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Pretend Austerity 
A Budget of PG rated horror.  
 

Of course there are those who will be claiming that the Budget Joe Hockey has 
presented is an austerity budget, even a horror budget. If this is horror, then it 
is the kind of PG rated horror that you would see in Saturday morning cartoons. 
If this is austerity, it is austerity for those who are unable to read Budget Paper 
No.1. 
 
Austerity really suggests dramatic cuts in spending to some level which is lower 
than the lowest level in recent history. This means spending is dramatically low. 
A look at Budget Paper No.1 Table 1 (10-6) tells us that this budget simply 
doesn’t qualify.  

 

Figure 1: General Government Sector Payments and Receipts  

 
   SOURCES: Morgans 

 

The most recent low in spending was back at the end of the Howard 
government and was 23.1% of GDP. This low was achieved at the end of years of 
considerable restraint. This restraint was then followed by wanton spending. In 
2009/2010 Kevin Rudd blew out spending to 26.0% of GDP. The attempt was 
then made to get spending under control. In 2012/2013 spending declined to 
24.1% of GDP. This level of spending restraint was achieved under a budget 
prepared by Wayne Swan for Julia Gillard.  
 
What do we have in the budget for the year ahead? Budget Paper No.1 shows us 
that payments will be 25.3% of GDP or 1.2% higher than the low in spending 
achieved by Wayne Swan. Even in 2017/2018, after years of “austerity” by the 
current government, spending will still be 24.8% of GDP. This is 0.7% higher 
than the low achieved by Wayne Swan. To believe that this kind of spending is 
some form of austerity requires a level of economic pre-literacy.   
 
Receipts and payments for the General Government Sector drawn from Budget 
Paper No.1 are shown in Figure 1 above. Payments are shown as the red line 
and receipts are shown as the blue line. The high level of payments compared to 
recent years and particularly compared to the low in 2007/2008, can easily be 
seen from the chart. 
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What we can also see is the steady rise of revenue. In 2014/2015 receipts will be 
23.6% of GDP. This is still lower than the level of 25% in 2007/2008. Still, by 
2017/2018, receipts will have risen to 24.9% of GDP, almost exactly where they 
were in 2007/2008. The fact that this rise in revenue does not produce a 
significant surplus shows that again Australia has a spending problem, not a 
revenue problem.  
 
The actual path of the budget balance is shown in Figure 2. The data used in 
this chart is drawn from Budget Paper No.1 (10-7). The Australian budget 
deficit reached its low at 4.2% of GDP in 2009/2010. This is on the measure of 
the underlying cash deficit.  
 
The budget deficit then improved to 1.2% of GDP in 2012/2013 before lurching 
again to a deficit of 3.1% of GDP in 2013/2014. 2014/2015 sees the budget 
improve to 1.8% of GDP. By 2017/2018 the deficit will decline to an underlying 
cash deficit of 0.2% of GDP.  

 

Figure 2: General Government Underlying Cash Balance  

 

 
   SOURCES: Morgans 

 

1. Where the money is going? 

Total government spending by function is illustrated in Figure 3 below. The 
budgeted spending for the Australian General Government sector in the 
2014/2015 financial year is expected to be $414.8 billion. Social Security and 
Welfare remains the largest area of spending and is anticipated to constitute 
35.1% of total spending (up from an expected 34.7% in the previous budget). 
Health spending as a percentage of the total expenditure remains steady at 
16.1% (compared to 16.2% in the prior budget), while Education spending is 
expected to fall from 7.5% to 7.1% of the total spend.  

   

Figure 3: Estimates of Australian General Government Expenses by Function 

Function 2014-2015 AUD $m % of Total Expenses 

Social Security and Welfare 145,773 35.1% 
Other Purposes 82,002 19.8% 
Health 66,892 16.1% 
Education 29,553 7.1% 
Defence 24,197 5.8% 
General Public Services 23,185 5.6% 
Other Economic Affairs 10,670 2.6% 
Transport and Communication 7,286 1.8% 
Fuel and Energy 7,058 1.7% 
Housing and Community Amenities 4,835 1.2% 
Public Order and Safety 4,389 1.1% 
Recreation and Culture 3,512 0.8% 
Agriculture, Forestry and Fishing 2,752 0.7% 
Mining, Manufacturing and Construction 2,740 0.7% 

Total Expenses 414,845 100.0% 

   SOURCES: Federal Budget Paper No.1: Budget Strategy and Outlook 2014-15; Morgans 
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Outlined below in Figure 4 are the dollar increases in spending by Function 
over the previous Budget’s forecasts. Due to the proposed incentives to the 
States to invest in infrastructure and a larger interest expense for the 
Commonwealth, Other Purposes sees the biggest absolute dollar increase in 
expected spending.  
 
Looking at specific areas of spending, Social Security and Welfare will receive 
an expected increase of $7.6 billion. Health is the next largest beneficiary in 
terms of absolute increases with an additional $2.3 billion budgeted over the 
coming 12 months, and Defence will also benefit to the sum of an extra $2.2 
billion.  
 
The biggest losers in terms of expected spending are Housing and Community 
Amenities which see a reduction of almost $4 billion on the previous forecasted 
spend.      

   

Figure 4: Estimates of Australian General Government Expenses by Function 

Function 2013-14 AUD $M  2014-15 AUD $M Dollar Increase $M 

Other Purposes 73,560 82,002 8,442 
Social Security and Welfare 138,145 145,773 7,628 
Health 64,636 66,892 2,256 
Defence 22,045 24,197 2,152 
Transport and Communication 6,453 7,286 833 
Mining, Manufacturing and Construction 2,431 2,740 309 
General Public Services 23,023 23,185 162 
Public Order and Safety 4,272 4,389 117 
Agriculture, Forestry and Fishing 2,654 2,752 98 
Recreation and Culture 3,696 3,512 -184 
Education 29,742 29,553 -189 
Fuel and Energy 7,586 7,058 -528 
Other Economic Affairs 11,283 10,670 -613 
Housing and Community Amenities 8,775 4,835 -3,940 

Total Expenses 398,301 414,845 16,544 

   SOURCES: Federal Budget Paper No.1: Budget Strategy and Outlook 2013-14 & 2014-15; Morgans 

   

2. Economic Outlook 

This improvement in the budget deficit occurs at the same time as the 
improvement in the economy. This improvement in the economy is very much 
driven by a boom in dwelling investment. Budget Paper No.1 (2-5) shows that 
2014/2015 has a surge in dwelling investment of 7.5%. This happens at the time 
as a slump in non-residential construction of 9.5%. In 2015/2016 a boom in 
dwelling investment of 5.5% happens at the same time as the slump in 
non-dwelling construction of 12.5%.  
 
Clearly what is happening here is that a dwelling construction boom is 
replacing a mining construction boom. The total effect of this is to stabilize 
unemployment. Unemployment has been rising in recent years. Higher growth 
of 3% in 2014/2015 stabilises unemployment in that year. In 2015/2016 growth 
of 3.25% begins the job of eating into the level of unemployment.   
 

3. Conclusion 

Joe Hockey has produced a horror budget where the horror is purely PG rated. 
Spending in future years is supported at recent levels. At no time does spending 
as a percentage of GDP fall to the level of the Gillard/Swan Budget of 
2012/2013. Spending remains well above the prudent levels achieved at the end 
of the Howard government in 2007/2008.  
 
Growth increases. Unemployment stabilizes; then begins to fall. The budget 
even improves to almost balance. Best of all, the faint hearted can pretend that 
they have lived through true horror.   
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