part of the Government’s initial response to the
Prime Minister’'s Youth Pathways Action Plan Taskforce Report, Footprints to the
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Future, provide increased funding for the Jobs Pathway Programme and the Job Placement
Employment and Training Programme. These contribute $64 million to this sub-function
over four years from 2001-02.

Industrial relations

The Industrial relations sub-function includes expenses associated with improving the
industrial framework and its operation. These include the costs of advice by the
Department of Employment, Workplace Relations and Small Business, and the
operations of the Australian Industrial Relations Commission and the Australian
Industrial Registry. The sub-function also includes levy-funded arrangements for
employee entitlements in the stevedoring and coal mining industries, and expenses
incurred by the National Occupational Health and Safety Commission.

The higher level of expenses in 2001-02 and 2002-03 reflects the estimated costs of the
Employee Entitlement Support Scheme, which was introduced in 2000-01 to assist
people who suffer a loss of employee entitlements due to employer insolvency.
Funding is to be reviewed in 2002-03.

Immigration

The Immigration sub-function covers a significant proportion of the expenses incurred
by the Department of Immigration and Multicultural Affairs (DIMA) in administering
Australia’s immigration programme. This includes the management of the Migration
and Humanitarian Programmes, temporary entry programmes, and the enforcement
of immigration law and citizenship programmes.

The decrease in expenses from 2000-01 to 2001-02 is predominantly due to the
carryover of expenses from 1999-2000 to 2000-01, the completion of the Safehaven
programme in 2000-01 and savings identified from the pricing review of DIMA's
departmental outputs. The increase in expenses from 2001-02 to 2002-03 is due mainly
to the commencement of operations of the Darwin and Brisbane detention centres.

Other expenses incurred by DIMA associated with migrant settlement and foreign aid
are reported under the Vocational and other education, Other welfare programmes and
Foreign economic aid sub-functions.

Other economic affairs (nec)

This sub-function covers economic services provided by the Commonwealth which are
not included in other function classifications. Expenses mainly comprise the
operational costs of a number of advisory and regulatory agencies, including the
Productivity Commission, the Australian Competition and Consumer Commission,
the Australian Securities and Investments Commission (ASIC), Standards Australia,
Australian Surveying and Land Information Group, Australian Government
Analytical Laboratories, IP Australia, the National Competition Council, the Bureau of
Meteorology, and the lonospheric Prediction Service.
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Expenses in this sub-function increase between 2000-01 and 2001-02 as a result of the
additional funding the Government has provided to the Australian Securities and
Investments Commission (ASIC). These funds were provided to implement financial
sector regulatory reform, to continue transitional funding for the regulation of
managed investment schemes prior to a review of the Managed Investments Act 1998,
scheduled to occur during 2001-02.

Expenses are projected to be steady over the forward years. The expenses include
additional funding of $67 million over four years to allow the Australian Competition
and Consumer Commission to maintain service delivery standards and improve
service delivery in priority areas such as e-commerce and regional and rural issues.
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OTHER PURPOSES

Table 17: Summary of expenses

2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m

Interest on Commonwealth behalf 5,619 5,061 4,849 4,366 3,996
Interest on behalf of States and Territories 53 38 32 20 11
Interest received on Commonwealth stock 0 0 0 0 0
Public debt interest 5672 5,098 4,880 4,386 4007
Nominal Superannuation Interest 4,480 4,287 4,454 4,609 4,594
General revenue assistance - States & Territories 3,432 3,174 2,294 1,699 1,208
General capital assistance - States & Territories 0 0 0 0 0
Debt assistance 0 0 0 0 0
Local government assistance 1,330 1,374 1,425 1,475 1,528
Revenue assistance to the States & Territories 139 148 151 155 159
Assistance to other governments 494 285 262 238 232
General purpose inter-government transactions 5395 4,981 4132 3567 3127
Natural disaster relief 116 101 81 81 81
Contingency reserve(a) 670 919 2,680 4,541 6,274
Asset sales 34 33 0 218 218
Total other purposes 16,367 15,419 16,226 17,402 18,300

Memorandum item:

Natural Heritage Trust Extension(a) 0.0 0.0 100.0 233.0 233.0

(@) The estimates for the extension of the NHT, whilst formally in Contingency Reserve expenses, have
been allocated to the Housing and community amenities, Recreation and culture and Agriculture,
forestry and fishing functions in Statement 6.

This function includes expenses from the following portfolios:
« Finance and Administration;

« Industry, Science and Resources;

- Transport and Regional Services; and

« Treasury.

Nature of expenses and major trends

The Other purposes function includes expenses incurred in the servicing of public debt
interest, and assistance to the States, the Northern Territory, the Australian Capital
Territory and local government. The function also includes items classified to natural
disaster relief, the Contingency Reserve, and costs of asset sales.

The decrease in expenses from 2000-01 to 2001-02 is largely due to reductions in
interest expenses on the Commonwealth’s public debt.
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The increase in expenses over the forward years is largely due to growth in the
Contingency Reserve sub-function expenses. The increase in the Contingency Reserve
from 2002-03 over the forward years is largely due to growth in the conservative bias
allowance — an allowance that compensates for the trend in expenses on existing
Commonwealth programmes to be underestimated by agencies in the forward years.

This increase is partially offset by reductions in interest expenses on the
Commonwealth’s public debt, due to projected reductions in the volume of public
debt, and by reductions in the Budget Balancing Assistance (BBA) payments to the
States to ensure their budgets are no worse off as a result of tax reform. The reductions
reflect projected increases to GST revenue that goes to the States and Territories.

Public debt interest

This sub-function includes expenses relating to the cost of servicing the stock of
Commonwealth debt incurred to meet budget financing and other borrowing
requirements. All expenses relating to public debt interest are expenses of the
Australian Office of Financial Management, which is responsible for managing and
reporting on the Commonwealth’s net debt portfolio. This sub-function does not
include interest on instalment purchase of buildings, overpayment of tax, and other
interest not associated with borrowings, which are included in the function relevant to
the associated borrowings.

Expenses on public debt interest are governed by the volume of outstanding
Commonwealth debt, and the average cost of debt service (the net effect of interest and
exchange rate movements), which is in turn influenced by the mix of debt instruments
and the term structure of the debt. The balance of influence of these factors on total
public debt interest expenses will vary over time.

Public debt interest expenses also include interest expenses on debt issued by the
Commonwealth on behalf of the State and Territory governments. Since 1990 the State
and Territory governments have been borrowing on their own behalf. These interest
expenses are offset by payments from the State and Territory governments. Interest
expenses on debt issued by the Commonwealth on behalf of the State and Territory
governments is projected to decline as the debt is extinguished.

Expenses in this sub-function are forecast to decrease over 2001-02 and the forward
years, due largely to projected reductions in the volume of Commonwealth debt on
issue.

Nominal superannuation interest

The Nominal superannuation interest sub-function includes expenses relating to the cost
of the accumulated unfunded liability of the superannuation schemes provided by the
Government for its civilian and defence personnel — including the PSS, the CSS, the
Military Superannuation and Benefits Scheme and the Defence Force Retirement and
Death Benefits Scheme. The interest expense reflects the cost of not fully funding the
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superannuation liability. The Government is viewed as compulsorily borrowing the
funds and incurs a nominal interest expense.

Nominal superannuation interest expenses are estimated to increase over time in line
increases in the unfunded liability of the superannuation schemes. Year-by-year
fluctuations reflect the nominal interest rate assumptions in the particular years.

Superannuation expenses relating to current year employment in relation to these
schemes are included in the General public services function, Government superannuation
benefits sub-function.

General purpose inter-government transactions

This sub-function includes grants and advances to the States and Territories and local
government authorities, which are not classifiable to other functions. Detailed
information on the Commonwealth’s financial relations with State, Territory and local
governments is provided in Budget Paper No. 3, Federal Financial Relations 2001-02.

General revenue assistance to the States and Territories comprises payments made by
the Commonwealth to the State and Territory governments. These include BBA paid to
ensure that State and Territory budgets are no worse off as a result of taxation reform,
and National Competition Payments which are paid subject to satisfactory progress
with the implementation of specified National Competition Policy and related reforms.

The Government provides assistance to local government authorities through general
purpose Financial Assistance Grants and identified local road grants. The increase in
expenses for this sub-function each year reflects the application of an escalation factor
determined by the Treasurer in light of the underlying movements in the CPI and
population.

Revenue assistance to the States and Territories includes payments to compensate the
States and Territories for the loss of companies’ fees and fines that are now collected by
the Commonwealth.

Assistance to other governments consists primarily of the payment of Offshore Petroleum
Royalties/Fees to Western Australia for administration of petroleum exploration and
production leases within Commonwealth jurisdiction. This payment drops from
2000-01 to 2001-02 and has a slight decline thereafter, due to the forecast reduction in
world oil prices from 2001-02 and a gradual decline in petroleum production on the
North West Shelf.

The Commonwealth’s estimates do not include GST payments to the States and
Territories, as accrued GST revenues and associated payments to the States and

Territories are treated as a state tax.

This sub-function also includes compensation to the Australian Capital Territory for
municipal expenditure arising from Canberra’s status as the National Capital.
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Expenses for General purpose inter-government transactions are projected to decrease in
2001-02 and the forward years largely due to projected increases in GST revenue
causing corresponding decreases in Budget Balancing Assistance.

Natural disaster relief

This sub-function comprises expenses of the Finance and Administration portfolio
associated with natural disaster relief.

Under the Natural Disaster Relief Arrangements (NDRA), the Commonwealth
reimburses part of the States' expenses on restoration payments and payments for
other eligible disaster relief measures where the expenses exceed certain funding
thresholds. A large part of NDRA payments is made as partial reimbursement for the
relief of personal hardship and distress and the repair and restoration of essential State
and local government assets.

Commonwealth assistance towards natural disaster relief reflects the unpredictability
of these events in terms of incidence and severity. Increases in expenses for 2000-01
and 2001-02 were driven by severe flooding in New South Wales and Queensland in
November 2000. The forward estimates are based on a broad average of annual net
payments over recent years.

Drought assistance is included within the Agriculture, forestry and fishing function,
General assistance not allocated to specific industries sub-function.

Contingency Reserve

The Contingency Reserve is an allowance, included in aggregate expenses figuring, to
reflect anticipated events that cannot be assigned to individual programmes in the
preparation of the Commonwealth Budget. The reserve is an estimating device used to
ensure that the Budget and forward estimates are based on the best information
available at the time of the Budget. It is not a policy reserve.

While the reserve ensures that aggregate estimates are as close as possible to expected
outcomes, it is not appropriated in the Budget. Allowances that are included in the
reserve can only be drawn upon once they have been appropriated by Parliament.

The Contingency Reserve makes allowance in the Budget and forward years for
anticipated events including the following:

- an allowance for the tendency for Budget estimates of expenses for existing
government policy to be revised upwards in the forward years;

- an allowance for the tendency for the estimates of administered expenses for some
specific agencies or functions to be overstated in the Budget year;

« commercial-in-confidence and national security-in-confidence items that cannot be
disclosed separately;
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« decisions made late in the budget process, of which by far the largest is:

— the Government’s decision to allocate additional funding of over $1 billion to
further extend the operation of the NHT by five years to 2006-07. Current
estimates of allocations to individual functions are:

Housing and community amenities of $49 million in 2002-03 and $114 million
in each year from 2003-04 to 2006-07;

Recreation and culture of $10 million in 2002-03 and $23 million in each year
from 2003-04 to 2006-07; and

Agriculture, forestry and fishing of $41 million in 2002-03 and $96 million in
each year from 2003-04 to 2006-07;

— The estimates for the extension of the NHT, whilst formally in Contingency
Reserve expenses, have been allocated to the individual functions according to
this estimated allocation; and

- the effect of economic parameter revisions for the Budget and forward estimates
received late in the process and hence not able to be allocated to individual agencies
or functions.

The increase in the Contingency Reserve largely reflects the conservative bias
allowance that is based on the trend for expenses on existing Commonwealth
programmes to be underestimated by agencies in the forward years.

Asset sales

The Asset sales sub-function includes expenses associated with the Government’s major
asset sales and the administration costs of the Office of Asset Sales and Commercial
Support (previously known as the Office of Asset Sales and Information Technology
Outsourcing). Estimates for the forward years are not included until resources
required for specific sales are decided.

The estimates for 2000-01 and 2001-02 reflect funding for a range of previously
announced sales including Kingsford Smith Airport in Sydney and Essendon Airport
in Melbourne. The costs in the later years relate to the assumed timing of the proposed
sale of Telstra.
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Part II: General government net capital investment

OVERVIEW

In 2001-02, forecast net capital investment has fallen by $856 million since the 2000-01
MYEFO, largely reflecting delays in property sales of $362 million from 2000-01 into
2001-02 and a reallocation of capital expenditure to expenses by the Department of
Defence. New policy decisions since the 2000-01 MYEFO have led to a reduction in
estimated net capital investment of $136 million in 2001-02.

Net capital investment estimates for the period from 2000-01 to 2004-05 are provided in
Table 18.

Net capital investment reflects the change in the balance sheet value of non-financial
assets (for example: property, plant and equipment), excluding investment in specialist
military equipment which is disclosed as an expense.

Table 18: Estimates of total Commonwealth general government net capital
investment

2000-01 2001-02  2002-03 2003-04 2004-05
MYEFO(a) Revised Estimate Projection Projection Projection

Total net capital

investment ($m) -3,646 -1,968 -1,201 -364 -266 -236
Real growth on previous year(%)(b) -40 -70 -29 -13
Per cent of GDP -0.5 -0.3 -0.2 0.0 0.0 0.0

(@) As published in the 2000-01 MYEFO on a GFS basis. The corresponding estimates reported in the
2000-01 Budget were on an Australian Accounting Standard No. 31 (AAS31) basis.
(b) Real growth is calculated using the non-farm gross domestic product (GDP) deflator.

Net capital investment is expected to decrease by around $1.2 billion in 2001-02 and
fall by a further $866 million over the forward years, largely reflecting the Department
of Defence’s ongoing property sales programme.

The change in estimated net capital investment from 2000-01 to 2001-02 largely reflects
the sale of telecommunications spectrum licenses by the Australian Communications
Authority in 2000-01 partly offset by a slippage of Defence property sales from 2000-01
to 2001-02.

RECONCILIATION OF NET CAPITAL INVESTMENT SINCE
THE 2000-01 BUDGET

Table 19 provides a reconciliation of the 2001-02 Budget, 2000-01 MYEFO and
2000-01 Budget net capital investment estimates, showing the effect of policy decisions
and economic parameter and other variations since the estimates were published in the
2000-01 Budget.
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Table 19: Reconciliation of Commonwealth general government net capital

investment

Change in net capital investment at
2000-01 Budget

Changes between 2000-01 Budget and MYEFO
Effect of policy decisions
Effect of economic parameter and other variations
Total variations

Change in net capital investment at
2000-01 MYEFO

Changes between MYEFO and 2001-02 Budget
Effect of policy decisions
Effect of economic parameter and other variations
Total variations

Change in net capital investment at
2001-02 Budget

2000-01  2001-02 2002-03 2003-04
$m $m $m $m
-2,240 1,013 574 1,125
1 6 0 0
-1,407 -1,364 -854 -805
-1,406  -1,359 -854 -805
-3,646 -346 -280 320
18 -136 -111 -33
1,661 -720 27 -554
1,678 -856 -84 -587
-1,968  -1,201 -364 -266

Policy decisions

Policy decisions since the 2000-01 MYEFO affecting net capital investment estimates

include:*

«  $98 million to fund the Health Insurance Commission’s (HIC) modernisation of its
claims and payments business, ensuring the efficient operation of all government

health programmes administered by the HIC;

« a $50 million loan to the Commonwealth Scientific and

Industrial

Research

Organisation (CSIRO) to facilitate the commercialisation of new production
technology for the light metals sector, in partnership with the Australian

Magnesium Corporation;

« aloan to the Australian Broadcasting Corporation (ABC) to fund construction of a
new building in Perth at a total cost of $29 million. The building will accommodate

the ABC'’s head office in Western Australia and television facilities;

« the investment of $43 million by the National Gallery of Australia on building

refurbishment and enhancement;

1 Inthe calculation of net capital investment, proceeds from the sale of non-financial assets are
subtracted from the purchases of non-financial assets. Consequently, an increase in the
proceeds from the sale of non-financial assets reduces net capital investment and increases

the fiscal balance.
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« $16 million in 2001-02 to Centrelink for the development of software to support
Australians Working Together;

« the Department of Finance and Administration construction of new chancery
facilities in Colombo and New Delhi at a cost of $25 million;

« $36 million to the Department of Foreign Affairs and Trade to fund the replacement
of the existing diplomatic communications network with the proposed Secure
Australian Telecommunications and Information Network;

« $12 million over the Budget and forward years to the Civil Aviation Safety
Authority for the development of new systems to implement updated regulations
that will improve aviation safety; and

« $6 million in 2001-02 to the Australian Customs Service for infrastructure changes
to support risk mitigation of foot and mouth disease in Australia.

These new policy initiatives will be offset in 2001-02 by an expansion of the
Department of Defence’s property sales programme, which will increase sales revenue

in 2001-02. This additional sales revenue will be offset, in part, by rental
supplementation for those properties leased back by Defence.

Parameter and other variations

Since the 2000-01 MYEFO, parameter and other variations have led to a reduction in
estimated net capital investment of around $720 million in 2001-02. Variations in the
Budget and forward years are largely due to:

- slippage in the Department of Defence’s Pre-existing Property Sales Programme,
which will increase sales revenue in 2001-02;

« areallocation of capital expenditure to expenses in Defence;
« an extension in the Defence Housing Authority’s Sale and Leaseback Programme;
- the removal of the capital conservative bias allowance;” and

- lower than estimated proceeds from the sale of telecommunications spectrum
licenses in 2000-01.

2 An adjustment had previously been made in the Contingency Reserve to reflect an initial
conservative bias in agencies’ forward net capital investment. However, with the bedding
down of the accrual budgeting framework, agencies have now developed robust asset
replacement strategies that remove the need for this adjustment.
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NET CAPITAL INVESTMENT BY FUNCTION

Table 20 provides estimates of Commonwealth general government net capital
investment by function for the period 2000-01 to 2004-05.

Table 20: Estimates of Commonwealth net capital investment by function

Estimates Projections
2000-01 2001-02 2002-03 2003-04 2004-05
$m $m $m $m $m
General public services -80 -28 14 40 -86
Defence -403  -1,097 -510 -193 -399
Public order and safety 59 19 -2 -9 -4
Education 0 0 -3 0 6
Health 35 26 45 48 12
Social security and welfare 19 45 8 -5 3
Housing and community amenities -189 -130 -79 -79 6
Recreation and culture -106 108 58 -2 -10
Fuel and energy 3 0 0 0 0
Agriculture, forestry and fishing -5 -2 -3 -3 -4
Mining and mineral resources (other than fuels);
nanufacturing and construction 31 -2 3 -3 3
Transport and communications -1,345 16 6 6 5
Other economic affairs -5 15 -19 -17 -8
Other purposes 17 -169 118 -48 238
Net capital investment -1,968 -1,201 -364 -266 -236

The movement in net capital investment from 2000-01 to 2001-02 largely reflects the
sale of telecommunications spectrum by the Australian Communications Authority in
2000-01 (Transport and communications) and a re-phasing and acceleration of Defence’s
property sale programme in 2001-02 (Defence). Other contributors to movements in net
capital investment include:

« a number of largely offsetting movements in the General public services function
including:

— ANSTO'’s investment in a new nuclear reactor at Lucas Heights; investment by
the Australian Taxation Office in IT infrastructure; and by Department of
Foreign Affairs and Trade in an updated secure communications system;
CSIRO’s investment in the commercialisation of new magnesium production
technology for the light metals sector; and the ABS’s fitout for its new
headquarters;

— offset by property sales by the Department of Finance and Administration and
the CSIRO;

« Public order and safety, the purchase of border related technologies such as x-ray
equipment and software by the Australian Customs Service in 2000-01 and the
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establishment of the CrimTrac DNA database by the Attorney-General’s
Department;

Social security and welfare and Health, the investment in IT infrastructure by
Centrelink, the Department of Veterans’ Affairsand the Health Insurance
Commission;

Recreation and culture, the construction of additional purpose-built facilities at the
ABC headquarters at Ultimo, NSW, the National Museum of Australia, and the
ongoing digital TV conversion programme at the ABC and SBS, offset, in 2000-01,
by the sale of FM radio licenses by the Australian Broadcasting Authority;

Mining and mineral resources, a $30 million licence agreement between the
Department of Industry, Science and Resources and the Syntroleum Corporation
boosted investment in 2000-01; and

Other purposes, further telecommunications spectrum and FM radio license sales in
the forward years.

6-63



Appendix A: Expense Measures

Table Al: Expense measures since the 2000-01 MYEFO

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

AGRICULTURE, FISHERIES AND FORESTRY
Department of Agriculture, Fisheries and Forestry
Additional assistance to dairy farmers = - - -

Agricultural Development Partnerships 3.7 6.6 7.7 8.4
Australia’s response to Foot and Mouth Disease and

other quarantine risks 61.9 73.5 73.5 73.5
Backing Australia's Ability - New Industries

Development Programme Mark II 5.1 5.2 5.2 5.2

Commonwealth contribution to the Murray Darling

Basin Commission - - - -
Commonwealth Flood Assistance Package for central

and northern New South Wales and southern

Queensland 29.5 - - -
Continuation of Nairn funding for quarantine

activities 5.3 13.8 13.8 13.8
Exceptional Circumstances - Western Australia 6.1 4.1 - -
Flood assistance for dairy farmers in northern New

South Wales = - - -
National Food Industry Strategy 1.5 - - -
Pricing review of the Department of Agriculture,

Fisheries and Forestry 7.0 - - -
Rural Financial Counselling Services 5.8 5.8 5.8 -
Savings from Farmbis - Skilling Farmers for the

Future programme -6.7 -12.4 -13.5 -8.4

Portfolio total 119.2 96.6 92.5 92.5

ATTORNEY-GENERAL'S
Attorney General's Department

Additional resourcing for Native Title 5.5 5.1 3.3 2.0
Diplomatic guarding 7.8 8.0 - -
Improving security within the Australian

intelligence community 0.7 0.6 0.6 0.6
Pricing review of the Attorney-General's Department -1.0 -1.0 -1.0 -1.0
Pro Bono secretariat 0.3 0.3 0.3 0.3
Protection of the National Information

Infrastructure 0.6 - - -

Australian Customs Service
Australia’s response to Foot and Mouth Disease and

other quarantine risks 53.7 56.5 59.4 62.5
Australian Federal Police
Australian Federal Police Reform Programme Stage 2 28.3 28.7 28.2 25.3

Back-capture of DNA samples from federal prisoners = - - -
Payment for Australian Federal Police East Timor

Peacekeepers 3.1 - - -
Protection of the National Information
Infrastructure 0.2 - - -
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

ATTORNEY-GENERAL'S (continued)
Australian Security Intelligence Organisation
Improving security within the Australian

intelligence community 2.5 1.8 1.9 1.9
Protection of the National Information
Infrastructure 0.6 - - -
Federal Court of Australia
Additional resourcing for Native Title 5.3 4.6 4.1 3.0
National Native Title Tribunal
Additional resourcing for Native Title 6.0 10.5 10.3 8.9
Portfolio total 113.5 115.1 107.0 103.4
COMMUNICATIONS, INFORMATION TECHNOLOGY
AND THE ARTS

Australia Council
Renewed support to the Regional Arts Fund, Young
and Emerging Artists Initiative, and the Major
Festivals Initiative 4.5 2.5 2.6 -
Reprioritisation of expenditure - Australia Council -1.5 -1.5 -1.5 -1.5

Australian Broadcasting Corporation
Australian Broadcasting Corporation - additional

funding 17.8 17.8 17.8 17.8
Australian Communications Authority
Radiocommunications licensing arrangements -0.7 -0.7 -0.7 -0.7

Department of Communications, Information Technology

and the Arts
Additional funding for the National Council for the
Centenary of Federation for promoting Federation

Fund projects = - - -
Australian Film Finance Corporation - continuation

of funding = - - -
Australia’s response to Foot and Mouth Disease and

other quarantine risks 20.0 13.2 8.0 8.2
Backing Australia's Ability - Innovation Access

Programme 1.0 3.0 3.0 3.0
Backing Australia's Ability - National Innovation

Awareness Strategy 0.7 1.2 1.2 0.6
Backing Australia's Ability - World Class Centres

of Excellence 4.5 8.8 12.0 17.7
Department of Communcations, Information Technology

and the Arts - reallocation of surplus funds = -5.0 -5.0 -5.0
Digital interference subsidy 10.0 - - -
Maintenance of the base funding of elements of the

Cultural Development Programme 7.4 5.7 4.9 1.4
Pricing review of the Department of Communications,

Information Technology and the Arts = - - -
Savings from the National Transmission Network

residual pool -2.0 -2.0 -2.0 -2.0
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

COMMUNICATIONS, INFORMATION TECHNOLOGY
AND THE ARTS (continued)
Telecommunications Service Inquiry response -
Contribution to a national Online Technical
Assistance Programme 0.4 1.8 3.8 -
Telecommunications Service Inquiry response -
extend mobile phone coverage to communities of less
than 500 people 4.5 17.1 19.9 -
Telecommunications Service Inquiry response -
Extend mobile phone coverage to communities of more

than 500 people 15.5 12.2 10.0 -
Telecommunications Service Inquiry response -

Funding consumer representation and research = 0.9 0.9 0.9
Telecommunications Service Inquiry response -

Improving community awareness 6.7 0.2 - -

Telecommunications Service Inquiry response -
Improving Services for Aboriginal and Torres Strait

Islander Communities 0.4 - - -
Telecommunications Service Inquiry response -

National Communications Fund 0.7 13.4 25.4 12.7
Telecommunications Service Inquiry response -

Savings from the Telstra Social Bonus nfp nfp nfp nfp
Portfolio total 89.9 88.6 100.3 53.1
DEFENCE
Department of Defence

Defence and surplus East Timor funds 100.0 70.0 - -
Defence Capital Investment Programme = - - -
Defence White Paper 507.0 1039.4 1464.7 2042.1

Enhancement of the Australian Defence Force Cadets = - - -
Improving security within the Australian

Intelligence Community = - - -
Protection of the National Information

Infrastructure 0.5 - - -
Supplementation for commercial rents 16.0 16.0 16.0 16.0
Portfolio total 623.5 11254 1480.7 2058.1

EDUCATION, TRAINING AND YOUTH AFFAIRS

Australians Working Together
A better deal for people with disabilities - Better access

to education and training = 7.3 14.6 15.0
A fair go for mature age workers - More assistance 0.2 1.6 4.9 7.4
Getting people the right help - Improved information

technology 0.3 - -
Helping parents return to work 1.2 7.7 18.0 22.4
Helping people to find jobs - Better employment

services - 1.7 34 3.5
Promoting self-reliance for indigenous people -

Increased educational and training assistance 0.2 3.5 4.3 2.2
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04
$m $m $m

2004-05
$m

EDUCATION, TRAINING AND YOUTH AFFAIRS (continued)
Department of Education, Training and Youth Affairs

Adjustment to Department of Education, Training and

Youth Affairs resourcing -2.1 -2.2 -2.2
Backing Australia's Ability - 2,000 additional

targeted university places 13.9 24.8 33.4
Backing Australia's Ability - Additional funding

for project-specific research infrastructure 26.8 47.7 68.7
Backing Australia's Ability - Additional funding

for systemic research and research training

infrastructure in universities 26.3 53.2 54.4
Backing Australia's Ability - Double funding for

national competitive research grants 19.2 92.5 142.8
Backing Australia's Ability - Fostering scientific,

mathematical and technological skills and

innovation in government schools 33.1 34.9 36.8
Backing Australia's Ability - Online curriculum

content 4.5 7.2 7.4
Backing Australia's Ability - Postgraduate

Education Loan Scheme 0.7 0.4 0.4
Career and Transitions pilots - enhancing young

peoples' transition from school to further

education or work = - -
Expand the geographic coverage of enterprise and

career education foundation work-placement

coordinators 1.2 2.7 3.1
Fringe Benefits Tax supplementation for Abariginal

and Torres Strait Islander organisations 1.0 0.8 0.8
Higher Education places for regional Universities

and campuses 4.3 7.8 10.5
Improving schooling outcomes = - -
Income-contingent loans for bridging courses for

overseas trained professionals = -2.1 -2.1
Increase in the permanent migrant intake 11.2 14.7 18.4
Innovative and collaborative pilots for

youth-related programmes = - -
Job Placement, Employment and Training Programme -

Employment support for homeless young people 4.2 4.0 4.1
Jobs Pathway Programme - support for the transition

from school to work 12.1 10.9 11.2
The Mentor Marketplace = - -
Training for Innovation - growth funding for the

Australian National Training Authority Agreement 50.0 76.5 104.1

40.3

89.3

55.5

205.4

38.7

7.5

0.4

12.6

-2.2
224

12.6

Portfolio total 208.4 395.6 536.9

538.6
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

EMPLOYMENT, WORKPLACE RELATIONS
AND SMALL BUSINESS
Australians Working Together
A Fair Go for Mature Age Workers - More
encouragement to participate
Getting people the right help - Improved information

technology

Getting people the right help - Personal Support
Programme

Helping people to find jobs - Better employment
services

Helping people to find jobs - Training credits
Promoting self-reliance for indigenous people - Better
support to get a job

Department of Employment, Workplace Relations

and Small Business

Development and enhancement of the Business Entry
Point internet site

Expansion of the Dairy Regional Assistance
Programme

Pricing review of the Department of Employment,
Workplace Relations and Small Business

Equal Opportunity for Women in the Workplace Agency
Equal Opportunity for Women in the Workplace Agency
on-line services

National Occupational Health and Safety Commission
Relocation of the National Occupational Health and
Safety Commission
Portfolio total

ENVIRONMENT AND HERITAGE

Australian Greenhouse Office
Domestic greenhouse policy development
Greenhouse international policy and reporting, and
greenhouse sinks
Pricing review of the Australian Greenhouse Office

Department of the Environment and Heritage
Administration of the fuel quality legislation
Conservation of rural and regional historic hotels
Goondiwindi Serpentine Water Park
Greenhouse Gas Abatement Programme
National Pollutant Inventory
Natural Heritage Trust extension (a)

Pricing review of the Australian Antarctic Division

Pricing review of the Bureau of Meterology

Queensland East Coast Trawl Restructure Programme

Sydney Harbour Federation Trust

Wildlife programmes and biodiversity conservation
responsibilities

2001-02 2002-03 2003-04 2004-05

$m $m $m $m
0.4 0.4 - -
0.4 - - -
- -29.1 -28.0 -26.7
7.9 55.6 55.8 57.7
0.3 36.4 36.7 37.5
2.6 4.6 9.7 14.2
8.2 8.4 8.5 8.7
10.0 10.0 - -
-8.2 -8.4 -8.5 8.7
1.1 0.9 0.7 0.4
-1.2 -1.1 -0.8 -0.1
21.5 77.7 74.1 83.0
-0.7 -0.6 - -
5.0 - - -
5.0 - - -
1.2 1.3 1.3 1.3
- 100.0 233.0 233.0
0.8 0.7 0.7 0.6
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

ENVIRONMENT AND HERITAGE (continued)
Great Barrier Reef Marine Park Authority
Funding to offset the reduction in revenue related

to the Environmental Management Charge 0.5 0.6 0.3 0.3
Management of aquaculture impacts 0.5 0.5 0.4 0.4
Townsville Aquarium - Reef Headquarters 1.8 0.5 0.5 0.5

Portfolio total 14.1 103.0 236.2 236.1

FAMILY AND COMMUNITY SERVICES

Australians Working Together
A Fair Go for Mature Age Workers - More

encouragement to participate 1.7 17.6 40.4 42.0
A Fair Go for Mature Age Workers - More assistance 0.3 2.4 10.9 16.2
Helping people find jobs -Mutual obligation 3.0 10.6 7.3 7.2

requirements
Helping parents return to work 5.7 50.8 64.5 69.6
Getting people the right help - Personal Support

Programme 2.7 36.8 45.7 60.5
Getting people the right help - Better assessments 0.2 10.1 10.6 10.7
Getting people the right help - Improved information

technology 2.9 16.5 15.0 15.0
A better deal for people with disabilities - Better

assessment 2.3 34.1 14.3 13.9
A better deal for people with disabilities - Better access

to employment assistance 0.7 13.2 20.3 22.8
A better deal for people with disabilities - Quality

assurance of employment assistance 3.2 4.7 5.3 5.3

Promoting self-reliance for indigenous people -
Community Participation Agreements and capacity

building = 0.5 0.6 0.6
Promoting self-reliance for indigenous people - Remote

area servicing 0.6 2.0 2.9 3.7
Help to participate - Working Credit 8.9 125.6 176.8 189.0
Help to participate - Literacy and Numeracy Training
Supplement 0.8 5.8 6.8 7.0
More child care places 2.3 5.4 4.2 4.4
Community and Business Engagement 9.0 7.7 2.6 2.7
Planning for the Future 1.0 1.0 2.0 1.0

Department of Family and Community Services
Acknowledging Older Australians - exempt
superannuation from Social Security Means Test for
people aged between 55 and Age Pension age 88.8 88.2 89.9 91.7
Acknowledging Older Australians - Extend
eligibility for the Commonwealth Seniors Health

Card 1.5 - - -
Acknowledging Older Australians - One-off
payment to the aged 10.1 - - -

Acknowledging Older Australians -
telephone allowance to Commonwealth Seniors Health
Card holders 30.5 23.8 24.5 24.9
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

FAMILY AND COMMUNITY SERVICES (continued)

Compliance package - detection -19.3 -37.9 -35.1 -33.4
Compliance package - prevention 0.8 -2.6 -0.3 -0.3
Compliance package - research and development -3.7 -10.2 -1.1 -

Department of Family and Community Services pricing
review of services delivered through Non-Government
Organisations = - - -

Exceptional Circumstances - Western Australia 0.4 0.4 0.1 -
Expanding the supply of healthy Indigenous housing 3.0 23.0 24.5 24.5
Family homelessness and early intervention pilots 1.2 2.3 1.3 -
Family Tax Benefit shared care and Child Support

Agency liability 2.6 0.2 - -
Further simplification of international payments -0.3 -6.1 -6.6 -7.3
Increase in the permanent migrant intake 11.7 29.9 60.4 94.5
Introduce discretion for parents who have shared care

to waive eligibility for Family Tax Benefit 1.1 0.6 0.6 0.6
National research and education strategy to prevent

problem gambling 2.2 5.0 0.6 0.6
New and revised international social security

agreements 4.1 3.4 2.5 2.6
New social security arrangements between Australia

and New Zealand -22.9 -57.3 -164.9 -269.5
Provide Health Care Cards to foster children 0.4 - - -
Restore War Widows pensions relinquished upon

remarriage prior to 1984 -5.6 -23.8 -26.0 -27.7
Supplementation for employment assistance and other

services 2.7 - - -
The Mentor Marketplace = 0.9 1.5 2.3
Transition to Independent Living Allowance = 1.0 2.6 2.6

Portfolio total 154.5 385.5 404.9 377.9

FINANCE AND ADMINISTRATION
Department of Finance and Administration

Early payout of AvSuper superannuation liabilities -4.0 -5.0 - -
Establishing a private financing unit 2.0 1.9 1.9 1.9
Indexation of Commonwealth superannuation benefits 30.0 30.0 30.0 30.0
Information Technology upgrade in electorate offices 4.0 3.0 3.0 3.0
Mapping of the Australian Antarctic Territory

extended continental shelf 11.8 0.8 0.1 0.1

Office of Asset Sales and Commercial Support
Continuation of Office of Asset Sales and
Commerical Support resourcing for the asset

sales programme 5.8 - - -
Deferral of the further sale of the Commonwealth's

shareholding of Telstra Corporation - sale costs -218.0 -218.0 218.0 -
Sale of Kingsford Smith Airport - sale costs 16.5 - - -

Scoping study for the future ownership of Sydney
Airports Corporation Limited

Portfolio total -152.0 -187.3 253.0 35.0

6-70



Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

FOREIGN AFFAIRS AND TRADE

Australian Agency for International Development
Commitment to Polio Eradication 2.5 2.5 2.5 2.5

Australian Secret Intelligence Service
Improving security within the Australian

intelligence community 0.9 0.7 0.7 0.8
Australian Trade Commission

Opening of Australian Consulate-General in Chicago 0.8 0.7 0.7 0.7
Department of Foreign Affairs and Trade

Opening of Australian Consulate-General in Chicago 3.1 2.4 2.5 2.7
Portfolio total 7.3 6.3 6.4 6.7

HEALTH AND AGED CARE

Australian Radiation Protection and Nuclear Safety Agency
Strategy on electromagnetic public health issues = - - -

Department of Health and Aged Care
Acknowledging Older Australians - exempt
superannuation from Social Security Means Test for
people aged between 55 and Age Pension age 9.7 10.6 11.6 12.6
Acknowledging Older Australians - Extend
eligibility for the Commonwealth Seniors Health

Care Card 22.5 24.7 27.0 29.3
Additional Practice Nurses for rural Australia and

other areas of need 15.1 27.8 29.6 31.8
After hours/emergency primary medical care 8.8 10.4 11.6 12.6
Alcohol Education and Rehabilitation Foundation 10.4 24.1 40.1 41.1
Better targeting of medical workforce reform = -6.1 -6.2 -6.4

Carers information and support = - - -
Cervical screening incentives for general

practitioners 5.1 15.6 23.1 27.7
Clarifying the funding arrangements for the
provision of methadone to private patients -21.8 -22.3 -22.7 -23.2

Dementia Education and Support Programme = - - -
Electronic commerce for Medicare claiming - - - -
Ensuring Quality Care for Older Australians -

Checks of aged care homes 5.0 5.0 - -
Ensuring Quality Care for Older Australians -

Community Visitors Scheme and the Residential Aged

Care Advocacy Services Programme 0.6 1.5 1.6 1.6
Ensuring Quality Care for Older Australians -

Complaints Resolution Scheme 0.7 1.0 1.0 1.1
Ensuring Quality Care for Older Australians -

Information management for quality care 0.6 24 2.3 2.3
Ensuring Quality Care for Older Australians -

Quality Care Communication Strategy 0.5 1.5 - -
Exceptional Circumstances - Western Australia 0.2 0.1 - -
Fringe Benefits Tax supplementation for Aboriginal

and Torres Strait Islander organisations 4.6 3.6 3.7 3.8
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

HEALTH AND AGED CARE (continued)
Funding for the Office of the Gene Technology

Regulator 7.9 8.0 - -
Greater scrutiny of aged care homes' funding claims -10.7 -16.4 -16.8 -17.2
Health and Other Services (Compensation) Act 1995

review implementation -5.2 -6.5 -6.7 -6.8
HealthConnect: A Health Information Network for

Australia - Development Phase 8.3 7.5 - -
Hospital Innovation 3.7 3.7
Hospital safety initiatives 6.2 6.6 6.6 6.6
Improved primary health care for Aboriginal and

Torres Strait Islander communities = - 19.7 20.5
Improving the use of cholesterol lowering medicines

on the Pharmaceutical Benefits Scheme -18.8 -23.9 -26.6 -29.0
Increase in the permanent migrant intake 4.2 12.4 20.6 28.9
Increases in patient funding for general

practitioner services 49.3 82.6 82.6 86.1
Increasing care and diversity for older Australians

- culturally appropriate (ethnic) care 1.5 1.5 1.5 1.6
Increasing care and diversity for older Australians

- Day Therapy Centres 0.3 1.3 1.4 1.3
Increasing care and diversity for older Australians

- Extended aged care at home 0.3 1.6 - -
Increasing care and diversity for older Australians

- Safe at Home Pilot 0.3 0.3 0.3 0.3
Increasing care and diversity for older Australians

- The Continence Aids Assistance Scheme 0.7 3.0 3.1 4.1
Integrated National Diabetes Programme 9.3 12.5 12.6 15.4

Investment to upgrade the Health Insurance

Commission technical infrastructure to improve

service = 2.0 -13.0 -19.7
Mental Health - More Options, Better Services 4.1 24.4 39.7 51.5
National Immunisation Strategy = - - -
National Rural and Remote Health Support Programme = - - -
New Medicare items for Domicilary Medication

Management Review 1.8 4.3 5.5 6.5
Pricing review of the Department of Health and Aged

Care = -2.0 -4.0 -6.0
Proactive GP management of asthma - the 3+ Visit

Plan 7.5 12.2 13.9 14.2

Provide full access to the Repatriation
Pharmaceutical Benefits Scheme for British,
Commonwealth and Allied Veterans aged 70 years and

over with World War II qualifying service -12.1 -25.3 -25.8 -27.2
Provide Health Care Cards to Foster children 0.4 0.8 1.4 1.5
Quality Use of Medicines Package - Consumer

education 2.0 4.0 4.2 4.4
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m
HEALTH AND AGED CARE (continued)
Quality Use of Medicines Package - Enhancement of
the National Prescribing Service -8.6 -8.0 -8.0 -8.0
Quality Use of Medicines Package - National
Medicines Disposal Programme 1.3 1.3 1.3 1.3
Reduction in wholesalers' remuneration under the
Pharmaceutical Benefits Scheme nfp nfp nfp nfp
Replacement of speech processors for children with
cochlear implants = - - -
Restore War Widows pensions relinquished upong
remarriage prior to 1984 -2.3 -10.4 -12.7 -14.1
Restructuring rural and urban fringe aged care homes 5.0 - - -
Rural Nursing Scholarships 1.8 2.9 4.1 4.2
Safety of Australia's blood supply 2.0 - - -
Strategy on electromagnetic public health issues = - - -
The National Childhood Pneumococcol Vaccination
Programme 7.4 7.4 4.2 4.2
Westmead Childrens Hospital = - - -
Portfolio total 129.5 207.8 231.9 258.8
IMMIGRATION AND MULTICULTURAL AFFAIRS
Department of Immigration and Multicultural Aftairs
Backing Australia's Ability - attracting
information and communication technology workers 0.3 0.3 0.3 0.3
Citizenship - media campaign 2.0 - - -
Extension of Living in Harmony Programme 2.5 - - -
Funding for the New Agenda for Multicultural
Australia 1.0 1.0 -
Increase in the permanent migrant intake 2.1 3.9 3.9 3.9
New social security arrangements between Australia
and New Zealand 8.4 7.9 7.7 7.4
Onshore processing of students in points tested
categories 0.8 0.8 0.8 0.9
Pricing Review of the Department of Immigration and
Multicultural Affairs -6.2 -12.8 -11.6 -12.9
Reform of Independent Executive visa arrangements 0.8 1.2 1.2 1.2
Strategy to strengthen Australia's immigration
services to priority areas - extension of
Electronic Travel Authority arrangements = -0.2 -0.2 -0.2
Strategy to strengthen Australia's immigration
services to priority areas - increased
Australia-based representation in Brasilia 0.7 0.3 0.3 0.3
Unauthorised boat arrivals - review of processing
and detention arrangements 24.9 32.8 40.8 49.2
Portfolio total 37.3 35.2 43.2 50.1
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

INDUSTRY, SCIENCE AND RESOURCES

Australian Nuclear Science and Technology Organisation
Pricing review of the Australian Nuclear
Science Technology Organisation 8.4 9.3 9.4 8.9

Australian Sports Commission
Backing Australia's Sporting Ability - a more
active Australia 36.5 38.8 38.8 40.1

Department of Industry, Science and Resources
Assistance for the Melbourne 2006 Commonwealth

Games = - 60.0 30.0
Backing Australia's Ability - 175 per cent premium

rate - R&D tax concession 1.0 2.8 3.3 3.5
Backing Australia's Ability - Biotechnology

Innovation Fund 5.0 5.0 10.0 -

Backing Australia's Ability - business advice on
regulatory environment = - - -
Backing Australia's Ability - expansion of the

COMET Program 10.0 10.0 10.0 10.0
Backing Australia's Ability - expansion of the
Cooperative Research Centres Programme = - 55.0 57.0

Backing Australia's Ability - improvements to the
management awareness of intellectual property = - - -
Backing Australia's Ability - Innovation Access

Programme = 16.6 19.2 243
Backing Australia's Ability - major national
research facilities 5.0 20.0 30.0 50.0

Backing Australia's Ability - monitoring Venture
Capital Investments = - - -
Backing Australia's Ability - National Innovation

Awareness Strategy 4.3 5.8 5.8 6.4
Backing Australia's Ability - Pre-seed Fund 6.4 16.9 21.8 21.8
Backing Australia's Ability - R&D Start = 33.9 102.6 159.7
Backing Australia's Ability - rebate for small

companies - 0.2 0.1 0.1
Backing Australia's Ability - World Class Centres

of Excellence 1.5 3.8 5.0 6.2
Backing Australia's Sporting Ability - a more

active Australia 19 1.9 19 1.9
Commonwealth contribution to the Bradman Memorial

Fund = - - -

Commonwealth support of the Prime Minister's XI vs

the Aboriginal and Torres Strait Islander Commission

Chairman's XI cricket match = - - -
Commonwealth support for the 2001 Goodwill Games
Continued resourcing for the Australian Building

Codes Board = - - -
Continued Support for National Recreation Safety

Organisations 0.4 0.4 0.4 0.4
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04
$m $m $m

2004-05
$m

INDUSTRY, SCIENCE AND RESOURCES (continued)

Corporatisation of the Snowy Mountains

Hydro-Electric Authority and environmental flows

into the Snowy and Murray Rivers = 7.5 7.5
Facilitation of small and medium enterprises -

Supplier access to major projects = - -
Support for training of automotive industry

employees and the development of industry relevant

technology 4.0 4.0 -
Government response to Productivity

Commission's report on general tariffs = 5.0 4.7
The Indigenous Communities / Mining Industry

Regional Partnership Programme = - -

National Standards Commission
Pricing review of the National Standards Commission 2.2 24 2.4

7.5

4.0

2.5

Portfolio total 86.5 184.3 387.9

434.3

PARLIAMENTARY DEPARTMENTS

Department of the House of Representatives

Additional funding for the Citizenship Visits
Programme 0.1 . .
Additional two Members in Parliament 0.5 0.4 0.4

Department of the Senate
Additional funding for the Citizenship Visits
Programme 0.1

Portfolio total 0.6 0.4 0.4

PRIME MINISTER AND CABINET

Department of the Prime Minister and Cabinet
Informed choices for Australian women 1.0 1.5 1.5
National initiative to combat sexual assault 2.1 4.8 4.8
Women's Development Programme 1.4 1.4 1.4
Women's National Leadership Initiative 0.6 0.6 0.6

Office of National Assessments
Improving security within the Australian
intelligence community = - -
Office of the Commonwealth Ombudsman

Enhanced complaint management for the
New Tax System - - -

1.5
4.8
1.4
0.6

Portfolio total 5.1 8.4 8.4

RECONCILIATION AND ABORIGINAL AND
TORRES STRAIT ISLANDER AFFAIRS
Aboriginal and Torres Strait Islander Commission
Additional resourcing for Native Title 2.9 4.7 6.1
Fringe Benefits Tax supplementation for Aboriginal
and Torres Strait Islander organisations 7.1 5.7 5.8
Improvement of major infrastructure in the Torres
Strait -5.0 -5.1 -5.2
Pricing Review of the Aboriginal and Torres Strait
Islander Affairs Commission -1.5 -1.0 -0.7

3.7

6.0
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m
RECONCILIATION AND ABORIGINAL AND
TORRES STRAIT ISLANDER AFFAIRS (continued)
Australians Working Together
Promoting self reliance for Indigenous people -
Community Participation Agreements and capacity
building 1.0 4.5 10.0 15.0
Department of Reconciliation and Aboriginal and Torres
Strait Islander Affairs
Extension of support for Community Housing
Infrastructure Programme and Native Title claimants = - - -
Separated Indigenous families - Government response
to 'Bringing Them Home' - - - -
Torres Strait Regional Authority
Improvement of major infrastructure in the Torres
Strait 5.0 5.1 5.2 -
Portfolio total 9.5 13.9 21.2 24.7
TRANSPORT AND REGIONAL SERVICES
Australian Maritime Safety Authority
Improvements in search and rescue arrangements 1.2 1.1 0.7 0.7
Civil Aviation Safety Authority
Aviation industry compliance 5.7 5.7 5.7 7.1
Department of Transport and Regional Services
Airservices Australia - extension of location
specific pricing subsidy 7.0 7.0 -
Alice Springs - Darwin Railway = 5.1 8.9 -
Australia’s response to Foot and Mouth Disease and
other quarantine risks 194 - - -
Commonwealth Flood Assistance Package for central
and northern New South Wales and
southern Queensland = - - -
Construction of a new Scorseby Freeway 5.3 14.4 13.3 7.0
East Coast Very High Speed Train Scoping Study 15.0 5.0 - -
Federal Flood Mitigation Programme 0.8 10.0 10.0 10.0
Flood Recovery Fund = - - -
Newcastle Structural Adjustment Fund = - - -
Roads in outer metropolitan areas 50.0 100.0 125.0 125.0
Roads to Recovery Programme 300.0 300.0 300.0 150.0
Roads to Recovery Programme funding for the Indian
Ocean Territories and unincorporated areas 2.2 2.2 2.2 2.1
Savings from the Upgrade of Mainline Interstate
Railway Track Programme -111.0 - - -
Telecommunications Service Inquiry response -
extend mobile phone coverage to communities of less
than 500 people = - - -
Upgrade of Canberra Airport = - - -
Portfolio total 295.5 450.4 465.7 301.8
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

TREASURY

Australian Competition and Consumer Commission
Pricing Review of the Australian Competition and
Consumer Commission

Australian Securities and Investments Commission
ASIC supplementary funding for HIH investigations
Financial Services Reform Implementation
Managed Investment
Superannuation Complaints Tribunal

Australian Taxation Office
Backing Australia's Ability - 175 per cent premium rate -
R&D tax concession
Education campaign and other information
initiatives for choice of superannuation fund and
related measures
Simplification of Business Activity Statements

Department of the Treasury

Additional funding for the First Home Owners Scheme

Consumer Information Programme

Renewed Funding of Axiss Australia

Funding for secretariat support to the fuel tax
inquiry

GST - Allowing entities with substituted accounting
periods to lodge GST returns quarterly

GST - Allowing full input tax credits for motor vehicles

GST - Flexible administration of GST errors

GST - GDP-adjusted method for calculating GST
remittances

HIH Policyholder Hardship Assistance

Information and implementation of 1 July 2001
tax changes

National Competition Council
Continued funding for legal matters relation to
Part IIIA of the Trade Practices Act 1974
National Competition Policy communication and
education
Portfolio total

2001-02 2002-03 2003-04 2004-05

$m $m $m $m
21.4 16.6 11.8 17.0
2.5 2.5 - -
2.6 - - -
2.9 - -
0.7 0.7 0.7 0.7
38.0 - - -
90.0 - - -
3.8 3.8 3.8 -
4.0 - - -
80.0 5.0 5.0 5.0
570.0 80.0 - -
140.0 5.0 15.0 15.0
nfp nfp nfp nfp
5.0 - - -
0.3 0.3 0.3 0.3
0.2 0.2 0.2 0.2
961.4 114.1 36.8 38.2
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Table A1: Expense measures since the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

VETERANS' AFFAIRS

Department of Veterans' Affairs
Acknowledging Older Australians - One-off
payment to the aged = - - -

Australian Memorials in London and Crete 4.1 2.1 0.1 0.1
Cervical screening incentives for general

practitioners 0.1 0.1 0.1 0.1
Greater scrutiny of aged care homes' funding claims -2.0 -2.7 -2.7 -2.8
Improving the use of cholesterol lowering medicines

on the Pharmaceutical Benefits Scheme -1.1 -1.3 -1.5 -1.7
Maintain Rural and Remote Service Delivery

arrangements 0.5 0.5 0.5 0.5

Make a one-off payment of $25,000 to those former
PoWs, civilian detainees of the Japanese

or their surviving widows/ers = - - -
Mental Health - More Options, Better Services 0.1 0.1 0.2 0.2

Output Pricing Review - reduction in treatment
population -0.3 -1.9 -3.6 -5.6
Output Pricing Review - review of efficitent

delivery of outputs 2.4 -2.5 -7.0 -7.0
Proactive GP management of asthma - the 3+ Visit Plan 0.1 0.2 0.2 0.2

Provide full access to the Repatriation
Pharmaceutical Benefits Scheme for British,
Commonwealth and Allied Veterans aged 70 years and

over with World War II qualifying service 19.5 33.1 31.6 30.2
Quality Use of Medicines Package - Enhancement of
the National Prescribing Service -1.1 -1.1 -1.1 -1.1
Reduce overpayments and improve debt recovery -0.7 -1.4 -1.3 -1.3
Residential Care Development Scheme 6.0 - - -
Restore war widows pensions relinquished upon
remarriage prior to 1984 14.3 56.9 66.4 71.6
Portfolio total 41.9 82.1 81.9 83.4
Total expense measures 2767.4 3303.0 4569.3 4784.4
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Table A2: Expense measures up to the 2000-01 MYEFO

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

AGRICULTURE, FISHERIES AND FORESTRY
Department of Agriculture, Fisheries and Forestry
Creation of a single pork industry company = - - -
Exceptional Circumstances assistance for farmers in
Tasmania - Central Highlands 1.0 - - -
Exceptional Circumstances assistance for farmers in
Tasmania - Southern Midlands = - - -
Exceptional Circumstances assistance in Monaro B
and C, and East Gippsland = - - -
Forest and Wood Products Industry Action Agenda = - - -
Inland Marketing Corporation = - - -
National Action Plan for dryland salinity and

water quality(a) 65.0 150.0 190.0 170.0
Sugar Industry Assistance Package 17.0 - - -
West 2000 Plus = - - -
Wool Industry - Changes in Wool Levy Arrangements -32.2 -33.0 -32.1 -
Wool Industry - Establishment of Australian Wool

Portfolio total 50.8 117.0 157.9 170.0

ATTORNEY-GENERAL'S
Attorney General's Department
Protective security for Diplomatic and Consular
missions = - - -
Australian Customs Service
Storage of imported handguns prior to sale 0.4 0.4 0.4 0.4
Department of the House of Representatives
Citizenship Visits Programme = - - -
Department of the Senate
Citizenship Visits Programme = - - -
High Court of Australia
Additional funding for the High Court 0.1 0.1 0.1 0.1
National Native Title Tribunal
Increased National Native Title Tribunal workload
in the Northern Territory and Queensland = - - -

Portfolio total 0.5 0.5 0.5 0.5

COMMUNICATIONS, INFORMATION TECHNOLOGY
AND THE ARTS
Australian Broadcasting Corporation
Strengthening Radio Australia’s shortwave and
Internet services to the Asia-Pacific region 2.8 2.9 0.2 0.2
Australian Communications Authority
Advice and promotion of the third generation mobile
phone and datacasting spectrum auctions = - - -
Department of Communications, Information
Technology and the Arts
Additional funding for the Centre for Quantum
Computer Technology = - - -
Centenary of Federation = - - -
St John's Cathedral Completion Fund = - - -

Portfolio total 2.8 2.9 0.2 0.2
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Table A2: Expense measures up to the 2000-01 MYEFO (continued)

DEFENCE
Department of Defence
Acquisition of the Australian Submarine Corporation
Additional funding for the Centre for Quantum
Computer Technology
Portfolio total

EDUCATION, TRAINING AND YOUTH AFFAIRS
Department of Education, Training and Youth Affairs
Additional funding for the Centre for Quantum
Computer Technology
Education Services for Overseas Students Assurance
Fund
Eligibility of distance education students at
non-government schools for General Recurrent Grant
Funding
Establishment grants for new non-government schools
Funding for students with disabilities attending
non-government schools
Portfolio total

EMPLOYMENT, WORKPLACE RELATIONS AND
SMALL BUSINESS

Department of Employment, Workplace Relations and
Small Business
Regional Solutions Programme

Portfolio total

ENVIRONMENT AND HERITAGE
Department of the Environment and Heritage
National Action Plan for dryland salinity and water

quality
Portfolio total

FAMILY AND COMMUNITY SERVICES
Department of Family and Community Services

A ceiling on the rate of Australian pension paid
under International Social Security Agreements

Aged Persons Savings Bonus "Top-Up'

Ex Gratia payments and savings provisions for
Department of Veterans' Affairs pensioners
receiving Family Tax Benefit A and Child Care
Benefit

Exceptional Circumstances assistance for farmers in
Tasmania - Central Highlands

Exceptional Circumstances assistance for farmers in
Tasmania - Southern Midlands

Exceptional Circumstances assistance in Monaro B
and C, and East Gippsland

Increase the maximum rate of Rent Assistance to 10%

Social Security Agreement with Germany

Portfolio total

2001-02 2002-03 2003-04 2004-05
$m $m $m $m
1.4 1.5 1.6 1.7
4.1 43 46 48
5.5 5.8 6.2 6.5

-10.0 -12.0 - -
-10.0 -12.0 - -
-0.3 -0.4 -0.4 -0.4
0.5 0.5 0.5 0.6
0.1 - -
33.5 34.0 34.7 35.3
0.4 1.4 0.3 0.3
34.1 35.5 35.1 35.7
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Table A2: Expense measures up to the 2000-01 MYEFO (continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

FINANCE AND ADMINISTRATION
Department of Finance and Administration
Commonwealth Property Strategic Alliance - - - -
Contribution to Childers Memorial Fund = - - -
Sugar Industry Assistance Package 0.1 - - -
Office of Asset Sales and Information Technology
Outsourcing
Australian Submarine Corporation - acquisition,
restructuring and sale - - - -
Extension of Information Technology Outsourcing
Initiative = - - -
Sale costs - Divestment of Commonwealth interest in
Australian Technology Group Limited = - - -
Sale costs - Essendon Airport Limited = - - -
Wool Industry - Establishment of Australian Wool
Services Ltd = - - -

Portfolio total 0.1 - - -

FOREIGN AFFAIRS AND TRADE
Australian Agency for International Development
Increase the contribution to the United Nations
Relief and Works Agency 1.0 1.0 1.0 1.0
Department of Foreign Affairs and Trade
Continuation of Export Market Development Grants
scheme = - - -
Solomon Islands: International Peace Monitoring Team = - - -

Portfolio total 1.0 1.0 1.0 1.0

HEALTH AND AGED CARE
Department of Health and Aged Care
Establishment of the Office of the Commissioner for
Complaints = - - -
Exceptional Circumstances assistance for farmers in
Tasmania - Central Highlands . - - -
Exceptional Circumstances assistance for farmers in
Tasmania - Southern Midlands = - - -
Exceptional Circumstances assistance in Monaro B
and C, and East Gippsland = - - -
Increased Medicare Rebate for Other Medical

Practitioners 8.5 9.3 9.9 -
Introduction of Parity Pricing by Australian

Hearing Services 8.5 8.9 8.9 8.9
List celecoxib on the Pharmaceutical Benefits Scheme 49.6 63.0 65.5 65.5

Measles, mumps and rubella vaccine for young adults = - - -
Modified Clawback Arrangements under the Australian
Health Care Agreements = - -

New Community Pharmacy Agreement -3.0 -3.3 -12.3 2.3
Prevention of Q Fever in Meat and Agricultural
Workers 3.0 0.5 - -
Research Bio21 = - - -
Subsidy of Medical Foods 2.7 2.7 2.8 -
Portfolio total 69.3 81.0 74.9 76.7
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Table A2: Expense measures up to the 2000-01 MYEFO (continued)

2001-02
$m

2002-03
$m

2003-04
$m

2004-05
$m

INDUSTRY, SCIENCE AND RESOURCES
Australian Sports Drug Agency
Tough on Drugs in Sport - blood tests as part of
our anti-doping programme =
Department of Industry, Science and Resources
Additional funding for the Centre for Quantum
Computer Technology =
Assistance for the Sydney Paralympic Organising
Committee =
Commonwealth Contribution to Olympic Aid =
Investment Incentive for IBM Australia =
Olympic and Paralympic Games goods and services tax
Liability Payments =
Paralympic Games Entry Fees =
Payment of Gas Royalty Commitment to
Western Australia -18.5
Reduction in funding for the Textiles, Clothing and
Footwear Strategic Investment Programme =
School Children Attending the Paralympic Games

-21.3

-21.6

-26.4

Portfolio total -18.5

-21.3

-21.6

-26.4

TRANSPORT AND REGIONAL SERVICES
Department of Transport and Regional Services
Inland Marketing Corporation =
Regional Solutions Programme 25.0
Special Structural Adjustment Package for the South
West Forests Region of Western Australia

25.0

251

Portfolio total 25.0

25.0

25.1

TREASURY
Australian Securities and Investments Commission
Superannuation Complaints Tribunal =
Australian Taxation Office
Additional fuels sales grants in remote areas 5.0
Additional funding for the ATO to cover the
increased costs of administering the GST 141.0
Extension of Diesel and Alternative Fuels Sales
Grants Scheme 17.3
Department of the Treasury
Inquiry into charitable and related organisations

5.0

17.7

5.0

18.0

Portfolio total 163.3

22.7

23.0

VETERANS' AFFAIRS
Department of Veterans' Affairs
New Community Pharmacy Agreement -2.9

-4.1

-5.2

-6.4

Portfolio total -2.9

-4.1

-5.2

-6.4

Total expense measures 321.1

254.1

297.1

257.8

(a) All funding for this measure, including funding for the Agriculture, fisheries and Forestry portfolio, is

listed under the Environment and Heritage portfolio.
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Appendix B: Net Capital Investment Measures

Table B1: Net capital investment measures since the 2000-01 MYEFO

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

AGRICULTURE, FISHERIES AND FORESTRY

Department of Agriculture, Fisheries and Forestry
Pricing review of the Department of Agriculture,
Fisheries and Forestry = - - -

Portfolio total = - - -

ATTORNEY-GENERAL'S

Attorney General's Department
Improving security within the Australian
intelligence community - - - -
Protection of the National Information
Infrastructure - - - -

Australian Customs Service
Australia’s response to Foot and Mouth Disease and
other quarantine risks 5.8 -0.9 -0.9 -0.9

Australian Federal Police
Protection of the National Information
Infrastructure - - - -

Australian Security Intelligence Organisation
Improving security within the Australian
intelligence community 1.3 0.1 - -
Protection of the National Information
Infrastructure = - - -

Portfolio total 7.1 -0.8 -0.9 -0.9

COMMUNICATIONS, INFORMATION TECHNOLOGY
AND THE ARTS
Australian Broadcasting Corporation
Australian Broadcasting Commission -
East Perth building works 16.0 -0.4 -0.4 -0.4

Department of Communications, Information Technology
and the Arts
Deferral of the further sale of the Commonwealth's
shareholding of Telstra Corporation = - - -

National Gallery of Australia
National Gallery of Australia Building
refurbishment and enhancement 4.8 30.0 7.9 0.2

Portfolio total 20.8 29.6 7.5 -0.2
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Table B1: Net capital investment measures since the 2000-01 MYEFO
(continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

CROSS PORTFOLIO
Revision to the Capital Use Charge = - - -

Portfolio total = - - -

DEFENCE
Department of Defence
Defence asset sales -263.2 -213.7 -109.9 -147.8
Improving security within the Australian
intelligence community = - - -
Protection of the National Information
Infrastructure 0.1 - - -

Portfolio total -263.1 -213.7 -109.9 -147.8

EMPLOYMENT, WORKPLACE RELATIONS
AND SMALL BUSINESS
Equal Opportunity for Women in the Workplace Agency
Equal Opportunity for Women in the Workplace Agency
on-line Services 0.7 0.5 - -

Portfolio total 0.7 0.5 - -

ENVIRONMENT AND HERITAGE

Great Barrier Reef Marine Park Authority
Townsville Aquarium - Reef Headquarters 3.1 - - -

Portfolio total 3.1 - - -

FAMILY AND COMMUNITY SERVICES
Department of Family and Community Services

Help to Participate 5.8 -0.6 -0.6 -0.6
Helping Parents Return to Work 10.0 -0.3 -1.1 -1.1
Portfolio total 15.8 -0.9 -1.7 -1.7

FINANCE AND ADMINISTRATION
Department of Finance and Administration
Construction of new chancery facilities in Colombo
and New Delhi 2.0 7.7 11.5 3.4
Office of Asset Sales and Commercial Support
Sale of Sydney Airports Corporation Limited = - - -

Portfolio total 2.0 7.7 11.5 34

FOREIGN AFFAIRS AND TRADE

Australian Secret Intelligence Service
Improving security within the Australian
intelligence community 2.0 2.1 2.1 2.1
Department of Foreign Affairs and Trade
Replacement of Secure Diplomatic Communications
Network 16.0 14.0 5.9

Portfolio total 18.0 16.1 8.0 2.1

6-84



Table B1: Net capital investment measures since the 2000-01 MYEFO
(continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

CROSS PORTFOLIO
Revision to the Capital Use Charge = - - -

Portfolio total = - - -

DEFENCE
Department of Defence
Defence asset sales -263.2 -213.7 -109.9 -147.8
Improving security within the Australian
intelligence community = - - -
Protection of the National Information
Infrastructure 0.1 -

Portfolio total -263.1 -213.7 -109.9 -147.8

EMPLOYMENT, WORKPLACE RELATIONS
AND SMALL BUSINESS
Equal Opportunity for Women in the Workplace Agency
Equal Opportunity for Women in the Workplace Agency
on-line Services 0.7 0.5 - -

Portfolio total 0.7 0.5 - -

ENVIRONMENT AND HERITAGE

Great Barrier Reef Marine Park Authority
Townsville Aquarium - Reef Headquarters 3.1 - - -

Portfolio total 3.1 - R N

FAMILY AND COMMUNITY SERVICES
Department of Family and Community Services

Help to Participate 5.8 -0.6 -0.6 -0.6
Helping Parents Return to Work 10.0 -0.3 -1.1 -1.1
Portfolio total 15.8 -0.9 -1.7 -1.7

FINANCE AND ADMINISTRATION
Department of Finance and Administration
Construction of new chancery facilities in Colombo
and New Delhi 2.0 7.7 11.5 3.4
Office of Asset Sales and Commercial Support
Sale of Sydney Airports Corporation Limited = -

Portfolio total 2.0 7.7 11.5 3.4

FOREIGN AFFAIRS AND TRADE

Australian Secret Intelligence Service
Improving security within the Australian
intelligence community 2.0 2.1 2.1 2.1
Department of Foreign Affairs and Trade
Replacement of Secure Diplomatic Communications
Network 16.0 14.0 5.9

Portfolio total 18.0 16.1 8.0 2.1
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Table B1: Net capital investment measures since the 2000-01 MYEFO
(continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

HEALTH AND AGED CARE
Department of Health and Aged Care
HealthConnect - a health information network for
Australia - development phase 0.2 - - -
Health Insurance Commission
Investment to upgrade the Health Insurance
Commission technical infrastructure to improve
service 15.0 32.0 52.0 14.1

Portfolio total 15.2 32.0 52.0 14.1

IMMIGRATION AND MULTICULTURAL AFFAIRS

Department of Immigration and Multicultural Affairs
New social security arrangements between Australia

and New Zealand 0.8 -0.2 -0.7 -0.7
Unauthorised boat arrivals - review of processing

and detention arrangements 0.7 -1.4 -1.4 -1.4

Portfolio total 1.5 -1.5 -2.1 -2.1

INDUSTRY, SCIENCE AND RESOURCES

Commonwealth Scientific and Industrial Research Organisation
Support for the commercialisation of production
technology in the light metals sector 32.8 17.1 -0.4 -0.8

Portfolio total 32.8 17.1 -0.4 -0.8

PRIME MINISTER AND CABINET

Office of National Assessments
Improving security within the Australian
intelligence community 0.4 0.1 0.1 0.1

Portfolio total 0.4 0.1 0.1 0.1

TRANSPORT AND REGIONAL SERVICES
Australian Maritime Safety Authority

Improvements in Search and Rescue Arrangements 1.7 - - -
Civil Aviation Safety Authority
Aviation industry compliance 3.3 3.3 3.3 1.9

Department of Transport and Regional Services
Australian Rail Track Corporation - equity funding = - - -

National Capital Authority

Commonwealth Place 5.0 - - -
Portfolio total 10.0 3.3 3.3 1.9
TREASURY

Australian Bureau of Statistics
Fitout of the Australian Bureau of
Statistics new national office building - - - -

Portfolio total = - - -
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Table B1: Net capital investment measures since the 2000-01 MYEFO
(continued)

2001-02 2002-03 2003-04 2004-05
$m $m $m $m

VETERANS' AFFAIRS
Department of Veterans' Affairs

Output Pricing Review - Conversion of Loan to Equity -0.3 -0.1 - -
Output Pricing Review - Review of efficient delivery
of Outputs = - - -
Reduce overpayments and improve debt recovery = - - -0.1
Portfolio total -0.3 -0.1 - -0.1
Total capital measures -135.8 -110.7 -32.5 -131.8
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Table B2: Net capital investment measures up to the 2000-01 MYEFO

ATTORNEY-GENERAL'S
High Court of Australia

Additional funding for the High Court
Portfolio total

DEFENCE
Department of Defence

Loan to the Defence Housing Authority
Portfolio total

FINANCE AND ADMINISTRATION
Office of Asset Sales and Information Technology
Outsourcing
Sale of shares in Essendon Airport Limited
Portfolio total

INDUSTRY, SCIENCE AND RESOURCES

Department of Industry, Science and Resources
Divestment of Commonwealth interest in Australian

Technology Group Limited

Portfolio total

TRANSPORT AND REGIONAL SERVICES

National Capital Authority
National Emergency Services Memorial
Reconciliation Place

Portfolio total

Total capital measures

2001-02 2002-03 2003-04 2004-05

$m

$m $m $m

0.9
4.8

5.7

5.7
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Appendix C: Expenses Statistics

Table C1: Estimates of Commonwealth general government expenses by

function and sub-function

General public services
Legislative and executive affairs
Financial and fiscal affairs

Foreign economic aid

General research

General services

Government superannuation benefits
Total general public services

Defence

Public order and safety
Courts and legal services

Other Public order and safety
Total public order and safety

Education

Higher education

Vocational and other education
Non-government schools
Government schools

Schools

Student assistance

General administration

School education - specific funding

Total education

Health
Medical services and benefits
Hospital services
Health care agreements
Hospital services and health care agreements
Pharmaceutical services and benefits
Aboriginal and Torres Strait Islander health
Health services
Other health services
Other health services
General administration
Health assistance to the aged (a)
Total health

Social security and welfare

Assistance to the aged (a)

Assistance to veterans and dependants

Assistance to people with disabilities

Assistance to families with children
Assistance to the unemployed
Assistance to the sick

Estimates Projections
2000-01 2001-02  2002-03 2003-04 2004-05
$m $m $m $m $m
695 786 687 686 788
3,066 2,937 2,609 2,581 2,652
2,021 1,996 2,118 2,102 2,132
1,568 1,641 1,784 1,950 2,072
575 531 530 539 537
1,477 1,558 1,488 1,553 1,505
9,402 9,449 9,217 9,410 9,685
11,599 12,212 13,072 13,725 14,407
481 515 555 563 569
1,111 1,178 1,122 1,106 1,092
1,592 1,693 1,677 1,669 1,661
3,823 3,888 4,035 4,141 4,233
1,157 1,238 1,296 1,366 1,397
3,359 3,605 3,886 4,217 4,484
1,949 2,039 2,122 2,226 2,344
5307 5,645 6,008 6,444 6,828
558 549 564 583 595
43 41 41 42 43
109 114 133 119 119
10,998 11,474 12,076 12,694 13,215
10,375 10,884 11,590 12,110 12,717
1,270 1,315 1,332 1,258 1,261
6,341 6,691 7,090 7,474 7,921
7,611 8006 8422 8732 9,182
4,729 5,085 5,610 6,149 6,675
179 203 226 252 259
484 509 520 534 601
770 986 1,025 1,055 1,040
1,254 1,495 1,544 1,589 1,641
953 1,078 1,091 1,105 1,112
61 62 61 65 69
25,162 26,812 28,545 30,002 31,655
25,489 24,078 25,503 26,838 28,112
5,566 5,426 5,516 5,588 5,571
7,322 7,834 8,143 8,632 9,033
17,788 18,730 19,247 19,761 20,323
5,762 5,983 5,901 5,746 5,730
94 93 93 95 97
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Table C1: Estimates of Commonwealth general government expenses by
function and sub-function (continued)

Estimates Projections
2000-01 2001-02  2002-03 2003-04 2004-05
$m $m $m $m $m
Social security and welfare (continued)
Assistance to the unemployed and the sick 5,856 6,077 5,993 5841 5827
Common youth allowance 2,097 2,259 2,324 2,389 2,422
Other welfare programmes 282 314 354 384 403
Aboriginal advancement nec 1,181 1,299 1,347 1,393 1,428
General administration 2,107 2,182 2,313 2,283 2,255
Total social security and welfare 67,688 68,198 70,739 73,108 75,374
Housing and community amenities
Housing 1,292 1,383 1,302 1,214 1,209
Urban and regional development 67 88 71 58 27
Environment protection(b) 452 463 392 409 362
Total housing and community amenities 1,811 1,934 1,766 1,681 1,598
Recreation and culture
Broadcasting 935 975 994 1,009 1,033
Arts and cultural heritage 834 685 629 619 603
Sport and recreation 209 141 144 204 178
National estate and parks(b) 172 155 126 140 141
Total recreation and culture 2,150 1,957 1,892 1,973 1,956
Fuel and energy 2,729 2,987 3,066 3,128 3,166
Agriculture, forestry and fishing
Wool industry 183 70 72 78 79
Grains industry 112 111 112 112 112
Dairy industry 294 271 274 274 256
Cattle, sheep and pig industry 131 103 102 101 94
Fishing, horticulture and other agriculture 144 119 125 129 136
General assistance not allocated to
specific industries 296 342 333 339 339
Rural assistance 303 190 130 139 30
Natural resources development(b) 360 407 461 436 413
General administration 101 119 116 119 121
Total agriculture, forestry and fishing 1,924 1,733 1,725 1,726 1,579
Mining and mineral resources
(other than fuels), manufacturing 881 1,062 1,054 1,058 995
and construction
Transport and communication
Communication 252 453 396 256 159
Rail transport 156 135 6 9 0
Air transport 151 156 130 125 104
Road transport 1,067 1,460 1,409 1,319 1,183
Sea transport 193 182 159 161 163
Other transport and communication 139 145 140 138 141
Total transport and communication 1,959 2,530 2,238 2,008 1,750
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Table C1: Estimates of Commonwealth general government expenses by
function and sub-function (continued)

Estimates Projections
2000-01 2002-03
$m $m $m $m $m

Other economic affairs
Tourism and area promotion 130 129 112 114 116

Vocational and Industry training 391 413 440 441 459

Labour market assistance to job seekers 1,508 1,605 1,718 1,773 1,820

and industry

Industrial relations 166 185 181 140 141

Immigration 680 642 652 652 665
Total Labour and Employment Aftairs 2,745 2,845 2,992 3,007 3,086
Other Economic Affairs nec 438 440 415 413 417
Total other economic affairs 3,312 3,414 3,520 3,534 3,619
Other purposes
Interest on Commonwealth behalf 5,619 5,061 4,849 4,366 3,996

Interest on behalf of States and Territories 53 38 32 20 11

Interest received on Commonwealth stock 0 0 0 0 0
Public debt interest 5672 5,098 4,880 4,386 4,007
Nominal Superannuation Interest 4,480 4,287 4,454 4,609 4,594

General revenue assistance -

States and Territories 3,432 3,174 2,294 1,699 1,208
General capital assistance -

States and Territories 0 0 0 0 0
Debt assistance 0 0 0 0 0
Local government assistance 1,330 1,374 1,425 1,475 1,528
Revenue assistance to the

States and Territories 139 148 151 155 159
Assistance to other governments 494 285 262 238 232

General purpose inter-government transactions 5395 4,981 4132 3,567 3,127
Natural disaster relief 116 101 81 81 81
Contingency reserve(b) 670 919 2,680 4,541 6,274
Asset sales 34 33 0 218 218
Total other purposes 16,367 15,419 16,226 17,402 18,300
Total expenses 157,573 160,875 166,813 173,117 178,959

(@) Expenses for assistance to the aged have been reclassified from Health to Social security and welfare.

(b) The estimates for the extension of the NHT, whilst formally in Contingency Reserve expenses, have
been allocated to the Housing and community amenities, Recreation and culture and Agriculture,
forestry and fishing functions in Statement 6.
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Table C2: Estimates of Commonwealth general government expenses by
economic type

2000-01 2001-02 2002-03 2003-04 2004-05

$m $m $m $m $m
GFS expenses
Gross operating expenses
Depreciation 1,418 1,441 1,513 1,578 1,581
Superannuation 1,477 1,558 1,488 1,553 1,505
Salaries and wages 9,038 9,380 9,357 9,489 9,856
Payments for supply of goods and services 34,143 35,721 37,190 38,998 40,657
Other operating expenses 1,892 2,077 2,217 2,271 2,184
Total gross operating expenses 47,968 50,177 51,765 53,890 55,782
Other expenses
Nominal superannuation interest expense 4,480 4,287 4,454 4,609 4,594
Other interest expenses 5,984 5,385 5,169 4,674 4,292
Other property expenses 0 0 0 0 0
Total other expenses 10,464 9,672 9,623 9,283 8,885
Current transfers
Grant expenses 31,601 32,398 32,857 33,562 34,060
Subsidy expenses 3,579 3,902 4,102 4,186 4,257
Personal benefit payments in cash 61,036 61,412 65,450 69,354 73,117
Other current transfers 0 0 0 0 0
Total current transfers 96,216 97,713 102,409 107,102 111,433
Capital transfers 2,925 3,314 3,017 2,842 2,858
Total GFS expenses 157,573 160,875 166,813 173,117 178,959
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STATEMENT 7: BUDGET FUNDING

The Government’s net debt reduction programme, which commenced in 1996, will
continue in 2001-02.

NET FUNDING REQUIREMENT

Commonwealth general government net debt is expected to be reduced by $5.1 billion
in the year ahead.

The Commonwealth has not borrowed, in net terms since 1995-96.

Aggregate net debt reduction since 1996-97, including the estimate for 2001-02, will
total around $60 billion. Trends in Commonwealth general government net debt are
discussed in Statement 2.

The surplus funds available to reduce debt (sometimes referred to as the negative net
funding requirement) are estimated to be $4.1 billion in 2001-02." This represents the
funds the Commonwealth has over and above what is required to meet its budget
obligations. Chart1 depicts the net funding requirement in recent years and that
projected for each year to 2004-05. The funds projected to be available to reduce net
debt over the period 2001-02 to 2004-05 total over $40 billion.

Chart 1: Net funding requirement
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1 This amount differs from the estimated fall in Commonwealth general government net debt,
as the latter measure incorporates components such as net non-equity policy advances (such
as the Higher Education Contribution Scheme) and the revaluation of selected financial
assets and liabilities.



Consistent with the approach of recent years, the reduction in net debt will continue to
be managed in line with the objective of maintaining the viability of the
Commonwealth Government Securities (CGS) market and its supporting
infrastructure. CGS outstandings will be maintained at levels consistent with this
objective.

Maintenance of a liquid and efficient CGS market offers a number of advantages,
including supporting the continued growth and development of domestic capital
markets. This objective is also consistent with the Government’s commitment to the
further development of Australia as a centre for global financial services.

Surplus budget proceeds not applied to the redemption of CGS will continue to be
held as financial assets.

DEBT ISSUANCE PROGRAMME

In line with the objective of maintaining a viable CGS market, a modest gross issuance
programme is planned for 2001-02. The programme will primarily focus on
maintenance of the length and efficiency of the yield curve and the build up and
maintenance of liquidity in key benchmark stocks.

One further tender of Treasury Bonds is expected to be conducted prior to the end of
the current financial year. Gross new Treasury Bond issuance is expected to be around
$2 billion to $3 billion in 2001-02. As has been the case in recent years, issuance is
expected to be weighted to the long-end of the curve.

A tender for the issue of $75 million of Treasury Indexed Bonds is planned for
24 May 2001. Indexed issuance of $200 million is planned for 2001-02. Further details
concerning indexed issuance, including expected dates for the conduct of indexed
bond tenders in 2001-02, will be announced prior to the start of the new financial year.

Treasury Notes will continue to be issued primarily to fund within-year mismatches in
expenditure and receipts.
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STATEMENT 8: TRENDS IN PUBLIC SECTOR
FINANCES

This statement examines trends in finances for the Commonwealth, State/local levels of
government and the consolidated public sector and therefore provides a broader context
in which to consider developments in the Commonwealth’s Budget.

Introduction

The information in this statement is presented in line with the Australian Bureau of
Statistics (ABS) Government Finance Statistics (GFS) reporting framework for the
public sector.

Data are presented both by level of government and institutional sector. ‘Level of
government’ refers to the distinction between the Commonwealth and State/local
governments. When combined the Commonwealth, State/local governments and
universities are referred to as the ‘consolidated government’. Figure 1 shows the
institutional structure of the public sector.

Figure 1: Institutional structure of the Public Sector

Total Public Sector

Public Financial Total Non-Financial
Corporations Public Sector

(Includes Reserve Bank and
other borrowing authorities)

General Government Public Non-Financial
Sector Corporations

(Government departments and agencies  (Provide goods and services to consumers
that provide non-market public services on a commercial basis, are funded largely
and are funded through taxes) by the sale of these goods and services,
and are generally legally distinguishable
from the governments that own them)
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The non-financial public sector is comprised of the general government sector and
the public non-financial corporations sector.

The general government sector, through government departments and agencies,
provides public services that are mainly non-market in nature, and for the collective
consumption of the community, or involve the transfer or redistribution of income.
These services are largely financed through taxes and other compulsory levies,
although user charging and external funding have increased in recent years.

The public non-financial corporations (PNFC) sector comprises bodies that provide
goods and services that are mainly market, non-regulatory and non-financial in nature,
financed predominantly through sales to the consumers of these goods and services.
In general, PNFCs are legally distinguishable from the governments that own them.

Public financial corporations (PFCs) are public sector bodies that engage in financial
intermediation services or auxiliary financial services. They are able to incur financial
liabilities on their own account (such as taking deposits, issuing securities or providing
insurance services). This sector includes the Reserve Bank of Australia (RBA) and other
central borrowing authorities. Information on PFCs is not included in this statement as
PFCs undertake financial intermediation, which is a fundamentally different function
from that performed by other public entities. Jurisdictions are only required to report
PFC information in their outcome statements.

Commonwealth, State and Territory governments present common fiscal information
in their budget reports as required by the Accrual Uniform Presentation
Framework (UPF), agreed by the Australian Loan Council in March 2000. The majority
of States and Territories now report on an accrual UPF basis, while the remaining
jurisdictions have until the 2002-03 budget year to make the transition from cash UPF
reporting.

The Commonwealth revenue, outlays and expenses measures included in this
Statement differ from ABS GFS measures in treating goods and services tax (GST)
collections by the Australian Taxation Office (ATO) as State tax revenue rather than
Commonwealth tax revenue paid to the States as grants. This approach reflects the
clear policy intent of the Intergovernmental Agreement on Commonwealth-State Financial
Arrangements, which is that the GST is a State tax collected by the Commonwealth in an
agency capacity. The Commonwealth has no discretion as to the expenditure of GST
collections, with all revenue passed to the States. However, because the GST is levied
by the Commonwealth for constitutional reasons, the ABS, on a technical view, regards
it as Commonwealth revenue. The Commonwealth accrual UPF tables presented in
Statement 9 are presented on a basis that is consistent with the ABS GFS standards,
including the classification of GST revenue.

This Statement looks at recent trends in Commonwealth and State/local accrual
measures (including revenue, expenses and fiscal balance), cash measures (such as
outlays, revenue and cash surplus), and balance sheet measures (such as net debt and
net worth).



Appendix A of this statement outlines the size and structure of the non-financial public
sector, including the relative contributions of the Commonwealth and State/local
governments. Appendix B provides Commonwealth and State/local historical data on
revenue, outlays, cash surplus, net interest outlays and net debt.



Fiscal balance

This section looks at fiscal balance data for the Commonwealth and State/local
non-financial public sectors, including medium term projections for the
Commonwealth general government sector.

Concept

Fiscal balance, or GFS net lending, represents the gap between government savings
and investment. It measures a government’s net call on other sectors of the economy,
and approximates a government’s contribution to the current account deficit.

Fiscal balance includes net capital expenditure, but not the use of
capital (depreciation). The fiscal balance is a good measure of the impact of a
government's budget on the economy because it includes the full amount of
investment by a government in a given period.

Data

As not all States and Territories have made the transition to accrual accounting, fiscal
balance data for the consolidated public non-financial corporations and non-financial
public sector are currently available for 1998-99 through 2000-01, while consolidated
general government data is available through 2001-02. Tables 1, 2 and 3 show general
government, public non-financial corporations and non-financial public fiscal balance
data respectively by level of government.

Trends

The Commonwealth general government fiscal balance is expected to move from a
surplus of 0.8 per cent of gross domestic product (GDP) in 2000-01 to a deficit of
0.1 per cent of GDP in 2001-02, and to return to surplus in 2003-04. This is largely the
result of transitional issues associated with the move to the Pay As You Go (PAYG)
system which recognises some revenue as accruing in 2000-01 even though payments
by companies can be spread over 2% to 5 years.

The State/local general government sector is expected to have a small fiscal deficit
in 2000-01 and 2001-02 (although the latter estimate should be treated with some
caution as the majority of States and Territories have yet to bring down their 2001-02
budgets).

The consolidated PNFC sector is expected to be in a fiscal surplus position in 1999-2000
and 2000-01. The decrease in consolidated PNFC revenue and expenses as a share of
GDP in recent years is partly attributable to the privatisation of PNFCs by both the
Commonwealth and State/local governments.
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Table 1: General government fiscal balance by level of government (per cent of GDP)®

Commonwealth State/local Consolidated(b)

Revenue Expenses Fiscal balance(c) Revenue Expenses Fiscal balance(c) Revenue Expenses Fiscal balance(c)
1996-97 26.6 27.4 -0.8 na na na na na na
1997-98 26.0 26.3 -0.3 na na na na na na
1998-99 25.5 24.6 0.6 18.3 17.4 0.4 38.1 36.2 1.0
1999-2000 26.3 24.4 2.1 17.8 16.9 0.3 38.5 35.5 2.4
2000-01(e) 24.0 23.4 0.8 17.4 17.0 -0.1 38.2 37.2 0.7
2001-02(e) 22.6 22.9 -0.1 16.8 16.4 -0.1 36.2 36.1 -0.2
2002-03(p) 22.1 22.4 -0.2 na na na na na na
2003-04(p) 22.2 219 0.3 na na na na na na
2004-05(p) 22.1 21.4 0.8 na na na na na na

(a) Data are sourced from the ABS 2000-01 Government Financial Estimates and Treasury estimates.
(b) Consolidated government includes Commonwealth and State/local governments and universities.

(c) The fiscal balance is equal to revenue less expenses less net capital investment which is not shown in this table.

(e) Estimates.
(p) Projections.
na Data not available.
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Table 2: Public non-financial corporations fiscal balance by level of government (per cent of GDP)®

Commonwealth State/local Consolidated(b)

Revenue Expenses  Fiscal balance(c) Revenue Expenses  Fiscal balance(c) Revenue Expenses  Fiscal balance(c)
1996-97 5.2 4.9 -0.1 na na na na na na
1997-98 5.2 4.8 0.4 na na na na na na
1998-99 4.7 4.4 -0.1 6.1 6.3 -0.6 10.8 10.7 -0.7
1999-2000 4.0 3.7 0.2 5.5 5.3 0.4 9.5 9.0 0.6
2000-01(e) 4.1 3.3 0.5 5.0 4.9 0.0 9.1 8.3 0.5
2001-02(e) 3.9 3.2 0.6 na na na na na na

(a) Data are sourced from the ABS 2000-01 Government Financial Estimates and Treasury estimates.
(b) Consolidated government includes Commonwealth and State/local governments and universities.

(c) The fiscal balance is equal to revenue less expenses less net capital investment which is not shown in this table.

(e) Estimates.
na Data not available.

Table 3: Non-financial public sector fiscal balance by level of government (per cent of GDP)®

Commonwealth State/local Consolidated(b)

Revenue Expenses  Fiscal balance(c) Revenue Expenses  Fiscal balance(c) Revenue Expenses  Fiscal balance(c)
1996-97 na na -0.9 na na na na na na
1997-98 na na 0.1 na na na na na na
1998-99 29.5 28.4 0.5 22.1 21.4 -0.2 45.9 44.0 0.3
1999-2000 29.8 27.4 2.3 21.4 20.2 0.7 45.4 41.7 3.0
2000-01(e) 27.4 26.1 1.3 20.6 20.1 -0.1 44.8 43.0 1.2
2001-02(e) 26.0 25.6 0.5 na na na na na na

(a) Data are sourced from the ABS 2000-01 Government Financial Estimates and Treasury estimates.

(b) Consolidated government includes Commonwealth and State/local governments and universities.

(c) The fiscal balance is equal to revenue less expenses less net capital investment which is not shown in this table.

(e) Estimates.
na Data not available.



Cash surplus

This section reviews trends in Commonwealth and State/local cash measures of
revenue, outlays and cash surplus.

Concept

The cash surplus is conceptually equivalent under a cash and an accrual framework
and provides a useful indication of a government’s need to call on financial markets to
meet its budget obligations. Under a cash GFS framework, a government’s cash
surplus is calculated as revenue less outlays, adjusted for net increase in provisions.
Under an accrual GFS framework, the cash surplus is calculated as net cash received
from operating activities plus net cash inflow from sales and purchases of
non-financial assets, adjusted for finance leases and similar arrangements.

There is more historical cash data available, hence this section provides a longer term
perspective than the previous section. Due to methodological and data-source changes
associated with the move to an accrual accounting framework, the surplus figures
contained in the cash flow statement are not directly comparable with the surplus
measures obtained under the cash GFS. In this section cash surpluses are calculated on
a cash GFS basis until 1997-98 and on a accrual GFS basis for 1998-99 onwards, except
where jurisdictions have yet to make the transition to accrual accounting.

Data

Data is sourced from the ABS 1997-98 Government Finance Statistics (Cat. No. 5512.0),
2000-01 Government Financial Estimates (Cat. No. 5501.0), jurisdictions’ 1999-2000
budget outcomes, 2000-01 mid year reports and 2001-02 budgets where available. For
those jurisdictions that have moved to accrual budget reporting, cash surplus data
from their cash flow statements are used. For these jurisdictions, cash revenues are
proxied by receipts from operating activities and sales of non-financial assets, and
outlays are proxied by payments for operating activities and purchases of
non-financial assets.

Following changes to the Australian National Accounts standards, the general
government surplus measures in this statement, from 1998-99 onwards, incorporate
net payments by the Commonwealth general government sector in respect of
accumulated PNFC superannuation liabilities. Payments prior to 1998-99 do not
incorporate these payments.

Trends in total non-financial public sector

The general government sector comprises the majority of the non-financial public
sector. The PNFC sector tends to be more important at the State/local level, where
most PNFCs are concentrated.

Chart 1 shows movements in the consolidated non-financial public sector surplus as a
share of GDP, and the relative contributions of the general government and PNFC
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sectors. Data for the consolidated public non-financial corporations and non-financial
public sector are only available through 2000-01, while general government data is
available through 2003-04.

Chart 1 illustrates that the non-financial public sector was generally in a deficit
position during the late 1980s and most of the 1990s. The deficit peaked at 4.3 per cent
of GDP in 1992-93 before moving into a surplus position in 1997-98. The deficit in
1998-99 is the result of one-off increases in State funding of superannuation liabilities.

Chart 1 also shows the declining importance of PNFCs to the non-financial public
sector surplus, with the privatisation of government businesses since the late 1980s.

Chart 1: Consolidated non-financial public sector cash surplus by sector
Per cent of GDP Per cent of GDP
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Chart 2 disaggregates by level of government the sectoral surpluses presented in
Chart 1. It shows the large contribution of past Commonwealth general government
cash deficits to the non-financial public sector cash deficit. It also illustrates the
improvement in the Commonwealth general government sector balance since 1992-93.
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Chart 2: Cash surplus by sector and level of government
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Chart 2 also shows the consolidated PNFC sector is close to balance in 1999-2000, and
likely to remain so in 2000-01 (the latest year for which data is currently available for
this sector). The State/local general government sector fell into deficit in 1998-99,
primarily because of several jurisdictions taking steps to fund previously unfunded
superannuation liabilities in this year.

Trends in general government sector

Due to its size, the general government sector is the appropriate focus for an
assessment of public sector revenues and outlays and is the sector through which
governments primarily affect the level of private sector activity.

Chart 3 shows trends in general government cash outlays and revenue at the
Commonwealth and State/local levels through 2000-01. Panel A shows the
countercylical relationship between Commonwealth outlays and cash revenues.
During economic downturns, such as in the early 1990s, outlays on transfer payments
rise and taxation revenues fall, with the reverse happening during periods of strong
economic growth. However, during the cyclical upturn following the early 1990s,
Commonwealth outlays were maintained at a high level of GDP while the low
inflation environment depressed the growth in revenue receipts, resulting in
significant deficits.

As shown in Panel A of Chart 2, the Commonwealth general government sector has
been in surplus since 1997-98, with a cash surplus of 0.3 per cent of GDP expected in
2000-01. Commonwealth outlays and revenue estimates in Chart3 are net of GST
revenue, and show a decline in 2000-01 with the introduction of The New Tax System.

State/local governments predominantly provide outlays in the form of services (such
as health and education) rather than income support, and are less sensitive to the
economic cycle than Commonwealth finances. Panel A of Chart 2 shows the sustained
improvement in State/local general government balances over the period 1991-92
to 1996-97, from a deficit of 1.0 per cent of GDP to a cash surplus of 0.6 per cent
of GDP. As shown in Panel B of Chart 3, this improvement largely reflected outlays’
restraint, helped by lower debt servicing charges, with State/local revenue broadly
stable as a share of GDP.

In 1998-99 the State/local general government sector recorded a cash deficit
of 0.5 per cent of GDP. This reflected the allocation by New South Wales and Victoria
of an additional $3.3 billion and $2.6 billion, respectively, to meeting their unfunded
superannuation liabilities. These augmented superannuation contributions increased
the States’ levels of current expenditure (and thus decreased their budget surpluses for
the year) by a corresponding amount. Without these one-off superannuation
payments, the State/local general government cash balance for 1998-99 would have
been a surplus of around 0.5 per cent of GDP.

The State/local general government sector is expected to be in surplus in 2000-01.
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Chart 3: General government revenue and outlays by level of government
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(a) Consolidated government includes Commonwealth and State/local governments and universities.
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Trends in public non-financial corporations

The PNFC sector is an important provider of economic infrastructure and contributes
significant revenue to the general government sector, mainly in the form of dividends.
State/local governments account for around 60 per cent of total PNFC sector outlays,
reflecting State responsibility for infrastructure and service provision in areas such as
electricity, gas, water and public transport.

During the 1980s the PNFC sector incurred significant deficits, with associated growth
in debt levels and interest costs. However, since the late 1980s there has been greater
emphasis on PNFC operating efficiency, profitability and market orientation and
governments have re-evaluated the appropriateness of continued public ownership of
many business enterprises.

PNFC privatisations over the last decade have occurred in two main sectors —
electricity and gas (such as Victoria’s and South Australia’s electricity assets), and
transport and communications (such as the partial sale of Telstra). Proceeds of asset
sales have largely been used to reduce, or contain the growth of, government net debt,
resulting in ongoing savings in public debt interest.

As shown in Chart 1 of this Statement, the PNFC sector has maintained a cash surplus

position through much of the 1990s. Following a small cash deficit in 1998-99, the
sector is projected to return to surplus in 1999-2000 and 2000-01.
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Net debt and net worth

NET DEBT

Concept

The concept of net debt is the same under cash and accrual-based financial reporting.
Net debt comprises the stock of selected gross financial liabilities less financial assets.
The stock of net debt is a common measure used to help judge the overall strength of
a jurisdiction’s fiscal position. High levels of net debt impose a call on future revenue
flows to service that debt.

A limitation of the net debt measure is that it does not include accrued employee
liabilities. In addition, net debt does not provide information on whether debt has been
incurred to finance fixed asset accumulation or current expenditure. This additional
information is important in gauging the strength of a government’s fiscal position as
well as the sustainability of policy.

Despite these limitations, net debt still provides useful information for examining the
soundness of a government’s fiscal position.

Data

In this section, net debt data prior to 1994-95 are sourced from the ABS 1998 Public
Sector Financial Assets and Liabilities publication (ABS Cat. No. 5513.0), data from
1994-95 to 1997-98 are from the ABS 1999-2000 Government Financial Estimates
publication (ABS Cat. No. 5501.0) and data for 1998-99 is from the ABS 2000-01
Government Financial Estimates. Net debt numbers for 1999-2000 are from jurisdictions
final budget outcomes, data for 2000-01 onwards are derived from jurisdictions’
2000-01 mid year reports and 2001-02 budgets where available.

Trends

Chart 4 shows non-financial public sector net debt as a percentage of GDP, and the
respective contributions of the general government and PNFC sectors, since the
late 1980s. Data for the consolidated public non-financial corporations and
non-financial public sector are only available through 2000-01, while general
government data is available through 2004-05 (general government data for 2001-02
to 2004-05 is provided in Table B4 in Appendix B).

Looking at Charts1 and 4 together indicates the broad relationship between cash
deficits and net debt levels. The financing of Commonwealth cash deficits resulted in a
substantial increase in general government net debt as a share of GDP over the early
1990s. Chart 4 also shows the decline in PNFC sector net debt as a share of GDP since
the late 1980s, reflecting lower levels of capital expenditure, improved efficiency and
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privatisations. This decline moderated the increase in non-financial public sector net
debt as a share of GDP in the first half of the 1990s.

The subsequent improvement in non-financial public sector net debt mainly reflects
lower net borrowing requirements for the Commonwealth and the application of
privatisation proceeds to debt retirement at both the Commonwealth and State/local
levels.

Chart 4: Consolidated government non-financial public sector
net debt by sector (as at end of financial year)
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General government net debt as a share of GDP is expected to decline further over the
projection period. Consolidated non-financial public sector net debt is estimated to
be 12 per cent of GDP in 2000-01, compared with the most recent peak of 34.7 per cent
in 1994-95.

Chart5 shows trends in net debt by sector and level of government. Most
Commonwealth net debt is held by the general government sector whereas almost all
State/local net debt is held in the PNFC sector.

As shown in Panel A of Chart5, Commonwealth general government net debt as a
share of GDP grew from low levels in the late 1980s to a peak of 18.9 per cent in
1995-96. Successive cash surpluses and asset sales (most notably the partial sale of
Telstra) have reduced Commonwealth general government sector net debt to an
expected 6.4 per cent of GDP in 2000-01.
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(a)

Chart 5: Non-financial public sector net debt by level of government

and sector (outstanding stock as at end of financial year)
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In contrast, State/local general government net debt grew only modestly in the early
1990s, and has since declined from a peak of 10.3 per cent in 1992-93 to around
0.2 per cent in 2000-01, as shown in Panel B. This improvement within the State/local
general government sector reflects both the impact of asset sales, and fiscal
consolidation during the second half of the 1990s. However, some individual States
continue to face substantial net debt burdens (see Budget Paper No.3 — Federal
Financial Relations for more information).

NET WORTH

Concept

The net worth measure provides a more comprehensive picture of a government’s
overall financial position than the net debt measure. Net worth incorporates a
government’s non-financial assets such as land and other fixed assets, as well as
certain financial assets and liabilities not captured by the net debt measure, most
notably accrued employee superannuation liabilities.

A limitation of the net debt measure is that the sale of physical assets decreases net
debt, with proceeds from sales increasing financial assets. Net worth recognises that
the increase in financial assets has been funded by a decrease in physical assets.

Data

As there are unresolved methodological issues involved in consolidating non-financial
public sector data and with some jurisdictions yet to make the transition to accrual
accounting this section presents consolidated general government net worth data
through 