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�Statement 1 — Summary of the 1996�97 Budget

Part I: Budget Aggregates

� XE "Budget balance:Underlying" \r "Underlying" �� XE "Underlying budget balance" \r "Underlying" �The underlying budget deficit� for 1996�97 is estimated at $5.6 billion. This represents:

�SYMBOL 183 \f "Symbol"�	an improvement of $4.7 billion on the underlying deficit of $10.3 billion in 1995�96; and

�SYMBOL 183 \f "Symbol"�	an improvement of $3.9 billion on the starting point deficit for 1996�97, that is the deficit before allowing for decisions taken by the Government since the election or announced in this Budget, including the implementation of election commitments� XE "Election commitments" �� XE "Measures:Election commitments" �.

For 1997�98, the budget is estimated to be in small underlying deficit, compared to an estimated starting point deficit of $8.7 billion. Measures taken by the Government since the election or announced in this Budget, including the implementation of election commitments� XE "Election commitments" �� XE "Measures:Election commitments" �, have therefore resulted in an improvement in the projected underlying budget deficit in 1997�98 of $7.2 billion or 1.3 per cent of GDP.

The headline measure of the budget balance is expected to show a surplus of $0.5 billion in 1996�97 and $6.6 billion in 1997�98. This compares to a deficit of $5.0 billion in 1995�96. The budget aggregates� for 1995�96 to 1997�98 are shown in Table 1.

Table 1: Summary of Budget Aggregates
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The improvement in the underlying budget balance is consistent with the Government’s medium term fiscal strategy — as announced on 12 March 1996 — of taking measures to reduce the underlying budget deficit by $4 billion in 1996�97 and a further $4 billion in 1997�98. The Government’s objective in relation to 1996�97 has been met in full and, in addition, the measures announced in this Budget substantially achieve the 1997�98 objective. The improvement in the underlying budget balance means that the Government is well placed to deliver its commitment to achieve underlying surpluses during sustained periods of economic growth� XE "Economic growth" �.

Table 2 summarises the impact on the underlying deficit of measures taken by the Government since the election or announced in this Budget. Measures aimed at reducing the underlying deficit have a gross impact of $5.8 billion in 1996�97 and $9.8 billion in 1997�98. The emphasis is predominantly on reductions in outlays. The Government’s election commitments on additional outlays and tax reductions were fully funded from savings commitments announced in the election with a net contribution to the savings tasks of $1.1 billion in 1996�97 and $0.5 billion in 1997�98.

Table 2: Composition of Reductions in Underlying Deficit
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The improvement in the underlying balance of 1.8 per cent of GDP from 1995�96 to 1997�98 will provide a substantial boost to public sector and national saving� XE "National saving" �� XE "Saving:National" �. The underlying balance measures directly the Commonwealth budget sector’s contribution to public sector net lending (i.e. saving less investment), being negative if in deficit and positive if in surplus. The improvement in the underlying budget balance, together with sizeable equity asset sales� XE "Net advances" �, will also result in a decline in Commonwealth general government net debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � from its current level of around 19 per cent of GDP to 13 per cent by 1999�2000.

Consistent with the Government’s announcement of 12 March 1996, the improvement in the underlying budget balance has been achieved primarily through outlays restraint. Table 1 shows that outlays excluding net advances are forecast to decline by 1.7 per cent of GDP over the two years, 1996�97 and 1997�98. By contrast, revenues are forecast to increase by only 0.1 per cent of GDP over the two years.

The substantial level of (negative) net advances� XE "Net advances" � in 1996�97 primarily reflects the impact of the proceeds from the sale of the Commonwealth Bank of Australia� XE "Commonwealth Bank of Australia" �. Proceeds expected from the partial sale of Telstra contribute to continued levels of (negative) net advances in 1997�98 and 1998�99 � XE "Telstra" �. These major transactions account for the substantial temporary widening of the gap between the underlying and headline budget balances� XE "Headline budget balance" �� XE "Budget balance:Headline" � in 1996�97 and 1997�98 shown in Chart 1.

Chart 1: Headline and underlying Budget Balance
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The focus on the underlying deficit requires the sale, or partial sale, of major Commonwealth assets, such as the Commonwealth Bank� XE "Commonwealth Bank of Australia" � of Australia and Telstra� XE "Telstra" �, to be viewed in terms of the efficiency and productivity gains expected to result from greater private sector participation in the business, rather than in terms of short�term budgetary benefits. While the proceeds from the sale will improve the headline budget balance and reduce the Government’s financing task in the years concerned — and hence its net debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � — it is the underlying balance that measures the impact on public sector saving.

Table 3 provides a reconciliation of budget estimates between those at the time of the 1995�96 Budget, the 12 March 1996 estimates and the 1996�97 Budget estimates in terms of policy decisions and parameter and other variations.

Table 3: Reconciliation of Underlying Budget Balance Estimates

� EMBED Word.Picture.6  ���

(a)	Adjusted for reclassifications.

(b)	Estimates of the revised underlying balance as at 12 March 1996 vary slightly from those in the Treasurer’s press release of 12 March 1996. This reflects movements in the estimates of decisions taken before the federal election as well as reclassifications.



Table 3 shows that between the 1995�96 Budget and the 1996 federal election, total estimates variations of $7 billion in 1996�97 and $10 billion in 1997�98 resulted in a revised underlying budget deficit of $7.6 billion in 1996�97 and $7.3 billion in 1997�98 — as was released by the Government on 12 March 1996�. These variations were due to revised parameters as well as outlays and revenue decisions� XE "Revenue measures" �� XE "Measures:Revenue" � taken by the former Government — the latter adding around $0.6 billion to the underlying deficit in both 1996�97 and 1997�98.

Despite little change in the overall economic outlook� XE "Economic outlook" � in the period between the election and the finalisation of the 1996�97 Budget estimates, there was a further deterioration in the starting point estimates for 1996�97 and the out�years. This mainly reflected the larger than expected budget deficit for 1995�96 (some of which flows through into higher starting point deficits for subsequent years).

Without the fiscal consolidation strategy� XE "Fiscal strategy" �, the underlying budget balance would have remained in substantial deficit over the period — by $9.6 billion in 1996�97 and $8.7 billion in 1997�98.

Chart 2 reproduces the Table 3 data in graphical format.

Chart 2: Variations on 12 MARCH Estimates
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Post�election and 1996�97 Budget outlays measures. The focus in achieving expenditure reductions has been on reassessing existing spending priorities, ensuring greater efficiency and effectiveness in the delivery of public services and enhancing accountability mechanisms. An overriding priority was to ensure that those people in the community less able to look after themselves and their families were protected and assisted.

In June 1996 the � XE "Commission of Audit" \r "Commission" �National Commission of Audit made wide�ranging recommendations in regard to the operations of Government and the scope of its activities. Box 1 provides a brief summary of the areas covered by the Commission’s recommendations. Consistent with the broad thrust of those recommendations, the focus of the Government’s expenditure decisions has been on greater efficiency and effectiveness in government programmes and a more rigorous assessment of the need for individual programmes.

�SYMBOL 183 \f "Symbol"�	Net measures taken in the post election period and the Budget are estimated to reduce outlays by $2.9 billion in 1996�97 and $5.2 billion in 1997�98. This is despite the Government providing $1.5 billion in 1996�97 and $2.0 billion in 1997�98 to fund new policy in a number of high priority areas such as health insurance and family assistance (see Table 4).

Post�election and 1996�97 Budget revenue measures� XE "Revenue measures" �� XE "Measures:Revenue" �. As foreshadowed in its election commitments� XE "Election commitments" �� XE "Measures:Election commitments" �, the Government has introduced various tax relief measures in areas such as family assistance� XE "Election commitments:Family tax initiative" �� XE "Tax:Family tax initiative" � and health. Revenue measures have also contributed to the fiscal consolidation task with the introduction of a number of measures aimed at addressing anomalies within the existing tax system and removing opportunities for tax evasion and avoidance. The Government has also moved to reduce the revenue loss associated with some tax expenditures (including the generous taxation treatment of superannuation and research and development expenditure).

�SYMBOL 183 \f "Symbol"�	Measures taken in the post election period and in the 1996�97 Budget include gross increases in revenue of $1.3 billion in 1996�97 and $2.5 billion in 1997�98. These increases have been partly offset by revenue reductions, primarily reflecting the impact of the Family Tax Initiative� XE "Family tax initiative" �� XE "Measures:Revenue" �� XE "Election commitments:Family tax initiative" �� XE "Tax:Family tax initiative" �, of $0.4 billion in 1996�97 and $0.6 billion in 1997�98 (see Table 5).



Box 1: National Commission of Audit

The Government established the National Commission of Audit on 12 March 1996 to provide an independent report on the financial position of the Commonwealth. The Commission presented its report to the Government on 21 June 1996.

The Commission makes a broad range of recommendations and findings reflecting the scope of the terms of reference. In particular, the Commission:

�SYMBOL 183 \f "Symbol"�	sets out principles for assessing government activities and programmes (including the ownership of Public Trading Enterprises (PTEs)) to determine the appropriateness of government programmes and to improve their efficiency and effectiveness;

�SYMBOL 183 \f "Symbol"�	reviews Commonwealth/State roles and responsibilities with regard to eliminating duplication and overlap, clarifying the role of national standards, improving service delivery and reforming funding arrangements;

�SYMBOL 183 \f "Symbol"�	examines infrastructure adequacy and efficiency issues including consideration of the management of the existing stock of infrastructure assets and the approach to assessing investment proposals;

�SYMBOL 183 \f "Symbol"�	examines government reporting practices (with a focus on accrual reports) and presents whole of government accrual reports for the Commonwealth; and

�SYMBOL 183 \f "Symbol"�	addresses the implementation of the Charter of Budget Honesty� XE "Charter of Budget Honesty" �.

The Government has set in train a two�part process for examining the Commission’s report. The first has been to act on a number of the recommendations in the 1996�97 Budget context. The second part provides for a longer term examination of the more complex issues raised in the report. This approach allows the Government to consider these findings more thoroughly and to ensure that appropriate outcomes result. Further decisions will be taken once these recommendations have been considered in more detail.



�Part II: The Fiscal strategy� XE "Fiscal strategy" �

The Government’s medium term fiscal strategy� XE "Fiscal strategy" � is to follow, as a guiding principle, the objective of maintaining an underlying balance on average over the course of the economic cycle. This approach will ensure that over time the Commonwealth budget makes no overall call on private sector saving and therefore does not detract from national saving; it will provide the Government with the flexibility to allow fiscal settings to change in response to economic conditions over the course of the cycle and to respond to external shocks.

The Government is committed to introducing legislation to ensure greater fiscal discipline and enhanced reporting arrangements in accordance with its election commitment to a Charter of Budget Honesty (see Appendix C)� XE "Charter of Budget Honesty" �.

Chart 1 shows that the Commonwealth budget position has been generally unsatisfactory for the past twenty years or so. On average over this period the Commonwealth has run a significant underlying deficit drawing on private saving to fund its activities. This record of inadequate fiscal resolve has persisted in recent years, with insufficient action taken to strengthen the budget position as economic recovery progressed. As a result, substantial fiscal consolidation has become a matter of urgency. It is essential that the structural integrity of the budget be restored while economic conditions are favourable and before Australia faces a downturn in world economic growth� XE "Economic growth" �.

Current economic prospects provide such an opportunity, with the favourable outlook underpinned by continued strong world economic growth� XE "Economic growth" � and sound private sector fundamentals in Australia, including continued low inflation, healthy corporate profits and positive consumer and business confidence. Despite these generally favourable conditions, the Current Account Deficit� XE "Current Account Deficit" � (CAD) is expected to remain high at around 4 per cent of GDP, one of the highest among OECD� XE "Organisation for Economic Cooperation and Development" � countries, and the unemployment rate remains over 8 per cent.

The continued high levels of the CAD� XE "Current Account Deficit" � are of major concern. Unemployment cannot be reduced on a sustainable basis without adequate investment. Therefore, unless additional savings are available, including from the public sector, the CAD will not be reduced over time. The FitzGerald Report� highlighted the risks of increasing current account deficits and of the failure to deal with their underlying cause. Increasing dependence on foreign savings, as reflected in growing net foreign liabilities, exposes the economy to sudden shifts in market confidence, leads to higher borrowing costs for Australian business and makes the economy more vulnerable to external shocks. Inevitably, the effect of these risks is to place an external ‘speed limit’ on the pace at which economic growth can be sustained.

Public Saving� XE "Public saving" �� XE "Saving:Public" �

The only sustainable solution to our high structural CAD� XE "Current Account Deficit" � is to boost significantly our level of national saving� XE "National saving" �� XE "Saving:National" �. Raising public sector saving and thereby, over time, national saving, is the primary objective of the Government’s medium term fiscal consolidation strategy� XE "Fiscal strategy" �. Increasing national saving, relative to national investment, holds the key to reducing the CAD over time and thereby raising longer term growth prospects.

Part II of Statement 2 details the reasons behind the structural deterioration in the CAD over the past two decades. It shows that the present imbalance between national saving and investment — represented by the CAD — reflects a significant decline in saving and particularly public saving. The decline in public saving has in turn reflected lower saving by the Commonwealth general government sector and particularly the budget sector. Whereas in the fifteen years to 1974�75 the Commonwealth underlying budget balance averaged around 2 per cent of GDP, since 1974�75 it has averaged -1.4 per cent. Indeed, since 1975-76 in only five budgets has the Commonwealth not made a call on private saving.

The Government’s fiscal consolidation strategy� XE "Fiscal strategy" � is aimed at ensuring that the Commonwealth budget sector saves enough to cover its investment needs, on average, over the economic cycle. With the economy well into the upswing of the current cycle this means ensuring that the underlying budget deficit — the direct contribution of the Commonwealth budget sector to the national saving� XE "National saving" �� XE "Saving:National" �/investment imbalance� XE "Current Account Deficit" � — is returned to balance promptly and then maintained in surplus while solid economic growth� XE "Economic growth" � continues.

In implementing its fiscal strategy� XE "Fiscal strategy" �, the Government has chosen to place the emphasis on outlays. This emphasis is appropriate for several reasons.

�SYMBOL 183 \f "Symbol"�	Chart 3 shows that the main reason for the deterioration of the deficit in the early 1990s was the very strong growth in outlays — outlays excluding net advances� XE "Net advances" � rose from 24.1 per cent of GDP in 1989�90 to 27.2 per cent in 1995�96.

�SYMBOL 183 \f "Symbol"�	The cross country analysis undertaken by the IMF suggests that fiscal consolidations are more successful if priority is given to outlays restraint.

�SYMBOL 183 \f "Symbol"�	High levels of government spending, including in non-core activities, can be wasteful and create disincentives for private sector involvement which may reduce potential economic growth� XE "Economic growth" �.



�Chart 3: Underlying Budget Aggregates

Panel A: Budget Revenue and Outlays(a)
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 (a)	Outlays excluding net advances� XE "Net advances" �.



Panel B: Underlying Budget Balance
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As discussed in Statement 2, whether an improvement in public saving� XE "Public saving" �� XE "Saving:Public" � translates into higher national saving� XE "National saving" �� XE "Saving:National" �, and an improvement in the national saving/investment balance, will ultimately depend on how the private sector’s saving and investment responds to fiscal consolidation. Both the IMF� XE "International Monetary Fund" � and OECD� XE "Organisation for Economic Cooperation and Development" � have recently published reports which suggest that the private sector tends to compensate, in part, for changes to public sector saving.� 

�SYMBOL 183 \f "Symbol"�	The OECD� XE "Organisation for Economic Cooperation and Development" � analysis — based on examining episodes of significant fiscal consolidation over the past two decades — found that an improved saving performance by government tended to result in a rise in national saving� XE "National saving" �� XE "Saving:National" �.

Accordingly, in the absence of any structural shift in the economy’s investment requirements, an increase in public saving� XE "Public saving" �� XE "Saving:Public" � as a result of fiscal consolidation is likely to lead, over time, to a structural improvement in the CAD� XE "Current Account Deficit" �.

Future Policy Flexibility

If the Government is to have the capacity to use fiscal policy to support economic growth� XE "Economic growth" � during periods of weakness it must be achieving fiscal surpluses when the economy is growing strongly and is at a more advanced stage of the cycle. The surpluses achieved at such stages of the cycle reduce Government debt and provide the capacity for the Government to responsibly run deficits when economic growth is weak. 

The budget position will tend to move in response to the state of the economic cycle through the operation of what are termed ‘automatic stabilisers� XE "Automatic stabilisers" �’. For instance, during periods of economic downturn, revenue tends to fall and social welfare outlays rise relative to periods where the economy is operating at full capacity. Therefore, in a downturn the automatic stabilisers move the budget towards deficit, which moderates aggregate demand weakness and helps reduce the downturn’s severity. Conversely, in an upturn, revenues rise, outlays fall and the automatic stabilisers move the budget towards surplus.

Unless the budget is in a sound structural position the Government will not have the flexibility either to allow the automatic stabilisers� XE "Automatic stabilisers" � to work in times of low economic growth� XE "Economic growth" �, or to loosen fiscal policy. If the budget is in significant structural deficit then the passage of each economic cycle will see Government debt increase. Eventually such a position becomes unsustainable.

While the concept of a structural balance� XE "Structural budget balance" �� XE "Budget balance:Structural" � is sound, in practice its estimation is difficult and the resulting estimates subject to a number of limitations.� These qualify the usefulness of estimates of the structural balance as an analytical tool and emphasise the need for such estimates to be treated with caution. Chart 4 shows OECD� XE "Organisation for Economic Cooperation and Development" � estimates of the structural balance for Australia. The IMF� XE "International Monetary Fund" � also produces such estimates. When prepared using comparable data, both show that, in the absence of fiscal consolidation, Australia would remain in significant structural deficit. This emphasises, once again, the need for the significant fiscal consolidation put in place in this Budget.

Chart 4: Structural Budget Balance for Australia

OECD� XE "Organisation for Economic Cooperation and Development" � Estimates(a)
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(a)	Source: OECD Economic Outlook 59, June 1996. Data for general government sector. Estimates for 1996 and 1997 predate the Government’s fiscal consolidation strategy announced on 12 March 1996.



Net Debt

The pace at which net debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � levels have built up in recent years — particularly in the Commonwealth general government sector — is disturbing. Chart 5 shows how net debt has ratcheted up over the past 25 years. A series of large budget deficits over recent years has resulted in Commonwealth general government net debt rising from around 4 per cent of GDP in 1989�90 to over 19 per cent in 1995�96, a figure which would have been even higher in the absence of significant asset sales. Especially of concern is that the debt level will increase further without corrective fiscal action.

Fiscal consolidation will result in significantly reduced levels of Commonwealth general government net debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � over the forward estimates� XE "Forward estimates" � period. Chart 5 shows that net debt is projected to fall to around 13 per cent of GDP in 1999�00 compared with levels of around 19 per cent of GDP in the absence of fiscal consolidation. Even so, net debt levels will remain above the previous peak of just over 11 per cent reached in 1985-86.

Chart 5: Commonwealth General Government Net Debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" �
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High public debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � levels can heighten countries’ vulnerability to shocks at the same time as they impose constraints on the use of fiscal policy for stabilisation purposes. Some European industrial countries, for example, have found that the need to maintain external credibility has required them to reduce deficits and tighten policy even where a contrary policy prescription may be desirable for short term stabilisation purposes. Moreover, these fiscal improvements need to be generated at a time when the share of interest payments in total outlays is already high.

Finally, as public debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � generally equates to passing the burden of at least some current consumption onto future generations, high public debt levels also raise concerns about longer term issues such as intergenerational equity.

The Government’s fiscal strategy� XE "Fiscal strategy" � which is designed around providing for underlying budget balance on average over the economic cycle will help ensure that we avoid the risk of a ratcheting up of debt.

Impact of Fiscal Consolidation on Economic Growth

The main reason for undertaking fiscal tightening is to raise national saving, reduce upward pressure on the CAD and sustain economic growth over the medium term. Those critical medium term benefits must be pursued, taking account of short�term implications.

In the short term, fiscal consolidation can be expected to encourage private sector aggregate demand in a number of ways. For example, a reduction in public demand (or even its credible expectation) can boost private sector confidence. To the extent that fiscal consolidation, or its expectation, leads to lower interest rates than otherwise there will also be a downward influence on the exchange rate. Lower interest rates and exchange rates will tend to boost economic growth� XE "Economic growth" �. There may also be positive wealth effects associated with actual or expected lower interest rates and perceptions as to reduced, or at least no higher, future tax liabilities. In the short term it is possible for the positive impact on private sector aggregate demand to be more than offset by the adverse impact on aggregate demand associated with lower public demand. However, over the medium to longer term, fiscal consolidation will enhance growth prospects by reducing the call of the public sector on national saving� XE "National saving" �� XE "Saving:National" �, reducing risk premia, and thereby providing opportunities for higher private sector investment at lower market interest rates.

Both the IMF� XE "International Monetary Fund" � and OECD� XE "Organisation for Economic Cooperation and Development" � have recently examined this issue and report recent experiences where successful fiscal consolidations were achieved in conjunction with economic growth.� XE "Economic growth" �� The IMF notes in particular that in many cases countries have experienced strengthening economic growth both during and following a contractionary fiscal phase (see Appendix D).

Further discussion of the economic outlook� XE "Economic outlook" � and relationship between fiscal consolidation and economic outcomes is in Statement 2.

Charter of Budget Honesty� XE "Charter of Budget Honesty" �

The Government has announced that it will introduce legislation in the Budget sittings of Parliament to establish a new fiscal framework. The framework will implement the Government’s Charter of Budget Honesty� XE "Charter of Budget Honesty" � election commitment. The Government’s proposed legislation aims to produce better fiscal outcomes by putting in place institutional arrangements to improve the discipline, transparency and accountability applying to the conduct of fiscal policy. The adoption of the new fiscal framework through legislation has the objective of applying the new arrangements to all future governments. More details are provided in Appendix C.

Part III: Public Sector Financing

The headline budget surplus of $0.5 billion in 1996�97 implies a gross Commonwealth financing requirement� XE "Public Sector Financing" � (allowing for maturing debt and net payments associated with PTE superannuation) of $6 billion. Further details of the Commonwealth’s budget financing and debt management strategy are provided in Statement 5.



Chart 6: Net Financing Requirement
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Chart 6 shows that since 1992�93 the Commonwealth’s net financing requirement has been markedly reduced due in part to asset sales and repayment of State debt� XE "Headline budget balance" �� XE "Budget balance:Headline" �. The Commonwealth general government call on financial markets has been reduced from over 3.9 per cent of GDP in 1992�93 to 0.2 per cent of GDP in 1996�97. From 1997�98 the Commonwealth general government is expected to move into significant surplus (of 1 per cent of GDP) which is expected to continue into the forward years. The State/local general government sector as a whole is expected to be repaying debt over the forward years.

Analysis of the financial position of all components of the public sector is given in Statement 6.



Part IV: Major Variations to the Forward Estimates

Measures

By adopting an approach to expenditure restraint which places emphasis on the reassessment of existing spending priorities and improving the efficiency and effectiveness of the public sector, the Government has been able to substantially reduce expenditures while introducing new policy spending in a number of high priority areas, including to meet its election commitments� XE "Election commitments" �� XE "Measures:Election commitments" �.

Outlays — Spending and Savings Measures� XE "Savings measures" �� XE "Measures:Savings" �

The Government has introduced election spending commitments� XE "Election commitments" �� XE "Measures:Election commitments" � (costing $0.6 billion in 1996�97 and $1.4 billion in 1997�98) as well as providing additional funding of $0.9 billion in 1996�97 and $0.6 billion in 1997�98 in other high priority spending areas.

The Government has also introduced a range of savings measures which will reduce outlays excluding net advances� XE "Net advances" � by $4.4 billion in 1996�97 and $7.2 billion in 1997�98. These savings measures are sufficient to fund the new policy spending of the Government as well as contributing the bulk of the fiscal consolidation. Table 4 presents the major spending and savings measures� XE "Savings measures" �� XE "Measures:Savings" � and their impact on Commonwealth outlays. Further details on outlays spending and savings measures are contained in Statement 3.

Provision has been made in the forward estimates for outlays and revenue effects that would have arisen from the National Heritage Trust Fund, contingent upon the partial privatisation of Telstra. However, no specific outlays or revenue measures have been identified in this Budget.

Revenue Measures� XE "Revenue measures" �� XE "Measures:Revenue" �

A range of revenue measures� XE "Revenue measures" �� XE "Measures:Revenue" � will increase revenue by $1.3 billion in 1996�97 and $2.5 billion in 1997�98. These measures are focussed on addressing anomalies within the existing tax system and removing opportunities for tax evasion and avoidance. The Government has also moved to reduce the revenue loss associated with some tax expenditures (including the generous taxation treatment of superannuation and research and development expenditure). Tax expenditures should be viewed as providing assistance similar to that provided through the outlays side of the budget. Further discussion of tax expenditures is contained in Appendix B of Statement 4. New tax relief measures in areas such as family assistance� XE "Election commitments:Family tax initiative" �� XE "Tax:Family tax initiative" � and health will be introduced costing $0.4 billion in 1996�97 and $0.6 billion in 1997�98. In addition a proportion of the tax benefits from the family tax initiative are delivered through outlays as set out in Table 4 (see footnote (b)).

Table 5 presents the major revenue initiatives and their impact on total revenue; further details are contained in Statement 4.

Table 4: Major Spending and Savings Measures� XE "Savings measures" �� XE "Measures:Savings" �
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(a)	Includes public debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � interest savings from measures.

(b)	The Family Tax Initiative is intended to reduce the burden of taxation on families, particularly those with young children. However, for practical reasons it is necessary to deliver the benefits of this tax reduction to certain lower income families through the Department of Social Security.



Table 5: Major Revenue Measures� XE "Revenue measures" �� XE "Measures:Revenue" �
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(a)	Partly delivered through outlays. See footnote (b) on Table 4.

(b)	Additional running cost resources of $9.7 million in 1996�97 and $9.5 million in 1997�98 have been provided to the Australian Taxation Office for the development of administrative and legislative responses on a progressive and ongoing basis, to address aggressive tax planning and minimisation arrangements used by some high wealth individuals. The annual revenue at risk from these arrangements has been estimated by the Australian Taxation Office and the Treasury at $800 million, but until specific measures have been developed, reliable revenue estimates cannot be provided for 1998�99 and 1999�2000.

(c)	This amount reflects the net effect of refunds and collections after 30 June 1996, with respect to the levy increase for the 1996�97 income year.





Economic Parameters� XE "Economic parameters" �

Table 6 presents the major economic parameters� XE "Economic parameters" � assumed in preparing the budget estimates presented in the Budget documents. They comprise economic forecasts for 1996�97 (discussed in detail in Part I of Statement 2) and projections for the period to 1999�2000 to represent a scenario over that period.

Table 6: Major Economic Parameters� XE "Economic parameters" � (percentage change from previous year)

� EMBED Word.Picture.6  ���(a)	Civilian wage and salary earners (National Accounts basis).

(b)	National Accounts basis, including superannuation. Includes voluntary redundancy and superannuation payments to Commonwealth public servants which boost wage growth slightly in 1996�97. Excluding this effect, wage growth would be around 4 ½ per cent in 1996�97.

(c)	Headline consumer price index.



Sensitivity of the Forward Estimates to Changes in Economic Conditions

The outlays and revenue estimates in the 1996�97 Budget are consistent with the economic forecasts� XE "Economic parameters" � and projections in Table 6. Variations in economic outcomes from this scenario will have implications for the outlays and revenue estimates. Details of the estimated sensitivity of the outlays and revenue estimates to changes to the economic parameters are presented in Statements 3 and 4 respectively.

�Appendix A: Measures of budget balance

This Appendix discusses different cash based measures of the budget balance.

Headline balance� XE "Headline budget balance" �� XE "Budget balance:Headline" �

The headline budget balance� XE "Headline budget balance" �� XE "Budget balance:Headline" � used in the Budget Statements is measured as total revenue less total outlays, in accordance with longstanding practice. The measure quantifies the estimated call on the financial markets of government activity. The headline measure of the balance differs from that used by the Australian Bureau of Statistics (ABS) � XE "ABS deficit:Deficit adjusted for net advances" �� XE "Budget balance:ABS measure" �in the Government Finance Statistics (GFS) primarily on account of the treatment of receipts and payments by the budget sector of PTE superannuation and compensation provisions.� In the budget these provisions are classified as financing transactions and are not included in the calculation of the headline balance. In the ABS GFS decreases in these provisions contribute to the deficit.

Underlying balance� XE "Underlying budget balance" �� XE "Budget balance:Underlying" �

The underlying budget balance� XE "Underlying budget balance" �� XE "Budget balance:Underlying" � is measured as the headline budget balance� XE "Headline budget balance" �� XE "Budget balance:Headline" � adjusted for net advances� XE "Net advances" �. The latter comprises transactions in financial assets undertaken for policy purposes. The category consists of net policy lending (new policy loans and advances less repayments) and net equity injections (injections/purchases of equity less equity sales� XE "Asset sales" �). Because repayments of past advances are now greater in aggregate than new policy lending, and sales of equity outweigh purchases and injections, net advances are currently negative. For 1996�97, net advances are sufficiently negative to provide for an underlying deficit but a headline surplus.

The underlying budget balance� XE "Underlying budget balance" �� XE "Budget balance:Underlying" � is broadly consistent with the ‘net lending� XE "Net lending" �’ concept in the national accounts, ie it excludes transactions which simply involve the transfer or exchange of a financial asset, and therefore have no impact on net public lending.� The underlying budget balance closely approximates the direct contribution of the Commonwealth budget sector to the national saving� XE "National saving" �� XE "Saving:National" �/investment imbalance� XE "Current Account Deficit" � (the current account deficit). It is the part of public net lending over which the Commonwealth Government has direct control.

The ABS also estimates a deficit adjusted for net advances which, like its headline deficit counterpart, primarily differs from the underlying balance in its treatment of provisions. The underlying balance presented in the budget is preferred because it is consistent with the ABS national accounts treatment of provisions, which does not include increases in provisions in the net lending estimates.

Structural balance� XE "Structural budget balance" �� XE "Budget balance:Structural" �

Fiscal positions vary with the progression of the economic cycle due to the operation of the so�called ‘automatic stabilisers’� XE "Automatic stabilisers" �. For instance, in an economic downturn revenues tend to be lower and social welfare payments higher than when the economy is operating at full capacity. For some purposes it is useful to abstract from these cyclical influences on the fiscal position. For example, it would be useful in analysing the stance of fiscal policy to know how much of the budget deficit is due to the state of the economic cycle and will be reversed as the cycle picks up and how much is attributable to the structure of the budget and will continue in the absence of specific policy adjustments.

While the concept of a structural balance� XE "Structural budget balance" �� XE "Budget balance:Structural" � is sound, in practice its estimation is not straightforward and its interpretation needs care. Several methods have been used to derive structural balance estimates, but differences in the definition and measurement mean that no method is generally accepted. The different approaches can yield significantly different estimates. These can often be traced back to issues associated with estimating the level of GDP in the absence of cyclical factors, both in current and future years, especially for an economy undergoing significant structural change.

There are other limitations to the use of structural balance� XE "Structural budget balance" �� XE "Budget balance:Structural" � estimates. Although structural balance estimates are often interpreted as being broadly indicative of discretionary fiscal policy, in most approaches taken the estimates will capture changes in all non�cyclical factors, and therefore, elements not directly related to discretionary fiscal policy. These can include the impact on revenues and outlays of changes in interest rates, interactions of the tax system with inflation, demographic changes and changes in the tax base induced by growth.

The OECD and the IMF regularly publish estimates of structural fiscal balances for member countries compiled on a consistent basis. Full details of the methodologies used by these organisations are available in Giorno, C., Richardson, P., Roseveare, D. and van den Noord, P., Potential Output, Output Gaps and Structural Budget Balances OECD Economic Studies No. 24, 1995 and IMF World Economic Outlook, October 1993 and May 1995.

�Appendix B: Historical Data for the Commonwealth Budget Sector

Table 7 provides details of the budget aggregates for the period 1960�61 to 1999�00. The underlying budget balance is revenue minus outlays excluding net advances� XE "Net advances" � to other sectors. Total net advances comprise net loans from the budget (new policy loans and advances less repayments) and net equity injections (injections/purchases of equity less equity sales). Care needs to be taken in making comparisons over such an extended period owing to classification differences and revisions, as well as changes to the structure of the budget. In particular, there are some inconsistencies in the data relating to the period prior to 1976�77 and those used for data from 1976�77 onwards. Year to year classification changes are typically minor in nature but it does mean that data for the earlier period may not be entirely consistent with that for 1976�77 and later years.

Table 8 provides details of tax, non�tax and total revenue for the period 1960�61 to 1999�00. These revenue data are compiled on a consistent basis from 1976�77.

Other factors which affect the comparability of budget aggregates between years are:

�SYMBOL 183 \f "Symbol"�	adjustments in the coverage of agencies included in the accounts of the Commonwealth budget sector;

�SYMBOL 183 \f "Symbol"�	transfers of taxing powers between the Commonwealth and the States;

�SYMBOL 183 \f "Symbol"�	other changes in financial arrangements between the Commonwealth budget sector, Commonwealth non�budget sector agencies and the State/local government sector; and

�SYMBOL 183 \f "Symbol"�	changes in arrangements for transfer payments where tax rebates are replaced by payments through the social security system. This has the effect of increasing both revenue and outlays as compared with earlier periods, but not changing balances. Changes in the opposite direction (tax expenditures replacing outlays) reduce both outlays and revenue.

While approximate adjustments can be made to identify trends in budget aggregates on a generally consistent basis, the further back this analysis is taken, the less manageable that task becomes.

A detailed discussion of the comparability of budget aggregates since 1960�61 is provided in Statement 5 of Budget Paper No 1, 1992�93.

Further details of the classification treatment and coverage of the budget sector are provided in Statement 7.

�Table 7: Commonwealth Budget Revenue, Outlays excluding net advances� XE "Net advances" � and Underlying Balance(a)

1960�61 to 1999�00

� EMBED Word.Picture.6  ���� XE "Budget balance:Underlying" \r "Underlying2" �� XE "Underlying budget balance" \r "Underlying2" �

(a)	Data for the period since 1976�77 are classified on a consistent basis. Earlier data are classified on the basis applying in the relevant Budget year. The underlying budget balance is revenue minus outlays excluding total net advances to other sectors.



Table 8: Commonwealth Budget Taxation Revenue, Non�taxation Revenue and Total Revenue(a)

1960�61 to 1999�00

� EMBED Word.Picture.6  ���

(a)	Data for the period since 1976�77 are classified on a consistent basis. Earlier data are classified on the basis applying in the relevant Budget year.



�Appendix C: Charter of Budget Honesty� XE "Charter of Budget Honesty" �

introduction

The Government has announced that it will introduce legislation in the Budget sittings of Parliament to establish a new fiscal framework, implementing the Government’s Charter of Budget Honesty� XE "Charter of Budget Honesty" � election commitment.

The Government’s proposed legislation aims to produce better fiscal outcomes by putting in place institutional arrangements to improve the discipline, transparency and accountability applying to the conduct of fiscal policy.

The adoption of the new fiscal framework through legislation has the objective of applying the new arrangements to all future governments.

proposed Fiscal Framework

The Government’s proposed legislation incorporates many of the recommendations of the National Commission of Audit� XE "Commission of Audit" �. The main features of the fiscal framework to be established by the legislation are outlined below.

Fiscal Policy Formulation

Fiscal policy will be required to be formulated against a set of principles of sound fiscal management contained in the legislation.

�SYMBOL 183 \f "Symbol"�	The principles will require a government to give consideration to the impact of fiscal policy on: government debt and managing fiscal risks, national saving� XE "National saving" �� XE "Saving:National" �, the stability and integrity of the tax base, and equity between generations.

�SYMBOL 183 \f "Symbol"�	Legislating principles of sound fiscal management will establish an appropriate environment for setting and assessing fiscal policy, without restraining government or Parliament in their pursuit of other, non�fiscal, objectives.

To assist public evaluation of fiscal policy, governments will be required to present a Fiscal Strategy� XE "Fiscal strategy" � Statement each year. The Statement should:

�SYMBOL 183 \f "Symbol"�	outline short and longer term fiscal objectives and strategic priorities;

�SYMBOL 183 \f "Symbol"�	specify expected fiscal outcomes or targets and specify key fiscal indicators against which fiscal policy will be set and assessed; and

�SYMBOL 183 \f "Symbol"�	identify fiscal measures that are temporary in nature and adopted for the purpose of dampening economic downturns, and indicate the process for their reversal.

Requiring the identification of fiscal objectives and expected outcomes will enhance public understanding of a government’s fiscal strategy. Moreover, the objectives and expected fiscal outcomes outlined in the Statement will form the basis for assessing the conduct of fiscal policy over time.

Fiscal Reporting

Enabling a government’s fiscal performance to be assessed requires information on both fiscal objectives and progress in achieving those objectives. To enhance the availability of information on fiscal developments the Government’s proposed legislation will require the following key reports:

�SYMBOL 183 \f "Symbol"�	economic and fiscal outlook reports twice a year: at budget time and mid�year;

�SYMBOL 183 \f "Symbol"�	a pre�election report on the economic and fiscal outlook; and

�SYMBOL 183 \f "Symbol"�	an intergenerational report on the long run implications of government policies every five years.

The reporting requirements, discussed further below, should be taken as a minima.

The Budget Economic and Fiscal Outlook report will present fiscal projections for three years beyond the budget year together with the economic assumptions on which they are based. The Mid�year Economic and Fiscal Outlook report will update the information provided at budget time. These reports will ensure that up to date information is always publicly available.

The presentation of a Pre�election Economic and Fiscal Outlook report will ensure the availability of updated information prior to an election. This report is to provide an independent assessment of the economic and fiscal outlook prepared by the Secretaries to the Department of the Treasury and Finance. The report is to be released within 10 days of the announcement of an election.

The Intergenerational Report will help ensure that fiscal policy addresses both short�term and long�term policy issues by highlighting the long run financial implications of existing policy. This report will assess the long�term sustainability of current policies, including taking account of the financial implications of demographic change.

Another feature of the proposed fiscal framework will be a requirement that governments have regard to external reporting standards such as those for ABS government finance reporting and standards set by the accounting profession. In particular, where a government intends to diverge from these reporting standards, the proposed approach and the reasons for the departure should be explained in the Fiscal Strategy� XE "Fiscal strategy" � Statement with reference to the principles of sound fiscal management. This requirement will place a greater degree of discipline on government reporting practices.

Costing of Election Commitments

The proposed fiscal framework will also modify the so�called caretaker convention regarding the costing of Government and Opposition election commitments.

During the caretaker period the proposed legislation will allow both the Prime Minister and Leader of the Opposition to request that costings of their announced policies be prepared by the Secretaries to the Treasury and Department of Finance.

Standardised policies for requesting and carrying out policy costings are to be developed in consultation and prescribed by regulation. The relevant Secretaries will publicly release the policy costings as soon as practicable after receiving a request.

The approach provides potential alternative governments with equal access to departmental resources for costing policies during the caretaker period. This is consistent with the principle that governments should not have privileged access to the public service during the caretaker period.

The availability and public release of independent costings by departments on request can assist in better informing the electorate about the financial implications of election commitments� XE "Election commitments" �� XE "Measures:Election commitments" � prior to the election.



�Appendix D: International Comparisons

Private and Public Net Lending

Panel A of Chart 7 � XE "Net lending:Commonwealth" �illustrates that over the last decade private sector net lending� XE "Net lending" � in Australia has been consistently negative, indicating that private sector saving has fallen short of private sector investment. In contrast, private sector lending in the United States has been positive, or at worst marginally negative, and, for industrial countries on average, it has been positive.

Since Australia has a saving shortfall from the private sector, the public sector cannot draw on national savings (Panel B), without courting risks by increasing its exposure to international capital markets.

Chart 7: Net Lending� XE "Net lending" �

Panel A: Private

� EMBED Word.Picture.6  ���

Panel B: Public

� EMBED Word.Picture.6  ���

(a)	Industrial countries’ average. Source: IMF� XE "International Monetary Fund" � World Economic Outlook, May 1996.

(b)	Data for Australia refer to fiscal years ending 30 June.



Lessons from Overseas Experiences with Fiscal Consolidation

The aim of the Government’s fiscal consolidation strategy� XE "Fiscal strategy" � is to increase the level of national saving� XE "National saving" �� XE "Saving:National" � (and reduce pressure on the CAD� XE "Current Account Deficit" �) by raising public sector saving. The OECD� XE "Organisation for Economic Cooperation and Development" � and IMF� XE "International Monetary Fund" � have recently reviewed the experience of several episodes of fiscal consolidation in industrial countries.� Both the IMF� XE "International Monetary Fund" � and OECD� XE "Organisation for Economic Cooperation and Development" � have recently published reports which suggest that the private sector tends to compensate, in part, for changes to public sector saving.

The IMF� XE "International Monetary Fund" � and OECD� XE "Organisation for Economic Cooperation and Development" � studies also examined the impact of fiscal consolidation on GDP growth� XE "Economic growth" �. Both studies recognise that the complexity of interactions between economic growth, interest rates and debt ratios do not lend themselves to establishing clear lines of causality between fiscal consolidation and economic growth. However, both studies identify several fiscal consolidation episodes which were achieved in conjunction with higher rates of growth within a relatively short period. The IMF study also concludes that placing greater emphasis on cutting outlays rather than increasing revenue appears to increase the likelihood of success.

The IMF� XE "International Monetary Fund" � study also found that where the fiscal consolidation is large and part of a broader adjustment and reform agenda, it is more likely to be perceived by the private sector as a credible government commitment and revive private sector confidence and expectations so that growth is given a boost.

The fiscal strategy� XE "Fiscal strategy" � set out in this Budget will result in a significant improvement in public finances — reducing Commonwealth general government net debt� XE "Commonwealth net debt" �� XE "Debt:Commonwealth net" � by an estimated 6  per cent of GDP over the forward estimates� XE "Forward estimates" � period — and provide a framework, through the Charter of Budget Honesty� XE "Charter of Budget Honesty" � (see Appendix C for details), for maintaining sound fiscal discipline in the future. In addition, the fiscal strategy forms part of a broader adjustment programme which includes key structural reforms (particularly in the area of the labour market). With the consolidation focussed on reducing outlays, it is also aimed at addressing the underlying cause of the deterioration in the Commonwealth budget position. Based on the findings of the OECD and the IMF, these factors indicate that the fiscal consolidation is most likely to lead to an increase in the level of national saving.



� seq sectionno \r  � SUBJECT  \* MERGEFORMAT �1��1�� 	The underlying budget balance is measured as revenue less outlays (excluding net advances� XE "Net advances" �). Net advances consist of net policy lending (new policy lending less repayment of past policy lending) and net equity transactions (equity injections/purchases less equity sales� XE "Asset sales" �). Further discussion on the underlying budget balance as well as other measures of the budget balance is provided in � REF _Ref361562754 \* MERGEFORMAT �Appendix A�.

� 	Data for 1995�96 are outcomes while data for 1996�97 are estimates and for 1997�98 are projections. � REF _Ref362835305 \* MERGEFORMAT �Appendix �B presents historical data on budget aggregates as well as the forward estimates to 1999�2000.

� 	See footnote (b) to � REF _Ref362418861 \* MERGEFORMAT �Table 3�.

� 	FitzGerald, V.W., National Saving —� XE "National saving" �� XE "Saving:National" � A Report to the Treasurer, June 1993.

� 	See OECD� XE "Organisation for Economic Cooperation and Development" � Economic Outlook 59, June 1996 and IMF� XE "International Monetary Fund" � World Economic Outlook, May 1996.

�	Further discussion of the measure of the structural budget balance� XE "Structural budget balance" �� XE "Budget balance:Structural" � appears in � REF _Ref361562754 \* MERGEFORMAT �Appendix A�.

� 	OECD� XE "Organisation for Economic Cooperation and Development" � Economic Outlook 59, June 1996 and IMF� XE "International Monetary Fund" � World Economic Outlook, May 1996.

�	Other differences relate to the treatment of financial lease arrangements.

�	As the GFS are prepared on a cash basis and the national accounts on a part cash, part accruals basis, timing differences in the recording of some transactions mean that the underlying balance� XE "Underlying budget balance" �� XE "Budget balance:Underlying" � can only approximate the Commonwealth budget sector’s share in public net lending.

� 	See OECD� XE "Organisation for Economic Cooperation and Development" � Economic Outlook 59, June 1996 and IMF� XE "International Monetary Fund" � World Economic Outlook, May 1996.
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