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1989-90 BUDGET PAPERS

Budget Speech

No. 1 Budget Statements 1989-90
Contmns detailed mformmon on thc Budget figuring and measures,
an historical and exp y material on the broader
cconommic context.

No. 2 The Commonwealth Public Account 1989-90
Contains information relating to the Consolidated Revenue Fund
(including the Appropriation Bills Nos 1 and 2 and Appropriation
(Parliamentary Departments) Bill), the Loan Fund and the Trust
Fund,

No, 3 Portfolio Program Estimates 1989-90
Presents an analysis of appropriations, outlays and staffing for each
portfolio in program format, {t also provides information on running
costs and staffing by department and agency.,

No. 4 Commonweaith Financial Relations with other levels of Government

1989-90

Provides i ion on Cq Ith fi ial relations with the
States, Territories and local government, and on budget developments
in the State/local sector.

1989-90 BUDGET RELATED PAPERS

No. 1 Government Securities on Issue at 30 June 1989
Provides data on the structure and movement of securities of the
Commonwealth, the States and the Northern Territory.

No. 2 National Income and Expenditure 1988-89
Gives estimates of gross domestic product, gross. national expenditure
and national income for the last five years.

No. 3 Income Tax Statistics 1987-88 Income Year

Contains a summary of certain income tax data for individuals and
companies for the income year 1987-88,
No. 4 Australia’s Overseas Aid Program 1989-90
Details Australia's overseas aid programs.
No. 5 Commonwealth Capital Works Program 1989-90
Contains details of medium and major budget-funded capital works.
No. 6 Women's Budget Statement 1989-90
An assessment of the impact on women of the 1989-90 Budget.
No. 7 Portfolio Explanatory Notes
19 Volumes—Presents details of 1988-89 expenditure and estimates.
for 1989-90 on a program basis and relates. these figures ta program.
performance.

No. 8 Towards a Fairer Australia: Social Justice Budget Statement 1989-90
Contains a summary of 1989-90 Budget measures relating to social
justice.

9 Towards Social Justice for Young Australians
Contains a summary of 1989-90 Budget social justice measures for
young Australians.

10 Science and Technology Budget Statement 1989-90
Outlines Commonwealth support for science and technology with a
particular focus on major C ith and
programs supporting research-related activities.

Report of the Auditor-General

A report on the Financial Statements prepared by the Minister for
ananee for the year ended 30 June 1989.
(This d is to be released in ber 1989).
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Notes:

(a) Figures in tables and, generally in the text, have been rounded.
Dnscrepancm in l&blﬁ between totals and sums of components are
due to hanges in all tables are based on the
underlying um'ounded amounts and not the rounded amounts.

(b) In the tables showing revenue, the sign in front of the ‘change’
reflects the impact of the change on the aggregate concerned. For
Statement 3, however, see the style. convention notes on page 3.2.

(c) For the budget belance, a negative sign indicates a deficit while no
sign indicates a surplus.

(d) The following notations are used:

NEC/nec  not elsewhere classified

nil
. not zero, but rounded to zero
n.a. not applicable (unless otherwise defined)
Sm $ million
sb $ billion
% per cent

Budgex Statements 198889 is one of a serics of Budget Papers, the purpose of
which is to provxde information supplementary to that in the Budget Speech. A full
list of the series is printed on the inside cover of this Paper,

STATEMENT 1—SUMMARY OF THE 1989-90 BUDGET
The budget surplus for 1989-90 is esti d at $9122m, compared with $5899m in
1988-89. This will be the third consecutive budget surplus and only the third surplus in
the more than thirty five years for which comparable records are available.
The major budget aggregates for 1989-90, together with comparable figures for
1988-89, are:

1988-89 1989-90
Actoal Change on 1987-88  EHstimate Change on 1988-89
Sm $m % Sm $m %
Outlays . ... . 0. 82128 3364 43 86753 4625 5.6
Revenue ~
TR o v oo e e 83252 8355 112 91325 8073 9.7
NonTax . . . . .... 4775 -1 157 -19.5 4550 225 47
Total . ... ... 88027 7198 89 95875 7848 89
Balance .« .o« . .. 5899 3 835 9122 3223

Total outlays are estimated to increase by 5.6% in nominal terms in 1989-90.

- On the basis of the forecast increase of about 6'/4% in the price deflator for
non-farm GDP, total rea! outlays are estimated to decline by 0.6%, the fourth
consecutive real decline.

« This will represent a cumulative decline in real terms of 8.1% over the past four
years.

+ Asapercentage of GDP, outlays are expected to decline to 23.7% in 1989-90 and
t0 22.0% by 1992-93, the lowest level since the mid-1960s.

Details of the 1989-90 outlay estimates, the forward estimates for the period 1990-91 to
1992-93, the 1988--89 outcome and an historical overview are provided in Statement 3.

Total budget is estil dtoi by 8.9% in nominal terms and by 2.5%
in real terms, Details of the 1989-90 revenue estimates, the 1988-89 outcome and an
historical overview are provided in Statement 4.

With the Budget continuing to be in a substantial surplus, the. ratio of the
Commonwealth budget sector’s total gross debt outstanding to GDP is expected to be
about 13% at end-June 1990, compared with the recent peak of 26.8% at end-June 1986,
Expected debt repayment and financing transactions in 1989-90 are discussed in Part IV
of Statement 2, with more detailed information and an historical overview being
provided in Statement 5.

The 1989-90 Commonwealth budget aggregates and the Australian public sector’s
net borrowing requirement (net PSBR), all exp asap ge of fi GDP,
along with comparable data for recent years, are:

1986-87  1987-88 1988-89  1989-90

Estimate
% of GDP

Outlays .+« v v o v v v s v i 287 6.5 245 237
Revenue—

B 252 252 248 250

Total, o v v« v e e ey 217 272 262 262

Balanee ... ... ..o -1.0 07 18 25

NetPSBR . . . ..o v v v vian oo 3.5 04 -1.0 ~1.2

The net PSBR moved into surplus in 1988-89, for the first time in the almost thirty
years for which comparable data are available. The surplus in the net PSBR is expected
to increase further in 1989-90. Further details regarding the public sector as a whole are
provided in Statement 6.
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PART I: RECENT DEVELOPMENTS

World production and trade continued to expand strongly over the past year.
The industrial countries are now in their seventh year of uninterrupted expansion
since the recession of the carly 1980s, Employment has been growing and unem-
ployment falling. Inflation rates have declined over much of that period, although
they have crept up recently in a number of countrics, Profits have been healthy
and investment has been pamcularly buoyant. Market conditions for Australia’s
exports. i

Within Australia, the dominant economic development in 1988-89 was the
exceptionally strong growth of pnvate sector spcndmg—thc strongcst, in fact, since
the 1960s. That strength largely reflected the p in profitability
and business confidence, the further sharp improvement in the terms of trade and

yclical forces (especially in the -building sector). Notwithstanding much tighter
fiscal policy, private spending was also boosted by the lagged effects of lower
interest rates during 1987, particularly in the wake of the stock market decline. The
combined cffect of all these forces produced rapld growth in busmws and dwelling
investment and, through strong growth in employment and disp i more
buoyant consumer demand.

The response of domestic production appears to have been limited, largely
because the economy was. operating at high rates of capacity utilisation, Demand
absorbed potential exports and spilt over into imports, widening the current account
deficit iderably (notwith ding the terms of trade improvement). Australia’s
net external liabilities remained broadly steady relative to GDP. Excess demand
pressures also contributed to the stalling of the downward trend in price inflation
which had been evident since the December quarter 1986, and to considerable
strains in: the: labour market. Unemployment fell to its lowest level since. 1981-82
and overtime rose to near the historically high. levels recorded in 1973-74,

The medium-term- thrust of economxc policies. was malntamed A further tlght-
ening in fiscal policy lidated the progress in inating, and' now reversing,
the public sector’s net borrowing, while: wage restraint withstood growing labour
market pressures, underpinning continued hxgh levels of profitability and business

t. Further progress was achieved in structural reforms, notably in estab-
lishing the process of award restructuring and. fostering changes in domestic trans-
portation.

In conformity' with- this overall strategy, policies over the past year have
responded specifically to the strength of domestic demand. Fiscal policy and,
especially, monetary policy were ughtened during the course of 1988-89 and a

B Ly

wage/tax/transfer pack designed to reinforce wage restraint was initiated in mid-
1988 and concluded in April 1989, An i mcreasmg number of indicators suggest that
these measures. will bring about. the intended slowing in d d. in the period

ahead. The. lags are such, however, that inflation and the current account deficit
are likely to remain. uncomfortably high in 1989-90 as a whole, aithough improved
trends can be expected to be well established as the year progrm For some time
yet, policy will. need: to inue to be di d g a slowing in
demand combined with a shift of production to net exports.
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INTERNATIONAL ECONOMIC CONDITIONS

The lengthy period of strong growth and relatively low inflation in the industrial ]
countries can be attributed to a number of factors, including sustained wage -
moderation and strong business investment. Greater efforts by many countries to 12
set and pursuc cconomic policies in a medium-term fr ork have also been
important. ] =

Although major international imbalances persist, there has been a widespread k °
reduction of large fiscal deficits. Generally cautious monetary policy has helped to =
restrain inflationary pressures, notwithstanding the leeway granted by monetary ~ 2
authorities after the 1987 stockmarket decline. Structural reforms (especially finan- §. 1 -
cial market liberalisation, tax reform and greater public sector efficiency) have been 18

important in enhancing the flexibility of economies and casing constraints on output,
although. progress in this area has been uneven. (Little progress has been made, for
example, in reducing the costs. and inefficiencies of agricultural policies,) These
factors, together with nominal wage restraint in many OECD economies, the
absence of major economic disturbances and lower real oil prices, have contributed
over the period to sustained profitability, strong private sector confidence and
investment. The volume of private non-residential investment in OECD countries
increased at an annual rate of around 7 per cent in the five yeass to 1988, compared
with less than 2 per cent in the previous five years.
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Real GNP in the OECD rose by 4.1 per cent in 1988, Activity was strong in
the second half of 1988 and the first half of 1989 (Chart 1, Panel A), but signs are
now emerging of moderation in the pace of expansion in some countries, including

lgﬁl 1821

the United States.

Growth among the developing countries was again uneven in 1988, Economic
activity in countrics facing high debt-servicing burdens remained sluggish. Efforts
are continuing to be made to help to. case debt servicing burdens, reduce negative
transfers and produce more ble new fi ing requirements. These efforts,
however, will be frustrated without inued world it pansion and k
liberalisation of market access for developing countries’ exports, as well as sound i
domestic policies in the debtor countries,

The newly industrialising economies of Asia—Korea, Taiwan, Hong Kong and ¥
Singapore—and China (which, together with the larger OECD countries, comprise
Australia’s major trading partners) maintained strong, growth rates in 1988, when
their. combined real GNP increased by around 10 per cent. Activity in those

countries may now slow a. little, in part reflecting less buoyant demand in the
industrial countries.

Inflationary. pressures. emerged as a significant. concern over the past year. The
rate of increase in prices (as measured by the OECD area private consumption
deflator), which: fell from 10.5 per cent in 1980 to a low of 2.7 per cent in 1986,
has picked up again, reaching an estimated 4+ per cent in the first half of 1989
(Chart 1, Panel B). Strong demand, associated high capacity utilisation rates and
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tightening labour market conditions in most OECD countries have contributed to i
these pressures. Labour costs began to accelerate in 1988 in several OECD countries,
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notably the United States, Italy and the United Kingdom. Buoyant industrial
demand contributed to higher non-oil commodity prices. Higher oil consumption
and renewed OPEC unity were factors behind a strong recovery in the world price
of oil, with spot prices rising from a low of $US12.10 per barrel in October 1988
to $US17.55 per barrel in June 1989,

Firmer monetary policy settings were put in place over the past year in response
to this [ift in inflationary pressures. The United States monetary authorities began
to increase short-term rates in May 1988; those rates had risen by around
3 percentage points by March 1989, but have cased a little since then as signs of
slowing in the economy have emerged. Increases were recorded in many other
OECD countries—generally a little later than in the United States—notably the
United Kingdom, where rates increased quite sharply in the second half of 1988
(Chart 1, Panel D). Higher interest rates overseas have added to pressures for the
maintenance of higher rates in Australia.

Earlier policy and exchange rate adjustments contributed to reductions in the
current account imbalances of the United States, Japan and Germany after 1986,
However, little further progress has been made over the past twelve months
(Chart [, Panel C).

The large current have persisted without severe financial or
foreign exchange market disruption for longer than many observers thought possible.
Financial deregulation and the associated increased depth in world capital markets
have facilitated accommodating capital flows. Nevertheless, current account posi-
tions that are symptomatic of serious underlying domestic imbalances—as in the
case of countries with large fiscal deficits or excess domestic demand—need to be
addressed through domestic corrections. Unless they are, there remains potential fqr
disruptive adjustments in financial markets, as well as in international trade flows;

The general government fiscal deficit in the United States has declined as a
percentage of GNP, from almost 4 per cent in 1983 to about 2 per cent now.
Further gradual reduction could be expected to contribute to sustaining the current
expansion. In the United Kingdom, as in Australia, excess domestic demand has
contributed importantly to the widening in that country’s current account deficit,
despite the existence of a large fiscal surplus.

Cooperation among the larger industrial countries on economic policy—predom-
inantly with exchange rates in mind—has continued over the past year. This appears
to have contributed to greater private sector confidence than might otherwise have
occurred: Sentiment towards the US dollar has improved during 1989 reflecting, in
part, signs of moderation in the pace of activity in the United States, as well as
political and economic uncertainties in other countries.

Further economic integration within the Asian/Pacific region has occutred.
Intra-regional trade and investment have risen strongly, accompanied by the devel-
opment.over the years of a variety of regional economic fora. Australia is becoming
more involved in that process. China and the four Asian newly industrialising
economies, for example, now account for over 15 per cent of Australia’s total
import and export trade (compared with around 104 per cent a decade ago); this
proportion rises to over 38 per cent with the inclusion of Japan.

FIC )
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Some progress was made during the year in the GATT Un{guay Rfmnd, w.ith
agreement at the. Mid-Term Review in April by GATT contracting parties to Pnng
about a successful. outcome for the Round, particularly in agriculture. Protu.:uonist
pressures, however, have not abated: they remain a threat to-a healthy multilateral
trading system and desitable growth in world trade,

DOMESTIC ECONOMY

The August 1988 Budget envisaged a continuation of domestif: .demand‘ growth
of about 4 per cent, with a slight worsening in the net exporf position. The ?attem
of demand growth—strong private investment, moderate private consunl?uon’ ex-
penditure and subdued public d d—was seen as ¢ d to the m-term
external adjustment task, The current account deficit was expected to continue. to
fall relative to GDP and the rate of inflation was expected to ¢ase further.

Preliminary national ts data indicate that, although the compositiqn of
domestic demand growth was broadly as expeoted, its Jevel was vcry.much higher
than forecast at Budget-time. Total domestic demand .(GNE) u.meased by
7.7 per cent, considerably faster than growth in domunc. production (GD!’),
presently estimated at 3.3 per cent. With parts of the domestic cconomy operating
near capacity, this led to a large increase in imports and greater domestic absorption
of goods that might otherwise have been exported, with a significantly greater than
expected net import response (Chart 2).

Chart 2: Contributions to GDP Growth (average 1984~85 prices)l
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() Against US interest rates.
(b) 10-year bond yicld minus

Q o o o
P overall picture of trends - 2 < 3 d RES :' 8 g
in the economy; estimates for the most recent periods (notably 1988-89) need to be 3 -y a [ -
treated with particular caution. Estimates prepared for the Budget are very prelim- g E
inary, and are based on less information than' the Statistician normally has at his & 2 < 3
disposal for quarterly national accounts. The estimated increase in GDP of 3.3 a 5 2 ?
per cent, in particular, appears to be low—for example, the strength in the labour IS g 2 f\
market and in taxation revenues suggests that product' (and incomes) were stronger i = ! P §, ki k]
than indicated by the preliminary national accounts. Higher i income and product g ) § i _5: 2 o E ==
growth would tend to 1ift estimates for ther derived g p & ; . ’g % 2
ity and saving. a g 3 E;“
The adverse consequences of the exceptional demand growth for inflationary é g _E; % £
pressures and the external accounts prompted further policy adjustments which ¥ ’é ‘:
were implemented progressively as the strength of demand became clearer. Mone- s ES 9 E’..
tary policy had a particularly important role to play, partly because of its flexibility S 2 g &
and partly because demand was strongest in interest-sensitive areas. Given '.§ " = g'g ‘
Australia’s history, the emerging tightness of the labour. market posed a considerable & -§ 2 g p
threat to continued wage moderation.. The wage/tax/transfer package initiated in Sy ] f%
mid-1988 and concluded in April 1989 was directed against this. threat; it sought to PR = Q !
ensure that, in contrast to previous' periods of pronounced labour market tightness, 3 g " 'g d
wages growth would be contained during both. 1988-89 and 1989-90, while at the E. & '5' X &
same time the momentum for fundamental labour market reform was maintained. 84 g = e N9 g3 8 & R 8 @
Although a public sector net financial surplus was already in prospect as a result
of previous restraint, further fiscal to d d and reduce public 3
borrowing were announced in May in the context of the Premiers” Conference and RN E
Loan Council meetings.
Monetary Policy '-;_ :
The progressive tightening of monetary policy commenced in April 1988, follow- =
ing signs that spending and activity had been largely unaffected by the October ~
1987 share market decline. Monetary policy was tightened further throughout 1988- . b
89 in a number of steps in resp to evid of overly b di d trends. " 92- 2 '
The cumulative effect of the tightening of monetary policy was to increase 5 3 : g
short-term professional and most retail interest rates by around 7 percentage points. ] E ) . é g
compared with the March quarter 1988 (Chart 3, Panel A). Housing loan rates % -y + ] s
rose by around 3¢ percentage points; the very comfortable liquidity position of the g e = - z
savings banks resulting from the October share market crash meant that those rates. < 243 °
were slower to rise. The yield curve became progressively more inverted as 1988-89 3 5 \ & é £ »
proceeded (Chart 3, Panel C). Longer-term yields. increased during 1988-89, but g 3 - g BEl
more slowly in the second half (particularly in relation to- short-term rates). While o é & = 3 E §- ' i
remaining high by historical standards, the rate of expansion in credit eased & o gﬁ - & _5, 5 s p
throughout most of 1988-89, reflecting the tighter stance of ‘monetary policy. < § kY 2 -g [ <(
After fluctuating during the September quarter 1988, the $A. exchange rate é Eé T &8 Pia s&l "
(Chart 3, Panel D) appreciated. in the December quarter and into 1989, reflecting R g L B B S {
among other things a widening interest rate differential (Chart 3, Panel B) and

some further improvement in commodity prices. The exchange rate peaked in early
February 1989 at TWI 67.3 (SUS 0.895) and then depreciated sharply as official
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pronouncements and concerns about balance of payments and inflation prospects
generated a shift in sentiment. In the latter months of 1988-89 the exchange rate
on a TWI basis was relatively steady, with the SA/SUS exchange rate varying
largely in response to influences on the $US.

Public Sector Transactions

As a result of discretionary tightening in the August 1988 Budget and buoyant
economic conditions, the Commonweaith budget surplus increased from $2.1 billion
(0.7 per cent of GDP) in 1987-88 to $5.9 billion (1.8 per cent of GDP) in
1988-89. Together with the effects of earlier fiscal tigh g, this has produced a
turnaround equivalent to 6.0 p ge points of GDP from the peak deficit of
4.2 per cent of GDP in 1983-84. The surplus in 1988-89 was used to repay
$A2.7 billion of domestic debt and the equivalent of $A3.2 billion of foreign
currency-denominated debt.

Although Commonwealth budget outlays fell by 4.6 per cent in real terms, total
public sector final d d d by a d 2.4 per cent in 1988-89.
Commonwealth sector final demand rose by around 44 per cent, with Common-
wealth general government final' demand virtually flat and capital expenditure by
Commonwealth business enterprises (notably Qantas and Telecom) increasing by
over 30 per cent. State and local' sector final demand increased by around 1% per
cent, with consumption expenditure increasing strongly and capital spending. declin-
ing. Overall, public final consumption expenditure increased by 3.6 per cent while
public gross fixed capital expenditure fell by 1.3 per cent.

Causes of the Strong Growth in Private Demand

With public sector demand increasing moderately overall, the surge in total
domestic. demand in 1988-89 was concentrated in the private sector. Several factors
contributed to this outcome.

Real Wages and Profitability

The first of these has been the ongoing effectiveness of wage restraint. Wages
policy, through the operation of the Accord, has helped to create an environment
conducive to investment and employment growth. Profitability has been enhanced
directly by the restrained growth of wage costs. Moreover, the lower and more
stable trend in inflation (compared with the beginning of the decade), together with
reduced industrial disputation, has meant greater certainty and confidence for
decision-making,

The harm that rapid wages growth can do to economic activity, despite the
direct (temporary) boost it provides to some household incomes, was amply dem-
onstrated in the 1973-74 and 1981-82. episodes. On each of those earlier occasions,
explosive wage increases were followed by a jump in inflation, a sharp fall in the
profit share, and cutbacks in investment and employment. The wage restraint of
recent years has had the reverse impact; in particular, growth in business.investment
and employment has been enhanced, especially over the. last two years.

Chart 4 shows a relationship between profitability and business fixed investment
which, while not close from year to year, is reasonably clear over a number of
years. Signs of emerging capacity constraints, the easing in financial conditions in
1987 and lower prices of imported plant and equipment, have also contributed to
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Chart 4: Business Fixed Iavestment

Panc! A: Busincss Fixed Investment and the Gross Operating Surplus Share
Per cent Per cent
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(2) Ratio of gross operating surplus of the private non-farm corporate sectos to gross product at
factor cost of the private non-farm corpome sector.
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(b) Private i in plant and quip and buildings and asap ge of GDP.

(¢) Reserve Bank measure of the ratio of the market value of corporate debt plus equity to the
replacement value of the capital stock.
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the increase in investment., Business fixed capital expenditure increased by
15.5 per cent in 1988-89—after a similar increase in 1987-88-—and represented 13.5
per cent of GDP, the highest level on record.

Chart 5: Income and Consumption
(average 1984-85 prices, seasonally adjusted)

Percentage change on year earlier
5
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(2) Adjusted for the introduction of Medicare, which had the effect of tnnlfemng certain
cexpenditures on health care from private p p to public
expenditure.

Wage restraint also contributed to particularly strong employment growth again
in 1988-89 which, in turn, was the major factor in the sustained growth in household
disposable income (Table 1). Another sxgmﬁcant factor behind the growth in
household disposable income was of unincorporated enterprises,
both farm and non-farm, Private consumption expenditure increased broadly in line
with income growth (Chart 5), with the household saving ratio thus unchanged for
the year as a whole.?

Esti o hold di

recently.

le income and

haold saving have been subject to substantial revision
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Table 1: Household Income and Labour Costs
1983-84 1984-85 1985-86 1986-87 1987-88 1988-89

(Percentage chnnge on preceding year)

Employment (@) . . . - . + . + .+ . . 09 39 28 30 45

At average 1984-85 prices (b)—
Average earnings (national accounts basis) (a) -2.5 038 =19 -4 =04 01
Wages, salaries and supplements (@) . . . . -18 4.1 1.9 09 27 48
Personat benefit payments . . . . . . . 9.0 58 =02 =03 41 ~04
Houschold income . . » . .+ « . . . . 33 4.1 27 14 32 44
Household disposable income . . . . . . 490 26 23 =02 36 35
Houschold disposable income per capita . . . 27 13 038 -1.6 20  18(0)

(a) Non-farm wage and salary carner employment (national accounts basis).
(b) Based on implicit price deflator for private final consumption expenditure.
{c} Based on Treasury estimate for population growth.

Monetary Conditions

Following the lengthy period of tight monetary conditions in 1985 and 1986,
interest rates cased in 1987 as fiscal conditions were being tightened decisively and
financial market sentiment improved. The terms of trade picked up again and the
exchange rate strengthened. With the benefit of hindsight, it is clear that market
sentiment was allowed to drive interest rates below what was desirable, in light of
the subsequent expansion. In Australia, as elsewhere, the concern to manage the
expected effects of the October 1987 stock market decline stayed the authorities®
hands until April 1988 when monetary policy was tightened. Shifts out of equities
into residential and non-residential property took place in a relatively easy credit
environment as funds flowed to the banking system. Values were bid up rapidly
during 1988, The lagged effects of monetary conditions in 1987 and early 1988, the
so called ‘fight to quality’ to the banking system, and the relative attractiveness of
property’ investments, were important influences in the strong domestic. demand
growth in certain sectors of the economy in 1988-89.

Cyclical Factors
Some medium-term cyclical factors were also involved. Expenditure on dwelling
investment, non-residential building investment (notably the construction of offices)
and purct of motor vehicles were in the upswing phase ch istic of stock
adjustment cycles. Inflationary expectations, particularly in' the real estate area,
costs of funds mﬂuenm from financial markets, strong economic growth an
tion program, and high profitability accentuated upswings in
these areas. Nevenheless, in each case, significant increases would have been likely
in 1988-89 even without these supporting, factors.
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Dwelling investment had fallen to low levels in 1986-87 as a m_ult of low
income growth and shortages of housing finance prior to the deregula.uon of new
housing interest rates in April 1986, Commencements of' new d\-ve]hr.lgs total!cd
116,100 in 1986-87, compared with 152,700 in 1984-85. With immigration keeping
a floor under potential demand, a cyclical upturn could have been e)spcc.tcd as
financial market conditions softened. That is what happened, with dwelling invest-
ment recovering sharply from mid-1987. Following the Octob?r 1987 .stocls market
shock and the reintroduction of the tax benefits from negz'mve gearing, investors
formed a growing part of the market. Demand was especially strong in Sydne'y,
although, because of the limited supply of suitable land, much of'it showed up in
higher prices. Over the year to the June quarter 1989 the CPI house and land price
index for Sydney increased by 46.7 per cent.

In the December quarter 1988, total dwelling commencements had reached an
annual rate of 180,600 units, well above underlying demand. By that time, however,
acquisition costs were rising strongly as a result of the sharp increases in house and
land prices and the lift in mortgage rates. Forward indicators confirmed that demand
for housing moderated in the second half of 1988-89, although the large amount 9f
construction in progress meant that actual work done on new dwellings was still
increasing at the end of 1988-89.

The upturn in the dwelling cycle occurred at the same time as non-residenti.a]
building investment was continuing to expand from already quite high levels.. W}.nle
investment in factories and facilities related to tourism made a major contribution
to this growth, office building was a significant influence. To a large extent, the

office building sector has had a life of its own, experiencing much longer cycles.

than those in the rest of the economy (Chart 6). From a relatively high level in

Chart 6: Office Building Approvals (a) .
(average 1984-85 prices, not seasonally adjusted)

Percentage of GDP
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(a) Current price value of building approvals, deflated by the implicit price deflator for private
i in buildings and and exp dasep of GDP.

2,14

the early' 1980s, office vacancy rates tightened significantly in the major central
business district areas by the mid-1980s, implying that an upturn in office construc-
tion could be expected. This prospect was reinforced by strong corporate profit
levels, an increase in demand for office space associated with growth in employment
in service industries, and the financial market influences already noted.

New motor vehicle registrations fell by more than 30 per cent over the course
of 1985-86 and 1986-87. Uncertainty about the impact of the introduction of fringe
benefits taxation and the sharp rise in motor vehicle prices, in part a response to
the $A depreciation at that time, contributed to this decline. The low levels of
registrations meant that, without some upward correction, the average age of the
stock of motor vehicles would have increased sharply. That correction occurred in
1988-89 when registrations rose by 21 per cent, aided by strong income growth, a
firmer exchange rate (which may have meant that some motor vehicle purchases
were brought forward), and a growing recognition that the provision of company
cars was still a relatively concessionally-taxed fringe benefit.

None of these three components of private demand subject to relatively long-
lived cycles constitutes a large part of domestic demand. As a share of GNE in
1988-89, dwelling investment was around 5 per cent, non-residential building 4 per
cent and expenditures on motor vehicles, including that recorded in business
investment, around 3 per cent. However, these sectors have had a much greater
influence on fluctuations in overall economic activity; indeed, in 1988-89 they
conttibuted over 30 per cent of the growth in final domestic demand.

Terms of Trade

Movements in the terms of trade frequently have had an important influence
on domestic incomes and expenditure, and that was again evident in 1988-89.

Commodity market ‘fundamentals’ remained quite positive last year. The growth
of OECD industrial production, which has an important influence on the demand
for commodities, eased from the exceptional 6 per cent annual growth rate recorded
in early 1988 to a still strong 4 per cent in early 1989. World commodity stocks
remained at relatively low levels (Chart 7, Panel C), despite stronger production
(particularly of coal and wool). As a consequence, after rising substantiaily between
mid-1986 and mid-1988, Australian commodity prices remained fairly steady in
foreign currency terms during 1988-89. They increased strongly in year-average
terms.

The terms. of trade increased by over 154 per cent in 1988-89, compared with a
Budget-time forecast of 9 per cent, This increase primarily reflected the continued
strength of world commodity prices, although falls in world prices for some major
imports also contributed. In particular, import prices were again affected by the
trend decline in the price of computer equipment; over the past ten years, the
computer equipment price index has declined by 10% per cent at an annual average
rate, whereas the implicit price deflator for all other imported goods has risen at
an annual average rate of about 7¢ per cent.
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Chart 7: World Industrial Production, C ndity Prices, Production and Stocks ! The boost to domestic incomes from the recovery in the terms of trade since
1986-87—equivalent to over 4 per cent of GDP—had its strongest impact on
domestic demand in 1988.89. Chart 8 illustrates the broad link between movements
in the terms of trade and domestic demand.

. Chart 8: Total Domestic Demand and the Terms of Trade
Real World Commodity Prices (s) (average 1984-85 prices, seasonally adjusted)

Panel A: Commodity Prices and OECD Industrial Production
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Different sectors of the economy will be affected in different ways by increased
" Tierr 7w 79 80 61 82 83 B84 B8 86 87 88 foreign currency returns from higher commodity prices. In addition to the direct
effects, there are also likely to be significant indirect cffects associated with the
Panel C: Commodity Stocks (¢) reaction of the cxchange rate to higher commodity prices. Chart 9 illustrates the
30 Stocks as a percentage of consumption reasonably close relationship between the terms. of trade and intematiopal compet-
7., Metals (d) i itiveness (the ‘real exchange rate’).. While other factors such as real interest ratc
e differentials and investor confid: can be influential, especially over a short period

of time, the terms of trade has been the dominant influence over a longer period.

“ The rise in international commodity prices and the (partly related) appreciation
15 of the $A resulted in an increase of 6 per cent in export prices and a fall of
8 per cent in import -prices in 1988-89. With such a significant decline in import
10 prices, the terms of trade gain was widely distributed across the community. Business
5 Rural in general faced sharply reduced prices for imported inputs, especially capital goods.

Consumers also benefitted, although not to the same extent, partly because lower

ol— — PR N import prices were. not fully passed through to consumer prices. Instead, the strength
1970 71 72 73 74 75 76 77 78 79 80 81 82 B3 84 85 86 67 88 of domestic d lted in some rebuilding of profit margins.

(a) Weighted by average Australian export values in the period 1983-84 to 1987-88.

(b) Volume of world production of thirteen diti ighted by average lian export
values in the period 1983-84 to 1987-88.

(¢} Volume of world stocks of five base metals (at end calendar year) and wheat, wool and
sugar (at end of crop year) weighted by average Australian export values.

(d) Data for metals are not available prior to 1973,
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Chart 9: Australia’s Terms of ‘Trado and Internationsl Competitivencss
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{a) Umt lnbour cost index of compmuveueu A rise (fall) in the index implics a
A lian unit Iabour costs relative to those of our major

trading puman nﬁcr -d)ul.mg for exchange rate changes. The unit labour cost index is
the ratio of unit labour costs in the non-farm sector of the Australian econony to the
weighted average of the exchange rate adjusted unit labour cost indices for the business
sectors of Australia’s four major import sources. The weights used are the average
shares of Australia’s imports from the US, Japen, UK and the Federal Republic of
Germany from 1984-85 to 1987-88 . Information on unit labour costs for these four
countrics is available only to the March quarter 1939, Movements in the index in the
June quaster 1989 arc bassd on OECD forecasts.

Summary

The pronounced strength of domestic demand last year resulted from the
conjunction of a number of factors. It is difficult to determine the relative contri-
bution of each factor, although, given the magnitudes involved, the improvement in
the terms of trade and the stimulatory effects of real wage restraint have been
central, albeit not universally appreciated.

Fiscal policy and monetary policy have been deployed to curb that demand
strength. There are increasing signs that the pace of domestic demand growth is
slowing, particularly in interest-sensitive areas. Indeed, especially in the property
market, such a slowing was inevitable. All leading indicators for dwelling investment
have now turned down, with sub ial falls in lending for housing. Job i
have started to decline, while final domestic demand and imports grew at a much
slower rate in the June quarter 1989 than in the previous two quarters. Associated
with these changes—and, indeed, partly responsible for them—business and con-
sumer confidence has. weakened from previous high levels.

2.18

Implications of the Strength of Demand

M

in the preliminary estimates of the major national accounts aggre-
gates for demand and product are shown in Table 2, While final domestic demand
increased by 5.9 per cent in 1988-89, total demand expanded by 7.7 per cent. Part
of this difference is due to the statistical discrepancy, which accounted for
0.7 percentage points of the growth in GNE.2

Stockbuilding also added to demand growth. With farm stocks declining to very
low levels in the previous year, a modest build-up in 1988-89 meant that farm and
public authority stocks contributed 0.4 percentage points to GNE growth,

The increase in private non-farm stocks added a further 0.8 percentage points
to GNE growth as stock holdings were increased to meet the higher sales levels.
However, despite the high stockbuilding, the non-farm stocks/sales ratio continued
to decline, falling.to 0.554 from 0.565 in 1987-88 (see Chart 13 below).

Capacity Constraints

Domestic production could not have been expected to respond to the point of
satisfying fully the exceptional surge in demand in 1988-89. Nevertheless, even
allowing for some possible understatement of product growth in the past year, it is
noteworthy that the estimated increase in production was considerably less than in
1984-85, 1985-86 and 1987-88 when. GNE increased less rapidly. In other words,
while the macroeconomic focus of the past year or so has been (rightly) on the
excessive rate of growth in aggregate demand, the apparently limited' supply Tesponse
has also been very significant,

Some of the reasons which can be adduced for this more limited response in
domestic production are discussed below.
(a) Capacity Utilisation

Australia has no comprehensive measures of capacity utilisation, but the several
partial indicators confirm what prior reasoning would suggest—namely, with the
recovery into its sixth year in 1988-89, and with investment having been weak over
much of the previous decade, capacity has been increasingly fully utilised. Over
these six years, GDP growth has averaged 4.2 per cent and capital/output ratios
for some sectors, including for manufacturing as a whole, have been falling'
(Chart 10). The CAI/Westpac measure of capacity utilisation for manufacturing
was higher last year than at any time since the early 1970s. According to ABS
estimates, the average age of the capital stock in facturing has i d from
9.9 years in 1966-67 to 12.8 years in 1987-88.
(2) In similar episodes of strong GNE growth in the 1960s and 1970s, the discrepancy also increased, This

rs to have resulted, at least in part, from difficulties in capturing in the national accounts estimates

all of the growth in expenditure in a quickly growing cconomy, when new businesses tend to be established.
1t is quite possible that finat domestic demand increased somewhat faster than presently estimated.
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Chart 11: Labour Market Indicators
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(a) Scasonally adjusted data. Treasury has applied a link to labour force data prior to April 1986.

(b) Unlinked original data.

Table 3: Vacancy/Unemployment Ratios By Occupation and Industry

Year

1986-87 1987-88 1988-89

Occupation (a) (6)—

Managers and administrators . . . . . . . . . . L 0.05 0.06 0.07
Professionals . . . . . . . ... . o0 0.15 0.18 0.15
Paraprofessionals . . . . . . . . ... ... 0.04 0.04 0.05
Tradespersons . . . . . 0 0 . 0 e 0 e e e 0.28 041 0.55
Clecks. . . . e e e e 0.02 0.03 0.03
Sales persons and personﬂl service wurkers e e e 0.16 022 0.35
Plant and machine operators . . . . . . . . . . . . 0.05 0.08 0.13
Labourers and related workers . . . . . . . . . . 0.02 0.02 0.04
Total . . . . ... e e o.10 0.13 0.18
Industry (c)—
Manufacturing . . e e e e e e e e 017 0.20 0.26
Wholesale and retail ltade e e e e e e 013 0:16 0.24
Transport and storage (&) . . . . . . . . . . . . n.a. 013 0.21
Public administration and defence . . . . . . . . . . 020 0.27 035
Community SErvices. + + v v+« 0 4 4w e 0. . 047 042 0.52
Other(e) . . . - « « o« v o e e e 0.14 0.15 0.25
£ 0.16 0.18 0.26
(a) Based on unfilled vacancies data by occupation obtained from the De of

and Training and ABS mid-month unemployment data.

(b) Data for 1988-89 are the average of the September, December and March quarters.

(c) Based on ABS mid-month unermployment and vacancies data.

(d) The vacancies data include communication.

(e) Covers mining, construction, finance, property and business services and recreational, personal and other
services, Unemployment data are nol available for mining.

A large part of the recent shortages can be traced back to past developments
on the supply side of the labour market. The cut-back of apprentice intakes around
1983 and 1984 led to sharply lower apprenticeship completions in 1986-87 and
1987-88 (Chart 12). In addition, the proportion of skilled tradespersons from
immigration increased only very recently from the low levels in the period immedi-
ately after the 1982-83 recession. Perhaps most important was that, with the
contraction of the manufacturing sector in the early 1980s, and growing opportuni-
ties in other sectors (notably services), many tradespersons left their previous
occupations and have not returned.

It is not possible to say categorically that current conditions in the labour
market as a whole can be taken as evid that full employ has now been
reached, but that does seem to be the posmon in some regwns and in some
occupations. It follows that further prog: in red ployment on a
sustained basis will depend importantly on alleviation of present imbalances by the
development of relevant skills. To a large extent, this will occur naturally, but
gradually, as clear evidence of sustained demand for particular skills is perceived
by the workforce. Part III addresses the question of how award restructuring can
contribute to these processes,
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Chart 12: Skilled Labour Supply - Tradespersons. (a)
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{c} Inventories

The recent pick-up in final demand came at a time when stock-holdings relative
to sales overall were at a low level (Chart 13). The high cost of holding stocks and
improved stock management techniques have led to a situation where inventories,

Chart 13: Private Non-Farm Stocks-to-Sales Ratio
(average 1984-85 prices, seasonally adjusted)
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particularly in cyclical upturns, no longer play much of a buffer role. With a smaller
stocks ‘cushion’, there is greater reliance on quickly available sourcing. Given the
high levels of domestic capacity utilisation, there was a rapid spill-over into imports
and: pressure on goods prices.

Incomes, Costs and Prices

Given the labour market tightness and Australia’s experiences in similar situa-
tions in the past, there was surprisingly little lift in nominal wage growth. Average
carnings (national accounts basis) rose by 7.0 per cent in 1988-89, compared with
6.6 per cent in 1987-88. The preliminary estimate of the outcome for 1988-89
exceeded the Budget forecast by 0.5 percentage points, reflecting in part the impact
of labour market pressure on overtime earnings.

Demand pressures had a more pronounced impact on prices, especially housing
costs (Table 4).

The treatment of mortgage interest charges in the CPl was changed in the
March quarter 1989. Because of the once-off adjustment required to effect this
change, the ‘official’ CPI needs to be interpreted carefully, particularly in the March
quarter. An ‘analytical’ series provided by the Statistician (based on the new debt
profile method of measuring mortgage mtercst charges since their introduction in
the March quarter 1987) gives a i dication of over recent
quarters. The CPI rose by 7.4 per cent in 1988-89 following a rise of 7.3 per cent
in 1987-88 and compared with a forecast increase in the CPI of 54 per cent. The
analytical series rose by 7.1 per cent in 1988-89,

Table 4: Price Indicators
Year Half years (at annual rates)
1987-88 1988-89
1985-86 1986-87 1987-88 1988-89 1 O 1 1
{Percentage change on previous period)

Consumer price index—

All groups (a) . 84 9.3 73 7.4 6.7 72 78 66
‘All groups, analytical series
s)m ps .. y‘. PRI na. 9.3 73 71 6.8 69 70 76

Excluding mortgage inter-
est and consumer credit
charges . . . . . . na, na. na, 6.8 69 75 66 63
Implicit price deflators—
Private final umsumplmn

expenditure . . 8.3 86 71 69 68 69 71 64
Gross non-farm ptoduct . 7.0 74 74 9.3 6.6 8.7 93 100
Terms of trade . . . ~8.6 —46 9.1 156 10.1 145 186 121

‘Wholesale price. indices—
Manufacturing input . . 49 0.5 57 1.0(c) 34 57 =38 7.0(c)
Manufacturing output. . .. 6.3 6.6 73 6.5(c) 67 8.5 60 6.3(c)
Building materials used—
Inhousing. . . . . . 72 58 76 104(c) 66 111 1.1 9.3(c)
Other than housing . . . 80 7.7 838 88(c) 84 114 86 1)
(a) Olﬁcml CPI as published.
(b) Based on debt profile method of measuring mortgage interest charges since their introduction to the CPI

in the March quarter 1987.
(c) Based on figures to May 1989,
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Apart from a somewhat higher increase in nominal unit labour costs, the major
influences contributing to the higher than expected rise in the CPI were:

 continued increases in retail prices of goods wholly or predominantly imported,
despite the marked decline in import prices stemmmg from the strength of the
$A in late 1988 and early 1989. Strong growth in d di dis d
to have added significantly to inflation during the course of 1988-89;

o strong increases in mortgage interest charges, reflecting increases in house and
land prices and mortgage interest rates. Excluding mortgage interest and
consumer credit charges, the CPI grew by 6.8 per cent in 1988-89. For many
purposes, this provides a better indication of underlying inflationary pressures
than does the overall CPI; and

« fresh fruit and vegetable prices. Floods in castern Australia for the second
year in succession meant that these prices rose during the year rather than
falling back to more normal levels,

Because of the lift in the terms of trade, prices of domestically produced goods
and services, on average, rose much more quickly than prices of goods and services
purchased domestically (Table 4). This gap, combined with the effects of a further
decline in real unit labour costs and strong economic growth, resulted in a further
substantial lift in the profit share (Table 5).

Table 5: Gross Operating Surplus, Company Income and Real Unit Labour Costs

Share of Indices of real unit
private labour costs
non-farm
Corporate  corporate Real  Share of
gross sector  company  company Private
operating gross income income  non-farm
surplus  operating before after  corporate. Non-farm
share (a) surplus (8) ax (¢) tax (d) sector (¢} sector {f)
Average:
1966-67 10 1972-73 . . . . 164 311 na, na, 100.0 1000
1973-74101982-83 . . . . 126 272 —3.5(8) 11.0(g) 1059 107.4
Year—
1982-83 ., . . . . . .. 1.3 260 —4.6 8.6 1076 107.7
1983-84 . . . . . .. 13.6 315 290 134 9.7 103.2
1984-85 ., . . . . . . 14.6 334 4.1 140 970 100.7
1985-86 . . . . . . . 14.6 34.2 =37 129 959 100.0
1986-87 . . . . . .. 148 350 8.1 14.1 948 100.3
1987-88 . . . . . .. 156 355 236 16.7 940 971
1988-8%¢ . . . . . . . 16.5 36.7 139 185 923 94.1

{(a) Ratio of the gross operating surplus of trading enterprise companies and financial enterprises (less imputed
bank service charge) to gross non-farm product at factor cost.

(b) Ratio of the gross operating surplus of private non-farm trading enterprisc companies and pnvale financial

enterprises (less imputed bank service charge) to gross product at factor cost of the private non-farm

corporate sector, Gross product at factor cost for the private non-farm corporate sector is derived using

Treasury estimates for wages of the unincorporated sector for 1987-88 and 1988-89.

Income of the private corporate scctor before income tax deflated by the'implicit price deflator for gross

non-farm product; percentage change. Income is defined as gross operating surplus plus dividends received,

net extraordinary insurance claims and capital grants from genenl government, less depm:nnon. net
interest payments, imputed bank service charges and third party insurance transfers to persons. Estimates
of net interest payments used in the derivation of this measure have been adjusted by Treasury to zllow
for l]hu er{;cg; )of inflation on monetary assets and liabilities. (See article in Treasury’s Economic Round-

up, June 3

The ratio of income of the private corporate sector (as defined in (b), but after tax) to gross product at

factor. cost' of the private corporate sector.

(e) Ratio of wages, salaries and supplements, payroll-tax (less employment subsidies) and fringe-benefits tax
paid by the private non-farm corporate sector to private non-farm corporate sector gross product at factor
cos:.g;zlugspay%l; tax (less employment subsidies) and fringe-benefits tax (base for index: average 1966-67
to .

() Ratio of non-farm wages, salaries and supplements, payroll-tax and fringe-benefits tax, deflated by the
implicit price deflator for gross non-farm product, per hour worked by non-farm wage and salary earners
to gross non-farm product at average 1984-85 prices, per hour worked by all persons employed in the non-
farm sector (base for index: average 1966-67 to 1972-73=100).

(g) Average for 1976-77 to 1982-83. Data for periods prior to 1976-77 are not available.
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External Accounts

The effects of rapid growth in domestic d d were especially evident in the
balance of payments. Australia’s current account deficit widened i m 1988-89—from
$11.8 billion (or 4.0 per cent of GDP) in the previous year to $17.4 billion (or 5.2
per cent of GDP). The continuing growth of the net income deficit, which accounts
for the larger part of the current account deficit and is now equivalent to 3.9 per
cent of GDP, played a role (Table 6). However, the principal proximate influence
was a significant increase in the goods and services trade deficit. Strong domestic
demand, particularly for the more import-intensive components such as investment
goods, and a higher exchange rate, produced a sharp increase in imports. The
improved terms of trade partly offset the markedly weaker trade volume perform-
ance.

Table 6: Bal of Payments Indi

1984-85 1985-86 1986-87  1987-88 1988-89

§ billion
Balance on goods and services . . . . . ~4657 -7299 —=4716 -2314 —6721
Net interest deficit . . . . . . . . . —4234 ~5281 —5509 ~5462 =7019
Net income deficit. . . . . . . . . . —6728 ~8333 —939%6 —11182 —12979
Net unrequited transfers . . . . . . . 198 709 1213 1664 2274
Balance on current account . . . . . . —11187 —14923 —12899 —11832 —17426
Percentage of GDP

Balance on goods and services . . . . . =22 =31 ~18 =20
Net interest deficit . . . e e —=20 —22 8 =21
Net income deficit . . . . . . . . . =31 =35 -39
Net unrequited transfers . . . . . . . 0.1 03 0.7
Balance on current account . . . . . . —=52 —6.3 =52
Percentage change in volumc of—

Exports of goods and services . . . . . 135 59 89 6.8 1.0

Imports of goods and services . . . . . 155 L5 ~32 9.9 255
Batance on goods and services

$ billion (1984-85 prices) . . . . . . —4657 -3193 1369 244 —l0217
Net interest deficit

Percentage of current account deficit . . 378 354 427 462 40.3
Net income deficit

Percentage of current account deficit . . 60.1 558 728 9.5 745
Percentage change in terms of lradc—

Year-average terms . . . Ce e -24 —86 ~46 9.1 156

Year to June quarter . ., . . . . . —5.3 -84 =14 15.7 15

Higher than f d imports ted for more than half of the

discrepancy (of almost $8 bllhon) between the Budget forecast of the current
account deficit and the outcome. Exports of goods and services were around
$0.7 billion less than had been forecast and the net income deficit turned out to be
higher than forecast.

Export volumes were adversely affected in 1988-89 by the diversion of manufac-
tured goods to the domestic market and disruptions to the supply of some commod-
ities (notably coal and crude oil). Favourable seasonal conditions and the prospective
opening of Asian beef markets encouraged Australian graziers to concentrate on
herd rebuilding. The potential for beef exports in later years was thereby increased
at the expense of exports in 1988-89. Export products recording high growth
included aluminium, gold and some metal ores.
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Endogenous import volumes rose by 27 per cent in 1988-89. All categories of
endogenous imports recorded substantial growth, but the 43 per cent increase in
capital goods imports was the strongest. Imports of consumption goods rose by
?0 per cent and imports of ‘other’ endogenous goods (primarily intermediate goods)
increased by 19 per cent. Imports of machinery and industrial transport equipment,
passenger motor cars (which. accounted for about half of the increase in consumer
goods imports) and industrial supplics increased particularly sharply, accounting for
around 85 per cent of the i in current price handise import values
(excluding civil aircraft and fuels) between 1987-88 and. 1988-89.

. Imports accounted for around 60 per cent of the increase in GNE in 1988-89,
xmplying. a ‘marginal’ import penetration ratio roughly three times the average
penetration ratio, While the large increase in imports aggravated an adverse balance
of payments position, it also helped to protect the economy from excessive price
pressures and other bottlenecks and shortages of goods. The heavy investment goods
component of those imports will help to expand Australian output over the years
ahead, thereby contributing to the reduction of the current account deficit.

CONCLUSION

. Economic developments in 1988-89 clearly demonstrated the adverse implica-
tions, particularly in terms of inflation and the current account of the balance of
pay‘ments, of overly rapid growth of domestic demand. They also underlined once
again the importance of enhancing the flexibility and growth potential of the
economy. The Australian economy is now slowing but still faces further substantial
adjustment in order to bring the current account deficit and external debt down to
sustainable levels. The ways in which that adjustment is proceeding over the
medium-term are addressed in Part II.

2.28

PART 1I: MEDIUM-TERM TRENDS

Australia’s major medium-term economic problems—namely, inflation and ex-
ternal imbalance—have been exacerbated by the excessive demand pressures over
the past year: At the same. time, however, the continuing strong expansion of
business investment and employment has improved the productive base of the
economy. Against the background of these developments, this Part reviews some
fund: al factors infl ing the underlying performance of the economy.

The economic well-being of Australians is primarily determined by the rate at
which the productive potential of the economy is expanded over the longer term.
To the extent that this is done by drawing on foreign saving, there will be a claim
on future real income generated by Australians to service those foreign obligations.
That will be generally acceptable so long as that saving is used in ways which
generate more than its servicing costs. If, however, foreign saving is not deployed
effectively, foreign obligations will b burdensome and will heighten the econ-
omy's exposure to adverse external developments, such as lower world economic
growth and commodity prices. The overall process of economic adjustment under
way in this country has as its ultimate objective the effective participation by
Australia in an increasingly competitive international economy. Trends in inflation,
factor shares, investment and saving, and the myriad. of factors making for a more
productive and efficient economy, are all important to the realisation of that
objective, and to the maintenance of adequate control of the ecconomy’s external
debt burden.

External Debt

Australia’s net external labilities were equivalent to 41 per cent of GDP at
end-March 1989 (Chart 14, Panel A), lifting the net external liabilities servicing
ratio in 1988-89 to 22 per cent of exports of goods and services, compared with
about 11 per cent in the early 1980s. Although external liabilities have fallen a
fittle relative to GDP over the past couple of years, a rebound is likely in the short
run. Stabilisation of the ratio will requirc a significant reduction in the current
account deficit.

Within total liabilities, net external debt was equivalent to 32 per cent of GDP
at end-March 1989, about the same level as at end-June 1986. On the other hand,
the.rapid expansion of Australian equity investment abroad, and the relative decline
in equity values and investment in Australia, have seen a notable reduction in net
equity liabilities in recent years.

For some purposes the distinction between debt and equity financing is not
important. In each case, investors will commit funds only in the expectation of
carning a satisfactory rate of return. There are, however, two significant differences.
First, equity financing is serviced only if the investment is profitable, whereas debt
is a fixed contractual obligation. S dly, debt fi ing is essentially passive in
nature, whereas equity is more entreprencurial and can bring with it access to
forcign technology, markets and linkages with the international economy. In this
second respect, the predominance of equity investment in the continuing growth of
Australian investment abroad is particularly important.
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Chart 14: Australie’s External Asscts and Liabilitics

Panel A: Net External Liabilities

Percentage of GDP

Panet B: Net Income Payable on Debt
and Equity
Percentage of exports of goods and services
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(a) Net equity liabilities are defined as gross foreign equity in Australia loss gross Australian

equity abrosd.

(b) Net external debt is defined as total gross debt less official rescrve assets and Australian

lending overseas,

Relative to GDP, the stock of Australian equity abroad has grown from
about 4 per cent at end-June 1983 to about 13 per cent at end-March 1989. The
increase in the value of the assets has been from $6billion to
$42 billion. Income on these assets has also increased rapidly—from around
2 per cent of exports of goods and services in the year ending June 1983 to nearly
5 per cent in the ycar ending June 1989. As Australian equity investment abroad
continues to grow, the returns to Australia from that investment will become even
more important. ,

Some interesting changes have been occurring in the structure of external debt
that are related to risk. The appreciation of the $SA during 1987 and (988 (which
contributed to the stabilisation of debt relative to GDP over that period (Chart 14,
Panel A)), together with relatively high interest rates in Australia, attracted invest-
ment in $A-denominated assets. As a consequernce, the proportion of gross debt
denominated in foreign currencies stood at 61 per cent at end-March 1989, com-
pared with 77 per cent at end-June 1986, The higher proportion of $A-denominated
debt means that interest payments abroad have been greater than they would have
been if more of Australia’s debt was in foreign currency, given generally higher
interest rates in Australia. On the other hand, $A denomination removes the risk
of exposure to exchange rate changes for the term of the debt,

N . t

The portfolio adjustment response of investors to ges in rates
(ie, moving between assets denominated in $A and foreign currencics) appears to
be quickening. With dercgulation of financial market borrowing by banks
has increased sharply and, as banks’ operations are concentrated at the short-term
end of the credit market, this has also contributed to an overall shortening of the
maturity structure of Australia’s external debt. At end-June 1983, 12 per cent of
gross debt domiciled abroad was expected to be repaid within one year; this ratio
had risen to almost 30 per cent by end-June 1988. The shorter maturity structure
of debt and the higher proportion of borrowings made on floating rate terms have
meant that interest rate changes flow more quickly into income payments to foreign
investors.

As discussed in this Statement in previous years, the initial phase of rapid build-
up in Australia’s external debt was associated in part with public borrowing for
activities which did not always provide returns capable of servicing the debt. Some
of the sharply increased private borrowing related to the resources boom of the late
1970s and early 1980s also encountered servicing difficulties in the wake of subse-
quent commodity price falls, although the recovery over more recent years would
have eased these difficulties,
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Recently public sector borrowing has been reduced and, at the Commonwealth
level, overseas debt is being repaid. The general government share of total gross
cxtema! debt has failen by 1% percentage points since June 1987 {Chart 15).% The
composition of general government external debt has also changed: State govern-
ments now owe more and the Commonwealth Government owes less.

Chart 15: Shares of Gross External Debt

Per cent

Private
PTFE (a)

Jun Jun  Jun  Jun Jun Jun Jun Jun  Jun Jun Jun  Mar
78 ” 80 31 82 83 84 85 36 87 38 89

(a) Public trading end financial enterpriscs.

Much of the increment to debt in the more recent build-up phase has thus been
assgciated with private investment decisions and, prima facie, there is no reason for
policy makers to interfere with such. jal jud It the case
however, that almost 50 per cent of gross external debt is held by the public sectm:
as a whole. Notwithstanding the fact that over 40- per cent of this is on behalf of
government business enterprises, competitive forces in that area are not, generally

speaking, as strong as.in the private sector.® Fiscal policy has been in part directed
at reducing that debt recently,

" The recorded fall would have been greater but for certain changes in thi iod i
r ould | this period in th

compiled by the Statistician. Another factor working in the samﬁﬁreclion Tas beeln lh: ::ryc}:nh:e%‘u m—
w residents of 8 d i issued riti ¥ o

In some circumstances, whether public sector debl is held domestically or by fore

c 2s, u ers does
greatly An increase in the proportion held domestically, for example, \zill req{xire‘mﬂlfwuing gsjus':‘r:llel;:
in private capital flows as the current account deficit must be financed.
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More broadly, policy has a role whenever it is judged that net external liabilities
are increasing more rapidly than the capacity of the economy to comfortably service
those obligations. Such a situation could develop for a number of reasons, including
inappropriate economic policies in the past, poor private or public sector investment
decisions, and external influences beyond the control of decision-makers in- Australia
(such as sharply adverse movements in the terms of trade). High external obligations
mean that the borrowing country must allocate a greater share of its production to
meeting income demands of foreign lenders, leaving less for domestic consumption.
The further this process goes, the more difficult it is likely to be to satisfy domestic
expectations of steadily rising living standards. Those considerations dictate that
governments adopt a cautious approach to- the growth of external liabilities.

There are no universally applicable debt servicing thresholds. Rather, the issue
of the sustainability of a particular country’s borrowing position is a matter for
judgment, having regard to that country’s circumstances, policies and prospects. In
Australia’s case, while there is no shortage of potential foreign lenders, global
financial markets have placed a sizeable risk premium on all $A assets in recent
years.

There will need to be continuing evidence of satisfactory progress towards
external adjustment if those borrowing costs are not to stay high or rise further in
the period ahead. In particular, there needs to be a sustained reduction in the
current account deficit, which in turn will require domestic spending to grow less
rapidly than domestic production for some time to corne. Over a longer time frame,
it will be important to maintain the improvement in public sector saving, and to
foster an environment conducive not only to sustained investment but also to
satisfactory private sector funding of it. Progress in these areas will reduce Austral-
ia’s call on global capital markets. International experience suggests that—provided
there is confidence that progress is being made—global capital markets are prepared
to finance external account imbalances over much lengthier periods of adjustment
than previously thought likely.

Inflation

Over the past two decades. inflation in Australia has averaged. 9.1 per cent per
annum. For the most part, this has been well above the inflation rate in other
OECD countries, in contrast to the situation earlier in the post-war period (when
inflation in Australia was broadly in line with that of other industrial countries)
(Chart 16). A high rate of inflation has become deeply embedded in Australian
attitudes and institutions, Changing those attitudes, and the behavioural patterns
which spring from them, will require sustained effort, not only by policy makers
but also by leaders of business, unions, welfare and other community groups. High
inflation, by introducing distortions throughout the economy, increasing uncertainty,
and focussing attention on speculative investment and projects with relatively fast
pay-back periods, damages the economy’s growth potential. Moreover, it has harm-
ful consequences for many in society whose incomes or assets are vulnerable to
rapid increases in- costs.
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T!le containment of inflation in major OECD countri i

upswing in worl}‘l economic activity has owed a goodnt;:aels ;ug‘neg:::“‘::;r:;g:ﬁ
of monetary poll.cy and associated positive real interest rates, In Australia, moneta;
Pohcy—along .wnh wages policy—undoubtedly also played a role in quicl'(ly conﬁr?—l
ing fmd reversing an inevitable initial rise in inflation that followed the $A depre-
ciation in l985-§6 (Chart 16). While monetary policy influences inﬂatio:ary
outcomes, and will need to continue to play an appropriately constraining role.
there are three proximate factors that weigh heavily on prices. These are% bo :
costs, import prices and demand pressures. ' o

Chart 16: International C

parison of Inflati Rates ()

20 Percentage change on year carlicr
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(2) The Australian CPI is adjusted for the introduction of Medi; fi
1984 to the March quarter 1985. Austealia’s ei ECD trafing pores earet

ight major OECD trading partn ise;
Shc U:. Japan, FRCGP,' France, the UK, Italy, Canada and New Zelllnd.s Pcrc;::gc: r:h,:nu;e:’
in each country's are weighted using i d i
el year 71 ng import and export weights curreat for each

Wages policy has been used to restrain nominal labour costs o i
ver the past six
years and has proved to be quite effective in that res F

pect:
. Wages growth in the market sector® has averaged 7.0 per cent over the past
six years, when consumer price inflation

) has been running at 7.7 8
This fall in real wages is in marked contras o the st

A t to similar episodes in the past.
:rhc rate of nominal wage growth also has been well below that experienced
in the six years to 1982-83 (10.7 per cent).

The ‘market” sector includes all industries exce, il
e ¢ Pt finance, propetty and business servi I inistratic
zri:d dsezf(c)gce and community services, Estimates for market sectzr wages }rulave mﬁﬂz“i’m l.:‘:sn(l:lo:‘
los. .0 and 5211.0, with adjustments made to vefect the latest national accounts data, o
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» Moreaver, this wage restraint has occurred at a time when the demand for
labour has been growing strongly. Chart 17 shows that wages growth has
remained at comparatively low levels despite the emergence of pressures that
have been more intensive than in 1981-82 and similar to those experienced in
1973-74.

The question arises as to why wage restraint did not lead to lower inflation over
the past six years than, in the event, occurred. Nominal unit labour costs for the
market sector increased at an average rate of 5.9 per cent between 1982-83 and
1988-89, 1.8 percentage points below the average annual increase in the CPL It
could be argued that if CPI growth had been closer to that in nominal upit labour
costs, a virtuous circle of lower nominal increases in wages and prices and a higher
nominal exchange rate would have emerged, resulting by now in a noticeably lower
inflation rate.

Chart 17: Overtime and Wages Growth
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{a) When above trend (times 100).
(b) Average weekly ings, national basis (p change on year caslier).

Three major factors that have contributed to the gap between inflation and the
growth in labour costs can be identifiecd—namely, public sector-related prices,
demand pressures and, until 1988-89, import prices.®

A range of costs and charges associated with the provision of services by the
public sector (including rents, local government rates and charges, urban transport
fares, health costs and education and childcare costs) have tended to rise at a faster
pace than have prices generally. This has arisen, in part, from moves to price some
services on a more economically sound: basis as part of wider programs of micro-
economic reform intended to improve resource. allocation and reduce inflation in
the longer term. Not all public sector charges have outpaced inflation—for example,
“ While ‘special’ factors also have had a large effect on prices in particular years, their impact has tended to

average out. For example, smaller increases in petrol prices have tended to offset higher housing costs and
fruit and vegetable prices over the period as a whole.
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The major consequence flowing from the sustained period in which price
inflation has outstripped the growth in unit labour costs has been the recovery in
the profit share.” The correction of the earlier imbalance in factor shares has been
a major policy objective for some years. As can be seen in Chart 19, the profit
share has recovered from the low levels of the 19705 and early 1980s to be at levels
above those recorded in the buoyant 1960s (see also Table 5). Correspondingly, the
wage share has fallen to levels below those of the 1960s and the early 1970s.

postal and telephone charges have grown more slowly, in part reflecting the benefits
of new technology. Nonetheless, estimates suggest that public sector-related charges

overall have added on average about 0.4 percentagepoints a year to the growth in
the CPIL.

For much of the past six years, demand growth has been relatively strong. There
are different ways to estimate the extent to which this would have added to
inflation, Treasury’s estimates of the ‘underlying’ CPI suggest that demand strength

could have added an average of about 0.5 percentage points a year, with larger Chart 19: Factor Shares (s)
increases in the past year or so. Pec ceat Per cent .
Landed prices of ‘endogenous’ imports (other than capital goods) increased by 80 (- ?

an average of 6.1 per cent a year over the past six years, below the rate of increase
in the CPL. However, this six-year average masks strong fluctuations within the
period, In particular, these import prices increased by an average of 8.6 per cent a
year in the five years to 1987-88 before declining sharply in 1988-89 as a result of
the stronger $A. Lags and, especially, the strength of demand have meant that the
most recent falls in import prices have had a limited impact on the CPI to date.

In summary, public sector-related pricing decisions, demand pressures and import
prices account for a good part, but not all, of the gap between inflation and the
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50
75

45
70

40
65

------- 435
growth in unit labour costs. Chart 18 provides estimates of the contributions to 60 i e
growth in the ‘underlying’ CPI from import prices, demand pressures and market I o Gross Operaing Surplos (RHS) I
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As elaborated below, the strong recovery in profits has ‘genera.ted widespread
i eed benefits throughout the by underpinning employment, investment and
................................ output. It has meant that, despite the decline in the wage share, real household
! disposable incomes have risen at an average rate of 2.6 per cent_a year over the
past six years, above the 2.0 per cent in- the preceding six-year period.
¢ With profit shares likely to decline as domestic demand pressures ease,.contmued
restraint in nominal wages could be expected to feed more proml.nent‘ly into lower
¢ inflation rates. The progressive moves ds exposing Australian industry to a
‘‘‘‘ more petitive trading envi will reinft that prospect (see Part II1).
32 ! TR A 1 — m public sector-related prices and import prices do not directly affect the profit share,
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(a) The "underlying" the total CP] lcss meat and scafoods, fresh fruit and
vegetables, health services, tobacco and alcohol, petrol, fuel and light, postal and. telephone
scrvices, rent of government-owned dwellings, urban transport farce, clothing, local
government rates and charges, holiday travel and dats ducation and child
consumer credit charges, mortgage intereat charges and from the Docember quarter 1986,
pharmaceuticals,

(b) Other oquals the contribution to growth in the "underlying” component from #ems other than
market wages, import prices and demand.
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I , Employ and Productivity

The substantial improvement in profits over recent years and the associated
confidence effects have been major influences behind the recent strength of business
investment. These influences have been reinforced by reductions in the size of the
public sector and in its borrowing requirement. Indeed, the performances of real
wages and profits are' important reasons why sustained fiscal restraint has not led
to softaiess in the short-run demand picture,

Part and parcel of these developments have been important changes in the
composition of domestic demand that will contribute to the longer-term health of
the economy. Table 7 shows average growth rates in the major components of
demand and product for five-year intervals since 1959.60, Some of the more striking
features of this table are:

* public sector final demand grew at an average 2.3 per cent a year in the latest
period, the lowest of any of the five-year periods;

* private consumption expenditure increased at an average of 2.9 per cent in
the same period, lower relative to GNE or GDP growth than in all the earlier
periods—that it was not even lower primarily refiects the strong growth in
employment;

* following fifteen years of poor investment performance (2.2 per cent per annum

growth), the average increase in business fixed investment in the last five years
was a remarkable 10.8 per cent; and

eon the other hand, in the Ilatest period, growth in domestic demand
(4.5 per cent a year) exceeded product growth (4.0 per cent a year). This
gap was relatively large compared with earlier periods, and its consequences
have become more important as external debt has risen.

Real wage restraint and the associated lift in profitability have contributed to
the strong growth in employment. Over the past five years, employment has
increased at an average annual rate of 3.3 per cent and total hours worked at an
average rate of 3.2 per cent. Real wage restraint has therefore been central to
stimulating growth in the two fundamental factors of production—namely, employ-
ment and the capital stock. As a result, output has expanded strongly, notwithstand-
ing some slowing in productivity growth.

Chart 20 shows trends in both labour and total factor productivity growth over
the past twenty years, As has been widely gnised, and in with
experience overseas, growth in both measures of productivity has tended. to slow
since the mid-1970s. Moreover, despite the strong output performance in recent
Yyears, productivity growth has not recovered. Also widely recognised has been. the
role of declines in real unit labour costs in reduci g growth in d labour
productivity: with reduced labour costs, employers will be prepared to use more
fabour for a given amount of output (Chart 21, Panel A).
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1963-64 . . .

1964-65 to

() Based on four years data; earlier data not available.

Average: (c)
1959-60 to
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Chart 20: Growth in Labour Productivity and Total Factor. Productivity
Private Sector (s)

o Percentage change on year eatlier

8l Growth in Labour Productivity (b)

-2

Growth in Total Factor Productivity (&)

-4 1 L 1 1 2 1

1966-67 69-70 72-73 75-76 78-79 81-82 84-85 87-88
(a) The private sector consists of the ASIC divisi i fi ing; mining;
transport, storage and ication (pri holcsale and retail trade; finance,
property and busincss services; recreation, personal and other services; and agriculture,
forestry and fishing.

(b} Labour productivity is measured as gross product at constant prices divided by aggregate
hours worked.

(c) The measure of total factor productivity is calculated as gross product at constant
prices divided by aggregate hours to the power of 0.75 times net capital stock
to the power of 0.25. Net capital stock includes the stock of private business fixed
capital plus inventorics.

What has not been so widely recognised is that the declines in real unit labour
costs over the past six years have also led to slower growth in total factor
productivity. This implies that the increased use of labour inputs has not been fully
compensated by relatively lower capital inputs. Although: important measurement
and other qualifications apply, Chart 21, Panel B shows a relationship between real
unit labour costs and total factor productivity which is very similar to that with
labour productivity alone.
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Chart 21: Productivity, Real Unit Labour Costs and Product Growth
Private Sector (8)

Pancl A: Eabour Productivity and Real Unit Labour Costs (b)
Deviations from trend

S N e @

-2
-4
-6

l§g6—67 69;70 72-73 75-76 76-79 81-82 84-85 87-88

Panel B: Total Factor Productivity (TFP) and Real Unit Labour Costs (c)

Devistions from trend
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4} 5\
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[ > b4 \ ‘
I a Detrendod Totl Factor Productivity ™=,
-6f

1526—67 69:70 72-73 75-76 78-79 81-82 8485 87-88

Panel C: Growth in Productivity (half-yearly, June 1967 - June 1988) (d)
Percentage change in TFP
4

o
Dec 82 Jnnm75
2F Jun83 DocT4O
o
0
-2
o
3 0 1 F) 3 + 5

Percentage change in gross non farm product at market prices

(a) See footnote (a) of Chart 20 for the definition of private sector.
(b) See footnote (b) of Chast 20 for the definition of labour productivity. Real
unit labour costs are as defined in footnote (¢) of Table 5.
{(c) See footnote (c) of Chart 20 for the definition of total factor prod; ity
(d) This measure of total factor productivity uses non-farm man hours as the labour componeat.
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The positive relationship between total factor productivity and' labour costs
appears to reflect in part generalised ‘labour hoarding’. Firms will normally operate
at a level below peak capacity (of both labour and capital), since it is costly to
change the level of operation frequently in the face of fluctuating demand, The
higher the cost of holding labour which is not fully utilised, the less hoarding there
will be: firms will operate with less of a buffer, just as the high cost of holding

inventories has contributed to greater use of ‘just-in-time* stock management prac-
tices.

To the extent that the level of real labour costs affects the degree of labour
hoarding, both measured labour productivity and total factor productivity will be
affected. Developments after the 1974 and 1982 wage surges indicate that this
phenomenon has been important. In both instances, more labour was shed more
quickly than would normally have occurred given the extent of the scaling back in
output (Chart 21, Panel C). Recent experience has been the reverse: as real unit
labour costs. have declined, so has growth in total factor productivity.

Although reduced real unit labour costs appear to have been a major factor
leading to the recent low levels of measured labour and total factor' productivity
growth, total productive potential has clearly been enhanced by the stimulus to
employment and investment. The slower productivity growth represents only a
partial offset to even greater capacity expansion, None of this, of course, lessens
the need to continue the process of structural reform to further enhance productivity
levels (see Part III), especially as productivity depends importantly on how well
the factors of production are combined.

The recent strong expansion of the: capital stock and employment augur well
for the productive potential of the domestic economy, with the benefits emerging
progressively over the next few years. How fully these potential benefits are reaped,
however, will depend. not only on the organisation of production but also on a
stable. overall economic environment, and especially on the successful correction of
Australia’s external account difficulties. The balance between demand and produc-
tion will be critical in this regard,

Saving and Investment

The definitional equivalence between three fundamental balances helps to bring
together the analysis of major trends in the. economy. Specifically, an excess of
domestic demand over production will be reflected in both a shortfall of national
saving relative to investment, on the one hand, and capital inflow (or the current
account deficit) on the other. The saving bal (borrowing requi ) for the
nation as a whole comprises the balances of the domestic sectors: public, corporate
trading enterprises and houscholds (including unincorporated enterprises) are the
major ones.
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As has been secn in recent years, there are strong interconnections between the
sectoral balances. As the public sector’s borrowing was cut back sharply, the
corporate sector’s borrowing increased (with net investment rising mu?h faster t!nan
retained earnings) while the household sector has tended to‘rcducc its net saving,
The result has been only a limited reduction in net borrowing from abroad. It is
apparent that complex offsetting or compounding inﬂuence:f» can bc at work t.)etw.een
the sectors, and the same is true within sectors, All of this has important lmpllca-
tions for policies which are directed at the current account balance, or at particular
components of national saving,

Of itself, the improvement in the net PSBR over recent years could have been
expected to lower the current account deficit significantly. However, as already
noted, there have been countervailing factors at work, with many of.the mﬂuences
behind the strength of domestic' demand over the past year or so acting to increase
private sector investment more than saving. ‘

Reduced labour costs and higher profitability and confidence levels have stimu-
lated business fixed investment in a major way. This has been rcint:orced by ‘the
cyclical strength in non-residential building and tl}e reduction in equipment prices
consequent upon a higher exchange rate. Those higher profits have, of course, fed
into corporate retained carnings (corporate saving), but to a lesser extent than the
lift in investment.

In the houschold sector, investment has also been rising str.ongly over the past
two years, reflecting both increased residential investment and.mvest{ne.nt b>f unin-
corporated businesses. Over the same period, the household saving ratio is estimated
to have been broadly unchanged.®

In y, the recent i in total private net _borrowing is es.scntially the
consequence of a lift in investment spending; in fact, private sector saving has been
largely unchanged relative to GDP (Chart 22, Pane! B). Fgr the economy as @
whole, after declining sharply from the mid-1970s, saving has increased sxgmﬁcamly
relative to GDP over the past six years, with shifts in public sector saving clearly
being the dominant influence.

" incil ¢ is dependent on the of the reduction in the net PSBR, Some clements
:)II" rr:le"?e%l:étlxg: ?:;coans:el sales), while important for other reasons, do not have any direct (r:rl ;lquu::’ :c".uc:r:
on the current account deficit, Nevertheless, these have accounted for a relatively small part of the r

o l:':‘ .(-he-.':ﬂ :fs G saving are i difficult to derive and should be interpreted wi‘lh care: As the

Statistician noted in (he preliminary March quarter 1989 national accounts estimates, they are'aﬂ")e:':‘l:darl:é'

any ienci i istencies in the and scasonal adj of ‘I,n: me and

expenditure’ —ie they are estimated as a residual. The sut revisions to the saving

the latest national accounts estimates highlight the limitations of such estimates.
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Chart 22: Saving and Investment

Panel A: National Saving and Investment (a)
20 Perceatsge of GDP

. &
19?)9—60 63-64 67-68 71-72 75-~76 79-80 83-84 87-88

Panel B: Private Saving and Investment (b)
Percentage of GDP

1959-60 63-64 6768 71-72 75-‘-76 79LBO 83-84 87:-58

Panel C: Public Seving and Investment (b)
Percentage of GDP

1929—60 63-64 67-68 71-72 75-:76 79-80 53:54 87-88

(a) Based on national accounts catimates. The difference between national saving sad investment
repfu'eﬂad?dlendmgm " plus the statistical discrepancy. Positive values of the
numca\. iscrepancy, suc a8 in the last two mean that the z!

® ;ven{mm |;;eu than net lending to ovcmn?m' #pbetwemm aving aod

ata from 1976-77 onwards arc based on the 1987-88 annual national sccounts and
) subasqueat
qufr(tlly nmoul accounts. Becausc figures for earlicr years are not fully consistent with thess
catimates, public saving prior to 1976-77 has been derived by subtracting the net PSBR from

m:: .mvw; private saving has been derived as the residual between national and public
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External Accoints

There is little doubt that the current account deficit, relative to GDP, will
narrow as demand slows in the period ahead., That narrowing, however, will be
limited by the net income deficit, which is now equivalent to almost 4 per cent of
GDP. This is much higher than the current account deficit ratio needed to stabilise
the net external debt ratio at a reasonable level, and twice the comparable ratio in
the 1960s and 1970s. Given the inherent unresponsiveness of the net income deficit
to policy in the short- to medium-term, a tur d of the trade balance from
deficit to surplus is required to narrow the current account deficit significantly.

While a sustained improvement in Australia’s terms of trade, stemming from.

inued it ses .in dity prices, would facilitate the external adjustment
task, those prices arc very largely beyond Australia’s control. The real trade balance,
which abstracts.from price movements, must be the main focus of policy.

(a) Export Performance

In voluine terms, exports of goods and services have increased much faster than
GDP since 1982:83 (Chart 23). This upward trend was broken in 1988-89, for the
reasons mentioned in Part I Australia’s export capability is now growing strongly
and the coming to fruition- of some major investment' projects, notably the North-
West Shelf project, will add- to export volumes over coming years. Although
economic growth in some of our major trading partners is showing signs of slowing,
potential markets remain quite buoyant.

Chart 23: Ratio of Exports of Goods and Services to GDP
(average 1984-85 prices)

Per cent

19

18+

12 . :
1970-71 73-74 76-77 79-80 82-83 85-86 88-89

245



Despite moderate volume growth last year, manufactured export volumes rose
by over 8 per cent per annum in the four years ended 1988-89. This growth was
largely a response to the significant improvement in the international competitive-
ness of Australian industry that occurred in the mid-1980s. Within manufactured
exports, ship ts of non-metal factured goods rose by over 10 per cent
per annum. In 1988-89 factured goods d for 23 per cent of merchan-
dise export volumes, compared with under 20 per cent in the three years ended
1985-86.

Exports of services maintained their recent strong growth in 1988-89, with the
tourism industry again making a major contribution; in part this reflected the
temporary boost to overseas arrivals associated with the Bicentennial and Expo
events. Australia’s typical deficit on tourism trade has been significantly reduced
over recent years, mainly as a result of continued income growth overseas, improved
competitiveness in tourism, promotional activity and significant investment in tourist
facilities. Arrivals of visitors rose by an average of over 20 per cent per annum over
the last four years, contributing to a $4. billion rise. in export carnings. Tourist
accommodation capacity has risen by over 6 per cent per annum over the three
years to the March quarter 1989,

Important contributions to export receipts are emerging from those who provide
consulting, financial, advertising, busi hnical-and other services.
This category of exports grew by 28 per cent over the two years to 1988-89, when
it accounted for 18 per cent of total exports of services, Overall, the proportion of
total export volumes accounted for by services increased to almost 20 per cent in
1988-89.

{b) Import Penetration

The lift in the import penetration ratio in. 1988-89 came on top of a trend rise
in this ratio (Chart 24). In last year’s Statement some key reasons for this trend
increase were identified—notably the growing use of computers, the worldwide
trend to increased specialisation, lower transportation costs and factors associated
with the earlier relative decline in the size of the Australian manufacturing sector.
Some of these influences are likely to continue, although they are expected to be
overwhelmed by the likely slower growth of domestic demand this year. Past falls
in import penetration brought about by reduced GNE growth are apparent in
Chart 25. Those falls. were not, however, long-lived and the trend increase in the
ratio re-asserted itself as domestic demand growth resumed. That trend is not in
itself a bad thing, particularly if it is associated with an improvement in the
efficiency with which resources are. used, thereby strengthening the long-run com-
petitiveness of exports. Policies fostering a strong business investment climate and
facilitating structural adjustment are in part directed to that end.

2.46.

Chart 24: Import Penetration Ratio () 5
(average 1984-85 prices, scasonally adjusted)

Per cent
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(») Endog imports as a p ge of non-farm sales (defined as gross non-farm product
plus imports of services and cndogenous goods less changes in private non-farm stocks).

Chart 25: Endogenous Imports and Gross National Expenditure
(average 1984-85 prices, seasonally adjusted)

Percentage change on year carlier
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(c) Medium-Term Considerations

As already noted, improvement of the real trade balance is crucial to external
adjustment, Price incentives for Australians to supply traded rather than non-traded
products, for foreigners to buy Australian products. rather than purchase from other
suppliers, and for Australians to buy local goods and services rather than imports
have an important role to play in that regard. Price competitiveness can be
measured by a variety of statistical indicators, but all fail to capture non-price
aspects of competitiveness. No single measure is unambiguously ‘correct’ for all
circumstances. Nevertheless, most available indices suggest that Australia’s interna-
tional competitiveness remains favourable by historical standards, and significantly
better than in 1983 and 1984. Indices of the relative unit labour costs, expressed in
a common currency, of Australian and overseas producers suggest that local industry
remains highly competitive (see Chart 26).

Chart 26: Competitiveness Indices

Index 1984-85 = 100
0

Costs (a)

Prices (b)

100

80

60 L L L Il !
dun 71 Jun 74 Jun 77 Jun 80 Jun 83 Jun 86 Jun 89
(s) Unit labour cost index of competitiveness, Sec footnote (s) of Chart 9.
dby A 1 P

{b) Price index of articles prod industry relative to import
prices (with fixed common industry-level weightings for both serics).

r

However, as also shown in Chart 26, in local uring output
prices relative to import prices present a less favourable picture. The combination
of favourable cost competitiveness but less favourable price competitiveness suggests
that margins have been increasing in Australian manufacturing since mid-1985. Such
a conclusion is consistent with the strong growth recorded in company profits. The
combination of a lift in margins, high levels of capacity utilisation and preservation
of underlying cost competitiveness has been important in encouraging resources to
move to the manufacturing sector and arresting the trend decline in the share of
manufacturing in total GDP.

Further evidence of resources responding to improved competitiveness is seen in
the composition of business investment. There was a sharp lift in the share of
investment occurring in ‘tradable’ industries.in 1985 and 1986 (Chart 27). Over the
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Chart 27: I in Tradable and Non-Tradable Industries (2)
Panel A: Tradsbles Share in Survey Investment (a)(b)
Per cent
2 ~ "
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Panct B: Investment Levels by Industry Sector (c}
. $ billion

... Non-Tradable:
— Commodity Tradable
- - Non-Commodity Tradable

r 2 s ) ) N x ) ) .
1980 1 811 821 831 841 851 861 871 881 891
(2) Private new capital expenditure on an industry of effective use basis, scasonally adjusted
at average 1984-85 prices. This covers approximately 70 per cent of busi
i on a national basis, and exclud ity services,
and agriculture. This topic is discussed in more detail in an article entitled
“New Data on Business Investment™ in Treasury's Economic Round-up, April 1988.
Source: ABS Cat, No, 5626.0 and unpublished dats, Figures for 1989 I are based on
March quarter figures plus expectations for the June quarter adjusted using S year
average realisation ratios. -
() Tradable i is defined as expenditure by mining, manufacturing and *other
facturing’ (service).ind {which include tourist-related projects).
Non-tradable investment covers the finance, property and business services group and
*other selected industries® (except *other non-manufacturing’).
(<) Commodity tradsble i is defined as expenditure in mining and in "basic metal
metal prod f . N dity tradable is defined as expenditure in
facturing excluding basic metal prod and in "other non-manufacturing’.
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past two years, investment in both tradable and nog\-trada‘b]e industries has grown
strongly. Investment in non-commodity tradable mdu.stnes——nolabw tourism—is
estimated to have been the fastest-growing component since 1982-83.

To help restore external balance, exports will need to resume the strf)ng gﬂ;wth
rates of the mid-1980s. Australia’s poor trade volume performqnce. is partly x:
consequence of its specialising in the production of goods for which u:itsemal:lcc;nn
demand grows relatively slowly and whose real prices trend dovynwar , W ;elss
import demand is oriented towards goods foy which the‘ demand increases §tr<;n y
with income. This pattern of export speciahsatio.n and import demand is, in a;:gc
part, the outcome of a combination of comparative advantage: and.prcwous po K;y
incentives that resulted in the development over the post-war per'xod ofka lat_'lg;};
inward-looking manufacturing sector operating in pr'otectcd domestic markets. Tha
situation and the culture associated with it is changing only slowly.

The foregoing considerations point strongly to thc. need to continue to tf.nhfmce
competitiveness in its various dimensions. Continuation of the ;‘)rocm of :m::ro-
economic reform is a ry adjunct to " iented p ?o
correct external imbalance and restrain wage and price pressures. Such .rcform \s:ltll
help the process of export diversification, thereby orienting our px_‘qducuve capact{ ’ll
towards the faster-growing clements of demand. Morco.ver,. by raising th; potefntllz:
output of the cconomy, and allowing a greater contribution to con'ec_non of t.e
current account through net exports, structural rcform would permit dox‘nmflc
demand and standards of living to be maintained at higher levels than otherwise for
a given narrowing in the current account deficit.

Conclusion ) )

From a medium-term perspective, the strong growth in l:'xusm&ss mystmcnt ar}d
employment in recent years will lift the economy’s producuv.e potenu?l. That will
facilitate greater control over inflation and greater cxte.mql adjflstment in the longer
term. However, the stalling of the downward trend in lnﬂatlgn and th.e renewed
increase in the current account deficit in 1988-8? emphasise the size of tl!e
adjustment task and the need both to contain domestic demand and to [ift domestic
production. Part III discusses policies against this background.
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PART II: ECONOMIC POLICY

Domestic demand increases over the past year have been of such a magnitude
that they could not possibly have been met in full by domestic production. Policy
is continuing to be directed at curbing those demand pressures and, at the same
time, at improving the economy’s flexibility and productive potential. This means
further enhancing the economy’s stock of human and physical capital, and making
better use of it. Microeconomic reforms are important here, especially in terms of
more efficient organisation of production and distribution. The recent pattern of
strong growth in private sector investment relative to private consumption and
public final demand needs to be sustained. Continued containment of wage pressures
and the maintenance of satisfactory profitability levels will be paramount in that
respect. It will be essential also to maintain the 1 d d ds of the public
sector in capital markets, and for real resources, through continuing tight fiscal
settings.

Structural Reform

Policies pursued over much of the post-war period which aimed at protecting
inefficient industry sectors have left a continuing legacy of poor work practices,
often indifferent management, excessive regulation and high costs. As a result, the
growth of efficient activities has been impeded and the flexibility of the economy to

adjust to changing cir p
A good deal has been done recently to attack these problems, and the benefits
will b more app as these take their full effect. Phased reduc-

tions in tariffs and other forms of assistance still have some way to run in many
industries, and some measures—such as changes in the tax system, improvements in
training arrangements, the restructuring of awards and the encouragement of industry-
based h and develop will take several years to bear full fruit.

Nevertheless, much remains to be done to encourage industry to become more
efficient, outward-looking and responsive to market signals. In pursuing these objec-
tives it is important that the medium-term perspective not be diminished and that
any measures that might be taken to deal with short-term problems do not cut
across medium-term aims,

Some parts of the services sector are in urgent need of reform, particularly
where services are major inputs to other industries. In some cases, the high costs or
unreliability of such services can effectively prohibit the development of potential
export industries. The high cost of coastal shipping around Australia relative to the
cost of international shipping, for example, seems to have been an important factor
in the off-share processing of some raw materials produced in Australia. Similarly,
high costs and risks of delays on the waterfront can impede the development of
export-oriented manufacturing activities. Initiatives by the Commonwealth Govern-
ment, including the availability of continuous voyage permits for the use of foreign-
flagged vessels in coastal shipping, are now being pursued in these areas.

Considerable scope also exists for State governments to improve the efficiency
of State enterprises such as railways, electricity commissions and port authorities,
and to reduce regulatory and other rigidities. Changes are now beginning to occur
in some of these areas. The Commonwealth has moved to reform its business
enterprises, which are largely in the transport and communications sectors. The
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benefits will be seen over the coming years in better service to customers, greater
price restraint, and higher returns for the ultimate owners (the community at large),
as well as the release of resources to other sectors of the economy. Flow-on benefits
will accrue to user industries which rely on these enterprises for essential services.

A number of legislative and operational d have been '. pl en d
On 1 July 1989 the Australian National Line joined Qantas, Australian Airlines,
AUSSAT and OTC in being incorporated as a Commonwealth-owned company.
Also on that date, Australia Post and Telecom began operation under new corpqrfitc
and financial structures. Under these arrangements the Government is exercising
strategic oversight of its enterprises through approval of their corporate pl'fms and
the setting of financial targets which include a requi to ach (f"" in some
cases move towards) rates of return comparable with similar enterprises in ghc
private sector. The Australian Telecommunications Authority (.AUSTE'L),_whlch
began operation on 1 July 1989, will admini a price-capping to
ensure that productivity gains flow to users.

Labour Market Reform

Reform is continuing in the labour market, particularly through. award re.struc-
turing, As part of this ongoing reform process, wage detcrmir}ation in Australia has
also undergone an important transition in recent times. Within .thc fran'fework.of a
centralised system providing overall wage restraint, wages policy has increasingly
taken on the role of a catalyst for productivity improvement and labour market
reform: wage increases linked to economy-wide inflation and appl.ied to the whole
workforce from a common date have given way to wage determinauo.n arrangements
which place greater emphasis on negotiations at a more decentralised level. Past
efforts to move to more decentralised arrangements have been hamstnmg. by
structural deficiencies in the system, including importantly in the structure of unions
and awards, which have produced, amongst other things, a tendency for wage leap-
frogging.

The National Wage Case Decision of August 1988, in establishing the St.ru.c_tural
Efficiency Principle, added. to the momentum of labour market reform initiated
under the two-tier wage system introduced in March 1987. It provided a framework
for changing some of the more fund 1 and institutionalised el ; .of the
Australian system of industrial relations that obstruct incrc§sed. prod'ucnvny a.nd
efficiency at the enterprise level. Such changes include removing m'efﬁcxe'nt }vorklng
practices and arrangements, revising conditions of employment in line with industry
needs, establishing more appropriate wage relativities, providing better career struc-
tures and improving incentives for training.

As management and employees learn to make the most o.f the oppomfnities
provided by award restructuring, there is potential for a major 1mpr9vem?nt in ghe
industrial relations environment, leading to lower levels of industrial dlsputagon
and improved productivity. Through its emphasis on training and .skill‘ formation,
award restructuring can also play a crucial role in addressing chronic skilled labour
shortages which, as recent experience has once again demonstrated, place severe
constraints on the productive capacity of the economy.

2.52

The 25 May 1989 Decision emanating from the Industrial Relations Commis-
sion’s review of progress under the Structural Efficiency Principle again emphasised
that the Principle is aimed at changing those aspects of the award system which
inhibit measures to improve efficiency in individual establishments. The Decision
stressed that the Principle contemplates substantive changes in workplace practices
by both management and employees. To that extent, an important measure of the
success of the Principle will be the degree to which changes at award level lead to
genuine improvements at the plant and enterprise level,

The August 1989 National Wage Case Decision linked future wage increases to
casc-b ideration and impl ion of award restructuring agreements,
in a manner consistent with the continuation of aggregate wage restraint. The
Decision also reaffirmed that there was no limitation on the nature of the issues
covered by the Structural Efficiency Principle, and went on to outline a wide range
of issues relating, to working patterns and arrangements that can be included in
negotiations. While there is inevitable debate about the detail of some changes, the
broad directions outlined by the Commission are supported by both unions and
employers.

Among the issues which the Commission has noted should, where relevant, be
dealt with under the Structural Efficiency Principle is that of the structure of trade
unions and of awards. The current structure of trade unions is based predominantly
on craft, occupational or general unions extending across industries. In addition,
many of the key awards (such as those covering metal workers, transport workers,
storemen and clerks) extend across a wide range of very disparate industries and
employers.

These structural features of the industrial relations scene have adverse conse-
quences for the efficient operation of the labour market. Most middle-sized and
larger employers have to deal with a number of unions and awards covering
different sections of their workforces and this can complicate the negotiation of
changes in working arrangements. In some cases the task is apt to be consigned to
the ‘too hard’ basket by employers, particularly those protected from foreign
competition or who know that their domestic competitors face similar problems. In
addition, the sometimes rigid dematcation of work between different unions and
awards in individual enterprises can lead to inefficient work patterns and wasteful
disruptions. An excessive degree of job specialisation and division of labour can also
limit the development of effective career paths and multi-skilling.

More fundamentally, the coverage of unions and awards, as well as that of
various employer organisations, has important implications for attempts to adapt
and change wage relativities and for the achievement of overall wage restraint. A
union representing employees in a number of industries will understandably seek to
extend gains made in one industry to others in which it has members; furthermore,
changes to one award which upset established relativities in a multi-award and
multi-union workplace are likely to lead to pressures for changes to other awards
to restore established relativities, regardless of their appropriateness in the different
situations. The structure of unions and awards can therefore be an important source
of wage flow-on pressures and constitutes a substantial barrier to the development
of more flexible wages policies.
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The Structural Efﬁcncncy Prmclple provxdx scope for dealmg directly w1th some
of these issues. The Principle i a to g and/or rationali
the list of respondents to awards’, and the Commxssnon, in both its May and August
1989 Decisions, specifically directed attention to the need for consideration of such
matters. It also referred to the deeply ingrained. attitudes with respect to union
structures, highlighting the time, effort and wide-ranging education. required of
management and the workforce: if the necessary changes are to occur.

The most recent National Wage Case Decision also seeks to mitigate some of.
the adverse effects of the. existing, structure of unions and awards by establishing
stable and consistent relationships between awards. Over the. longer term, the
rationalisation of our award and union structure is necessary if the industrial
relations system is to continue to evolve in a way that is. more conducive to
improved productivity, performance and flexibility at the industry and. enterprise
level.

Just as microeconomic reform and medium-term structural change will be central
to producing a more efficient and flexible economy over time, macroeconomic
policies must continue to foster a sound economic environment which is conducive
to change. One aspect of the latter, highlighted by the experience of the past year
or so, concerns the effectiveness of monetary policy in dercgulated financial markets.

Fil ial D lation and M y Policy

The deregulation of Australia’s financial markets has improved the efficiency of
the financial sector, resulting in cost-savings and innovations in the services provided
to other sectors of the economy. Interest margins for the major banking groups are
lower now than they were at the beginning of the 1980s prior to bank deregulation
(Chart 28, Panel C), notwithstanding a lift in those banks’ profit performance in
the last two years. That improved profit performance is attributable in part to
favourable economic conditions and to the cut in the corporate tax rate in 1988-89,
The largest contribution, however, has come from reductions in the banks" operating
costs, with increased competition prompting greater internal efficiency (Chart 28,
Panel B). Non-i income (including fees and' charges) has had a largely
neutral effect on profit performance (Chart 28, Panel D).

At the same time, the p of internati ion' of our fi ial sector has
continued, facilitating the greater international reach of many other Australian
businesses.

Nevertheless, some concerns have been expressed about the process of financial
deregulation, including from those who, as' home loan borrowers, have faced
uncxpectcdly high levels of interest rates as monetary policy has bccn txghtened It
is certainly the case that in this environment price ct (6
interest rates) play the major role in balancing housing "demand and supply But
deregulation has also brought other changes:

« in a free-market for housing finance, there is full continuity of supply, in place
of the rationing of loans, or ‘cocktail’ lending with high average costs, which
would have accompanied any continuation of the lending rate ceiling for
banks;
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Chart 28: Performance of the Major Private Banks (@
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« deregulation of retail t g has int near: ial rates of return
for household savings (and households in aggregate have more savings than
borrowings); and

o deregulation has improved the relative lllty of fi for non-h
investments (although in other ways housmg is still a favoured form of
investment).

4

Financial deregulation has also had implications for the of monetary
policy. In particular, monetary aggregates have become unreliable guides for the
formulation or assessment of the stance of monetary policy. In this situation, current
and prospective developments in a broad range of financial and economic indicators
bearing upon demand, activity, inflation and the current account have come to be

monitored and assessed in the ongoing conduct of monetary policy.

Moreover, whereas monetary policy was previously implemented through con-
trols on interest rates, reserve asset ratios and guidance on the amount and direction
of bank lending, in the contemporary environment implementation is primarily
through the Reserve Bank’s operations in money markets. These operations influ-
ence short-term professional interest rates which, along with expectations of future
economic conditions and policy, also influence (with a lag) longer-term and retail
interest rates, This process was clearly evid d in the tightening of y
policy during 1988-89,

Monetary policy is the most flexible macroeconomic policy instrument and it
has been employed actively over recent years. However, the persistent strength of
demand during 1988-89 has raised questions about its effectiveness in the deregu-
lated environment. It has been suggested, for example, that financial innovations
may have reduced the sensitivity of expenditure decisions to interest rate increases,
especially if the latter are thought to be temporary; and that larger increases in
interest rates may now be necessary to produce the same impact on demand. On
the other hand, significant changes in interest rates are now more readily achieved.
Moreover, policy now affects the entire financial sector, rather than being limited
in its initial impact to the. banking sector alone. As always, of course, judging the
degree of monetary tightening required to produce the desired degree of slowing in
demand remains a difficult art. This is particularly so in circumstances where there
is considerable uncertainty about the underlying strength of demand and about the
lags involved, and where maintaining business investment and competitiveness are
also important policy objectives.

The timing and extent of the impact of tightening in monetary policy has been
difficult to gauge, but the slowing which is now occurring in the economy confirms
that monetary policy remains an effective instrument in helping to curb excess
demand pressures. That in turn will help to lower inflation and to slow imports.

Fiscal Policy Settings

Over time, a consistently firmer fiscal stance should facilitate lower interest
rates, particularly as the overall stance of policy contributes to an easing in
inflationary pressures. The substantial tightening of fiscal policy that has occurred
over recent years is indicated in Chart 29. Panel A shows that outlays relative to
GDP have declined by 6.3 percentage points from the peak in 1984-85, whereas
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Chart 29: Fiscal Indicators
Panel A: Commonwealth Budget Revenue and Outlays
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revenue to GDP has declined by 0.7 p points over the same period.
Clearly, therefore, it has been declines in outlays, rather than increases in revenues,
which have been instrumental in turning the budget from deficit to substantial
surplus,

The turnaround in the total public sector borrowing requirement (the net PSBR)
has been even sharper than that for Commonwealth outlays and the budget balance.
The net PSBR has been reduced progressively from a peak of 6.7 per cent of GDP
in 1983-84 (Pane! B) to the point where a surplus of 1.0 per cent was achieved in
1988-89.

Most of the fiscal adjustment has been in the general government sector,
reflecting mainly the swing from budget deficit to surplus by the Commonwealth.
Until recently, the State and local sector made relatively little contribution (Panel
C), but in 1987-88 and 1988-89 there was a significant reduction in the net

borrowing requirement of that sector, with a fall over the two years equivalent to.

1.4 percentage points of GDP. (Further details of public outlays, revenue and
borrowings are contained in Budget Statement 6.)

The prospective budget surplus in 1989-90 and the decisions taken at the April
Premiers’ Conference and Loan Council meetings will lead to a public sector net
financial surplus of 1.2 per cent of GDP in 1989-90.

The substantial turn-around in the net PSBR might normally have been expected
to show up in much higher domestic net saving in total; that is, in a. significantly
lower call on foreign saving. As discussed in Part II, however, this has not occurred,
basically because of the increase in private net borrowing associated with the large
lift in business and other investment. A much better balance between national
saving and investment is expected to emerge as the excess demand of the past year
or so is removed from the economy.

Recently, various proposals have been advanced to boost private sector saving.
These require careful analysis, not least because they almost invariably imply a
certain loss of public sector savings (through, for example, reduced taxation reve-
nue) against less certain gains in private sector savings and hence in national savings
overall, The merit of such proposals will depend on their specific nature, including
their efficiency, fairness and practicality.

Private saving might be expected to be boosted by higher marginal rates of
return on saving. However, the evidence of such a response is not strong. For
example, when the household saving ratio was particularly high in the mid-1970s,
real after-tax interest rates were very low; its subsequent fall in the 1980s was in a
period when real after-tax interest rates were considerably higher, Most empirical
analysis indicates at best a modest saving response to rates of return.

Over the medium-term, household saving rates are affected by a range of factors
beyond rates of return, such as inflation, demographic structures, wealth, income
distribution and the range and quality of government services generally which
households would otherwise have to provide privately, The wide cross-country
variations in houschold saving rates, and their changes over time within countries,
suggest that they are the outcomes of a complex range of economic factors and
social attitudes. In the shorter-term, their variation is largely attributable to changes
in income and householder uncertainty about economic conditions,
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Changing attitudes to self-provision for reti t i could also i
personal saving over the medium term. In the wake of the Government’s overhaul
of superannuation arrangements since 1983, there has been a more than five-fold
expansion of supcrannuation asscts (to over $100 bitlion). That structurgl overhaul
has made superannuation more accessible and more attractive to 'all sections of the
community. The tax-related measures announced in the Budget will further enhance
superannution as a vehicle for savings. The Government has ?Iso am}ounf:ed a
major change in the Australian approach to reti i v in the.dlrecuon of
greater self-provision, This is intended to strengthen attitudes favouring personal
saving for retirement in the years ahead and to reinforce the trend away from

li .on the age pensi

Conclusion
Economic policy in recent years has been directed towards deli g a more
productive, efficient and flexibl over the medium-term. Macroeconomic

policies have helped to boost profitability and stimulate investnlwnt and en}ployment.
These policies have been complemented by a wide range of microeconomic reforms,
bly in financial, product and labour markets, and in. the taxation field.

In an important respect, those policies have been too successful, crcating. a
private investment boom of a strength which the economy could not readily
accommodate. As a result, inflationary pressures mounted and the current account
deficit widened again during 1988-89. While the events of the past year dic! not cast
doubt on the basic approach and strategy, they did call for policy adjustments
during the year.

Overall macroeconomic settings were moved further toward restraint on demand
while the Accord process was again deployed to continue wage restraint and lab.our
market. reform. With the gap widening between domestic spending and producuor:,
a heightened premium was placed on microeconomic change to lift the. economy’s
productive potential, and fusther progress on that front occun'ed: The broad policies
now in place are intended to work steadily to restrain domestic demand,. and re-
establish downward trends in inflation and the current account deficit, while
sustaining reasonable growth. in output and employment. Progress towards these
goals is unlikely to be rapid but is expected to resume during the course of the year
ahead.
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PART IV: THE ECONOMIC OUTLOOK

Output and trade of the OECD countries are expectéd to- continue to expand
in 1989 and 1990, albeit more slowly than in 1988, This slowing is likely also to
affect the fast-growing Asian region, but trade and output there are forecast' to
continue to grow substantially faster than in the industrial countries, Earliér con-
cerns that a widespread lift in inflationary expectations could bring the long period
of sustained economic growth to an end- in the near future have receded. Monetary
policy was tightened in major countries during the past twelve months and infla-
tionary pressures seem likely to be contained.

Other significant risks to continued global expansion stem from the recent
slowing in the adjustment of the large external balances of the major countries and
from continuing difficulties faced by heavﬂy mdebted developing countries. How-
ever, provided domestic economic poli g the y adjustments are
continued—and are supported: by appropnate mtematlonal cooperation—financial
markets seem likely to continue. to-accommodate, in an orderly fashion, the gradual
correction of these imbalances.

Overall, the prospects for continued, albeit more moderate, expansion of the
world economy in the short run appear sound. This.will be conducive to a generally
good Australian export performance, although some commodity producers are-likely
to face less buoyant market conditions than they have of late,

On the domestic side, given thc healthy state of'a number of economic. funda-
mentals, the momentum of expansion and: the inevitable lags in responses
to the tightening of policies during 1988 89, it has taken some time for signs of
slowing in demand to appear. Growth in demand: is, however, forecast to case
significantly during the course of 1989-90, especially in the dwelling and non-
residential’ investment sectors. Other components of private spending are unlikely
to slow as markedly. Household income growth is projected to remain fairly strong
and buoyant profitability should be sustained. While lower demand growth can be
expected to have its main impact on imports, output and employment will: probably
grow more slowly than in 1988-89, especiaily over the course of the year.

With the economy slowing during 1989-90, through-the-year rather than year-
average changes will provide the more meaningful guide to emerging trends for
many aggregates, This is true, for example, of inflation and the current account.
deficit. The latter, in particular, may show little improvement in year-average terms
(relative to- GDP) while narrowing progressively over the course of this financial
year and into the next.

The Forecasting Framework and Assumptions

The fc in this St are based on a set of assumptions covering
largely exogenous factors. There is always a degree of uncertainty attaching to these
assumptions. The forecasts also build upon the latest economic statistics, many of
which (as noted in Part I) are preliminary in nature and subject to significant
revision. For these and other reasons, the focus of attention should be on the
overall picture provided by the following assessment, and ‘on broad trends rather
than precise numbers.
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Chart 30: Comparison of Budget Forecasts and Outcomes (2)
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Chart 30: Comparison of Budget F and O (continued)

Panel D: Employment (fabour force survey basis)
5 Percentage change on year carlier (c)
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(b) Figures for 1984-85 represent through the year growth,
(c) Figures for 1980-81 represent growth in non-farm wage and salary carner employment.

(‘Than 30 presents summary measures of past budget forecasts and outcomes and
provides some indication of the typical order of magnitude of the divergences

involved. The outcomes are those first published for the rel fi ial year;
with the exception of the CPI, these outcomes are usually revised.
The dard technical ption of an hanged TWI exchange rate over

the forecast period has been sut ially invalidated on some ¢ ions (eg in the
mid-1980s). Nevertheless, Chart 30 suggests that the major clements of the budget
forecasts have usually provided a reasonably accurate indication of the overall
direction of the economy. In recent years, there has been a tendency to under-
estimate both inflation and employment. GNE and the current account deficit—the
latter being the outcome of a wide range of domestic and international influences—
have sometimes deviated significantly from budget forecasts.
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The magnitude of the deviations last year in domestic demand, inflation and the
current account stand out in an historical perspective. As discussed in Part I, these
deviations were of course closely interrelated. The: underprediction of domestic
demand in 1988-89 was largely responsible for the unanticipated severity of the fail
in net exports and deterioration in the current account deficit relative to GDP
(despite the greater than expected improvement in the terms of trade). The strength
of domestic demand also contributed to the inflation outcome being less favourable
than forecast.

The forecasts for the year ahead have been formulated on the basis of the fiscal
policy stance outlined in the 1989-90 Budget and the following major assumptions:

o growth in real GNP of Australia’s major OECD and Asian trading partners

casing from around S per cent in 1988-89 to 4% per cent in 1989-90;

« price inflation in Australia’s major trading partners remaining relatively steady

at about 44 per cent in. 1989-90;

o the volume of world trade expanding by around 7 per cent in 1989-90,

compared with 8 per cent in 1988-89;

 overseas nominal interest rates remaining around current levels in 1989-90;

* Australian monetary policy remaining sufficiently tight to contribute to a

g in d d and an improving outlook for the current. account deficit
during 1989-90 and beyond;

o the dard technical ption of no change during 1989-90 in the exchange

rate from the recent TWI level of around 58;

« on the basis of the recent National Wage Case Decision:

- wage increases related to award restructuring agreements payable in two
instalments (of $10-15 or 3 per cent, whichever is the higher) not less than
six months apart;

- adjustments to minimum award rates spread over not less than four six-
monthly instalments beginning no earlier than 1 January 1990 and also
related to award restructuring;

- continuing access to d-based sup ion benefits; and

« normal seasonal conditions for rural production for the remainder of 1989-90.

Financial Conditions and Budget Funding

The Government has indicated that firm monetary policy settings will be
maintained until there are clear signs of a slowing in domestic demand sufficient to
re-establish downward trends in inflation and. the current account deficit.

As discussed in more detail in St 5, the C Ith will again retire
overseas and domestic debt, resulting in a further large reduction in the Common-
wealth budget sector’s overall stock of debt outstanding relative to GDP. There is
also likely to be some decline in the stock of Treasury Notes on issue. It is estimated
that the ratio of Commonwealth Government debt to GDP will fall to around 13
per cent by end-June 1990, compared with 17 per cent at end-June 1989, and
nearly 27 per cent at end-June 1986.
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The Commonwealth does not plan to undertake any Treasury Bond tenders
over the remainder of this financial year and will commence a program of ‘reverse
bond tenders' in the D ber quarter to supp! existing market arrangements
for buying back bonds. As in past years, cash base growth and the Government’s
foreign currency requirements will be met by Reserve Bark market operations,

Demand and Output

Forecasts of demand and output in real terms in 1989-90 are summarised in
Table 8, with forecasts of other selected measures shown in Table 9. As noted
above, those year-average f¢ mask a considerable slowing in major demand
aggregates during the year. There are, inevitably, some uncertainties about the
timing of the slowdown, and small variations in timing could have significant effects
on the year-average forecasts for 1989-90 without necessarily implying a significantly
different trajectory once the turning point has been reached.

Real household disposable income growth is forecast to be slightly higher than
in 1988-89, with slower growth in employment and unincorporated enterprise
income expected. to offset partially the effects of the income tax cuts. Continuing
tight financial conditions are likely to moderate the growth in private final con-
sumption expenditure during the course of 1989-90 and contribute to a rise in the
household saving ratio. In year-average terms, consumption is forecast to grow at
about the same rate as in 1988-89.

Private dwelling investment is expected to decline during 1989-90 in response
to the tightening in monetary conditions and increases in house construction costs
and land prices during the past year or so. It is forecast to weaken more sharply
than any other component of demand.

Despite. a high level of work in the pipeline, an absolute decline in non-
residential’ construction is also likely as the year unfolds (although not in year-
average terms). Factory and tourist facility construction is expected to continue to
grow, but surplus office space appears to be developing. in several centres. With
property values already falling absolutely in some centres, there could well be:
further downward correction in this area of demand in the face of sustained high
real interest rates. The outlook for plant and equip investment remains more
buoyant, with profits in many sectors likely to continue at high levels, However,
the prospect of slower growth in sales, higher import prices (stemming in part from
the recent $A depreciation) and higher funding costs should result in. plant and
equipment investment growing less rapidly in the period ahead than it has in the
recent past.

Public final demand is forecast to increase faster in 1989-90 than in the
preceding year, largely because of a strong increase in Commonwealth public
enterprise investment (particularly in civil aircraft and telecommunications) and
smaller declines in State and local investment expenditures than have occurred in
recent years. Excluding the impact of civil aircraft imports and' the mismatch
between deliveries and payments for defence equipment, public sector final demand
is forecast to rise at about the same rate in 1989-90 as in 1988-89.
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Table 8: Forecasts of Demand and Output (average 1984-85 prices) (a)

1987-88 1988-89 1989-50
Actual Actual Forecast
Privale final consumption expenditure . . . . . . . . . 34 37 3
Gress fixed capital cxpcndilure—
Dwellings . . C e e e e e e e 1.5 242 -8
Non-dwcllmg COnSrEtion . . . v . e e e e 242 82 4
Plant and equipment . . . . . . . . o . . . . 108 19.3 6%
Business investment . . . . . . . . . . . . . . 150 155 6
Private final domesticdemand . . . . . . . . . . . 59 10 3
Public final domestic demand . . . . . . . . . . . . =15 24 3
Total final domestic demand . . . . . . . . ... 4.0 59 3
Increase in stocks (b)—
Private non-farm . e e e e e 0.5 08 =1
Farm and public aulhomy e e e e e e e —0.1 0.4 .
Gross national expendllure o e e PN 49 17 2
Exports of goods and services . . . . .« . . . . . . 6.8 1.0 ki
Imports of goods and services . . . . . . . . . . . . 929 255 3
Net exports (b) . P ~0.5 -4.4 i
Giross domestic producl e e e e e e e e e 43 33 2
Comprising-—
Nonefarm product . . . . . « « . . . . . . . 438 33 24
Farmproduct . . . . . . . . . . . . 0 e e . —6.2 31 2%
Memorandum Items:
Public final demand
(payments basis, excluding civil aircraft) . . . . . . . . =1Ll 20 2
Gross national expenditure
(excluding civit aireraft) . . . . . . . . . ... . 53 74 2
Net exports.
(excluding civil aireraft) (8 . . . . . . . . . . . . —09 —4.1 EH
(@) Unless otherwise stated, figures are percentage changes on the preceding year.
(b) Percentage points contribution to change in GDP.
Table 9: F ts of Other Selected E M (a)
1987-88 1988-89 1989-90
Actual Actual Forecast
Average earnings
(nalalfmal accounts'basis) . . . . . . o . . o e e 6.6 70 7
Consumer price index . . . e e e e e e e e 13 74 7
Gross non-farm product deflator . . .o e e 74 9.3 61
Non-farm real'unit labourcosts (6) . . . . . . . . . . =31 -3 :
Employment (labour force survey basis) . . . . . . . . . 30 4.1 g
Unemployment rate (per cent) . . . 78 6.6 +
Participation rate (per cent) . . 622 62.6 63
Real houschold disposable income . . . . . . . . . 3.6 35 4
Household saving ratio (pcr cent) (c) Ve e e e e s 6.7 6.6 T
Terms of trade e .. e e e e e 91 156 -3
! Ic! —
Cusrrg]r;l‘::co .nl. i e e e e e e e e 118 174 184
Percentage of GPP. © i i i e 40 52 5

(a) Unless otherwise indicated, ﬁgures are percentage changes on preceding year.
{6) As defined in focmole (/) of Table 5 B
{¢) Ratio of houschold saving to hold P
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As outlined in Part 1, private non-farm stocks increased rapidly during 1988-89,
in line with the strength of domestic demand, The tightness in financial conditions
and the forecast easing of demand in 1989.90 are expected to induce some disin-
vestment in stocks, consistent with the trend decline in the stocks/sales ratio,
reflecting ongoing improvements in inventory management. Farm stocks are unlikely
to contribute significantly to GDP growth in 1989-90,

The easing in private consumption growth during the course of the year, together
with the expected downturn in dwelling construction and business investment and
destocking, is likely to generate a considerable slowing in the growth in private final
demand and gross national expenditure in 1989-90, with both falling in absolute
terms as the year progresses. This downturn in domestic demand is forecast to be
partly offset by a lift in net export performance, but gross domestic product is
expected to increase more slowly than in 1988-89, with growth moderating during
the year.

Balance of Payments

Rural exports will benefit from higher production and are forecast to increase
moderately in 1989-90 following falls in the two preceding years. The strongest
increases are expected to occur in exports of meats, cereals and sugar. Non-rural
exports are forecast to increase by around 10 per cent, with a large contribution
coming from the commencement of natural gas exports from the North West Shelf.
Gold and coal are also likely to be significant contributors, while iron and steel and
other manufactured exports are expected to recover strongly (as slower domestic:
demand growth frees output for export markets). The very strong growth in tourism
earnings in recent years, however, is not expected to be sustained in 1989-90.
Overall, the volume of exports of goods and services is forecast to grow substan-
tially in 1989-90, in contrast to the modest rise in 1988-89.

At the same time, growth in the volume of imports of goods and services is
forecast to slow markedly after the exceptional increase in 1988-89. The sharp
deceleration of demand and the easing of domestic capacity constraints are reflected
in a forecast increase in endogenous imports. of 3 per cent, Exogenous imports are
expected to be little changed in 1989-90. An expected concentration of civil aircraft
imports in the first half of the year, together with the slowing in domestic demand
during the year, is likely to produce falls in the volume of merchandise imports
during 1989-90—as occurred in the demand slowdown phases earlier in the decade
(see Chart 25 in Part II). Consi with decelerating import ship the rate
of growth of freight payments should ease, and other services imports are expected
to increase much more slowly than last year,

The depreciation of the $A in the latter part of 1988-89 should result in some
increases in import and export prices. The exchange rate effect on export prices is
expected to be offset to some extent by lower world commodity prices. A modera-
tion in the growth of world demand for raw material inputs to industrial production,
and higher world output of many dities following f: ble prices over the
past few years, are likely to result in an easing of commodity prices over the course
of 1989-90. Metals prices are expected to ease most. The terms of trade are
expected to decline by some 34 per cent in year-average terms with the decline
over the course of the year being somewhat higher.
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With the net income deficit. expected to increase again, these forecasts imply an
overall current account deficit in 1989-90 of some. $18+ billion, equivalent to about
5 per cent of GDP, By the second half of the year, the deficit is expect'ed to be at
a significantly lower level, reflecting the pick-up in exports and slowing in imports.

Prices and Incomes

Average weekly earnings (survey basis) are forecast to rise by am}md
6% per cent in 1989-90, compared with 6.8 per cent in 1988-89. Average earnings
(national accounts basis) are forecast to increase slightly faster—by around 7 per
cent in 1989-90—largely as a result of the further spread of award-based occupa-
tional superannuation benefits. This compares with 7.0 per cent in the previous
year.

The recent exchange rate depreciation will tend to lift prices, but that influence
is forecast to- be more than offset by the progressive easing of demand and
continuing wage moderation in 1989-90. The increase in the CP/ is forecast to case
to around 7 per cent over the year to the June quarter 1990, compared with 7.6
per cent during 1988.-89. For the year as a whole the increase is put at 74 per cent,
essentially unchanged. As in 1988.89, the CPI is expected to increase by more than
the private consumption deflator in 1989-90, mainly due to the continuing large
contribution from mortgage interest charges.

‘The small adverse movement in the terms of trade forecast for 1989-90 follows
strong increases in the previous two years, Consequently, i in the implici
price deflators for gross non-farm product and total GDP are expected to be much
lower in 1989-90 than in 1988-89.

With the slowing in the rate of growth of the implicit price deflator for gross
non-farm product, real unit labour costs in the non-farm sector are forecast to rise
moderately—by around 1 per cent in 1989-90 following a shayp decline of
3.1 per cent in 1988-89, The rise in real unit fabour costs, toge!her with the general
slowing of the economy, is forecast to produce a slight decline in the corporate
profit share from its recent high levels,

Labour Market

The easing in demand and product growth is expected to be r.eﬂected in slow.'cr
employment growth in 1989-90, though from a very high rate fyf increase and w.nh
the usual lags. The participation rate is not expected to decline markedly during
the course of 198990, and the year-average unemployment rate is forecast at
around 6% per cent.

Conclusion

Those forces responsible for the strength of demand, imports an(.| inflation in
1988-89 are expected to moderate considerably during 1989-90. Sustained firmness
of macro-economic policy, of which the 1989-90 Budget is an important e]emen.t,
will have an increasingly apparent effect. The wage/tax/transfer paFkagc wgll
reinforce other instruments of policy by minimising the risk of a sharp increase in
nominal wages such as has characterised past periods of strong expansion in
Australia,
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These are conditions which should lead to a rebalancing in the while
avoiding the risks of a recession. A considerable easing of domestic demand pressures
and the re-emergence of a stronger net export performance during the course of
the year are envisaged, By the end of 1989-90, trend declines in inflation and the
current account deficit are expected to be clearly evident.

Although production and employment should not slow nearly as much as
d d, the rebalancing of d d and is likely to see slower growth in
1989-90 than is acceptable over the longer run. This underlines the need to continue
to pursue the medium-term structural adjustment already underway to further
improve efficiency, competitiveness and hence productive potential.
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STYLE CONVENTIONS

The following style conventions are employed in this Statement in addition to
those noted on page 2 of this Budget Paper:

 References in the text to allocations or estimates refer to the 1989-90 finanical
year unless otherwise stated. Similarily, ref to changes in such
refer to comparisons with the 1988-89 outcome unless otherwise stated. Ref-
erences to the “Forward years” are to the years 1990-91 to 1992-93,

» The following abbreviations are used for States and Territories: NSW (New
South Wales), Vic (Victoria), QId (Queensland), WA (Western Australia),
SA (South Australia), Tas (Tasmania), NT (Northern Territory), ACT (Aus-
tralian Capital Territory).

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

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

» Money amounts not expressed in full are rounded to the nearest $0.1m.

¢ All time periods are inclusive of the opening and/or closing dates or. periods
given (eg “the three years to 1989-90” comprises 1987-88, 1988-89- and 1989-
90).

* Real growth in outlays, unless otherwise stated, has been measured by refer-
ence to the non-farm GDP deflator.

* Functional and sub-functional tables (except for those functions which exclude
salaries and the Defence function) do not include for the Budget and forward
years for wage i d to take place after the Budget in
that year. An allowance for such. increases is included in Function 9C.
Contingency Reserve.

» The sign of the percentage change reflects the result of the calculation, not

the effect on the aggregate concerned. Therefore, the sign on the percentage
change for an aggregate moving from —ve to +ve will be —ve.

32

PART I: OVERVIEW

1. HIGHLIGHTS OF THE 1989-30 BUDGET

TABLE 1: SUMMARY OF OUTLAYS

1988-89 1989-9011990-91 1991-92 1992-93

Actual

Estimate Estimate Estimate

Outiays excluding assstsales  $m 82666 - ./87953 93961 97880 101495

Real growth over preceding year % =53 1.3 0.3 0.8
Outlays ae proportion of GDP % 246 236 228 22.0
Assot sales $m =538 - -
TOTAL $m 82128 93161 97880 101495
Real growth over preceding year % 8 18 05 -0.8
Outlays ae proportion of GDP % 234 228 22,0

In 1989-90:

— outlays are expected to increase by 5.6% in nominal terms,
a decrease in real terms of 0.6%.

~ this is the fourth successive year in which outlays will decline
in real terms, an outcome not achieved over the last 35
years,

— real outlays are forecast to be 8,29; below the peak level
attained in 1985-86.

— outlays are also expected to decrease from 24.5% of GDP
in 1988-89 to 23.7% of GDP in 1989-90.

— the major sources of growth in outlays are increases in the
Social Security and Welfare, Health and Education func-
tions; declines are expected in most other functions.

Decisions taken by the Government in framing the Budget have

increased 1989-90 outlays by a net $223m. New policy costing

$1621m has been very substantially offset by savings of $1399m,
including $100m from a new program of asset sales.
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* The net effect of these decisions in 1990-91 is estimated at a
decrease of $305m, including $300m from asset sales.

* Over the three years of the forward estimates period:

— 1990-91 shows a real increase of 1.8%; with growth declining
sharply thereafter, producing an overall real increase over
the period of 1.5%;.

- the‘downwards trend in outlays as a proportion of GDP is
projected to continue, falling to 22% in 1992-93, the lowest
since 1964-65.

~ major sources of growth in outlays over the three years are
Health, Social Security and Welfare, and Defence; partly

offset by declines in Economic Services and Public Debt
Interest.

. Ex?luding the impact of asset sales, real outlays are expected
to increase by 0.1% in 1989-90 and 1.3% in 1990-91 before
declining by a total of 1.1 to 1992-93,
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2. RECONCILIATION OF BUDGET AND FORWARD ESTIMATES
FOR 1989-90

The Budget process. for the last several years has been based upon rolling
forward estimates compiled by the Department of Finance in consultation with
other departments, and published following the Budget each year. The estimates do
not include any provision for new programs, or for expansion of existing programs
that have not already been previously agreed by the Government. However, the
estimates do include a bulk all for slippage or drift in the cost of existing
policy (sce 9C. Contingency Reserve).

The forward estimates thus represent a benchmark against which the effects of
Government decisions and changes in parameter ions can be d

The starting point for the 1989-90 Budget process was the forward estimates

published in November 1988 for the years 1989-90 to 199192, The forward
estimates reflected the mini cost of maintaining on-going government policy,
on the basis of then prevailing economic and other parameter assumptions.
The November 1988 estimates were updated in January, May and July 1989 to
reflect revised assumptions following release of the latest national accounts or other
economic data. They have also been progressively updated to incorporate the effects
of Government policy decisions.

Table 2: “Reconciliation of Forward and Budget Estimates of Commonwealth
Outlays 1989-90" summarises these changes by function.

Since the forward estimates were published, the estimates for 1989-90 outlays
have increased by $1858m in nominal terms. Policy decisions have contributed a
net $223m of this increase, and parameter and. other variations a net $1636m.

At the time of the forward estimates, real outlays were expected to decrease by
0.7% in 1989-90. The Budget estimate is for a decrease of 0.6%. This revised forecast
outcome reflects the net impact of revised parameters and policy decisions.

Policy decisions

The effects on the 1989-90 Budget of major budget outlays decisions taken by the
Government since the publication of the Forward Estimates are set out in Table 3:
“Summary of Measures by Function” at the end of this section. The table also
shows the effects of decisions in 1990-91. Full-year effects of such decisions would'
generally be approximated by the 1990-91 figures. Detailed figuring for each
measure has been factored into the forward estimates for the appropriate program.

The published forward estimates in Table 2 have been adjusted to reflect classifi-
cation changes adopted in. this Budget which affect total outlays (excluding the
inclusion within other functions of property expenses previously included in the 8E.
Administrative Services function). Details are provided in Statement 7 Coverage
and Classification of Information in.the Budget Statements.
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5115 603 338 323 -58 265 354

5160 4512

Total Economic Services

8. General Public Services -
A. Legiviative Services

B. Law, Order and Public Safety

C. Foreign Affairs and Overseas Ald

D. General and Sclentiffc Research

E. Administrative Services

~14

57

-190

-26

5765 5872 5646

Total General Public Services
9. Not Allocated to Function —

-3
35
-530

110

21009 22233 21368

13978
7280

14288
7245
700

13606
7403

A. Assistance to Other Governments
B. Public Debt Interest
C. Contingency Reserve

“~1183 ~1157

2

-685

~710

-181 25

-865

Total Not Alfocated to Function
OUTLAYS EXCLUDING ASSET SALES 82666 85995 87953

-1940 495

1621 -1299 323 2435

1636

1958
-100

1858

-800
-305

-~100 - ~800
2435 -2740

“1621 -1399 223

-100

1636

-1100  -1200
82128 84895 86753

-538

9. D. Asest Sales

TOTAL

w
o

Major measures increasing outlays include the Family Package ($554m in
1989-90), and: the bringing forward of indexation increases in pensions and benefits
($125m)—both of which were d in the E ic St April 1989;
reforms to the waterfront and coastal shipping ($55m); and policy reviews of
government support. for science ($39m), sport ($16m), youth ($24m) and the
environment ($36m); and rent assi and pension i ($96m). Savings
include reductions in assistance to the States (—$550m); changes in the definition
and application of eligibility critesia for a range of pensions and benefits (—$253m);
reduced planning guidance for Defence outlays (—$73m); changed arrangements
for the Phar tical Benefits Sch (—$43m); and a modified pathology
services table (—$45m). Some of these have also previously been an-
nounced, cither in the Economic Statement, April 1989, or in other policy state-
ments.

Total reductions in outlays for forward estimates are slightly lower than those
announced in last year’s Budget and are considerably lower than corresponding
reductions associated with the 1987 and 1986 Budgets. This refiects. the: sustained
fiscal restraint since 1986 which has reduced the level of the base forward estimates.
Combined with the discipline inherent in the tighter linkage of the forward and
Budget estimates, this restraint has significantly reduced the need for annual reduc-
tions in the forward estimates and the scope for doing so without compromising the
Government's existing priority program areas.

Parameter and other variations

P: and other to the resulted in a net increase over
the forward estimates of $1636m. This increase included $1789m for economic
patameters. These were partially offset by a net $20m in downward revisions to
some program specifi (eg production' estimates and the numbers and
h istics of p and beneficiaries).

Other variations totalled —$133m including the absorption of the $450m that
had been included in the published forward estimates for upward revisions or
(“drift”) in the cost of existing policy.

The major parameter changes between the forward and Budget estimates are as
follows:

« forecasts of domestic price indices have increased since the forward estimates
by 3# percentage points for the CPI (to 7¢%) and by 2% for the implicit price
deflator for non-farm GDP (to 64%). Forecast average weekly carnings have
also increased somewhat since the forward estimates. Taken together, these
higher forecasts have increased outlays by around $1740m, mainly in the arcas
of indexed pensions and benefits and grants to other governments.

o the 8 ber of ployment beneficiaries is now ted to be

413,000, a net reduction of 37,000 in 1989-90 on the assumption incorporated
in the forward estimates. This reduction is primarily the result of higher
economic activity. This has decreased expected outlays by some $165m.

o $142m has been added to Public Debt Interest by higher domestic interest
rates and a lower exchange rate, partially offset by the effects of the higher
than anticipated budget surplus. Higher domestic interest rates have added
around $30m to other programs.
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» the exchange rate assumption in the Budget of 58 on a Trade Weighted Index " i
basis is 2 points lower than assumed in the forward estimates. This is estimated ' TABLE 3: SUMMARY OF MAJOR MEASURES BY FUNCTION
to lead to a direct increase in outlays other than public debt interest of
approximately $40m.

#Indicates measure announced in the April Statement

L. . Estimated Effect
* revisions to take-up rates for pensions and benefits (excluding unemployment on Outlays
benefits) are expected to result in a net increase of $67m to outlays over the Function and description of measure 1989-90 1990-91
forward estimates. The major revisions have occurred in Sickness Benefits and sm Sm
Sole Parent Pensions with some offset in AUSTUDY. ngENCE
Some of the a}bove increases in outlays since the forward estimates have been « Reduction in real growth in Defence outlays to 0% in 1989-90# . . . -729 ~39.4
offset by lower disbursements of revenues from primary industry levies (—$118m) Increases
resulting from lower revised production estimates *Assistance toPNG forees . . . . L. Lo 80 -
N e Restore DFRDB pension base®# . . . . + « « « . « « o . . 4.7 76
Effect of Reallocation Between Fi 2. EDUCATION
The 1989-90 estimates are also affected by reallocation of funds between de- : D“.“” ion in Higher ion Early Reti Fund. . . . . . —50 -
partments as a result.of Administrative Services commercialisation and introduction | lﬂcmmAbo } education pali 4 154
2 B T X . 4| i O L .4 .
o.f Comcare premiums—both of these changes affected outlays for individual func- i . Mdﬂﬁ;:.l funding fof",,,'fgm. education . . . . . e 54 108
tions but were. budget neutral in their overall effect. * Asian studics teacher training R 0.5 Lo
 International Literacy Year . e e e 1.6 L5
« National Agenda for a Mulucullural Ausmha
~ School ESL (new amvals) PR e e e 14 34
- Workplace Englnxh . C e e e e e 04 06
- ESL TV series . . e e e e e 12 -
- Additional monies for Abongmal Languagﬁ e e — 3
« Revised arrangements for assistance to overscas sludcms C e e 217 300
» Science and Technology Statement
' - Commonwealth postgraduate awards . . . . . . . . . . 29 10.8
- Higher cducation research infrastructure . . . . . . . . . 129 33.5
* Youth Strategy
~ Projects for students at risk of Ieavmg before compleuon of second-
ary school . . 20 35
~ Improved income suppen prowslons for 1617 year old’ homelrss
and independent/away from home students . .. 19 38
3. HEALTH
Decreases
« Pharmaceutical Benefits Scheme
- Changed Genml Patient Contribution —35.0
~ All for Pl =700
- Transfer to HIC, . PN -3.0
- Reduce drug hoardm; by sal‘ely netusers . . —~60
- Audit of Repeat Scripts . P =50
~ Reduce Nursing Home PBS . . -30
» Changes to health insurance arrangements . . -10
« Introduce a modified pn(hology services table# —470
» Reduce rate of growth in HACC to 15% a year -78
* Reductions in special assistance grants to private hospitals . . -5
» Reductions in special services, capital and nursing home bcn:ﬁls . =74
Increases
e Assistance for ex-POW's-Japan . . T 0.7 14
« Capital funding for Repn(mnon institutions . . . . . .. 4.5 58
o Measures to improve health care for Veterans . . . . . . . . . 20 1.7
* Women's health strategy . . . . . e e e e e e 22 5.0
« Health Information Rescarch. . . 0.5 -
+ Commonwealth contribution to the cost of asbestos removal in Canberra
residences . SR 52 105
» Nationa! Agenda for 2 Multicultural Australia
- Information strategy . . . P e e e e 05 0.5
- Ethnic health usersdata . . . . . . . . . . . . . . 0.1 0.1
- HACC survey G e e e e e e e e e — 0.1
« National HIV/AIDS slralegy o 6.7 135
« Schedule Fee revision including rcvnsed remunerauon arrangemenl.s for
GPs e e e e 350 370
+ Science and Technelo;y Statement’
- Medical training, equipment and research . . . . . . . . 52 9.1
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#Indicates measure announced in the April Statement )

Estimated Effect
on Ou

tlays
Function and description of measure 1989-90 199091
$m m
3. HEALTH (comtinued)
o C of blood ionation plant at dmead PPN - 50
* Youth Strategy
~ Provision of innovative health services for young pccplc PR 10 20
« Multipurpose facilities in rural arcas , PO 0.4 08
4. SOCIAL SECURITY AND WELFARE
. Recovcr double payment of child and education payments . . . —-25 —25
» Abolish payments for children under 16 working full timez . . —40 —80
* Automatic overnight checkmg cl‘ applications for pensions and beneﬁtst: —140 _
* Legislative for sole parent p —30 —290
» Revised review amngcments for sole parcnt pensioners# —49 928
* Verification of income details for pensioners and beneficiaries#t . ~109 -230
* Review of overseas born Australian pension reclpxcnls to delecl non-
disclosure of overseas pension income# . . -~164 =234
for beneit reviews . . —43.5 —984
. Defennenl of unemployment and sickness benefit fcr annual lcavc pay-
ments on termination of employmentst . .. ~51.0 =612
« Strengthening the unemployment benefit work ml# e e e -164 ~164
« Tighter treatment of benefictaries moving locations -36 -39
* Mandatory provision of tax file numbcr by unemploymem and sickness
beneficiaries . . . -334 —49.8
s Defer capltal subvention to Abon nsl and Torm S(ml lshndcr Com-
mission Development Corporalmn . -~100 -
. ion and deht recavery amngc-
ments . . . o ~8.5 =209
= FAS income test chnngcs—cy.tcnd m\\ﬁoumn e -39 —~78
* Review of family allowance recxplents . . .. X =300
« Reassess family aliowance on increase of income . . . . . . . . L =216
« Reduce rate of growth in HACCto 15% ayear . . . . . . . . —54 —14.7
« Sickness benefit mobile review teams . e e =34 -131
« Sickness benefit reviews and age limit on “invalid pensmns PR ~24 —58
Increases
« Aboriginal service delivery schemes packay 1.3 1.9
. Abongmal Torres Strait Islanders Commission cslﬂbhshmcnl and opera-
tion costs , . 69 37
o Increase pensiun ms over and above indexation (52 per  week smgle,
$3.30 married) . . 526 3144
« Bringing forward mdexauon mcreases ol' penslons and beneﬁ'.sﬂ . 1250 2050
« Upgrade provision of advice on financial matters to pensioners . 15 24
 Child care including indexation af fec relief means test thmholds nnd
ceilings . M- 89 16.5
 Family packag it . 554.0 680.0
= FAS income (est changes extend 25% reduction mle P 40 55
« Self provision package for the aged . 54 16,6
* Income support package for older un=mployed . 1.2 58
* Reforms 1o income support in bereavement . . 7 74
» Research projects on reform of assistance to dnsabled pcrsons PR 24 0.3
« Visit by WW1 Veterans to Gallipoli . . PRI 08 —
» Morigage Relief funding . . PR . 150 —
 Increased rate of rent assxslnncc . 430 2.5
« Grawth funds for Progrﬂ 50 100
* Measures (o protect the nghls of users of Residential Aged Care, HACC
and Disabilities programs . . . R 25 34
« Liberalisation of UB income test . . PR - 70
* Regional operations and rural access packnge for DSS P 28 4.1
* Youth Strategy
- Adolescent mediation services and l‘amﬂy thempy as pnmlry
prevention for youth homelessness . 10 1.5
- Income support initiatives . . . . . . . . . . 13 20
- Youlh w:ommodauon TR . 100 -
service ! 22 4.7
. Famlly M\'.dna\mn and Masriage Cc\msclhng 0 [R}
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measure d in the April
Estimated. Effect
on Outlays
Function and description of measure 198990 199091
$m Sm
5. HOUSING AND COMMUNITY AMENITIES NEC
Decrease
« Inteoduction of 12 mon\hs 1=s\d=ncy requ\remcm undu Fiest Home
Owners Scheme . . -20 =30
Increases
« Rehabilitation of abandoned uranfum mines in lhc NT 1.0 30
. Addl nﬂl Maralinga rehabilitation sludm . . 04 —
of 2 Resource issiy e e 52 89
. Enwronmcnlal Package
~Community trees . . . . o . e v e e e 40 40
- Environmental database . . . . . . . . e e 1.8 21
~ Save the bush e 1.0 15
« Housing Costs Reduction Progmm and related measures . . . . . 38 37
« Funding for rental property housing trusts . PR 23 260
6. CULTURE AND RECREATION
Decreases
« Rescheduling of payments to Film Finance Corporation## . —200 100
¢ Deferral of spending on National Transmitting Facilities -0 -03
l““caAks: 163 216
* Assigt 10 84 3 5
. Revlé:v“g? Congr.;\onweallhs role in Conservation of the National Estate 17 290
* Environmental Package
- Endangered species . . e e e e e e e 20 20
- Crown of Thorns Starfish . e e e e e s 03 05
- Tasmanian World Heritage Tmcks G e e 13 14
 Radio Australia Transmitter . L0 03
* Additional resources for Ausmlmn Broadcasnng Tnhunul . 11 1]
« Film and Sound Archive preservation of nitrate ﬁlm 15 10
« Minor works for National Library L. . 28 ~0.1
« National Museum Australia d catal g and 10 03
* National Agenda for 2 Multicultural Ausmha
- Extension of SBS services (3] 11
- Cultural Heritage !nshumwn 03 —
7. ECONOMIC SERVICES—
7A. TRANSPORT AND COMMUNICATION
fne 69.0 ~15
« Secand Sydney airport land design and road upy A
« Aircraft noise regulation and curfew znl‘orcemenl . 5; 5 65—9
« Waterfront and Shipping Reforms . . 1 .
78. INDUSTRY ASSISTANCE AND DEVELOPMENT
Decreases
 Reduction in grain harvesters and cultivation mnchmery and eq\npmem . —o9
bounties # . . —-_2.9 I
« Rural adjustment scheme—reduoed fundms e e e e e e . .9 X
Increases
» Additional resources for Austmlmn Tourist Commission . T 47 -
» lncreased funding for Austral and Jnsp n Services to 24
implement agricultural quarantme policy statement . . . . . . 35 2
« Austrade—eapptoved lending program interest subsndy 10 12
« Housing—Supply Side Measures . . .. ;}, 3
* Investment promotion, . e 0y 1‘0
« National Procurement Developmenl Progmm e e e s 2.0 1
» Metal based engineering p: B e e e e s .5 B
« Rural research—move 10 0.5% or GVP . Ce e — e
« New arrangements for Wheat Marketing 352 5
» Tasmanian wheat freight subsidy . k3] .
« Assistance package to Tasmanian mdustri 105 -
. Tﬂsmaman Forests Packnge-—l’lamanon Devzlopmem and o(her 56 o6
assista . 3 4
. Nn\:ona\ Fmes\s Accord Secn:\amt .. ?i l{%

« National Forests Inventory .



meusure in the April S

Estimated Effect

on Outlays
Function and description of measure 198990 1950.91
$m sm
78. INDUSTRY ASSISTANCE AND DEVELOPMENT (cotinued)
* Environmental Package
~ Energy management . . 05 09
- MDB National Resources Mdnagemem S(ralcgy . 30 5.0
~ National Afforestation Program , . s 1.9 20
- National Soil Consesvation Prcgmm 106 100
= Sewerage studies . . . 0.2 —
~ South-East Forests Package 0.5 10
~ Southern Bluefia Tuna, . 0.7 0.8
- Tropical Forests Initiatives . 0.1 02
~ Year and Decade of Soil Conservation 10 05
* Feasibility Study for Multifunctional Pohs . Ce e e e 1.0 —
+ Renewal of Ships bounty. . . . e e e e e, 255 350
* Science and Technology Sxmtmen\
- DPIE review of R&D effectiveness and r.quxpmenl (BMR) . 13 1.3
- Marine science and lechnclogy . . 02 03
- Australia Prize . , e e . 03 03
- Special projects . . 06 06
» Technology development pmgmm 1.4 14
+ Vendor qualification scheme . . X 26
» Timor Gap Joint Authority Loan . — 25
7C. LABOUR AND EMPLOYMENT
Decreases
* Abolition of Commonwealth funded trade based pre-employmum —-28 —60
« Savings in JOBSTART program # =119 =20
« Abolition of pre-vocational graduate emplcymcnl nbale # —-09 -19
* Labour market program savings . . . , . -84 =125
Increases
« Establishment of Nationa) Training Board # . 1.5 26
« Expansion of industry training support program # 33 6.5
* Assistance to appren\\ccs/\ramm # . .. 24 39
« Funding for new industry training . . 33 9.1
*» Labour market programs mcludmg assxslanoe l'or o)der workcrs and lhc
disabled 24 28
*» Mobility assistance . . 10 16
* Workplace reform—award rcslrumnnng SRR 12 -
* Tasmanian Forests Package—Labour Training . . . . , 20 20
* Youth Strategy
~ Provision of joint CES/DSS intesview and caseloading Arrangements
for 16—~17 year old JSA recipients after 12 months reg\smuon with
the 0.6 07
- Extend News\m !I\lerv\ews w long,er urm 18—20 yzar ald UB
recipients . . . 0.3 05
- Labour market assistanice for dlsadvanlaged yo\mg pcop\c B 17 28
- Expansion and enhancement of Youth Access Centee network . . 1.6 22
- Publicity and Infcrma(lon about the Govemm:nls socml ;usuce
strategy . . . 03 03
» Overseas quahﬁcalmns . - 22
« Industrial Relations Commission . . B 15 15
* Reform of the DEET client services network . N kAl 70
7D. OTHER ECONOMIC SERVICES
Increases
M 157 650
. Rsumplmn of NT Elccmcuy Subs|dy and rehevmg NT of eleclncuy
28 30
. Rcvxs»ed cha(gmg arrangemcnu and mcreasnd fundmg tar mcleowloycﬂl
services provided to the aviation industry . 1.3 06
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measure in the April
Estimated Effect
on Outlays
Funclion and description of measure 1989-90 1990-91
$m $m
8. GENERAL PUBLIC SERVICES —
8A. LEGISLATIVE SERVICES
Increase
*» Postage entitlements for MPs . . 42 42
8B. LAW ORDER AND PUBLIC SAFETY
Increases X
» Additional court and legal sid resources for S\age 2 of Child Suppon
Scheme . 9.5 10.8
+ Reimbursement to States for fam|ly Taw work in mﬂgislrats courts—
increased rates . . . B 5.5 5.5
o C ith Law Cou ts Cor 17.8 187
« Increased Judges salaries following report by mnnbers ot' the Remuner.
atien Tribugal . . . 26 20
* Revision of fegal aid ngreemcnls with Stales e e 52 5
« Australian Federal Police Force Development Program . . 25 —_
+ Australian Federal Police—ADP and Overseas Liaison Officer 1.9 —
. ADP Fac:h(m for Aucrney-General 's Department . 10 2.0
* C of Special ¥ gat Unit l\mdmg into Nazi War
Crimes . . PR . 32 —
« National Agenda fora Mulucullum\ Auslraha
- Legal interpreters . . 0.1 0—
- Law review 0.2 .3
- Other . . . 08 —
« Extension of Coastal Surveillance Contract . 03 30
8C. FOREIGN AFFAIRS AND OVERSEAS AID
Decrease )
« AIDAB—reduced funding . . . . . . =15 -
Incream
ion of CAAIP 21 21
. Upgradc of d|plomahc communications nclwark and olhcr mlnor n=w
licy . . 78 129
* 1992 Seville Expo . 25 ;I.S
« National HIV/AIDS su-a(egy . . L0 0
8D, GENERAL AND SCIENTIFIC RESEARCH NEC
Increases 3
» Antarctic rebuilding program . . 2.5 .
 Australian response to the Greenhouse Effect and Climatic Change . sa —
« CSIRO—restoration of 1988-89 Budpet reductions . 6.6 16
* May 1989 Science and Technology Statement 5
- CSIRO equlpmenl—-ncw research . . . 140 19.0
- Other . . P 41 4.6
8E. ADMlNlSTRATlVE SERVICES
Decreases
. Abo\mon of Data Protection Agency . —33 —
AGRBO—Charge employers share of nperalmg cosls P —-6.5 -6.7
. Fmal paym:nl under C Land Exchang: 189
Agre — 18, —
. ngcrty salﬁ mcludmg Lady Dawdson Hospxlal and Gowne Hoslel —18.7 —_
Increaws
lian Bureau of Statisti 06 0.7
. Aus(ralun Taxation Office—ADP re-eqmpmenl and redcvelcpmcnl 136 38
» Australian Construction Scmw—Compm\er acquisition . . . 64 9.0
+ Expansion of decentralised client services systems for DILGEA . 1.0 1.0
. Rmurm l'cr AUSLIG for revision mappmg program 5.3 4.1
ices—site 125 557
. Capllnl injection to transport and slorage group for motor vehicles for
Senior Exccutive Service . . . 120 -
* Reform of the Transport and Slotagc Group . . 37 80
« Extension of IRIS Il to remaining migrationposts . . . . . . . 20 20
 Imp! ion of CAAYP i including new selection
and review system and research resources) . . . . . . . . . . 172 185
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measure in the April S
Estimated Effect.
on Outlays
Function and description of measure 1989-90. 199091
Sm $m
8E. ADMINISTRATIVE SERVICES (oommued)
B and Review of administrati
d with he Benefits Limits . . . . 27 06
« National Agenda for 2 Multicultural Australia
- Administrative Review . . . . . . . . L oL L L L 03 0.2
~ Community information . ., . . . . . . . . [P 0.7 27
« Additional resources for Australia Made Campaign . . 24 -
oNewCustoms Vessel . . . . . . . . . ... 19 —
« New Commonwealth superannuation scheme . . . . .. 80 49.0
ePublicservicetraining . . . . . . . . . .. ... — 100
« Resources for conduct of 1991 census . . . . . . . . ., . 14 96
« Restoration of pension base for Commonwealth. Superannuation
Sheme# . . . . . . L L L0 oo . 72 120
9. NOT ALLOCATED TO FUNCTION—
9A. ASSISTANCE TO OTHER GOVERNMENTS NEC'
Decreases
. Redumon m amigtance OACT . . . . .. . ..., =213 —
for local government . . . . PR =293 =215
. Reducmn m asistance tothe States# . . . . . . . .o, . . —550.0 ~5753
. « Exclude drought from natural disaster relief arrangements# . . . . ~17.3 —20.2
ncretse
* No clawback of local government rates and charges payable by Telecom
and Austratin Post . . . . .. L L, L L L, 252 263
9B. PUBLIC DEBT INTEREST
. for of C cash
balances . . ... . L L L L, L, —500 —80.0
. Pubhc Deb( Interest effects of bringing forward Company Tax
.................... —-220 —3500
. Pubhc Delx Interest effects of. fornightly PAYE remittances -200 —=700
9C. CONTINGENCY RESERVE
Decrease :
* Running costs—continuation of efficiency dividend . . . . . . . - —600
9D. ASSET SALES
Decreasc
sAmetsalesprogmm . . . . ., L L ... .., ., —1000 —800.0
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3. OUTLAYS TRENDS

Comparisons of outlays between the historical period (1979-80 and 1988-89)
and the period covering the Budget and forward years are complicated by the
treatment of prospective wage and salary increases. For the Budget and forward
years. estimates of wages and salaries shown in each function are based on the wage
and salary rates assumed to be current at Budget time in that year. An allowance
for wage and salary increases determined after the Budget each year is included in
9C. Contingency Reserve.

In the ten years to 1989-90 outlays increased by 23.0% in real terms. Most of
this increase occurred in the four years from 1982-83. Since 1986-87 outlays have
declined in real terms each year, falling by 0.2% in' that year and 2.9% and 4.6%
respectively in 1987.88 and 1988-89. (The 1988-89 Budget estimate was for a real
decline of 1.8%.) Outlays for 1989-90 are budgeted to decline by 0.6% in real terms,
the fourth ive.real decli g not achieved since before 1953-54, the
earliest date.for which parable data arc available. For the forward years, outlays
are expected to grow by some 1.8% in real terms in 199091 as a result of substantial
real growth in 1. Defence, 2. Education, 3. Health and 4. Social Security and
Welfare. Subsequently, outlays decline by a net 0.2% in real terms to 1992-93.

The ratio of Budget outlays.to GDP: is. also an important indicator of the scale
of budget activity and of the resources appropriated by the budget, though it is, of
course, sensitive to cyclical influences and year to year variations in relative growth
rates. As a proportion of GDP, outlays averaged 27.6% between 1979-80° and
1988-89. This ratio peaked at 30.0% in 1984-85, reﬂectmg, among other things, the
upward pressure exerted from 1981-82: ds by st lerating
activity and steeply rising unemployment. Since 1984-85, however, there . has been a
sustained decline in the ratio which is forecast to reach 23.7% in

CHART 1. OUTLAYS AS A PROPORTION OF GDP
AND CUMULATIVE REAL GROWTH
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CHART 2. REAL GROWTH IN OUTLAYS

Percent
40 Cumulative Growth
on 1979-80
3o Annual Real Growth
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1989-90, the lowest level recorded since 1973-74. This trend is expected to be.

maintained over the forward estimates period. The ratio is forecast to decline to
22.0% in 1992-93, the lowest since the mid 1960%. and some 8 percentage points
lower than the 1984-85 peak. Chart 1 shows trends in this ratio between 1953-54
and 1992-93, together with cumulative real growth in outlays over the same period.
Chart 2 shows cumulative growth in real outlays between 1979-80 and 1992-93,
together with changes in annual real growth.

Chart 3 shows contributions to real growth between 1979-80 and 1989-90 by
cach function.. Those functions which contributed significantly to real growth over
the period include 4. Social Security and Welfare, 3. Health, 9B. Public Debt
Interest and 1. Defence. These areas of activity account for the majority of real
growth in the period reflecting their large size relative to total outlays. The function
which made a major negative contribution to growth over the period was 94.
Assistance to Other Governments. To an extent, this decline has been offset by an
increase in' specific purpose assistance—eg for public housing and hospitals. Other
negative contributions came from 9D. Asset Sales and 7A. Transport and Com-
munications.

Over the forward years, significant real i are d in Pe
Benefit Payments and Gramts to Non-Profit Institutions, panly reﬂectmg the
Government's social welfare objectives. In functional terms, significant real increases
are budgeted for in 3. Health, 4. Social Security and Welfare and 2. Education

resulting in real growth in 1990-91 of 1.8%. The large contribution of 9C. Contin-

gency Reserve to real growth in the forward years reflects the inclusion of an
allowance for “drift” in the cost of existing policies and an allowance for late

CHART 3. CONTRIBUTIONS TO REAL GROWTH
1979-80 TO 1989-90

Soc Secur. & Welfare

Health- |

Public Debt Interest |l

Defence

Education

Housing & Comm Ammen

Admin, Services

Labour and Employ.

Law,Order/Pub.Safety

Culture and Recr. i
Legislative Services

Contingency Reserve i

f Other Econ Serwcos

P Assist Other Govts | L ' )

4 2 [} 2 4 6 8. 10
Percentage Points

CHART 4. CONTRIBUTIONS TO REAL GROWTH
1989-90 - 1992-93

Health
Conlmgem:y Reserve
sset Sales
Soc Secur. & Welfare
Defence
Education
Assist Other Govts.
Other Econ Services
General & Scien Res.
For. Affairs & Aid
Labour and Employ.
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Legislative Services
Culture and Recr,
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Public Debt Ingerest
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Percentage Points
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parameter changes to the forward years which could not be factored into individual TABLE 4. RECONCILIATION — OUTCOME AND BUDGET 1988-89 ($m)
program estimates (as discussed. in the next paragraph). Thereafter, real reductions

in other areas of Commonwealth outlays are expected to result in a net real decline Post-Budget Slippage of

N . L . Parameter Decision, Budgeted
in total outlays in 1992-93, resulting in an overall real increase over the forward c;':::n“ W—'——‘u..:um Other

years of 1,.5%. The most significant declines are expected to occur in 9B. Public : (@) Policy  Savings (b) © ]
Debt I and the 7, E Services group of functions. Relative contribu- 1 Defonce 751 621 - - =150
tions to real growth over the penod are shown in Chart 4, Further detail on outlays 2 Education 99 283 - - -801.2
trends is provided in S 7: y of Outlays and in Part II of this 3 Health -204 211 - 50 -505:
Statement—Analysis by Function, 4 Soclal Securlty and Welfare -1268 104 - 1071 -223

The deflators used to calculate real growth for total outlays in the forward years 5 Housing and Community Amenities 67 - -128 -30 -81.0°
are slightly higher than those used in Part II of this Statement for real growth 8 Gulture and Recreation 29 0.3 - 02 -187
calculations for individual functions. The former reflect June quarter National 7 Economic Services -
Accounts data which could not be incorporated into detailed estimates in the time. A. Transport and Communications -44.7 250 - - 338: -
available. Real growth rates for individual functions have, therefore, been calculated 8. Industry Assistance and Deveiopment  ~18.1 56 - 172 -538
using deflators consistent with the price basis of these estimates. An allowance for C. Labour and Employment -144 - -2 -226 -419
the additional outlays effects of the higher deflators has been included in 9C. D, Other Economic Services 08 9.0 - -0 113
Contingency Reserve so that the aggregate outlays totals and real growth figures
reflect the latest national accounts information. Total Economio Services -764 1206 -12 -408 -507°

8 General Public Services L
4. THE 1988-89 BUDGET IN REVIEW A. Legisiative Services 1.4 1%8 - 1.6 ;g:

A detailed report on the outcome of the 1988-89 budget was released by the 2‘ ::lmm;r:db':";:“w _:2 ,05:: - - =202
Minister for Finance with the June Stat of C: Ith Financial Trans- D. General and Scientific Research 65 9.7 - - 66 .
actions on 28 July 1989. Variations from the figures published in this budget stem. E. Administrative Sorvices 333 209.6 - 206 -852:
from classification changes adopted for the 1989-90 budget as outlined in i .
Statement 7. Total General and Public Services 49 341.8 - 312 -naz

Outlays were held to within $85m, or about 0.1%, of the budget estimate, 9 Not Allocated to Function
representing a real decline of 4.6% compared to the original estimate of 1.8%. A A, Assistance to Other Governments 79.4 - - - 2967
reconciliation of the outcome against the budget estimates is set out in Table 4. 8. Public Debt Interast 145.0 - - - -3%.5
The most significant influences adding to the outcome were post budget decisions, C. Contingency Reserve: -113.7 - - - -16.3 4t
the effect of higher than expected inflation on index-linked programs, and slippage D. Asset Sales - - - 1478 140
in impl ation of budget Thm factors were largely offset by the . 2
effect of reductions in the bers of ficiaries, higher 2 Total Not Allocated to Function 110.7 - - 147.8 -1021 T 1564:
exchange rates than assumed at budget time and program underspends. . :

Table 5 gives the outcome and the budget estimate for each function. Further TOTAL OUTLAYS 266 584.6 -14.0 247.1 -759.7

information on the major variations from budget is provided under the. function l doand I
i i i (a) Includes sconomy-wide an D'qgumdnpoc par
headings in Part II of this statement. o Includes dolay and
{¢) Includes changes in non-economic mivny levels,
carryover of running costs and program underspends.
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-0.9

Over
1988-39
-48

Estimate

-2.3

Actual

Change in 1988-89 Actual

‘ 1987-88
Actual

Estimate (a) ©

Actual
5282

1987-88 1988-80

Total Economic Services

8. General Public Services

A, Transport and Communications
Industry Assistance and Development
Labour and Employment
Other Economic Services

B.
C.
b.

TABLE 5: OUTLAYS BY FUNCTION

5. Houslng and Community Amenities
8. Culture and Recreation

7. Economic Services

4. Soclal Security and Welfare

1. Defence
2. Education

3. Health

74
565

70

577
657
1380
516
2257
5387

Law, Order and Pubiic Safety
Foreign Affairs and Trade

A Legisiative Services
D. General and Scientific Ressarch
Administrative Services

B.
[
E.

0.8
0.1

156

43

~5.4

20314
82043 -

21636

78764
in the 198889 Budget Papers due to classification

changes introduced in the 1969-00 Budget. See Statement No 7 for detalls.

{b) Actual

tothe relevant

from those publi

St

Total General and Public Services
have been

9. Not Aliocated to Function
Total Not Aliocated to Function

Public Debt Interest

C. Contingency Reserve(b)

A, Assistance to Other Governments
D.  Asset Sales

B.
TOTAL
(%) The 1968-8!

5. BASIS OF THE FORWARD ESTIMATES

Reports on the forward estimates of budget outlays have been published since
1983. Until 1985 they were published in Autumn, and served as a scene-setting
document for the Budget. In 1985 two Reports were produced, one in May and
one, after the Budget, in November. Since then the Reports have been published in
November or December, showing the outyear implications of the policies contained
in the Budget brought down usually in August.

In 1988 the Budget S pr d esti of outlays for the first
forward year. Forward estimates for three years have now been fully incorporated
into this modified outlays Statement, so that a separate Forward Estimates Report
will no longer be required.

The forward estimates record the minimum cost of on-going government policy,
as adjusted from time to time by the Department of Finance for the effects of
parameter and allow other variations, and do not include any allowance for the
introduction of new programs or expansion of existing programs (unless already
announced by the Government). They represent the lowest level of budget outlays
in future years if the parameter assumptions underlying the estimates were realised
and if no further policy changes were made. As such the estimates constitute a
basis for future government decision-making: they do not in any sepse represent
policy targets.

Forward estimates of government outlays tend to be somewhat conservative in
their assessment of spending in later years. The overall estimates thus include an
allowance for drift in the cost of existing policy, based on the experience of past
years. In some cases where formal authority for a program lapses, but where the
program is expected to continue in some form, the estimates make provision for the
continuation of the program on the basis of existing arrangements, While these
arrangements reduce conservative bias in the estimates, they do not eliminate it
entirely. For example, the completion of specific capital projects, which may not be

laced by new i ts, leads to a decline in outlays. Decisions to undertake
new capital projects in 1990-91 will be reported. as new policy in this Statement
with expenditure shown in each of the relevant years.

By providing a consistent, on-going basis for Budget deliberations, the forward
&stlmates have contributed to a more structured budgetary process. By removing
ive ion over baseline estimates, and freeing Ministers from consid-
eratmn of the detail involved in development of base csumates, the Government
has been able to concentrate on policy issues involving ive changes to
programs,
The need for any variations from the baseline estimates to be justified has also
contnbuted to overall fiscal restraint by ensuring that the estimates reflect the
r t y to maintain. the Government’s existing policy for
each program These variations are summarised in the reconciliation of the published
forward and budget estimates included in this Statement each year which plays an
important part in public accountability. By showing the derivation of the Budget
estimates in terms of the published forward estimates, adjusted for policy decisions,
parameter changes and other variations, it clearly establishes the extent to which
the Government has made discretionary changes to the estimates,
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Economic assumptions

The cconomic assumptions underlying the Budget estimates are set out in
Statement 2 of this Budget Paper. The assumptions underlying the forward estimates
are consistent with and build upon those parameters. However, they necessarily
embody much greater uncertainty and are therefore intended to be essentially
illustrative,

The broad economic outlook over the forward years is assumed to be one of
steady growth in GDP averaging around 3% per annum, Nominal wage increases
and price inflation are both assumed to moderate over the next three years,

The following key assumptions have been used in calculating the relevant
estimates:

» Prices—the CPI and price deflator for non-farm GDP are assumed to increase

by around 5% in 1990-91 and 44% tt ft pared with d 74% in
1989-90 for the CPI and 61% for the. non-farm GDP deflator.

* Wages and salaries—public sector wages and salaries are assumed to risc more
slowly than is expected in 1989-90.

» Exchange Rate i A lian dollar exch rates are taken as
unchanged over the forward years with Trade Weighted Index (TWI) remain-
ing at 58.

¢ Unemployment benefit recipients—the estimates assume beneficiary numbers
of around 425000 in the forward estimates period, increasing from the 413 000
assumed for the Budget year owing to the moderation of growth to a level
more in keeping with the longer term growth of productive capacity.
» Interest rates are assumed to decline in nominal terms consistent with the
forecast declining rate of inflation as demand growth moderates,
The estimates are also dependent on.a wide range of parameters not of a general
economic nature, for example beneficiary b 1 of medical and phar-
maceutical services, and the value of production in a number of primary industries.

Parameter Sensitivity of the Budget Estimates

The following section provides rule of thumb estimates of the sensitivity of
outlays estimates for the forward years to variations in key economic parameters.
The analysis set out below examines the direct effects' on outlays of independent
and economy-wide changes in specific parameters.

The normalised variations for each individual are as foll

« Prices—an assumed 1% increase in all price deflators (including CPI and
GDP deflator) is factored into all estimates, The increase is evenly distributed
over the four quarters of the first year. For later years increases in deflators
are kept unchanged from base-line assumptions. That is, estimates for later
financial years vary only to reflect lagged effects or revised base estimates;

* Wages—an additional 1/2% increase in all wage and salary rates in both the
December and June quarters of the financial year with future wage rises as
per baseline assumptions;
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« Economic Activity—a 1% increase in the rate of real growth of GDP (and,
where relevant, GNP), evenly distributed over the four quarters of the first
year with future years at baseline growth rates. The change is assumed to
occur uniformly across all sectors of the economy;

« Interest Rates—a 1 percentage point increase in all interest rates used to
calculate all relevant estimates, occurring at the beginning of the first year a‘nd
maintained throughout that year and returning to baseline levels in following
years;

« Exchange Rates—a 1 index point increase in the value of the $A on a Tra'dc
Weighted Index (TWI) basis; assumed to occur uniformly against al.l currencies
from the beginning of the first year and returning to baseline levels in following
years.

The effect on outlays of the variations in assumptions is sensitive to timing 9f
these variations, especially in the first year. For example, an increase of 1% in
prices at the start of the first year would have an effect broadly double that of a
1% increase spread over the four quarters: In the case of the TWI{ the response
can. also be sensitive to the particular currencies which move to bring about the
change, and the foreign currency denomination of the Government’s overseas
outlays, the largest proportion of which is in SUS.

Table 6 sets out the results of the sensitivity analysis, An increase ir{ prices,
wages or interest rates leads to an increase in estimated outlays, whereas an increase
in the TWI or economic growth leads to a decrease in estimated outlays.
Reductions in these parameters would lead to equivalent but opposite effects in
budget outlays.

TABLE 6. ESTIMATED EFFECT ON TOTAL OUTLAYS OF VARIATIONS'
IN KEY PARAMETERS

Estimated Effect on Total Qutlays
(rounded to nearest $25m)

Parameter and Variation 1990-91 1991-92 199293
$m $m Sm

Prices—sustained 1% increase < . . . . . o . o v . e l%g ;£ gs(o)

Wages—sustained 1% increase . .« . . . . . .o s e o 1 % x4

Interest: Rates—1 percentage: point increase _;_r:”ll9§9-193w.90. - (Izgg

Exchange Rates—!1 index point increase in in S o — —

E::nomliec Activity—1% sustained increase in GDP . . . . . (75) (275) (325)
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The estimated responses vary in some cases from those published in last year's

Forward Estimates Report of ch in the inal value of the forward
estimates, the i in the preval of ic indexation and rounding
effects,

The key areas of outlays which are sensitive to each parameter are as follows:

» Prices—the programs affected are described in detail in the following section
Parameter Dependence of Outlays.

* Wages—45% of the change is accounted for in direct wage and salary costs of
public sector employees, while the inder- is in program expenditure linked
to wage costs, notably public hospital funding grants, medical benefits and
education grants, The much higher impact in the outyears reflects the full-
year effect of the increase which is assumed to-occur evenly through 1989-90.

Interest Rates—the principal component affected is public debt interest. The
size of the impacts in the years following the first year is smaller because
interest rates in those years are assumed to return to the base-line assumptions.
However, forward years are affected by the extent to which the increased debt
financing requirement in the first year is met by the sale of Treasury Bonds
which continue to incur the higher rate of interest in the later years., Other
major programs affected are interest subsidies on Defence Service Homes loans
and the Austrade interest subsidy scheme.

Exchange Rates—outlays affected are interest payments on Commonwealth
debt denominated in foreign currencies, defence capital purchases, foreign aid
payments and salaries and allowances of overseas staff such as those employed
by Austrade and the Department of Foreign Affairs and Trade.

Economic Activity—the predominant effect is on ployment beneficiaries
The later year effects increase substantially because of the lag between higher
economic activity and job creation caused by increased hours of overtime
worked and recruitment delays.

Parameter Dependence of Outlays

Table 7 classifies outlays into four groups according to their relationship to

movements in prices.

¢ Group 1 covers programs that are fixed in dolar terms.

* Group 2 programs are payable at a fixed rate of benefit during the budget
year. The rates of benefit are reviewed under a range of mechanisms. For
example, aged persons homes and hostels grants are increased annually accord-
ing to an agreed formula while other benefits are reviewed and increased on a
less regular basis.

* Group 3 includes programs that are indexed in forward estimates and supple-
mented during the budget year for price and other parameter movements. This
category mainly includes programs funded under special appropriations.

¢ Group 4 covers programs which are indexed in forward estimates but are cash
limited in the budget year.

e

TABLE 7: PARAMETER DEPENDENCE OF OUTLAYS

Benvefi- 1089-90
Exchange  clary Intefest Budget
Category of outlays rate  npumbers rate  Volume $m
Gvgup 1: fixed in doilar terms o
Commonweatth - State housing agreement ....... 958
Debt 51
Export market development gral 140
Film Finance Corporation 55
Jobstart 91
Loan Councll borrowing ... 239
Loan Counci v.lvlymanh -23
Telecom - rep: of advance -326
Other ~ Group 1 328
Sub tota) 1408
Group 2: payable at fixed tate of benefit .
Aged persons homes and hostels ... . . 313
Defence service homes interast subsid - 173
First Home Owners Scheme . 148
Labour and training . 536
and postal . 51
Other = Group 2 w.cveeresironsane resserssremsresarssssresaasiss o7
Sub total 13158
Group 3: linked to price indices and supplomented in the budget year «
" Austrade interest subsidy ... . 22
248
Capital OUIRYS covveereersvressesismmsmmssssessrsssesssesers 404
[+ 's services . 237
Comcare benefits 138
Defance - non satary/admin - domesti . 274
Defonce - non salary/admin - overseas .. 1m
grants ::g
Famil and eupp
Gmoryn grants to other - 13010
Handicapped pereons facilitie: - 184
Medical and hospital benefits 3008
Nursing b benefits and - 1005:
Overseas propesty
I and bensfite . 21301
lcal benefits . 1322
Primary industry research and marketing . - - 280
Public debtinterest . 7280
Public hospital grante . 3383
and DFRDB 1431
Wages and salarios 6874
Other ~ Group 3 ..... a8
Sub total 76435
Group 4: kinked 10 price indices and fixed in the budget year ae
Have (nonenalary) NG
5 1781
245
353
1008
1333
178
Sub total 8502
Total outlays identified 87700
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The table shows that 90% of outlays consists of programs. supplemented: for
parameter movements in the budget year; 87% is suppl d for in
prices and wages and 37% varies ding to the ber of beneficiaries (these
categories are not mutually exclusive).

The table is indicative only and' covers most major outlays programs excluding

asset sales. While programs included in Group 4 are formally cash limited, it is' not
unusual for additional funds to be provided during the budget year.

6. BUDGET FLEXIBILITY

This section bricfly discusses the fiexibilities and constraints affecting decisions
concerning outlays at both the program and aggregate level,

Government may seek to change outlays, whether to achieve macro economic
policy objectives and/or to meet certain social and political objectives. Decisions on
priorities must take account of the differing economic effects of different types of
spending. In turn, the resources devoted to achieving, the goals of a particular
program may be at least partially dependent on the levels of spending in other
areas. Table 8 summarises the extent to which governments over the period from
1981-82 have moved from forward estimates in framing successive budgets.

The need to satisfy competing and changing d ds places a premium on a
budget system which is flexible. However, flexibility is restricted to an extent by
commitments to specific levels of funding in advance of the actual appropriation of
funds, and the desirability for some guarantee of future funding to. enable forward
planning of activities within certain programs. In fact, very few if any outlays are
truly non-discretionary. The degree of commitment or ‘lock-in’ depends more on.
the time it. takes for discretion to be ised and the appropri of doing so.
The actual or perceived restrictions on budgetary flexibility therefore d pend cru-
cially on the nature of commitments which can be broadly categorised as formal or
informal obligations.

Formal commitments are normally unavoidable owing to the Government’s
having entered into some form of contractually bindi for

« Formal contractual commitments eg purch of a p by instal
Currently 8% of total outlays can be expected to be formally committed in
the year prior to the budget year.

* Interest payments arising from borrowing of moneys which represent about
8% of total outlays and are a non-discretionary commitment.

« Commitments to State governments either through formal agreements or
legislation which binds the Government to certain levels of assistance and may
extend over a number of years.

* The level of benefits paid to those satisfying certain criteria as specified in
legislation eg unemployment benefits,

* Commonwealth liability to pay salaries and allowances in accordance with

implicit or explicit employment contracts (representing around 8% of total
outlays).
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TABLE 8 : RECONCILIATION OF FORWARD ESTIMATES AND BUDGET ESTIMATES, 1981-82 TO 1989-90 ($m)(a)
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classification changes which occured prior to the presentation of the relevant budget.



Informal commitments normally arise implicitly from past decisions or explicitly
through negotiations conducted by Ministers or officers before formal endorsement
by Cabinet.

For any agency to perform any activity or to assess future options it must
assume, tacitly at least, that it will continue to exist and that funding will be
provided. Similarly, where funding is provided for the purchase of a new asset, the
presumption also arises that funding for future maintenance will be provided.

In order to function effectively, some programs require a form of multi-year
financial planning, but the only formally itted are those settled in
the budget each year. For example, Defence employs a five-year planning program
to allow defence planners. to test the feasibility of policy options and new and
existing commitments against assumptions about future resource availability.

Table 9 gives some impression of the impact of assumed inflexibility in the
estimates. The simple examples provided indicate the type of action which would
be necessary to achieve a 1% ($930m) reduction in the estimates for 1990-91 if the

1nd

existin itments in some pr are as unavoidable.
progr &

The analysis shows that the magnitude of savings. required to achieve a given:

reduction in the forward estimates is highly sensitive to assumptions about the level
of on-going commitments.

TABLE 9: ACTION NECESSARY TO REDUCE OUTLAYS BY 1%

IN 1990-91

Proportion of total Reduction in remaining
outlays (excluding asset programs consistent with
sales) excluded from the a 1% decline in total
Programs excluded from the reduction seduction outlays
% %
o Public Debt Interest . . . . . . . . . . . 6.7 11
« Public Debt Interest and Age Pensions . . . . . 174 12
« Public Debt Interest, Defence and all personal benefit
payments . . . . . o . 0 e e e 537 22
o Public Debt Interest, Defence, all personal benefit
payments and Financial Asistance Grants to the
Statesand NT . . . . . . . .. . ... 69.8' 33

7. SUMMARY OF OUTLAYS

The 1989-90 Budget and forward estimates of outlays are summarised below:
by function, identifying the primary purpose of particular activities independ-
ent of the way they are administered or of their underlying economic nature;
* by economic type, indicating the underlying nature of each item; and
* by portfolio.

OUTLAYS BY FUNCTION
While total outlays are expected to decline in real terms in 1989-90, a number

of areas of Commonwealth activity, including most 4. Social Security, 3. Health
and 2. Education progr i in real terms.
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TABLE 10 - OUTLAYS BY FUNCTION:

1990-91 1991-92 1992-93
Change Estimate Estimate Estimate

% $m $m $m

1, Defence 7o 91063 97722 103711
2. Education 10.7 72743 76843 7956.0
3. Health 10789.7 1377 92 12969.1 140456 15241.3
4. Soclal Securityand Weltare 238021 26333:8 0.6 28589.4 301158 315189
5. Housing and Community 1238.6 . 1416.0°. 143 14217 13768 1395.8
Amenities :

6. Culture and Recreation 1077.9 03 11394 1169.6 1113.0
Economic Services
A, Transport and Communication

B. Industry Assistance
and Development

C. Labour and Employment
D. Other Economic Servicos

-9.8 15591 15515 1505.8
2080.6 1838.6 1667.7

1267.1 18255 1347.6
307.8  326.0 321.9

Total Economic Services 5214,7 5041.6 48431
8. General Public Services o
A. Legislative Sarvices 4180 .. -38 -77 3228 3192 3311

B.Law,Orderand Public Safety 6981 - 8296 184 6468 8475 6761 |

C. Foreign Affaire and 08 1641.9 17068 1746.3
Overeeas Ald'

D. General and Scientific
Reseasch

E. Administrative Services

112 6197  640.0 664.3

-35 26924 27192 2619.1

Total General Public Services 14 61236 62327 6236.9

9. Not Allocated to Function

A. Assistance to Other
Governments

B. Public Debt Interest
C. Contingency Reserve

27 14994.8 156034 16189.5

-1.7 6288.0 5553.1 4929.0 |
na 8400 1285.0 1700.0

D. Assit Sales 1230 -800.0 - -
Total not Allocated to Function 1.5 21322.8 22441.5 228185
TOTAL 56 93161.3 97880.1 101494.5
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1. Defence outlays in. 1989-90 reflect measures announced in the Economic
Statement, April 1989, which include zero underlying real growth in Defence
guidance. Outlays over the remainder of the forward estimates allow for 2% a year
real growth,

Outlays on 2. Education are expected to i by 4.1% in real terms in 1989-
90 and continue to increase over the forward years, mainly as a result of increased
education places, the indexation of education grants for price movements, rising per
capita assistance for schools and i d student assi beneficiaries

3. Health outlays are budgeted to increase by 2.7% in real terms in 1989-90,
with strong growth expected to over the forward. years. This is largely accounted
for by medical benefits, reflecting expected schedule fee increases and growth in
service volumes, and continued rapid growth in pharmaceutical benefits.

The expected 4.1% real growth in 4. Social Security and Welfare outlays in
1989-90 is the result of decisions to increase pensions beyond indexation, to increase
and to index child payments, to reduce the pension indexation lag, and to i
the level of rent assistance and other accommodation assistance. Growth is expected’
to moderate over the forward years, mainly reflecting a decline in the number of
veterans eligible for disability and service pensions. Improved targeting and admin-
istration of assistance is also expected to produce savings in outlays.

Outlays on 5. Housing and Ct ity A ities will i by 7.5% in real
terms in 198990 mainly as a result of the full-year effect of interest subsidy
payments to the purchaser of the Defence Services Homes mortgage portfolio. Real
outlays are budgeted to decline over the forward years mainly because payments to
the States under the Commonwealth State Housing Agreement are expressed in
fixed nominal terms.

6. Culture and Recreation outlays decline in real terms in 1989-90. Additional
funding for the SBS, the upgrading of national transmission facilities and assistance
for sport are offset by the pletion of the Bi ial celebrations and new
funding arrangements for the ACT following self-government.

The most significant real decline over the Budget and forward years occurs in
the 7. Economic Services. group of functions. 74. Transport and Communication
and 7B. Industry Assistance and Development will decline: the former owing to the
repayment by Telecom of a portion of its outstanding Commonwealth loans; and
the latter as a result of the scheduled termination of a range of industry assistance
programs.

Projected increases in numbers assisted by various training programs will result
in real growth in the 7C. Labour and Employment function in 1989-90. Real
outlays are expected to decline over the forward years with the termination of a
number of labour adjustment packages, savings generated by previous reforms in
the Commonwealth Employment Service and increased cost recovery and the
rescheduling of running costs atlocations for the Industrial Relations portfolio.
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The completion of construction of Parliament House will result in a nominal
fall in 198990 for 84. Legislative Services. 1 d funding associated with the
Child Support Scheme and the construction of Commonwealth Law' Courts largely
account for a real increase in 1989-90 of 11.8% in outlays on 8B. Law, Order and
Public Safety. Outlays will decline in real terms over the forward years reflecting
reduced demand for legal aid under. the Child Support Scheme and completion of
the Royal Commission into Aboriginal Deaths in Custody.

8C. Foreign Affairs and Overseas Aid outlays will decrease by 5.2% in real
terms in 1989-90. This is mainly the result of the rescheduling of payments to
International Financial Institutions. Non-aid outlays will decrease in reaf terms over
the forward years. A decrease in 1990-91 as a result of the completion of the
Beijing Chancery complex will be partly offset by increases associated with the
redevelopment of the Australian Diplomatic Communications Network.

During 1988-89, the Government announced a range of initiatives to assist
science and' technology. This is reflected in a 4.6% real increase in 1989-90 on
8D. General and Scientific Research outlays.

Outlays on 8E. Administrative Services decline in real terms over the Budget
and forward years following the introduction of revised funding arrangements fc_)r
the provision of a range of common services and the advent of self-government in
the ACT. These reductions are broadly matched by increases under other functions.

9A. Assistance to Other Governments is budgeted to decline by 3.4% in real
terms in 1989-90, mainly as a result of policy measures agreed at the Premiers
Conference in May 1989,

9B. Public Debt Interest outlays decline in nominal terms in 1989-90 and over
the forward cstimates as a result of the movement of the Commonwealth Budget
into surplus, imp d of cash bal and earlier and and more
frequent remittance of tax collections. Overall, a 45% real decline in the function
is expected to take place between 1988-89 and 1992-93.

OUTLAYS BY ECONOMIC TYPE

Outlays by ic type can be grouped into four broad categories: Common-
wealth outlays on its own behalf, current transfer payments, capital transfer pay-
ments and net advances.

Commonwealth outlays on its own behalf comprise salaries and administrative
expenses and capital payments for construction and purchase less sale of capital
assets, Real growth of approximately 2% is expected in this aggregate in 1989-90
reflecting increases in administrative expenses, the movement off-budget of proceeds
from ACT land sales and a higher level of land purchases for the site of the second
Sydney airport. A further real increase is expected in 1990-91 as a result of expected
salary increases and a higher level of capital works. Little increase is expected in
these outlays in the forward years.



TABLE 11 - OUTLAYS BY ECONOMIC TYPE

909

1990-91 1991-92
Change Estimate Estimate_

1992-93
Estimate

CURRENT OUTLAYS
On Goods and Services
Current Transfer Payments
Interest
Subsidies
Personal Benefit Payments
Grants to Non~Profit institutions
Grants to Non-Budget Sector
Grants To Other Govesnments
Grants Overssas
Other Transfers
Tolal Current Transfer Payments
TOTAL CURRENT OUTLAYS

CAPITAL OUTLAYS
Capital Qutlays On Goods
Capital Outlays On Land

A Capital Transfer Payments
Grants to Non-Budget Sector
Grants to Other Governmente
Granteto Other Sectols

Total Capital Transter Payments

Net Advances
TOTAL CAPITAL OUTLAYS

Contingency Reserve
Asont Sales

$m $m $m
17131.8 17934.3 18707.1
63404 5604.8 48779
. 1169.7 11155 967.1
28352.9 34644.4 370053 39332.4
1337.3 14399 16313
25905 2537.1 25025
21480.1 24223.2 252867 26286.2
988.7 9971 1040.8 |
X 5.0 3.8 3.8
63297.0 71299.1 73990.1 76642.2
78245.5 88430.9 919244 95349.3
840.1 879.3 831.4
66.7 50.0 49.8
3579.1 3547.2 35065
4384 4066 420.7
4084.2 4003.9 3977.0
61.1 107.6 146.8
49854 4990.7 4955.3
na. 5450 9650 1190.0
1230 ~-800.0 - -

TOTAL OUTLAYS

56 93161.3 97680.1 101494.5 |
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Current Transfer Payments increase marginally in real terms in 1989-90 and
1990-91 reflecting lower interest payments on a declining stock of debt, reduced
subsidies to enterprises as a range of industry assistance programs terminate and a
lower level of grants to Commonwealth non-Budget. activities in 1989-90 with the
transfer of the ACT Schools Authority and Health Authorities to the ACT admin-
istration. This is offset in 1990-91 by payments to the Australian Securities Com-
mission. Personal Benefit P i by app tely 5% in real terms in
1989-90 although this growth tapers off in the forward years, largely reflecting
increases in medical benefits and indexation of social security benefits and income
test thresholds. Payments to Non-Profit Institutions also increase in real terms in
1989-90 and the forward years mainly as a result of higher payments for aged
residential care and community employment programs and Children’s Services.
Current Granis to Other Governments decline in real terms in 1989-90 and low
growth levels are expected to prevail over the forward years. Other Current
Transfer Payments increase markedly in 1989-90 as a result of 2 series of labour
adjustment packages that will then be wound down in the forward years.

Capital Transfer P i Iy in real terms in 1989-90 but
decline over the forward years. Capital Grants to the Non-budget sector fall
markedly in 1989-90 reflecting the completion of construction of the new Parliament
House and the transfer to the ACT Administration of the bulk of the National
Capital Development Commission functions and responsibility for ACT schools and
housing. Capital Grants to Other Governments increase in 1989-90 as a resuit of
ACT self-government and the inclusion of States and Territories housing nomina-
tions. Other Capital Grants increase in 1989-90 as a result of higher payments for
community employment projects and capital grants for hostels accommodation.

Net Ad are affected by the t of large repayments of
advances by Telecom' commencing in 1989-90 which reduce outlays under this
category in the Budget and forward years. Net Advances to Other Governments
decrease markedly in 198990 with the transfer of housing nominations to the
CSHA which are classified as grants. Net Advances to Other Sectors increase in
real terms in 1989-90 mainly teflecting: the full operation of the. Higher Education
Contribution Scheme under which payments to institutions on behalf of students
are classified as advances, partially offset by the cessation of Commonwealth loans

following the sale of the Defence Service Homes Corporation.

The forward estimates contain no provision for asset sales beyond 1990-91.

OUTLAYS BY PORTFOLIO

Parliament

Outlays remain approximately constant over the Budget and forward years after
one-off costs associated with occupying the new Parliament House are excluded.
This reflects higher operating costs for the new building.



TABLE 12~ OUTLAYS BY PORTFOLIO

1988-89 1990-81 1991-92 1992-93
Actual Change Estimate Estimale Estimate
$m % $m $m $m
Pariisment 1213° 04 1228 1257 1314
Administrative Services 730, =970 563.1 4596 409.3
M;éusm,.:r;o_rs.m:mom, 862 -283 6113 5872 516.8
Attorney Genarale 652. 227 8761  906.2 932.2
Community Services and Health (Portfolio}
- Community Services and Health 11511, 13.4 14408.7 15587.4 16891.2
= Veteran Affairs 4395, 100 5013.7 50457 50469 |
Sub-~total 15907. 125 194224 20633.0 21938.2
Defonce 7808.2 78 91327 9789.3 103885
Employment, Education and Training (Portfol
~ Employment, Education 147 8329.0 88068 9099.8
and Tralning
~ Aboriginat Affairs 136 5575 5458 565.7 |
Sub-~total 147 88866 93526 9665.5)
. Finance ~$2 9666 9579 1041.8
Foreign Affairs and Trade 07 15830 16575 17122
Imﬂ::&mém: :Sovommtm 242 2834 2905 304.4
Industrial Relations: -394 164.1 165.3 1728
industry, Technology and Commerc  1360.8 o8 1391.0 12370 1204.3
Primary Industry and Energy 1335.2 53 14721 14113 1296.6.
Prime Minister and Cabinet 96.4 -153 956 98.1 9.5
Social Security 19075.5 1084 23030.1 24399.3 25691.9
Transport and Communications 2233.3 04 22807 23149 22804
Treasury 22472.0 0.7 22204.7 22299.7 22144.0
Contingency Reserve - na 7850 11950 1565.0
Aseet Sales -538.2 3 1230 -800.0 - -
TOTAL 82127.9 ¢ 75 56 93161.3. 97880.1 101494.5
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Administrative Services

Completion of construction of Parliament House and revised funding arrange-
ments for a range of common services such as property management, construction
design and supervision and purchasing and disposal contribute to a significant
decline in. outlays in the Budget and forward years. This is offset by transfers to
customer portfolios.
Arts, Sport, the Environment, Tourism and Territories

Setting aside the new funding arrangements for the ACT following self-govern-
ment, portfolio outlays will increase in 1989-90 and the forward years. This mamly
reflects additional funding for sport, a ber of envi initiatives
by the Prime Minister in July 1989 and Australia’s participation in Expo '92. Over
the forward years, outlays are expected to trend downwards following the comple-
tion in 1990-91 of Q land Rainf labour and the expiry in
1991-92 of a number of programs including film fi ing arrang for both
Film Australia and the Film Finance Corporation.
Attorney General's

The significant increase in 1989-90 mainly reflects the establishment of the
Australian Securities Commission (ASC), implementation of Stage II of the Child
Support Scheme and increased activity under the Commonwealth Courts Construc-
tion Program. The full-year effect of the ASC’s establishment and progress on court
construction is expected to lead to a further real increase in outlays in 1990-91.
Outlays remain relatively unchanged in later years.
Community Services and Health

Increases in medical benefits and the conversion of nominated loan funds to
grants under the: Commonwealth State Housing Agreement are the main reasons
for the significant real growth in 1989-90 outlays. Outlays continue to increase in
real terms over the forward estimates period owing to continued growth in medical
benefits and rapidly increasing outlays on pharmaceutical benefits.

Defence

Qutlays reflect the Government’s decisi d in the E ic State-
ment, April 1989, to restrict Defence outlays to zero real growth in 1989-90. The
forward estimates are based on planning guidance of 2% real growth a year.
Employment, Education and Training

The expected increase in 1989-90 mainly reflects growth in higher education
outlays which in turn reflects increases in the number of places and capital funds,
an increase in general recurrent per capita funding for schools and increases in the
number and. value of student I are also expected in
outlays on certain training programs and asslstance for the long-term unemployed.
These trends continue over the forward years, producing moderate real growth over
the period.
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Finance

The substantial decline in 1989-90 mainly reflects onc-off payments. from the
ACT Government to the Commonwealth for costs incurred by the Commonwealth
in the development of ACT land before ACT self-government. The significant
increase in 1990-91 primarily reflects the Government’s decision to fund the 3%
superannuation award. It also reflects initial costs associated with the introduction
of the new Ci Ith Sup ion Sch (which are more than offset by
savings in later years).
Foreign Affairs and Trade

The decline in 1989-90 results primarily from the rescheduling to 1988-89 of
payments to International Financial Institutions, Outlays remain relatively un-
changed over the remainder of the forward estimates period.
Immigration, Local Government and Ethnic Affairs

The growth in outlays reflects the Government’s response to the recommenda-
tions of the Fitzgerald Committee to Advise on Australia’s Immigration Program
(CAAIP).
Industrial Relations

The increase in 1989-90 reflects the full-year effect of Comcare, which was
introduced on 1 December 1988, and further funding for workplace reform,

Industry, Technology and Commerce

Expected savings in 1989-90 from the termination of bounties and subsidies on
agricultural machinery, steel and fertilisers and changes to the Export Market

Devel Grants Sch are approximately offset by increased’ funding for a.

range c;f programs including CSIRO and interest subsidies payable to Austrade for
the provision of ional export fi Outlays remain relatively unchanged
in 1990-91 before declining significantly in later years with the winding down or
expiry of a range of programs.

Primary Industries and Energy

The introduction of new wheat marketing arrangements and increased alloca-
tions for soil conservation and water resources development are partially offset by
a transfer of responsibility for Northern Territory electricity subsidy payments to
the Treasury and the termination of supplementary dairy market support,

Outlays increase in 199091, mainly owing to a residual wheat underwriting
payment in respect of the 1986-87 crop and the introduction of a new Income
Equalisation Deposit Scheme, before declining marginally in later years.

Prime Minister and Cabinet

The reduction in 1989-90 reflects the termination of the Bicentennial celebra-
tions, while the increase in 1990-91 results from increased provision of funds for
the development of skills in public sector management.

Social Security

The real growth in 1989-90 and the forward years reflects decisions to increase
pensions beyond the rate of inflation and to reduce the pension indexation lag, to
increase and index child payments, and to increase the level of rent assistance. The
decision to index the amount pension. recipients may earn before the pension is
reduced' under the income test contributes to growth from 1991-92.

Transport and Communications

Outlays are approximately the same in nominal terms in the Budget and forward
years. Increases in road grants to the States and costs iated with the acquisition

of land for the Badgerys Creek airport are offset by the repayment of advances by
Telecom and Australia Post,

Treasury

In 1989-90, a real reduction in fi ial assistance grants to the States and the
conversion of nominated loan funds to grants under the CSHA (see Community
Services and Health, above) are partially offset by increased resources for the
Australian Taxation Office. The forward esti of financial assi grants
reflect assumed increases in' the CPL Significant reductions in public debt interest
are expected to result in outlays declining in nominal terms by 1991-92.

8. SUMMARY OF RUNNING COSTS BUDGETS

Running costs budgets incorporate all major administrative recurrent costs
including salaries. and administrative expenditure except for major capital invest-
ment costs. which continue to be budgeted for separately and for the bulk of the
employer’s contribution to staff superannuation benefits (excluded for practical
reasons). (See Budget Paper No. 3 for details of the running costs arrangements.)

The following table shows the estimated changes in real running costs, for portfolios,
between 1988-89 and 1992-93, together with aggregate staffing levels for those years.
The period: is limited because running costs, as a separate budget aggregate, have
only been measured since 1987-88 and that. year was affected by major- Machinery
of Government changes and the special form of funding supplementation to depart-
ments for second tier wage increases granted under the 1986 National Wage Case
principles.

The portfolio figures for 1988-89 and 1989-90 include the effect. of the. efficiency
dividend of an average of 1 1/4% a year except where agencies/activities have been
exempted. For the forward years, the Government has reaffirmed the obligation on
the Public Service to generate continuing efficiency gains and has endorsed the
continuation of the efficiency dividend. Marginal issues of ge and appli
of the efficiency dividend, together with other possible modifications to the system,
will be further considered during 1989-90. In the meantime a bulk adjustment to
the total figures at the cumulative rate of $60m a year has been added to the
forward years.
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TABLE 13. RUNNING COSTS ESTIMATES: 1988-89 TO 199293

REAL CHANGE YEAR ON
PORTFOLIO RUNNING COSTS YEAR,
(Includes only agencies under salaries  33-89 3990 9091 91.92 9293 2990 9091 9192 9293
budgeting amangements) m (¢33 *
$m i $m $m $m $m % 3 % %
Admmllmm Servioes . 6900 646 6891 6304 604 -27  -08 ~13 00
113, Sport, Envlrunmenl. Toumm &

Temmnet . L2290 465 2432 M3 S 31 =13 -4
Allomey-Oznenl " . .. 4033 461.8 5150 5304 5296 107 1.6 36
Community Services & Heal 8474 8505 BT 8t Aol -~29  -22 ~—is

Defence . 15263 14988 14770 L4021 —66  —1B  —14
Emp)oymmx, Eduﬁllon & Tmn 4877 4394 .2 20 03 =19
Finence . 95.5 980 952 6 69 26 =29
Foreign Aﬂ‘lln & Tnde g e 3300 386 58 10 -03
Imemigration, Local Gov:mm:m ‘& B

nic Affain ., 128.5 1474 1540 1517 1514 04 45 -5
Tndustrial Relations . . 109.7 24 1079 1081 1089 -14 —40 02
Industry, Technalogy & Commeme .9l 7528 7664 7849 764.3 1.0 1.8 ~02
Primary Iodustries & Enesgy . . . 2682 2939 254 330 2801 55 05 =42
Prime Minister & Cabinet . . . .  64] 593 07 w038 06 ~i00: 182 —02
Social Security .. 6106 6555 6319 6u3 6198 31 =21 -n
Tumpon & Cummumamn o 44 84 2442 2433 13| 06 -35  —04

. B4 SM0 %6585 100B4  S41E] - 412 45 44
Adjustments (4) . Coe .. =450 —Alp ~140 =860  —20
Efficiency Dividend (5) e e ~600 =1200 —1800

TOTALS(6) . . . . . . . 74890} 78477 78641 17274 76241 10 02 -1 -13

Aversge Suffing Levels (Staffoyears) (1) 155004 | 155267 153874 151421 149352 02 -09 -6 -—14

(1) The 198089 figures are in 395889 prices.

(2) The Forward Estimates are on the same prwe basis as the 1989.90 estimates which incorporate 1989.90 prices for adminitrative
expenses and wage rates prevailing at Budget time,

{3) 1988-89 figures have been adjusted (0 1989.90 prices using a standard Service-wide index to take acoount of the full effect on salaries
on the 3% and $10 per week Nationa! Wage Case Deculon handed down [n 1988-89 and (he 6.3% non-farm GDP deflaor esfimate on
administeative/operational expenses (doss not taks sccount of the mix of programs of factoe inputs peculiar 10 hsdmd\ul agencies).

(4) Aggregate figures have been put on & consistent basis by correcting for carryovers, compensation arrangements, the extension of user
shnr.u nd changes in coverage, principally tranafers from the Department of Defence to Australian Defence lnduunu L1d and from

the Department of Community Services and Health to the Health Insurance Commision,

(5) The ﬂkwncy Dividend for 198839 IM |m -90 i Included in Portfolio figures. For Iorwnd years it is included as & bulk correction
to qunning cous and average staffiog.

(6) Portfolio estimates include the cost al !he 3% superennuation benefit, k¢ the interim benefit for 1998-89 and 193990 and the fully

funded amount for 1990-91 to 199293,

(7) The Average Staffing Levels for all years incorporate the application of an annual efficiency dividend,

Running costs are estimated to decline by 1.9% or $145.Im (constant prices)
over the period 1988-89 to 1992-93, while average staffing levels are estimated to
reduce by 3.6% or 5600 staff years over the same period. The measurement of

“real” changes in. runmng costs in thls Sectlon is based on a specific deflator
computed as a weigh ge of ark in wage rates and non-
salary prices, using the non-farm GDP deflator. There have also been corrections
for changes in coverage and major transfers such. as the shift of resources from the

Department of Defence to Australian Defence Industries Ltd. With the predomi-

nance of the weighting given to salaries, the moderation in' wages in recent years

has led to slower growth in the. running costs deflator than in the non-farm GDP
deflator. That is, the relative price of running costs to total outlays has been. falling.

The development of the running costs budgeting arrangements has provided a

much improved f k for g the costs of government administration.
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The traditional focus on trends in public service staff numbers failed to take account
of:

o the budget cost of changes in average salary rates, for example as a result of
arbitrated decisions or of departmental management decisions to vary the
salary classification profile of its staff; and

« different trends in the costs of goods and services which supplement or
substitute for direct labour input (which can affect the labour intensity of
administrative activity).

Notwithstanding the estimation inevitable in recalculating running costs at con-
stant prices, it is considered that this provides a better measure of the real change
in the cost of servicing government programs than a count of the number of staff
employed.

The trends in real running costs, as defined above, are determined by two major
influences: changes in policy and other factors affecting the demand for government
services; and changes in the efficiency of the work involved in delivering those
services.

Changes in demand derive from government initiatives and from the parameters
of existing services, such as client b Such changes are reflected directly in
running costs budgets. In recent years, a particular focus of government initiatives
has been to intensify the administration of revenue collection and entitlement
payments, The latter has been directed expressly at generating reductions in program
outlays, particularly through improved fraud control and better targeting of pensions
and benefits, These initiatives have tended to add to running costs while reducing
total outlays.

Running costs budgets are also reduced each year for ongoing and one-off
improvements in efficiency required of agencies by government. Specific initiatives
authorised by the Government to improve the eﬂicxency of the public service at
large include:

e the broad budgetary and management reforms, notably the Financial Manage-
ment Improvement Program and Program Management and Budgeting, aimed
principally at improving program outcomes and the efficiency of program

delivery;

» the administrative ar ts ct of July 1987 which removed overlap
and duplication between departments and restructured ministerial responsibil-
ities;

« the efficiency scrutiny program headed by Mr David Block;

o the arrangements for improving productivity as part of the second tier wage
increase, particularly the major restructuring and consolidation of office struc-
tures classifications; and

» the continuing efficiency initiatives taken by departments themselves in re-
sponse to the Government’s policy of requiring an annual efficiency dividend
from running costs budgets.
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The efficiency measures, for which agencies’ running costs budgets have been
reduced, have provided management with the means and flexibility to maintain
ongoing activities without increasing the workload imposed on- staff. (Information
on the efficiency improvements within agencies can be obtained from .the more
detailed di ion of program performance in Portfolio. Explanatory Notes which
are tabled in Parliament immediately after the Budget.).

Real running costs for the 1989-90 Budget year are estimated to rise significantly
for most portfolios with smaller but still positive growth continuing in 1990-91, In
aggregate real running costs are also estimated to grow faster than outlays in the
Budget year. This pattern was also observed in- 1988-89 (see Budget Paper No. 1,
1988, p85) and reflects upward pressure on. running costs arising from new policy
decisions, greater administrative complexity of many policy initiatives and the
increased intensity of activity in arcas such as fraud control, outweighing the
efficiency offsets.in the budget year. Over the forward estimates period, real running
costs tend to decrease in. relation to total outlays (real running costs are projected
to fall at an average rate of about 1% a year compared to an estimated marginal
rise in real outlays, excluding asset sales).

Variability in the Estimates

The running costs system permits departments to vary running costs expenditures
from the Budget estimates within limits. In particular, while departments’ running
costs budgets are cash-limited, except for the. effect of National Wage Case decisions
and significant' changes in workload and new policy initiatives, departments may re-
allocate funds between. salaries and other administrative. inputs. Departments may
also change the level and composition of their workforce to match better their
workload. requirements, provided that they comply with job classification standards
and that the changes are compatible with their running costs budgets for the.
forward years. Further, the carryover provision allows.agencies to switch a limited
proportion of their running costs between years, either by saving or by borrowing.
For these reasons, actual salaries expenditure and particularly staffing levels may
be varied from the above estimates by managerial decisions during the course of
1989-90 and future years. This means that no great significance can be attached to
the rate of growth in individual years, and especially not for “expected” growth in
a particular year; the estimated average growth over two or more years should be
more revealing.

Major Variations

The major variations in the running costs budgets' as revealed in Table 13 are
explained below.

Administrative Services

« Reductions in the Budget year and the first two yeats of the forward, estimates

reflect, principally, the further impact of the progressi ialisation of
services provided to' other departments (eg construction services). (There is
an element of uncertainty about the running costs estimates because of diffi-
culties in determining the running costs element in the trust accounts for the
commercialised groups.)
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Attorney-General's . .

o The i};lcrease includes the cost of setting up of the Australian Securities
Commission.

Defence .

. F{mher reductions reflect the movement of resources off-budget foll?wu}g the
formation of Australian Defence Industries Ltd as well as a real decline in the
remaining civilian. workforce.

Finance . Ret

o Growth reflects additional resources for the Australian Government Retire-
‘ment Benefits. Office to implement the new Commonwealth Supefannuauon
Scheme and a carryover from the 1988-89 running costs allocation: to the
department. d Trad

Foreign Affairs a rade .

« Increases in the budget and forward years are mainly the result of tl_ie full-
year effect of overseas living allowance determinations, supplementation for
exchange rate ‘fluctuations and workload increascs in the passport office and
the Australian International Development A:;i_stance Bureau.

ration, Local Government and Ethnic Affairs ]

fmG”:gvrtah efect the G t's resp to the recon]mcnda}ions of the
(Fitzgerald) Committee to Advise on Australia’s Immigration Policy.

Prime Minister and-Cabinet L )

« Reduction in 1989-90 reflects primarily the winding do\fvn qt’ ﬁ;c Australian
Bicentennial Authority while the increase in future years is pmnly the result
of additional funding for development of skills in Public Service management.

‘ 1‘ 0y .

:S’o'fie’l wa’ i of fora ber of high priority initiatives includ-

i ists h ily Allowance

Assistance to the. Aged, tlic Labour Market Package and Family *

ll'(lgeas\wssment. offset. by continuing savings in areas such as the Department’s
re-equi am: (STRATPLAN).

.T "le‘l‘::"g’xyowth in 1990-91 and 199192, and. the def:line in 1992-93,. reﬂ:‘c:‘ the
impact on running costs. for the Ausml.i‘an‘ Ta:fauon Ofﬁce gf (a;l)hthe A’l‘;‘)"‘;
costs and (b) the progr ly il savings th ,‘thcl;r i
major computer redevelopment and re-equipment, the Modernisation Project,
commencing in .1989-90.
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PART II: ANALYSIS BY FUNCTION ¢

1. DEFENCE

OVERVIEW

1.1 Personnel Costs and Retirement
Benefits

1.2 Defence Equipment and Stores

1.3 Defence Facilities

1.4 Defence Housing

1.5 Defence Industry

1.6 Defance Science

1.7 Defence Other

TOTAL

o Total Defence outlays increase by $547m or 7.0% (incorporat-
ing zero real growth in Defence outlay terms) in 1989-90.
Planning guidance for the remainder of the Five Year Defence
Program 1990-95 has been set by the Government at 2.0%; real
growth. a year.

o Revised treatment of receipts from additional property sales
will allow Defence to add some $54m to its resources in 1989-
90.

» Defence outlays are forecast to increase to 9.6% of total
Commonwealth outlays in 1989-90, up slightly from 9.5% in
1988-89, This level is estimated to be approximately 2.3% of
GDP.
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o Chart 1 illustrates that Personnel Costs and Retirement Bene-
fits dominate with 419 of defence outlays, whilst Equipment
and Stores account for a further 35%.

— outlays for Equipment and Stores will increase (in the for-
ward years to about 40%) largely as a result of expenditure
on new submarines and the Government’s intention to con-
struct up to eight ANZAC frigates in Australia.

~ most defence production establishments were transferred off-
Budget to Australian Defence Industries Pty Ltd (ADI) on
3 May 1989, effectively resulting in a transfer in outlays

- from the Defence Industry sub-function to other Defence
sub-functions.

CHART 1. DEFENCE
Proportion of 'l‘otlayls(;utlnys and Function

55555551 Defence Housing--2.0%

Personnei & DFRDB--40.6%

204% <— 9.6% R Defence Science-2.5%
. Defence Equipment--35.1%

“Defence Industry--2.8%

- Other Defence-11.2%

EXNXXH-Defence Facilities--5.8%

Total Outlays Defence

e the main sources of the 1989-90 increase of $547m—from
$7780m to $8327m—are:

— service and civilian salaries and Defence Force Retirement
and Death Benefits (DFRDB) ($95m in total), reflecting pay
and allowance increases and indexation of benefits;

- increased payments for existing commitments (e.g. subma-
rines) and for recent and anticipated projects (e.g. ANZAC
frigates) in Defence Equipment and Stores (§214m);
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— increases in expenditure on Defence. Facilities ($66m) and
Defence Housing ($26m); and

— increased general administration. costs, lncludlng' lngher
Fringe Benefits Tax liability ($30m); Comcare. premiums
($31m); and charges for property and construction provided
by the Department of Administrative Services ($68m).

o Budget measures announced in the Economic Statement, April

1989 reduced Defence outlays for 1989-90 by $73m, and by
$127m over the forward estimates period.

« Other measures include restoration of the DFRDB pension base
($4.7m in 1989-90) and increased assistance to Papua New
Guinea ($8m in 1989-90).
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PURPOSE

Outlays on defence maintain and develop def forces and iated bil
ities. The objective is to achieve security from armed attack and from the constraints
on independent national decisions imposed' by the threat of such attack. The
Government aims to provide the nation with adequate, self-reliant defence and to
increase the capabilities of the Defence Force and national infrastructure for the
independent defence of Australia and its interests within the framework of our
alliances and regional associations. The Defence White Paper, entitled The Defence
of Australia, released in March 1987, provides a comprehensive review of Austral-
ia’s. defence capabilities and requirements up to the end of the century.

NATURE OF DEFENCE OUTLAYS:

Whilst the bulk of defence outlays support the existing defence force—for
example, salaries for personnel, fuel, ammunition and equipment maintenance—an
increasing proportion is devoted to new or replacement equipment and fagilities, in
line with the priorities of the 1987 Defence White Paper.

In keeping with the Government’s policy of def self-reliance, an i
propomon of defence outlays is now spent within Australia. Nevcnhe[us, much

3e is'not available locally and a significant proportion is necessarily
purchased from overseas.

Chart 2 shows the proportion of total payments on equipment and stores made
in Australia over recent years, together with projections for the forward estimates
period.

CHART 2. DEFENCE EQUIPMENT AND STORES
. PAYMENTS IN AUSTRALIA
PERCENTAGE OF TOTAL EQUIPMENT
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Australian industry' will play a major part in the construction of the new
submarines and of the ANZAC frigates.

Commonwealth owned panies have been established to provid ial
incentives to increase efficiency in the defence industrial base. Aerospace Technol-
ogies of Australia Pty Ltd (ASTA) and Auvstralian Defence Industries Pty Ltd
(ADI) now operate most former Office of Defence Production (ODP). establish-
ments,

TRENDS iN DEFENCE OUTLAYS

As a proportion of GDP, defence outlays remained relatively steady, between
2.4% and 2.8%, over the ten years to 1988 89, The peaks of 2.8% during 1982-83
and 1985-86 largely reflected p purct Since then, the ratio
has declined slightly to 2.3% in 1988-89.

The Defence share of total outlays has also been fairly stable, varying between
a peak.of 9.8% in 1981-82 and a low point of 9.2% in 1984-85.

CHART 3. DPEFENCE
(1984-85 prices)
$Billion
g D Dt )
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(0] ﬂguru are necessarily approximate, derived
from underlying real growth for Defence for past
years.

Chart 3 illustrates trends in defence outlays over the past ten years, together
with forward estimates to 1992-93, The chart shows defence outlays in terms of the
non-farm GDP deflator (solid line) (measuring the real demands of the. function
on Australian community resources), and also an indicator of the underlying change
in the level of defence goods and services procured, derived from the defence real
lgmwth calculation, allowing for price, exchange rate and timing movements (dashed
ine).
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As can be seen from thc dashed line (which parallels the basis on which defence

fi is d), def outlays grew strongly between 1979-80 and
1985-86, averagmg 3% real growth a year. The slight decline in 1981-82 reflects
absorption of the sub ial pay ded to service p 1 in that
year,

From 1982-83, growth has been dominated by the capital components of the
defence function. Growth slowed over the period 1986-87 to 1988-89 as a resuit of
Government decisions to reduce global allocations to the function in the context of
generalised fiscal restraint.

The major ct in the position. of Def outlays over the last ten years
are illustrated in Chart 4 below.

CHART 4. DEFENCE - COMPOSITION
(1984-85 prices)
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Features of the chart are:

« the increasing level of outlays devoted to equipment and facilities since 1982-
83 and to housing in more recent years, a trend which is expected to continue
in the forward cstimates period;.

e the relative stability of personnel costs following significant growth in the
years to 1981-82, which has resulted in their decline as a proportion of total
defence outlays; and

* a rapid decline in direct outlays on defence industry,
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MAJOR POLICY CHANGES

The period since 1979-80 has seen a number of significant policy changes

including:

o disposal of the aircraft carrier HMAS Melbourne, resulting in phasing out of
naval fixed wing aviation;

« the publication, in March 1987, of the Defence policy information paper, The
Defence of Australia, setting out priority areas for development and signalling
a move towards a more self-reliant defence posture;

* implementation of initiatives foreshadowed in the White Paper, including
acquisition of a second underway replenishment tanker, in-flight refuelling for
the F/A-18 aircraft, commencement of work on new submarines and to
enhance defence infrastructure in the west and north of Australia;

o establishment of the Defence Housing Authority to improve service housing;

o significant restructuring of deft production, including;

- the sale of Williamstown Dockyard to the private sector;

~ the-incorporation of Aerospace Technologies of Australia Pty Ltd embodying
the former Government Aircraft Factories; and

- the creation of Australian Defence Industries Pty Ltd, a Commonwealth
owned pany, to op former defe production establishments.

Real growth. allocations for defence have been set annually, but at reduced

levels in recent years.

1988-89 OUTCOME

The increase of $122m {or 1.6%) on the 1988-89 budget estimate mainly results'
from the establishment costs for ADI ($52m) and ASTA ($10m), redundancy
payments associated with the transfer of defence production establishments to- ADI
($25m), together with a payment to assist in meeting employer superannuation
liability of Acrospace Technologies of Australia Pty Ltd ($30m). The increase in
civilian and service salary expenditures exceeded the budget provision (including
that for contingent salary increases) by $16m, largely as a result of National Wage
Case and related salary and dllowance increases. Other contributing factors were:
higher than expected Fringe Benefits Tax liability ($21m), mainly in relation to
housing benefits; and a shortfall in receipts ($39m), attributable to reduced sales of
surplus properties and' obsolete equipment, together with lower than anticipated
recoveries from other governments for fuel,

These increases are partly offset by lower than budgeted outlays on defence
equipment and stores reflecting variations in progress and payment patterns for a
wide range of projects, and the effect of favourable exchange rate and price
movements.
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FORWARD ESTIMATES

Defenoe planmng and lhe acquisition of defence capabilities is a long term
e governments have provided Defence planners with'
financial gmdance for a five year. period—the Five Year Defence Program (FYDP)-—-
to permit examination of policy-options and.new and existing commitments in the
light of assumptions about future resource availability. For the Five Year Defence
Program (FYDP) 1990-95, the Government has set def real growth guid:

at 2% per annum. This forward guid is provided for planning purposes and not
as a fixed itment: the actual 11 dis determined cach year as part
of the Budget consideration,

Defence real growth guidance for 1989-90 was reduced from the prevxously

approved level of 1.0% to zero in the d in the E
Statement, April 1989. Only half of this is a reduction in the 1989-90 outlays base
to which defence real growth guidance applies. The ining half of the reducti

relates to 1989-90 only, with offsctting additional resources being available to
defence through revised arrangements allowing, retention of an increased share of
proceeds from the sale of additional surplus or under utilised properties.

Outlays growth in. future years will continue to be dominated by equipment and
stores. A new feature is the predominance in the capital program of two very large
projects—the new submarines and' the ANZAC ships., This has important implica-
tions for flexibility within the function, Previously approved capital equipment
projects have g Ny 3 for an average of about 65% of funds available
for capital equip The progression of these large projects concurrently will
mean that the degree to which likely capital funds will be committed will approach
90% for several years,.Taken. together with personnel and retirement benefits, some

80% of defence outlays will be broadly itted. Consequently, to provide
flexibility, ies and productivity imp: ts will need to be pursued vig-
orously elsewhere within the function.

1.1 PERSONNEL COSTS AND RETIREMENT BENEFITS

:1980-91 1891-92 1952-93
1.1 udget: Estimate
Defence Force Personnel $m 4. 2461.6 2648.7 2764.9
% 72 76 44
Civiltan Personnel: m 5824 599.7 619.0
% 2 3.0 32
Defence Forces Retitementand  $m 6140 661.1 7058
Death Benefits (DFADB) % nrs 27 (7]
TOTAL $m 3658.0 39095 4089.7
% 8.1 [.X] 46
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included under this item are pay and allowances for Australian Defence. Force
(ADF) personnel, salaries for civilian staff and the Defence Force Retirement. and
Death Benefits (DFRDB). The increase in personnel costs in 1989-90 reftects the
full year effects of National Wage Case decisions, together with the impact of
changes in various all yable to service: 1 ision for possibl
future wage rate and a]lowance increases is included under J. 7 Defence Olher

Service Personnel

The objective of the ADF is to plan, develop and maintain forces for contingen-
cies within Australia’s area of direct military interest. ADF personnel are engaged
on operational duties; in training; or on other tasks related to the. development of
capabilities and which provide a suitable basis for timely expansion.

Details of ADF personnel numbers are:

Average Staff’ Levels

1988-89 1989-90 199091 1991-92 1992-93
Actusl Budget  Estimate Estimate  Estimate

Permanent Forces—

Naval . . . . . . . . . . 0 15641 15796 15976 15976 15976

Military . . . . o . 31896 32203 32l88 N155 320;
% —=02 1.0. =0.1 ~0.3

Air .. Lo s e 22468 21934 22079 22079 22079

% ~04 ~24 0.7 — —

Reserve.Forces . . . . . . . . 3041 3306 m7 3320 329
% -1.9 8.7 0.3 0.1 03

TOTAL . . . . .. .. 73046 73239 73560 73530 73445
% 03 03 04 . ~0.1

A margmal decrease of 72 in the ADF permanent forces is forecast for 1989-

ly, bers are i to remain fairly static over the forward

csnmam penod The estimated variations in 1989-90 for each service are: Navy,

+155; Army, +307; and Air Force, —534. Whilst much of these variations

represent fluctuations in the size of the training force, a further 181 positions were

transferred from Air Force to Army following 1 of responsibility for battlefield

helicopters to the latter service, and a reduction of 174 personnel results from the
withdrawal from service of the Chinook helicopters.

It is expected that there will be a reduction of about 120 senior ADF staff
positions in Canberra over the next 18 months, resulting from a recent efficiency
review of the ADF top structure,

For the Reserve Forces, the average staff levels indicate the full year equivalent
of the training days allocated for reserve activities. The 30 June 1990 target
strengths for the active reserves are: 1466 for the Naval Reserve, 26 000 for the
Army Reserve and 1428 for the Air Force Reserve. The actual strengths at 30 June
1989 were 1373, 25 242 and 1322 respectively.
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Civilian Personnel

Civilians are employed in general administration, policy development, manage-
ment of the capital procurement and facilities programs, and the provision of
logistics, financial, scientific and technical services to the ADF.

Average Staff Levels
1988-89 1989-90 199091 199192 1992-93
Actual Budget Estimate Estimate Estimate
Total Civilian Staff . . . . . . . 32325 25 017 24555 237172 23336
% —-9.8 =226 ~17 =32 -1.8

Civilian personnel average staffing levels (ASL) for 1989-90 are estimated at
25017, a reduction of 23% from the 1988-89 outcome of 32325, The full year
cffect of the May 1989 transfer of about 6386 former defence production employees
to ADI and a further 1358 who left under redundancy or carly retirement arrange-
ments, will result in a reduction of 6456 ASL in 1989-90. In addition, ASL
reductions. totalling 852 are to occur during 1989-90 as a result of further rational-
isation within defence, including a reduction of 300 personnel in defence Central
and a reorganisation within the Defence Science and Technology Organisation.

The costs of some p 1 di d above are included in the sub-functions
1.5 Defence Industry, 1.6 Defence Science and 1.7 Defence Otker.

Defence Force Retirement and Death Benefits (DFRDB)

DFRDB provides an occupational, contributory superannuation scheme for
members of the Defence Force.

The. increased provision for DFRDB in 1989-90 is attributable to:

« the update of pension rates in July to reflect the 6.8% Consumer Price Index

increase in the year to March 1989 ($29.9m);

. d fon pay arising from the National Wage Case ($3.0m);

« an increase of 1886 in the projected population and the full year

effect of 1988-89 new pensions ($27. 3m), and

o the Government's decision, announced in the Economic Statement, April 1989,

to restore the DFRDB pension base to the level it would have been had the
2 per cent discount applied as part of the 1986-87 Budget not taken effect
($4.7m).

Trends

Personnel costs and reti benefits d, on average, for 44% of
defence outlays in the ten years to 1988-89, peaking at 52% in 1981-82, when there
was a significant increase in ADF salary levels, Since then, they have declined to
around 41%. This trend is expected to continue into the forward years, with
personnel costs contributing only some 39% to defence outlays by 1992-93.
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Per ADF bers have ined relatively stable over the past ten
years; from a maximum of 73 185 in 1981-82, they have declined to 70 005 in
1988-89. This reduction is largely the result of a decrease in the number of RAN
personnel from 17 598 in 1981-82 to 15 641 in 1988-89 following the Government’s
decision not to replace the aircraft carrier HMAS Melbourne and to disband the
RAN fixed wing aviation capability.

The total ber of civilians employed under the Defence function has declined
from a peak of 41 241 in 1983.-84, to a pro_)ected 25 017 in 1989-90, largely as a
result of reductions in the ber. of d p tion staff employed by Defence.
Civilian employees in this latter area have fallen from 15 444 to 306 over this
period, as defence production activities have been transferred off-budget and ration-
alised.

Outlays on DFRDB have grown rapidly (averaging real growth of 7% per
annum) over the last ten years, largely as a result of increases in the number of
beneﬁciaries, and indexation of pensions,

P 1 costs and reti benefits outlays i d by $62.8m over the
1988-89 estimate, resulting from National Wage Case and related salery and
allowance increases. This was largely offset by a reduction in DFRDB payments of
$23.3m and of $60m in the allowance for contingent salary increases, which is
recorded under 1.7 Defence Other.

Future growth in expenditure on p 1 costs and reti benefits will be
largely related to wage and salary increases, as service numbers are expected to
remain fairly stable and civilian bers are pl d to decline by about 2% per
annum over the forward years. Resources saved in this area will, however, be
redeployed within Defence to high priority programs.

The DFRDB scheme is presently under review, but on an e)ustmg policy basns
will grow relatively rapidly as a result of fi i in p
and the indexation of benefits.

1.2 DEFENCE EQUIPMENT AND STORES

E 1990-91 1931-92 1992-93.

1.2 Estimate Estimate Estimate
Major Projects and New 3m 2352.3

Equipment % 4.3 148 63

Supporting Equipment and $m 1295.4 1371.2 14193

Maintenance L 15.1 59 35

TOTAL m 3348.2 37234 41549

% 14.6 11.2 11.6

3.52

Outlays on defence equipment and stores relate to the acquisition of ships,
aircraft, and weapons systems, and to providing operating, training and- infrastruc-
ture support, for a force structure with capabilities to defend Australia in credible
contingencies and. to provide a basis for future expansion.

Major Projects and New Equipment

Substantial progress has already been made ¢ ds a ber of the Defence
White Paper's equipment objectives. Following the recent decision to construct six
new submarines in Australia, significant activities during 1988-89 include acquisition
of a second underway replenishment tanker, HMA4S Westralia, and the awarding
of contracts for upgrading F111 radar and avionics,

Payments during 1989-90 largely reflect projects approved in earlier years. The
more significant payments in 1988-89 and provisions for payments in 1989-90 on
projects already approved are:

1988-89 1989-90

$m $m
NewSubmarine . . . . . ... ....... 373 488
New tactical fighter (F/A-18) . . . . . . 387 213
Australian and US built FFG guided mnss:lc fng-
ates . L oL L o e . 65 182
Seahawk hehooplers S 83 108
Raven HF VHF field communications . . . . . 28 55
Discon secure communication- . . .. . . . . . . 36 52
Blackhawk utility helicopters . . . . . ... . 87 51
Basic trainer ajrcraft , . . . ... . ... L. 50 46
Perentic light field vehicles . . . . . . . . .. 47 43
Smalfarms . . . . ... .. ... ..... 23 34
DDG/Destroyer modlﬁcanons % 32 33
Jindalee over-the-horizon radar development and
upgrade . . . . . v e e e e . 26 25
Fill Avionics Update .. . . . . . .. .. .. 5 25
Harpoonmissiles . . . . ... .. ... .. 5 23
105Smm fieldgun . . . ... ... ... .. 28 22
Standard missile . . . . . ... ... ... 7 22
Laser airborne Depth Sounder ........ 7 16
Maritime command support system . . . . . . 2 15
Army medium trucks . . . .. ... ..., 24 12
Tanker transport . . . . . . . e e 7 12
Trucks, Tractors and Semi-trailers . . . . . . . 4 12
Towed Arrays . . . . . v v o v v . 1 11
ANZAC Ship (preliminary phase) . . . . . . . 10 10



The 1989-90 Budget figures also contain an allowance of $123m to begin new
projects accorded a high priority in the Defence White Paper, A Government
decision on the large ANZAC frigate project is expected shortly, Other projects
to be considered later include phases of a major new logistics computer system,
improved electronic support measures.for P3C aircraft, the first one or two radars
for the new network of over-the-horizon radars, further Raven combat radios,
introduction of a range of computer systems in support areas, further progress
with mine countermeasures. capability and acquisition of further light field. vehi-
cles. Details of new initiatives will be announced in due course by the Minister
for Defence.

Australian industry continues to particip in the develof t of def
capabilities through production of equipment such as the FFG Guided Missile
Frigates, Army trucks and light field vehicles, 105mm field guns, the new family
of small arms weapons, the Discon secure communications system, over-the-
horizon radar, VHF and HF field radios, assembly of F/A-18 aircraft and new
helicop and the sut ine project. The ANZAC Ship will be the most
important project other than the New Submarine, involving significant Australian.
industry participation.

Supporting Equip and Mai)

Outlays under this category are for supporting equipment and stores for Defence
Force training and exercises, and for repairs and maintenance of ships, aircraft,
vehicles, and other equipment. The increase of $109.0m in 1989-90 largely reflects
variations in repair and replenishment programs; higher activity levels resulting from
exercise Kangaroo 89, price increases, particularly for liquid fuels, and commercial
cost recovery by ADI and ASTA following the conversion of defence production
establishments to company structures,

Trends
Given the multi-year nature of many equipment projects, expenditure in this
category heavily reflects the impact of carlier decisi Defence ip and

stores averaged 35% of total defence outlays over the ten years from 1979-80,
declining to 27% in 1981-82 and then growing rapidly as new equipment projects
got underway to peak at 40% of defence outlays in 1986-87. Outlays for 1989-90
and the preceding two years are in line with the average.

Qutlays for this sub-function in 1988-89 were lower than budgeted, largely as a
resuit of variations in payment patterns and progress on a wide range of projects
and savings resulting from lower fuel prices.

Equipment and stores outlays are planned to increase from 35% to 40% of total
defence outlays over the forward estimates period.

As indicated earlier, commitment to two of the largest defence equipment
projects—new submarines ($4.3 billion over approximately 14 years) and the
ANZAC frigates ($3.6 billion over some 15 years)—will absorb a very high
proportion of available capital funds for several years, until other projects draw to
a conclusion. Flexibility to introduce other new proposals will be constrained, unless
efficiencies and economies can be g ted elsewhere within def outlays.
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1.3 DEFENCE FACILITIES

‘ 1988-89 1989-80" 1990-91 1991-92 1592-53
1.3 Actual -Budget Estimate Esti E:

Buildings and Capital Works $m 2652 :3054 - 2838 3056 2354

% -103 182 -7.1 77 -230

Repairs and Maintenance sm 1494 1754 199.0 2027 2129

% 23 174 13.5 1.9 5.0

TOTAL Sm 4146 7 480.9 4829 5084 448.4

% 1. 160 04 53 -118

This item covers the development of bases, airfields, communications stations,
training and other facilities necessary to support the ADF and its operations,
including the provision of single living accommodation for service personnel and
office accommodation for the Department of Defence.

Buildings and Capital Works

Expenditure on facilities in 1989-90 mainly relates. to continuing progress on
projects approved in. previous years. These include. (expected payments in 1989-90
shown in brackets): School of Military Engineering, Casula, NSW ($13.0m); 21
Supply Battalion Warchouse, Moorebank, NSW ($10.0m); upgrade of Army living-
in accommodation at various locations. ($24.3m); redevelopment of HMAS Coona-
warra, NT (§6.5m); Stage 2 development, RAAF Base Townsville, Qld ($12.5m);
and training facilities for Army at Swanbourne, WA ($8.9m).

In addition, an allowance of $13.5m is included. for initial expenditure on major
new proposals, such as working and living facilities for 2 Cavalry Regiment in
Darwin, NT; redevelopment at HMAS Stirling, WA; and development of RAAF
Base. Wagga, NSW.

Repairs and Maintenance

The increased expenditure for this item largely reflects introduction of a fee for
service by Australian Construction Services.

Trends

The facilities item has remained relatively stable over the past ten years,
averaging 5% of defence outlays. It is expected that the item will continue at
broadly this proportion over the forward years.

Outlays for this sub-function in 1988-89 were $14.6m lower than budgeted,
largely Iting from slowing of a ber of projects, partly as a consequence of
adverse weather conditions.
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1.4 DEFENCE HOUSING

1988-89 1969— 1990-91 1991-92 1992-93

1.4 Actual Budget: E Estimate
Capltal Subvention to DHA $m 42,7 . 874, 663 78.2 90.8
% 426 . . 156 179 2

Rent Payments to DHA $m 1528 =7 189.3 2059 217.8
%» 1335 - Y 98 a7 58

Rent Recoveries. $m  -55.6 ' 63 -69.4 -72.7 -75.7
% 77 o6 4.8 42

Other Housing Payments $m 0.7 - - - -
% ~90.0 nae, ne, nae.

TOTAL $m  140.6 " 166.¢ 1863 211.3 2324
% 104 . 87 nr 13.4 10.0

Subsidised housing is provided for ¢ligible ADF personnel. The Defence Housing
Auth?rity (DHA) now administers the Defence housing stock of some 24 000
dwellings on & commercial basis. The Authority charges Defence commercial rents
for the houses under its control and is responsible for mai rental
on leased properties, and for capital payments to imp the housing sto::-k.J

Rents to DHA and Rent Recoveries

The.se items relate to payments of market rents to the DHA by Defence and
recoveries from members of the ADF under the: Group Rent Scheme,

Rent recoveries from ADF personnel, estimated at $63.3m for 1989-90, represent
some 37% of the market rent of $172.8m paid by Defence; the subsidy of 63% is a
major source of Defence’s Fringe Benefits Tax liability.

Qutlays under this category do not include some $38.5m for Temporary Rental
Allowance for ADF personnel renting non-Defence housing, or about $21.6m for
Temporary Accommodation Allowance paid to service personnel occupying hotel-
type accommodation, these amounts being included under 1.7 Personnel Costs and
Refzremem Benefits. The Fringe Benefits Tax liability of $74.8m for housing rental
assistance and related benefits paid to scrvice personnel is included under .7
Defence Other.
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Capital Subvention to DHA

Additional capital funds are provided to the DHA through loans from the
Budget at the long term Bond rate. $57.4m has been allocated for this purpose in
1989-90.

Together with retained carnings of the DHA generated from commercial rents
charged to Defence, these funds will allow continued progress towards meeting the
Government's undertaking to invest $750m over 10 years for defence housing
improvement. Until. that underteking has been met, interest received by the Com-
monwealth on Budget advances is reinvested in the DHA.

Arrangements for the renegotiation of Commonwealth State Housing Agree-
ments (Servicemen) (CSHA(S)) with the States, involving sharing between the
Commonweaith and the States of equity and debt in houses constructed under the
CSHA(S) are well advanced. An off-budget borrowing program of $5m in 1989-90
is-available to DHA to- facilitate new arrangements.

Trends

P: for housing ted. for less than 1% of defence outlays prior to
1985-86, but have since risen to 2% as greater emphasis has been placed on
improving the quality of housing available for service. families, Since 1978-79, the
housing subsidy to service familics has increased from about 40% to the present
level of 63%.

On the basis of existing arrangements, the level of subsidy for service housing is
expected: to increase slightly, to 65%, over the forward years. Loans to DHA to
assist in financing the $750m defence housing imp: program also grow over
the forward estimates period, largely reflecting the rei of i received
from the on-budget loans to DHA,

A new housing assistance scheme for service personnel who enlisted after
14 May 1985 will come into operation during May 1991, whereby eligible members
of the ADF will be entitled to an interest subsidy of 40% of the prevailing market
tate on home loans up-to $40 000. Loan subsidies will be available for a i
of 20 years. The costs of this scheme will be met from within defence outlays.

Outlays for defence housing were $9.8m higher than budgeted in 1988-89, largely
as a result of increased rent payments made to DHA.
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1.5 DEFENCE INDUSTRY

) 1988-89 1959-90. 1990-01 1991-92 1832-93
5 Actual ‘Budget Esti Estil Estimate
Defence Production $m 2314 - 1 C 1374 73.8 63.0

% 75 ~55 463 147

Aerospace Technologles of $m 50.9 202 - - -
Austratia % 387 04 1000 aa. na.
Australian Defence Industries ~ $m 51.7 67.é 487 39.6 296

% - %2 277 -85 .23

TOTAL $m  334.0 %2.8 186.1 1134 92,6

% 120 -3 201 -390 -1ma

. The Gov.emment aims to foster an industrial base for the devefopment, produc-
tion anf! malnt.enance of stores and equipment where timely and independent local
supply is of prime strategic importance to Australia’s defence.

Major activities include the repair and refit of RAN  vessels;
or . t ; the supply of
;mmlumnon, e;(p)os:v«, qui and i services 1o the ADplg;ythe

evelopment of products and the maintenance of manufacturi i i

on strategic grounds. LG Capacily required

Defence Production

In previous years this item covered payments to Office of Defence Producti
(ODP) cs}ablishments for operating exp , capital' ad cS, New qwipn uc:z:
stores. With the transfer of most ODP establishments to ADI Pty Ltd in .May 1989,

the nature of expenditure under this item chan; ed
. and outlays ar
decline. & ys are now expected to

From 1989-90, the item covers payments, including to ADI, for i
support capability, and the operation by Defcnceg of the Exgl):st;ev‘:e ;’eac::ltl:reyd
Manbymol}g, Vic until its planned closure in 1991.92. Also covered is expenditun;
on completion of facilities projects by Defence at ADI establishments, including the
transfer of manufacturing capability from the closed Albion Explosives Factory, Vic
to the Mulwala Explosives Factory, NSW (to be completed in 1992). ’

Aerospace Technologies of Australia

This item covers payments to Acrospace Technologies of Australia Pty Ltd
(ASTA), 2 Government owned company, established to operate the former Gov-
ernment Aircraft Factories, Vic. Payments are made for costs incurred in setting up
the company and include compensation for losses on defence contracts taken over
b})". ASTA, restructuring costs and pay ts to 1 Iready d ma.
chin 3 . . = . -
o i ‘::ar-:'e ?;all'l; Bagrigo e:qulpment purchases. Setting up costs of this nature are expected

In 1988-89, in addition to similar set-u
s -up costs, a once-only payment of $29.7m
was made to a trust fund to assist in mecting employer liabilities for ASTA
_employe&s who are members of the Commonwealth Superannuation Scheme. This
is prcparatqry to the proposed sale by the company of a minority interest in the
ASTA subsidiary ASTA Aircraft Services Pty Ltd,
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Australian Defence Industries

$67.3m is provided in 1989-90 for set-up costs associated with the creation of
Australian Defence Industries Pty Ltd (ADI), a wholly owned Government com-
pany established in May 1989 to run' the Defence factories and Garden Island
dockyard, NSW. The payments include amounts for employee liabilities transferred
to the company, restructuring costs, pletion pay for hinery and plant,
and loss adjustments on defence contracts taken over by the company.

In addition, assets and liabilities (including real property) of specific ODP
establishments presently valued at some $280m have been transferred to ADI This
will form the basis of the initial capital structure of the company which will, under
deeds of agreement, consist of both debt to the Commdnwealth and a Common-
wealth shareholding,

Trends

Outlays on defence industry averaged 4.7% of total defence allocations over the
ten. years to 1988-89. During this period, however, the defence industry share grew
rapidly from 4.1% in 1979-80 to 6.3% in 1983-84, with the creation of the Depart-
ment of Defence Support and increasing, investment in plant, equipment and
facilities, The proportion of defence outlays devoted to this sub-function later
declined to 3.2%, coinciding with the amalgamation of the departments of Defence
and Defence Support. An increase in outlays over the period 1987-88 to 1988-89
was largely the result of costs associated with the modernisation of production
establishments and dockyards.

Outlays on defence industry are expected to fall significantly during 1989-90 as
& result of:

« privatisation initiatives: the sale of Williamstown Dockyard, Vic, early in 1988

and the sale of the Aircraft Engineering Workshop at Pooraka, SA;

o the closure of the Albion Explosives Factory, Vic, in July 1988; and

e corporatisation initiatives involving the creation of Aerospace Technologies of

Australia Pty Ltd, in 1987 and Australian Defence Industries Pty Ltd.

Outlays on defence industry were higher than budgeted in 1988-89. This mainly
resulted from increases of $51.7m and $10.3m respectively for establist costs
for ADI and ASTA, $29.7m for employer superannuation liability for ASTA, and
$25.0m for redundancy payments.

The figures for the forward estimates reflect trends already evident over the last
few years, with outlays under this item declining steadily as a proportion of the
total defence allocation to about 0.9%. Expenditure on Defence. production is
expected to fall in 1991-92 when the Explosives Factory Maribymong, Vic, is
planned to be closed.

1.6 DEFENCE SCIENCE
The Defence Science and Technology Organisation (DSTO) provides scientific

and technical advice on lating to defe pelicy, supports the Services in
the selection of def quif develops selected prototype military equipment,
assists in the fer of technology to defe lated industries and develops its

technology base to meet future needs.
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DS'I:O activities in 1989-90 will be directed towards improving its technology
!mse.. with particular. emphasis on providing support to key defence: capabilities
tdex.mﬁcd in the Defence White Paper: intelligence, surveillance (including over-the-
horizon radar), mine warfare, and command, control and communications;

Attention continues to focus on translating DSTO work into commercial prod-
ucts .fox.- dgvelopment and marketing by Australian industry, As part of the com-
mercialisation p , DSTO is ining proposals from a number of companies
to lca.se. ‘manage and operate the Woomera instrumented range on behalf of the
organisation.

The DSTO provision covers salaries and other administrative and ional

P for its H blist and $8.7m for research and dev;elopment
work contracted out to universities and industry.

The increase of $8.4m in 1989-90 derives from the requirement to meet the full
cost of guarding services provided by the Australian Protective Service ($3.1m); the
purchesc of essential components for the joint development, with CSIRO, of a low-
cost high-definition imaging radar system ($1.3m); construction of a high frequency
radar facility for the Surveillance Research Laboratory ($4.4m) and a2 weapons
performance simulation facility for the Weapons Systems Research Laboratory
($2.3m), which are both located at Salisbury, SA.

Trends

Outlays on this category have averaged 2.7% of total defence allocations over

;i;; 9te9r(x) years since 1979-80, with a peak of 3.1% in 1981-82,. declining to 2.5% in

Outlays are forecast to decline slightly as a proportion of total defe
to about 2.2% by 1992-93, po nce outlays

1.7 OTHER DEFENCE OUTLAYS

1988-89 1969-90 1990-91 1991-92 1992-93
1.7 Actual B | Esti Esti

Dofence Co-Operation Program  $m 60.6 744 76.0
% 53 as 21
Natural Disasters and Civil $m 74 85 8.9
Defence % 85 46 4.2
General Administration $m 8270 1074.6°  1120.1
% 2 35 42

Recoveriss and Repayments $m -201.3 - ~167.1 -173.8
% @3 -108 40

Provision for Contingent Salary  $m - 90.0 90.0
and Relaled Increases % na. -10.0 -
TOTAL $m 6937 10803 11212
9% 1.5 48 3.8
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Defence Co-operation Program

Australia supports defence co-operation activities with regional countries as part
of its bil 1 relationships with gover, which share similar strategic interests.
The program reinforces Australia’s long-term security prospects by helping to
strengthen the strategic integrity of neighbouring regions through a range of bilateral
international defence activities. .

Under this sub-function. in 1989-90, $40.9m is allocated to Papua New Guinea,
$19.0m to South Pacific countries and $14.1m to various South East Asian nations,
principally for training and to assist with equipment-based projects (such as the
Pacific Patrol Boat), combined with exercises and professional exchanges.

Major activities for 1989-90 include:

o facilities for the relocation of the Papua New Guinea Defence Force Air

Transport Squadron from Lae to Port Moresby;
¢ development of a patrol boat wharf and associated facilities at Lombrun,
Manus Island;

 assistance to Papua New Guinea in developing a rotary wing capability

including the supply of four UH-1H helicopters;

« continued develop of p 1 exch with Malaysia and Thailand;
and

» providing Pacific Patrol Boats to Tonga and the Federated States of Micro-
nesia.

Expenditures for the South Pacific and South East Asian region are expected to
continue at current levels during 1990-91 and 1991.92, with a slight increase in the
South Pacific component in 1992-93. A reduction in expenditure for Papua New
Guinea is expected, following the initial implementation of a Rotary Wing Helicop-
ter project in 1989-90.

Natural Disasters and Civil Defence
The Natural Disasters Organisation co-ordinates Commonwealth assistance in
response to disasters in the States, Territories and overseas countri¢s in the South-
1

West Pacific, as well as providing assi in prep

General Administration
This category comprises Fringe Benefits Tax (FBT), rent, movement and storage
P , office requisites, postage and telephones, fuel (but not fuel for service
operational activities), light, power and water freight, security of premises, medical
and dental services, computer services and consultants. Increases. relate in part to
price variations, but also include $29.8m for increased FBT liability, mainly in
relation to housing benefits, $30.9m for Comcare premiums and $42.9m for rent
charges, and fees for services provided by the Department of Administrative
Services. Increased provisions are also included under this item for administrative
aspects of major military exercises, particularly exercise Kangaroo 89 ($21.6m).




ies and Rep 1.
Included under this heading are charges made for meals and accommodation at
Defence establishments ($42.9m), Defence Co-operation recoveries ‘($3.6m), pro-
ceeds from the disposal of obsolete deft ipment and stores ($18.9m), sales

of aircraft and other military stores ($16.5m) ‘and defence-related recoveries from
other governments ($32.3m).

Estimated receipts of $70.4m in 1989-90 relate to the defence share of proceeds
from sale of surplus land and buildings, Major receipts from sales that are not
attributable to defence outlays are shown under 8E Administrative Services and
9D Assets Sales.

For defence properties previously declared for disposal under revenue sharing
arrangements, but not yet sold;, Defence will reccive half of the net proceeds after
sales and relocation expenses with the balance accruing to the Budget generally.
New arrangements apply for additional properties identified for disposal in
1989-90, up to the value of $73m. Under these arrangements, revenues from the
sales to the value of $36.5m (equivalent to 0.5% real growth in. defence outlays)
will accrue entirely to Defence; for the remaining $36.5m, gross revenue will be
shared half to Defence and half to the benefit of the Budget generally, Receipts
from further sales beyond these revised arrangements will be shared as in 1988-89,
namely Defence will receive half of the net proceeds after sales and cost effective
relocation expenses, with the balance accruing to the Budget.

Provision for Contingent Salary and Related Increases

The budget estimates include a provision of $80m to meet contingent salary and
related increases. This allowance, like the general contingency allowance, is not
appropriated as a specific amount at Budget time; i d, additional appropriation.
as necessary are effected during the course of the year,

Trends

Other defence outlays averaged 7.0% of total defence allocations during the ten
years from 1979-80, but are expected to remain at around 11.1% over the forward
years. The higher percentage results partly from more costs being brought to account
(g rent, fringe benefits tax, Comcare premiums, protective services) than in earlier
years,

FURTHER REFERENCES

Annual reports, particularly the Defence Report and those of the Defence Science
and Technology Organisation, the Defence Housing Authority and Aerospace
Technologies of Australia

Budget Paper No. 3, Portfolio Program Estimates

The Defence of Australia, the Defence policy information paper published in
March 1987

Portfolio Explanatory Notes (Budget Related Paper No. 8) for Defence
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2. EDUCATION

OVERVIEW
7085-89 1969°90' 1980-91 1991-92 1692-93
Actual _Budget:
2.1 Tertiary Education $m 29131 33685 - 3674.4 3869.4 39725
% ; 56 - 0.1 53 27
2.2 Schools snd Preschools $m ; 2348.0 24731 25737
% . 7.2 53 a1
2.3 Student Assistance $m 1171.4 12659 1328.6
. % 122
2.4 General Administration $m
%
2.5 Recoveries $m
%
TOTAL $m
%
The Budget and forward estimates do not include any all for Commonwealth

sector wage and salary increascs after the Budget in cach year. An allowance for
such increases is included in 9C. Contingency Reserve. L )
i i dj i ific indices suc
nder this function are adjusted y by speci t ]
?su::l?sScl;\ools' Price Index. This may result in patterns of growth in eut‘lays shghtll.y
different from those appearing in this document which reflects the uniform appli-
cation of the non-farm GDP price deflator.

. s on Education are expected to increase l.ay $64f.§m
3\? tl.l:.:ll:;/:,l‘(?i'.l% in real terms) in 1989-9?, and existing polui:.les
imply siguificant, though declining, real increases over the for-
ward years cumulating to 11.8% by 1992-93.

o As illustrated in Chart 1, education outlays are }'orecast to
account for 7.7% of total Commonwealth outlv.ays in 1989-90,
compared with 7.4% in 1988-89, This proportion is expected
to increase marginally over the forward years.
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CHART 1. EDUCATION

Proportion of Total Outlays and Function
19

cneral Admin-.1.3%
/ Student Assistance--15,6%
2 chools--32.7%
<—7.7% 2

Total Outlays Education
¢ The main sources of real growth in 1989-90 are:

— an increase in higher education student intakes of 6500 in
1989 and 12 300 in 1990, resulting in additional outlays of
$97.2m, an expanded higher education capital program of
$37m and the effect of changed payment arrangements in
1989 of $115m; '

- ?ontinued real increases in general recurrent. per capita fund-
ing for schools ($59.4m); and

— a further increase in outlays on student assistance as student
numbers grow ($51.5m).

* Growth over the forward estimates years largely reflects:

- conti!ming increases in higher education funding over the
remainder of the current triennium, partially offset by in-
c;'eased collections under the Higher Education Contribution
Scheme (HECS) and fewer budget-funded places for overseas
students; and

— increased real per capita funding for schools.

* Budget measures have added a total of $55m to outlays in
1989-90 and $385.5m over the forward estimates period, arising
primarily from:

- the Aboriginal Education Strategic Initiatives Program to
commence on 1 January 1990, replacing existing Aboriginal
education programs and providing increased funds ($6.4m. in

1989-90, $15.4m in 1990-91 and $17.5m in 1991-92 and
1992-93);

923%

Tertlary Education--50.4%
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— the planned replacement from 1990 of the current subsidised
overseas student program with a full fee/scholarship arrange-
ment ($21.7m in 1989-90, $30m in 1990-91 and $32.9m in
1991-92);

- policy changes announced in the May 1989 Science and
Technology Statement;

: greater funding for higher education research infrastructure
($12.9m in 1989-90, $33.5m in 1990-91, $45.5m in 1991-
92 and $50.7m in 1992-93); and

: increases in the number and value of Commonweslth post-
graduate research awards ($2.9m in 1989-90, $10.8m in
1990-91 and $13.2m in 1991-92 and 1992-93); and

~ additional funding for migrant education ($5.4m in 1989-90
and $10.8m each year thereafter).

PURPOSE

The principal purposes of Commonwealth involvement in education are;

» to provide in conjunction with both State and non-government authorities, an
education system capable of satisfying the legitimate aspirations of individuals
from all socio ic bac} ds and the requi of industry and the
community; and

« to improve social justice by expanding the educational opportunities of disad-
vantaged students,

NATURE OF EDUCATION OUTLAYS

Approximately 74% of the Commonwealth’s outlays on Education are in the
form of specific purpose grants to the States.

Assil is also provided to individuals in the form of means tested income
support for students (mainly through AUSTUDY and ABSTUDY), and postgrad-
uate awards for higher degree students selected on the basis of academic merit.

Payments under this function are offset by the Higher Education Contribution
Scheme (HECS), the Overseas Students Charge (including charg bsidised by
AIDAB for students from developing countries), and recoveries from the States in
respect of the superannuation costs of higher education staff belonging to the State
schemes.

The running costs iated with the Education function in the Department of
Employment, Education and Training are also included.
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TRENDS IN EDUCATION OUTLAYS

The general pattern of total Commonwealth outlays on Education has been one
of modest steady growth in real terms over the last 10 years, though with a slight
dectine in 1986-87 and a more pronounced decline in 1988-89.. The decline in 1988-
89 largely reflects the one-off effect of a revision to the pay arrang for
higher education operating and designated recurrent grants in 1989, which equali
payments in the first and second half of the calendar year, thus reducing 1988-89
outlays relative to the previous and following years.

The major source of real growth over the past ten years has been an increase
in outlays for student assistance which has grown by an average annual rate of
6.8% real since 1979-80. About half of this growth was attributable to higher
pay to dary students, overwhelmingly b : more students became.
eligible (increased participation in Year 12 was a small additional factor). Almost
all of the rest reflects increased maximum rates of tertiary and secondary allowances
as student payments were aligned with unemployment benefit rates in 1988, and
about one-tenth of the growth reflects increased participation in higher education.

Outlays on higher education have expericnced moderate real growth over the
past ten years and this trend is expected to continue over the forward estimates
period. The costs of the major expansion of higher education over the forward
estimates period is being partiaily offset by:

« increasing collections under HECS which are expected to rise from $125.3m

in 199091 to $200.1m in 1992-93 (both through up front payments and
taxation system collections); and

« reduced funding for places for overseas students resulting from the phased'
replacement from 1990 of the current subsidised student program (a
reduction of $35.4m in 1990-91, increasing to $70.5m in 1992-93).

Higher education funding levels for 1992, affecting the estimates for both

1991-92 and 199293, will be decided later this year (under the rolling
triennium arrangemeants).

3.66

Outlays on schools have shown moderate, but consistent, real gxowth: predomi-
nantly owing to increasing per' capita recurrent grants but also x.'e.ﬂecn;lg d;mz
graphic Tactors, higher retention rates, and a change in the composition of studen
between government. and non-government schools.

Outlays.in total are expected to grow moderately in real terms over the forward
estimates years,

CHART 2. EDUCATION
(1984-85 prices)
$Billion
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MAJOR POLICY CHANGES

Over. the ten year period since 1979-80 the main policy measures affecting
education outlays have been: .

o the introduction of the Higher Education Administration Charge (!-IEAC) in
1987 (—$188.5m over the calendar ycars 1987 and 1988 offset in part by
greater outlays on AUSTUDY of $53.5m);

» a package of reforms for higher education outlined in the Governfnem’s' Policy
Statement on Higher Education (White Paper, July 1988), mclud:mg ‘the
creation of an additional 40000 new intakes over the 1989-91 triennium
($429.3m in December 1987 prices), increased capital funding for 100 major
new capital projects ($213.9m over the triennium) and the replacement of
HEAC with. the Higher Education Contribution Scheme (HECS) (—$369.6m
over the triennium compared to anticipated HEAC collections of $195m over
the same period);
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* a commitment to increase substantially real per capita funding for general
recurrent grants to both government and non-government schools fi
period 1985-92 ($416m); ® or the

. ::e fﬁtructurinfg of student assistance schemes in 1987 and 1988 to improve

e incentives for students to undertake post-compu secon( ter-
tiary studies ($130m); and ’ pulsory cary and ter

* the commencement of ACT self-government in May 1989, resulting in reduced
Commonwealth outlays. under this function (—$214m).

1988-89 OUTCOME

.Outlays for 1988-89 were $263.0m (4.2%) less than the Budget estimate, The
major factors were:
 lower outlays than R?recast on higher education (—$134.2m) resulting mainly
t(‘x;)grg a)ccount not being taken of the timing of an adjustment for the HEAC
m);

* lower than expected growth in take-up of student assistance AUSTUD
Y
—$53.3m and ABSTUDY —$8.5m); and ¢
* lower payments than forecast for TAFE (—$45.4m) primarily as a result of
delays) in paymfnts of 1989 capital caused by one State not meeting the
al r for p (—$26.2m) and removal of the ACT

'(I'A;?ll:‘.7 6as a Commonwealth institution following ACT self-government
—$17.6m).
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2.1 TERTIARY EDUCATION

1991-92 1992-93

2.1

Higher Education

Grantsto the States and 2829.0 2948.6 3008.8

Commonwealth [nstitutions 24 42 20
Payment to Higher Education 500.8 523.3 5226
Trust Fund 64 4.5 =0.1
Other Higher Education 13.0 13.9 145
37 89 4.0

Higher Education in the ACT {a) - - -

na. na. na

Post Graduate Awards 45.0
33

ACT Trust Account (b)

Sub-Total Higher Education
TAFE Grants to the States
TAFE in the ACT (a)

Other TAFE
Sub-~Total Technical and
Further Education
Overseas Student Charge
Contribution for Students from

Developing Countries (c).
TOTAL

$929282828292%282%2928282%29¢

{a) Outlays on higher education and TAFE in the ACT for 1989-90 and the forward years are zero, refiecting
the advent of seif government for the ACT from 11 May 1989.

b) This amount represents Commonwealth specific purpose payments to the ACT Trust Account prior to

® ACT self- For an ion of the operation of the ACT Trust Account in 1988.89 see

Budget Pn)'m No. 7.
(¢) See corresponding outlays shown in 8C. Foreign. Affairs and Overseas Aid.

The Commonwealth almost fully funds higher education and provides about one:
fifth of the funds for the State and Territories TAFE systems.

Both progr have a calendar year, rather than financial year, basis and
financial year estimates are produced by combining the relevant six-menthly periods
of calendar year programs. The grants under these prog are 1 d
retrospectively: for all price movements up to the start of a program year and for
wage and salary i during the program year.

3.69



Higher Education

The Commonwealth provides operating and capif i i
. The ; pital grants to higher educat;
Institutions (via the States) under the Higher Education Funding (l?gF) Act 1932

and pay to C Ith institutions through the annual Appropriation

Acts.

Funding is provided on a rolling triennium basis and determi
dir termined each year f
the‘addmonal fgrwgrd.calendar year to provide a stable, long. term, glanni:;
:r!vu'o.nmem x‘orhmstltuuons. Outlays approved by the Government for the 1989.91
fiennium are shown in the following table. A decisi i i
e o e show g ecision on 1992 funding will be

Higher Education Programs—Calendar Year Basis (Dec 1987 prices)

Type of Grant 1988 1989 % Change 1990 1991
Sm Sm  on 1988 Sm m

g‘p:m(ll:g P e e e 26148 27446 50 27898 28713
. er hecurrenl .......... 54 14 370 74 69
c:se.:r;: ............. 130 150 154 58.7 95.6
piat .o L L L 827 126.7 532 1454 177.2
s Total . . . ... . ...,.. 27159 28938 6.6 300t.3 31509
HECSoffsets. . . . . ., . . ., . 984 90.2 —83 109.3 1347
Superannuation recoveries . , , , , . 100 230 1300 25‘8 28 6
Total . ..o L L 26075 2780.6 6.6 28663 29876

The increased capital and recurrent fundin, i i
_The il g for higher education programs
pnmanl}: reflects the dec.xsxons taken last year to increase student intakes bl;' a total
of 6500 in 1989, 12 509 in 1990 and 17 100 in 1991. Those increases, together with
zl;e Ooﬂgw-;m effects o; increases in previous years, will generate a total increase of
places over the 198991 triennium. There will be a fi
further 15000 places after 1991. ovon effect of a

. In addi;liqn} a further $12.9m is being provided in 1989-90 ($33.5m in 1990-91)
or research infrastructure as announced in the Government’s Sci
ogy Statement of May 1989, s Science and Technol-

) Since the introduction of the Higher Education Contributi

in meu.ary 1989, a proportion of total operating grants for State“::ldsc Cl:)enl?:m(lgliaclfl)l
institutions has been paid to institutions through the Higher Education Trust Fund.
Under HECS, students make a contribution (81800 per full-time academic year iu;
1989, a.nd an estimated $1884 in 1990), equivalent, on average, to 20% of tuition
costs with payment made either at the time of notification of liability (with a 15%

discount) or as a delayed payment through the taxati ’
taxable moome coah o P 8! xation system when the student’s
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Contributions from students under HECS are expected to make an increasing
contribution to funding the expansion of the higher education system. In 1989-90,
the first full budget-year of HECS, an offset to outlays of $107.7m is expected,
comprising $9.9m from receipts through the taxation system (received for the first
time in 1989-90) and $97.8m through up-front payments (up from $34.lm in
1988-89).

Post-Graduate Awards

The Post-Graduate Award (PGA) Scheme provides annual awards, based on
academic merit, to-selected higher education students undertaking Masters and PhD
progr at A lian higher education institutions. Following a review of the
Scheme in 1988 by the Wilson Committee, the Government announced substantial

hanges to the Scheme in its Sci and Technology St , including i
in both. the stipend payable to PGA award-holders and the number of awards to
be offered.

From 1 January 1990, the stipend for Rescarch Awards will be non-taxable, and
will be set at a range:between $12 734 and $16 433 per annum, with the institutions
deciding on the amount to be paid to individual award holders. The number of new
research awards will be increased from 745 to 900 annually.

The Government has also created 30 new industry research scholarships each
year for the next three years to encourage the involvement of industry in post-
graduate study. These awards will be funded by the Government at the rate of
$16 433 per annum, on the proviso that industry contributes additional funds and/
or equip for the h project undertaken by the award holder. These
measures will cost $2.9m in 1989-90 and $10.8m in 1990-91.

As part of the changed arrangements for. the overseas students program, the
Overseas Post-Graduate Award Scheme will be established in 1990, with an estimated
cost of $1.7m in 1989-90, rising to $3.9m in 1991-92.

Other Higher Education

The Australian Film, Television and Radio School provides advanced education
and specialist training for students and creative workers in the. film, television and
radio industry. Outlays are expected to fall to $8.5m' in 1989-90 following the

pletion of the building progr and to level off over the forward years.

The National Insti of D ic Art (NIDA) provides practical training in
live theatre, television, film and radio with courses in acting, directing, stage
management and design. NIDA outlays ($2.5m in 1989-90) are to be maintained in
real terms over the forward years.

TAFE Grants fo the States

Recurrent and capital funding for TAFE is provided to the States under the
States Grants (Technical and Further Education Assistance) Act 1989 to provide
support for their TAFE sy The C ith Y for about
9% of the recurrent funding for TAFE and about 65% of the capital funding.
Recurrent funding in 1989-90 is expected to increase by 5.1% in real terms, largely
reflecting expected enrolment growth of 4%. The Commonweaith also funds TAFE
via employment and. training programs (sce 7C. Labour and Employment).

n



Overseas Students Charge (OSC)

Under existing arrangements, a. quota of overseas students attending Australian
educational institutions are subsidised by the Government, These students are
required to make a contribution to the costs of their tuition through the OSC.

From 1 January 1990 the OSC and the subsidised overseas students program of
which it is a part, will be replaced by a full-fee/scholarship regime. Existing
subsidised students currently paying the OSC will continue to do so for the duration
of their current course of study.

Under the new arrangements, the Government will. continue to offer scholarships
to students from developing countries through aid programs administered by the
Australian International Development Assistance Bureau (AIDAB), but on. a full-
fee basis. The new scheme will provide scholarships both to students of exceptional
academic merit and to disadvantaged students. The major effects of these changes
on 1989-90 outlays will be:

« a reduction in receipts from the overseas students charge (and AIDAB contri-
butions) as the subsidised program winds down ($36.2m); and

e a reduction in outlays for higher education as the institutions will not be
funded for the overseas student places for the 1990 intake onwards (-$11.7m).

Institutions continue to have the incentive of full cost fees to market places for
overseas students, with some administrative support for the “industry” being pro-
vided by the Department of Employment, Education and Training. While no

prehensive data are available, it is understood that income received by institu-
tions from overseas students has been continuing to increase.

(For further details see' the reference to the Equity and Merit Scholarship
Scheme under Country Program in 8C. Foreign Affairs and Overseas Aid function).

Trends

Over the past ten years, outlays on tertiary education have grown. slightly in
real terms and less than the growth in student numbers, reflecting marginal price
funding of additional places after 1983. The growth in student numbers over this
period was primarily the result of increased high school participation rates and the
corresponding higher rate of transfer to higher education, rather than general
demographic changes.

Growth is expected to continue in the forward years, primarily as a result of:

o the expansion of higher education over the 1989-91 triennium, with higher
marginal funding for additional places and increased capital funding, moder-
ated by the growth of HECS receipts; and

o the 1989 Sci and Technology St: t which has increased research
infrastructure funding ($12.9m in 1989-90 rising to $50.7m in 1992-93).
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22 SCHOOLS AND PRE-SCHOOLS

1988-89 1969-90.1980-91 1991-92 1992-93

2.2 Actual :Bidiget ‘Estimate Estimate Estimate
Schools in the States i
Government $m 1162.6
% 47
Non Goverament $m 1370.9
% 3.6
Joint Programs $m 404
% 14
Sub~-Total Schools in m 2573‘91
the States % 3
Schoots in the ACT (a) $m
% na.
ACT Trust Account (b) $m -
% na.
Sub~Total ~ ACT $m -
% na.
t Charge $m .
Overseas Student Charg - —
Contribution for Students from  $m -3512
Developing Countries () % 25-7 £ 7
TOTAL $m .
% 5.3 4.1

(a) Outlays on schools in the ACT for 1989-90 and the forward years are zero reflecting the advent of self-
government for the ACT from 11 May 1989,

i ific purpose ents to the ACT Trust Account prior to
@ -{hCl“l' lm‘lzunt repmenuF“Cot:;n gl spe;:;_ thep P ‘pay:;_ the ACT Trust Account in 1988-89 see
Budget Paper No. 7.

(¢) See corresponding outlays shown in 8¢. Foreign Affairs and Overseas Aid.

mmonwealth's schools programs are aimed at providing the nathn's
you::epeco;le, regardless of backgrgund or ability, with an edsxca%ional’ foum}auon
which will equip them to meet their legitimate post school aspirations, mclud.mg l:o
pursue post-school education and training and to participate successfully in the
labour market. In this context, the Commonwealth partly fund.s both govemm?nt
and non-government schools for gencral operating costs am_i provides further fund:’ng
for a range of specific purpose programs aimed at identified areas of need under
the States Grants (Schools Assistance) Act 1988.

Funds are available on a calendar year basis al'ld adjusted for cost increas.&s.
The 1989-90 financial year estimate therefore consists of parts of the respective
lendar year and includes an allowance for estimated cost supplementa-

tion.
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Schools Programs—Calendar Year Basis (Dec 1988 Prices)

1988 1989 % Change 1990 1991
Sm $m  on 1988 Sm Sm
%
Government

General Recurrent , o . . . . . .. . 489.9 5549 133 5819 6147
Capital. . . . . ., . ..., . 1700 176.6 39 1788 1810
Specific Purpose. . . . . L L L L L, 1225 124.0 13 1307 1347

Non-Government
General Recurrent . ., . ., . . . . 906.3 968.6 69 10009 10205
Capital. . . . . ., ..., ... 572 622 88 63.5 644
Specific Purpose, . . . . ., L . ., 416 439 55 444 43
Joint Programs ., . . . . ., . . . . 332 344, 36 36.1 358
Total . . . . . . .., .. .. 18207 1964.7 79 20423 20959

Arising from the Minister's Statement. “Strengthening Australia’s Schools” in
May 1988, the Commonwealth and the States have co-operated to develop the
National Schools Strategy (NSS). The NSS is designed to improve Australian
schooling within a framework of national collaboration involving a range of meas-
ures including the development of strategies to improve curriculum development
and approaches to assessment.

Government and Non-Government Schools

Ci Ith grants rep about 11% of total spending on government
schools. (with the balance being met by State and Territory governments) and 36%
of total spending on non-government schools (with the balance being met by other
governments (18%) and private sources (46%)). These funds are provided through-
general recurrent (per capita) grants, specific purpose recurrent payments, and
capital programs.

To assist in implementing the NSS, Commonwealth funding for government

hools is tied to R Agl with the States. These Agrecments set out
mutually agreed objectives for schools (such as improving retention rates and
educational, outcomes), and require the States to provide the Commonwealth with
information on performance against these objectives.

The level of Commonwealth support for individual non-government schools is
based on need, with schools being categorised into one of twelve funding categories.
(category 1 receiving the least support and category 12 the most). Further details
on the funding categories are provided in Commonwealth Programs for Schools—
Administrative Guidelines 1989. Resource Agreements, performing a similar role to
those for government schools, have been introduced for non-government school
authorities, with similar reporting arrangements. .

Funding for ACT schools was moved from the Appropriation Acts to the States
Grants (Schools Assistance) Act 1988 following the implementation of self-govern-
ment in the ACT. Under the Act, the ACT has been treated as a State from J July
1989 for funding purposes,

The Ci ith will all $931.9m in 1989-90 for government schools
programs, which represents. a 5.0% real increase on 1988-89, and $1219.7m in
1989-90 for government schools pr , & 6,6% real increase.
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The estimates for 1989-90 and calendar year 1990 reflect real growth in ge?gral
recurrent (per capita) grants in line with the Government’s policy of prowdu'!g
annual real increases until at least 1992, together with increases. in enrolments in
line with population growth. Real increases in per capita funding levels in each of
the next three calendar years are set out below. The level of per capita funding
post-1992 will be reviewed later in 1989,

1990 1991 1992
% % %
Government
eprimary . . . . . o 0 . . . e 23 45 43
~SeCONdAFY. . . . . 4 . h e s e e e e e 9.2 46 44
Non-government
-primary® . . . . o . . e e 27 16 0.6
-secondaty® . . . . L . . 0 . e e e 1.8 09 04

* The increases represent the average increase across the twelve categories of schools.

Schools will be p d for the 1986 3% National Wage Case wage-
equivalent superannuation decision, which was impl d in schools in late 1988,
at a cost of $69.4m a year.

The Government has also introduced a new Students at Risk strategy, under
which government schools with the lowest Year 12 retention rates are assisted to
encourage students to complete Year 12 ($2.0m in 1989-90 and $3.5m in 1990-91).

Joint Programs

The Commonwealth provides funds for a ber of joint prog including
the Country Areas Program and several special education programs which assis!
government and non-government schools that face particular disadvantages.

The G has decided to all $0.5m in 1989-90 ($1.5m in 1990-91)
to establish and refurbish hostels catering for rural students as part of its strategy
to.encourage higher school retention rates.

Total funding on joint programs is expected to be $39.9m in 1989-90 and $40.4m
in 1990-91.

Trends

Qver the last ten years, Commonweaith funding has grown in real terms by an
average annual rate of 2.7% with the dominant factor being real increas'cs in
assistance per student (contributing 2.6 percentage points). With school age children
declining as a proportion of the population generally over the period, den}ography
has not been an infl on overall spending, though increases in retention rates
have contributed to growth more recently (see chart 3).




CHART 3. RETENTION RATE TO YEAR 12
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In the forward years spending is expected' to continue to grow in real terms by
around 1.3% a year. Again the main factor is increasing per capita assistance. A
secondary source of growth is continued improvements in retention rates partially
offset by a net reduction in the high school age population.

Underlying these trends are. the different movements. for government and non-
government schools. Aithough per capita grants for government schools have been
increasing at a greater rate in real terms than those for non-government. schools,
overall outlays on per capita grants for non-government schools have grown faster
than for government schools, This is because an. increasing proportion of students
has attended the non-government sector and Commonwealth per capita grants to
non-government schools are higher than to government schools (partly reflecting
the responsibility of State governments for the latter).

Total School Enrolments for the States and Territories (as at census date each
year)

Primary Sccondary Total Change on
Previous Year
‘000 ‘000 000 %
Government
1985 . . . . o .o 13118 919.0 22308 =13
1986 . . . . . .. . 1290.1 917.7 2207.8 -10
987 . . . . oo e 1281.8 917.9 2199.6 -04
1988 . . . . . L. . 12908 9123 2203.1 02
1989@) « . .« . ... .. . 13118 9044 22162 06
Non-Government
985 . . .. L L. L. . 4058 368.7 7745 23
986 . . . . . L. o . . 4108 3827 793.5 2.5
1987 . . . . . ... 4150 3924 807.3 1.7
1988 . . . .. L oL . 423.6 3988 8224 19
1989(a) . . . . . . L. . 430.1 402.2 832.3 1.2
(a) Projected
Source: Dy of ion and Training

Budget Measures
The Government announced two new policy decisions in the Budget affecting
schools programs:
« $0.5m will be provided in 1989-90 for the establishment and refurbishment of
hostels catering for rural students ($1.5m in 1990-91); and
* $2.0m will be provided in 1989-90 to ge students in selected schools to
complete Year 12 under the Students at Risk Program (part of the Social
Justice for Youth Strategy) ($3.5m in 199091 and $2.0m in 1991-92).

2.3 STUDENT ASSISTANCE

1988-89 1983-90 1990-91 1991-92 1992-93
2.3 Actual _Budget. Estimate

Austudy $m  732.8 - 823 923.7 1001.6 1052.3
% 43 122 84 8.1

Abstudy sm 862 958 1068 1174 1275
% 104 1.6 0.9 8.6

Other Aboriginals $m 18.9 35.9 38.9 39.8
% 72 - 201 83 23

Migrant Education $m 66.8 83.2 85.9 86.7
% es L] 33 0.9

Other $m 26.1 2.2, 21.9 220 223
% -306. =149 -14 07 1.5

TOTAL $m  930.8 10442 11714 12659 13286
% 1.2 12.2 122 8.1 50
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The Commonwealth provides income and other assistance to improve educa-
tional outcomes, employment opportunities and skills of low i income and certain
other disadvantaged groups. Student assi lly delivered through AUS-
TUDY. Special assistance is provided to Abongmals and Torres Strait Islanders
through ABSTUDY, to isolated children through the Assistance for Isolated Chil-
dren’s Scheme (AIC) as well as to- migrants and veterans’ children.

Details of the estimated number of students receiving assistance under the various
schemes are shown in the following table.

Estimated Number of Recipients (by December)

1989 1950 1991 1992 1993

AUSTUDY
Tertary . . . . . . . . ..., 140 000 150754 162211 171938 175377
Secondary . . . . . . ... 152 500 158 892 163536 166739 170074
Adult Sccondary . . . . . 0. . . 5900 6136 6320 6446 6575
Total . . . . . . . .« . . 298 400 315782 332067 345123 352026

ABSTUDY
Tertiary .. . . oo . .. 14010 15411 16952 18 647 20139
Secondary . . . . . . . . ... . 26910 28256 29 669 31152 270
Total . . . . . . . . .. .. 40 920 43 667 46 621 4979 52849
Migrants . . . . . . . . ... L. 8200 9000 9000 9000 9000

Other

Veterans® Children . . . . . . . . . 2265 2080 1900 , 1700 1500
Isolated Children . . . . . . . . . 16 500 16 500 16 500 16 500 16 500

Austudy

AUSTUDY is available, subject to certain academic criteria, to full-time second-
ary and tertiary students aged 16 years and over undertaking cither an approved
secondary or accredited tertiary course other than a higher degree. Assistance is
targeted to low income groups through income and assets tests applying to the
student and, for dependent students, to parents as well.

Real outlays on AUSTUDY are estimated to increase by $41.8m or 5.7% in
1989-90. The ber of recipi is expected to grow by about 6% after taking
account of the full year effect of the assets test and improved benefits control
measures introduced in 1988-89.

In 1990 it is estimated that around 42% of tertiary students and about 35% of
secondary students aged 16 and over will be assisted under AUSTUDY.

The maximum rates of AUSTUDY are indexed each year according to move-
ments in the CPL This preserves their alignment to other youth allowances and
removes previous incentives to become unemployed rather than to continue full-
time education.

The following table summarises the rates of assistance under AUSTUDY and
other programs of assistance for young people.

Maximum Youth Assistance Rates 1989 and 1990

1989 15%0
Spw Spw
16-17 year okds
AUSTUDY
athome . . . . . .. L w e e e e e e , 5355 57.60
away from home orindependent . . . . . . . . . . . . 81.40 95.60
Unemployed,/Sick
athome . . . . . ... ..o 53.55 57.60
Young homeless/away fromhome . . . . . . . . . . . . 81.40 95.10
18-20 year olds
AUSTUDY
athome . . . . . . L e v e e e 64.30 69,20
away from home or independent . . . . . . . . . . . . 97.70 105.15
Unemployed/Sick . . . . . . . « . . . ... 97.70 105.15
21 years and over
AUSTUDY
atheme . . . . . . . . . ... L. 64.30 69.20
away from home or independent . . . . . . . . . . . . 97.76 105.15
special categories
singleathome . . . . . . . . . . 0. ... . 76.30 82.10
single/married away fromhome . . . . . . . L L L . 116.00 124.75
single withdependents. . . . . . . . . .. .. . . 136.25 146.50
Unemployed,/Sick
single . . . . L L L L L o o e e e 116.00 124.75
single withdependants . . . . . . . . . . ... . . 136.25 146.50
marted . . . L L L L . o o e e 207.10 222.70

The parental income test is also adjusted each year. From 1990 the income test

threshold beyond which rates of all are progr ly reduced will be in-
creased from $16 950 to $18 150.
The Gov has also decided to i {iving, all for the young

homeless by $7.50 above the indexation amount from 1 January 1990. This entitle-
ment will flow on to secondary boarders and tertiary students aged 16-17 living
away from home.

Abstudy

ABSTUDY assists secondary and tertiary Aboriginal and Torres Strait Islander
students. Eligibility for living allowances is subject to a ‘sudden death’ parental
income test based on the Family Allowance Supplement income test limit for
students under 16 years and on the AUSTUDY income test limit for students 16
years and over. Certain other entitlements including those for tutorial assistance
and school fees are available to all students.
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Basic rates of assistance are the same as for AUSTUDY except that:

» Aboriginal students under 16 are eligible for $10pw if living at home or
$57.60pw if boarding;

« those. 21 years and over are eligible for higher allowances based on the adult
rate of Unemployment Benefits plus $30pw Formal Training Allowance if
undertaking a mainstream or vocational course;

« pensioner students receive $30pw on top-of their pension; and'

* part-time students are eligible for a fixed payment of up to $240 per course.

Real outlays are expected to increase by $3.2m or 4.3% in 1989-90 reflecting an
increase of 6.7% in the number of recipients and the full year effect of the alignment
of the maximum rates of allowances for those aged 21 years and over with the
adult rates of unemployment and sickness benefit from 1 January 1989,

The administration of ABSTUDY was reviewed during 1988-89 and a2 number
of recommendations have been made to streamline assistance and' delivery. It is
expected that these recommendations will be progressively implemented over the
next three years.

Other Aboriginal Assistance

The Commonwealth provides grants to Aboriginal organisations and to the
States to improve Aboriginal access to education through the provision of:

« basic literacy and numeracy courses;

« tertiary access and preparatory courses; and

« other special programs,

From 1 January 1990, the Aboriginal Education Strategic Initiatives Program
will replace existing Aboriginal education programs and provide additional funds
designed to increase Aboriginal participation in education ($6.4m in 1989-90, $15.4m
in 1990-91 and $17.5m in 199192 and 1992-93). Funding under the new program
will total $270m over the 1990-92 triennium.

Migrants

Special student assistance is provided through the Living Allowance for English
as a Second Language Scheme (LAESL) and the Adult Migrant Education Program
(AMEP) for migrants and refugees to undertake special English language courses.

LAESL provides around 4000 recipi with an all quivalent to the
adult rate of unemployment and sickness benefit for those undertaking an approved
TAFE English language course. AMEP provides English language courses, initial
settlement orientation and information for adult migrants and refugees, income
tested living allowances for students attending full-time and some part-time courses,
child. care, and a range of administrative and professional develoy services.
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AMEP outlays. are expected to increase by 8.9% in real terms in 1989-90 to

$72.4m reflecting:

* the acceptance of recommendations arising out of the report of the Committee
to Advise on Australia’s Immigration Policy’ (CAAIP) to increasc the size of
the Family Migration category and to exempt this category from language
testing ($5.4m in 1989-90 and $10.8m each year thereafter); and

* the provision, as part of the National Agenda for a Multicultural Australia, of
funding of $1.6m in 1989-90 and $0.6m in 199091 to extend the English in
the Workplace component and to develop an English as a Second Language
(ESL) television series through SBS.

Other

The. Assistance for Isolated Children Scheme (AIC) assists those students who,
because of geographical isolation, undertake their secondary education by corre-
spondence or at boarding school. Part of the entitlement ($989 pa) is provided on
2 non income tested basis. AIC outlays are expected to continue at about the same
real level after allowing for the transfer of about 4,500 students to AUSTUDY
from 1 January 1989.

The Veterans' Children Education. Sch (VCES) provides student
on a non parental income tested basis to those children whose parent(s) have died
as a result of war service or who are the children of totally and permanently
incapacitated ex-service personnel. Outlays on VCES are expected to decline by 2%
in real terms in 1989-90 to $4.9m.

Trends

Outlays in 1989.90 rep: 15.6% of Cc ealth education outlays by
comparison with 10% in 1979-80: On the basis of the analysis in last year's Forward
Estimates Report, by far the major factor behind this growth has been increased

ge as student assil h have been extended particularly for second-
ary students, Between 1979 and 1989, for example, the number of AUSTUDY/
ABSTUDY/AIC recipients has increased by about 377,000 at an average annual
rate of 4% for tertiary students and 13% for secondary students. It is estimated that
80% of the growth in secondary recipients has been due to higher take up and 20%
due to higher year 11-12 retention rates.

The other major factor has been real increases in the maximum rates of
assistance. Between 1979 and: 1989 the maximum AUSTUDY rate for most second-
ary students, aged 16-17 years living at home, increased from $10.55pw to $53.55pw,
a real average annual rate of 8.8%. These increases were part of a broader package
of reforms to youth allowances resulting in offsetting savings from real reductions
in youth unemployment benefits (16-20 years),. the introduction of the Job Search
Allowance for those' under 18 years. and the loss of entitlement for the Family
Allowance for those in receipt of AUSTUDY.




Charts 4 and S illustrate movements in real outlays and student numbers since
1979,

CHART 4. STUDENT ASSISTANCE
Student Numbers (by 31 Dec)

2% . AUSTUDY & AIC
Secondary

150 +

100 |-

:
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1979 80 31 82 83 84 85 86 87 88 89 90 %1 92 93

CHART 5. STUDENT ASSISTANCE

(1984-85 prices)
$Million
500 . AUSTUDY
i Tertiary'

400 - - AUSTUDY & AIC
' Secondary

300 + ABSTUDY (Tertiary

and Secondary)

1979 80 81 82 83 84 85 8 87 88 89 90 9l 92 93
The forward estimates show modest real increases in the growth of student

assistance ou!lays This growth refl the d ber of hlghcr educauon

places, expected further i in and

education participation by Aboriginals, Some moderation of outlays growth is

expected from improved benefits and fraud control measures.

Growth in ABSTUDY outlays primarily reflects a significant increase in second-
ary retention rates, There has, however, been a significant decline in the number of
tertiary students being assisted due to the loss from 1988 of eligibility for students
undertaking short or part-time hobby and craft courses.
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Budget Measures

The Aboriginal F.ducatlon Strategic Initiatives Program to commence on 1
January 1990 provid d funding for to raise the level of Abongl-
nal oducatlonal participation ($6.4m in 1989 90, $15.4m in 1990-91 and $17.5m in
1991-92 and 1992-93). Total funding under the program will be $270m for the
1990-92. triennium.

During 1989-90 will be introduced in relation to AUSTUDY /ABS-
TUDY/AIC to reduce overpay and to imp overall debt recovery. These.
measures will include interest on overdue debt, more co i pay afrange-

ments and a tightening of the hardship conditions applicable to repayments.

Benefit and fraud control activities will also be expanded to cover the ABS-
TUDY sch These are expected. to reduce outlays by $2m in 1989-90 and $2.6m
in 1990-91.

Increased funding for the National Agenda for a Multicultural Australia ($1.6m
in 1989-90) will provide for new initiatives under the AMEP from 1989-90 to
extend the English in the workplace component and to develop an English as a
Second L ge (ESL) television series through SBS.

24 GENERAL ADMINISTRATION

1988-89 1389-90+1990-91 1991 92 1992-93

2.4 Actual -
Department of Employment, $m 825 78.5 83.8
\ Education and Tralning % 63 A8 87
Other $m 3.6 3.0 3.1
% -11.3 -18.3 2.1
TOTAL $m 86.1 81.5 86.8
% -0.5 -5.3 85

This sub-function covers the running costs and support service activities of the
education programs administered by the Department of Employment, Education
and Training.

The Department’s activities encompass the administration of the ABSTUDY
and AUSTUDY student assistance schemes, education policy advice and develop-
ments relating to the administration of related assi: programs. Assi
provided under the National Policy on Languages is also included in this category.
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General Administration

The running costs and other support services associated with the education
function in the Department of Employment, Education: and Training are estimated
at $68.8m in 1989-90 (an increase of $3.9m or 6.0%).
Other Education

Major elements include project moneys and grants iated with the C
wealth’s involvement with education bodies such. as UNESCO, OECD and the
Australian-US Council.

Trends

Average growth over the last ten years has been 11.3% (2.8% real per annum)
and mainly reflects the administration costs associated with the substantial growth
in student assistance outlays.

Total outlays are expected to. decline by a real 17.0% over. the penod of the
forward estimates. Major factors contributing to this d
administrative efficiency flowing from.a review of the administration of ABSTUDY
the realisation of savings from the abolition of the Commonwealth Tertiary Edu-
cation Commission, reductions resulting from revised arrang, for the Ov
Student Program and the winding down of funding under the National Policy on
Languages (from $12.8m in 198990 to an estimated $2.0m in 1992-93). These
reductions are partly offset by salary increases flowing from the National Wage
Case decision ($2.4m), an incorrect attribution of expenditure in 1988-89 and a
carry-over of $3.8m into 1989-90.

2.5 RECOVERIES

Recoveries within this category include those from the Curriculum Development
Commission and the Department of Employment, Education and Traini
repayment of AUSTUDY allowances. Average growth in recoveries over the last
ten years has been 3.3% real per annum,
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3 HEALTH

OVERVIEW
1988-89 i1 1990-91 1991-92. 1992-93
Actual ::Budget:Estimate Estimate Estimate
3.1 Medical Services and Benefits  $m  3722.7 T 46923 51619 5758.0
% A 122 28 "s
3.2 Hospital Services $m  3739.5 42549 4394.0 45820
% 1200 ;.. 87 33 43
3.3 Pharmacustical Services and $m  1134.9 15795 19421  2321.6
Benelits % . 4.9 230 195
34 Nursing Home Subsidlesand  $m  1593.6 18500 1947.6 20060 |
Domiliciary Care Services % o4 78 ) 53 30
3.5 Health Servicesin the ACT $m 167.7 - - -
% -85 nae. na. ne.
3.6 ACT Health - Transfer $m =341 - - -
to Trust Account % a. na. na ne.
3.7 Other Health Sarvices $m  316.8 4262 4343 4164
! % 23 129 10 -4.1
3.8 General Administration $m  148.6 166.1 175.6 157.4
% =154 - . 1 10.3 58 ~10.4
TOTAL $m 10789.7 1177 12969.1 14045.6 15241.3
% 208 10.1 83 8.5

The Budget and forward estimates do not include any allowance for Common-
wealth sector wage and salary increases after the Budget in each year. An allowance
for such i is included. in 9C Conting Reserve.
* Health outlays are estimated to increase by $988.8m or 9.2%
(2.7% in real terms) in 1989-90. Real increases averaging 4.4%;
a year are predicted for each of the forward years.

* Heaith outlays are estimated to grow to 13.6% of total outlays
in 1989-90 and to 14.9% in 1992-93 as compared to 13.1% in
1988-89.
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CHART 1. HEALTH
Proportion of total Outlays and Function
1989-90

Other--4.5%
-Pharmaceuticals~11.3%

Nursing Care--14.5%
lospital Services--34.2%

Medical Services--35.5%

Total Outlays Health

The main sources of outlays growth in 1989-90 are:

— indexation of the Hospital Funding Grants ($237m);

~ increased medical benefits utilisation ($211m) and the drift
towards more expensive services ($19m);

— fee increases for Medical Benefits ($191m);

— growth in the pensioner category of the Pharmaceutical
Benefits Scheme resulting from increased prices ($107m)
and volume growth ($14m); and

— increases in Nursing Home costs ($108m).

Budget measures since the Economic Statement, April 1989

have added $12m to. outlays in- 1989-90, and a further $87m

over the Forward Estimates period, the main compouents of
which are:

— $2.2m in 1989-90 rising to $6.6m in 1992-93 net of Medicare
offsets for a package of Women’s Health measures including
initiatives to be pursued jointly with the States; and

—~ an additional $6.7m in 1989-90 rising to $18.5m in 1992-93
for the implementation of the National HIV/AIDS Strategy;

Offsetting savings of $18m have been identified since the Eco-

nomic Statement, April 1989 rising to $46m by 1992-93, the

main component of which is $11m in 1989-90 rising to $32m
in 1992.93 through changes to the Pharmaceutical Benefits

Scheme.
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PURPOSE

Commonwealth activity in the health area is primarily directed toward ensuring
that all Australians have access to necessary health services; it also includes the
setting and administering of standards for the safety and efficacy of therapeutic
goods and services, support for health research and promotion of better health, In
terms of Commonwealth. outlays health services are by far the. most significant item,
accounting for more than 90% of Health function outlays.

NATURE OF HEALTH OUTLAYS

Cc wealth fi ial assi for health services is provided for both
individuals and institutions,

For individuals benefits are paid for services rendered and goods. supplied, in
the main, by private professionals and organisations eg doctors, pharmacists and
nursing home proprietors. As well, individuals can receive assistance through tax
expenditures—a rebate for the excess of unreimbursed medical expenses over $1,000
in the year of income, sales tax exemptions on a wide range of health related goods,
and tax deductibility for gifts to eligible organisations.

For institutions support is provided to States’ hospital systems through specific
purpose hospital grants. Health services are also provided directly through the
Repatriation hospital system as well as through organisations such as the National
Acoustic Laboratories.

TRENDS IN HEALTH OUTLAYS

Over the ten years from 1979-80 there have been several significant changes to
the extent' and nature of the Commonwealth’s involvement in the financing of
health care. This is reflected in the rate of growth in Health outlays as shown in
Chart 2,

Until 1980-81 real growth in expenditures was relatively low averaging 1.5% a
year, reflecting restrictions of coverage of medical benefits paid by the Common-
wealth and a reduction in the real level of pharmaceutical benefits for non-
pensioners, In 1981-82, there was a sharp drop in direct outlays reflecting the
cessation of the hospital cost-sharing agreements with States, These were replaced
by Identified Health Grants included under 9.4 Assist 10 Other Gover A
When these are added to direct Health outlays, overall real growth between
1979-80 and 1982-83 averages 0.4% a year.

There was a sharp increase in overall health outlays in 1983-84 and 1984-85
averaging some 22% real each year. This was largely a result of the introduction of
Medicare with a .\ it in ge and ge real level of Com-
monwealth funding of medical benefits. These: were previous] ly financed by health
insurance contributions and out-of-pocket payments by patients. There was also a
significant i in Co ith pay to the States for hospitals.
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CHART 2. HEALTH
'With and without Identified Health Grants
(1984-85 prices)
53‘“‘:“’: Health Outlays {inct IRG's)

oF Health Outlays (exci IHG's)

) 9 o 9 G4
B e
Kdentified Health Grants were classified to

"Payments To Other Governments” Function during
(he period 1981-82 to 1967-88,

From 1985-86 until 1988-89, real growth rates moderated to about the 'Ievel
prior to the introduction of Medicare, averaging 1.6% a year. This reflected hxg.hcr
utilisation of medical services and pharmaceutical benefits plus average drug prices
which increased at a faster rate than inflation largely owing to the prescribing of
more expensive drugs.

The prospect is for somewhat faster growth in health outlays for the Budget
and forward years,

In 1989.90, real growth in the overall health function is expcs:ted to be 2.7%.
Most of this arises from very strong real growth in meilical services z}nc% bengﬁts
(5.6%) reflecting strong growth in service vol and in phar . services
and benefits (10%), reflecting in particular, greater use of expensive drugs, script

[ growth. for pensi and beneficiaries and 1o assist the domestic
pharmaceutical manufacturing industry. The overall increase is modcratu! by. mod-
est real growth in ing homes and Hospital Services (1.2%). The func}lon is also
affected by reductions in other areas including the transfer of funding to the
Australian Capital Territory (ACT) following self-Government.,

The forward' years reflect further upward pressure on .health outlays, with
expected real increases of the order of 4.4% a year. These higher rates of growth
mainly reflect increased costs of medical and, in particular, pharm'flceutlcal.beneﬁls
arising from accelerated volume growth in respect of both medical services and
drugs and a inuation of the ad in medical tcchnol(':gy. and assc')clated
transfer of demand 1o new and expensive drugs. These very rapid increases in real




outlays are partly offset by modest real i i i i
: : growth in Hospital Funding Grants (pri-
::;x;xtli}; ;e:!eit}t‘ng grovl;:h an;d b:g:ing of the population) and nursing homes (wg:re

o the number of is subject to stri i is i
Shited to oy, j stringent control while emphasis is

Major changes to health fi ing ar during the last 10 years have

::i%lni:tic;ntly altered the composition of total health outlays (including IHGs)—see
art 3.

CHART 3. HEALTH
COMPOSITION - Incl IHG’s
Percentage of Total Health Outlays
percent
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In the years to 1982.83, there was an increase in th i
\ 5 & ¢ proportion of Common-
wealth ouflays dntected tovyards nursing homes and a decrease in outlays in hospital
grants. ‘th the mt.roducuon of Medicare, there was relatively stronger growth in
expenditure on medical benefits and hospital services.

Medical services and benefits increased from 23.2% ing i
s .2% of total spending in 1982-83
to 34.5% of spending in 1985.86 largely reflecting the hi H
4 i be:
Medicare. Between 1985-86 and 1988-8 p ifion g"‘er‘ lal;;:i;; pa“i lmdi
except .for an i in phar ical benefi ing average real :vth
over this period of 6.6% a year. N e

Over the forward estimates period, medical and i i

, pharmaceutical servi
bane‘ﬁls. are expectecl. to grow relatively faster than other components be:.:iuusea':::
continuing increases m‘servicc volumes and drug prices. so that by 1992.93 these
components will comprise 53% of expenditure as compared to 45% in 1988-89,
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MAIJOR POLICY CHANGES

Over the 10 year period to 1988-89, there have been significant changes in the
level and nature of Commonwealth involvement in health financing and service
delivery. The most significant change was the introduction of universal Public

Health Insurance under Medi in 1984, Medicare greatly ded the ¥
and level of medical benefits, abolished private medical i and sut ially
increased Commonwealth assistance for State hospitals. Real C: ith out-

lays rose by 27% in 1984-85, reflecting the replacement of private payments for
Medicare costs' (both directly and through insurance) and the cessation of private
contributions to State hospital budgets through hospital ch

Specific measures designed to improve targeting and restrain growth in outlays

have been implemented:

* In.medical benefits, areas of the Schedule showing rapid growth have been
reviewed, including pathology in 1986 and diagnostic imaging and a number
of other benefit items in 1987-88. Economics have been achieved through a

+ combination of adjustments to the Schedule, amended benefit conditions and
the tightening of regulations on providers. Subsidies for in-hospital treatment
of privately insured' patients were reduced from 1 August 1987,

¢ In the nursing home and domiciliary care arca, the Government's strategy,
announced in the 1986-87 Budget in the context of the Nursing Home and
Hostels Review, is to gradually shift the emphasis away from nursing homes
towards less intensive hostel places and domiciliary care. This strategy is more
in keeping with the care needs of the clderly. Implementation however, has
involved large i in outlays to imp the availability of home and
community care and to construct additional hostel beds.

o Changes in the Pharmaceutical Benefits Scheme have targeted the subsidies
more closely on the needy and the sick. A concessional charge was introduced
in 1983 for the ployed and low i carners. In 1986 the maximum
general contribution was raised to $10 per script and a safety net was.
introduced in order to protect people with chronic health problems requiring
high drug usage.

1988-89 OUTCOME

The outcome for 1988.89 was $44.8m (or 0.4%) lower than the budget estimate.
The major factors contributing to this result were:

e lower than cxpected outlays on medical benefits for veterans and their depen-
dants as a result of lower than predicted d d for *'medical services,
(—$14.4m)

« the impact of ACT self-government on outlays for medical services in the
ACT (—$12.5m)

o lower than budgeted outlays on g I pharmaceutical benefits as a result of
a slow commencement of factor ‘' payments and lower than anticipated
demand for pharmaceutical benefits by veterans (—$20.6m)
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. ::wer tl::gbbl{dgetecfl outlays on administration, partly because of inaccuracies

¢ reattribution of running costs and propert i
functions (—$40.4m) PIOPSTLy cpersting expenses across
These undempend§ were partly offset by higher than expected outlays on hospital
grants. because of adjustments to the penalty provisions of the hospital fun;ling
grants ($16.8m), and reflects greater than anticipated demand and cost increases

for veterans’ Hospital treatment ($22m), and a one
~off pa
Health Benefits Reinsurance Trust Fund.’ payment of 320m to the

3.1 MEDICAL SERVICES AND BENEFITS

a1 1989-0071990-91 1991-92 1992-93
3 .‘Budoel Estimate Estimate Estimate
Medical Benefits $m 4250.8 4699.0 5289.0
% 180 10.5 126

Heaith insurance Commission  $m 152.2 1624 173.0
Administrative Costs % 22 67 es
Veterans and Dependants $m 226.1 2287 2308

% 18 11 0.9

Other Services $m 83.2 61.8 65.2

% 4. 8.2 -2.1 54

TOTAL sm 37227 . 4692.3 51518 5758.0

3 7.7 122 98 11.8

Thcsc ol:ltlays are to enable all Australian residents to obtain appropriate medical
services which are necessary for their health care, without excessive price barriers,
fhrou.gh payment‘ of medical benefits or alternative financing arrangements, lncludeci
in this sub-fi are dical benefits p for ions: and services,
treatment costs and allowances for eligible veterans and their dependants Healtl;
Program Grants, and administrative costs of the Health Insurance Commis;ion.

Medical Benefits

Under Medicare the following Commonwealth assistance is provi
c ovided t
the costs of medical and optometrical services: ? owards

» the Commonwealth contributes to the cost of out-of- hospi i i
1 -hospital medical services
by meeting 85% of the Schedule fee (subject to the benefit not exceeding the
fee actually char.ged) plus any further amount required to ensure that the gap
g:)etfby the patient) between the benefit and Schedule fee does not exceed
or an individual item and that no person has to make
exceeding $150 per annum; £ payments

¢ for medical services provided to in-h pital patients under private care, the
Commonw_ealth meets 75%.of the Schedule fee with no gap limit on individual
benefit claims. Public patients are not charged for treatment;
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« practitioners may direct bill in respect of any patient where benefit is accepted
in full payment;

« registered health i organisations are permitted to offer gap insurance
in their basic tables to cover the difference between 75% and 100% of the
schedule fee for medical services rendered to private patients in hospitals.
With some exceptions, mainly in the compensation area, no other form of
medical insurance cover, ‘gap’ or. otherwise, is permitted; and

« all health insurance offered must comply with the community rating principle.
Risk rated insurance is not permitted except. under policies existing prior to
the introduction of Medicare on 1 February 1984 under which guaranteed
renewal rights exist,

Veterans and Dependants

The Commonwealth meets the costs for eligible veterans and their dependants
of specialist local medical officer, p dical and dental services, the supply and
maintenance of surgical aids, and travelling and other expenses incurred in obtaining
medical treatment.

Health Insurance C ission (HIC)—Administration of Medical Benefits

The HIC pays medical benefits for medical and optometrical services and
combats medical fraud and overservicing. It also provides services for processing of
the Department of Veterans® Affairs Treatment accounts,

Other Services

This item, which includes Health Program Grants authorised under the Health
Insurance Act 1973, relates to the Commonwealth’s contribution to organisations
to meet the cost, or such proportion of the cost as the Minister for Community
Services and Health may determine, of approved health related services such as the
Yallourn Medical Society. Also included are payments to New South Wales,
Victoria, Queensland and Tasmania for the continued operation of the former
Commonwealth Pathology Laboratories. These activities are intended to be a cost-
effective alternative to existing Ce (th arrang t

Trends

Between 1979-80 and 1988-89 real growth on outlays for medical services and
benefits grew rapidly, at an average annual rate of 10.2%. Around three quarters of
that growth resulted from higher average utilisation of more expensive services.
Total population growth represents about one-fifth of the growth in medical
benefits.

Coverage has fluctuated over the period with the changes in medical insurance
arrangements. Overall, the rise in the proportion of the population covered since
1979 accounts for about one-tenth of the. growth in real spending.

Trends in outlays over the period have been dominated by the changes in the
mix of public/private sector provision of medical i The growth of outlays
in 1983-84 and 1984-85 was mainly the result of the increased share of medical
costs met by the Commonwealth with the introduction of Medicare,
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Over the period 1985.86 to 1988.89, outlays on Medical Benefits. increased by
10.2% a year (2.2% real) on average. This reflects:

« higher utilisation resulting in an overall growth in the number of services of
some 5.6% a year;

¢ increases in schedule fee levels averaging 3.5% a year; and

* an average increase of about 4.3% a year in average benefit cost of services,
of which 0.8% a year reflects the drift to more expensive diagnostic services
and procedures,

Some restraint on the overall growth rate has been exercised by:

* reviewing areas of the medical benefits schedule showing rapid growth and
restructuring benefits, M were applied in the pathology area in 1986
and in diagnostic imaging and a ber of other areas in 1987-88. Overall,
Schedule revisions may have contributed an average reduction. of about 2% a
year in the rate of growth of outlays; and

¢ medical benefits for in-hospital treatment of private patients were reduced
from 85% to 75% in August 1987,

Since 1984-85, the HIC real unit costs have d d refl g i ing
efficiencies and the introduction of new technology. The increased efficiency has
largely been brought about by spreading overheads over increasing transaction
volumes, productivity growth and the change in the mix of work volumes, particu-
larly the move to buik billing,

For 1989-90, medical services and benefits are estimated to increase by $458.4m
to $4181.1m (5.6% real), the main contributors being:

198%-90
$m

Medical Benefits

Underlying real growth attributable to increased utilisation and 231

benefitdnft . . . . . ..., L

Schedule Feeincreases . . . . . . ... ... ... . ... %1
Less

Full year Adjustment for modification of Pathology Table . . . . 45

Over the forward years, real outlays on medical benefits are expected to rise
more rapidly reflecting annual increases in service utilisation. (4.4%), the growth
and ageing of the population (1.6%) and annual increases in average benefit levels
associated with the continuing trend towards higher cost services (0.6%).

Major Policy Changes

The following measures have been introduced:

* Schedule fees, including a revised ion package for g 1 practition-

ers (GPs), have been increased by $35m; and
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+ a modified Table for pathology benefits' ( d in the E i .State-
ment, April 1989) which will better reflect current pathology practice by
removing anomalies and basing item descriptions on the purpose rather thqn
the test technique utilised. Esti d savings in 1989-90 are $45m, $47m in
1990-91, and $49m in outyears.

In ition of the changing needs of ageing veterans, the Government has
decided to’introduce the following measures: :
- a new Vi ’ Ind d S t Program costing $0.8m a year for

the three years 1989-90 to 1991.92 which aims to facilitate veterans' access
to mainstream programs by way of pilot advocacy services operating on
behalf of veterans in the community;

- @ Health Promotion pilot will be implemented at a cost of $0.4m in
1989-90, $0.2m in 1990-91 and $0.1m in 1991-92 to educate vetera.ns to
adopt. healthy lifestyles and dietary practices and to foster chronic disease
management through self-help; and

~ the $300 cash limit on certain expensive dental items has been raised to
$375 and will be indexed in line with approved dental fee increases which
will cost $0.5m in 1989-90, $0.8m. in 1990-91, $0.8m in 199192 and $0.8m

in 199293,
3.2 HOSPITAL SERVICES
3.2
Public Hospitals $m
o%.
Veterans and Dependants $m
N %
Other $m
%
TOTAL $m
%

Commonwealth outlays are designed to ensure efficient anq eﬂ"ecti.ve delivery of
free hospital care under Medicare which entitles all Ausl.rahan residents to fre.c
shared ward accommodation and treatment and frec outpatient treatment at pul?llc
hospitals. Those electing to have ‘doctor-of-choice’ or private ward accommodation

in a public hospital must bear the additional cost or takc. out appropriate hospi'v:a‘}
insurance cover, To support free hospital care under M , the Co
id b ial fi ial assi to the States.
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Public Hospitals

Since the introduction of Medicare on 1 February 1984 funding has been
provided by way of specific purpose Medicare Compensation Grants and general
purpose Identificd Health Grants. It was agreed at the 1988 Premiers” Conference
that these payments would be combined as Hospital Funding Grants and be made
for five years commencing 1 July 1988. The Grants will total $3341.3m in 1989-90
including $23.9m for Miscellancous Pharmaceutical Benefits transferred from
Special Revenue Assistance to the States, Under the new formula, the Grants are
indexed for award wage and CPI increases and age/sex weighted population growth,

The Grants also include a specific Commonwealth contribution ($21.7m in
1989-90) for the treatment of AIDS patients in public hospitals.. This component
will be indexed to the actual growth in cases treated in recognition of the growing
impact of AIDS on public hospital systems.

Incentive payments and penalty provisions under the Grants are directed to
ensuring appropriate levels of access for public patients. Incentive payments. in
1989-90 aimed at promoting continued efficiency gains in public hospitals include:

* $27.6m for expansion of post acute and palliative care services to promote

continued reductions in hospital length of stay, thereby allowing more effective
utilisation of inpatient resources;

 $11m for expansion of day only treatment as a substitute for overnight hospital
stays and to allow for increased throughput with a view to reducing waiting
times for longer stay procedures; and

* $5.5m of which $3.5m will be available for the States for the development of
cost based case mix systems to allow more informed resource management in
the hospital system and to assist comparison of hospital performance.

The offsetting penalty provisions involve reduced payments for' those States
where per capita in-hospital medical benefits exceed a prescribed maximum level
and/or levels of public patient access are less than a prescribed minimum level,
The total adjustment for 1989-90 is estimated at $37.5m

The Commonwealth also contributes to the upgrading of the infrastructure of
State public hospitals through the Hospital Enhancement Program. The Common-
wealth will provide $50m in each of the years 1989-90 and 1990-91. Of these
amounts $25m in 1989-90 and $25m in 199091 will be matched § for § by the
States.

Chart 4 shows total Commonwealth outlays in constant prices on public hospi-
tals between 1984.85 and 1992-93, For comparative purposes, IHGs have been
included for the years 1984-85 to 1987-88.
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Chart 4. OUTLAYS ON PUBLIC HOSPITALS
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* Other comprises the teaching hospitals capital
program, waiting list funds and the Hospital
Enhancement Program.

Veterans and Dependants Hospitals

Repatriation hospitals and clinics are maintained in each State for the tr?atment
of eligible veterans and their dependants. Community patients are admluc.d. to
Repatriation hospitals free of charge if spare beds are available and. the facn)lltm
are suitable for the treatment required. C ly, and th?u- dep
may, where appropriate, be admitted to private or State public hospitals, gcnex:ally
at Commonwealth expense. Currently, 52% of bed days for veterans are provided
outside Repatriation hospitals.

The Government has decided that Repatriation hospitals should be integrated
with the State hospitals system by 1995 or ecarlier if the States wish to proceed
more quickly. Negotiations. with the States to ensure the continued availability of
high quality hospital care to veterans are currently underway.

Other
In 1984 the C ith d that fi ‘ i L \.votxld bj
available to States and Territories transferring nurse ed from hospital-ba

facilities to the higher education sector over the period 1985 to 1993:

o An. indexed subsidy towards the additional recurrent costs incurred by States
and Territories is payable at a rate of $1500 (December 1983 prices) per
student nurse commencing at a higher education institution. The Suum~ and
Territorics are required to provide appropriate capital facilities for higher
education institutions;
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* Nursing students training at these institutions are eligible for payments under
AUSTUDY on the same basis as other students, Where the number of trainee
nurses commencing training at tertiary institutions exceeds the transfer pro-
gram agreed with the C ith, the assi ble i
the additional costs incurred by the Commonwealth in provxdmg AUSTUDY

* The arrangements afso provide for the transfer of nurse education currently
effected in Repatriation hospitals. The Commonwealth contribution in this
case includes the standard indexed recurrent costs plus the net ‘State’ cost of
educating nurses in a higher education institution. This component is estimated
to cost $34m in 1989-90; and

« Payments to the States and the Territories under these arrangements in 1988-
89 totalled $11.5m, with an estimated $19.1m for 1989-90 refiecting increased
take-up by the States.

The Government has announced new private health insurance arrangements
designed to reinforce the community rating principle, under which everyone is
treated equally for private health insurance purposes, regardless of age or risk of
iliness:

« all hospital benefits paid by patients over 65 years of age will be able to be
debited to the reinsurance pool. Sharing of hospital benefits for contributors
under 65 years of age will continue where a contributor claims benefits in
excess of 35 days in any twelve month period;

* the range of benefits eligible for reinsurance will include supplementary bene-
fits;

* a weighted formula will be used to distribute the benefits liability between
funds; and

e an industry body, known as the Private Health Insurance Administration
Council, has been established to administer certain private health insurance
functions (currently performed by the Department of Community Services
and Health). The Council is under the control of an independent Commis-
sioner, who is assisted by four advisers—three health fund representatives and
an independent member.

Trends

Commonwealth recurrent expenditure on hospitals services (including 1HG’s)
has grown in real terms over the period 1979-80 to 1988-89 by just under 2% a
year with the pattern of funding affected substantially by periodic changes in
hospital funding arrang For ple, the introduction of Medicare resulted
in a 30.7% rise in real Commonwealth expenditure in 1984-85, largely replacing
private contributions to State hospital budgets through hospital charges. After the
initial impact of Medicare, growth declined until the introduction in the 1988-89
Budget of new and more generous funding arrangements for States. The decline
prior to that Budget mainly reflects partial indexation of the Medicare Compensa-
tion Grants and the termination of private hospital subsidies. Under the new

arrangements the specific purpose Hospital Funding Grants are to be indexed for
cost increases and population growth, with specific allowance for age/sex factors.
Over the period of the Agreements growth is estimated to amount to 1.3% a year
real compared to 0.1% real growth over the period of the arrangement from 1984-
85 to 1987-88.

For 1989-90 outlays are estimated to increase by $286.7m (1.3% real), the main
factors being:

1989-90
$m
o Indexation of Hospital Funding Grants . . . . . . . . . .. 237
« Transfer of Miscell Phar ical Benefits . . . . . . 24
« Increases in hospital costs and utilisation by Veterans . , . . . 36
Less
« Reduction in Hospital Benefits Reinsurance Trust Fund Account 21

For the forward estimates period the main features are:

» real growth in the Hospital Funding Grants of 1.1% a year reflecting, forecast

age/sex weighted population growth; and

+ a real decline of about 3.5% a year on outlays for veterans, mainly reflecting

efficiency gains on the repatriation hospitals and the changed pattern of outlays

for property operating expenses.
Major Policy Changes

The Government has decided to terminate the special subsidy to certain private
hospitals saving $1.5m in 1989-90 and the forward years.

An additional one-off payment of $20m was made in 1988-89 through the
Reinsurance Trust Fund to assist certain Health Funds in meeting the new reinsur-
ance arrangements. Under these arrang the C ith will no longer
contribute to the Reinsurance Trust Fund, saving $l1m in 1989-90 and forward
years.

In relation to Veterans® hospitals, the Government has decided:

- to allocate $0.4m in 1989-90, $2.2m in 1990-91 and $3.8m in 1991-92 for
the establishment of a new Radiotherapy Unit at RGH Heidelberg. The
Victorian Government has also made a commitment of $0.8m over the
period;

- to allocate $0.5m in 1989-90 for a proposal to establish a Geriatric Reha-
bilitation Ward at RGH Hobart. The Tasmanian Government will be
approached to determine its level of contribution to the project; and

— to increase the level of expenditure on specialised equipment in the Repa-
triation hospitals by $3.6m in 1989-90 and the forward years to 1992-93.

399



3.3 PHARMACEUTICAL SERVICES AND BENEFITS

1988-89 1990-81 1991-92 1992-93-
3.3 Actual Estimate_Estimate Estimate
Goneral $m  165.2 2645 3422 4467
% 1.1 M5 204 0.5
Concessional $m 63.3 100.2 1343 1707
% 27 x5 34.0 27.1
Pensioners $n 7967 10468 1290.1 15252
% a3 178 232 w2

Veterans and Dependants $m 80.8 90.3 983 1015
% =57 23 29 3
Payments Factor £ $m 13 43.2 43.2 43.2
% na. 543 - -
Health Insurance Commission  $m 27.6 U4 34.0 4.3
Administrative Costs L] 1.5 1.0 =14 0.9
TOTAL $m 11349 1579.5 19421 23216
%% 72 15.9 23.0 19.5

Through the payment of pharmaceutical benefits, the Commonwealth aims to
ensure access by the Australian community to necessary cost-effective, prescribed
medications at the lowest cost to Government and consumers, consistent with
reliable supply. Included in this sub-function are Pharmaceutical Benefits Scheme
(PBS) payments, benefits provided to eligible veterans through the Repatriation
Pharmaceutical Beneﬁts Scheme (RPBS), the direct payment of price increases to
the phar f: ing industry and the administration of the programs
through the Pharmpay system.

General, Concessional, Pensioners and Veterans

Under. current arrangements for the PBS and the RPBS, items are supplied to:

e the general public at a maximum of $11 per prescription item (this will be
increased to $12 from 1 October 1989);

¢ Health Care cardholders, including the ployed and low income families,
and those Social Security pensioners and Veterans’ Affairs service pensioners
who do not hold a PHB card and their depend ata ional rate of
$2.50 per prescription item;

» Pensioner Health Benefits (PHB) and Health Benefits (Sickness Beneficiaries)
cardholders and Department of Vi * Affair’s Dependant T En-
titlement (War Widows) card holders and their dependants at no cost; and

« Eligible veterans at no cost. This includes. items on the Repatriation Pharma-
ceutical Supplementary List for those veterans with war-caused disabilities.
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There is also a safety net arrangement which operates on a calendar year basis
for general and concessional users of pharmaceuticals, individuals or families, who
use more than 25 PBS prescriptions in a calendar year: such users are entitled
under the safety net to obtain further PBS prescriptions at no cost during the
remainder of the calendar year.

Items available under the PBS and the conditions under which they may be
prescribed are determined by the Minister for Housing and Aged Care on the
recommendation of the Pharmaceutical Benefits Advisory Committee (PBAC).
Prices paid to manufacturers are recommended by the Pharmaceutical Benefits
Pricing Authority (PBPA), which also takes account of guidelines for granting
special price increases to pharmaceutical, facturers' for i d Australian
activity (Factor f). Pharmacists’ remuneration is determined by the Pharmaceutical
Benefits Remuneration Tribunal.

Health Insurance C i (HIC)—Administration of Phar ical Benefi
Scheme

Payments to pharmacists are made through the Pharmpay system which was
transferred to the Health Insurance Commission on 17 July 1989, Previously the
Department of Community Services and Health was responsible for the day to day
administration of these payments.

Trends

Outlays on pharmaceutical benefits have increased on average at some 16% a
year in nominal terms over the period 1979-80 to 1988-89 accounting for about
one-tenth of total growth in health outlays in the period.

The key determinants of growth in pharmaceutical benefits are shifts in the
patterns of doctors’ prescribing; changes to average usage of drugs; the size and
composition of patient categories, particularly the effects of ageing; the range of
drugs on the Schedule (including new listings) as recommended by the PBAC; the
wholesale prices of drugs negotiated between the manufacturers and the PBPA;
pharmacists’ remuneration; and the extent of patient contributions.

With regard to these various factors:

¢ underlying volume growth of around 5% a year in pensioner scripts is a major
cause- of real growth in the program;
~ pensioner (and safety net) components now comprise some 70% of expend-

iture on pharmaceutical benefits:

o the recent acceleration in PBS outlays also reflects a substantial rise in the
average price of prescriptions. Since 1984-85, the average dispensed price of
pensioner prescriptions has increased by some 14% a year. This reflects the
increased’ prescribing of expensive drugs, including heavy utilisation of new
listings:
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- It has been estimated for the PBS as a whole, that between August 1987
and. October 1988, the listing of new drugs and increased prescribing of
newer and expensive products caused a shift in average prices of 9%,

Other infl on the sch include changes aimed at directing assistance
more closely to the needy and the sick. The patient contribution was significaritly
reduced for the unemployed and low income earners in 1983 by the introduction of
the concessional arrangements; and in 1986, when the general patient contribution
was increased from $5 to $10, a safety net was. introduced for i

individuals or families using more than 25 scripts in a calendar year.

Until the mid 1980s restraint on net outlays under the PBS came mainly from
periodic increases in the general patient contribution and the containment of price
increases of listed drugs. In the 1987 Budget, steps were taken to introduce cost-
effectiveness criteria into PBAC decision making and in 1988 restrictions were
introduced on the prescribing of some expensive drugs.

However, the prospective rate of growth is still high in real terms in 1989-90
comprising:

P

1989-90
Sm
* underlying growth attributable to increased utilisation and aver-
age price
-gemeral . ..., L 51
- concessional . . .. .., .. .. e e e e e e 16
- pensioner . . ., ... .. ... T 121
¢ Industry development (Factor‘f") . . . . ......... 27

Upward pressure on the costs of the PBS is expected to mount in the forward
years with increases in outlays averaging about 20% a year in nominal terms and
about 15% in real terms. Approximately half of this results from an expected
acceleration in script volume while the balance reflects an assumed continuation of
advances in medical technology and the listing and heavy utilisation of new and
expensive drugs.

Overall, pharmaceutical benefits are expected to i from 11.3% of total
health outlays in 1989.90 to 15.2% in 199293,

Major Policy Changes

The Government foreshadowed savings in the PBS in the Economic Statement,
April 1989, These will be achieved through:

¢ increasing the general patient contribution from $11 to $12 on 1 October
1989 and to index this on 1 August of each year thereafter. Savings are
estimated at $10m in 1989-90 rising to $78m in 1992-93; and

¢ making all for changes to pharmacists’ remuneration yet to be
determined by the PBRT which reduces the estimates by $23m in 1989.90
rising to $160m in 1992-93, This is based on the Commonweatlh’s previous
offer to the Pharmacy Guild.
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Pharmpay administration was transferred to the HIC on 17 July 1989, While
there are some costs included with this transfer, the enhancement of checking
procedures to overcome fraud and overservicing and to determine eligibility will
resuit in net savings of at least $1.5m in 1989-90 and $3m in 1990-91.

The Government is also concerned to minimise possible adverse health risks
related to the issue of multiple scripts for all patients, particularly for nursing home
residents and safety net users who stockpile prescriptions at the end of the safety
net period. Accordingly, restrictions will be placed on the filling of repeat prescrip-
tions and additional resources of $1m in 1989-90 will be directed to enhancement
of audit procedures. which together are expected to realise program savings of at
least $9m in 1989-90.

Estimates for the Program have been increased by $0.2 in 1989-90 rising to
$2.1m in 1992-93 to reflect the extension of eligibility for health benefit and health
care cards (details of these measures are outlined under 4 Social Security and
Welfare).

3.4 NURSING HOME SUBSIDIES AND DOMICILIARY CARE SERVICES

11990-91 1991-92 1992-93 |
3.4 Esti
Nursing Home Subsidies $m 1517.6 1594.8 1632.2
for the Aged % 51 23
Nursing Care for Veterans m 1102  111.8
and Dependants % 15 1.5
Nureing Home Subsidies for $m 104.0 1060
People With Disabilities % 32 1.9
Oomiciliary Nursing Care Benefits $m 34.8 36.6 |
% 50 50
Home Nursing Service $m 103.9 1195
% 154 15.0
TOTAL $m 1947.6  2006.0
% 53 30
Nursing home subsidies are provided to ensure that those people who are

assessed. as needing nursing home care have access to residential support and care
which is appropriate to their needs. Domiciliary nursing home care benefits pmvide‘
financial support to carers to assist frail aged and young disabled people, who would
otherwise require nursing home admission, to remain in the community.
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Nursing Home Subsidies for the Aged

New funding. arrangements for nursing homes commenced on 1 July 1987
involving the phased introduction. over the period to 1 July 1991 of standard daily
resident fees and standard: Commonwealth beneﬁts The first stage introduced a
national dard fundi for i ure costs and the second stage
from 1 July 1988 mlroduced natlonally uniform: nursing and. personal care staﬂing
arrangements. Under the uniform staffing arrangements five levels of resident service
need were established at a dard ber of hours and a standard rate of funding
per hour.

From 1 July 1989 additional standard benefits are payable for respite care
patients as an incentive for the provision of respite care. In the latter part of
1989-90 a small proportion of nursing homes will be exempted from: the standard
fee and benefit arrangements. This modification will enable the nursing homes
involved to respond flexibly to those residents who are prepared to pay for a higher'

dard of dation

Capital assistance for the construction, extension or purchase of nursing homes
is provided under the Aged or Disabled Persons Homes Act 1954 to eligible non-
profit organisations ($13m in 1989-90).

Certain approved services attached to nursing homes and previously funded
under the Nursing Homes Assistance Act 1974 will be funded in 1989-90 by annual
appropriations, but are still included under this classification. The approved services
include a range of therapy services and are provided to non-nursing home residents,

Nursing Care for Veterans and Dependants

The Commonwealth meets the costs of nursing home accommodation required
for veterans with service-related disabilities and certain categories of veterans and
war widows with disabilities not related to service, subject to the payment of a
standard contribution by the patient.

Nursing Home Subsidies for People with Disabilities

Under the Nursing Homes Assistance Act 1974 the Commonwealth meets the
approved operating deficits of eligible non-profit nursing homes for persons with
disabilities. In addition, nursing home benefits are paid under the National Health
Act 1953 to a.small number of nursing homes for people with disabilities.

Eligible non-profit nursing homes are encouraged to seck a transfer from funding
under those Acts to more flexible funding arrangements under the Disability
Services Act 1986. During 1988-89, some 20 nursing homes transferred to these
arrangements, including 18 from the Nursing Homes Assistance Act 1974,

Commonwealth expenditure on nursing homes for the disabled under the Disa-
bility Services Act is also included under this sub-function. Ongoing funding will
not be available under the Nursing Homes Assistance Act 1974 after 30 June 1992
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Domiciliary Nursing Care Benefits

The Commonwealth pays. a benefit of $42 per fortnight to some' 28 000
(1988-89) eligible p who provide care for approved p at home as an
alternative to nursing home care.. Such persons must be aged 16 years or NurBover
and would otherwise justify admission to an approved nursing home.

Home Nursing Services

The Commonwealth funds under the cost-shared Home and Community Care
(HACC) Agreements with the States certain home nursing services to assist frail or
at risk aged and young disabled people to continue to live in their own homes. The
estimated increase in outlays reflects the Commonwealth’s contribution to the
overall increase in Home and Community Care outlays (see also 4 Social Security
and Welfare, 4.1 Assistance 1o the Aged).

Trends

Prior to 1975-76 and in the ecarly 1980s real outlays grew very rapidly with
demographic factors contributing significantly to pressures on the program. How-
ever, growth has abated significantly from the mid-1980s. From then and through
the forward estimates period, real outlays and' the client population are running
roughly in parallel. A significant contributory factor to this abatement in growth is
the Government’s decision in 1986 to shift the emphasis in growth of residential
care places for the aged away from nursing homes towards less costly hostels which
cater better for the care needs of the eiderly, within an overall planning target of
100 mndentlal care places per. 1000 aged population, combined' with more effective

ar for g homes.

There. were 72 716 cligible nursing home beds at 1 July 1989. A further 2100
beds are expected to come on stream over the four years to 1992-93 offset by the
withdrawal of 525 underutilised State Government beds.

Major Policy Changes

The Government has decided:

- to facilitate the. maintenance and. development of multipurpose facilities in
small rural communities as' a means' of ensuring access to a range of health
related services. These services include acute hospital, nursing home, hostel,
disability and community services. Total outlays of $0.4m in' 1989-90 are
estimated rising to $1.6m in 1992-93;

- to implement. a pack of to enh the rights of consumers of
nursing home and hostel services (ﬂus measure will also affect the Home and
Community Care' program and. services for people with disabilitics). The
primiry focus of the measures. is to ensure a tangible improvement in. service
outcomes: Total outlays in 1989-90 which are estimated at $2.5m' and rising
to $3.85m in 199293 are included under 4 Social Security and Welfare, 4.9
General Administration;
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- to withdraw funding approval for under-utilised nursing home beds in larger
State Government nursing homes in regions which are oversupplied with beds.
This measure is estimated: to save $3m in 1989-90, rising to $4m in 1992-93;

- not to p d with an arrang involving supp funding under

the Special Services Program for nursing home residents with high service

needs. This measure will save an estimated $2.4m in 1989-90 rising to $3.4m
in 1992-93; and

the Government has decided to limit the growth in matched grants under the

HACC program to a maximum of 15% in ail States for the Budget and

forward years, resulting. in estimated total savings against forward estimates

of $9.4m in 1989-90, rising to $67.2m in 1992-93. Of these savings, $4.0m is

reflected under this function for 1989-90, increasing to- $23.5m in 1992-93.

The balance appear under 4. Social Security and Welfare, 4.1 Assistance to

the Aged.

]

3.5 HEALTH SERVICES IN THE ACT, NEC

Outlays for 1989-90 and the forward years are zero reflecting self-Government
for the ACT from 11 May 1989, Commonwealth general and specific purpose
payments to the ACT analogous to payments to the States and the NT have been
classified to the appropriate sub-function..

3.6 ACT HEALTH—TRANSFER TO TRUST ACCOUNT

The 1988-8% outcome of $34.1mCr represents Commonwealth: Specific Purpose
Payments to the ACT Trust Account prior to self-Government. For an explanation
of the operation of the ACT Trust Account in 1988-89, see Statement 7.

3.7 OTHER HEALTH SERVICES '

The Commonwealth provides financial assistance to support health research, to
promote better health in conjunction with the. prevention of disease, and to provide
health services supplementary to the mainstream health care system. Outlays are
shown in the table on the following page.

Health Research

Commonwealth suppon for hcauh research activities covers medical and public
health research includi 1 through the Medical Research Endow-
ment Fund (MREF) and the Public Health Research and Development Committee
(PHRDC) and to the Australian Institute of Health (AIH).

P of availat ys from the MREF, received from both the Com-
monwealth and other sources such as gifts and bequests, is determined. by the
Minister for Community Services and Health on the advice of the National Health
and Medical Research Council which acts, whcre necessary, in accordance with any
conditions imposed by private benefactor is provided from the MREF
and the PHRDC in the form of project, program, institute and research unit grants
and training awards. Assistance may also be provided to Commonwealth and State
Government departments.
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3.7
: Health Ressarch:

Health Promotion and Disease
Prevention

AIDS Control

Natlonal Drug Programs.

Health Support Services

Heaith Services for Aboriginals

Aids and-Appliances

Other

TOTAL

282828 2%2828282828

Health Promotion and Disease Preventicn

The C Ith provides fi ial assist, for a wide range of health
promotion and disease prevention activities that emphasise prevention in contrast
to the dominant curative approach.

The National Health Promotion Program: ($2.5m in 1989.90) supports commu-
nity based initiatives to promote better health and to prevent illness, as well as the
establishment of p ive health st i hout Australia including the
development of those recommended by’ the Better Health Commission.

The National Better Health Program ($6.6m in 1989-90), funds projects with
the States to ge reductions in the incid of hypertension, accident injury,
poor nutrition, skin cancer and p ble health probl in the elderly.

Under the National Community Health Program ($13.4m in 1989-90) the
Commonwealth funds national projects which provide health professional training
initiatives and' foster community participation, self-help and' multi-disciplinary ap-
proaches to health care (eg through support to voluntary associations and other
non-government organisations operating at the national level). Under this Program
the largest project is the Family Medicine' Program: ($9.7m in 1989-90) funds: a
vocational training program orgamsed by the Royal Australian College of General

Practitioners for medi g to enter g I p
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Financial assistance is. provided to non-Government Family Planning Associa-
tions for clinical services (part of which is paid in licu of benefit for medical
services provided in clinics) and for education and training ($12.1m in 1989-90).

The Public Health Program ($7.4m in 1989-90) provides assistance to tertiary
education institutions for courses and programs in public health,

The three year program of grants to the States for women’s health screening
initiated in 1987-88 to undertake cost shared selected trials of cervical cancer
screening and to assess the feasibility of mammography screening for breast cancer
has been extended for a further two years ($2.3m in 1989-90).

AIDS Control

The Commonwealth has significantly expanded its efforts in this area from
$5.1m in 1984-85 to $25.3m in 1988-89 (excluding hospitals). Grants are provided
for education and prevention, treatment and support services, the National Media
Campaign and Research activities. Total expenditure in 1989-90 for these activities
is estimated at $35.5m.

Although primary care and treatment of AIDS patients is a State responsibility,
the Commonwealth has included a further $21.7m in the 1989-90 hospital funding
grants to the States based on the actual number of AIDS cases treated.

National Drug Programs

The National Campaign Against Drug Abuse (NCADA) activities. include drug
abuse treatment, rehabilitation and prevention programs, the ‘Drug Offensive’ public
information campaign, the development of a national drug abuse data system
together with research and cvaluation. Of the $30m provided in 1989-90, $18.8m is
1o go to the States and Territories for funding on a $ for § basis.

As a result of the Task Force on Evaluation which reported to the Ministerial
Council on Drug Strategy in 1988, the Commonwealth undertook to maintain
current real levels of funding for the NCADA program.

Health Support Services

In addition to its commercial activities, the Commonwealth Serum Laboratories
Commission (CSL) carries out functions determined by the Minister to be in the
national interest, including research projects, blood fractionation and
of reserve stocks. The Commonwealth reimburses CSL for the cost of carrying out
these functions. CSL also processes blood products for other countries in the region,
including New Zealand, These countries must contribute to the full costs of work
undertaken by CSL including a component to-recover capital outlays. The Govern-
ment has decided to construct new blood fractionation facilities at Broadmeadows,
Victoria. The project is expected to be completed in 1993. The 1989-90 capital
allocation is $20m for the project.

The annual operating costs of the Red Cross Society’s Blood Transfusion Service
(BTS) in the States are shared by the States (60%), the Socicty (the lower of 5%
of operating costs and 10% of the previous year's income from donations) and the
Commonwealth (the balancc). Approved capital costs are shared between the
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Commonwealth and the States on a § for $ basis, Blood collected by the BTS is
processed by the CSL and blood products are supplied, free of charge (excluding
freight), to hospitals and approved pathologists for use in medical treatment and
analysis, The Commonwealth reimburses CSL for the cost of processing the blood.
Of the .542.7m provided in 1989-90, $21m is for BTS and $21.7m for CSL blood
processing.

The Commonwealth subsidises the Royal Flying Doctor Service to the extent of
about 45% of annual operating costs (matched on a $ for § basis with the States)
and also provides a substantial contribution to capital costs. Total provision in
1989-90 is $10.7m.

Health Services for Aboriginals

The. Government is committed to raising Aboriginal health standards to the
level enjoyed by other Australians. Strategies emphasise improvement of environ-
mental conditions, domiciliary hygiene and preventive education programs coupled
with the promotion of Aboriginal participation and decision-making in health care
delivery.

Of the $49m provided for Aboriginal health programs in 1989-90;

« $28.9m in 1989-90 ($26.9 in 1988-89) is for the operating costs of 62 Aborig-
inal Health Services which cater for a variety of needs including general
medical services, dentists, nurses, referrals, social work, nutrition and health
education; and

¢ $8.7m in 1989-90 ($4.7m in 1988-89). is for programs to combat problems
caused by alcohol, illicit drugs and the sniffing of volatile substances such as
petrol and glue.

Aboriginal people are also encouraged to make better use of the health services
available to the general community. The remaining funds ($11.2m). will be provided
as specific purpose grants to the States to supplement State Government provisions.
for the health needs of Aboriginals and for improving Aboriginal access to State
public health services.

Expenditure in the outyears will decrease, following the termination of the
Special National Health Initiatives program.

Aids and Appliances

The Commonwealth provides through the National Acoustic Laboratories, at no
cost to users, a range of hearing services to eligible pensioners and children under
the age of 21. Services include hearing tests, provision, fitting and maintenance of
hearing aids and the supply of hearing aid batteries. The laboratories also conduct
a research and development program on hearing impairment, hearing aid technology
and assistance to hearing impaired people, noise measurement and the effects of
goise on people. This item includes the costs of hearing aids, their components and

atteries.

In September 1987, a program began to subsidise the cost of syringes and other
materials required by diabetics. Under the program, the Australian Diabetes Foun-
dation distributes syringes and test aids with Commonwealth and patient contribu-
tions meeting material and operational costs.
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Other
This category includes outlays on environmental, social and other public health
activities including human q ine, health advisory committees, and outlays

under the Therapeutic Goods Act 1966. Also included is provision for act of grace
payments, frequently to meet additional costs incurred in sending patients with life
threatening diseases overscas for treatment unavailable in Australia; the Common-
wealth’s contribution to establist and operational costs of a national centre for
liver transpl jon on a cost-shared basis with NSW; reciprocal health care
agreements with other countries; and payments towards the operational costs of the

Australian Medical Council.

Also included under this sub-function is a $5.2m payment to the ACT as the
Commonwealth's estimated share of costs in 1989-90 associated with a program of
sealing and removal of asbestos insulation from residential dwellings.

Trends

Average annual growth over the period 1979-80 to 1988-89 was 7.8% (—0.8%
real). This real decline reflects a reduction in outlays under this item following the
transfer of the Community Health Program to the States in 1981-82. Excluding
these expenditures average annual growth was 14.3% (5.2% real).

The main contributors to the substantial real growth over the period have been
expenditures under the Medical Research. Endowment Fund reflecting. the generous
indexation arrangements that applied for most of the period, supplemented by
periodic real increases in Budget allocations; the development of the AIDS control
program (38.5% real growth from 1984-85 to 1988-89); and the continued growth
in expenditure on Aids and Appliances mainly reflecting growth in supply of hearing
aids and stoma appliances.

Outlays in Other Health Services are estimated to increase by 19.2% nominally
and- 12.1% real in 1989-90 to $377.7m. The main factors contributing to the increase
are:

1989-90

Sm
» Science and Technology Package . . . . . . ... . ... 5
* Approved growth in the National Better Health Program . . . 6
¢ Increased funds for AIDScontrol . . . . . . . ... ... 10.
* Approved capital expenditure for new CSL Blood Fractionation 16

Plant . . . . . . . 0 i e e e e e

For the period 1990-91 to 1992.93 average annual growth is expected to
be —1% real. There will be real increases in funding for AIDS, medical rescarch
and Women's Health, offset by a decrease in funding, for CSL reflecting the pattern
of outlays for the construction of the new blood fractionation plant.
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Major Policy Changes
The Government has decided to introduce the following measures:

* a significant increase in funding for the AIDS program will be provided in the
cqntext of the National Strategy White Paper, amounting to $57.2m under
this function over 4 years ($6.7m in 1989-90);

* a new national Women’s Health Program cost-shared with the States to fund
community based multi-disciplinary health centres, information and education
programs, and continuing education and training of health care providers.
Expenditure is estimated to be $1m in 1989-90, $2.7m in 1990-91 and $6.6m
in 1991-92 and 1992-93 before offsetting savings from Medicare of $0.3m in
1989-90 rising to $1.9m in 1992-93;

 a Birthing Servxm Program which will provide financial assistance to the
Sla?u/’l‘emtones to encourage more cost-effective birthing options as alter-
natives to hospital birthing services. Expenditure is estimated to be $0.6m in
1989-9.0, $1.96m in 1990-91 and $1.94m in 1991-92 and 1992-93 before
offsetting savings from Medicare of $0.2m in 1990-91 and $0.5m in 1991-92;

* an extension of the screening program for breast and cervical cancer for a
further two years at an additional cost of $0.6m in 1989-90 and 1990-91;

* as a comp of the Sci and Technology package, i in funding
for Medical R h End Fund and the Public Health Research and
Development Committee of $5.2m in 1989-90 and $9.Im in 1990-91 and
$10.4m in 1991-92 and 1992-93; .

* an additional $8m ($5m in 1990-91 and $3m in 1991-92) to allow the new
blood fractionation plant at Broadmeadows to op as a stand-alone facility;

e an epidemiological study ($0.3m in 1989-90 only) into the effects of the anti-
malarial drug Dapsone on Vietnam veterans; and

+ innovative Health services cost shared with the States and Territories directed
towards homeless youth as part of the Government’s response to the Burdekin

Report. Qutlays are estimated to be $1m in 198990 and $2m a year from
1990-91 to. 1992.93,

3.8 GENERAL ADMINISTRATION

1988-89 198000 1990-91 1991-92 1992-03

3.8 Actual -Budhet Estimate Estimate Estimate
Veterans Afiairs $m 233 15.3 16.0 15.8

“ 370 -23 47 -1.5

Community Services and Health $m 1252 150.8 159.6 141.6

“w 210, 1.8 59 -11.3

TOTAL sm 1486 ' 1K 166,17 1756  157.4

% 154 103 58 -104
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Outlays under this heading comprise the general administrative and capital
expenses of the Community Services and Health portfolio relating to the Health
function comprising the Department of Community Services and Health, the De-
partment of Veterans’ Affairs, the Defence. Service Homes Corporation, the Defence
Service Homes Trust Account, and the Australian War Memorial.

Community Services and Health

This item comprises a proportion of the operating costs of the Department of
Community Services and Heaith including the National Acoustic Laboratories
(NAL), the National Biological Standards Laboratory (NBSL) and the Australian
Radiation Laboratory. This item includes $100.7m for general administration rep-
resenting some 47% of the Department’s total allocation, $20.5m for property
operating expenses and $5.4m for plant and equipment. For balance see 4 Social
Security and Welfare and 5 Housing and C ity Ameniti

A major element of this item is for the construction of an integrated laboratory
complex of the NBSL.at Symonston in the ACT. Total cost is estimated at $59.2m
over 4 years with $9.3m in 1989-90.

Veterans® Affairs

This item comprises the total operating costs of the Department of Veterans’
Affairs (including the Defence Service Homes Corporation prior to its winding up
and the sale of the portfolio to Westp: 5. Housing and Ci ity Ameni-
ties), the Defence Services Homes Trust Account and the Australian War Memo-
rial.

Major Policy Changes

In 1989-90 an additional $2m rising to $4.6m in 199091 will be provided to
upgrade the Therapeutic Goods Program prior to the introduction of charging based
upon 50% cost recovery from 1 July 1990.

In the context of the National Agenda for a Multicultural Australia, additional
funds have been provided in the Community and Services and Health portfolio to
improve information about Health services and to collect data about the health
status of and service utilisation by people from non-english speaking backgrounds.
These funds total $0.6m in 1989-90, $0,7m in 1990-91 and $0.6m in 1992-93.

FURTHER REFERENCES

Annual Reports, particularly those of the Departments of Community Services
and Health, Veterans' Affairs, the Health Insurance Commission (HIC} and
Commonwealth Serum Laboratories Commission (CSL)

Budget Paper No 3, Portfolio Program Estimates

Budget Paper No 4, Ci Ith Fi ial Relations with other levels of
Government

The Economic Statements, May 1988 and April 1989

Portfolio Explanatory Notes (Budget Related Paper No 8} for Community Services
and Health Portfolio and Veterans' Affairs Department.
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4. SOCIAL SECURITY AND WELFARE

OVERVIEW
1988-89 990-91 1991-92 1992-93
Actual : Estimate Esti

4.1 Assistance tothe Aged $m 8788.0:: 9899.7 10656.4 11401.1
“ 70

4.2 Assintance to Veterans m 3591.0
and Dependants: % 0.7

4.3 Aseistance to the Disabled m 3728.3
% 82

4.4 Assistance to Families $m 5639.1
with Children % 3.9

4.5 Assistance tothe Unemploysd  $m 4605.1
and Sick % 54

4.8 Other Welfare Programs $m 1128.5
% 1.3

4.7 Aboriginal Advancement $m 331.1
Programs nec % 34

4.8 General Administration $m 1153.7
“% 32

4.9 Recoveries and Repayments $m -59.1
% 28.5

TOTAL $m 31518.9

%% 47

The Budget and forward estimates do not include any allowance for Common-
wealth sector wage and salary increases after the Budget in each year. An allowance
for such i is included in 9C. Conting Reserve.

* Total Social Security and Welfare outlays are expected to
increase by $2531.7m or 10.6% (4.0% in real terms) in
1989-90. Existing policies imply a deceleration over the subse-
quent three years, to yield an overall real increase of 5.4 to
1992-93.

— these trends reflect an initial strong growth in outlays on the
aged, the disabled and on families with children which is
expected to moderate in the forward years.

~ the rate of growth in outlays on the unemployed is also.
expected to rise in the Budget year and 1990-91 before
moderating in 1991-92 and 1992-93,
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o In 1989-90, Social Security and Welfare outlays are foreca‘st
to be 30.4% of total Commonwealth outlays, up from 29.0% in
1988-89 (see Chart 1): )
— assistance to the aged amounts to one third of total So‘c.lal

Security and Welfare outlays, with assistance to families
with children around 20%,.

CHART 1. SOCIAL SECURITY AND WELFARE

Proportion of Total Outlays and Function

1989-90
/ 3-Other--9.1%
Unemployed--144%
-Families--18.7%
304% | |Disabled--11.5%
oo 2-Veterans--12.9%
\ -Aged--33.4%
Total Qutlays Social Security

and Welfare

o The main areas of growth in outlays in 1989-90 are:

~ assistance to the aged (up $916.1m or 11.6%);

— assistance to families with children (up $786.4m or 19.0%);

— assistance to the disabled (up $279.2m or 10.2%); and

— assistance to veterans (up $217.4m or 6.8%).

» Budget measures have added a total of $173.1m to outlays in

1989-90 and $499.9m in 1990-91, including:

— an increase in April 1990 of $2 a week for single pensioners
and $3.30 a- week for married pensioner couples on top of
indexation ($52.6m in 1989-90 and $314.4m in 1990-9!)
taking the single rate of pension above 25% of AWE in
April 1990;

~ the increase will also apply to married beneficiaries and
those with dependants, In addition the rates of family allow-
ance supplement (FAS) and additional pensi‘on/beneﬁt
(AP/B) will be increased to maintsin benchmarks in January
1991;
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- 2 $10 a week increase in rent assistance for Ppensioners,
beneficiaries and FAS recipients payable in two steps of $5
in December 1989 and September 1990 ($43.0m in 1989-90
and $92.5m in 1990-91) with indexation of rent assistance
from March 1991;

— & package of measures for the older unemployed to improve
their labour force participation and to enhance income sup-
port for those with limited reemployment prospects ($1.2m
in 1989-90 and $5.8m in 1990-91);

- improved funding for youth accommodation, income support
and mediation services as part of the Strategy for Young
People ($14.5m in 1989-90 and $8.2m in 1990-91);

~ & significant liberalisation of the income test for married
unemployment and sickness beneficiaries from September
1990 ($7.0m in 1990-91 and $8.9m in 1991-92).

o Measures have also been taken in the 1989-90 Budget to achieve
offsetting savings of $143.3m in 1989-90 and $280.lm in
1990-91, including:
~ reducing further the scope for fraud and abuse in the provi-

sion of social security payments by requiring, from 1 Novem-
ber 1989, unemployment and sickness beneficiaries to provide
their tax file number as a pre-requisite for receiving benefits
(—$33.4m in 1989-90 and —$49.8m in 19990-91);

— revised unemployment benefit review arrangements (—$43.5m
in 1989-90 and —$98.4m in 1990-91);

— the establishment of three sickness benefit mobile review
teams (—$3.1m in 1989-90 and —$13.7m in 1990-91);

— measures to eliminate double payment of child and education
allowances (—$2.5m in 1989-90 and 1990-91);

- mew work test procedures to apply to beneficiaries who move
to areas with low employment opportunities or who move
around the country regularly (—$3.6m in 1989-90 and
—$8.9m in 1990-91).

¢ Measures announced. in the Economic Statement, April 1989,
will increase outlays in net terms by $553.4m in 1989-90 and
$714.2m in 1990-91, viz:

— increased rate of child payments ($554.0m in 1989-90 and
$680.0m in 1990-91) and accelerated indexation of pensions
and benefits ($125.0m in 1989-90 and $205.0m in 1990-91);
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~ partially offset by improved targetmg and administration of
pensions and benefits (—$125.6m in 1989-90 and. —$170.8m
in 1990-91).

— staged increases in the pensiomer tax rebate so that by
1990-91 non-pensioner income up to the pension free area
(currently $40 a week for a single pensioner and $70 » week
for married pensioner couples) will be totally tax free. In
order to further encourage self-provision. by removing uncer-
tainty about the tax and means test treatment of private
income, the pension free area will be indexed annually from
July 1991 at an estimated cost of $22.0m in 1991-92 and
$45.0m in 1992-93.
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PURPOSE
The Australian social security system exists to protect people from economic
1 ip b they are ployed or are unable or not expected to work

becausc of age, invalidity, sole parenthood or similar factors. Lower and middle
income families with children also receive assistance in recogaition of the additional
costs they face. Veterans are compensated for service-related disabilities, as are the
dependants of those whose deaths are service related.

NATURE OF SOCIAL SECURITY AND WELFARE OUTLAYS

Most social security assistance is provided as cash benefits directly to recipients
and/or. families who satisfy the eligibility criteria. The ived will depend
on the particular cir of the recipi Most' pay are indexed to
movements in' the CPI to maintain their real value,

In addition, a wide range of welfare services for people with special needs are
made avaﬂable exther dlrectly or through State and local government authoritics
and vol A is provided in a variety of forms for the
advancement of Abongmal people. Details of specific programs and’ entitlements
are set out in annual reports of relevant departments and authorities.

Assistance is also available indirectly through the personal income tax system.
For pl ional income tax ret provide relief for pensioners and
beneficiaries; the dependent spouse and sole parent rebates assist single income
families; and the deductions allowed for gifts to certain welfare bodies extend
indirect assistance to the organisations concerned. Self provision for retirement is

d by the jonal tax treatment of superannuation contributions and
payments.

TRENDS IN SOCIAL SECURITY AND WELFARE QUTLAYS

Outlays on Social Security and Welfare have increased from $8782.7m in
1979-80 to an estimated $26 333.8m in 1989-90 in nominal amounts, an annual
average increase of 3.0% in real terms,.Chart 2 below shows the movement in
outlays between 1979-80 and 1988-89 in constant (1984-85) price terms and esti-
mates for the Budget and forward years,
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CHART 2. SOCIAL SECURITY AND WELFARE
(1984-85 prices)
$Billion
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The domi p ts of the function are indexed pensions and bem:,ﬁls,
which means. that the level of real outlays will be broadly maintained for any given
ber of recipients. The ber of pension/benefit recipi is infl d by

growth in the population as a whole as well as' changes in economic circufnsbanm
and cligibility criteria. Changes in the rate of pensions/bencfits not. arising from
indexation increases will also affect the level of real outlays (as will any divergence
between the CPI and the GDP deflator).

Chart 3 shows the annual movements in function outlays in real terms.

CHART 3. SOCIAL SECURITY AND WELFARE
ANNUAL PERCENTAGE CHANGE
(1984-85 prices).

A9 9 9
o3 0P o 0B o 0 o8 o8 0B @B @ 0 9d

3.118

Rapid growth in the early 1980s primarily resulted from sharp increases in the

ber of ployment benecficiaries, particularly in 1982-83. This contributed'
just under half of the 27.9% real growth in total function outlays from 1979-80 to
1983-84. Increased outlays on assistance to families from higher rates of payment
for child allowances and larger bers of sole p and on assi to
as more veterans became eligible at age 60 for service pensions were further factors
contributing to growth in that period (accounting for a further 4.3 and 4.9 percent-
age points of the growth respectively).

Since 1983-84 the rate of growth in total function real outlays has moderated
markedly increasing over the period to 1988-89 by just 1.5% overall. This movement
comprised large decreases in unemployment benefit and family assistance outlays,
more than offset by i Isewh The reduction in ployment benefit
outlays, largely the result of an improving labour market, alone led to a fall in real
outlays of 4.6% over this period. Government policies to improve targeting of
assistance by taking better account of the capacity of people to meet their own
needs have also resulted in real declines. In particular, measures such as the pensions
assets test, the family allowance income test and the lowering to 15 of the maximum
child qualifying age for sole parent pensions were significant steps in restricting the
coverage of payments. Government policies to reduce fraud and abuse were also
important in containing growth in outlays.

However, the effect of these factors was more than offset by higher take up
rates of disability, service and most importantly, invalid pensions. Growth in invalid
pension outlays alone has added 2.7 percentage points to total functional outlays
since 1983-84, Increases in rates of payment of some benefits also added to outlays
over the period. The basic rate of pension and benefit was increased above the
inflation: adjustment in 1984 and additional increases to the rate of single adult
ploy and sick benefit were made. Child payments to low income
families were also substantially increased in this period as was rent assistance. These
rises and continued indexation of pensions and benefits in line with the CPI led to
an improvement in pension levels relative to AWE (from just above 23% in 1983
to over 24% in June 1987). Overall, however, increases in benefits contributed only
slightly to real growth in the function (as the non-indexation of family allowance
over this period offset increases elsewhere).

From 1986-87 the continuing decline in unemployment benefit numbers, reflect-
ing the strengthening labour market and tighter targeting and administration, has
been the major factor reducing growth in the period and leading to negative real
growth in function outlays in 1988-89. (Reduced unemployment outlays led to a
fall in real functional outlays of 4.0% in these years.) The overall slowing of growth
does not reflect the significant real growth in assistance to low income families. The
major program of assistance for such families, FAS has been expanded both through
considerably higher rates of payment (which. also flow through to additional pen-
sion/benefit for children) and real i in income test limits. The 1.4% contri-
bution to functional real growth from FAS was offset by a nearly equivalent real
decline in family allowance outlays..
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In the Budget and forward years, real outlays are expected to rise strongly as a

result of significant i to pension rates, rent assi and child payments.
Other major pressures for growth in outlays over the forward years arise from:
- demographic factors i ing the ber of age p ; and

- continued growth in assistance to the disabled (although a major review of
assistance to the disabled has been set in train to improve targeting and
restrain growth in outlays).

Chart 4 identifies real growth in the major components of Social Security and
Welfare outlays.

CHART 4. SOCIAL SECURITY AND WELFARE

OUTLAYS BY SUB FUNCTION
(1984-85 prices)
$Billion
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Further information on the growth in outlays of each of these sub-functions is
provided in the relevant sections below.

MAJOR POLICY CHANGES

Priorities within the social security and welfare area have changed significantly
over the period moving away from universal provision of benefits to means-tested
benefits targeted to those most in need. Policy changes introduced by the Govern-
ment have sought:

« to take better account of the capacity of people to meet their own needs

including the measures mentioned above and the improved arrangements for

the collection of child mai P from dial
« to direct new spending initiatives at areas of gxeatut need, for example the
increases in FAS and Family All in the E ic State-

ment, April 1989, which together with the increases. in rent assistance and
FAS announced in last year's Budget will add over $700m to outlays in this
financial year;
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o to ge sole and the ployed to enter or to.re-cnter employ-
ment particularly by. providing additional targeted child care places and intro-
ducing specific programs for the long-term unemployed (NEWSTART) and
sole parents (JET); and

« to reduce fraud and overpayments, including the introduction of mobile review
teams and greater use of computing facilities for this task.

The Government has also moved to encourage self provision by pensxoners via
changes in. the tax system. The Eq St t, April 1989, d staged
increases in the pensioner tax rebate so that by 1990-91 non pension income up to
the pension frec area will be totally tax free, From July 1991, the free area will be
indexed to the CPI to maintain its real value.

1988-89 OUTCOME

In 1988-89, actual outlays were $31.6m under Budget estimates. Outlays on
unemployment benefit were $246.6m lower than expected which more than: offset
the $125.4m overrun on assi to widows and sole p (due largely to the
lower than. expected savings from Stage 1 of the Child Support Scheme) and
overspends of $29.3m on invalid pensions, $32.4m on sickness benefits and $11.2m
on age pensions because of higher than expected numbers,

4.1 ASSISTANCE TO THE AGED

i 1988-89 : 989- 990-91 1991-92 1992-93
4.1

Age Pensions and Allowances

% 7y a4

Aged Persons Homes and Hostels $m 4353 5052

120 181

Home and Community Care 235.2 2704

14.8 15.0

TOTAL 10656.4 11401.1

76 - 7.0

Outlays under: this. sub-function serve to ensure that aged people and their,
dependants have access to adequate and fair levels of income and that pension
outlays are targeted to those with no or little other income of their own. Outlays
on residential support and care for those aged people who are unable to live at
home, but who do not warrant nursing home care, are included. It also covers the
cost of providing cost effective community care alternatives for those frail aged and
younger disabled people for whom long term residential accommodation would be
inappropriate.
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Age Pension and Allowances

Age pensions are payable to women aged 60 years and over and to men aged
65 years and over, subject to residency requirements and income and assets tests:

- Under the income test, the rate of pension is reduced by $1 a week for
every $2 of non-pension income above the prescribed threshold (currently
$40 a week for a single pensioner and $70 (combined) a week for married

). The thresholds are i d by $12 a week for each dependent

child,

- Under the assets test, the rate of pension is reduced by $2 a week for every
$1000 by which the value of assets exceeds the prescribed limits (determined
by whether or not the pensioner is a homeowner and by their marital
status),

To provide for movements in the cost of living, rates of pension are adjusted
twice-yearly in line with movements in the CPIL In the Economic Statement, April
1989, the Government announced that the lag between pension indexation and the
reference period would be reduced from 24 to 12 weeks in stages commencing in
November 1989.

The single rate of pension is currently $129.20 a week and the married rate is
$107.70 a week ecach or $215.40 combined. Pensioners may also qualify for rent
assistance if they are renting privately and pay more than $20 a week in rent.

At 30 June 1989 there were 1 334 500 persons in receipt of age pension.

Aged Persons' Homes and Hostels

Under the Aged or Disabled Persons’ Homes Act 1954, grants are made to
religious, charitable and other approved organisations and local government bodies
to defray costs of construction, ion or purch of dation facilities
for aged or disabled people.

The Commonwealth also pays the following recurrent subsidies to eligible
organisations providing hostel type accommodation for aged or disabled people:

* a hostel care subsidy, to assist organisations to supply services such as meals,

laundry, cleaning and social activities;

*ap I care subsidy, to help achieve a higher level of care for more
dependent residents; and

o respite care bed subsidies, to ge provision of respite care beds for aged
and disabled who temporarily cannot care for themselves or whose

carers need short term relief. These subsidies are paid at two levels:

- hostel care level subsidy for respite residents who require hostel level care;
and

- personal care level subsidy for people whose levels of dependency require a
standard of attention equivalent to personal care while in respite service.
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Home and Community Care

Under the Home and Community Care Act 1985 the Commonwealth, in
conjunction with the States, provides a comprehensive range of integrated Home
and Community Care (HACC) services for frail aged and younger disabled people
at risk of institutionalisation to help them to continue to live in their own homes.
Funding is cost-shared with the States based upon respective levels of Common-
wealth and State outlays in the previous year. The Commonwealth also provides
unmatched funds to test innovative methods of delivering services targeted particu-
larly at those people most at risk of institutionalisation.

Home Nursing Services provided under HACC are included under 3. Health,
3.4 Nursing Home Subsidies and Domiciliary Care Service.

Trends

Outlays on assistance to the aged have increased from $3580.7m in 1979-80 to
an estimated $8786.0m in 1989-90 in inal an ge real i of
1.0% a year. :

Growth in outlays of this sub-function is dominated by mo in age

pension outlays. The number of age pensioners grew rapidly over the early part of
this period, peaking in 1982-83. Over the next four years, pension means test
arr were tightened with the reintroduction of the pension i test for
those aged over 70 (1983) and the introduction of the assets test (1985). in order
to target assistance to those with only modest private means. These restrictions on
cligibility more than offsct the underlying growth in the aged population. A
significant rise in the proportion of the aged population who were cligible for a
service pension also led to a fall in age pension numbers in this period (outlays on
service pensions are classified under 4.2 Assistance to Veterans and Dependants).
The number of pensioners fell by 4.5% by 1987-88 as a result. However, total
outlays remained fairly stable until 1987-88 b i in ge real benefit
offset lower numbers.

Since 1987-88, the number of age pensioners has steadily increased. There have
also been increases in average real bencfits and coverage, arising principally from
increases in the pension free area.

Growth in aged person homes and hostels was relatively modest over the carly
1980s; capital grants declined marginally while outlays on recurrent subsidies in-
creased. There has been significant growth in outlays on recurrent subsidies in more
recent. years arising from the introduction of the respite care subsidy from January
1985, the 1986-87 Budget decision to provide automatic indexation of all hostel
subsidy levels, and the decision to i the p 1 care subsidy (in addition to
normal indexation) by five annual real increases of $1.50 per day commencing in
May 1988. The Government’s strategy to shift the emphasis in residential. care for
the aged away from nursing homes to hostels has also meant growth in the number
of hostel places. These trends are expected to continue over the Budget year with
some moderation over the forward estimates period.
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The Commonwealth plans to spend $87860m on assistance to the aged. in
1989-90, compared with $7869.9m in 1988.89, an increase of $916.im or 11.6%
(5.0% real). Automatic indexation of the age pension will lead to a nominal increase
in outlays of $662.2m. Real growth in outlays arises from:.

- an increase in age pensioner numbers;

~ the bringing forward of the date of indexation for pensions (see above);
~ an increase in outlays on hostel subsidies; and

- Budget measures.

Budget Measures

This Budget includes a range of measures to assist' the aged and other pensioners
and beneficiaries. These also benefit veterans and their dependants and the flow-on
costs have been included in the costs identified below.

In total, these measures are designed to deliver improved income support for
aged persons and also give further encouragement for the aged to enhance their
retirement income with non-pension income derived from personal savings. The
more significant initiatives are set out below:

¢ a pension increase of $2 a week ($3.30 for mameds) ($52.6m in 1989-90,
$313.8m in 1990-91 for all pensi married beneficiary couples and those
with dependents.

~ this increase, and the rent increase in the table below, in combination with

measures d in the E ic St April 1989, to bring

forward indexation and reduce tax liability, will increase pensioners’ dispos-

able incomes significantly. At present a pensioner with $40 a week private

g rent assist: has a disposable income after tax of

$173, 30 a week comprised of $129.20 pension, $15.00 rent assistance, $40.00

private income less $10.90 tax liability. By August 1991, the pensioner’s

disposable income will have risen to $218.15 a week, comprised of $148.15
pension, $30.00 rent assistance and $40.00 private income.

a $10 a week increase in rent assistance for pensioners, beneficiaries and FAS
recipients to be introduced in two stages—a $5 increase in December 1989, in
addition to the increases which. are still to be paid following the previous
year’s Budget, and a further $5 increase in September 1990. Rent assistance
will be indexed twice yearly from March 1991 in line with the CP1 ($42.0m
in 1989-90 and $92.5m in 1990-91). See table below.
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MAXIMUM RATES OF RENT ASSISTANCE®

May 1989 June 1989 December  June 1950 Scpu:mbef 1990
Rate Rate 1989 Rate Rate (2)
Spw Spw Rate (2) Spw Spw
pW
Beneficiary (1)
—without children . . 10 10 20 25 30
Pensioner
—without children . . 15 15 20 25 30
Pennomr/Bencﬁcury
—with 1 o)
children . . . . . . 15 20 25 30 35
Pemnoner/Bcnnﬁcury
~—with 3 or more: 15 20 25 35 40
children . . . . .,

(1) Beneficiarics cligible after 26 weeks (beneficiaries over 60 eligible immediately).

(2) Includes the two $5 increases flowing from this Budget

{3) Rent Assistance is paid at a rate of 50 cents in the dollar for each dollar of rent paid above a rent
threshold of $20 per week up to the maximum rate applicable.

» the portion of an annuity income stream which represents the notional return
of the after tax purchase price (the undeducted purchase price or UPP) will,
in future, be disregarded for purposes of the Social Security and Veterans’
Affairs income test ($3.5m in 1989-90 and $14.0m in 1990-91);

« funeral benefit (of $20 or $40) has been absorbed for a number of groups and
replaced with the following payments:

- special temporary allowance (STA) will now be paid for 14 weeks instead
of 12; and
- on. the death of a dependent child, sole parents with an. only qualifying
child, carers, and those receiving FAS or APB will continue to receive the
same level of payment they would have received before the death for 14
weeks ($4.3m in 1989.90 and $8.5m in 1990-91);
o the advisory services on fi ial matters ilable to pensi will be
ded with an enl d area office inquiry service and the provision of
grants to other financial counselling organisations (additional administrative
costs of $1.1m in 1989-90 and $1.2m in 1990-91);

o the income test treatment of home equity conversions has been relaxed. In
future, drawdowns of home equity up to a limit of $40 000 (excluding
capitalised interest and cl ) will be disregarded for purposes of the income
and assets tests, There should be a negligible effect on outlays.

The Government has decided to limit the growth in matched grants under the
HACC program to a maximum of 15% in all States for the Budget and forward
years resulting in estimated savings against forward estimates for this function of
$5.4m in 1989-90 rising to $43.7m in 1992.93.

The Government has also decided to enhance the rights of nursing home and
hostel residents, recipients of benefits under the HACC, and users of services for
people with disabilities. This measure is estimated to increase outlays by $2.5m in
1989-90 rising to $3.9m in 1992-93. These outlays are included under 4.8. General
Administration.
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4.2 ASSISTANCE TO VETERANS AND DEPENDANTS

1990-81 1991-92 1992-93
4.2 ‘Estimate E: Esti
Disability Pensions and 1 12681 1273.3 12561
Allowances -1.4
Service Pensions 2332.2
~0.3
Other 27
3.1
TOTAL 3591.0
~0.7

Ou}lays under this sub-function are used to provide income support and com-
pensation, in the form of pensions, to veterans and their dependants for incapacity
or death resulting from war or defence service. Veterans over the age of 55(female)
and 60(male) and their dependants may receive a standard of living which is at
least equal to that available under other Government income support programs,
Disability Pensions and Allowances

Disability pensions and allowances are paid to ex-servicemen and women for
service related incapacitics. A war or defe widow’s pension is payable to the
widow of a veteran whose death was service related (and in certain other limited
circumstances). An orphan's pension is payable.in respect of the veteran’s children.

There are three main categories of disability pension:

« the general rate is payable. when the incapacity does not p nf 1
The amount varies according to the d degree of i ity from 10% to
100% of the maximum general rate;

. !he im.ermedime rate is payable to a veteran who can work only patt time or
intermittently and consequently suffers a loss of income; and

* the special rate is payable where a veteran is so incapacitated as to be unable
to work for more than 8 hours per week.

Various all s are provided to suppl disability pensions, including:
* temporary totally incapacitated pension;

* temporary incapacity allowance, payable to veterans undergoing hospitalisa-
tion and convalescence or treatment;

¢ loss of earnings allowance; and

* an extreme .disablemem adjustment, as an additional payment to the general
rate of pension, equal to 50% of that rate.

) Disability pensions and allowances are nat subject to personal income tax or the
income Or assets test.
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Service Pensions

Service pensions are payable to vet who have qualifying service and have
reached the age of 55 years (female) or 60 years (male) or who are permanently
incapacitated for work. Service pensions are also available to certain Commonwealth
and allied veterans and mariners who satisfy residency requirements.

Service pensions carry the same rates and range of additional payments as age
pensions, and. are similarly indexed in line with movements in the CPI. Service
pensions are also subject to the same income and assets test arrangements as age
pensions, except that any disability pension and related allowances received is not
regarded as income for the purposes of the service pension income test.

Other

This item includes grants to veterans’ iations and to ity groups
providing non-institutional care for veterans.

Trends

Qutlays on assistance to veterans and their dependants have increased from
$960.1m in 1979-80 to an estimated $3404.3m in 1989-90, an average annual
increase in real terms of 4.8%. Variations in the numbers receiving pensions have
been the most important influence on the growth in real outlays over the past 10
years accounting for half of outlays growth up to 1987-88.

In the case of service pensi bers i d rapidly up to 198687
(peaking at 406 000 pensioners) as veterans of WWII reached retiring age but
theteafter declined. Between June 1989 and Junc 1990 the number of service
pensioners is expected to fall by 9000 (or 2.3%).

In the case of disability, war widows and dependents’ pensions, total numbers
have fallen. (from 435 000 at 30 June 1980 to 361 000 at 30 June 1989) particularly
as a result of ceasing grants to veterans’ dependants with the introduction of the
Veteran's Entitlements Act 1986 and associated Acts in 1985-86. At the same time
however, there has been an increase in the proportion of recipients in those
categories being paid higher rates of pension so that, overall, outlays have grown.
The number of pensioners is expected to fall to 350 000 at 30 June 1990, a fall of
3.0%.

The net effect of these changes for 1989-90 is a marginal real growth, after

ing for the pension i and 1 d indexation. By 1992.93 the impact
of declining service | bers is expected to result. in decreasing outlays in
real terms.

Budget Measures
Budget measures to assist veterans and their dependants include:

« extension of entitlement to dental treatment for ex-prisoners of war (Japan) by
removal of the $300 limit (costs of which are included in 3.1 Medical Services
and Benefits) and tic P of certain disabilities as being war-caused.
The latter is expected to assist about 2000 veterans over the next two years
($0.2m in 1989-90, and $0.8m in 1990-91);
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. extens)i‘ons “i otLher benefits which have a minor impact on outlays, including
extending Telep _Remal Cc jons to all World War I veterans (about 1300
additional veterans will now be entitled'to Teleph Rental C ions); and

. continl;lation) of disability pension for up to 12 weeks (at up to 100% of the

g rate) to widows of disabled veterans at a. cost .8m i -

v, of $1.8m in 1989-90 and

The flow on of a number of other Budget measures im; i i

) > u ¢ pacts on. this sub-function,

in p.amcular those which assist the aged. These measures are described under 4.1:

Assistance to tlfe Aged. Other measures which impact on veterans are also described

under 3.I Medical Services and Benefits and 3.2 Hospital Services.

4.3 ASSISTANCE TO THE DISABLED

4.3 Actual i Bidget:Estimate Estimate Estimate

Outlays under this sub-function provide income su;

_ Outl: sub pport to people who have
disabilities, whq‘ have _llmlted means and. whose disability precludes full-time em-
ployment. Specnal services are also provided to increase the independence, employ-
ment opportunities and integration into the community of people with. disabilities.

Invalid Pensions and Allowances

Invalid pensions are payable, at the same basic rate regardless of age, to all
people aged 16 years or more who are assessed as permanently incapacita’ted for
w?rk or who are permanently blind. Invalid pensioners, apart from the permanently
blind who receive a means test free pension, are subject to the same income and
assets test as age pensions. Invalid pension entitlements are the same as for age
pensions.

Other Payments for the Disabled

The Commonwealti.l also provides special assistance for eligible invalid pension-
ers through the f;?llo;‘vnng allowances (the rates of payment and associated allow-
_ances are generally the same as for invalid pensions and j
e s ekt pe are subject to the same
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1988-89 :1989-90::11990-91 1991-92 1992-93 |

Invalid Peneions And Allowances $m 24156 29704 3156.7 3328.1
% 104 109 a3 54}
Other Payments For The Disabled $m 98.3 111.1 1163 1194
% 1.8 &4 as 35
Disability Services Program $m 1734 2027 2181 2237 |
% 47 10.3 76 26
Rehabilitation Services $m 48.8 51.8 54.5 57.1
% 10.1 5.1 59 4.8
TOTAL $m  2736.2 3335.7 35447 37283
% 10.3 - 10.6 83 521

« the sheltered employment allowance payable to working age disabled people
engaged in approved sheltered employment. In addition, a $15 a week non-
taxable incentive allowance is paid; and

« the rehabilitation allowance; a non-taxable allowance payable for the duration
of a Commonwealth Rehabilitation Service program and for up to six months
thereafter.

A mobility allowance of $11 a week may also be paid to disabled people who

are gainfully employed or undertaking vocational training and who cannot use
public transport without substantial assistance.

Disability Services Program

To qualify for assistance under this program, services must be predominantly
for persons who have a disability that is permanent or likely to be permanent and
which results in a substantially reduced capacity for communication, learning or
mobility and a need for ongoing support services,

Services approved under the Disability Services Act 1986 include: accommoda-
tion support, advocacy, competitive employment and training, independent living
training, information, print disability, recreation, respite care, and supported em-
ployment.

Some 1700 services were funded under the Act in 1988-89.

A five year transition period from 1 July 1987 has been provided to enable
existing prescribed services to align their services with the requirements of the new
Act. An additional $10.3m will be provided in 1989-90, bringing total: funding for
the Disability Services Program under this function to $183.7m in 1989-90.

The handicapped children’s benefit will continue to be paid to organisations
approved for such payment under the Handicapped Persons’ Assi: Act 1974
for the provision of residential dation for children up to the age of 16
years of age. The rate of benefit continues at $5 a day per child.

Rehabilitation Services
The Commonwealth Rehabilitation Service (CRS) provides treatment and train-
ing programs predominantly in the field of occupational rehabilitation to people
with disabilities who are of working age, and who are assessed as likely to make
t ial prog towards independ or employment. The Service provides
assistance without charge to clients who are not covered under compensation
arrangements. Clients eligible for compensation payments are charged for costs
incurred, Training allowance and living away from home allowance may be paid to
clients of the CRS who are undertaking vocational courses or on the job training.
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Trends

Outlays on assi to the disabled have i d from $859.3m in 1979-80
to an estimated $3015.4m in 1989-90 in nominal amounts.

Outlays on invalid pension experienced a continuing high rate of growth over
the 1980s. Increases in the number of invalid' pensioners was the major contributor
to growth over most of the pericd. Numbers of invalid pensi (including
recipients of wife's and carer’s pension), increased from 275 996 at 30 June 1979 to
402 119 at 30 June 1989. Outlays growth appears. to be related to the economic
cycle as rapid periods of growth coincide with periods of high unemployment. When
unemployment is high, people with disabilities face greater difficulties in finding and
retaining employment. This tendency has increased since 1983 because there has
been greater’ hasis on socio-¢ ic factors in ing eligibility. It also meant
that appeal bodies were able to place greater emphasis on empl prospects as
a condition of eligibility. In more recent years, efforts to improve the administration
of the invalid pension have slightly moderated the rate of growth.

As noted below, the Government has set in train a major review of this program,
with the objectives of improving targeting and restraining growth in invalid pension
outlays by discouraging long term dependence on income support,

Overall, the prospect of the forward years is for continuing real growth averaging

2.8% a year, reflecting further i in invalid pensi bers (on the basis
of existing policies) and the flow-on effects of accelerated indexation, the pension
increase, and the family assi packag d in the E ic St

April 1989,

Budget Measures

As part of the Government’s review of payments to the disabled, two alternative
new assessment procedures will be piloted in 1989-90 and a number of other
research projects will be undertaken. The purpose of theése projects is to identify
policy changes to achieve a more active approach to income support for people
with disabilities. The Government has also decided that invalid pension will no
longer be granted to those above-age pension age (—$0.7m in 1990-91).
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4.4 ASSISTANCE TO FAMILIES WITH CHILDREN

e e e

1988-89 990-91 1991-92 1992-93

4.4 Actual Imate Estimate Estimate
Family Allowance $m 1 18804 20108 21283

% a4 69 58

Family Allowance Supplement  $m 617.8  660.0 688.2

% 10.4 as 43

Sole Parent Pensions and $m 23284 23830 24495
Allowances % a1 23 28

Other Chitd Payments $m 63.6 67.8 n3

% 10.5 85 52

Child Care m 260.2 2763 2723

% 020 82 -1.5

Other m 26.6 28.6 29.5

% -0.1 77 30

TOTAL $m 5177.0 54266 5639.1

% 53 48 39

Outlays included under this sub-function are intended to ensure that .those‘ with
care and control of depend hildren receive appropriate fi 1 for

their support. This assistance is. tailored to various circumstances, in particular when
the children are in low income families or where they are disabled or erphaned.

Assi! is also provided in gnition that sole parents may face difficulties in
gaining entry to the workforce because they have sole responsibility for d t
hildren or t of ab from the workforce while caring for dependent
children.

Family Allowance

Family Allowance (FA) is an income-tested, non-taxable. alloyvance paid to
families caring for children under the age of 16 and older full-time dependent
students not receiving education support payments. In the Economic Statement,
April 1989, the previous rate structure was replaced by increased rates of $18.00 a
fortnight for each child up to and including the third, and $24.00 t‘.or thf folm'h
and subsequent children. The family all i test was introduced in
November 1987 and precludes payment to high income eamers. Under the income
test, entitlement for a calendar year is determined on the basis of the previous
financial year’s taxable income. The threshold for receiving maximum rate paymer.ns
is indexed cach January in line with the CPI (currently it is $53 550 for one child
and an additional $2678 for each further child).
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Family Allowance Supplement

Fam.ily Allowance Supplement (FAS) is an income-tested, non-taxable allow-
ance paid, in. addition to family allowance, to low income families. The maximum
rate_of FAS payable depends on the age of the eligible child; families currently
receive $48.00 a fortnight per child aged under 13 and $68.20 a fortnight per child
aged 13 to 15. These i rates are reduced under an income. test based on
the previous year’s taxable income. For the 1990 calend year, full pay will
be made where 1988-89 taxable income was less than $16 750 (plus $624 for the
second and each subsequent child), The fortnightly payment is reduced by $1 for
every $52 by which annual taxable i ds these thresholds. Reci of
FAS are eligible for rent assistance, )

Sole Parent Pensions and Allowances

Sole parent pensions and allowances are paid to persons who have substantially
sole care and control of a child under 16 years of age. The sole parent pension
commenced in March 1989 replacing Class A widow’s pension and the supporting
parent benefit. It is payable at the same rate and is subject to the same income and
assets test as age pension, Currently a sole parent with two children living in rented
accpmmodation may receive up to $229.40 a week. With the commencement of the
Child Support Scheme in 1988 to reform the collection of child maintenance, sole
parents have been required to take reasonable steps to obtain maintenance;

Other Child Payments

This item. covers outlays on child disability allowance (CDA) and double
orphans pension (DOP). These payments are made fortnightly with. FA; CDA is
currently $51.70 and DOP $27.70 a fortnight. Neither payment is income tested.

Child Care

The Co.mmonwealth provides capital and recurrent assistance under the Chil-
dren’s S.emm Program (CSP) for a wide range of child care services for children
and their families. These include day care services in centres. and in carers’ homes
{family day care); outside school hours and vacation. care; and occasional care (see
table_ below). Other services are provided for Aboriginal children, children of non-
English speaking backgrounds, children with disabilities. and children in remote
areas.

CHILDREN'S SERVICES PROGRAM, OPERATIONAL PLACES BY CARE TYPE

Long Day Care Outside Occasional

_—_— School Care/

Centre- Family Hours Care  Other Centres

Based Day Carc

0June 19838y . . . . . . . ... 20008 20100 9870 (a)

HJune1988 . . . . . L, L, . 35351 947 29224 1576
0June1989 . . . . L., L, L, 37555 39549 30448 3536(c)

0June 1990y . . . . . L L, . 40374 40 549 37048 4716

OJune191d) . . . .., L L. 42024 42049 437148 5516

30June1992(d) . . . . ... L. . 43674 43 549 50448 6316

H0June 1993y . . . ... L L L. 43674 43549 50448 6316

{af Included in centre-based care for 1982-83

;b}) P,:;p;lar(;ved places, not operational places

e} Multifunctional scrvices previously classificd i

12 Yakitunciona P ly ified as Centre-based Day Care now included here
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Recurrent assistance is in the form of per place operational subsidies to CSP
services and means-tested fee relief. Fee relief subsidies are provided through CSP
day' care services to cnable reduced fees for lower i families. M:
assistance for one child in care is $76 a week, payable when: family income is less
than $300 a week.

Also included in this classification are the running costs for the Child Support
Agency'in the Australian Taxation Office amounting to $13.2m in 1989-90.

Trends

Outlays on Assistance to Families with Children have increased from $1695.Im
in 1979-80 to an estimated $4917.2m in 1989-90 in nominal amounts, or 2.7% a
year in real terms.

Substantial increases in real outlays in the early 1980’ levelled out by the mid-
1980s and by 1986-87, outlays had fallen significantly. This stemmed largely from
policy decisions aimed at reducing eligibility, includi

¢ from November 1985 family allowance would not generally be paid in respect

of dependent students aged 18 and over;

» from 1 January 1986 family allowance would generally not be paid in respect

of dependent students iving C ith education assistance (educa-

tion allowances were increased more than commensurately);

o from September 1987 the maximum child qualifying age for sole parent

pensions would be reduced to 15; and

» from November 1987 family allowance would be subject to an income test.

An offsetting influence to these decisions arose from the introduction of FAS to
replace Family I Suppl in Dx ber 1987, Significantly higher outlays
under FAS reflected the higher level of assistance provided and the increase in the
number of recipients resuiting from a higher income threshold.

In 1989-90, there will be an increase in outlays of $786.4m or 19.0% (12.0%
real), primarily of the decisi d in the E ic St
April 1989, to increase and index family allowance and to increase FAS in July
1989 with further increases predicated on the Budget decision to increase real rates
of pension.

In the forward years, real outlays are expected to be ly flat. Outlays on
most items will be broadly maintained in real terms following the Government’s
decision to index family payments. But outlays on sole parent pensions, the largest
single item in the sub-function, should continue to fall in real terms by about 1.2%
a year on'average because of the reforms. of the collection of child maintenance.
The first stage of the. maintenance reforms came into effect on 1 June. 1988, This
involved the establishment of a Child Support. Agency within the Australian
Taxation Office to take responsibility for the collection of maintenance payments
from non-custodial parents. At the same time, amendments to the Social Security
Act 1947 came into cffect which introduced a sep i test for such
pay and a requi that dial p applying for a sole parent
pension take reasonable steps to obtain maintenance orders. This has increased both
the number of maintenance orders and the level of compliance with those orders.
The sccond stage of the reforms, to. commence in October 1989, involves the
administrative determination of mai obligations by use of an administrative
formula, based on specified proportions of gross income.
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The Children's Services Program expanded strongly from its inception in
1972-73 to $65.2m in 1982-83, Outlays under the Program have grown significantly
since 1983-84 reflecting the Goverment's decision to expand the number of child
care places provided; to provide more generous, means tested fee relief; and, with
the introduction of the 20000 places strategy in 1985-86, to expand program
support funding and special services for Aboriginals, migrants and children with
disabilities. This program will continue to expand with the commencement in 1989-
90, and implementation over 3 years, of the new additional 30 000 places strategy
announced in last year’s Budget. That strategy is made up of 4000 centre based
places (1000 of which will be available for approved industry-based centres), 4000
family day care places, 2000 occasional care places and 20 000 outside school hours
care places and will build on cost sharing arrangements with the States.

Budger Measures

The new FA rates effective from 1 July 1989 with annual indexation from
January 1990, will provide increased family assistance to almost 2 million families,
benefiting about 3.8 million children in 1989.90, A further' 560 000 low income
families also receive the substantial assistance provided through. FAS and AP/B.

In this Budget the Government also made the following decisions:

* to ensure compliance with FA income test ar 8 , selected reviews will

be made of FA recipients (~$15.0m in 1989-90 and ~-$30.0m in 1990-91);

* to introduce a requirement that FA recipients notify the Department of Social
Security of circumstances that are likely to result in an increase in income
which may affect their entitlement (~$152m in 198990, —$30.4m in
1990-91);

¢ to change the administrative ar governing FAS to minimise the
delay between the occurrence of a ‘notifiable event’ and the resulting change
in entitlement, particularly, ‘notifiable events’ which occur before the lodge-
ment of a FAS claim (—$3.9m in 1989.90 and ~$7.8m in 1990-91);

* to prevent double payment of child and education allowances, parents will be
provided with better information regarding cessation of child payments at the
sixteenth birthday of the child and be directed to enquire about eligibility for
appropriate education allowances. Child payments for children over fifteen
will continue only when parents advise that the child will continue in full time
education but is incligible for an education allowance (—$2.5m in 1989-90
and 1990-91);

* to revise the present 25% substantial reduction in income rule for FAS.
Families whose income in the current financial year has or is likely to drop to
below the FAS threshold, will now be. eligible for reassessment of entitlement.
In addition, those in receipt of AUSTUDY will be cligible for maximum rate
FAS (subject to the assets test) and those already being paid under the
reduction rule will in future be assessed under both the normal base assessment
year and the current financial year and paid at the higher applicable rate.
These changes will also apply to FA payments. ($3.8m in 1989.90
and $5.1m in 1990-91);
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¢ to introduce the following measures under the Children’s Services Program:

~ a formal fee relief system for outside school hours care for i:amilies with an
income below the limit for FAS ($0.8m in 1989-90, increas.mg to $2.3m in
1992-93) to be cost shared with the States on a $ for $ basis;

- an increase of $25 in the threshold for maximum benefit i{l 'the long day
care income test and an increase of $2.50 in the fee relief cmllng for centre
based care, both to be indexed in subsequent years (85.8m in 1989-90,
increasing to $13.4m in 1992-93);

- the indexation of existing approved 40 hour fee ceilings for fami!y day care
for fee relief purposes in 1989-90 and subsequent years ($1.7m in 1989-90,
increasing to $5.2m in 1992-93).

4.5 ASSISTANCE TO THE UNEMPLOYED AND SICK

1988-89 1989-90.1990-91 1991-92 1992-93
4.5 Actual _Budgit I E:

Unemployment Benefits $m 30922 315‘ 2 34343 36341 38326

% ~7.6 80 58 65

Job Search Allowance $m 434 53.3 56.9 59.8

% se8 0.0 2] 51

Sicknass Benefits: $m  553.0 - 4 629.7 6762 7127

% 8.2 a8 as 7.4 54

TOTAL $m 3688.6 37 4117.3 4367.2 4605.1

% -5.1 - 8.5 a1 54

i i loyed ble to work

Income support is provided. to p who are ployed, or una
by of oo y ; pacity, and who have. no, or limited, alternative means of
support.

Unemployment and Sickness Benefit

Married unemployment and sickness beneficiaries and_ thosF with_ dependarfls
generally receive the same- basic rates of benefit as age and invalid pensioners, while
beneficiaries without depend receive lower rates (currently $97.70 a week for
those 18-20 and $120.65 a week for those 21 and over). ’Bencﬁts payable to .those
21 years and over are indexed to movements in the. CPl in fhe same way as is age
pension. Beneficiaries may also qualify for rent as‘slslance e'lther after 26 weeks if
they do not have depend ildren or i diately otherwise.

Benefits are income tested and subject to an assets test (for those 25‘ and ov?r).
In addition, unemployment beneficiaries are subject to a work test which requires
that they are available for and actively seeking employment.
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Job Search Allowance (JS4)

From 1 January 1988, unemployment benefits for 16 and 17 year olds were
replaced by JSA whose rates of payment are aligned with AUSTUDY in order to
reduce the financial incentive for young people to feave the cducation system.

Those meeting the eligibility criteria receive a minimum payment of $25 a week
with an additional $28.55 a week available subject to a parental income test. The

maximum rate of JSA is indexed in January each year in line with increases in the
CPL

Young Homeless Allowance (YHA) may be payable in addition to JSA. YHA
was introduced in July 1986 to assist young people aged 16 or 17 who are unable
to live at home because of difficult domestic circumstances. It is currently paid at
a maximum rate of $27.85 a week.

Trends

Qutlays on Assil to the Unemployed and Sick have increased from $1067.9m
in 1979-80 to an estimated $3793.9m in 1989-90, or by 59.9% in real terms over the
decade to 1989-90. During the carly years unemployment levels increased signifi-
cantly, reaching a peak of 10% of the labour force in 1983-84 and producing strong
outlays growth. However, improvements in the labour market since that time have
led to a substantial cutback in growth, with real outlays on unemployment benefits
falling by 25.7% over the 5 years to 1988-89. Average numbers of unemployment
beneficiaries (including JSA’s) fell from 620 000 to 429 000 over this period.

There has been a large number of initiatives introduced over the past three
years to reduce fraud and abuse which have also contributed to the reduction in
outlays growth. These have included the deployment of twenty unemployment
benefit mobile review teams, the requirement for mandatory CES registration and
personal lodgement of unemployment benefit continuation forms, the introduction
of work intention forms to ensure that applicants are genuinely seeking work and
the requirement that applicants provide a certificate from their previous employer
stating the date and rezson for job loss.

Unlike unemployment benefit, outlays on sickness benefit have continued to
increase significantly in recent years; real outlays grew by 15.2% over the 5 years
to 1988-89, largely because of a growth in average numbers from 63 000 to 77 000.

Outlays on assistance to the unemployed and sick are estimated to- increase by
3.3% in real terms over the period from 1988-89 to 1992.93. This is mainly due to
the fact that benefits are indexed to the CPI while real outlays are calculated using
the GDP deflator, increases in rent assistance announced in this and last year’s
Budget, and increascs in rates of payment for married beneficiaries and those with
dependants announced in this Budget. Average numbers of unemployment benefi-
ciaries (including JSA's) are estimated to fail by 29 000 to 400 000 in 1989-90 and
then to increase slightly to 410000 by 1992.93.
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Budget Measures B

In the Economic Statement, April 1989, the Government announced that el{gl-
bility for unemployment and sickness benefits is to be deferred for the period
covered by payments of annual leave. on termination of employment, up to a
maximum of four weeks, for all persons. leaving employment from 1 September
1989. This measure is expected to reduce outlays by $51.7m in 1989-90 and $62.0m
in 199091,

Several measures were also announced at that time to strengthen the unemploy-
ment benefit work test. From 1 July 1989, improved administrative procedures have
been introduced in the Department of Social Security' and th‘e Commonwealth
Employment Service in relation to people who are making unsatisfactory efforts to
find work. The definition of ‘suitable. paid work’ for. work test purposes has also
been tightened.

The changes made to the operation of the work test are estimated to produce
savings in unemployment benefit outlays of $16.5m in 1989-90 and 1990-91.

Increases in rent assistance and in rates of benefit for married cou_ples and thpsc
with dependants, announced in this Budget and described in the functional overview
and 4.1. Assistance to the Aged, are estimated to increase benefit outlays by $16.0m
in 1989-90 and $56.6m in 1990-91.

The Government has also decided in this Budget to liberalise the incs)r{:e t.ﬁt
applying to married beneficiaries to encourage greater labour market participation
by benefit recipients and their spouses. From September 1920, the current fort-
nightly income test free area of $60 is to be increased by 33.0 in respect of income
carned by the beneficiary or by the beneficiary’s spouse. This measure is estimated
to increase unemployment and sickness benefit outlays by $6.5m in 1990-91 and
$8.8m in 1991-92,

In addition, to assist in the transition to employment, from June 1990 the
Government is to provide pharmaceutical and other concessions available thr.ou.gh
the Health Care Card free of income test to long term unemployment‘bencﬁcla.rm
and sole parent pensioners for a period of 6 months after commencing full time
employment. See also 3. Health.

A package of measures is also to be introduced for _thc older unemployed to
improve their labour force participation and to enhance income support for those

with limited prospects for economic independence through employment. From June
1990:

« the single rate of benefit is to be increased to achieve parity with pensions for

60-64 year olds with durations on benefit of at least 6 months;
o the 6 month waiting period for rent assistance for bencficiaries without
d d hildren is to be abolished for 60-64 year olds; and
¢ access to the Health Benefit Card is to be provided to 60-64 year olds with
durations on benefit of at least 12 months.
These initiatives are estimated to increase benefit outlays by $5.3m in 199091 and
in 1991-92, Additional outlays are included under 3. Health.

P
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Further, for 55-64 year olds new interview and work test approaches are to be
trinlled by the Department of Social Secutity and the C wealth Empl
Service; improved access is to be provided to labour market programs; the work
test as it applies to short training courses, voluntary work and participation in
regular part time employment is to be relaxed; and a strategy is to be developed
for changing community attitudes towards labour force participation by this group.

As part of the Strategy for Young People announced by the Government in the
Budget, income support is to be ent d. The includ:

« an increase of $7.50 a week in the rate of YHA;

« introduction of a JSA independent rate, equivalent to the AUSTUDY inde-
pendent rate, for JSA recipients living away from home who meet the
independence criterion for exemption from the parental income test;

« abolition of the waiting period for YHA applicants who cannot live at home
because of exceptional circumstances such as sexual abuse or domestic violence
and a reduction in the waiting period from 6 to 2 weeks for other YHA
applicants;

« automatic indexation of YHA and the minimum rate of JSA;

The above measures are estimated to increase benefit outlays by $1.7m in 1989-
90 and $3.7m in 1990-91. Further detail on the income support initiatives to be
introduced for. young people is provided in Budget Related Paper No. 9.

In order to further minimise the scope for fraud and abuse relating to social
security payments, the Government has decided that, from 1 November 1989, new
applicants for ployment and sick benefit will be required to produce their
tax file number as a pre-requisite for receiving benefits, In addition, those benefici-
aries who are currently required to produce a tax file number but have failed to do
so will forfeit their entitlement to benefit. These arrangements will, for this group,
replace those which normally operate for persons failing to provide their tax file
number. It is expected that these measures will reduce unemployment and sickness.
benefit outlays by $32.8m in 1989-90 and $48.9m in 1990-91.

The Government will also introduce the following measures to improve further
the review procedures operating in the area of unemployment benefit:

« a universal mail review after 3 months on benefit;

* an intensive interview for 40 000 beneficiaries after 3 months on benefit and

a further 30 000 after 12 months, bined with close itoring of the job
search efforts of a proportion of those interviewed;

» the deployment of an additional ten mobile unemployment benefit review

teams, bringing the total number of such teams to thirty; and

« increased access by the Department of Social Security to information on job

search and job training efforts made by beneficiaries held by the Common-
wealth Employment Service.

These measures are estimated to reduce outlays on unemployment benefit by
$49.5m in 1989-90 and $106.7m in 1990-91.
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New work test, arrangements are also to be introduced to tighten up on the
treatment of beneficiaties who move from high to low employment areas or w.ho
move around the country at regular intervals. These will, among other things, in-
volve the introduction of a 12 week waiting period for unemployment benefit for
P ing to low empl t areas. Reductions in unemployment benefit
outlays of $3.7m are expected in 198990 from these initiatives and $9.0m in 1999-81.

In addition, threc mobile review teams are to be deployed to improve compliance
in the area of sickness benefit, which are estimated to reduce sickness benefit outlays
by $4.2m in 1989-90 and $15.0m in 1990-91.

The Departments of Social Security and Employment, Education and Train'!ng
recently completed an evaluation of the JSA arrangements, the findings of which
formed an input into the Government’s Strategy for Young People. These tw,o
Departments are also to carry out an evaluation in 1990-91 of the Government’s
NEWSTART program for the prime aged (21-54 years) long term unemployed
which was announced in the 1988-89 Budget.

4.6 OTHER WELFARE PROGRAMS

1988-89 1989490:-1990-91 1991-92 1992-93
4.6 Actual ‘Budget Estimate
Special Bensfits ¥

Other Assistance to Widows

Accommodation Assistance

Telephone, Rent and Postal
Concessions

Migrants Settlement Support

‘Woeilare Programs in the ACT

Other

TOTAL

:%‘£‘a’#¥s§':§':§‘:§:§'

This sub-function comprises a number of loosely related elements directed at
achieving the following objectives:

« to provide income support to people in special circumstances;

« to assist people facing certain additional costs by providing income supplements
and/or concessions; and

« to increase access for low income peaple and the | to dation
through the provision of recurrent and capital funds in conjunction with the
States and Territories.

3.139



Special Benefit
Special benefit is paid to those who are unable to earn a sufficient livelihood for

th lves and their depend and who are incligible for any other pension or'
benefit. It is paid, gencrally at rates equivalent to ploy benefit, at the
discretion of the Secretary of the Department of Social Security in cases of
demonstrable hardship.

Other Assistance to Widows

This item comprises Class B widow’s pension and the widowed person’s allow-
ance. Class B widow's pensions are payable to previously married women who do
not have dgpcndem children and who were aged 50 years or more or were sole
parent pensioners aged 45 years or more at 1 July 1987. They are payable at the
same rate as age pensions and the same additional payments are available. They
are also subject to the same income and assets test as are age pensions.

Widowed person’s allowance is a new benefit which replaced Class C widow’s
pension from March 1989, It is payable to recently widowed persons who do not
have dependent children (those with children being entitled to sole parent pension).
The ‘allowance is payable for up to 12 weeks (but not concurrently with another
pension or benefit) and is. subject to normal pension rates and conditions,
Accommodation Assistance

This item comprises a number of programs targeted at those in short term
housing crisis.

The Mor.tgage and Rent Relief Scheme (MRRS), assists low income home
buyefs cxpenepcing extreme difficulty in meeting their mortgage repayments and
lox.v income private renters experiencing difficulty in meeting rent payments or in
gaining access to private rental accommodation.

The. Crisis Accommodation Program provides for the purchase, construction,
renovation or leasing of dwellings to provide short term emergency accommodation
such as refuges.

Commonwealth funds for these two programs are provided to the States as sub-
programs under the Commonwealth State Housing Agreement (CSHA). States are
required to match MRRS funds on a § for $ basis.

Under tl}e Supported Accommodation Assistance Program (SAAP), the Com-
monwealth, in conjunction with the States and Territories, makes available recurrent
and non-housing capital funds for transitional support services to assist people who
are homeless as a result of crisis. The States and Territories match Commonweaith
outlays on a $ for $ basis above an agreed funding base.

Telephone Rental and Postal Concessions

.The telephone rental and postal concessions offer a one-third reduction in the
basic annua!‘ .telephone rental fec and an exemption from the postal redirection
charge. Additional postal concessions are also provided to blind persons.
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Migrant Settlement Support

Settlement support for migrants includes grants-in-aid, translator and interpreter
services (including language services under Commonwealth/State cost-sharing ar-
rangements), migrant resource centres, maintenance of unattached refugee children
and assistance to voluntary agencies under the Community Refugee Settlement
Scheme.

Welfare Programs in the ACT

Outlays on welfare programs in the ACT for 1989-90 and the forward years are
zero reflecting the advent of self-government for the ACT from 11 May 1989, As
from that date ACT own purpose outlays do not form part of Commonwealth
outlays as the ACT will operate a separate account outside the Commonwealth
Public Account. Commonwealth general and specific purpose payments to the ACT,
analogous to payments to the States and the NT are described in 94 Assistance to
Other Governments,

Trends

Outlays on Other Welfare Programs have increased from $344.6m in 1979-80 to
an estimated $1052.1m in 1989-90 in nominal amounts, an average real annual
increase of 3.2%.

Growth in outlays on this sub-function has been influenced by the two largest
itemns, namely special benefit and Class B widow’s pension.

Special benefit outlays increased by 20.0% in real terms over the period from
1979-80 to 1983-84. An important factor influencing, growth in this period was the
deterioration of the labour market. Thereafter, labour market conditions have
improved. However, from the mid 1980s the Government has introduced a large
number of measures in the pension and benefit area to improve targeting and better
enforce eligibility conditions and a number of those taken off these payments have
been able to qualify for special benefit. This has resulted in continuing real outlays
growth of 34.5% over the period from 1983-84 to 1988-89.

Growth in outlays on Class B widow’s pension over the 1980s, is largely a result
of increasing numbers of pensioners, particularly up to 1985. From 1 July 1987 the
phasing out of Class B widow’s pensions commenced (subject to a number of
pratection provisions for existing pensioners and certain other women) so that by
the year 2002 there will be no new grants of this pension.

In 1989-90 there will be an increase in outlays of $97.0m or 10.2% (3.6% reat).
Factors contributing to the real growth in outlays include an increase in special
beneficiary numbers in response to a tightening in unemployment benefit eligibility
criteria and administration, increased outlays for the implementation of the Govern-
ment’s strategy for young-people and increased. outlays. on mortgage relief an-
nounced in this Budget, These increases will be partly offset by the fall in real
outlays on Class B widow’s pension (reflecting the gradual phasing out of this
payment) and the cessation of outlays on ACT welfare programs.

Over the forward years the phasing out of Class B widow's pension eligibility
and the forecast moderation in growth of special benefit outlays, will result in a fall
in real outlays.
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Budget Measures

A one-off addition of $14.8m in 1989-90 will be provided to the States by the
Commonwealth under the CSHA (and $0.2m to the ACT). It is to be distributed
under States’ Mortgage and Rent Relief (MRR). eligibility criteria to those adversely
affected by current high interest rates. These funds will not need to be matched by
the States.

The Commonwealth is also providing a one-off grant of $9.8m in 1989-90 to the
States under the CSHA to assist in housing homeless youth as part of its youth
strategy ($0.2m to the ACT). (See also 5. Housing and C ity Amenities for
a description of the operation of the CSHA.)

The Commonwealth has agreed to enter into Agreements with the. States to
provide funds for SAAP on a cost-shared basis for a further 3 years, including an
additional $30.0m in growth funds (matched by the States) over the term of the
new Agreements.

In addition, the Commonwealth has agreed to provide $16.9m over the period
to 1992-93 ($2.2m in 1989-90) to promote innovative service development for
homeless 16-17 year olds f d on dation support priorities arising out
of the Burdekin Report. The States are to match the Commonwealth’s funding,

Married special beneficiaries, single beneficiaries with depend. and Class B
widow's pensioners will receive the pension rate increases in April 1990. Special
beneficiaries will also be eligible for the rent assistance increases described under
4.1 Assistance to the Aged.

4.7 ABORIGINAL ADVANCEMENT PROGRAMS

1988-89 1989-90: 1990-91 1991-92 1992-93
4.7 Actual _Budget:Estimate Estimate Esti

Aboriginal Development $m 108.7 - - 801 767 78.8 81.4

Commission % 89 . =285 42 27 22
Community Development sm 98.8 134.0- 1814 189.1 195.8 |

Employment Program % 508 354 43 35

Aboriginal Land Mining Royalties $m 233 227 227 227

% 66 - - -

ATSICOC $m - 100 10.0 10.0

% na. na - -

Other $m 9.9 | 203 19.6 21.3

% 44 . . 81 3.5 20

TOTAL $m 2408 * T°258:3° 311.0 3202 3311

% 224 7.3 204 29 34

The Government’s policies in respect of Aboriginal Affairs are aimed at main-
taining and supporting the cultural identity of Aboriginal and Torres Strait Islander
people, and in the long term achieving economic and social equity with other
Australians.

Programs of assistance to Aboriginals range over a number of functions.
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This sub-function includes certain programs administered by the Department of
Aboriginal Affairs and the Aboriginal Development Commission, It also includes
costs relating to the establishment of the Aboriginal and Torres Strait Islander
Commission (ATSIC) which, upon passage of enabling legislation currently in the
Parli is intended to replace and take.over the programs of those two agencies
in the course of 1989-90. Other programs are classified under 2. Education,
3. Health, 5. Housing and Community Amenities, 6. Culture and Recreation,
7C. Labour and Employment and 8B. Law, Order and Safety.

This section adopts the convention of using “Aboriginals” to include persons of
the Torres Strait Islands.

Aboriginal Development Commission
The role of the Aboriginal Development Commission (ADC) is to further the
economic and social development of Aboriginals in order to promote self manage-
ment, self determination and self sufficiency. The Commission’s programs include:
» loans and grants for enterprises;
» acquisition of land of special significance, the maintenance of properties and
provision of social facilities;
« home loans to individuals and grants to Aboriginal housing organisations;
o support services to Aboriginal business enterprises and housing organisations;
and
o a capital account investment program to maximise the Commission’s capital
base.
C ity Develop Empl. t Program
The Community Development Employment Program (CDEP), an integral part
of the Government’s Aboriginal Empl Develop Program, enables
Aboriginal community councils, in the more remote Aboriginal communities, to
undertake community development activities through the creation of employment
opportunities. Under the scheme, communities agree to forgo the individual unem-
ployment benefits to which their members would be entitled in order to receive an
equivalent consolidated amount plus an on-cost payment for associated recurrent
expenditures and a scparate capital costs payment.

In 1989-90, there will be an estimated 11 000 persons participating in the scheme.

Aboriginal Land Mining Royalties

Under arrangements set out in the Aboriginal Land Rights (Northern Territory)
Act 1976, amounts equivalent to the royalties derived from mining activity con-
ducted on Aboriginal land in the Northern Territory are paid by the Commonwealth
to an Aboriginals Benefit Trust Account (ABTA) for distribution to Aboriginal
Land Councils established under the Act, communitics affected by mining develop-
ments and Aboriginals in the NT generally.
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Aboriginal and Torres Strait Islander Ce cial D 77 Corporation

The establishment of the Aboriginal and Torres Strait Islander Commercial
Development. Corporation (ATSICDC) (previously known as the Aboriginal
Economic Development Corporation) is part of the Government’s initiatives in the
administration of Aboriginal Affairs outlined in the Aboriginal and Torres Strait
Islander Commission (ATSIC) Bill 1989. The purpose of the ATSICDC will be to
advance the commercial and economic interests of Aboriginals by accumulating and
using a substantial capital asset for the benefit of Aboriginals. The Government is
currently committed to providing a capital base of $60.0m in the form of $40.0m
in capital subventions and the transfer of the existing Capital Entitlement Account
of the Aboriginal Development Commission. Owing to delays in passage of the
ATSIC Bill, monies for the purpose of the ATSICDC will not be appropriated
until 1990-91.

Other

This item includes grants to the States and Aboriginal organisations for social
support, the costs of the establishment of ATSIC and other outlays items of a
miscellaneous nature.

Trends

Outlays on Aboriginal Ad nec have i d from $16.8m
in 1979-80 to an estimated $258.3m in 1989 90 in nominal amounts.

By far the largest increase in this sub-function has been CDEP outlays, partic-
ularly over the last three financial years. This stems from specific decisions concern-
ing CDEP which forms part of the overall Aborginal Employment Development
Policy. However, these outlays are largely offset by reduced outlays on social
security benefits to participants. 1989-90 outlays are expected to be $134.0m (up
from $7.4m in 1982-83). Participation has increased by 17% to 10 787 people at
July 1989, The scheme. will continue to expand in the outyears by a further 1900
participants in 1990-91 with a consequent effect on outlays.

The ADC has received considerable increases in funding since its establishment
in 1980-81, rising from $13.8m to $108.7m in 1988-89. The amount for 1989-90
represents a decrease on 1988-89 of $28.6m largely because of a reallocation of
$26m from the ADC to the Community Development and Infrastructure Program
administered by the Department of Aboriginal Affairs (see 5. Housing and Com-
munity Amenities). The effect of this is also reflected in the forward estimates,

Payments to the ABTA for on-passing to the Land Councils are dependent upon
mining activity and have increased from $3.1m in 1979-80 to $19.9m in 1989-90,

Budget Measures

The Government has restored entitlement of CDEP participants to FAS pay-
ments for their depend: hildren and has itted itself to undertaking a review
of the funding arrangement of CDEP during 1989-90 ($8.0m in 1989-90).
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4.8 GENERAL ADMINISTRATION

1988-89 1989-90 1990-91 1991-92 1992-93

4.8 I
Department of Soclal Security $m 7937 818.8
% 1.8 32
Department of Veterans’ Affairs  $m 164.9 170.8
% 33 3.6
Department of Community $m 11883 1229
Services and Health % 03 39
Depastment of Aboriginal Atfairs  $m 41.0 41.3
% -2.8 0.7
TOTAL $m 1117.9  11563.7
% 1.8 3.2

Department of Social Security

The major outlays component under the Department of Social Security relates
to salaries costs. Salaries outlays are expected to be $441.3m in 1989-90 compared
with $432.2m in 1988-89, an increase of 2.1%. Significant additional resources have
been provided to implement the wide range of initiatives announced in the Budget
($17.9m) and. the Economic Statement, April 1989 ($6.4m). An additional $10.1m
has also been allocated for the full year effect of the 1988-89 National Wage Case
decision, These increases have been partly offset by savings from the implementation
of the Stratplan computer re-equipment program ($9.9m) and the 1.25% efficiency
dividend ($4.8m).

The balance of the Department of Social Security’s outlays relate to general
administrative and capital expenses. The increase from $276.4m to $358.7m (29.8%)
mainly reflects:

« the introduction of user charges in the areas of compensation, valuations and

property operating expenses ($33.6m);

* additional administrative resources allocated for the Budget and Economic

Statement, April 1989 ($20.1m);

* a carryover into 1989-90 of $13.6m of unspent computer equipment funds;

and

. jon equival to the non farm GDP deflator to allow for
mcrcases in other costs and charges ($11.0m).

Department of Veterans’ Affairs

The major components of general administrative costs of the Department of
Veterans’ Affairs allocated to this. function include $88.1m for salarics and allow-
ances, $39.0m for administrative expenses and $37.5m for property operating
expenses. Costs are estimated to increase by a total of $38.0m in 1989-90 due to a
number of factors including:

o the costs of absorption of residual Defence Service Homes staff ($4.0m);

« the introduction of user charges in the areas of compensation, valuations and

property operating expenses ($12.0m);

3.145



« additional resources to implement Budget initiatives, including the cost of a
trip by WWI veterans to Gallipoli to celebrate Anzac Day ($2.5m); and
* a carryover into 1989-90 of unspent running costs ($2.4m),
The balance of the increase is due to wage increases, price adjustments and a
reallocation of running costs expenditure across the Department’s various programs,

Department of Community Services and Health

The general administrative costs of the Department of Community Services and
Health allocated to this function include $61.3m for salaries and allowances, $30.6m
administrative expenses and $19.1m for property operating expenses.

Department of Employment, Education and Training

Running costs are. provided for the Department of Aboriginal Affairs within the
Employment, Education and Training portfolio. The increase in. running. costs in
1989-90 is mainly attributable to additional costs ($8.9m) associated with the
establishment of the Aboriginal and Torres Strait Islander Commission (ATSIC).

These additional costs are partially offset by savings in salaries and on-costs of
$2.0m.

49 RECOVERIES AND REPAYMENTS

The growth in this item from $11.2m in 1988:89 to-an estimated $23.4m largely
reflects the results of the revised reciprocal social security agreement between New
Zealand and Australia ($19.0m in 1989-90). New Zealand reimburses Australia for
the cost of Australian aged, widow's. and invalid pensions paid to certain New
Zealanders. The total also includes smaller for miscell ipts under
the Departments of Veterans’ Affairs and Aboriginal Affairs.

FURTHER REFERENCES
Annual reports, particularly those of the Departments of Social Security, Com-
munity Services and Health, Veterans’ Affairs and Aboriginal Affairs
Budget Paper No 3, Portfolio Program Estimates 1989-90

Budget Paper No 4, C Ith Fi ial Relations with other levels of
Government 1989-90

The Economic Statement, April 1989

Portfolio Explanatory Notes (Budget Related Paper No 8) for the above depart-
ments
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5. HOUSING AND COMMUNITY AMENITIES

OVERVIEW
Estimate
Housing
5.1 Housing Assistance - Other 934.6
Governments 11
5.2 Assistance to First Home Owners $m 130.1
% -33
5.3 Defence Service Homes $m 169.3
% 28
5.4 Housing in the ACT $m -
% na.
5.5 Housing Other $m 273
% -23
56 General Administration sm 1.9
% 83
Sub-Total Housing $m 1273.2'
% 07
Urban and Regional Development
5.7 Urban And Regional $m 89.4
Development % 14
5.8 Pollution Abatement and $m 3.3
Control % 1 3.9
Sub-Total Urban and Reglonal  $m X 122.6
Development 0.3
TOTAL 1395.8
14

The Budget and forward estimates do not.include any allowance for Commonwealth
sector wage and salary increases after the Budget in cach year. An allowance for
such i is included in 9C. Conting Reserve.

o Total housing and community amenities outlays are expected
to increase by $177.4m or 14.3% (7.5% in real terms) in
1989-90 and existing policies imply an overall decline in the
level of expenditure over the three forward years (down 1.4%).

o Qutlays on housing and community amenities have remained a
fairly constant proportion of Commonwealth outlays in recent
years. In 1988-89 spending represented some 1.5% of Commen-
wealth outlays. In 1989-90 it is expected to be some 1.6% (see
Chart 1).
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CHART 1. HOUSING AND COMMUNITY AMENITIES
Proportion of to!la; x;Z;u;:’nys and Function

98.4%

\

Total Quilays Housing and
Community Amenities

77 oSk

* The strong growth in outlays in 1989-90 reflects:

~ the full year effect of the Defence Service Home loan: inter-
est subsidy payable to Westpac following the transfer of the

mortgage portfolio in 1988-89 ($132.3m);

— the advent of self-government for the ACT from 11 May
1989 with ACT outlays ceasing to be regarded as Common-
weal'th own purpose outlays, with the consequent effect that
receipts from lease sales in the ACT are no'longer received

by the Commonwealth ($31.0m); and

— the increase in funding of Aboriginal Community Services
and. Amenities reflecting the priority of the Commonwealth
to improve the infrastructures (eg housing, sewerage and

power) of Aboriginal communities ($32.7m).

* Initiatives in this Budget will add $22.4m to outlays in

1989-90 and $51.3m in 1990-91, including:

— the introduction of a rental Property trust subsidy to provide

ASSIST OTHER GOVT--63.0%

RGN & ommen.20%

-URBAN & REG DEVT--11.0%

housing assistance to the States at a cost of $23m in
1989-90, $26m in 1990-91 and $65m in 1993-94 at the end

of the five year program;

~ funding of $6.8m for a number of environmental initiatives
announced. in the Environmentsl Statement of July 1989,

including funding for the Billion Trees Initiative, cos;
$4m in 1989-90 and the forward years;
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-~ $52m for the establishment of the Resource Assessment
Commission which. is to enquire into, and provide advice on,
resource use matters involving consideration of conservation
and development issues;

~ an increase in the Housing Costs Reduction Program and
related measures costing $3.8m in 1989-90 and $3.7m in
1990-91; and

— the provision of $1m in 1989-90 and $3m in 1990-91 for the
rehabilitation of abandoned uranium mines in the NT.

Other initiatives impacting, in part, on this function include the

conversion of $310.5m a year of nominated loan funds to grants

under the Commonwealth State Housing Agreement (CSHA) at
an ongoing cost to both revenue (in terms of foregone interest)

and outlays (in terms of foregone principal repayments), with a

total impact on the balance of $7.0m in 1989-90 and $22.5m in

1990-91, growing by $15.5m a year as the volume of grants

increases. -

¢ Funding for the following Budget initiatives, not classified to

this function, but to be provided under the CSHA include;

— & special additional grant to provide mortgage interest rate
relief at a cost of $15m in 1989-90; and

— additional housing assistance for youth at a cost of $10m in
1989-90.

¢ Offsetting savings measures include the introduction of a
12 month residency requirement for assistance under the First
Home Owners Scheme (FHOS), saving $2m in 1989-90 and
$3m in each of the forwsrd estimates years.

¢ However, estimates in the forward years are dominated by:

— the fixed nominal base level of funding under CSHA;

— the impact on entitlements of fixed nominal income limits
under the FHOS means test; and

— the eventual finalisation of the Aboriginal and Community
Services programs.
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PURPOSE

Commonwealth outlays for housing included under this function primarily aim
to improve access to adequate, appropriate and affordable housing for those whose
needs are not met through the private rental market. Direct cash assistance is also
provided under the 4. Social Security and Welfare function to pensioners and
beneficiaries and other low income earners who rent in the private housing market
and certain tax expenditures assist owner occupiers and suppliers of private rental
accommodation (eg exemption from capital gains tax and negative gearing provi-
sions, respectively).

Other activity under this function provides Commonwealth assistance with
regional issues, the funding of Aboriginal community services and amenities and
polfution abatement and control.

NATURE OF HOUSING AND COMMUNITY AMENITIES OUTLAYS

Outlays under this function are dominated. by assi for housing, both for
home ownership and publicly provided rental dation. Rental assi:
under this function is through specific purpose grants to State governments under
the CSHA to fund both rental subsidies to public housing tenants and the construc-
tion and purchase of additional publicly owned rental stock. Jointly agreed Com-
monwealth and State guidelines ensure that the assistance is targeted to low income
people and groups disadvantaged in finding suitable accommodation. Short term
assistance is also available under the Mortgage and Rent Relief Scheme (classified

to 4. Social Security and Welfare) to those low income buyers and renters.

experiencing difficulties in meeting their repayments or rent. Home ownership
assistance is provided as grants under the FHOS at the time of initial purchase and
in the first few years of mortgage repayment and through CSHA Home Purchase
Assistance arrangements.

Subsidised low interest loans are also made available through a private financial
institution to cligible former and serving members of the Defence Force who enlisted
prior to May 1985.

TRENDS IN HOUSING AND COMMUNITY AMENITIES OUTLAYS

Total outlays grew strongly in real terms between 1981-82 and 1984-85, then
declined markedly between 1986-87 and 1988-89. For the period as a whole, there
has been a net increase in real terms of 44%. As Chart 2 shows these trends
essentially reflect changes in the two major housing programs—CSHA and FHOS,
Over the years CSHA outlays have refl d ch in the di d for public
housing and the degree of targeting within the program, Similarly, expenditure on
FHOS (and its precursor programs) has also been demand driven, increasing in
periods of rising affordability and subject to changes in targeting,
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CHART 2. HOUSING AND COMMUNITY AMENITIES
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In 1978-79 CSHA assistance was provided entirely as loans, States were required
to match 39% of the Commonwealth’s contribution and 40% was earmarked
specifically for home purchase assistance. Beyond these conditions, the States were
allowed considerable flexibility to set their own priorities.

Between 1979-80 and 1981-82 there was a substantial real increase in the overall
level of funding (18%). Moreover, there was a progressive shift away from advances
towards grant funding (from 38% to-44% grant funding) and an increased emphasis
on targeting with the introduction of specific purpose grant programs to assist
pensioners and Aboriginals with their particular housing needs. In 1981-82 the
requirement that a fixed proportion be spent on home ownership was dropped.

CSHA funding quadrupled in real terms between 1981-82 and 1984-85 as policy
sought to respond to increases in housing related poverty. Increased emphasis was
placed on grant funding within the CSHA from comp 1i on loan funding
in 1981-82 to full grant funding in 1984-85. Following the 1982 Loan Council
meeting the States were also able to nominate a proportion of their general purpose

d for housing at jonal interest rates. In addition, the States were
required to match the Commonwealth’s contribution to a greater extent (from 75%
in 1981-82 to 83% in 1984-85). Over this period the proportion of funds spent on

providing rental accc dation i d from 77% in 1981-82 to 91% in 1984-85.
When Budget outlays growth overall slowed from 1984-85 in response to general
bud imperatives, and in gnition of the sut ial expansion of funding

thatuhadyoccurrcd, further steps were taken to improve program cffectiveness. In
1984 the Commonwealth entered into a new CSHA which placed greater emphasis
on targeting assistance toward specific groups with particular housing needs. One
new specific purpose program was introduced (the Local Government and Com-
munity Housing Program) and two programs (the Crisis Accommodation Program
and the Mortgage and Rent Relief Scheme), formerly outside the CSHA, were
incorporated into CSHA assistance.
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The effect of these cfforts to improve targeting has been that increasing numbers

of pensioners and beneficiaries and other low income groups inued to be assisted
without significant further increases in' Commonwealth outlays. For example, the
propomon of public housi who were iving rent rebates rose from 52%

in 1981-82 to 62% in 1984-85

In the period 1984-85 to 1987-88 rcal fundmg levels for the CSHA declined.
Outlays within the program were i gly targeted to low ii renters in
need so that the proportion who were cligible for rent rebate subsidies increased
from 62% in 1984-85 to 72% in 1987-88, In addition, a much higher proportion of

Ith funding was d d to subsidising the maintenance and funding of

the existing rental s!ock.

These trends continue in the current budget and'in the forward years. Aggregate
outlays on CSHA, projected at the fixed base level of funding guaranteed under the
Agreement, does not grow significantly, but recent changes to the hing req
ments and rent setting policy under the CSHA will help to improve further targeting
and program effectiveness. The CSHA will be rencgotiated during 1989-90. This
may result in a revision to the base level of funding.

Assi 1o home h has followed a similar pattern. In 1978-79 direct
h } was pr ided through the Home ings Grant prog
This program had effectively replaced earlier of provided through

the 1964 Home Savings Grant Scheme and through the tax system.

Between 1979-80 and 1981-82 funding levels grew slightly until the introduction
of Home Deposit Assistance Grants in the 1982-83 Budget. (which doubled the level
of funding) and. further tax rebate schemes.

The First Home Owners Scheme, introduced in 1983-84, provided not only
deposit assistance but also an ongoing subsidy payment to help meet the costs of
mortgage repayments in the early years. One factor in setting the initial generosity
of FHOS was a perceived need to stimulate activity in the housing sector at a time
of recession,

FHOS outlays grew rapidly until eligibility was tightened in 1984-85 and again
in 1985-86. In 1984-85 the income limits were revised and the maximum benefit
reduced. These measures targeted assistance more closely on those most in need,
namely low income earners with children, and served to stem very strong growth in
the housing sector after the initial requirement for stimulus of the building industry
had passed.

From a lower base, FHOS outlays remained: fairly steady until a further
tightening of eligibility and a reduction in payments were announced in the Eco-
nomic Statement, May 1988 in the context of prospective strong growth in housing
activity, By 1988-89 these outlays were 42 per cent less than the post-recession
peak. A further modest real decline is expected in the forward years, reflecting a
decline in the number of grants under the current unindexed income test. In this
Budget the Government has introduced a 12 month residency requirement before
assistance can be paid.
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Defence Service. Homes assistance has varied significantly over the ten years to
1989-90. Generally, outlays have fallen since 1983-84 ially b of i
repayments from borrowers which fund new loans and thus reduce the requnement
for capital injections ftom the budget. Outlays are expected to peak in 1990-91
reflecting the full year impact 6f the interest subsidy payable to Westpac following
the sale of the mortgage portfolio in 1988-89. In the future years demand'is expected
to decline somewhat. as the initial effects of the new amugements dissipate,

There has been a trend towards reduced C Ith invol .in regional
development initiatives. such as the NSW Growth Centres. At the same time there
have been increases in repayments by the States of previous loans. Outlays in the
Aboriginal and Community Services area-have increased from $16.9m in 1979-80 to
8103 2m in- 1989-90 (a real increase of 76%) mainly because of the introduction of

designed to imp facilities and the living environment of Aboriginal

communities.

Outlays on Urban and Regional Develog are expected to d over the
forward estimates period mainly t of changes in policy, including the cessation
of funding for the Aboriginal Communities Development Program in WA, the
Priority Community Strategy, and the finalisation of the ACT capital works pro-
%rgx;rg:;unding for the Local Government Development Program is due to end in

1988-89 OUTCOME

The overall change in this function (down $90.lm or 6.8%) primarily reflects
reduced outlays relating to the ACT following self-government and reduced outlays
on home acquisition assistance as a result of a higher than estimated' level of
repayments by existing borrowers and a lower than expected level of new lending'
business.

3.153



5.1 HOUSING ASSISTANCE TO OTHER GOVERNMENTS

1388-89 11989~ 990»91 1991-92 1992-93

5.1 Actual - Esti Estimate
Nominated Loan Funds m 3176 - -
% -23.3 ne. ne.

Nominated Loan Funds~ Repay Pr $m -188 -18.6

% 45 45

Grants To States Under CSHA  $m 958.1  958.1

9% - -

CSHA Loans - Repayment of Prin $m -59.0 -6%.3

L 4.0 4.0

Subsidy for Provision of m 39.0 52.0

Private Rental Housing Stock % 8.0 333
Other Grants for Housing $m. 55 55

% -

TOTAL $m 924.8 934.6
% 1.1 1.1

The Commonwealth assists the States in helping low income earners purchase a
home and in providing publicly funded rental housing.

Included under this sub-function are nominated loan funds (under the proposed
CSHA arrangements these will be converted to grants and absorbed into the CSHA
in 1989.90), grants to the States under the CSHA and repayments by the States of
housing assistance loans.

Nominated Loan Funds

From 1982-83, the six States and the NT were able to nominate a proportion
of their advances from the Loan Council Program and the related general purpose
capital advances to the NT for public housing provided that they first met the
CSHA matching requirements by allocating sufficient of their own resources. for
public housing. Similar arrang were later introduced for the: ACT. The States
nominated 100% of their advances ($310.5m) in 1988-89.

However, the Commonwealth agreed at the Loan Council meeting of 18 May
1989 to replace the $310.5m pool of nominated loan funds in 1989-90 with grants
under the CSHA. The cost to the Commonwealth of replacing the 1989-90 advance
with a grant—in terms of forgone future principal and interest receipts—has been
estimated to be in excess of $110m on a present value basis (using the long term
bond rate as' a discount rate). This cost would be repeated for each year that loans
at this level are converted to grants. (Details of other Loan Council decisions can
be found under 94. Assmance to Other Governments, nec and in Budget Paper
No. 4 C Ith Fi ! Relations with other levels of Government 1989-
90.)
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Nominated Loan F"""" Rep of Principal

Ad ly d by the States for public housing are repayable
over 53 years at an mtemt rate of 4.5% a year,

Grants to-the States Under the CSHA

Under the CSHA the C Ith may provide either capital grants or loans
to the States, However, since 1984-85 all assistance provided to the States under
the CSHA has been provided as grants. This arrangement will continue for 1989-
90.

In May 1989 the Government offered the States $1010.5m in CSHA grants for
1989-90 (only $941m of which is allocated to this function) and strengthened
matching' obligations. In effect, $310.5m which had previously been provided as
loans under the Loan Council program was replaced by grants which are additional
to the $700m CSHA base level funding provided under the. Agreement. As noted,
the cost to the Commonwealth—in terms of forgone future principal and interest
receipts—has been estimated to be in excess of $110m a year.

Under the proposed revised arrang

o the extra grant funding of $310.5m will be redistributed over three years to
the States on CSHA relativities (essentially per capita), rather than the existing
Loan Council “historical” basis;

o the States will not have to service any new Commonwealth debt but they will
be required to improve their CSHA matching effort in respect of Common-
wealth funds;

« half of the State matching requirement can be met from funding derived from
previous Commonwealth and State effort, supplemented with private sector
funds for home purchase assistance;

* Commonwealth. and State matching grants are to be paid into a new rental
capital account and used primarily to acquire public rental housing. States can
also draw on this account:

- 1o repay State debt to the Commonwealth for past funding (this is estimated
to be about $290m in 1989-90); and

- to cover various State recurrent and capital outlays (such as property
upgrading and the provision of community tenancy workers) up to 10% of
these funds' (this allowance is not to cover State administration costs); and’

o the targeting of public housing assi will be ent d by requiring that

tenants who are able to meet the full cost of providing the accommodation
they occupy do so.

The formula used to set maximum rents will be changed to include the true
interest cost on Smte borrowmp (rather than moorporatmg the subsidised interest
cost of P d on i terms) This is expected to result in a cost
rent closely approximating market rent levels in most States for those tenants not
eligible for rent rebates. States that wish to charge maximum (non-rebated) rents
in excess of these new cost rents will be free to do so, thereby increasing the
incentive for higher income tenants to move into the private market. These changes,
in turn, should free up more public rental dwellings for low income tenants,
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The Commonwealth funds specific purpose sub-programs in areas of special
housing need specified by the Commonwealth under the CSHA as follows:

« Block Assistance, the major component (75%) of CSHA outlays. These fund
public rental housing, repayments of Commonwealth principal and interest
and cover various State recurrent and capital outputs. Current an'ansement.s
provide for Home Purchase Assi to be fi d from g funds
(ie loan repayments, supplemented by private sector raisings). Thts is in
contrast to p s ar by some new CSHA funds were
available for Home Purchase Assistance;

o Pensi, Housing Assist designed to assist pensioners and beneficiaries
to gain access to accommodatxon which best suits their needs and capacity to
pay;

« Aboriginal Housing Assistance, to provide grants. for the construction, pur-
chase or lease of rental dwellings for Aboriginals in need of housing assistance;

o Local Government and C ity Housing Assi to cnable local gov-
ernment, community and welfare organisations to purchase, construct, lease or
upgrade dwellings for low cost rental housing—intended to attract additional
land and capital resources and allow tenants a greater role in the management
of dwellings;

¢ Mortgage and Rent Relief for short-term assistance to low income home
buyers or private renters experiencing difficulty in meecting their repayments
or rent—used to provide short term bridging assistance until alternative public
housing becomes. available; and

¢ Crisis A dation for the purchase, construction, renovation or leasing of
dwellings to provide short-term emergency accommodation such as refugés.

The States are required to match Block Assistance and MRR funds on a § for §
basis. No matching is required for the other specific purpose programs,

A onc-off addition of $14.8m in 1989-90 will be provided to the States by the
Commonwealth under the CSHA. It is to be distributed under States’ Mortgage
and Rent Relief (MRR) eligibility criteria to those adversely affected by current
high interest rates. However, the Commonwealth has waived the requirement, as
applies to other MRR funds, for a matching contribution from the States.

In addition, in 1989-90 a special one-off grant of $9.8m is to be. made to the
States under the CSHA to assist in housing homeless youth.
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The following table shows the various components of the CSHA, including those
allocated to other functions.

1988-89 1989-90

Program Aclug] Budget Change
Sm $m Sm %
Block Assistance—Rental . . . . . ., . . 4715 mae 299.7 628
—Home purchase . . . . . . 531 - ~53.1 =100.0
Pensioner Housing . . . . . . . . . . . 315 488 1.3 -30.1
Aboriginal Housing . . . . . . . ., . . 700 91.0 210 300
Local Government and Community Housing . . 16,0 24.0 8.0 50.0

Allocated to

this functionSm . . . . . . . . . . . 654.1 9410 2869 439
—%totalCSHA . . . . . . . . .. 934 90.9 na ~27
Research and Consultancy (8) . . . . . . . . 0.1 0.1 na
YouthHousing (0} . . . . . . . . . . . - 9.8 9.8 na
Mortgage Relief (b) . . . . . . . . . . - 14.8 148 na
Morigage and Rent Relief (b) . . . . . . . 264 30.4 40 152
Crisis Accommodation () . . . . . . . . 19.5 390 19.5 1000
TOTAL . . . . . . . . . . .. 7000 1035.1 3351 479

(8) This program is classified to 5.5 Housing Other.
(b) Payments under these programs are classificd under 4. Social Security and Welfare

CSHA equivalent payments to the ACT are estimated to be $18.2m in 1989-90
with $17.1m allocated to this function and $1.1m allocated to 4. Social Security
and Welfare.

Chart 3 shows the proportions of CSHA funding to be allocated to its various
components in 1989-90.

CHART 3. COMMONWEALTH STATE

HOUSING AGREEMENT
ALLOCATION OF FUNDS BETWEEN PROGRAMS 1989-90

ortgage Relief--1.0%
Crisis Accommodation--4.0%

Pensioner Housing--5.0%

Block Grants--75.0%
Aboriginal Housing--9.0%

G & CH --2.0%

M & RR --3.0%
outh--1.0%
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Chart 4 shows the proportions of assistance provided to the States as loans and
grants since 1979-80.

CHART 4. ASSISTANCE TO OTHER GOVERNMENTS

FOR HOUSING
(1984-85 prices)
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The main recipients of assistance under the CSHA are pensioners and benefici-
aries who currently occupy about 70% of the public housing stock. This percentage
is increasing as about 90% of new allocations are made to this group, a trend which
the changes to the cost rent formula to be incorporated into the new Agreement
will reinforce.

Details of the allocation between the States of Commonwealth assistance under
the CSHA are shown in Budget Paper No. 4 C Ith Financial Relati
with other levels of Government 1989-90.

CSHA Loans—Repayment of Principal

Prior to 1984-85, in addition to the nominating arrangements, a proportion of
the assistance provided under the CSHA was by way of loans, repayable in equal
annual instalments over 53 years at a concessional fixed rate of interest of 4.5% a
year. Repayments of loan assistance are estimated to be $54.5m in 1989-90,
compared with $52.4m in 1988-89.

Subsidy for Private Rental Housing

The Commonwealth has offered financial assistance to the States to subsidise
the operations of rental housing trusts, These trusts to fund additions to the private
rental housing stock for use by low and moderate income earners. It is expected
that the States will approve payment of the subsidy to commercial rental housing
trusts or similar vehicles for the construction or purchase of dwellings for rent at
market rates. Up to $13.5m is available for this purpose in 1989-90 if all States
take up the offer. However, only NSW has formally accepted the offer so far and
details are not yet finalised. The amount included in the Budget papers for 1989-90
(see Table 5.1) willi go to NSW whereas the amounts included in the forward years
assume full take up.
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Other Grants to the States for Housing

The States Grants (Housing) Act 1971 provides for annual grants to the six
States for 30 years in respect of their housing operations in 1971-72 and 1972-73.
The payments are in licu of an interest jon on State funding for public
housing in those years. $5.5m will again be provided for this purpose in 1989-90.

5.2 ASSISTANCE TO FIRST HOME OWNERS

The First Home Owners Scheme (FHOS) was introduced on 1 October 1983 to
assist low to moderate i earners purch their first home, to stimulate the
dwelling construction industry and to create jobs. Eligibility is determined. chiefly
on the basis of an income test.

Included. under this sub-function in addition to FHOS are the now defunct
Home Deposit Assistance Scheme and the Home Savings Grant Scheme.

Chart 5 disaggregates FHOS outlays since 1983-84.

CHART 5. FIRST HOME OWNERS SCHEME OUTLAYS

(1984-85 prices)
$Million
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Outlays on FHOS are expected to decline from $176.0m in 1988-89 to $146.3m
in 1989-90. In 1988-89 the average level of benefit gr d to 36 235 ful
applicants was $3731 and the average price of houses purchased with FHOS
assistance was $72 402. This can be compared with expected figures for 1989-90 of
up to 40 000, some. $3500 and about $72 500, respectively.
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5.3 DEFENCE SERVICE HOMES

The Defence Service Homes (DSH) Scheme provides home ownership assistance
to eligible former and serving members of the Defence Forces who enlisted prior to
May 1985, in the form of low interest loans.

Included under this sub-function is direct assistance provided under the previous
DSH scheme, payment of the current interest subsidy to Westpac and the DSH
insurance business (see table below).

1988-89 1989 W‘11990~91 1991 -92 1992-93
5.3 Estl
Home Acquisition Assistance 5.1 5.1 54
~34 o4 52
interest Subsidy to Private 176.8 159.0 163.4
Purchaser 22 -10.1 28
DSH Insurance 0.8 05 0.5
-14.2 -30.3 1.8
TOTAL 1826 1646  169.3
1.0 -2.9 28

Home Acquisition Assistance

During 1987-88 the Government decided to sell the mortgage portfolio admin-
istered by the Defence Service Homes Corporahon and the nght to make new loans
under the Scheme. In this context, a number of cf were introdi
a reduction in the maximum length of the loan from 32 years to 25 years; the
introduction of loan portability for those who applied after § Docember 1988; and
the eclimination of the 10 month waiting period. The ‘three-ticred’ concessional
interest rate was also replaced by a single “blended” interest rate of 6.85% a year.
New borrowers and eligible borrowers who require ‘more than the maximum
subsidised loan of $25000 will have access to “top up” loans from the private
purchaser at first mortgage housing interest rates.

The existing DSH mortgage portfolio was progressively transferred to Westpac:
in the first half of 1989. (The proceeds of the sale of the mortgage portfolio are
classified under function 9D. Asset Sales.) On completion of the sale, the Corpo-
ration was wound up and the ongoing residual functions (essentially verifying
entitlements and monitoring Westpac) transferred to the Department of Veterans’
Affairs. Expected outlays are $5.3m in. 1989-90 and $5.im in 1990-91 which
compares to administrative outlays under the old scheme of around $14.0m a year.

Interest Subsidy to Private Purchaser

DSH loans continue to attract concessional interest rates after the sale, both for
existing loans and new lending. Interest on the first $25 000 or part thereof of new
loans provided by Westpac is at a single interest rate of 6.85% a year.

A subsidy is paid to Westpac to bridge the difference between the concessional
interest rate paid by DSH borrowers and an agreed “benchmark” mortgage rate
based on the standard bank interest rates for new owner-occupied housing.
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Insurance
The C h has ined DSH's insurance business. Total outlays under
thls classification are the excess of cash receipts (other than receipts of interest on

see Stat t 4 Estimates of R 1989-90) over payments from
the Insurance Trust Account,

Trends

DSH assistance has varied significantly over the ten years to 1989-90. In
1980-81,the DSH loan was increased from $15 000 to $25 000. Subsequently, the
average number of new loans approved rose to 6500. Since then there have besn
about 5500 new loans each year. Outlays have fallen steadily since 1983-84 mainly

T from borrowers have reduced the requirement for
capital injections. f'rom the budget.

Qutlays on DSH: assil are ted to i significantly in 1989-90—
up $126.9m or 243%. This primarily reﬂects the full year effect of the interest
subsidy payable to Westpac following the transfer of the mortgage portfolio in
1988-89 ($132.3m), partly offset by a decrease in direct loans ($5.3m).

The overall impact on ongoing outlays of the sale of the mortgage portiolio is
an increase from $10.7m in 1987-88. to $179.2m in 1989-90, the first full year of
the interest subsidy payment.

Qutlays are expected to decline in 1991-92. After an initial surge of new
applications, the application rate is expected to resume its historical trend. The
interest rate determining the subsidy is also estimated to decline over the forward
estimates period.

5.4 HOUSING IN THE AUSTRALIAN CAPITAL TERRITORY

Qutlays for 1989-90 and the forward years are zero reflecting the advent of seif-
government for the ACT from {1 May 1989.

5.5 HOUSING OTHER

Included under this sub-function are payments to assist Aboriginals and migrants
with dation and the Housing Costs Reduction Program along with a
number of smaller programs,

While highly variable, outlays under this sub functwn peaked in 1986-87.

Outlays on other housi are d to i significantly in

1989-90—up $3.6m or i3. 5% This is primarily the result of the commencement of
a new phase of the Housing Costs Reduction Program (and related measures)

arising from the Special. Premiers’ Conft on Housing in May 1989 ($3.8m in
1989-90 and $3.7m in 1990-91)..
Qutlays on Aboriginal Hostels Limited are expected to d ginally over

the forward estimates period (down $2.8m in 1990-91) owing to the completion in
1989-90 of major maintenance work and the provision of additional accommodation
for students.

Over the forward estimates period outlays are expected to remain static until
1992-93 when the Housing Costs Reduction Program is due to terminate.
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5.6 GENERAL ADMINISTRATION (HOUSING)

Outlays of $12.4m provide mainly for administrative costs of the housing
function of the Department of Community Services and Health, including $10.7m
for salaries, $5.1m for administrative expenses, $3.5m for property operating ex-
penses and $3.2m for plant and equipment, partly offset by miscellancous repay-
ments.

Out.lays on general administration (housing) are expected to increase signifi-
cantly in 1989-90—up $6.5m or 110.5%. This mainly reflects a revised attribution
of outlays between functions:

5.7 URBAN AND REGIONAL DEVELOPMENT

1950-91 1991-92 1992-93

5.7 Estimate Estimate Estimate

TOTAL 107.3 80.2 89.4

-1 252 114

Local Government $m 5.0 28 25
% 80 -43.4 138
Australian Capita! Territory $m 39 29 3.0
% -a2.8 -25.4 38
Aboriginal Community Services  $m 98.4 74.5 775
and Amenities % 4.6 -24.3' 40
Other Regional Development sm 0.1 «0.1 6.4
% -05.8 -33.0 na.

$m

5%

O.utlays on Urban and Regional Development which are not classified to other
functions are dealt with under this heading.

Local Government
This classification includes:

 the Local Government Devel Program which, gst other things,
fz.mds locefl governments to improve their management. performance, commu-
nity develor and envi 1 (annual outlays of $2m

have been allocated for the three years to I9;0-91); and

o the operating costs of the Office of Local Government, in the Department of
Immigration, Local Government and Ethnic Affairs (outlays of $2,2m in 1988-
89 and an. estimate of $2.5m in 1989-90). Two new initiatives have been
launched in 1989-90 under this item:
~ as part of the National Agenda for a Multicultural Australia, $0.5m has

been allt_)catcd over three years to assist local government to develop access
and equity models of service provision; and

- as part of the package of supply-side housing measures, $1.3m over three
years has been allocated to promote reforms to land and building approval
processes at the local government level.
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Urban and Regional Development—ACT

Since the advent of self-government, ACT own purpose outlays. do not form
part of Commonwealth outlays. This item henceforth only includes outlays of the
National Capital Planning Authority which is responsibl for administering the
National Capital Plan and for carrying out some capital works. The reduced outlays
in the forward years for this item ($10.6m in 198990 to $3.9m in 1990-91)
principally reflects the expected completion of the Authority’s approved: capital
works program.

Aboriginal Community Services and Amenities

The purpose of these pay is to improve, in conjunction with resp
state, territory and local gover the living envi t of Aboriginals and
Torres Strait Islanders.

The Department of Aboriginal Affairs contributes $103.2m for Aboriginal com-
munity services and infrastructure ($70.4m in 1988-89). This amount mainly com-
prises direct payments to; or in respect of Aboriginal communities, of $91.8m and
payments to the States of $9.6m.

These payments include:

o $23.0m ($15.6m in. 1988-89) for the second year of the Priority Communities

Development Strategy. This strategy is a concentrated effort over a three year
period to meet the. housing and community infrastructure needs of selected

CIRY

Y 8!

o $68.8m ($44.3m in 1988-89) to provide and to maintai ial facilities and
services for Aboriginal communities;

 $10.0m for Western Australia ($10.0m in 1988-89), as part of the fourth
instalment of a $50.0m five year commitment by the Commonwealth to the
Aboriginal C ity Develop Program which is jointly funded by the
State Government on a $ for $ basis. The program includes a range of
initiatives including the supply of housing, sewerage, power and other amenitics
to remote communities; and

« $1.4m ($0.5m in 1988-89) for services to Aboriginal communities with a
traditional interest in sites on the former Maralinga Prohibited Area directly
affected by the British nuclear test program.

Other Regional Development
Outlays under this classification include:
« assistance to the States under the Federal Water Resources Assistance Program
(FWRAP) for urban flood mitigation, (actual outlays of $7.0m in 1988-89
and an estimate of $7.8m in 1989-90; other components of FWRAP are dealt

with under 7B Industry Assi. and Development for ‘Water Resources
Develop and Manag * and 7D Other Economic Services for ‘Urban
Water Supply’);
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* a contribution to the administration of the Albury-Wodonga. Growth Centre,

(outlays of $0.4m in 1988-89 and an estimate of $0.4m in 1989.90); and ’

o repayments of the principal P of loans following the Ci
wealth’s involvement in: -

- }he Bathurst-Orange and the Macarthur Growth Centres (receipts.of $13.0m
in 1988-89 and an estimate of $6.5m in 1989-90);

- the Re!;ional D?velopment Program (1977-1981) which provided assistance
to various projects outside metropolitan centres, (receipts of $2.8m in
1988-89 and an estimate of $2.5m in 1989-90);

~ the rehabi?imion of urban areas in Sydney (Woolioomooloo Urban Re-
newal Project) and Melbourne (Emerald Hill Estate)(receipts of §0.3m in
1988-89 and an estimate of $0.4m in 1989-90); and

~ the Sewerage Agreements Acts 1973 and 1974 to enable the States to

elimina'te a backlog of sewerage works in major urban areas, (receipts of
$1.7m in 1988-89 and an estimate of $1.9m in 1989-90).

Trends

Highlights for this sub-function over the past ten and
estimates period include: pes years and for the forward

» reduced direct invol in regional devel initiatives such
i p as the
NSW Gr?wth Centres and i in repay of iated loans hav:
resulted in a decline in outlays from $58.5m in 1979-80 to —S$108m. in
1989-90. The level of rep ts is expected to decline over the next few

years;

. ;tlegrily gn:ow;l;gi; outlay; for urban flood mitigation: from $1.9m in 1979-80 to
. Im- in -93, reflecting a higher priority for urban flood mitigati
within FWRAP; and promy icestion
. incream in the Aboriginal and Community Services classification from $16.9m
in 1979-80 t.o $103.2m in 1989-90 to meet a Commonwealth priority to
improve the infrastructure of Aboriginal communities including:
- the in.troduction of the 5 year Aboriginal Communitics Development Pro-
gram in WA in 1986-87; and
- the introduction of the 3 year Priority Community De:
bR vory y ity Development Strategy
Outlays on Urban and Regional Devel are d to d fr
y g p p om
$115.Sm. in 1989:90 to $107.3m in 1990-91 and to $80.2m in 1991.92 with the
completion of several programs.
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5.8 POLLUTION ABATEMENT AND CONTROL

The Commonwealth has a ber of prog which itor and control the
impact of pollution on the environment.

Outlays in 1988-89 under the sub-function were lower than the Budget estimate
owing to reduced. expenditure for the National Rainforest Conservation Program.
In 198990 and 199091, outlays are. expected to grow strongly in real terms
reflecting a number of the environmental initiatives announced in the Government’s
Environment Statement of July 1989, the cost of rehabilitating former uranium
mines in the Northern Territory and references to the new Resource Assessment
Commission. From 1991-92, following the pletion of the National Rainf
Conservation Program and mine rehabilitation activity, outlays will fall sharply in
real terms.

1988-89 1 1990-91 1991-92 1992-93
5.8 Actua! - Estimate Estimate
Supervising Scientist $m ’ 6.3 6.6 6.8
% ~154 40 @0
Other Poliution Abatementand ~ $m 329 254 26.4
Control % 75 -227 39
TOTAL $m TR A% 39.2 320 333
% 104 112 30 184 20

Office of the Supervising Scientist (OSS)

The OSS was. established to monitor and undertake research into the effects of
uranium mining on the envi t and inhabi of the Alligator Rivers Region
of Kakadu National Park in the Northern Territory.

Outlays in 1989-90 show a real increase of about 7% reflecting the one-off costs
ofa ber of minor proj and i for running costs and capital works
and services. Outlays are expected to fall in real terms in 1990-91, following the
completion of the Office’s current capital works program. Thereafter, they are
maintained in real terms.

Other Pollution Abatement and Control

Financial assistance is provided to the States to support rainforest conservation
programs and to various international bodies concerned with environment and
conservation issues. The outlays also include the National Tree Program, mine
rehabilitation costs and the administrative costs of assessing the environmental and
resource impact of development proposals in which the Commonwealth has an
interest.

With the rollover of unspent funds under the National Rainforest Conservation
Program, the proposed workload for the Resource Assessment Commission and the
extension of the National Tree Program to include the Billion Trees initiative ($4m
in both 1989-90 and 1990-91), 1989-90 outlays under this heading are expected to
more than double in real terms.
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FURTHER REFERENCES
Annual reports, particularly those of the Departments of Community Services and
Health; Veterans’ Affairs; Arts, Sport, the Environment, Tourism and Territories;
Immigration; Local Government and Ethnic Affairs; and the annual reports of the

Housing Assistance Act 1984, the First Home Owners Scheme and the Office of
the Supervising Scientist

Budget Paper No 4, C Ith Fi jal Rel
Government 1989-90

Budget Paper No 3, Portfolio Program Estimates 1989-90
Economic Statement, April 1989

Environment Statement, July 1989

Porifolio Explanatory Notes (Budget Related Paper No 8} for the above depart-
ments ’

with other levels of
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6. CULTURE AND RECREATION

OVERVIEW

1988-89 1989-90°1990-91 1991-92 1992-93

Actual : ‘Budget
6.1 Broadcasting $m 6071 6630 6959 7375 7485
% 08 p2 50 60 1.5
8.2 Nationat Collactions $sm  97.6 7 107.5 985 1004
% 20 . 101 . -8.3 1.9
63 Arte and Culture $m 2971 20100 2185 2196 1426
% -28 823 87 05  -as1
84 Youth, Spotand Recreation  $m 362 602 675 676 728
% -13.8 = 661 122 - 78
6.5 National Estate and Parks m 39.9 493 50.0 46.4 48.6
% 170 . 288 1.3 -72 4.8
TOTAL sm 1077.9 10809 1139.4 1169.6 1113.0
% 2.0 . 0.3 54 27 —~4.8

The Budget and forward estimates do not include any allowance for Commonwealth
sector wage and salary increases after the Budget in each year. An allowance for
such i is included in 9C. Conti 'y Reserve,

» Total outlays for 1989-90 on Culture and Recreation ($1080.9m)
are expected to increase slightly on the 1988-89 outcome and
to stay within a range of $1.1-1.2 billion over the forward years.
The overall increase of only 0.3% in 1989-90 and subsequent
relative stability in the forward estimates masks a number of
significant increases in some sub-functions arising from deci-
sions taken in the 1988-89 and 1989-90 Budgets. Increased
funding has been provided which:

— maintains 1989-90 Budget funding for the Australian Broad-
casting Corporation and Special Broadcasting Service at the
same: real level as provided in. 1988-89 (§26.6m);.

~ expands and upgrades national transmitting stations (an in-
crease of $20.3m in 1989-90);

— extends Special Broadcasting Service television transmissions
to a number of Australian regions over a period of seven
years (a total of $21.2m is available from 1990-91 for capital
purposes);
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~ implements a number of infrastructure proposals arising from
the Review of the National Library of Australia ($2.8m in
1989-90);

~ expands assistance to sport by $16.3m in 1989-90 ($27.6m
in 1990-91); and

— funds a number of environmental initiatives in the world
heritage areas which were announced in the Environment
Statement of July 1989 ($1.6m in 1989-90 and $1.8m in
1990-91).

CHART 1. CULTURE AND RECREATION

Proportion of Total Qutlays and Funetion

1989-90
VIIII{A Youth,Sport & Rec--5.6%
:: SSArts & Culture--18.6%
NN f-Nationai Collections--9.9%
98.8% 12% '
Broadcasting..61.3%
Nat Estates & Parks--4.6%
Total Qutlays Culture

And Recreation

¢ These increases have been offset by new funding arrangements
for the ACT (—$42.6m), completion of the Bicentennial cele-
brations (—$27.4m) and Expo ‘88 (—$2.0m), and reduced
outlays to the Film Finance Corporation for assistance to the
film industry (—$15.2m) because of a significant carryover
from last financial year of funds provided to the Corporation,
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PURPOSE
The Commonwealth supports a range of actwnm to mform, to educate and to

promote & better understanding and apprec of ional and
conservation-related values which are important to Australian society. The programis
in this function also aim to ge greater i and participation by the

community in these activities.

NATURE OF CULTURE AND RECREATION OUTLAYS

Outlays under this function are largely by way of direct payments by Common-
wealth agencies, Other avenues of support include some payments to the States and
Territories (shown in Budget Paper No 4, Commonwealth Financial Relations with
other levels of Government 1989-90) and taxation expenditures.

Funding for broadcasting represents about 60% of Culture and Recreation
outlays for 1989-90, primarily to meet the operating and capital costs of the
Australian Broadcasting Corporation (ABC) and Special Broadcasting Service (SBS).
Other activities under this function include:

. A lia’s cultural heritage through such bodies as the National
lerary, Nauonal Gallery and the Australian War Memorial;

» direct financial assistance. for the arts and other cultural activities, including
assistance for film industry development through the Film Finance Corporation
and grants from the Australia Council to performing arts companies and
individuals (assistance for the film industry is also available through the
Division 10BA tax concession for investments in new films);

« assistance to sport and, to a lesser extent, youth and recreation activities; and

« the operations of a number of statutory authorities which manage and protect
the world heritage areas of Uluru and Kakadu National Parks and the Great
Barrier Reef.

TRENDS IN CULTURE AND RECREATION OUTLAYS

Even though major changes have occurred in the nature and scope of the
Commonwealth's support for culture and recreation, the movement in overall
outlays has been dominated by changes in the largest of the functi
broadcasting.

P
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CHART 2. TRENDS IN REAL BROADCASTING OUTLAYS
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Outlays for broadcasting have generally grown strongly during the 1980s. (1989-
90 outlays are about 28% higher in real terms than they were in 1980-81, see Chart
2). Broadcasting outlays peaked in 1985-86 after a program of cxpansxon and
refurbishment of capital facilities (the H d and C y Sat-
cllite Service, improved accommodation for the Australian Broadcasting Corporation
and expansion of the Special Broadcasting Service to all State capitals).

Since 1987-88, total outlays on broadcasting have been relatively in
real terms, not varying more than about 2%, and this trend is expected to continue
for the next four years. However capital investment on national transmitters is
showing significant real growth with funding rising from $20.8m in 1988-89 to a
peak of $59.7m in 1991-92 (see Chart 3).

CHART 3. OUTLAYS ON NATIONAL
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Any trend for the remamder of the function is masked by major one-off effects,

luding the Bi i i and the removal of ACT outlays items
following self-government. Assistance for sport will, however, experience strong
growth in the forward years following a period of real decline since the peak in
1985-86 iated with the defi of the America’s Cup.

1988-89 OUTCOME

Outlays under this function in 1988-89 were about $16m (or about 1.4%) lower
than the Budget mtimgtcs However, there were significant variations between

estimates and ,within the sub-functions includi
« delays in fitting olifthe premises of the Australian Natlonal Maritime Museum
(~$5.5m);

» lower outlays on ACT culture and recreational activities, principally reflecting
the advent of self-government (-$10.3m); and

« a capital injection of $10m. into Film Australia Pty Ltd to put it on a more
commercial footing so that a full range of future options for private sector
participation in its activities can be explored realistically.

6.1 BROADCASTING

1988-89 1988-80::1990-91 1991-92 1992-93

6.1 Actual ;:Budget :Estimate
Austraiian Broadcasting m 4 5167 537.6
Corporation % 4.0 4.0
Special Broadcasting Service $m 64.3 67.2
% 4.1 44
National Transmitting Facilities  $m 136.4 123.0
% 164 -9.8
Regulation of the m 9.6 10.0
Broadcasting Industry % 42 4.3
Planning of Broadcasting $m 10.5 10.9
. % 3.3 3.5
TOTAL $m 737.5 7485
% 8.0 1.5

Broadcasting is the principal area of Commonwealth outlays on culture and
recreation, especially through the Australian Broadcasting Corporation and the
Special Broadcasting Service. Two discussion papers on the future of the ABC and
SBS were released in 1988 as part of the Review of National Broadcasting Policy.
The Government has since decided that the SBS should be established as an
independent corporation with its own charter. However, a number of other issues
has yet. to be resolved, including the future role and functions of the ABC and
consideration of future administrative and transmission arrangements for the ABC's
Radio Australia.
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Australian Broadcasting Corporation

The ABC's operations include four domestic radio networks, a national television
network and an overseas radio service, Radio Australia. It also markets books,
records and other merchandise through ABC shops and franchise outlets. Following
the release of the 1988 discussion paper, the Government in consultation with the
States decided that, for the present, the ABC should retain control of its orchestras
under existing funding arrangements.

The ABC will receive appropriations totalling $473.6m in 1989-90, which is the
second year of the three year period of guaranteed funding for the organisation.
The Government has recently reaffirmed its commitment to guaranteed funding for
the period to 1990-91, and has undertaken to provide the necessary supplementation
to maintain the ABC’s real level of C Ith funding. The ABC prop to
direct $460.7m of its 1989-90 Budget allocation to domestic radio, television and
orchestral activities; $445.4m is for operational outlays and $15.3m. for capital
outlays. $12.9m of the appropriation has been allocated to Radio Australia.

ABC receipts in 1988-89 totalled $54.0m (an increase of $11.9m over the 1988-
89 estimate). In 1989-90 the ABC expects that its receipts will further increase to
$65.5m. As part of the Government's three year funding guarantec the ABC is
permitted to retain 100% of these receipts for its own use.

Adding receipts of $65.5m from its orchestral, sales and other activities-and a
$5.5m opening cash balance to the ABC’s appropriation of $473.6m, results in total
ABC resources (excluding those funded by borrowings and major asset sales) of
$544.6m. This represents an increase of 8.6% over the resources available to the
ABC in 1988-89.

In addition, during 1988-89 the Australian Broadcasting Corporation Act 1983
was amended to provide the ABC with borrowing powers. The ABC was subse-
quently allotted gross borrowing approvals of $29m in 1988-89 and $67.4m in 1989-
90. The ABC intends using these funds to construct new accommodation for its
domestic radio and orchestral activities in Sydney and Melbourne. The borrowings
are to be repaid by operational savings (eg rent) resulting from the move to new
accommodation.

Special Broadcasting Service

The SBS currently operates multilingual radio stations 2EA in Sydney and 3EA
in Melbourne and a multicultural television service in the six State capitals,
Canberra and some regional centres. As announced by the Prime Minister, the
Government’s National Agenda for a Multicultural Australia includes' provision for
SBS television to be extended to a further nine regional areas during the 1990s (see
National Transmitting Facilities).

‘The SBS will receive an appropriation of $59.0m in. 1989-90, which is the second
year of the Government's three year period of guaranteed funding for the SBS.
This appropriation will be augmented by estimated receipts of $3.7m and an opening
cash balance of $2.1m.

The estimated receipts for 1989-90 represent an increase of $1.3m over the
1988-89 outcome: following approval by the Minister for Transport and Communi-
cations for the SBS to accept sponsorship activities for the test pattern and World
Cup soccer series.
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National Transmitting Facilities

The Commonwealth provides, operates and maintains the transmitting facilities
used for radio and television services by the ABC. This work is carried out by
Telecom as an agent for the Commonwealth.

The SBS pays for the operation and maintenance of its own transmitters,
although new transmitters and associated services required: by the SBS are provided
and installed by Telecom under contract to the Commonwealth.

Some national transmitting station sites are shared with commercial broadcasters
or other users who contribute towards the cost of services provided to them.
Offsetting receipts from this source are estimated at $1.7m in 1989-90.

In 1989-90 $70.0m has been allocated to operations and maintenance outlays
and $41.1m to capital outlays.

As part of its National Agenda for a Multicultural Australia, the Government
has also announced a seven year capital program ($21.2m), commencing in
1990-91, to extend SBS television transmission to the La Trobe Valley, Ballarat,
Bendigo, Cairns, Darwin, Townsville, the Spencer Gulf, North Eastern Tasmania
and the Darling Downs. Funds will also be provided to the SBS to meet associated
operating costs, and to the Department of Transport and Communications to plan
the introduction of the program.

The Government has decided to provide $im in 1989-90 to replace switching
equipment at Radio Australia’s Shepparton transmitting station, and $0.25m in
1990-91 for a consultant to be engaged to identify the best means of meeting Radio
Australia’s transmission. needs.

Chart 3 shows the level of funding for National Transmitting Facilities since
1979-80 in real terms. The significant increase in capital outlays during the period
1989-90 to 1992-93 mainly refl the cc of a $9m a year capital

pl program; i d activity on works associated with the Government’s
equalisation initiative; relocation of the ABC's Gore Hill transmitting tower; and
extension of the SBS television network. The reduction in 1992-93 reflects the
winding down of outlays on equalisation and the completion of the Gore Hill tower
relocation.

Operation and maintenance outlays were relatively constant during the period
1979-80 to 1987-88. The projected increase in outlays from 1989-90 onwards mainly
reflects the revised treatment of superannuation costs attributable to Telecom staff.

Regulation of the Broadcasting Industry

The Australian Broadcasting Tribunal (ABT) is responsible under the Broad-
casting Act 1942 for overall control of commercial and public radio services and
commercial television services in Australia, including the granting and renewal of
radio and television broadcasting licences and determining appropriate program and
advertising standards.

The decrease to $8.5m in 1989-90 mainly reflects one-off' expenditure in
1988-89 on the relocation of the ABT’s Melbourne head office elements to its
Sydney office and the winding down of the inquiry into violence on television. The
reduction has been partially offset by additional resources ($1.1m in 1989-90) to
the ABT to meet workload increases.
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A fuller examination of ABT resource requirements will take place following
the current review of the Broadcasting Act 1942 and consideration of the report
on the ABT’s role and functions by the House of Representatives Standing Com-
mittee on Transport, Communication and Infrastructure.

Planning of Broadcasting

Departmental advice is provided to the Minister for Transport and Communi-
cations on planning of the broadcasting system in Australia and the development of
policies for equitable access to radio and television services.

The Public Broadcasting Foundation (PBF) will receive $1.9m for distribution
to public broadcasting stations throughout Australia, and to help meet the admin-
istrative expenses of the PBF.

Radio for the Print Handicapped (RPH) will be provided with $0.2m in
1989-90. In addition, RPH operators in the mainland State capital cities will each
be permitted to use AM transmission facilities under Stage 1 of the Government’s
National Metropolitan Radio Plan.

6.2 NATIONAL COLLECTIONS

1988-89 1989-90 1990-91 1991-92 1992-93
6.2 Actual _Budgel {

Libraries $m 282 &7 32.2 30.7 320

% 0.5 9.8 ~4.5 ~8 42

Gallerios sm 174 188. 212 200 196

% 02 -.78 13.0 -57 -1.7

Museums and Archives $m 52.0 54,9 54.0 47.9 487

% -163 &7 -1.8 ~11.4 1.9

TOTAL sm 97.6 " 107.4 107.5 985 100.4

% -8.0 o . -2.3 1.9

The Commonwealth has established a number of bodies to manage and preserve
the nation’s collection of art, literature and other cultural heritage. The operating
and capital costs of the institutions are included. in this sub-function. Most of the
institutions are also encouraged to raise from non-government sources.

The 2% real growth in outlays over the past decade has been influenced by a
number of capital projects, particularly the construction at Darling Harbour, Sydney
of the Australian National Maritime Museum (NMM). The completion of the
building phase in 1987-88 led to a sharp fall in outlays in the following year and
further declines (15% in real terms) over the forward years are expected once the
NMM?s fit-out program and remedial work on the Australian National Gallery’s
roof are completed.
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Libraries

In 1989-90 the Commonwealth has allocated an extra $2.8m (to be repaid to
the Budget over about five years) to the National Library of Australia for infra-
structure works which will raise its revenue raising capacity. The Library’s Budget
provision ($33.7m) also reflects the capital costs of fire protection measures com-
menced in 1988-89. After these one-off increases, outlays over the forward years
are estimated to fall to $32.0m in 1992-93 (about 6% less in real terms than in
1988-89).

Galleries

Outlays in 1989-90 for the Australian National Gallery are estimated. to increase
by $1.3m to $18.8m. With the remedial work on the roof due to commence this
year, outlays will increase further in 1990-91 before declining to $19.6m in 1992-93
(7% less in real terms than in 1988-89).

Museums and Archives

Outlays in 1989-90 and the forward years are to. decline in real terms by about
22%. This reflects the completion of capital works programs in 1988-89 for a
number of collecting institutions and revenue (estimated at $3.0m in 1990-91) to
be generated from the operation of the NMM. These reductions have been partly
offset by:
¢ the allocation of an additional $1m in 1989-90 (and $0.9m in each of the
following three years) to the National Museum of Australia for maintenance
and preservation of the national historical collection;, and
* the provision of a further $1.5m in 1989-90 (and $im for each of the following
three years) to the National Film and Sound Archive to continue the program
to preserve nitrate based films and sound recordings.

6.3 ARTS AND CULTURE

1988-89 1969-90 1990-91 1991-92 1992-93

6.3 Actual :‘Budget E: Esti Esti
Assistance to the Film $m 1014 " 3 935 90.6 11.5
Industry % na. 21.8 -3.1 -87.3
Assivance to the Arts $n 634 . 84 676 708 737
% 40 - ‘0 7 40
Other Culture and Recreation  $m 432 7 136 14.9 14.9 127
% 88 w5 04 04 -150
Aboriginal Heritage Culture m 20.2 19.9. 17.9 18.6 19.3
and Recreation % 853 47 -3 4.0 4.0
Administration sm 688 - 26 247 246 254
% -10.8 -3 0.2 3.0
TOTAL $m  207.1 2185 2196 1426
% -2.8 [X4 05 =351
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The C Ith provides financial assi ina ber of ways for the
arts and other cultural activities. Most of the outlays comprise assistance for film
industry development through the Film Finance Corporation and grants from the
Australia Council to performing arts companics and-individuals.

The sub-function also includes the program and policy support costs incurred'
by the Department of the Arts, Sport, the Environment, Tourism and Territories
and outlays for special cultural events,

From 1989-90, the estimates no longer include expenditures on culture and
recreational activities in the ACT. This and the onc-off nature of many large
expenditures in this area make the identification of underlying trends very difficult.

Assistance to the Film Industry

Outlays in 1989-90 for the Australian Film Finance Corporation to assist
Australian film and television production will be reduced following the decision
noted in the Economic Statement, April 1989 to offset the large carryover of
unspent funds from 1988-89 by deferring $20m of the Corporation’s proposed
expenditure in 1989-90 to later years. Nevertheless; program outlays available to
the Corporation will amount to $102.4m in 1989-90, compared to $22.4m expended
in 1988-89.

Outlays under this heading for 1989-90 also include $5.9m for Film Australia
Pty Ltd to produce national interest progt under a three-year agr t with
the Commonwealth which ends in 1990-91. Following a capital injection of $10m
in 1988-89, the company'is to purchase its existing Lindficld site from the. Com-
monwealth early in 1989-90 and also to examine various options relating to possible:
greater involvement by the private sector in the affairs of Film Australia in future—
ranging from the hire of its facilities to sponsorship of particular films, assistance
with its marketing activities, and perhaps eventual disposal by the Commonwealth
of part or all of its equity in the company as a going concern.

Outlays will drop sharply in 1992-93 largely t current ar with
respect to assistance to the film industry are to be completed and reviewed at the
end of 1991-92.

Assistance to the Arts

Funding for the Australia Council’s grants program and running costs are to be
maintained in real terms.over the forward years. However, the Council will now be
required to increase the allocation made to the Australian Opera (by $1.0m a year).
To phase in the impact of this on other recipients, an additional one-off $0.5m is
therefore being provided to the Council in 1989-90, ieading to overall funds in that
year of $61.3m.

Other Culture and Recreation
A reduction of $29.6m in 1989-90 will refiect the letion of the Bi ial

celebrations and. the winding up of the Australian Bice;uennial Authority. These
reductions have been partially offset by additional funding for multicultural affairs

programs arising from the National Agenda for a Multicultural Australia.
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6.4 YOUTH, SPORT AND RECREATION

1988-89 '1969-80.:1990-91 1991-92 1992-93

6.4 Actual :-Bikiget:Estimate Estimate Estimate
Assistance to Sports $m 27.6 i 547 58.4 63.6

% 08 274 os 28

Youth and Recreation $m 8.7 129 9.2 8.3

% 305 -255  -288 1.1

TOTAL $m 36.2 67.5 67.6 72.8

% 138 122 . 78

The C ith provides fi ial assi to ge interest and

participation in sport and. recreational activities by the community, including the
nation’s young people, Grants are made to the States, local government, community
groups and individuals to improve and build sporting and recreational facilities and
undertake special youth-related and other projects,

The Australian Sports.Commission. (now incorporating the Institute of Sport)
has also been: established to facilitate. the pursuit of excellence in sport and sports
development.

Over the past.decade: outlays under this sub-function increased.in real terms by
about 59%. They peaked m 1984-85 and 1985-86 following a number of initiatives
in sports devel grams, to .develop international standard, sport-
ing facilities and the defence of the America’s Cup. Since then, outlays have declined
in real terms as capital works programs have been completed.

Following the decision in this: Budget to provide more sports funding, annual
outlays are now estimated to rise. to $63.6m in 1992-93, a real increase of about
91% on 1988-89.

‘Outlays. in 1989-90 for the sub-function will increase, in real terms, by more
than- 56% to’'$60.2m on account of:

¢ $16.3m additional assistance for development of sport; and
* a carry-over from 1988-89 of unspent funds ($3.8m) under the Community
Recreation and Sporting Facilities Program. This was announced last year to

provide assistance to local authorities and community groups but negotiations
and assessments of requests took longer than expected.
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6.5 NATIONAL ESTATE AND PARKS

990-91 1991-92 1892-93

6.5 Estimate Estimate
Parks And Wildtife m 35.0 323 33.6

% -0.3 -78 4.1

Nationa! Estate And Heritsge sm 15.0 141 15.0

% 53 -5.0 o6

TOTAL $m 49 §0.0 46.4 486

% 296 . 1.3 ~7.2 48

The Commonwealth has established a number of statutory bodies and entered
into arrangements with the States to implement policies to protect and manage
world heritage and national estate areas.

The Australian National Parks and Wildlife Service and the Great Barrier Reef
Marine Park Authority are Cc wealth agenci ible for protecting and
managing the Uluru and Kakadu National Parks in the Northern Temtory and the
Great Barrier Reef respectively. Day-to-day management is performed in co-opera-
tion and consultation with the State and Territory Governments. The operating

costs of these ies are to be maintained in real terms over the forward years,
Over the last decade, outlays for the sub-functlon have more than doubled in
real terms, reflecting the C Ith ponsibility for.

Kakadu and Uluru National Parks and greater resources allocated to the day-to-
day management of the Great Barricr Reef.

Strong real growth is set to continue in 1989-90 mainly reflecting increased
capital outlays in world heritage areas (including $2.5m for the Ayers Rock—Olgas
Road project), new funding arrangements for the proposed new world heritage area
in Tasmania ($2.8m), and the full year effect of additional staff and administrative
resources for the Australian Heritage Commission ($1.7m). However, in 1990-91
(and again in 1991-92) outlays are expected to fall in real terms following the
completion of several major capital works and other projects undertaken by the
Australian National Parks and Wildlife Service.
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Arts and Culture:
Australia Council
Australian Bicentennial Authority
Australian Film Commission
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Office of the Australian War Graves
Youth Sport and Recreation:
Australian Institute of Sport
Australian Sports Commission
National Estate and Parks:
Australian Heritage Commission
Australian National Parks and Wildlife Service
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ECONOMIC SERVICES
7A. TRANSPORT AND COMMUNICATION

OVERVIEW

7A.1 Communication
7A.2 Alr Transport

7A3 Land Transport
7A.4 SeaTransport
7A.5 Other Transport and

Communication
TOTAL

282828282928

The Budget and forward estimates do not include any allowance for Commonwealth
sector wage and salary increases after the Budget in each year. An allowance for
such i is included in 9C. Cont 'y Reserve
¢ Total outlays on Transport and Communication are expected to
decrease by $169m in 1989-90 or 159 in real terms. Successive
further declines are expected in each of the forward estimate
years, producing a cumulative fall of 28%; in real terms over
the Budget and forward years.

The major factor contributing to the expected net decrease of
$169m in 1989-90 is the repayment by Telecom of $326m of
its outstanding Commonwealth loans. Telecom debt repayment
remains a major influence on outlays in each year of the
forward estimates.

Budget measures have added $130m to outlays in 1989-90 and

$59m in 1990-91. These measures include:

— the decision to acquire in 1989-90 the balance of land re-
quired for the second Sydney airport at Badgerys Creek,
upgrade associated roads and proceed with initial design work
for the sirport ($69m);
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— financial assistance in 1989-90 for the Civil Aviation Author-
ity to undertake aircraft noise regulation and curfew enforce-
ment ($1.5m); and

~ the new waterfront and shipping reform initiatives announced
on 1 June 1989 ($55m in 1989.90 rising to $69m by
1991-92),
* Other significant increases in outlays include:

~ land transport outlays ($61m or 5% in 1989-90, $65m in
1990-91), mainly resulting from the indexation to the non-
farm GDP deflator of funding under the Australian Centen-
nial Roads Development Program; and

— an increase in the total taxable grants payable under the
Ships (Capital Grants Act) 1987 (310m),

* The annual real declines evident in the forward estimates result
from three main factors: the assumption that Telecom will
continue to make loan repayments of $326m a year throughout
the period; the major elements of the waterfront and shipping
reforms expire in 1991-92; and the forward estimates for road

grants for 1991-92 and 1992-93 assume the same nominal level
of funding as in 1990-91,

CHART 1. TRANSPORT AND COMMUNICATION

Proportion of Total Outlays and Function
1989-90

EREg-Other 0.08%
-Air Transport 0.26%
IR
(R
98.2%

-Land Transport 1.62%

-Sea Transport 0.19%
ommunic’n -0.34%

Totai Outlays Transport and

Communication
* Transport and Communication outlays comprise 1.8% of total
budget outlays in 1989-90, compared with 2.1% in 1988-89, On

the basis of the forward estimates the proportion is estimated
to decline to 1.5% by 1992-93.
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PURPOSE

The Commonwealth seeks to provide the infrgstmcture and re’gulatory fra:fw-
work necessary to promote eﬂicie}rln and cost eﬂ‘u.:twe :::tsp:;:tmz:r;ctl z?r?}:ug‘::;:!
ices. Improved efficiency in this sector is an importan
:::;:S policgs to promote restructuring aqd §ustaxned hlgh.l‘gt.&.ﬁ of g::w:l:a::” th;
Australian economy. The States also have sngmﬁcan.t responsnblll.nes in | :h o :!c;
sector. In many areas, the C “:: works in P »yn . me.emies,
eg in road transport matters, in providing infrastructure and promoting effici 3

NATURE OF TRANSPORT AND COMMUNICATION OUTLAYS
A disaggregation of outlays by sector is shown in Chart 2.

CHART 2. TRANSPORT AND COMMUNICATION
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is di d specific purpose
By far the largest category of outlays is direct grants an I
paymyents to the States and local government. The bulk of these outlays is for road
maintenance and. construction ($1333m). Over the years, h.owever, the: Comn:non-
wealth has provided grants for a wide range of transport mfrast:uciure projects,
ranging from railway line upgrading through to for State proj
Another major category is operational and infrastructure outlays rel?teq to
various services provided by the Department of Transpox:t and Comm.umquons
such as maritime communications, marinc navigational aids and certain airport
facilities. )
A relatively modest amount of outlays relates to regulatory functions su‘ch_as
1 fcation: n
transport safety, radio frequency re and om g "
perfopr:led by ti':e Department of port and C and other organ
isations such as the Civil Aviation Authority and the Australian Telecommunica-
tions Authority.
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The function also includes the pay and repay of ad and loans
between the budget sector and government business enterprises (GBEs) operating
outside the budget which provide transport and communication services (cg Tele-
com, Australian National Railways). These transactions can vary markedly from
one year to another.

TRENDS IN TRANSPORT AND COMMUNICATION OUTLAYS

CHART 3. TRANSPORT AND COMMUNICATION
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After rapid increases early this decade, mainly reflecting the introduction of the
Australian Bi ial Road Develop Program, the trend in total Transport
and Communication outlays since 1984-85 has been one. of steady decline (see
chart 3), although some levelling out is expected in real terms over the period of
the forward estimates. As'a p ge of total C Ith outlays, Transport
and Communication outlays follow a similar trend rising from 2.6% in 1979-80 to
3.7% in 1982-83 and then declining steadily to 2.1% in 1988-89. The decline is
projected to continue during the forward estimates period, with. Transport and
Communication outlays representing 1.5% of the forward estimate for total outlays
in 1992-93,

The trend in communication outlays. over the past decade has been dominated
by periodic repay of outstanding C: wealth loans by Telecom and
Australia Post. Debt repayments by these two GBEs will total $3.3b over the next
decade. It has been assumed that the magnitude of these annual debt repayments
will remain constant in nominal terms over the forward estimates period.
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During the decade to 1988-89 the purpose of air transport outlays changed
considerably. Prior to January 1988 they primarily represented the costs of providing
and operating all major air transport infrastructure in Australia. However, establish-
ment of the Federal Airports Corporation (FAC) and the Civil Aviation Authority
(CAA) has significantly reduced budget outlays to amounts needed. for the smaller
airports under management of the Department of Transport and Communications
(currently 40), Aerodrome Local Ownership Plan airports, and payments to the
CAA for administering aviation safety standards and airport noise regulations.

Following the significant level of spending at the beginning of this decade, which
was dominated by infrastructure investment, air transport outlays have declined
steadily since. 1982-83. The forward estimates exhibit a steady-state for outlays since
the major infrastructure investments are now undertaken off-budget by the FAC
and CAA. The movement of these outlays off-budget has reduced the trend growth
rate of real Transport and Communication budget outlays by up to 12 percentage
points to —8%.

During the decade to 1988-89, outlays on surface transport have declined by
9% in real terms. While outlays on roads have increased by 5% in real terms,
outlays on rail transport (primarily on subsidies and loans) have declined, particu-
larly over the last four years after a peak in 1984-85, Sea Transport outlays have
fluctuated significantly over the decade largely as a result of changes in the capital
structure of the Australian Shipping Commission (ANL). They are likely to increase
substantially for the next few years reflecting the introduction of the waterfront
and shipping reform packages.

1988-89 OUTCOME

The major reasons for the slightly higher than expected outcome under this
function (up $14m or 0.8%) include:

« a higher than budgeted payment to the CAA ($18m) to cover the Common-

wealth’s contribution for search and rescue costs; the cost of development and
ing safety ds; and the shortfall in recoveries of the cost of

implementing safety standards following a review of the cost of these activities
(the Budget estimate was a provisional sum only);,

 larger than expected grants under the Aerodrome Local Ownership Plan after
reaching agreement to transfer Mackay, Kalgoorlic, Mount Gambier and
Camooweal airports. to local authorities ($14m); and

 larger than expected payments under the Tasmanian Freight Equalisation
Scheme ($6m).

These increases were partially offset by:

» lower outlays on road transport in the ACT after the commencement of self-
government which resulted in these outlays moving off budget ($13m); and

» a change in policy in relation to the Pipeline Authority, which from 1988-89
will borrow off-budget rather than seek advances. from the Commonwealth to
meet shortfalls between the Authority's ipts and its pay (including
repayments of previous Commonwealth loans) ($5m).
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7A.1 COMMUNICATION

1988-89 : 1990-91 1991-92 1992-93
7A1 Actual Estimate Estimate
Policy and Administration $m 17.2 16.9 17.6
% -29.1 -1.3 38
Telecommunications Regulation $m 4.3 4.4 4.4
% =-23.7 1.3 13
Repayment of Advances $m -3264 -3264 -3264
% - - -
TOTAL $m -304.9 -305.1 -304.4
%

28 0.1 -02

Commonwealth activity in the communication area is directed towards:

 promoting a diverse, high quality and efficient broadcasting and radio-
communications industry;

* ensuring consumers have equitable access to a comprehensive range of broad-
casting services through developing appropriate broadcasting policies and im-
plementation programs;

» ensuring efficient and equitable access to transmission media through planning
and regulation of the electromagnetic spectrum and other means of informa-
tion transmission;

. obtaini{lg international agreement on frequency allocation and positions in the
geostationary orbit favourable to Australia, and technical standards which
encourage growth in industry while enhancing the spectrum as a resource; and

.e g afid ing C Ith transmitting facilities for broadcast-
ing and radio-communication services in a manner which provides the maxi-
mum cost-effective. use.

Policy and Administration

These outlays are largely for the planning and monitoring which the Department
of Transport and Communications conducts in relation to the use of the radio
frequency spectrum for private, commercial and public radio-communications pur-
poses. Outlays are expected to fall over the forward years as capital expenditure to

eq is pleted. Outlays on radio frequency management
have largely remained constant over the past decade with minor variations reflecting
the increasing number and variety of users of the spectrum and the effects of the
variation in. the value of the $A on both eq purct and
Australia’s contributions to the International Telecommumcauons Union and the
Asia Pacific Telecommunity,
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These outlays are for the establishment and ongoing costs of the Australian
Telecommunications Authority (AUSTEL) which commenced operations on 1 July
1989. AUSTEL was established as an independent industry r as part of the
reform of the policy envxronment of the teleoommumcatlons industry which was

d in the E St May 1988, AUSTEL will administer specific
regulations consistent with the Government’s overall telecommunications policy. Its
role will be to achieve goals relating to customer services, monopoly enterprise
efficiency and accountability, technical compatibility and inter-operability, fair and
efficient competition, and consumer protection. AUSTEL will recover part of its
costs through fees and charges levied on users of its services.

Repayment of Advances

This item dominates and will continue to dominate the functional outlays profile,
and provides for the repayment of Government capital advances by the Australian
Telecommunications Corporation (Telecom), the Australian Postal Corporation
(Australia Post), OTC Limited and AUSSAT Pty Ltd. All of these bodies operate
outside the budget sector.

In May 1988 the Minister for Transport and Ci ication: d reform
of the regulatory environment for telecommunications and the general reform of
the communication GBEs. These reforms involved increased competition in provid-
ing communications services and changed corporate and financial structures, new
planning and accountability mechanisms, and the focus on strategic government
controls coupled with the removal of day to day controls over the GBEs.

The major impact on outlays of these changes over the next 10 years relates to
the new financial structure of Telecom. The progressive repayment of about $3.3b
of existing Commonwealth loans to Telecom, as this debt is replaced with private
sector borrowings, will be a significant offset within communication outlays. The
remaining 25% of Telecom’s existing Commonwealth debt has been converted to
equity. Telecom and Australia Post will paying dividends to the Com-
monwealth from 1989-90 which will at least replace the reduced interest
from both enterprises resulting from the debt conversions (see Statement 4).

P

7A.2 AIR TRANSPORT

1988-89 :198990..1990-91 1991-92 1992-93
7A.2 Actual : Budget-Estimate Estimate
Alrport Adminisiration $m 326 33.3 254
and Aviation Policy % =72.1 23 -23.0
Asrodrome Local Ownership Plan $m 6.9 79 74

% -20.7 40 40

Alr Safety and Search and Rescue $m 80.1 811 821
% -0.6 1.3 1.2

Avgas Excivoe Paid To CAA $m 24.3 245 245
% 1.0 1.0 -

Recoveries $m -8.0 -8.1 -8.1
% L -2.8 02 0.2

TOTAL sm 1633 - 1358 1380 131.3
% -~40.4 ~30.0 1.7 4.9




Commonwealth activity in the air transport area promotes the operation of safe,
efficient and competitive air services within, to and from Australia, Consistent with
that objective, the Government has reformed air transport GBEs to require them
to provide appropriate levels of service while being subject to the discipline of
carning reasonable returns on the Government’s investment of taxpayers’ funds,

Airport Administration and A Policy

Outlays on Airport Administration and Awviation Policy in 1989-90' comprise
running costs and other operating expenses (826.8m), remote air service subsidies
($1m), and sites, buildings and works ($92.5m), with an offsetting payment ($3.6m)
from the FAC for the transfer of Mt Isa, Alice Springs and Tennant Creek airports,
and the civilian areas of Canberra, Darwin and Townsville airports.

Of the funding for sites, buildings and works, $86.lm is earmarked for land

isition and road ding for the second Sydney airport at Badgerys Creek
and $5m is for fees for. design work for the new airport. The remaining $1.4m is
for various projects at small Commonwealth owned airports, Expenditure. on sites,
buildings and works is expected to fall after 1989-90 upon completion of land
acquisition at Badgerys Creck and again after 1991-92 when road upgrading for the
second Sydney airport is expected to be completed. The remaining elements are
estimated to remain at much the same levels. over the forward years.
Aerodrome Local Ownership Plan (ALOP)

The 1989-90 allocation of $9.4m (down $20.9m) is for the ongoing operation of
the' ALOP, of which $8.4m is provided for maintenance grants. for some 277 airports
throughout Australia participating in the plan. The remaining $1m will be spent on
completion of various development projects.

During 1988-89, development grants were made in respect of Mackay ($9.3m),
Kalgoorlie ($4.2m), Mount Gambier (80.3m) and Camooweal ($30000) airports
after agreements were reached for their transfer to the respective local authorities.
Under these revised arrang the C Ith will no-longer have on-going
financial responsibility for these airports, with consequent savings on future opera-
tional and' maintenance costs.

After taking account of these savings, outlays are estimated to be fairly static
over the forward years.

Air Safety and Search and Rescue

The 1989-90 provision of $80.6m consists of $4.6m for the operations of the
Bureau of Air Safety Investigation (BASI) and $76.0m for payments to the CAA.
comprising $74.5m for search and rescue services, and $1.5m for noise regulation
and airport curfew enforcement. The 1989-90 provision (up $5.8m) reflects as
further allocation for safety surveillance owing to industry growth and impending
economic deregulation of domestic aviation ($0.6m), increased prices ($3.7m) and
the new allocation for noise regulation and curfew enforcement ($1.5m). Future
funding arrangements for noise regulation and curfew enforcement will be reviewed
in 1989-90. Outlays are estimated to remain at much the same levels in real terms
over forward years,
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Avgas Excise Paid to Civil Aviation Authority )

Although direct user charges apply to air transport movements at r'najor afrpo_ns,
the cost of ding g 1 aviation aircraft mo at minor airports xs.hn.gh.
Accordingly, as. an alternative to direct charging, excise i§ collected on aviation
gasoline (Avgas) to help meet certain airport and airways infrastructure oosts ;?s
the CAA is responsiblé for the airways system, an equal to app ly
90% of Avgas excise is paid to the CAA.

The forward estimates assume payments at much the same levels as the budget
year.

Recoveries.

Recoveries comprise mainly receipts from landing charges, airport rentals and
business concessions. In 1989-90 they are expected to fall by almost 50% compar.ed
with 1988-89 owing to the transfer to local ownership of Mackay, Kalgoorlie,
Mount Gambier and Camooweal airports and the transfer to the FAC of the 6
airports mentioned previously.

Recoveries are expected to remain relatively stable in the forward years.

Trends

CHART 4. AIR TRANSPORT
(1984-85 prices)
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Interpretation of trends in air transport outlays over the past 10 years has been
complicated by lumpy infrastructure investment (see Chart 4), financing transac-
tions associated with GBEs and the setting up of the CAA and the FAC as
statutory bodies.

Operational Outlays ]
Net operational outlays increased gradually from 1979-80 ’to 198.4-85 d&spn?e
declining levels of industry activity due to the economic recession which ended in
1983-84. During this period, operational outlays increased by.an average of 6% per
year in real terms, while recoveries as a proportion of operational outlays fell from
64% in 1979-80 to 47% in 1983-84.
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Between 1984-85 and 1988-89, h , operational outlays d d in real
terms by an average of 31% per year, against a background of strong: i in
industry activity. The downward trend in net operational outlays was most marked
in 1986-87 when' recoverics as a. proportion of operational outl d in that
year by 12 percentage points to 65% following the introduction. of new landing
charges for all airline aircraft. Indeed, the major factor in reducing aviation outlays
has been, first, the Government’s policy of increasing the level of cost recovery and,
subsequently, the formation of the FAC and CAA which moved the bulk of
operational outlays off-budget. Future operational outlays for the remaining small
airports are estimated to remain fairly stable at 1988-89 levels,

Infrastructure Investment

Investment in air transport infrastructure rose sharply between 1979-80' and
1982-83, levelled out during the next three years to 1985-86-and then fell sharply.

Between 1979-80 and 1982-83 infrastructure investment rose from $19m to
$170m, an average annual increase in real terms of 89%, caused mainly by the
construction of the new Brisbane Airport. This and other projects, such as Perth
Airport’s international terminal, kept investment at a high level until 1985.86.
Infrastructure outlays fell to $32m in 1988-89, with the moving off-budget of
significant infrastructure investment now undertaken by the FAC and the CAA.
These authorities plan over $2.2b in infrastructure investment over the next 10
years. The Government’s decision to acquire the balance of land required for the
second Sydney airport at Badgerys Creek, upgrad iated roads and p d
with initial design work for the airport will raise outlays to $92.5m in 1989-90, after
which outlays will fall to between $9m and $10m per year in 1990-91 and 1991-92.

Airline Financing Transactions

Airline financing transactions had a significant impact on outlays between 1979-
80 and 1985-86. Outlays in 1979-80 and 1980-81 were reduced by $127m as loans
made to the Government-owned aitlines were repaid. By contrast, outlays in 1981-
82 and 1982-83 were increased by capital injections to Qantas of $85m and
Australian Airlines of $115m. Between 1983-84 and 1985-86 airline loan repayments
progressively decreased outlays by an average of 5% a year. There have been no
airline financing transactions since 1985-86 and' none is provided for in the forward
estimates.

7A.3 LAND TRANSPORT

7A.3 imate Estimate Estimate

7A.3.1 Road Transport $m 1457.4 1457.7
% . "

7A.3.2 Rail Transport $m 256 43.9
% ~48 71

7A.3.3 The Pipeline Authority $m -22.1 =221
[ - -

TOTAL $m 1460.9 14795

% -1.4 1.3

Qutlays by the Commonweaith on land transport are to develop l!-.c sector in
ways attuned to national economic and social prioritics, {ncludlng securing safe and
efficient operations and: practices responsive to user req!

7A.3.5 ROAD TRANSPORT

1988-89 1909-90:1990-91 1991-92 1992-93
7A.3.1 Actual : ‘Budgét: Estimate Estimate Estimate
Road Grants sm1217.2 - 1333.2° 1430.8 1430.8 14308
% -22. 9% 73 - -
Interstate Road Transport Charge $m 1 1.2’ 1.2 1.2
% -2. - -
Road Safety and Land $m 7.0 7.0 7.0
Transport Research % a5 - -
Road Transport [n The ACT $m - - -
% na. n.a. na.
Poiicy and Administration $m 8.0 84 8.8
L] 3 35 53 45
TOTAL $m. 1457.0 1457.4 1457.1
% 72 . -

Overwhelmingly outlays for road transport comprise grants (0 the' States, the
NT and the ACT for road construction and maintenance. Relatively minor outlays
include payments for road safety and land transport rescarch and the reimbursement

to the States of registration charges for i te ( ial) vehicl
Road Grants.
The five year Australian C jal Roads Develop (ACRD) Program

1 January 1989, with the overall level of funding gl{aranteed‘ in real
f::n’: T::f f;\90-91. Tl?e, program is funded by 3 part of the excise an.d customs
duty on motor spirit and diesct fuel which is paid into a trust fund. Thl; 5;031{?:1
replaced the Australian Land Transport Program. (ALTP) and the ral
B ial Road Develop: (ABRD) Program.
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CHART 5. ROAD GRANTS BY CATEGORY
1989-90
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Compared to its predecessors, the ACRD Program provides a greater concentra-
tion of funding on roads of economic significance while maintaining local road
funding in real terms and maintaining the total program in real terms. until 1990-
91. Program levels for later years have yet to be determined; the forward estimates
for 1991-92 and 1992-93 assume funding at the same nominal level as for 1990-91.

Charts 5 and 6 show the disposition of grants in 1989-90 by category and State
respectively.

CHART 6. ROAD GRANTS
1989-90

NSW-.32.7%
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Interstate Road Transport Charge

Commonwealth payments to the States under the Interstate Road Transport
Act 1985 and the Interstate Road Transport Charge Act 1985 began on | January
1987. This legislation provides for the registration of vehicles and licensing of

D gaged in i trade and’ ce. The registration charge ensures
that owners of such vehicles contribute to the repair and maintenance costs
associated with the roads they use. Charges under the legislation (classified as
‘Revenue Other Taxes, Fees and Fines’ in Statement 4 Estimates of Revenue 1989-
90) are collected by State and Territory vehicle registration authorities and paid
into a trust fund prior to distribution to the States and Territories for expenditure
on roads,

Road Safety and Land Transport Research

As with previous road grant programs, funds are provided under the ACRD
Program for road safety and land transport research. The Australian Road Research
Board is funded by the Commonwealth and the States to undertake research into
road infrastructure, road transport efficiency and road safety and environment. The
Federal Office of Road Safety conducts research from which national road safety
programs are developed.

Road Transport in the ACT"

From 11 May 1989, ACT own purpose outlays do not form part of Common-
wealth outlays since under self-government the ACT operates outside the Common-
wealth. Public Account. Commonwealth general and specific purpose payments to
the ACT analogous to payments to the States and the NT have been classified to
the appropriate sub-function.

Policy and Administration

The $7.7m for 1989-90, with equivalent real provisions in subsequent years,
represents. the cost incurred by the Department of Transport and Communications
in administering its Land Transport responsibilities.

Trends

There have been significant changes in road funding during the decade. The
introduction of the Roads Grants Act 1980 brought a commitment to expenditure
on upgrading the roads system over the 5 years to 1984-85. In addition, road
transport outlays were substantially increased in 1982-83 with the introduction on
17 August 1982 of the Australian Bicentennial Road Development (ABRD) Pro-.
gram, financed by a fuel excise surcharge earmarked for expenditure under the
program. The aim of the program was to develop sections. of the road system to a
high standard by 1988. Initially, the surcharge was set at 1 cent per litre, increasing
to 2 cents per litre on 1 July 1983 and continuing until the program terminated on
31 December 1988. The Australian Land Transport Program (ALTP), financed by
a share of fuel excise, commenced on 1 July 1985, replacing the Roads Grants
Program. Total outlays on roads remained relatively stable over the next four years
to 1988-89.
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A significant feature of road transport outlays over the past 10 years has been
the major construction phase associated with the National Highway System (NHS).
The level of outlays on the NHS has gradually levelled out since the middle 1980%s,
reflecting the progress made in improving the nation’s major inter-capital links,
With the introduction of the Australian C ial Roads Develoy (ACRD)
Program from 1 January 1989 emphasis has shifted towards maintaining National
Highways and improving roads that are important to Australia’s export and import-
competing industries as. well as tourism. The ACRD Program replaces both the

ABRD Program and the ALTP and guarantees the 1988-89 level of funding in real
terms until 1990-91,

7A.3.2 RAIL TRANSPORT

1990-91 1991-92 1992-93
7A.3.2 Esti Estii Estimate
Australian National Rallways Commission
~ Revenue Supplement $m 51.0 50.0 50.0 50.0
* ~7. -8 - ~[
= Upgrading Grants $m 5.4 14 -18.7 -
% 245 -85.1 na. ~-100.0
- Advances $m 1.9 20 20 8.2
% 208 na, - na.
- Repayment of Advances $m -19 -20 -2.0 -8.2
% 024 na. - na.
Repaymonts From States (Net) ~ $m -7.6 -5.0 -5.6 -6.1
% 8.1 -7.4 13.7 2.5
TOTAL $m 48.8 46.4 25,6 43.9
% 03 ~20.0 —44.8 1423

Australian National Railways Commission {AN).

The continuing decline in AN’s call on the budget for revenue supplementation
to cover its operating losses is offset in 1989-90 by a change in the: timing of cash
payments for workers’ compensation associated with the introduction of COM-
CARE, The underlying trend remains favourable' (Chart 7) with AN's efficiency
and labour productivity continuing to improve as a result of better work and
operational’ practices, in part facilitated by investment in track, rolling stock and
systems upgrading. The 1989-90 revenue supplement of $58.7m includes $35m for
mainland passenger services and $13.8m for the Tasmanian system.
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CHART 7. AUSTRALIAN NATIONAL RAILWAYS
COMMISSION REVENUE SUPPLEMENT
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A further payment of $8m will be made in 1989-90 for the continuing
of 'upgrading the Islington workshops in' SA (the Govemment: decided in 1987 on a
series of i beating ad for this. purpose, totailing $18.7m and repay-
able by 1991-92).
Repayments from States

The remainder of this sub-function comprises repayabl.e advances fn?m the
Cc Ith for rail projects other than in South Australia and Tasmama: ’l:he
item is primarily the repayment of advances from the Comfnonw_realth for mainline
railway upgrading under the National Railway Network .(Fmancml Assistance). 4ct
1979 and rail standardisation between Kalgoorlie, Kwinana and Koolyanobbing
under the Railway Agreement (Western Australia) Act I9f$l . The balance of loans
owing to the Commonwealth at 30 June 1990 for all assistance to the States for
rail projects is expected to be $73.6m. ) )

Repayments of advances for works are some $2.3m less in 1989-90 following
the final repayment in June 1989 of advances to WA made prior to 15 June 1969.
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7A.3.3 THE PIPELINE AUTHORITY

The Pipeline Authority is engaged in the transport of natural gas. by pipeline
from Moomba (SA) to Sydney. other cities in NSW and Canberra. Outlays
represent repayment of previous loans.

7A.4 SEA TRANSPORT

1988-89 1989+90,71990-91 1991-92 1992-93
7A.4 Actual ’-Bixdget ‘Estimate Estimate Esti

Tasmanian Freight Equalisation  $m 44 245 352 35.9 36.6
Scheme % 29 " 20 19
Ship Purchase Grants $m 18.7 23.7
% 231 203

Maritime Services m 56.3 59.2
% 32 8.1

Waterfront Industry Reform. $m 64.5 -
% 168 ~100.0

Shipping Industry Reform m 4.4 -
% ~57.6 ~100.0

TOTAL $m 180.8 119.5
% 56 -33.9

Commonwealth activity in the sea transport area is directed towards:

¢ enhancing the competitiveness of the maritime sector including the efficiency
and reliability of the waterfront;

« encouraging the development of a more efficient and innovative Australian
shipping industry;

e furthering Australia’s interests in international maritime arrangements; and

» providing efficient services to the maritime industry based on the user-pays

principle.
T fan Freight Equalisation Sch
This sch provides assi to shippers of certain non-bulk goods between
Tasmania and the mainland to help alleviate the freight. cost disadvantage they
incur in comparison with mainland States. The esti continuation of

present volumes of cargo moving across Bass Strait and no change to the present
rates of assistance.
Ship Purchase Grants

Under the Ships (Capital Grants) Act 1987 the Commonwealth provides a
taxable grant of 7% of the purchase price of cligible new or second-hand trading
ships. Outlays under the scheme are expected to be $12.9m in 1989-90 (increasing
to $23.7m in 1992-93). The grants are designed to encourage modernisation of the
Australian fleet and are contingent on specified lower crewing levels being achieved..
The scheme was to be wound-up in 1992 but has been extended for a further 5
years as part of the Government’s shipping reform initiatives.
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Maritime Services

The provision of $57.8m in 1989-90 to the Department of Transport and
Communications covers items such as the provision and' maintenance of marine
navigational aids; maintenance of the maritime communications services; oil pollu-
tion control measures; marine search and rescue; and marine survey of vessels. The
costs of maritime services are, in large part, recovered, for example through the
collection. of Light Dues for navigational aids and the Oil Pollution Levy.
Waterfront Industry and Shipping Industry Reforms

On 1 June 1989, the Government announced: initiatives aimed at reforming the

shipping and waterfront industries and the establist of independent authorities

to oversee the detailed develop and impl ion of the reform packages.
The: Government is pursuing reforms in three broad areas of the waterl’ront

industry—fundamental changes to employ ar proved efficiency

of port authorities; and measures to create a more commercial and competitive
environment.

Depending on a satisfactory outcome to negotiations between the Government,
the ACTU, and stevedoring unions and employers, the Government is prepared to
commit up to $154m over 3 years on a $ for § basis with employers towards' the
cost of r d )t retraining, skills audits, and Job-redwlgn
projects. The 1989- 90 uumate for this 3-year program is $37.9m, with $53.5m in
1990-91 and $62.7m in 1991-92,

For the shipping industry, the Government will support a program to reduce
crewing levels to international standards by contributing up to $24m for a voluntary
carly retirement scheme. In addition, half the cost of retraining seafarers to upgrade
their skills will be met by the Government. The 1989-90 estimate for this 3-year
program is $15.4m decreasing to $4.4m by 1991-92.

To assist in the progress to a more efficient shipping industry the Government
also has decided to extend the current fiscal regime for five years from the scheduled
expiry date of 30 June 1992. The 7% taxable grant available under the Ships
(Capital Grants) Act 1987 will now be available until 30 June 1997 in addition to
the extension of the accelerated depreciation provisions to the same date.

7A.5 OTHER TRANSPORT AND COMMUNICATION

1988-89 1989-901990-91 1991-92 1992-93

7A.5
Inter State Commission $m 1.9 1.9
% 32 37
Administration and Other $m 74.9 77.9
Services % 14 3.9
TOTAL $m 76.8 79.8
% 14 3.9
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Inter-State Commission

As announced in the Budget Speech a new Industry Commission (IC) is to be
formed which will inquire into structural adjustment and micro-cconomic reform
policies, including transport matters. As a result all future references. on transport
matters will be sent to the IC rather than the Inter-State Commission (ISC). For
1989-90 $1.7m will be appropriated for the ISC; whilst similar real provisions are
shown against the forward estimates for the ISC, funding in future. will: be appro-
priated to the-new IC.

Administration and Other Services

This item largely consists of corporate support, resource management and
various other departmental running costs for the Department of Transport and
Communications not functionally allocated eclsewhere, In addition, it includes re-
ceipts from provision of various transport services, includi g recoveries associated
with the charter of Departmental vessels. The large decline in 1989-90 refiects a
payment to Victoria of $50m for transport improvements in 1988-89.

FURTHER REFERENCES
Annual report of the Department of Transport and Communications
Annual reports of the relevant Government Business Enterprises viz: Telecom,

Australia Post, OTC, AUSSAT, Qantas, Australian Airlines, FAC, CAA, Austra-
lian National Line (ANL) and AN

4 lian Tel ions Services: A New Framework, 25 May 1988 State-
ment by the Minister for Transport and Communications

Explanatory Notes, 1989-90, Transport and Communications Portfolio. Budget
Related Paper No 8.15

Reform of Skipping and the Waterfront, 1 June 1989 Statement by the Minister
Jor Transport and Communications

Reshaping the Transport and Communications Government Business Enterprises,
25 May 1988 Statement by the Minister for Transport and Communications
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7B. INDUSTRY ASSISTANCE AND DEVELOPMENT

OVERVIEW

1988-89 1969730199091 1991-92 1992-93
Actual ; Biidget .Esti

7B.1 Agricuitural, Forestry $m 300,77 1319.7 1266.2 1153.8
and Fishing Industries % 1.5 4.1 -8.9
78.2 Mining Industry m 615 60.0 62.0
% -89 -25 33
78.3 Manufacturing Sndustry $m 341.0 2823 2505
% 137  -1722  -11.3
78.4 Tourlem Industry $m 37.2 38.7 40.3
% -105 39 40
‘ 7B.6 Assistance to Exporters $m 286.0 162.2 134.4
) % 67 433 -7
78.6 Other Assistance to Industry sm o 35.2 29.2 26.8
% 236 | 82 28 -17.0 -3
TOTAL $m 20309 21139 2080.6 18386 1667.7
% -78 ;. . AT -1.8 -11.8 -9.3
The Budget and forward estimates do not include any alt for C -

wealth sector wage and salary increases after the Budget in each year. An allowance
for such i is included in 9C. Contingency Reserve.

« Total outlays on Industry Assistance and Development increase
by $83m in 1989-90 or 4.1% (a 2.1% decline in real terms).
They are expected to decline in real terms by 30.5% over the
forward estimates period, concentrated particularly in 1991-92,
The major factors contributing to the expected real decrease in
1989-90 include:
~ reduced payments on various bounties ($16.7m) and changes

to the Export Market Development Grants scheme announced

in the 1988 May Economic Statement ($39m); and
— termination of programs such as supplementary dairy market
support ($25.7m), fertiliser subsidies ($16,7m) and the steel
plan ($5.9m).
Major policy initiatives (including those announced before the
Budget) have added a total of $129m in 1989-90 and $372.8m
over the forward years including:
— various environmental measures amnounced by the Prime
Minister in July 1989 ($17.9m in 1989-90, $20.4m in
1990-91);




‘ flect
~ compensation for the Tasmanian forestry industry ($9.6m in * The real reductions expected in the forward years mainly re

1989-90 and $8.6m in 1990-91); the expiry of the 'E;”"MM:::‘“ z'd':ﬁfx::.; (,;t:::t; .::;::t
~ new wheat marketing arrangements ($38.3m in 1989-9¢ and :::dm::d::tlil::g:ec::“ :Iiicl?’pi’oVide the base for estimates
$38.6m in 1990-91); f rural reseirch. '

llections and for funding of rur
~ increases in rates of rural research levies in line with the of _Iev:'ﬁco v::vin initiatives will reduce estimates by $20.8m
objective: of funding rural research. at up-to 0.5% of gross * ?ﬂ;’;s;:o and :;2;8::; by 1990-91. These include:
value of production in each industry. The lead times are such n i Itural machinery bounties announced in the
that the decision will bave no impact in 198990 but will add ~— abolition of agricul tur; m 1 1989 ($17.9m); and
$7.5m to estimates in 1990-91 rising to $19.3m in 1992-93; Economic Sta.tement, pril i.nal‘ ’f nding for rural
~ renewal of the shipbuilding bounty ($25.5m in 1989-90 and - a reduction in estimates for additional funding
$35m in 1990-91); and adjustment ($2.9m).

— & series of measures to assist manufacturing industry includ-
ing investment promotion, a metals based engineering
program and a Vendor Qualification Scheme ($11.2m in
1989-90, $16.7m in 1990-91).

CHART 1. INDUSTRY ASSISTANCE AND DEVELOPMENT
Proportion of Totlayls(y)u 9!;ays and Function

s

Total Outlays
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PURPOSE

The C: calth’s. industry policies' primarily seek to encourage the devel-
opment of internationally competitive industries in Australia—both directly by
promoting structural change and indirectly by facilitating export and research and
development activity.

The Government has announced phased reductions in- tariffs and other forms of
protection with the aim of promoting structural change and allowing resources to
flow to those industries with the best prospects in the international economy. These

[ a range of specific initiatives targeted to particular:

industries, the principal aims of which are:

« in the rural sector, to enhance the quality and long term viability of Australia’s
primary industries’ resource base, through the funding of résearch, rural
adjustment schemes, quarantine and inspection services; to provide a frame-
work for the efficient marketing of primary products; and to assist in smoothing
fluctuations in the incomes of primary producers;

* in the minerals and energy sectors, to p improved productivity, access
to-international markets and higher returns for Australian mineral and energy
exports;

* in the manufacturing and services sectors, to promote innovation and export
competitiveness. by targeting development assistance to key sectors and activi-
ties, providing adjustment assistance to some sectors and encouraging industrial
research and development;

¢ in tourism, to promote overseas awareness of the attractiveness of Australia as
a tourist destination; and

* in export industries generally, to motivate enterprises to increase international
competitiveness and to provide support when they pursue international mar-
keting opportunities,

NATURE OF INDUSTRY ASSISTANCE AND DEVELOPMENT OUTLAYS

Commonwealth assistance to industry via outlays from the budget includes:
bounties and subsidies; price support and adjustment schemes; and contributions to
research and promotion. This function also includes the outlays of some departments
and organisations which service industry, eg the Department of Industry, Technol-
ogy and Commerce, the Department of Primary Industries and Energy, the Bureau
of Mineral Resources, Geology and Geophysics, the Australian Trade Commission
and the Australian Tourist Commission. Such agencies provide a range of services.

to industry either free of charge or at charges which do not fully recover the costs
involved.

As Chart 1 shows, agricultural, forestry and fishing industries account for more
than 60% of outlays under this function. However, a large proportion (70%) of
these outlays reflects the payment to relevant trust accounts and' statutory corpo-
rations of industry contributions through various levies and charges collected by the
Commonwealth on industry’s behalf. These are classified as revenue, a total for
which app in Stat No. 4 Est of Revenue 1989-90 under the
heading—*Other Taxes, Fees and Fines". Thus, more than 40% of outlays under this
function is matched by revenue from primary industries.
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. rded under some other functional headings also a.f»sist industry.
Exn?n‘;tll:sy:n:e:?rpom and airway services, roads .and shipping sl.lbsidxes, outlays l:o
maintain. or improve the defence capacity of mdustry: cfnam outlays b.y the
Commonwealth Scientific and Industrial Research Organisation, and some disaster
relicf assistance under the Natural Disaster Relief Arrangements.

Considerable indi i is also provided to industry through ;pec.gal

isi in the tion system, by way of tax expenditures, Some are of wide
np;:‘llil:la(:?osn:negn:heml?o% taxyconcmg:m for fe.search ar_ld develop‘n’lent, while gthers
are industry specific, eg the ging prc 3 for in arising from pnm:ry
production and the I B ion Dep . The Goven:me:\t as
also recently d a series of top and gy —
sec function 8D. General and Scientific Research NEC and Budget related Paper
No.10, Sci and Technology Budget S 1989-90.

TRENDS IN INDUSTRY ASSISTANCE AND DEVELOPMENT OUTLAYS

decade between 1979-80 and 1988-89, there were important cl.mn.g&s in
the Lr;tt:net and scope of Commonwealth assistani:e to industry. As Chart.2 mdncat‘&s,
in real terms outlays increased in the early to mid 1980s, gnd then begar} dec.r?asu?g
in line with Government policy to phase down protection, reduce disparities in
assistance to different industries and encourage structural chan;e and. the ﬂoyv of
resources to those industries with the best ial prospects in the inter 1
cconomy..

CHART 2. TRENDS IN REAL OUTLAYS
) (1984-85 PRICES)

$Billion
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Chart 3 below analyses the components of the real terms change in Industry
Assi and Develop outlays over the past decade.

CHART 3. INDUSTRY ASSISTANCE & DEVELOPMENT
OUTLAYS- REAL CHANGE BETWEEN 1979-80 AND 1988-89.
(1984-85 prices)
$Million:
150

Agric Mining  Manufact  Tourism Exports Other Total

Between. 1979-80 and 1988-89 there has been a major (real) decline in. general
assistance to exporters largely b the previ Export Expansion Grants
scheme which cost some $200m a year in the carly 1980s has been replaced by less
costly forms of direct assistance such as the Export Market Development Grants
scheme and a greater emphasis on general assi A decline in ‘Other Assistance
to Industry’ largely reflects decisions in 1985 and 1987 to limit the Petroleum
Products Freight Subsidy Scheme to very remote regions only. Within manufacturing
there has also been a sharp fall in grants for research and development, partially
replaced by taxation expenditures of some $200m a year.

These reductions have been offset by:
* A 122% real increase in assistance to the agricultural, forestry and fishing
sectors resulting, among other things, from:
- increased outlays on industry-specific research and marketing in most rural

industries;

- increased Commonwealth responsibility for q and inspection activ-
ity; and

~ a steady expansion in outlays under ‘Natural Resources Development and
Management’.
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A s o e

* An increase in mining industry assistance refiecting a high degree of volatility
in outlays as.a result of Ci Ith invol in the ium industry:
1979-80, the base. year for comparisons, was exceptionally low. Removing this
effect from the figuring reduces the real increase in outlays from some $70m
to $18m in 1984-85 prices,

¢ A 33.8% real increase in manufacturing assistance largely reflecting increases
in sector-specific assistance (eg bounties on textiles and computers and higher
t ies or other subsidies to tive, steel, heavy engineering and ship-
building sectors).

* A 150% real increase in assistance to the tourism' industry reflecting a very
large expansion in both the activities of the Australian Tourist Commission
and other tourism promotional activity.

However, much of the increase over the past decade in agricultural, forestry
and fishing outlays is hed by i in derived from higher levies
and charges paid by producers and classified as Budget revenues. For example,
some 90% of outlays on wool research and promotion is matched by wool tax
collection, The net effect of agricultural, forestry and fishing outlays on the budget
balance in 1989-90 is only $417.8m.

Chart 4 shows the composition of outlays over the period 1989-90 to 1992-93.

CHART 4. INDUSTRY ASSISTANCE & DEVELOPMENT
TRENDS & COMPOSITION 1989-90 TO 1992-93

(198485 prices)
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Major influences are:

* 2 22% real decline in assistance to agricultural, forestry and fishing industries
flecting the expected pletion of some activities such as brucellosis and
tuberculosis eradication, expiry of legislation for dairy market support, rela-
tively stable forecasts for rural industry production, and the expiry of the
National Afforestation Program. This decrease is partially offset by increased
outlays under the National Soil Conservation Program;

* 2 44.2% real decrease by 1992.93 in manufacturing assistance, chiefly attrib-
utable to the expiry or winding down of bounties or other assistance to the
automotive, heavy engineering and computer industries.and to the: expiry of
the Grants for Industry Research and Development scheme in 1991; and

* 2 56.3% real fall between 1989-90 and' 1992-93 in assistance to export industries

almost, entirely resulting from the expiry of Export Market Development
Grants at the end of the 1989-90 grant year,

1988-89 OUTCOME
The 1988-89 outcome for the entire function was $2,030.9m; $83.6m or 4.0%
lower than the budget estimate.
The reasons for the lower than expected outcome include:
* underspends in the dairy and cattle, sheep and pig industries (—$30.7m)

reflecting lower than expected: leveéls of production and the affect of adverse
climatic conditions in Northern A liz on tub losi: ion activity;

* deferral to 1989-90 of p ion pay to busi in relation to the
North-East Queensland Forests (—$11.2m) following delays as a result of
legal proceedings initiated by the Queensland Government;

¢ an underspend of $15.3m in fertiliser subsidies associated with the impact of
the review of the fertiliser dumping duty scheme;

¢ deferral of a $10m coal freight rate subsidy payment to NSW to 1989-90 to
allow NSW to meet conditions related to the payment;

* a lower than expected demand for bounties as a result of buoyant conditions
in the steel market (—$15.4m); and

* a slow take up in bounties and grants for heavy engincering and machinery,

motor vehicles and components and textile, clothing and footwear industries
(—$37.0m).

These decreases were partially offset by:

* a special $62m payment to the Export Market Development' Grants scheme
partially to avoid an increase in the level of unpaid claims; and

* an $8.0m compensation payment to T: ia following the for
World Heritage listing of the Lemonthyme and Southern Forest regions of
Tasmania,
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7B.1 AGRICULTURAL, FORESTRY AND FISHING INDUSTRIES

1988-89 9071990-91 1991-92 1992-93
Actual Esti Estimate Estl:

16.6 16.5
1.1 Fishing Ind 165 5.9
78.1 ng Industry fpad iy P o8
. 508.0
indusi 488.6 4923 4933
78.1.2 Wool indusiry 05 - 10 0.2 20

78.1.3 Wheat Industry 17.9

78.1.4 Dairy Industry
78.1.8 Horticuttural industry

78.1.6 Cattie, Sheep and Pig

Industries

78.1.7 Other Agricultural and
Pastoral Indusisies

Sub~Total Specific industies

7B.1.8 General Assistance not Allocated:
to Specific Industries

78.1.9° Natural Resources Development

and Management

78.1.10 General Administration

TOTAL

282828282828 28282828282¢

[Momo:

~total revenue (industry contribution)  $m  868.1 -882.9 8954 923.0 818.9
from Agricultural, Forestry and ‘
.?:"c"znm contribution sm 3467 4178 4243 337.2 3349
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The Commonwealth provides direct financial assistance to the agricultural,
forestry and fishing industries primarily in the forms of price support, rural adjust-
ment and disease eradication schemes, quarantine and inspection services and
contributions to research and promotion, It also provides cost recovered services for
the sector, including the exercise of compulsory taxing powers to collect levies on
behalf of rural industries. The aim is to foster more efficient, productive, innovative
and adaptable primary industrics, remove constraints on Australia’s export perform-
ance and improve Australia'’s international competitiveness. Commonwealth outlays
on natural resources management aim to promote the equitable and efficient use of
water, soil and forest resources at sustainable levels and the minimisation of resource
degradation.

A large proportion of outlays (70%) in this sub-function is matched by industry
contributions collected by the Commonwealth on the industry’s behalf through
various levies and charges, and classified as revenue. Chart 5 depicts the disaggre-
gation of outlays by industry for 1988-89 and 1989-90.

CHART 5. AGRICULTURAL, FORESTRY

AND FISHING INDUSTRIES
COMMONWEALTH & INDUSTRY CONTRIBUTIONS

Fishing 89-90 Industry (1)
88-89 . v

Wool 89-90 ‘DCommonwealth (2)

88-89

Wheat 89-90
88-89

Dairy 89-90

§8-89
Horticultural §9-90
88-89

Cattle etc. 89-90
88-89

Other Agric 89-90
88-89
Non-Specific 89-90
88-89

Natural Res 89-90
88-89

Gen. Admin, §9-90

s PR L
0 160 200 300 400 500

Outlays - $Million
(1) Outlays matched by industry (2) Outlays without equivalent revenue

contributions through levies & from industry (ie the net Commonwealth
charges (see Budget Statement 4)  budgetary contribution to these functions)
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Trends

CHART 6. AGRICULTURAL, FORESTRY

AND FISHING INDUSTRIES
(1984-8S prices)
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Between, 1979-80 and. 1988.89, outlays for the sub-function increased at a

relatively steady rate from $518.4m. to 51214 8m, rep ing a real i of
12.2%, mainly reflecting growth in r promouon and marketmg in rural
industries; i d C Ith invol in g ine and inspection ac-
tivity; and growth in outlays on 1 Most of these

increases have been matched by corresponding increases in revenue.

Notable exceptions to the pattern of steady growth were two large one-off
increases: a fodder subsidy payment of $103.7m under drought relief assistance in
1982-83 and a wheat underwriting payment of $167.4m in 1987-88. Wheat outlays
over the period- show large fluctuations both up and down, reflecting changes in-
marketing arrangements.

For 1989-90 outlays are estimated at $1300.7m representing a marginal real
increase of around 1%. on the 1988-89 outcome. The principal sources of this
increase. are higher payments to the wheat industry following the introduction of
the new marketing arrang and an i in outlays under the ‘Natural
Resources Development and Management’ item as a resuit of:

o the deferral to 1989-90 of some compensation payments totalling $11.2m to
businesses in the North-East region of Queensland affected by the Govern-
ment’s decision to nominate the wet tropical rainforests for world heritage
listing; and

« funding increases arising from: the Prime. Minister’s July 1989 Statement on
the Environment' (§17.9m in 1989-90 and $20.4m in 1990-91)

A ber of assi (eg y dairy market

support, fertiliser subsidies) will be completed or terminated from 1989- 90, partially
offsetting the increase in outlays.

3.209



Over the forward estimates period, outlays are expected to decrease from
$1300.7m in 1989-90 to $1153.8m in 1992-93, a real reduction of 22% reflecting
principally an. estimated reduction in the value of production in a number of
industries (wool, dairy, cattle, sheep and pigs), expiry of legislation for dairy market
support on 30 June 1992, and a return to normal levels of activity, from a 1989-90
high, in ‘Natural R Devel and M: *

7B.1.1 FISHING INDUSTRY'

— e
E +90'11990-91 1991-92 1992-93
78.1.1 -Budget Estimate_Estimate Estimate
Fishing Industry 48, 15.9 16.6 16.5
1.8 48 -08]
Memo:
- proceeds of industry levy and $m 10.7 13.3 137 1.9 1.9
interest earned on industry funds
- net Commonwealth contribution m 58 23 2.2 47 46

Main activities under this heading include outlays for research and for reducing
activity in certain fisheries by facilitating the exit of some participants. Research
outlays are incurred principally through the Fishing Industry Research and Devel-
opment Trust Account. The Commonwealth contribution to fisheries research in
excess of those amounts which are recovered' from the fishing industry and are
classified as revenue is $9.0m in 1989-90. $4.5m to be recovered from the industry
is provided to reduce fisheries activity through the National Fisheries Adjustment
Program Trust Account.

78.1.2 WOOL INDUSTRY

1988-89 1990-91 1991-92 1992-93
78.1.2 Actua! iget: Estimate Estimate Estimate
Market Support $m 2344 ; 2297 2422 2499
“ 132 09 54 32
Ressarch, Promotion and $m 254.2 269 2626 2510 258.1
Other Payments % 59 1.1 44 28
TOTAL $m 4886 4923 4933 508.0
% X} 1.0 0z 3.0
Momo:
- proceeds of industry levy and $m 4422 4389 442 . B
interest earned on industry funds 28 4669 817
- net Commonwsalth contribution m 46.4 48.5 49.5 264 26.3
3.210

Market Support

The Australian Wool Corporation (AWC) operates a reserve price scheme for
wool at auctions to reduce wool price instability. The Commonwealth collects a
Wool Tax (8% of the gross value of proceeds from shorn wool, classified as revenue)
which is paid to the. AWC in accordance with the Wool Marketing Act 1987. A
market support comp t (4.15 p ge points, $227.6m) is paid.to the AWC’s
Market Support Fund.
Research, Promotion and Other Payments

The remaining component of the Wool Tax finances wool promotion and market
administration (3.5 percentage points, $192.0m) and research (0.35 percentage
points, $19.2m).

Industry contributions for research are matched § for § by the Commonweaith
($23.5m in 1989-90).

The Commonwealth will also provide $25m to the AWC in cach of 1989-90
and 1990-91 for international wool promotion by the International Wool Secretariat.

7B..3 WHEAT INDUSTRY

1988-89 1989-80':1990-91 1991-92 1992-93
78.1.3 Actual . ‘Budgé Estimate
Market Support’ $m : . 766 35.2 35.2
% ~100.0 17.8 -54.0 -
I Research, Promotion and m 27.0 284 281
Other Payments % 15.9 5.1 -0.8
TOTAL, m 103.6 63.6 63.4
% 77.0 -38.6 -0.4
Memo:
~ proceads of industry levy and $m 145 48.2 534 54.1 54.1
interest sarned on industry funds
- net Commonwealth contribution $m 3.4 10.3 50.2 9.5 9.3
Market Support

New wheat marketing arrangements under the Wheat Marketing Act 1989
began on 1 July 1989. Among other things, the Act provides for collection of a
levy of 2.5% of the net sales value of wheat, of which 2 percentage points will be
applied to a Wheat Industry Fund. That Fund will be used to support the trading
activities of the Australian Wheat Board (AWBY) in the now deregulated domestic
wheat market. The Commonwealth Government will also guarantee AWB borrow-
ings up to a limit of $100m for this purpose. The wheat industry levy is classified
as revenue.

Under the previous Wheat Marketing Act 1984 an underwriting payment was
required in respect of the 1986-87 wheat pool. A residual payment of $41.4m is
estimated in 1990-91.
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Research, Pr ion and Other Pay

The remainder of the wheat industry levy (0.5 percentage points) is to be
directed to research. Industry contributions to wheat research are matched $ for §
by the Commonwealth. The Commonwealth contribution in 1989-90 is $10.2m.,

As part of the new wheat marketing arrangements, a subsidy will be provided
on wheat freight to Tasmania ($3.6m in 1989-90), to be reduced by 25% over the
next 5 years.

7B.1.4 DAIRY INDUSTRY

990-91 1991-92 1992-93
7B.1.4 Estimate Estimate
Market Support 1249 1249 -
- - -100.0
Research, Promotion and 28.0 80.2 30.8
Other Payments 7.3 78 2.1
TOTAL 1629 1551 30.8
28 1.4 -50.1
Memo:
~ proceeds of industry levy and sm 1651 1468 1501 1520 271 |
interest sarned on industry funds
- net Commonwealth contribution $m -5.4 20 28 3.1 37

Market Support

Under marketing arrangements introduced on 1 July 1986, export sales of a
wide range of dairy products are or were assisted by market support and supple-
mentary market support payments. The funds for market support payments are
derived from a levy on all milk produced. Outlays and the levy (on domestic sales
of butter and cheddar-type cheeses) for supplementary market support cease from
30 June 1989. The proceeds from these levies are paid to the Australian Dairy
Corporation (ADC).

The sharp drop in outlays in 1992-93 reflects expiry of legislation for market
support arrangements from July 1992,

The negative figure shown for net Commonwealth contribution in 1988-89
reflects timing effects in payment of levy receipts to the ADC.

Under current 8 the C Ith also underwrites average export
returns for certain dairy products at 85% of the long-term. price trend.
Research, Pr and Other P

Outlays for dairy promotion and ADC administrative costs ($17.7m) and re-
search ($7.0m) are financed primarily through a levy on the milkfat content of all
whole-milk and whole-milk prod d in Australia. Industry contributions
spent on dairy research are matched S for $ by the Commonwealth. ($3.5m).
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7B.1.5 HORTICULTURAL INDUSTRY

1988-89 11989-90:1990-91 1991-92 1992-93

78.1.5 Actual_-Bixiget:Estimate
Market Support $m 189 - 15.4 145 145
% 504 -17.3 59 -
Research, Promotion and $m 9.1 14.9 16.0 16.0
Othet Payments % 480 . 104 7.6 -
TOTAL $m 28.0 32:1 30.3 30.5 30.5
% 568 MY -57 0.7 -

Memo:
~ proceeds of industry levy and $m 24.0 28.0 26.9 265 265
interest samed on industry funds

- net Commonwsalth contribution $m 4.0 4.1 3.4 4.0 4.0

Market Support

Revised underwriting arrangements for apples and pears were introduced for
the export seasons 1986 to 1990 inclusive. Underwriting applies separately to apples
and pears and to returns from forward sales and ‘at risk' exports at 85% of the
unweighted average of the annual returns in the best three of the preceding four
seasons, An underwriting payment of $1.8m was required in 1983-89.

Under marketing arrangements for the dried vine fruits industry, $19.0m will be
provided to the Australian Dried Fruits Corporation (ADFC) in 1989-90 for
equalisation of domestic and export market returns. This payment is fully funded
by industry levies.

Research, Promotion and Other Payments

Industry levies fully pay for the marketing and' promotion activities of the
ADFC ($1.1m) and the Australian Wine and Brandy Corporation ($0.8m). The
Australian Horticultural Corporation is funded both by industry ($4.3m) and the
Commonwealth ($2.1m).

Industry expenditure on research is matched $ for $ by the Commonwealth
($2.5m).
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7B.1.6 CATTLE, SHEEP AND PIG. INDUSTRIES

1988-89 1989-90:'1990-91 1991-92 1992-93
7B.1.6 Actual -Budgit -Estimate
Eradication of Livestock $m 305 8.9 255  21.0 14.7
Disoases and Compenaation % ~14.8 48 ~20.2 -17.68 -30.0
Research, Promotion, Marketing $m 1151 998 98 1055 1055
Assistance and Other Payments % 651 | ~133 . 87 -
TOTAL $m 1456 1317 1253 1265 1202}
% 382 28 49 1.0 ~50
Memo:
- procesds of industry fevy and sm 121.7  105.2 105.2 113.2 113.2
interest earned on Industry funds
~ net Commonwsalth contribution $m 239 26.5 20.1 13.3 70

Eradication of Livestock Diseases and Compensation

All payments under the Bovine Brucellosis and Tuberculosis Eradication Cam-
paign (BTEC) are pooled and shared on the basis of 20% Commonwealth ($10.0m
in 1989-90) /30% States/50% industry contributions. A cap on total payments under
the program has been set at $167.1m in real terms for the years 1988-89 to 1991-
92 to meet the program’s objectives of eradication of bovine brucellosis and
elimination of known cases of herds infected. with tuberculosis by 1992.

Industry contributions to BTEC are collected through the Livestock Export
Charge and the Livestock Slaughter Levy and are paid to the National Cattle
Discase Eradication Trust Account. Expenditure from the Trust Account in
1989-90 will be $21.4m. Australia was declared brucellosis-free in July 1989,

Also included under this classification are payments of $0.9m in respect of other
animal pest and disease control programs.

Research, Promotion, Marketing Assistance and Other Payments

The Commonwealth matches industry payments on approved research programs
for the meat and livestock industries. Industry funds levied for meat research by
the Livestock Export Charge and Livestock Slaughter Levy ($13.1m in 1989-90)
are paid along with the Commonwealth contribution ($14.7m) to- the Australian
Meat and Livestock Research and Development Corporation. Commonwealth and
industry contributions for pig research are paid into the Pig Industry Research
Trust Fund ($4.0m in 1989-90).

The Commonwealth also makes payments, fully funded by industry levies, to
the Australian Pork Corporation and to the Australian Meat and Livestock Cor-
poration (AMLC). for their administrative and operational expenses, including
promotion. A reduction in 1989-90 results from a decision by the AMLC not to
fund chemical residue testing and computer assisted livestock marketing. through
levies.
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7B.1.7 OTHER AGRICULTURAL AND PASTORAL INDUSTRIES

7B.1.7 Estimate
Other Agricultural and 287 28.4
Pastorat -0.3 -1.2
Memo:
~ procesds of industry fsvy and $m 10.9 119 124 13.5 135
interest sarned on industry funds
= nat Commonwealth contribution $m 1.5 19.3 164 15.2 14.9

This heading covers outlays, mainly for research, in respect of the barley., oottox:l,
grain legumes, honey, oilseeds, poultry, sugar, tobacco and other indu.?lncs. This
heading also includes $3.0m for assistance to various projects in Tasmania,

Industry contributes towards these activities through various levies, classified as
revenue.

7B.1.8 GENERAL ASSISTANCE NOT ALLOCATED TO SPECIFIC INDUSTRIES'

78.1.8
Rural Adjustment

Quarantine and Inspection
Services
Land Settfement

Other

TOTAL

2828282828

Memo:
~proceeds of export inspection 79.0 89.0 89.3 89.3 89.3
and other charges

~net Commonwsalth contribution sm 1271 1162 1276 1206 1220

g
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Rural Adjustment

Under the States and Northern Territory Grants (Rural Adjustment) Act 1988,
the Commonwealth provides funds and services to enable farmers to overcome
financial difficulties arising from circumstances beyond their control; to improve
their performance by changing the size of their farms, improving managerial and
financial skills, or by adopting better practices and technology; and after all other
options have been considered, to allow those farmers without prospects in the rural
industry to make an orderly exit. This fi ial assi is provided in the form
of interest subsidies, loans and' grants.

Quarantine and Inspection Services

The Australian Quarantine and. Inspection Service (AQIS) provides export
inspection services for meat and livestock, wool, grains, fruits, dairy products, fish
and other exports requiring certification; provides domestic meat inspection services;
and enforces plant and animal quarantine measures. By arrangement, the States

dminister at C Ith cost certain animal and plant quarantine and export
inspection functions.

The Government’s policy is to recover 60% of attributable export inspection,
domestic meat inspection and quarantine costs, except for overtime and some other
costs which are fully recovered. Additional funds were allocated to AQIS (83.5m
in 198990 and $5.4m over the forward estimates period) as a result of the
December 1988 Policy Statement on agricultural quarantine, which outlined policies,
objectives and strategies required to meet future demands on quarantine services.
Land Settlement

This mainly provides funds for the. operation and maintenance of the Loxton
SA irrigation project, offset by income and repayments related to land settlement
programs.

Other

This heading includes funds for initiatives to improve access to education and
training in rural areas, the primary industry marketing skills program and grants
for rural counselling services. The Commonwealth meets up to half the costs of
rural financial and adjustment counsellors employed by appropriate non-profit
organisations.

Funds have also been provided to develop improved arrang for providi
information on Commonwealth programs to rural Australians.

Payments for fertiliser subsidies will cease in 1989-90. This follows the Govern-
ment’s decision announced in 1988 to terminate fertiliser consumption subsidies and
the outcome of the review of dumping, duties,

]
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78.1.9 NATURAL RESOURCES DEVELOPMENT AND MANAGEMENT

78.1.9
Water Development  $m 13.2 14.7
and Management % -33.0 11.27
Forestry Development $m 5.2 4,
% -514  -196
Soil Conservation $m 25.9 26,5
% 22 22
TOTAL $m 44.3 45.4
% -20.5 25
Water Resources Develop and M
Outlays under this heading incorporate the major components of the Federal
Water Resources Assistance Program (FWRAP) incl “‘ g v'vater r pay
to the States for a range of non-urban water proj luding water 2

irrigation, control, and salinity mitigation; and a payment to the Murray-Darling
Basin Commission for its administrative expenses and capital works, including
funding for a \ strategy as part of the Prime Minister’s
July 1989 Statement on the Environment. These are offset by repayments of past
loans by the States and other receipts. Details of other components of FWRAP are
provided under function 5. Housing and C ity “ ities (Urban Flood
Mitigation) and function 7D. Other Economic Services (Utrban Water Supply).
Forestry Development

This heading includes a range of outlays on forestry. Assistance under the
National Afforestation Program (NAP) is used in conjunction with State govern-
ment and private sector contributions to develop broadacre hardwood plantations,
rehabilitate degraded lands, and for forestry research. The NAP has been expanded

as part. of the Prime Minister’s July 1989 St on the Envirc t. Incl “ d
also under this heading are the industry assi , p .Of apensation
packages paid as financial assi to T: and p ion to

in North-East Queensland, following Government decisions in relation to World
Heritage listings for forests. It also covers a package of measures to be undeftakgn
in conjunction with NSW to facilitate resolution of the dispute over logging in
National Estate areas in the South-East Forests of NSW.
Soil Conservation

The National Soil Conservation Program (NSCP) provides assistance to the
States, Commonwealth Scientific and Industrial Research Organization (CSIRQ),
universities and other agencies for rescarch, demonstration projects and extension
activities to assist in overcoring soil degradation. Priorities under the NSCP have
been reviewed in recent times to confront more effectively Australia’s land degra-
dation problems. This has led to sut ial additional funding for Project Land
under the NSCP as contained in the Prime Minister’s July 1989 Statement on the
Environment.
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78.1.10 GENERAL ADMINISTRATION

1988-89 1989;;801990-91 1891-92 1992-93

7B.1.10 Actual_-Budget Estimate Estimate Estimate
Goneral Administration $m 80.5 88.0 7.7 99.3
% 51 70 ~0.3 1.8
Memo:
« procesds of agricultural and -
el oy m 1.6 16 1.6 1.6
- net Commanwekith contribution $m 80.5 9.0 96.4 96.1 §7.7

This heading covers a wide range of genecal outlays of those

Departm.ent of Primary Industries and Emﬁ'gy involved ywith a:n(')ts:unlt’:iemf::estt}r‘;
a.nd ﬁs?ung, not eisewhere classified. The major outlays are for runn'ing costs
(mcluc!mg the Australian Plague Locust Commission, part of the Australian Burcau
of Agricultura) and Resource Economics, and the Bureau of Rural Resources) and
for ana.lyﬁcal testing. Also included are payments by the Department of Primary
Industries apd Energy to CSIRO, to meet half of the operating and capital costs of
the Australian Animal Health Laboratory.

Also included Jund‘er this heading is the main component of outlays for the
and of Australia’s fisheries resources. From 1987-88 the

Government's policy is to recover 100% of additional outlays on fisheries develop-
ment and management in the fishing industry.

7B.2 MINING INDUSTRY

8.2 98990 :11990-91 1981-92 1982-93
3 Budget. Estimate Estimate Estimate
Bureau of Mineral Hasources, 54.4 56.6
Geology and Geophysics 1.8 4.0

Qther Mining 5.6 55

-X0.9 -2.8

TOTAL €0.0 620

-2.5 2.9
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The Commonwealth provides or. has provided assistance to the mining industry
through direct investment and financial assistance, and through the supply of
services, with the aim of improving the efficiency and competitiveness of the
industry, removing constraints to its export performance, and maximising its contri-
bution to the Australian economy.

Bureau of Mineral Resources, Geology and Geophysics

The principal rescarch function of the Bureau of Mineral Resources, Geology
and Geophysics (BMR) is to develop an integs d und ding of the geology of
Australia and its offshore areas. BMR provides scientific and technical assessments
and advice to the Commonwealth Government,. industry and the public.

In response to the review of BMR by Mr A.J. Woods, AO, the Government
announced in June 1989 that BMR will give priority to praduction of geoscientific
maps and data sets for use by the mineral and petroleum exploration industries and
as a source of information for government in balancing development and’ conserva-
tion issues. Greater emphasis is also to be placed in BMR’s operations on cost
recovery and cost sharing.

Other Mining

The major items under this heading are payment of the second Commonwealth
contribution of $10m under the Coal Freight Rate Efficiency Scheme, a jointly
funded $40m scheme with NSW to bring forward coal freight rate reductions for a
number of NSW coal prod the C wealth’s contribution to the operation
of the Joint Coal Board, a body constituted under Acts of both the NSW and
Commonwealth Governments with wide powers in relation to the coal industry in
NSW; continuing deferred payments in respect of the original purchase of certain
oil and gas interests in the Cooper Basin; payment of ts collected by the
Commonwealth as fees and other charges under the Petroleum (Submerged Lands)
Act 1967 passed on in full to the relevant States; and payments to various

international mineral dity org; ion
Trends

Betwesn 1979-80 and 1988-89 there were significant fluctuations in outlays on
the mining industry. These mainly reflect the C ealth’s invol t in the

purchase and sale of a number of mining interests; the Commonwealth’s special
interest in activities related to the mining and exploration of uranium; the operation
of, and subsequent winding up of, the Bass Strait Freight Adjustment Scheme which
was introduced in 1984 to reduce disparities in freight costs between different
refiness; and the payment in 1987-88 of the first $10m contribution by the Com-
monwealth to NSW under the Coal Freight Rate Efficiency Scheme,

The second payment to NSW of $10m under the Coal Freight Rate Efficiency
Scheme, originally included in 1988-89 Budget estimates, has now been deferred
until 1989-90 and is the major cause of a forecast reduction in outlays between
1989.90 and 1992-93 under the heading ‘Other Mining.
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7B.3 MANUFACTURING INDUSTRY

1988-~89 1990-91 1991-92 1992-93
78.3 Actual Estimate Estimate Estimate
Sector Specific Assistance
Textiles, Clothing and Footwear $m 1100 110.8
% o4 07
Shipbuliding $m 31.3 30.2
% -14.9 -3.7
Paper and Printing $m 23.0 17.4
% 19 -244
Industrial and Agricuttural $m 94 1.4
Machinsry % -54.8 -850
Aorospace and information $m 6.2 64
Technology % ~438 30
Steal and Heavy Engineering  $m 31 -
% 4.8 -100.0
Automotive $m 3.1 1.7
% ~50.2 ~44.1
Sub-Tola) Sector Specific $m 186.0 167.8
Assistance % -13.1 -0.8
General Assistance
Industrial Research and m 24.0 1.1
Development % -2 ~53.6
Industries Services $m 34 14
% -86.1 -80.2
Other Assistance to £ 68.9 70.2
Manufacturing % 34 1.8
Sub-Total General Assistance  $m 32" 96.3 826
% . 07 ~24.1 ~14.1
TOTAL $m 3816 °. 3951 341.0 2823 2505
% ~53° .85 =137 ~17.2 ~71.3

Budgetary assistance to manufacturing industries aims to foster international
competitiveness, export orientation and structural adjustment and to promote man-
agerial efficiency and industry research and development.

Assistance to manufacturing industries comprises bounties, subsidies and pro-
grams of targeted assistance to specific. sectors, as well as ge