







































































































































































Table A4

Average Income Tax Rates (Minus Family Allowances & the Family Income Supplement)

Income Level - 3/4 AWE

Year Income Single Plus Plus 1 2 3
($ PA) Taxpayer Dependent Child Children Children
Spouse

1970-71 3294.75 14.95 12,52 10.17 7.51 4.10
71-72 3616.8 16.36 13.95 11.69 9.3 5.20
72-73 4022.48 15.29 12.85 10.59 8.04 4.30
73-74 4612.95 17.10 14.82 12.56 10.22 6.77
74-75 5796.98 16.13 14.12 12.24 10,23 7.10
75-76 6592.5 18.62 12.55 9.12 6.06 2.20
76-77 7442.78 18.61 11.89 9.44 5.95 1.76
77-78 8182.20 18.00 11,21 8.99 5.81 2.00
78-79 8820.23 18.71 11.95 9.88 6.93 3.40
79-80 9671.25 19.76 13.59 11.70 9.01 5.78
80-81 10983.98 20.23 12.94 11.28 8.91 6.07
81-82 11836.50 20.66 13.65 12.11 9.91 7.27
82-83 13180.35 20.29 13.99 10.4 7.43 3.88
83-84 12294.28 20.36 14.55 11.24 8.50 4.73
84-85 15437.82 19.36 13.99 10.92 8.39 4.54

48




Table AS

Average Income Tax Rates (Minus Family Allowances and the Family Income Supplement)

Income Level - AWE

Year Income Single Plus Plus 1 2 3
($ PA) Taxpayer Dependent  Child Children Children
Spouse

1970-71 4393.0 18.73 16.41 14.36 12,72 9.91
71-72 4822.5 20.35 18.18 16.21 14.24 11.20
72-73 5363.3 19.36 17.10 15:03 12.89 9.77
73-74 6150.6 21.36 19.25 17.34 15.37 12,55
74-75 7729.3 22.01 19.93 18.12 16.34 13.97
75-76 8790.1 22.71 18.16 15.46 12.98 9.90
76-717 9923.7 22.70 17.67 15.83 13.21 10.07
77-78 10909.6 21.93 16.85 15.18 12.80 9.93
78-79 11760.3 22.41 17.33 15.79 13.58 10.92
79-80 12895.0 23.09 18.46 17.05 15.03 12.61
80-81 14645.3 . 23.17 L7271 16.47 14.69 12.56
81-82 15782.0 23.49 18.23 17.08 15.43 12.46
82-83 17573.4 22.88 18.16 15.46 13.24 10.58
83-84 19059.0 22.77 18.41 15.93 13.88 1i.4
84-85 20583.8 22.87 18.83 16.53 14 .64 12.36
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Table A6

Average Income Tax Rates (Minus Family Allowance and the Family Income Supplement)

Income Level - 2 AWE

Year Income Single Plus Plus 1 2 3
(S PA) Taxpayer Dependent Child Children Children
Spouse

1970-71 8785.9 29.15 27.55 26.19 25.09 23.42
71-72 9645.0 31.35 29.78 28.47 27.24 25.47
72-73 10726.6 30.20 28.56 27.15 25.77 23.94
73-74 12301.1 32.66 31.07 29.84 28.61 26.95
74-75 15458.6 37.02 35.72 34.63 33.55 32.14
75-76 17580.2 34.64 32.36 31.01 29.77 28.23
76-77 19847.4 34.62 32.10 31.18 29.87 28.30
77-78 21819.2 32.69 30.14 29.31 28.12 26.68
78-79 23520.6 32.07 29.53 28.76 27.65 26.33
79-80 25789.9 33.06 30.75 30.04 29.03 27.82
80-81 29290.6 33.35 30.61 29.99 29.11 28.04
81-82 31564.0 33.81 31.81 30.60 29.78 28.29
82-83 35146.8 33.81 31.45 30.10 28.99 27.66
83-84 38118.1 35.05 32.88 31.63 30.61 29.38
84-85 41167.5 36.67 34.65 33.5 32.55 31.41




Proportion of Taxpayers with Incomes below:

5 AWE 3/4 AWE AWE 2 AWE

1970-71 29.44 51.9 72.0 96.32
71-72 29.08 51.51 71.76 96.35
72-73 22.43 47.27 69.60 95,69
73-74 23.23 46.27 67.58 94,77
74-75 23.66 45.64 68.83 96.73
75-76 14.95 39.83 66.42 96.09
76-77 18.45 41.98 67.99 97.08
77-78 20.42 44.32 70.65 97.41
78-79 16.69 41.92 68.74 97.38
79-80 18.80 43.24 68.79 97.36
80-81 21.41 45.67 70.34 97.18
81-82 21.29 42.97 66.61 27.16
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FIRST DISCUSSANT: Prof. David Kemp, Monash University:

This paper is partially titled "How Much Difference Do
Elections Make?" but it is really concerned with the broader
question “"How much difference do governments make?". It is
particularly concerned with how much difference governments make
to budgetary pcelicy. In fact elections and budgets only occupy
about three pages of the paper. I shall have some comment on
these three pages but I am glad that Fred Gruen has taken this
broader perspective, as it enables some much more interesting
questions to be asked and answered.

Before summarising Gruen’s approach and findings as I
understand them, I want to say something about the context which
I believe lends importance to the paper.

The first context is provided by the long-term expansion of
government relative to the economy as a whole, which has led some
to fear that the public sector is in the process of eating up the
private sector. Whether such pessimism is justified depends to a
significant extent on the process which brings this expansion of
government activity about, and the capacity of policy makers to
influence rates of change. It is easy at times to succumb to the
belief that all governments are in the grip of forces beyond
their control. Gruen’s paper is a useful corrective.

A related context within which the paper has relevance
concerns the role and importance of the political parties. If
those who take an active interest in the decision processes of
our democracy come to believe that it does not matter what
philosophy or ideology our parties profess, and government

decisions are determined by other forces, the health of our
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democracy 1is at risk. Gruen provides us with some valuable
information in assessing this issue.

The mode of analysis adopted by Gruen is one which will be
familiar to political scientists who have followed the work of
Aaron MWildaveky on budgeting. It was Wildavsky who described
budgeting as "translating resources into human purposes”. He
argued that these purposes could be best understood by focussing
on the incrementsal changes from one budget to the next -
specifically on the rates of change in heads of government
expendi ture - for it was at this incremental level that
differences in pricrities could be detected rather than in the
absolute allocations to different areas of government activity,.
Gruen has followed this approach. If one does so however, ftas
important not to overlook the absolute size of allocations since
these provide the bases from which marginal priorities are
formed. Several of my reservations about the formulation of
specific conclusions of this paper arise from the wvery close
attention Gruen gives to changes at the margin when the full
meaning of the marginal decision can only be understcod by
looking at total allocations.

The paper compares the performance of the McMahon, Whitlam,
Fraser and Hawke governments on their spending and taxing
priorities (or as Gruen more corvectly says, on their outlays and
receipts). He seeks to extract the meaning of the rates of
change, and average rates of change, in federal budgets over the

last fifteen years, from 1970771 to 1984/85.

Looking at the overall picture, and comparing Labor and
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coalition qovernments, Gruen finds that both outlays and
receipts, spending and taxes, have grown more rapidly under Labor
than coalition governments. Real outlays grew by 10% and 7% under
Whitlam and Hawke, but only by S5.3% and 2.2% under McMahon and

Fraser respectively. Real vreceipts grew by 7% and 6.1%

b

respectively under Whitlam and Hawke, and by 1.7% and 4.4
respectively under McMahon and Fraser. These figures make plain
that & vradical change of direction for a Labor government
particularly is implicit in Mr Hawke’s Trilogy.

Gruen alsoc finds that it is possible to make overall
contrasts between the priorities of the Labor coalition
governments. As would be expected from the ideology of the Labor
party, expenditure on health, employment schemes, and welfare
housing (as indicated by hcusing loans and grants to the States)
increased more rapidly under both the Labor governments, while

industry assistance, aid to the Northern Territery and remote

areas, and expenditure on assisted immigration each tend to
increase more under Fraser. Intuitively I am sure we feel that
these contrasts make sense, but the weight we should place on
these priorities - the significance of change versus continuity -

only emerges if we set them in the context of an appreciation of
the total =llocations such items received. These appear from
Table A2 in the Appendix. In no year was real direct spending on
industry assistance under Fraser as much s it was in either of
the first two Whitlam budgets; with one exception in every year
the Fraser government’s expenditure on water, electricity and gas
was less than under the Whitlam government, and in every year the

expenditure on immigration was less than in the first two vyears
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of the Whitlam qovernment. A more complete picture of priorities
would emerge if, for example, taxation allowances affecting
receipts rather than ocutlays were taken intc account. Attention
to levels of outlays does show that some of the forces for change
came to have significant impact before the change of government.

Gruen considers the continuities across governments of
different political colouration. The great coentinuity is sccial
security which grew from 17 percent of total outlays to over 28
percent across the whole peried, though the rate of growth
clackened under Fraser. Gruen decomposes the various possible
explanations for thisz reduction in the rate of increase and finds
it is mainly a result of putting an end to the expansion of
coverage and vrestricting the 4qrowth in the real level of
benefits. Comparisons with the OECD average showed that the real
level of unemployment benefits fell in Australia quite markedly
after 1975, & consequence of the unusually wide availability of
these benefits in Australia which lacks the work eligibility
requirement and limite an duration of benefits comman in other
countries. Containment of expenditure has thus been felt in the
real level of benefit.

On the revenue side 1t appears that Labor gqovernments have
obtained more vrevenue from automatic increases flowing from
inflation, have spent more and reduced the deficit less.
Coalition governments have on the whole had less revenue, spent
less and reduced the deficit more. Largely as a consequence of

their desire to cut the deficit, discretionary tax increases have

been marginally greater., In these few figqures we can see one of




the reasons for the loss of credibility by the Coalition as a
government which would cut taxes, and a reason for the collapse
of tax indexation.

Comparing the way in which governments have structured the
tax scales, Gruen finds the Hawke and Whitlam governments more
progressive in the impact of their changes, while the Fraser
government he finds regressive except in relation to families,
where it was markedly progressive. Gruen attributes this to the
family income supplement scheme introduced in the last Fraser
budget. The tables on the incidence of taxation in the Appendix,
however, show clearly that the tendency to favour low income
families was a characteristic of Fraser tax policies throughout
its period of office. (1)*

Finally, Gruen considers the relationship between elections
and budgets. MWith five election yvear budgets to work with (for
reasons he gives which I accept), he finds that the average

election budget produces #1,600m worth of extra outlays and

$2,300m worth of extra tax cuts - features not characteristic of
budgets in other years. He notes that McMahon and Fraser‘s last
budgets each increased real outlays by more than & percent, and

concludes that elections likely to be lost have led to "wholesale
bribery"” of the electorate.
This is indeed a tempting, almost obvious, conclusion. But

as we 3all know a mere correlation does not necessarily show

* This (1) and (2) below are cross-references to points made by
the author in his reply to the discussants. See pp. 57-68 of
this paper.
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cause, and the last Fraser budget deserves more to be said about
it in this context. Wholesale bribery has the connotation of
gross  irresponsibility and since the Gruen paper has helped to
dispel several myths, this last Fracer budget bears looking at as
it has been a source of more myths than most budgets. How c¢@ne
assesses that budget depends, it seems to me, very much on cne’s
approach to macro-economic policy. It was a budget brought down
3s Australia was sliding more deeply into recession. It was a
budget which actually raised taxes s€lightly, in the budget vear,
though promising later reduction, and although outlays increased

markedly it was, even in the final outturn, a budget which was

probably in structural surplus. Despite its spending initiatives
it could be, and was, regarded by some as a contractionary
budget, and the substantial increases in discretionary spending

by the incoming Hawke government suggested that the Labor Party
at least supported an even more expansionary policy. I  have
personally always believed the political calculus of that last
budget was astray. The calculus involved not merely the reaction
of voters but also the reactions of the Coalition’s own
supporters, inside and cutside the party, and there is little
doubt that it was perceived as a break with past policy, leading
to some loss of confidence in the government’s direction and to
an intensification of internal differences which had their own
harmful effects. The politics of that budqet had to be weighed
both within the coalition and in the electorate. Nevertheless, I
do not think that a budget which, wunder those macra economic
conditions increases expenditure on social security benefits and

public works can accurately be described as "wholesale bribervy®,




While I am not suggesting an election was absent from

consideration, it is better understood, I suspect, as a

resurqence of traditional counter-cyclical policy, albeit fairly

weak . 2)

I find this an encouraging paper when read against the

context I referred to at the start of these remarks. While Gruen

is on the whole cautious in his conclusions, let me venture some

of mine. This paper shows that:

*

Governments are not inexorably bound to increase real
outlays faster than the growth in the economy. A determined
government can hold cutlays growth to, or below, the growth
in the economy.

There has been no relationship between the amount
governments have spent and their election fortunes - unless
it be an inverse relationship. The largest outlay increases
were in fact followed by election defeats.

Elections in Australia have tended to produce tax cuts. This
is worth stressing because much of the commentary on the
link between elections and the size of government emphasise
the link between elections and spending. Thie has led some
people to the conclusion that if we had fewer elections we
would have less spending. Gruen‘s figures show that while
elections do have an impact on spending, even more so have
they been a restraint on revenue collection. This kind of
responsiveness to the will of the people seems to me to be
eminently desirable, and the advocates of four vyear
parliaments might reflect on this. Ideas about what is
‘responsible’ do impose constraints on spending, and in the
context of Australias today, wvoter self-interest can also
provide a restraint on Qovernment. Mr Hawke’s Trilogy was,
after all, formulated in the context of an election
campaign.

Incremental differences in priorities can have a marked
effect on both the content and size of budgets over time -
even over relatively brief periods of time. Farty ideoclogy
therefore can have some “play’ in the policy system,
encouraging the conclusion that democratic politics matters
and can indeed help to determine sour fate as well as our
fortunes.

Myth making is an inevitable part of politics. Dispelling myths

is

a task for the social scientist. This paper dispels quite a
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few myths, and does something we have no right to and little
expectation of, in these times: optimism. Or perhaps that 1s
Just the way I have chosen to read it.
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SECOND DISCUSSANT: Ross Gittins, Sydney Morming Berald:

I am very pleased to be invited to comment on & paper with a
topic such as this. It really is remarkable that & paper on such
a basic topic should be so novel at this late stage in the game.
The burden of my comments on Fred Gruen’s paper is an elaboration
of points which he acknowledges by way of footnotes and

preliminary caveats.

In undertaking an exercise such as Fred Gruen’s you need to

have in the FRONT of your mind three considerations.

First, resort to cosmetics. The most familiar creative
accounting trick is the tendency to move spending "off budget".
This practice is more widespread and more numerically significant
than you may imagine. Another device used by the creative
accountants exploits the fact that government accounts are

prepared on a cash rather than accrual basis.

Second, the close substitatibility of expenditure and tax
expenditure. Switching between expenditure and tax expenditure
is more prevalent than Gruen allowed for in his conclusions. In an
era of pressure for "smaller government®”™ - which of ten
degenerates into an attitude that high rates of growth in
government spending are bad, and low rates of growth in
government revenue are good - tax expenditure can be used as a
creative accounting device. We must guard against excessive

precccupation with the spending side of the Budget at the expense
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of what’s gqoing on on the revenue side.

Perhaps in a cosmetic response to the pressure for “"smaller
government”, the Fraser Government drifted a long way into
resorting to tax expenditures in its later years. Consider this
partial list. It introduced tax concessions for: self-employed
super contributions, home insulation, donations to overseas aid
organisations, health fund contributions, home-lcan interest
payments (two schemes), pensioner rebates and dividend income.
This trick helped the Fraser Government’s performance look good
when assessed on a simplistic growth in spending/growth in
revenue basis. And when the Hawke Government came along and
reversed the process - for reasons of good housekeeping as well

3
as differing priorities - its performance looked bad.

Third, the two-sided switch. Cruen reminded us that the
Fraser government’s decision to replace child endowment spending
and dependent child tax rebates with family allowances raised
both the spending and revenue sides of the Budget by Aabout $1
billion. Another example is the introduction of Medicare which,
as you recall, was essentially a “"self-funding" exercise. In its
first full year it raised both the spending and revenue sides of

the Budget by about $1.2 billion.

Now let’s have a look at Gruen’s findings in the light of

these three considerations.




In Table 1, Gruen acknowledged that some governments push
cutlays out of the budget intoc the COMMONWEALTH non-Budget
sector. But the Fraser government’s biggest trick, particularly
in 1its early years, was to push outlays out of the Budget into
the STATE AND SEMI-GOVERNMENT sector. Elsewhere, Gruen shows that
the Loan Council Program, which is part of the Commonwealth’s
payments to the State from the Budget, declined in real terms by
S2 percent over the seven Budgets of the Fraser Government. In
nominal terms it was a decline of 12 percent. QOver the same
period, Loan Council-approved borrowings by the State semi-
government authorities - which are outside the Budget - grew by

4
almost 300 percent in nominal terms.

Over the Fraser Government’s seven years, non—-Budget
borrowings by the COMMONWEALTH semis moved from minus 0.1 percent
of GDP to 0.5 percent. More significantly, the combined deficits
of STATE and STATE semi governments rose from 0.6 percent of GDP

to 3.7 percent.

Most economists are aware of the way the Fraser Government
played ducks and drakes between the Commonwealth Budget deficit
and the PSBR. What they often seem to forget is that these games
affect Budget outlays as well as deficits, and so invalidate
simple comparisons of the real rates of growth in spending

between various Governments. I will return to this point.
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Turning to Table 3 I believe it is sc heavily affected by
creative a&accounting, tax expenditures and two-sided cswitches as
te be of limited value. The proportionate decline in total
payments to the States will be heavily affected by the move off-
Budget and by the slower growth in Commonwealth grants arising
from the transfer of payroll tax from the Commonwealth to the
States in late 1971. As well, it will be affected by the switch
in early 1974 to direct Federal funding of tertiary education and
the offsetting cut in general revenue grants to the States. This

latter switch BETWEEN Budget ocutlay categories would also affect

the apparent proportionate INCREASE in education ocutlays.

The apparent proportionate decline in ocutlays on industry
assistance could be misleading since it obviously doesn’t take
account of the growth in industry assistance by way of tax
expendi ture: in particular, the remnants of the Fraser
Government’s investment allowance and the early days of the
Fraser/Hawke $5/3 depreciation concession. The growth in outlays
on industry assistance would also be affected to SOME extent by
the move of Commonwealth rural semi-government borrowing off

S
Budget.

The apparent proportionate increase in health outlays is
probably misleading when you remember the two-sided switch
involved in the introduction of Medicare. It also needs to be
remembered that the on-again-off-again efforts of the Fraser
Government to push health spending off the Budget and on to the

private health funds were largely cosmetic. The private health
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funds are so heavily regulated by the government that on any
sencible reckoning they have to be included in the public sector,
as they were little more than privately-owned tax ccollection

(3
agencies.

Turning to Table 4 I have to repeat that its reliability in
many rows is significantly diminished by creative accounting, tax
expenditures and two-sided switches. A good example 1is the
apparent gyrations in real outlays on assistance to first home
owners. There has been so much toocing and froing between
expenditure and tax expenditure over the years as toc make this

7
row meaningless.

My earlier remarks about the meaninglessness of wups and
downs in health outlays apply to this table. And we must also
remember the Fraser government‘s move into the tax expenditure

area with its tax rebate on basic health fund contributions.

Again with the industry assistance row we should not forget
the role of tax expenditure: the Whitlam government’s double
depreciation allowances; the Fraser government’s original 40
percent investment allowance, its 20 percent depreciation
loading, its concessions to the film industry, among others, and

- the daddy of the all - the 5/3 depreciation scheme.
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The top line of Table 4(a) shows us the fiqures we heard so
much of during the election campaign: During the Fraser vyears
real outlays grew at an average rate of only 2.2 percent, while
in its first two years the Hawke government’s real outlays have
grown at an average rate of 6.9 percent. That 2.2 percent growth
rate significantly misrepresents the true position when you allow
for the shift of expenditure off Budget, the largely meaningless
shift of health spending from the Budget to the private health
funds, and the Fraser Governments drift into tax expenditure in
its later years. Another creative accounting trick I haven’t
mentioned was the transfer of the entire Northern Territory

accounts to the State sector.

In assessing the Hawke Government’s 6.9 percent growth, you
have to remember the two-sided switch involved in Medicare; the
fact that much of the Hawke government’s early cost cutting was
directed towards Mr Fraser’s tax expenditures; and the likelihood
that real outlays growth in the coming budget of nearer 2 percent

than 2 will bring the average growth rate down significantly.

These judgements significantly veduce the usefulness of the

Labor/non—-Labor comparisons in Table 9.

Turning to Table 11 - the effects of the political cycle -
I‘'m wvery unhappy with it. It yields the surprising result that
real outlays tend to gQrow at a faster rate in post—-election years
than in what Gruen calls "pre-election years” but what [ would

call mid-term years. We are all familiar with the practice of
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governments cutting hard in the first year of their term - why
doesn’t it show up in the table? Gruen seeks to explain it in
terme of the full-year cocst of ocutlay commitments in election
Budgets, but I doubt this. I haven’t reworked it, but I suspect
the problem lies in Gruen’s table. His analytical framework
doesn’t adequately cope with the phenomenon of the two-year term
- of which we’ve had quite a few. In Gruen’s table, 1976-77, the
Fraser Gouerqment’s first Budget, shows up in the pre-election
(or mid-term) column rather than the post-election column where
it should be; while 1981-82 and 1983-84 - which were really post-
election Budgets - show up in BOTH the post—-election and pre-
election (mid-term) columns. I accept Fred’s argument that the
last two Whitlam budgets, 1974-75 and 1975-76, can‘t really be
classified as election Budgets, but instead of leaving them out
entirely he should have included them in the pre—election (mid-
term) column. Reworking the table along these lines should make

it more useful.

To conclude, I don’t think my objections .ffoct the
generality of Gruen’s conclusions, although they do muddy the
details. Despite my nit-picking I think it is a very valuable and
interesting paper. We are going to miss Fred — he has a much
firmer grasp of political economy, correctly defined, than most
of his academic colleagues AND a better knowledge of the ins and
outs of government accounting. After all, Fred is the first
academic to get off his bottom and inquire into such an obviously

important and interesting question.
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Reply To My Commentators

by Fred Gruen

(1): Kemp 1is correct that the increase in the Dependent Spouse
rebate was important in the progressive tax treatment of families
and that the family income supplement scheme was only of

significance in the final year.

(2): 1 stick to my phrase "wholesale bribery®". A government which
continually argued against fiscal stimulation of the economy
because of the ineffectiveness of such policies, cannot suddenly
turn around in 1982-83 and discover the virtues of counter-
cyclical fiscal policy and have that accepted as a bona fide

reason for substantial above-average outlay increases.

(a) To Ross Gittins

(3): Without wishing to deny that governments have resorted to
“creative accounting®” and that we need to track these down as
much as possible, they do not, by themselves, explain the large
differences between the Whitlam/Fraser/Hawke governments. Take
tax expenditures. According to the 1984/85 Budget Papers the
revenue cost of taxation expenditures rose by €1,607 million
between 1979/80 and 1982/83 (the earliest and latest years for
which such a complete costing of tax expenditures is available).
Over this period the Fraser governmént's total outlays rose by

$17,298 million. . In other words, if these figures are any guide
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we should inflate the Fracer government’s outlays by some 9.3%.
This changes the Whitlam/Fraser/Hawke real outlay expenditure
comparison of Table 4(a) from 10.0/2.2/6.9 to 10.0/2.4/6.9. It is
true khat making allowances for the other forms of creative
accounting would close the gap further. It is hard to believe it

would not remain very substantial.

(4): Federal grants to the States are not equivalent to Loan
Council approved borrowings by semi-government authorities (even

when the latter are subsidised by the Federal government).

(9): The investment allowance and the 5/3 depreciation
concessions are techniques - admittedly crude - to compensate for
the overstatement of company income under inflationary
conditions. It is not a form of specific assistance a la tractor
bounties or beef deficiency payments and should not be regarded

as such.

(6): While Medibank and Medicare expenditures are largely
equivalent, payments to private health funds are sufficiently
different - see for instance the large proportion who decided to

opt out of such payments in later Fraser years.

(7): Footnote 11 in the paper provides information regarding the
Whitlam tax concession to home—-buyers - to refer readers to the
reasons for this contrast in the expenditure records of the
Whitlam government on the one hand and the McMahon, Fraser and

Hawke governments on the other.
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