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But will the new PM listen to the audit commission?
THE first task of the new government's proposed commission of audit will be to establish that there is indeed a budget emergency. Unless this is accepted by the government as well as the broader public, there will be no stomach for the measures required to make a meaningful difference.
It is not an easy argument to win. As Labor's leadership argued during the election campaign, Australia is among the handful of countries with an AAA credit rating from the three global agencies. The nation's creditors, which are lending a little more than $1 billion a week, are not showing the slightest concern.
The Coalition's election commitments, leaving the budget only $6bn better off across four years, did not convey much sense of urgency. Set against $1.7 trillion of government spending across that period, it represents a minuscule improvement.
The prospective treasurer, Joe Hockey, has argued that the Coalition will speed the return to budget surplus by lifting economic growth. Faster growth would certainly boost revenue but would do little to bring down costs. It is not so easy to dial up the growth number you want, especially when Australia's economy and budget turn on what happens in China and commodity markets -- both well beyond the government's control.
The argument for action rests with the medium-term outlook. The largest areas of government spending are rising much more rapidly than the underlying growth in the economy. Social welfare spending, which is the biggest single area of the budget, is expected to rise by more than 9 per cent a year across the next four years. The ageing of the population and generous indexation for pensioners make this difficult to control.
All the big items of health spending -- Medicare, the Pharmaceutical Benefits Scheme and payments to the states for hospitals -- are rising by more than 7.5 per cent a year. Treasury expects that the deal struck between Julia Gillard and the states giving the commonwealth greater responsibility for funding hospitals will send its health payments to the states spiralling at a rate of more than 10 per cent a year once it comes into effect.
Education costs are also on a steep upward trajectory, regardless of whether the Coalition government continues with Labor's education funding reforms beyond 2016-17. During the past half-dozen years, the number of births each year has leapt from 240,000 to 300,000, so school and eventually tertiary populations are destined to rise, while people are also remaining in education further into their adult lives. The Coalition has promised not to cut education or health.
Large spending commitments have been made with long-term budget impacts. The disability insurance scheme has only about 60 per cent of its funding covered through the proposed increase in the Medicare levy and is susceptible to cost blow-outs. Restoring defence funding to 2 per cent of gross domestic product comes at a time when there are large military equipment spending decisions to be made.
Treasury's pre-election review of the economy said the growth in total government spending beyond the budget period was likely to be 3.5 per cent greater than inflation, based on the underlying trends. However, it also expects the ageing of the population will keep economic growth below 3 per cent across the medium term. On this basis, government will consume an increasing share of the economy. If, as is likely, the Coalition keeps Labor's budget rule that tax should be no more than 23.7 per cent of GDP (the level left by the Howard government in 2007), then the budget will never return to surplus.
This is the arithmetic of the budget emergency, but turning it into a political imperative is another matter. Peter Costello was able to conjure a crisis by the discovery that the books were in a much worse state than he had been led to believe, with the device of ``Kim Beazley's $10bn black hole'' used to justify spending cuts.
However, an election campaign has just been fought with new Treasury numbers showing another $30bn black hole, which nobody thought required immediate correction, and it is unlikely that fresh numbers will show anything too different. If anything, the immediate budget outlook has improved slightly since the campaign began, with firmer commodity prices.
Labor made much during the election campaign of the staff cuts imposed by Queensland's Newman government in the wake of its commission of audit, conducted by Costello. But staff cuts achieve little at the commonwealth level. Salaries are about three-quarters of state budget costs but less than 5 per cent for the commonwealth, whose budget is dominated by family and welfare payments and payments to the states.
The last commonwealth commission of audit, led by academic economist Bob Officer for the Howard government in 1996, confronted this issue head-on. The budget would never be brought under control unless spending on pensions and allowances was tamed, it said. The indexing of pensions to male total weekly earnings should not be seen as an entitlement. It recommended using the cost of living, with government topping that up when it had the funds to do so.
It called for a wholesale reorganisation of state and commonwealth roles, with family services going entirely to the states, along with sole responsibility for school education and health spending.
These recommendations were entirely ignored by the Howard government. The political costs were too high. Instead, it focused its spending cuts on dismantling the workplace skills and job placement schemes that had mushroomed under Labor.
Commissions of audit have a patchy record. The report of the Victorian government's commission of audit last year, led by former state treasury secretary Mike Vertigan, was so challenging that the government suppressed it altogether. A government can outsource a review of the books but not the political will to implement its recommendations.

