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The pressure brought on by massive stimulus funding during the COVID-19 pandemic and future
headwinds including ageing and the costs of climate change have brought Australia to the point
where wholesale budget reform is now a necessity, according to a new paper released by the
Committee for Economic Development of Australia.

“The arbitrary budget targets and narrow focus on budget surpluses that have underpinned
Australia’s budget approach do not guarantee budget sustainability and will carry significant
economic costs in a supply constrained economy,” says CEDA Chief Economist Jarrod Ball.

“As Australia faces the challenges of weak productivity and an aging population, spending taxpayer
dollars well to deliver high quality services and build productive capacity in the economy is more
important than ever.

“Several targets in the current fiscal strategy have been there in one form or another since the early
2000s despite being unmet, unsound, or inappropriate in the economic environment.

“As the government faces a complex juggling act of unwinding the stimulus required during the
pandemic and investing in long-term programs such as aged care, now is the time for government
to change its approach to ensure Australia’s long-term budget sustainability. This includes moving
to a whole-of-federation overview of Australia’s finances through a national Intergenerational
Report.”

Australia has recorded 14 consecutive deficits and over the last 40 years, there are only six years in
which Australia could claim to have been running a balanced budget on average over the preceding
decade.

“Strict quantitative budget targets are blunt tools that constrain choices, leading policymakers to
impose efficiency dividends, levies and other short-term savings that don’t improve value for money
or budget sustainability over the long-term,” says Mr Ball.

“The community then bears the burden of arbitrary caps and artificial constraints through
inadequate services in the longer term. This has been seen all too painfully in areas such as the
aged care system, hospital funding and higher education.”

Other challenges to the budget are the growing financial risks of climate change. In NSW alone, the
state government is projecting up to $17.2 billion of economic costs from natural disasters on
average each year by 2060.
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To improve fiscal sustainability, after the Federal election, the government should reset the budget
framework to deliver quality budget measures that lift the capacity of the economy to grow while
maintaining long-term budget sustainability. This involves:

e Tasking the Parliamentary Budget Office (PBO) to undertake a whole of federation
Intergenerational Report to provide a complete picture of Australia’s finances;

e Reviewing the 25-year-old Charter of Budget Honesty Act to increase scrutiny and
transparency of the budget;

¢ Reviewing and updating the medium-term fiscal strategy to stabilise and reduce net
debt while also facilitating the right investments to boost the productive capacity of the
economy; and

e Establishing a rolling schedule of program evaluations.

A comprehensive budget reset will complement the bipartisan agreement to review the Reserve
Bank of Australia, reassessing the full suite of macroeconomic tools to ensure they are in the best
shape to support the economy and respond to future shocks.

“Governments must now focus all of their policy levers on lifting Australia’s capacity to grow into the
future and deliver the services that will underpin Australians’ health and wellbeing,” says Mr Ball.

CEDA Chief Economist Jarrod Ball is available for further comment and interviews.
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CEDA - the Committee for Economic Development of Australia — is an independent, membership-based
think tank.

CEDA’s purpose is to improve the lives of Australians by enabling a dynamic economy and vibrant
society. Through independent research and frank debate, we influence policy and collaborate to disrupt
for good.

CEDA has more than 620 members from a broad cross-section of industry, government, community and
academia. Our members span every state and territory.

CEDA was founded in 1960 by leading economist Sir Douglas Copland. His legacy of applying economic
analysis to practical problems to aid the development of Australia continues to drive our work today.
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