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Priorities for an Incoming Government: Opportunities and
Challenges | o

You are starting this sccand term of government with an economy that is performing strongly
and approaching full employment. But it i not delivering in some areas‘and for S0Me groups,
The economy also faces a number of short to medium-term risks and is subjeet to several
long-term trends thut arc driving pronownced and challenging struciural change,

- During this second torin, we cxpeet the Government will have to deal with the itplications of
.capacily constrainls, especially pricing pressutes, as the econotity pushcs up ngainst ful
eniployiment limits. But you also may have to respond quickly to large negative shocks from

& volatile global economy in what Jooks fike being an‘extended period of heighiténed

uncertainty. '

Inevitably, there will bis increasing pressure on the Government to-respond to peoples’
‘concerns aver economic atid social change; and to meot (heir growing cxpeotations of
governmoent, with various ‘protective’ initiatives. The'éhalienge will beto pulin placc the
policy settingsneeded to respond to the thajor long<térm trend %, and maintain a capacity to
respond qyuickly 1o smerging shocks, while: scnsibly easing the transitional costs of structural

adjustment. :

While this bricl has becu updated Tor some of the carlier agreements wiih the Greens'and
Mr Wilkie, we have not updaled for the Iatest agreements with Mr Windsor and Mr Oakeshott.
We will fieed to discuss further with you the implications of'the pariamentary roforins and the
operation around minority government, including establishing the Parliamentary Budget Office
and facilitating the Greens:and independents” access to Treasury and Finance analysis and
costings, as well as the conunitments in relaition to the proposed "Fax Summit. In particular, we
would proposc that Tréasuty, i conisultation with Finance and PM&C, make a submission to
the Special Parllamentary Cominittee tasked withi advising the Parliathent on the $tivctuge,
resomreing atid protocols.of the Parligmentary Budget Office. Changes to the Charter of
Budget Honesty Act and the Public Service Act are fikely to be required,

1. Significant achievements in your first term of goverimeit

Your first term of sovernment producdd 4 number of sighilicant policy achicvements. You
implenientéd a highly successtul émerpeiicy response to the most challenging globul finaneial
‘and cconumic erisis since the Gireat Depression — a response. that assisted Australia to
withstand the economie und fitiancial shotks hetter than most ather advanced cconomics.

You articulated, and delivered on, a disciplined fiscal strategy, Continucd delivery of yowr
deficit oxil stratepy will be akey, butvery difticul, priority.

The Governmont also commenced an-ambitious éconotnic reform agends that built on your
previous election commitments and, ifvmany cases, inclided issuos that we had highlighted in
our first incoming government briefing to you, Many of these issues have proved more
challenging than envisaged, in part becanse of deteriofating fiscal circumstances, but their
importance hus wot diminished, A contiiiuing priority will be to bed down the reforms you
have commeneed,

+  Asubstantial re-shaping of cmployment services and enbiaiicements to skifls programs
were achicved. Significant reform of the higher education scelor, school reforms




through COAG and the introduction of  pational curriculuny are being implemented.
Your Government’s ¢clection comimitments buitd on thesc reforms.

*  The National Health and Hospifals Network reforms werc significant and have the
potential to drive ¢fficiency and help contain growth in expendilure, But « significant
implementation task rcmains,

. The new Intergovernmental Agrccment on Federal Financial Relations was a key
achievement, and continued progress in ensuring a cooperative and collaborative
relationship with the states will be erucial to delivering the Government’s election
commitments and the reforms commenced in your first torm.

. Steps have beon taken in progressing the Government’s social inclusion agenda, _
including articulating the gaps and addressing Irdigenouy disadvantage. Many of your
Government’s election coimﬂii_ménfé.adtllféﬁs'-‘iSStlcs in‘this area, including in lizm._rca.s
of mental health and more support for people with a disabiliy. o

*  Helping cmbed the G20 as the premicr fovum for global coomomie cooperation and
navigating the intensification of Chinesc investment flows into Australia were major
ecofiomic.and foreign policy achicvements. The (20 recognises the imporfance of
China and India to the global cconomy, but itis important that we deepen our
cngagement with these countrics given the increasing tinks,

. Tax reform pri gi'it:ies,;‘inclnding the Minerals Resource Rent Tax {MRRT), the cal in the
company tax rate and measorcs o build superapmuation adequacy, were announced and
Now require implementation — we will noed 1o discuss with you very caily on the Tux
Summit and the hatidling of the implementation of your existing tax commitments.

*  Progress was made in improving (he operation of financial markets with the transfer to
ASIC of the supcrvision of trading on financial markets and the: restrictions on short
selling, and in enhancing consumer proiections with the passage of the Australian
Consumer Law, and the national approach to credit regulation.

2. Looking to the future

When we briefed you shortly afler the 2007 election, we wore forceasting a tiscal posiiion that
provided considerable scope for *purchiasing’ o large number of difficult reforms. Today, in>
very different fiscal circumstances, it is clear thatveforms will have to be largely=
‘budget-neutral’. Budgei-neutral reform is never casy, in large part bocause it more obvivusly
involves losers as woll gs wininers, '

We see a nutiber of important challenges and opportunities that the Govemment-will need to
address. This will require discipline and resilience in building the cuse for charige with a
compelling narrative, priovitising reform options, arid sustaining the prosecution of announced
pelicy. -

But the Government will not be able to address them all, and in some cases only the initial
steps will be practicable in this sccomd tertn. Tt ihiérefore will be important to focus on
delivering an achiovable program of policy reforms that fits with your Government’s overall
‘policy agenda. Balancing priorities witli delivering on'yonr Governmient’s clection
commiitments, while faking into account what is achievablc and what cannot be avoided,
conld see you focusing on: '




= -continuingto repair public fiiances by deliverig on the medium-term fiscal st ralegy,
consistent with yourkey election theme (see Attachment A, which scls out Freasury and
Finance’s advice (o you and the independent MP§ o the impact of your clection
commitrients);

*  developing atarrative on theneed for tax reform, parnculariy in the context of the Tax
Summit, to respond {0 the challonggs to tax systeni sustainability identificd in the
Avwstralia’s Future Tax Systent (AFTS) review, helping to lay the ground work for
reform s fiscal ciroumnstances permit (see. Atlachment B);

. delivering on the Government’s proposed populanon sirategy by laying the foundations
for planning, ¢lear policy ffatheworks and investments consistent with fiscal;
cnvironmental and‘sogial sustainabilily (see Attachment C).

* :dpuily 1mplozm,ntm5 your clection commitment 1o ttansition to & Carbon Pollution
Reiduction Scheme (CPRS), affirming that a ‘carhon pricc provides a crcdi?blu, certain
and Ieast-cost approaa,h fo climate change mitigation {see Attachment D);

. tuking further the steps: commcnoed in yout first term, and reinforced by your
Government’s elcetion commitmionts ind agreements with the independent MPs, fo

“implcImcRT (R Toll oufof 168 national broadhand network, as well as lo address. glaring
failures in the housing, electricity, transpott and water markets (see Attaclithent B);

r productivity and work frce participation strategics o 1iff the supply
momy and énhance social inclusion, including-your Government's
clection commitments on schools (see Attachment F);
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. ﬁuﬂm cntmmhmg the role of the (520, while broadeiiing and decpening the
underpinnings of Austratia’s bilateral sconomic relations with China-and India
(s¢e Attachment 11).

Whils the recert global financial crisly was a rémirider ofthe need for well- designed
regulation to deal with ceilain market: failuges, many of the poimy challenges ahead can' otily
‘be uddressed by tiraking mtelhgcnt use of markels or market-based niechanisms,

‘Yhe Charterof Budget Hmw:ty, enacted thirteen yedts agd, has seived succeisive:
g(wernnwuts well, and has proved {6 be a robust framework, cven under the difficult
ccotioniic circumstances experienced durmg the global financial crisis; TLis clear, however,
that certain provisions have ot stood the test of time, if pariicular those goverhing the
praciss for cosmxgp ciectmn comiiltments. ‘This Has the. poteniial (o undermine the
‘Charter’s purpose of improving fiscal policy outcomes. A teview of the Chiarter, as part of
the estabilishment of the Parli iamentary Budget Office and. unplcmentmg your agreement with
the Greeny” aml indepeirdcnts PMs, would allow these igsues to be considered,

3. Theeconomic outiook is positive but challenging

We expect the Australian économy te refum to full cfa”pac:ity .ovcr,ﬂit_: next year, While there is
still some near term weakness in parts-of the economy, and a risk of Turiher weakness as fiscal
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and monetary stimmlos is withdiawn, conditions should strengthen. The medium-term
outlook is expected to be underpinned by:an emer, ging, if somewhat variable: and at times
uncertain, plobal recovery ind the gathering mining bopm,

Employment is expected to grow strongly. Bl with the labour market reaching full capacity
and the strong incomes boost from the terms of trade feeding into demand, there are upside’
inflatienary risks that will requive coherenice and consisténcy between the stance of monetary
-and tiscal p(ﬁmes The terms of trade arc at record levels, | ptimarily reflecting strong
commuodity prices. These are likely to-underpin exceptionally high levels of business
investment in mmmg, years.

On the other hand, household spending will Jikely make a weaker contribution (o gmwth than
in the Jas( expansion phase. Tn part, this is because monctary policy; by mcreaﬂmg intorest
rates and the cxchange Tate, will cnsure that the. househald sector ‘miakes rooth” for'the
investment boom. Tighter fiscal polu,y, and meastiresto boost labour force parumpdimn and
pmductxvniy, could play a usclul role:in complementing monotary poizcy, reducing the size.of
the required incroases.in interest rates and the cxchangs rate,

For a given fiscal poizcy selling, thore s also scope for | govemment to Impmve the quality of
its.own spending programs-in a way that takes pressure off interest rates and the exchangc
rate. Thus, for cxample, there is a: strong case to source uffshore a larger share of the defence

capital through “off-the-shiell™ scquisitions ~—taking. advanlige of the relatively high cxchange'

rate and avoiding sdding to skill shortages and wage pressurcs in already tight-aress of the
labour market.

intertational macroeconomic rigks.are real and ongaing

While there are some downside risks associated wilh the private sector recovery as the:
stitnulus is withdrawn, most key risks around the outlook relate to global economic and
financial fragi lity. Tt is not clear that the global financial ciisie and conscquent policy
‘Tesponscs have resolved, inany sustainable way, the causes of the global financial imbalances
{hal emer ged in the 1990s. These imbalances were characterised by Iustam.ally high ratey of
saving in tho Middie Rastand Asia financing an expanding US current account deficit,

Other risks arc posed by the Austealian ceonomy’s incrctsing exposure o commodity prices:
Whilc (he terms of trade may continue to surprise on the upside, there arc also downside risks
i the global supply of resources responds more' quickly than expected or if inteinational
markel volati ity persists. Andeven if those dowiiside risks do not matcrialise; it is sobcrmg
to reflect on the fact that we have not managed previous commodity booms well.

The sovereign debt problems in Hurope ate lkely to continue to be a source of volatility in
global financial markets, with a risk of damaging contagion. US ecomomic gmwlb is also
slowing as the i 1mpacis of stimulus and stock. building fade und consumers remain cautious,
Whilc-a ‘double dip’ reccsston carmot be ruled out, even one quarter-of negative growth
would adversely impact confidence. A period of deflation is possible. The.ability and
willingness of authoritics in the United States, Burope and Jupan to respond to financial
market stress or weak macrocconomic growth is constrained by already near-zero infevest

rates, high fiscal deficits and public scotor debt levels that are testing the limits of
sustainability,

China also has the challenge of withdrawing stimulus to.avoid overheating and a proliferation
of non-performing loans; while avoiding sapping too much momentum from the cconomy in
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the event that global demand weakens substantially. Investmont spending is likelyto be most
impacted by this stimualus withdrawal, posin g particular iisks for Auwstralia’s raw muterial
‘8Xpotts. " '

And the internationat Fisks highlight domestic vulnerabitifies

In thinking about these tisks; the saliont lessons front the expericnce of the recent financial
crisis include {he importanec of sustaining overal sconomic policy credibility, 4 strong fiscul
position, responsive monetary policy; a.flexible éxchange rate, flexible libour farkets, a
strong but Nexible financial sector and the ability to move quickly to implement an
‘appropriate and well-targeted government response.

‘Austaliastarls from a position of ielative strength inall these areas, Hore, infefest tates are
only slightly below historical average levels. Nel public:debi is set to peak at a very low-
level. And our private Bnancial institutions have strong balancc sheets, 'These facis suggest
that we are well-placed to weather any fature shocks to-wosld financial markets. But our
abilily to weather such shocks docs rot depend onl these facts alose, Critically, il depends on
Australia continuing to-enjoy the confidence of global cupital markets. Maintaining policy
crecibility is therefore essential. " '

A key risk for the Australigfi ecofomy is our icliarice on short-term external dcbt, largely
intetmediated through the banking system. The global financial crisis highlighted the
potesitial for global financial matkets to fail and for accéss to findnce to b disfupted, Among
Ausitalian financial institulions, thete has been some shift away from short-term lunding,
since the etisis; but exposiite to finencing risk remains sigificant, '

Highly indcbted households, togethier with high dwelling prices, further heighten the

valnetability of thie conomy to sliocks. While houschold finances are in good shape overall,.

-and arrcats rales and other financial stigss measures remain much lower tha in the carly

19905, households are more exposed thin previcusly (o adverse shocks.

4. Delivering on the fiscal strategy is essential

‘The latest fiscal projections, presented in the Pre-Efection Fconomic and Fiseal Outiook 2010
(PEFQ); show ihe budget relurning to sutplusin 2012-13. The updated preliminary fiscal
‘outleok, after taking into account your élection commitments, is laigely unchanped from that

- published in the PEFO (Attachiment A).

The timing of the rétutn to surplus is predicated on mstrainit;g real payments growthfo
2 per cent a year-and receipts recovering in ling with strengtheiing economic conditions, But
there are risks. '

Revenue is scasitive to movements in the terms of trade and there is a.real mk that plausible
levels of volatility in the lerms of trade (even in the absence of siphiilicant changes to the




outlook fur the world cconomy) could cause large movements in tax receipls, possibly
delaying, or cven eliminating, the prospect of a return to surplus without corrcetive action.

On the.other side, unexpected further strength in the terms of tiade could drive the budget'into
surplus more quickly than wrrentlv expeeled.

Failure of the Scnate o pass the privale health insurance rebatc savings, [ NNENGTGGNGGNGNGNGNE
also have added to the strctural

836
1 thé medium to long term, spending pressures associated with changmg demographics also
will atfoet the budget. Analysis in the 2010 Inteigeneratioind Report showed these pressures

dre likely to push the- budget mcuabmgiy and sigaificantly into deficit over the next 40 years
if corrcetive policy action is nol taken,

pressurcs on the budget position in the medinm-term,

The immediate priority is to return the budget to surplus in a timely manner, delivéring on the

But if the budgel is to guard against the visk of a ﬁv,ler—than-*mhupated fall in the terms of
trade, and:make room to deliver ony further veform, then it will be ficecssary to take furlher:
$teps lo‘strengthen thc struclaral position of tie budget.

3. Long-erm trends will continue to shape the scanemy and
‘other policy dimensions

At the samc time as we are dealing with short to medivm-terin macraeconomic rigks and
implementing an appropriate medium-term fi sical strafegy, we need to tackle more
4g5wsswcly a complex mix of long-term tronds that will szgmimanlly impact on Australia’s.
future: the risc ef China and India; an ageing and growing population; climate change; and
technological change,

-Qur emphasxsmg these ohailcngcs will be no surprise o you. They were strong themes of
“advice o youin your first term of government,

Globalisation, and China and India’s re-emergence, continues

Notwithstanding tlic dl‘.rupt!cn of the financial crisis; the global cconomy: is. wntumm,g, o
‘become more integrated, with increasing cross border trade; more interlinked- capi ital markets,
[increasing, technological traristers and greater plobal competition, The continying:
ro-éimergence of China and Tndia s also a driving foree for globul compcmzun

To date; the re-cmergence of Ching and Tndia has pmvxded s;gmncani mpetus for global
growth. 1t will substantially alter the pattern of world GDPover coming decades (Chart 1)
and scc a shifi in the global balance of economic power. Ching and Tndia arc the key drivers.
of the shift in global strategic weight towards Asia — from which: Ausiralix is a koy
bcmﬁuary India is projected {o grow at an even fastcr taic than China in the coming:
decades; reflecting demographic factors and grealer scope for catch-up.

The G20°s elevation durmg the financial crisis is emblematic-of this shifl.. Entrcnchmg the
G20 as the world's premicr forum for international economic couperation anrd broadening
and deepening the underpinniigs of Australia’s bilateral econiomic relationships with




China and India atc two international cconvmic policy challenges that your Government
faces {Attachment ll)

The Australian-econumy is ina strong. position to résporid {6 the challenges and opportunitics
of’ contiued globalisation, particularly with Australia’s proxumty to fast growing Asian
ceonpmies and our wmpicmcutary trade links with' bothemerging: markct and establishicd
‘ECONQINICS,

Chart 1: Shargs of global GDP
g0 - 6f World 6DP %of World GDF | gq

‘Indla thina G7 G2y
®1590 W2010 W2030 B2050

Saurce: Intemational Manstary Fund and Treasury-astimaias.

The resource boam can, howeves, cxacérbate cureent cxternal and internal vulnerabilities to.
sudden changcs i matket conditions and complicate the conduet of macroecoriomic: policy.
Capital market intogration also has increused the spoed and extent to which intenigtional
economic shocks in 6rig part of the world are trangniitted fo oihier regaans and Australia.

The increased demand fof Australia’s resources is leading to an ecxpansion in the domeslic
mlmng seotor und related parts of the construction. and- othigr support industrics, and possibly
+in-the nof~tradcd secfois a8 4 consequence of dumnd driveii by increased national income.
For an gcoriomy at or iear fall capacity, this requircs a relative decline in trade-exposed
sectors like manulacturing and tonrisny Ad hot inessures to limil these: adjustments would
achieve little, But a.sustained incrénse in the working age population— ~supported by
‘population growth — could, in part; case the structural adjustments arising from a strong
‘terms.of tradc.

The way in which these structural adjustments play out also will he influcheed by the extent
to which a structurally tighler fiscal policy and measures to lift labour force participation and
productivity can be: marshalled to take some pressuie off monetary policy. To the extont they.
can be marshalled, si;o (terny initorest gates and the exchange rate will be lower than otherwise.
and the contraction’in tlic non-resources scotors share of the economy will also be smaller.

A number: nfpuixcy settings will also: Tequire adjustmcm tax'in paiticular. Asa
medium-sized open cconom ,ancl with increasing integration of international ‘capital markels,
il will be inportant o shift taxes away from domestic Investment towards other Jess
‘mobile tax bases such gs land, resources und consumption.  This will only bc worth doing if
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these immobile bases are taxcd cfliciently through broad-based and relatively neutral taxes.
These were among the key themes of the AFES report (Attachmmt B).

The population is ageing

An ageing: popuianon will have consequenccs for government finamces, céonomic growth und
hvmg slandards, The 2010 Intergencrations) chorl (IGR) iltustrated that, while the ratc of
ageing has reduced somewhal compared with previous IGRs, the propcrimn of tiaditional
working age people is still projected to fall markedly, feducing thc averige rate of labour
foree participation.

Partmpmcm and, most pgu'ttculaﬂy, productivity cnhdncmg pohues arc key to Amehmatmg
the economic impacts of ageing. Higher lovels of immigration, to the extent that migrants arc
younger on average than the resident pnpulatmn, have ameliorated, and conld contimic to
amcliotate, the speed of pnpufatton ageing-and the decline in the labiour f‘orcc participation
rate. But this.amelioration cannot be sustained indefinitely.

And population growth Is inevitable
The Australign population will contitiue to grow strongly overdhe next 10 to 15 years,

Even if net overseas migeation (NOM) wore {o average only 60,0008 year over: the nexl

40 years (u level of NOM exceeded in 25 of the. past 30-years, and sagu:ﬁcanﬁy helow the

40 year average of around 100, (}Uf}) Austialia’s population by 2050 would still be expected o
grow to about 29 millien (Lhml 2). Given the powerful global forces drwmg the Anstralian
cconomny, net immigration figurcs well in exccss of that low iumbier are probably.
inescapable,

The TGR projection of 36 million people by 2050 dlneady {actors i g significant reduction in
NOM from its current: iigh levels to' 180,000 people per anmum from 201112, Auwrdmg fo
ABS prcliminary estimates, NOM appears 10 have peaked at almost 300,000 in 2008-09.
DIAC forecast that NOM is likely.lo have falten to.around 230, ODO in 2009-10-anid further to
around 195,000 by 201 1-12 under curtent immigration setfings,




Chart 2: Population projections based on alternative levels of NOM®
{IGR 2010:1fe expactancy and fertlity assumptions are held constanty
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E 358
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(8). The IGR 2010 popuitation projéction was baged 6h a NOW assumplion of 180,000; NOM of 180,000 ks projected fo avarage

0.6 per cant of the resident population over the-next 40 years (0.8 percent of the resident papulation in 2010), whish s

-around-the avér;;}(;’g-uhsgr\(ed_cvsrft?ja’la;'shsﬂ;yﬁfaa’rgtﬂom"of_'1‘15;0W"the~dssumm10h usod k1 the IGR 2007 and NOM
- of 50,000 i the level edded o schieve a papulation of 28 millien by 2050.

Strong population growth is not necessarily unsustainable. Tt need not adverscly affect the
environment, the liveability of citics; infrastructure and scrvice delivery, provided the right

plans and policies ate put in place now in: anticipation of it.

But there is evidence that tecent rapid tates of population growth have exceeded the strategic
capabilitios-of the differcil tiety of government and raised conununity concems ahout social
cohesion in some areas; There should also be considerable concern about the evident lack of
forward planning; refusal t6 my c appropriate:nse of price gignaly and (partly for those two
réasons) ¢lirbnie umder-invesiment in ifristriicmre and poor environmental cutconics, Thiese
arc.factors that many of your Govemment's-clection commitinents have récopiiised,

The Government’s proposed population strategy is an impertant initiative (Attachment C),

Such 4 strategy should:
*  incorporate a long-term migration framework that focuses on‘improving Australian
wellbeing in all its dimensions;

*  provide a regular public report on population growth, composition and geographical
trends; and

- facititate the co-ordination of policies such as in telation o titics, infrastructure,
regional dévelopmien! and the cnviraniment — that are fundamentally relevant to
population,

This is about more than simply buildiagnew i afiastricture, - 1t is about investiing in the right

kinds of infrastructure and using existing infrastructire more efficicntly. "T'his requires

approptiate regulation and pricing, private investment, and.contestable and conipetitive
infiastructurc markets (Attachment ), ’
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The extont of climate change, and pressure for its mitigation, will increase over time

Climate change is likely inevitablc and the impacts of unmitigated climate change on
Aaustralia-are likely to be severe. Climate change isa global problem and it is in Australia’s
national interest to continuc to pursug a comprehensive international agreement. Your
Givvernment has committed to.continue to build support for global and domestic ¢arbon
iarkets. N

Whatever approach is taken to limit national emissions, it is in Australia’s national
interest to rely overwhelmingly on market-based mechanisms -— in respect of both
mitigation and adaptalion.

Your Government hag agreed to establish a climalochange committec. The Government has
also committed to considering a CPRS gnce there is grealer clarity on the climate change
attions of major economies, and once-community consensus for a CPRS has begn built,

Ag you know, the mitigation task to achieve your commitiment to reduce national emissions fo
3 pet cont below 2000 Jevels by 2020 is significant; Tt cannot be-achioved without a carbon
price if damaging economic and budgel impacts arc 1o be avoided. - Dircct action initiatives
alonie will not.do theiob,

carboit will. drive large-scale abatoment through long-term investment in low emissiotis
lechnologios and changes in behaviour by both producers and consumers:across the ceoniomy.
Market bascd mechanisms can achieve the nécessary abatement, at.a cost per tontie of
cmissions that is far lower than alternative direct action policies (Chart 4}, Mavwy of the direct

Market bascd mechunisms are the most cost-sffective way of achicvin g abatement. Pricing
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-ction. measures cannot be scaled up to achiéve significant levels of abatement. For those that
can be scaled up, the ¢ost per tonne of abatement would rise rapidly; imposing fusther costs
ontaxpayers and consymers; N

All ,l‘ifthi s serves o underscore the conclusion that the soonhc an emissions trading scheme
“can be implemented the better, Too much lime has alrcady been weas ted - for-which the

Australian community will necossarily pay a bigh price.

S

'8;36

In-the huilding of community conscrisus; the Productivity Commission (PC could play # role
i inoreasing the imderstanding of comparable carbon consteaints that apply in major |
| BCOTIONTICS, 'Thiswoulil'i'iwiuéc;cammissfiqning:lhi*, P to undestake detailéd work pn
catimating the cost of action in these ceontomies,

‘Evén with significant mitigation action, ¢ffective policy frameworks to manage:climate’
change that is zilreadsr:incvﬂabie‘:-wi]I be required, APC examination of the costs and benefits
of variotis adaptition options; lo identify the highest priority reforms and the role of
market-based approaches-in facilitating adaptation, would be a worlhwhile first segh,

Technological change and lnnovation will continue to support improved fiving
standards e to-support i

Technological advanees transform business, trade and peoples? Hives., These advances will
continue ta be a key detoiminant of long run income growth, As incomes rise with higher
productivity growth, demands for health scrvicos, better environiental cutcomes; and other
“superior’:goods will alse incredse; The distribution of opportimitiesin socicty miay change,
though in which dircetioh'is vineertait.. '
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Developments in information and comimunication technologics (FCT), ikt particular, will alse
have implications for the structure of the Australian ¢conomy, from the continucd smergence-
-of new products, industries, and production processcs:and through increased compcnuon amd,
greater speeialisation. They arc Tikely to continug to inferisify competition i the services
scetor, which has proviously heen somewhut sheltered from interational mmpcmmn

These devélopments also have implications for the: way in which. governmont services.arg
provided, There will be an opporiunity-to make the tax and transfor systen ¢ and othier
interactions of individuals with government more transparcn! and sunplc (Attachment B).

A skilled workforce, openness to investment and irade; iogether with wmpctztwc and flexible
product and fabour markets, are the key roquirements fo:support aid drive the adoption of
new technologics and inmovations.

The Government’s National Broadband Network (NBN) dnitiative has.the: potential to delwer
two koy objeclives:

. a more compelitive, und henee more efficient and productive, lelecommunications
scelor, pamcu!mly through addressing Telstra’s vestical integration; wnd

»  a‘wansformational’ infrastructure régource for the cconomy and the community —
erhhng new and erhanced ways of delivering business and government scrvices and
facilitaling conwhunication. No doubt there will be firlure dpphcauom made possible
by the NBN that deliver significant bencfits bul which we cannot predict today.

{lowevcer, 1mp!ementatmn of the NI3N also catries significant risks, including financial tisks
for thie public balurice shect and tisks around competition and officiency in
telecommunications and related markels, The Government's response to the NBN
Implementation Study will set the parameters for thie outcomes in these arcas for
deeades to come (see Attachmaent E:and the “other. Mgmf cant poht,y issuc” brief on NBN). It
thorefore warrants very careful conmdcralmn by Cabmcl in coming monihs,

The resuiting structural adjustments will generate concermns

Structural adjustmenl o these significant longer term drivers of the LLONOMY, a8 outlined
abave, will untail costs for some, and traisitional change for many, The most effective and
credibile policy responses will be those that allow structural adjustment, while protécting the
‘most vainerable and disadvantaged. This will not be.an éasy balancing act,

Many of the concerns apparcnt throughout the clection campaign — about the sustainabitity
of population growtly; about infrastruciure, umgcstmn and the Australian ‘way of lifc'; about
cost-of-living pressures; about disparitics amony various regions and sectors of the economy;
and about the pace of change — arc-manifestations of the costs of structural adjustment, both
perecived and actual,

Mny of the policy oplums to deal with strijetural adjustment will have cost'of ltvmg
1mphcahm1s, which, in itself, will be an impediment to reform, 1t is.our firm view, however,
that it is optimal for markets {o be allowed to operate frecly, lelling the true costs flow
[hrough ta consumers, with an apptopriate safcty’ nel provided for dnsadvantagcd groups.

i an-ceonomy at or closc to-full employment, responding fo these pressures by policy.
interventions (o advantage particular activitics, sectors or groups of individuals, or by
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inhibiting the structural adj ustiment needed, will simply come at the éxpense of othier
-activities, sectars or idividuals; and will reduce overall wellbein g

6.  Major market, social and government failures also require
attention’

‘A range of continuing, anid in'somc cases chronic markel, soéial'and government failures,
‘manifcst themselves in‘less than optimal oulcomes for individuals’ decisions coneerning:
work, for productivity generally and for particular markets and scctors, sich a8 honsing and
water, There are also pockels, of categorics, of severce and ofien entrenched social
disadvantage.

These fuilures will increase the costs, or reduce the bencfils, o the major long-term ticnds
identificd above. For-cxample, failures affecting Housing supply, tiamsport, infrastructure and
aged care scrvicos inereuse the costs and reduce the benefits of population growth. Failures in
walcr markets increase the costs of climate change, These failures constitute mjor policy
challenges in their own right. ‘

Labour participation outcomes in Australia lag other advanced countries

For many Australians, the chioices shout whether to work and how: long to work are affected,
usually for the worse, by the tax and transfor system and its design. Thess effects interact
with other barriers 1o parlicipation, such as the availabilily and cost of ¢hi Id ware, or poor
cducation cutcomes. ‘Vhost affecled often will inelude some of the most disadvantaged
individuals.in society. :

Your Government’s clection commitments foeus primarily on unemploycd jobseekers,
‘paiticulaily the long-term uncmployed, Specitieally, your Government has committed to
-sirengthening the jobsceker compliance regime and to trial ling the provision of refocation
assistance 6 up 10 $6,000 for jobsgekers who move to fake up an ongoing full-time job or
apprenticeship. In addition, you announced increases to the financial rewards for trade

.....

-apprentices completing their raining,

While there are 1o simple selutionis to addregs wider concerns about lbbur fored participation
choides; comparisons of participation rales in Avstialia with other OECD countries for-
specitic groups; such as females af prime-working age (Chart ), idicate that there sve
specificaspects of the taxand transfer'system that could be reformed to improve labour
‘participation onteorines (s Atfachments B and ¥), These include reducing disincentives to.
participation for single parents and secondary cameny arising Trom thie design of chiild caré
-and family tax payments. :

Continuing reforms in the education scefor will also bie an impertant clement of
improving labour market outcomes and the opportunitivs available in gencral to
individunls. Recent reforms v .schaols policy and higher cducation support this ohjective,
Your Goveifiniehi’s slection commiiments o schools policy build on these reforms through a
range of medinm-term initiatives that seck Lo deliver improved outcomes through enhanced
school autbriviny, the introduction of teachcrand school performance incentives, and the.
improved intcgration 6f trade training in schools. There is eonsiderable scope also to
fprove the responsiveness and ufficiency of vacational education and training
(Attachment F),
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Charnt 5; Féﬁaale participation rates by age 2008
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A close watch will also nced 1o be kept.on the labour market:. while ihe-eviﬂcnce-'to-'da{e Ty

that the labour market contintics {o be flexible, it will be important to guard against any
developments that might put that flexibility at risk,

Australia’s productivity performanice has deteriorated in the list decade along with
reform offorts : :

The economic reforms of the past quarter of a-century contributed to a surge in Ausiralia’s
productivity growth in-the 1990s, Productivity growth has, however, slowed it recent years,
with multifactor productivity declining by avound 0,2 percchla year in the most recent eyole:
(Chart6), This productivity slowdown is cvident even if certai sectors: with ong-ofl and
measuiement issues are exeluded. ' -

Chart6: Multifactor produgctivity growth.rates within eycies
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Common thehics 6f past cconomic refornas have been to open Tabowr, capital and product
matkels to-greater competition, improve regulatory frameworks addressing market failticos
{For cxample, competition policy) and increase the economy’s structural flex ibility. More
rocently, thesc have been complemented by a focus on improving education outcomos and
infrastructure, Whilc these reforms overall have transformed Australia, the terms of trade
boost and low enemployment appear o have reduced the appetite for firther reform.

There is 2 need 1o reform stte laséy-and to-get industry assistance focussed on dealing with

- market failurcs and not propping up inefMicient industries at the expensc of the broader
comununity, “There is alyo & pressing necd to improve housing, water and othor market

outconics (Attachment E). And there i scope to improve productivity ift areas dominsted by

government scrvice delivery or funding of services.

The operation of various markets needs tobe kejpit wrider cloge sorufiny o ensure that:the

I?cgﬁ}htptfjf-:fg'tiiii;}_y@i(itl{S’-‘ﬁré 'k_eepmg.:b'a’c&'wvifh-develnl_;;ncnfs--. inthe cconomy. The
eligopolistic:markets in key scetors such as financial scrvices, encrgy and retail should also be
monitored 1o ensure that compatition i robust and cost incroases arc apprapriatc.

Fiirtisr market réform rétiies g well-flnctioning federal-state refationship
Many;liﬁimesiﬂi#r-mfér:riis:}.ucm:;:cﬁig:vcd through-cooperation with ﬁl'e';%tatcs_-'iml} _
Territorics. A well functioning federal financial telations fiamewark will be central Lo the.
delivery of many of youi¢leetion cominitments in'the edication and health space, and to
support ihe participation and productivity cohancing reforms identified in this brief, such as
enhancements 1o water, housing and infrastructure,

In the Governiment’s first term, you werc able fo progross reforiti through COAG's broad

business defegulatior and competition agenda: Reasonable progress has been made, and this

agenda genetally should be.completed. T o '
Some progress also was madg in clarifying roles and Fesponsibi litics and mproving

- atconntabilily arrangements between the-Commeonvwealth and the States through'the new
framewaork for fodoral financial refations. However, further action ix rieeded fo consolidate
these roformy and-ensurc. thit they tacilitite improved service delivery;

Thestates have indicated that they have seached, or are reaching, their capacity to deliver
‘nationally significant feform it the context of such an intensive reform agenda. There may be
merit i n.'nan‘dwiﬁg,&ihqus_cqp&qfﬁhe rcform-agenda (o focus ofi a smaller number of priorily
reforms. This will citsure that fesources arc largeted at the successtul delivery of those
refortns that.ave expecied 1o produce the greatest enfiancement to productivity and
participation, ' -

Bodding down and sdvarncing heslitireform

The National Healthand Hospitals Network (NHEN) reforms have the patential to drive
efticicnoy and help contain:growth in expenditure, A significant implementation fask
remains, however, ) '

Thére is considerable scape for fuither health reform to promoto more efficient, effective and
responsive service delivery, ‘Options could include consideration of amore appropriate
balunce between public.and private contributiots, elarification of the rolc of private insurance
i the health scelor and, in the longer tefin, a shift towards a-single government funder for
health care. ’




Water and hiousing markots

Australia has sufficient water resources to susiain pmjcctcd economic and population growth,
But the allocation of those watcr resources — ‘between users and for eirvironmiental pukposes
— bears Hille reiatwnshlp o relative values and is unsustainable.

‘The Government las commiited to fund the purchase of additionul water cotitlements to
bridge any gap betwoon environmental water obtairied through ‘Waler for the Fudure and the
new sustainable diversion limits. "I'he fultre fiscal costs associated with this will be
minimised and environmental benefits maximised, i infi mstiucture expenditurc isallocated
where the nct benefits exceed (it of duu,ﬁy purchasmg waler entitlemerts. Long-term
sustainability in wbian and rral water use will réquire'a new, ambitious reform agenda, in-
partnership with the Statcs, with bmdmg performancc-oriented timetables.

Wilhout further reform of water pr icing, trading and infrastructure, péor water policy
will increasingly wadermine economic growth, inflate the costs of sustaining ever moderate:
population prowih and fesult in even further irr eparable environmental damage
(Attachment ).

Access to adéguate housmg affects all Ausiralians and is integral to a decent life. It is part of
whal enables full participation in society. However, the abilify of many Australians to
purchase or rent affordable housing has fallen-over (he past décade, dind Housing supply and
allocation suffer from marke! inefficicncios and distortions,

These problems cannol be addressed other than by corr Lctmg varioas market failuves
(planning, development and infrastructurc provision) undl reguldtory failurés {tax,
transfers and- governance). These failurcs prevent the most efficient allocation of housing.
résources, There is alsoa need to cnsure that Australians in nocd can access housing through
government intervention in the market in a way that does niot discrimimite between like
tenants nor discourage workfotee pumcipanm

Stnte taxes

As identified in the AFTS teview, reforminyg state taxes also prescals an opporfunity o
deliver a significant increasc in the fong-term productivity of the Australian teconomy
{Attacliment B). ‘Faxcs levied by the States include some of Australia®s worst designed and
inefficiciit taxes, Key veforms include: stamip dutres, which should be abolished; paytoll and
land {axes, which should be reformed; and the progressive, phased introduction of road
ctmgestion pricing.

‘State tax reform must be considercd and progressed in the contox! of overal]
Commonwealth-State rclations and, it pursued, would need to be a major focus of the COAG
agenda forthe next term,

Bigntficant dareas of social disadvantage continye 1o exist

A full employment economy will place an increased focus on ihe dircction of social policy.
Indigenous Australians, the long-term unemplaycd, those suffering mental iliness ora
phrysical disability, and recently arrived humenitarian migrants can face disadvantages that
inhibit their progress within sociely, even in gcnemllv prosperous-economic conditions.

These groups can cxperience health, education and employment owlcones substantially below
thos in the general community, ‘The costs of these poor outcones iticrease when they lead to
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intetenerational disadvaniage within families. The gapin outcomes is pnrticularly-sfa:"k for
Indigenous Australians. There ure strong links between mental iliness, disabilities, and

‘entrenched disadvantage, Improvements to the financing and delivery of sorvices could

improve the wellbeing of the disadvantaged; including by increasing labour force
participation, :

Older Australians, particularly those requiring aged care, also edn face social disadyantage
‘that cany inhibit their independence and social inclusion. Progressing structural reforms to-the:
aged.care system should consider the need for improving the social inclusion of this group.

’I“he-Praduc;iyiEy Cﬁi)nllni§si9n has commenced dn mquiry into a long-feim care and suppor!
schenme for people with a severe or profound disability not agsociated with ageing (due in July
2011} and an inquiry into the future delivery of aged care (due fn April 2011),

A continued focuson ‘closing the gap* between Indigenous and non-Indigesous
Australians and snstainable reform of disability services, mental health and the aged
care system remain major challenges in advancing the social inclusion agenda.
Addressing these issues within the fiscal stratcpy will require consideration of, for éxample;
the repriovitisation of existing spendifig and service approaches.
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Altachment A

impact of the ALP’s F?a'liiciag on the Fiscal Outlook

The Treasury and the Depattment of Finance and Devegulation’s assessment of the costs of
the Australian Labor Party’s pelicies and their impact.on the undorlying cash balanck is set
out in the following tablo:

Indicelfve shdariying cash balance

20011 2012 201233 20V Total
Do $mi Sy $oni §m
2010 PEFO underlylng cash balancs . 40,688 10,384 -3,303 4548 43024
VORI GO fatin. 2% it (154 0.3,
ALP pelicias.
Final updats of the net: b.«fgu impact of elaction puichss” stetement’! v ' .
Total impant of Mesaumns 123 -G48 353" ¥3% (V3
trpact o public dobE Inbersat ‘3 -7 -2 -t <18
y_nﬂe_rlylng cash balange ' 40,663 10,938 3,843 . 4677 2,080
Atjustmants by Treasury and Finahco to the undesiyh\g tash balance: :
Adjustments tad gl upiale statement :
Rusnavs impacts Includad s PEFO ) o
HUiking Buttur Regicoa! Cittes’ N 1 71 71 203
Houaing Affrdablity. #ued , ‘G ki) o -0 52
‘Natlesta¥ Rental:Afordabllily Skt LA K| A -mf 446
Adjusted cosiings. . .
Tradi: Appmhoes - tcome boﬁuwa bl -3 15 an 52
Connscting Health Senices to'the Futus Cog 1 ] 18 -
PO! tmpsict a. 1 2 -2 8
Revised Indicative underlying cash bai'mcu . 40,850 40,010 3,834 4, 108% 42,018
whiotormee By E.% 02 02
Hiat Impagt of ALP policivé.on the PEFO" , - 43 &2 3. 162 108

1. ALPreicans - Fisia) ugoat.¢f tin nef bosigel impact orelestion policics statarnit of 20 August 2011);

Uhe Charter of Budger Honesty Act 1998 {the Charter) provides for the Secretary to the
Tre‘ﬁuay and the Sceretary of the Department of Finanee and Dercgulation (o release publicly
the PEFO within 10 days of thic issue of the wril for 1 general ¢lgetion,

The. 2010 PEFO published an updated fiscal outlook thutincluded, to. the. fullest extent
possible, all decisions taken by the Government before the issue'of the weit. The PERO also
presented coonomic forecasts based on the March Quarler National Accounts, These
forecasts were used to vnderpin the fevised éxpense, capiial and revenue cslitnales.

The PEFO way based on cxternal rep_mﬁng-standmds, as rc_;quifcd under the Chjaf_!fcr.

The update to the fiscal outlogk-published in this | paper is based on the PEFO. The
Departmaonts have mamtalncd the gconomic projections and’ assumptmns set outin the PEFO,
In prepaiing advics on the pubhc debl interest costs as parl of this process, the-Departments
uscd the technical assumptions on interest rates used inthe PEFQ,

The Departments have revised the PEFQ fistal outlook only to reflect the-cost of the ALP's
policies and the associated change in pubhc debt imtercst costs. To prepare this mterial, the
Departments:

*  wrote to the Prime Ministor on 29 August 2010 (o confirm their uaderstanding of the
ALMs policies and to clarify somc cosling assumptions and the financial implications
and funding sources for & range of election commiiments not included in the ALP’s
relcase of 20 August 2010, The Prime Minister tésponded on 30 August 2010;

|
E
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¢ ‘Costed thosc policies and commitments not, previously costed under the Charter on &
“best ».ende:zwm_us"basis-usihg_;bmadlg the same methodglogy as Tor Charter cosfings.
Additional information provided by the ALP was nstd to {inulise these costings.

- One husdeed and four of the ALWs eloetion commitments had previously been
costed by the Depariments ynder the Chavter prior to poling day on 21 August
2010, o '

—  Theeleven remaining election commitments that had not been costed-under the:
Chatter prior 1o the clection have now been costed.

The revised Iiscal outlook is preli minary as it does not take decount of parameter vartations to
estimates of payments and reccipts that wotild be made by agencies in the case of a full fiscal

update such as the-2010-11 Mid-Year Economic and Fisca! Qutlook (MYEFO)..

Adjustments to budget impact of election commiitinents

The ALP releascd the Fisial update of the net budget impaet of election policies on
20-August 2010 setting oul the.impact of the ALP’s clection commitments on the fiscal
outlook. The ALP announced in this statcment that its cleclion comniitments would result in

-2 eumulative improverment ir the underlyig oash balance of $44 miltion over the four ycats

The Departinents’ assessment Iy thit the ALP’s policics would result in & cumnulative
improvement in the underlying cash balance of $106 million over the four years to 2013-14.

The differonce between the two estimates of (e Tiscal outlook reflects:

+  theinclusionby l»hq, ALP of thrée measurcs already built into the PREO baseling —
adjusting for this has 4. small net positive impaci on the underlying cash balance;

» the Department.of Finance and Berqguiation s costing of the Trade Apprentices —
Income Bonusos policy using cirrent foresasts for apprentice nimbers;

»  anadjusted profile for the Connecting Heéalth Services to the I*‘funzrc,j_l and
»  theé changeto public debt interesl costs reflecting the vevised budget position.

On the "bas'is of the advice roegived from the Prime Minister on 30 August 2010, the
‘Dépariments arc satisfed that, with one exception, the funding for the commitments that were

not inclided in the ATP’s tolease of 20 August 2010 can bo met from within the existing
Forward estimatos. The exception is the ptoposed offshor¢ migration processing facility.
Thal propasal. cannot bevosted at this stage becanse the details.of thepolicy are yetto be

seltled,
Contact. Jan Harriy: .. 6263.3747

Budget Policy Division.
Fiseal Group
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Attachment B
A tax reform agenda

Key conclusions

The tax and rotirément income system is not bmkcn, but il is fragile in pirts:and needs
renovation to address current and futyre préssures, The challenges fo the darability and
legitimacy of the tax ‘;yst'..m include: declining sustainubility and efficiency of some. £xisling
taxes; managing the increasing complexity/inequities-of the tux systemy; and structural
tensions from chunges it society: {population issucs), e environment and tcchnolng,y

The Austialia’s Future Tax Sysiem (ATTS) review pwvxdes a gonccptual framework for
thinking about tax reform over. cominy years. The.main'consicaints to reformeare the tight
{iscal circumstances and (obvaous}y) constraints in the political realm. A narrative forreform
niceds to be built around: sustainability of the system; opporlumtaes to muke tax less-onerous;
‘and support for a dynamic geonomy.

Kcy aveas of reform that m 1ghi be developed next arg promo[mg governance, mmatmg steps

in-8tatc tax reform, further xeducmg ihe taxation burden-on capital ingome, promating
participation and reducmg complexity.

Existing Government policy

The Government provided aw initial response t6 AFTS when the revicw was released and in
the following resource tax and conscquential modifications. These *Rrst sieps ina 10-yoar
agenda’ fouched on many of the reform themes in AFT, S. There is.a subsluntial
implomentation agenda over the next several years,: muludmg the:Minerals Resource Reat
Tax, the company fax: mcasuu,s, the. supcrannugtion measures and the tax governante chanpds
ammumed during the campaign. The Government has indicated that this will be the focus of
its sccond lerm,

Priority areas for reform

The AFTS review looks forward over the ncxt 40 yéars to provide a.conceptual framework
for thinking about reform of the tax. aid transfer systent. A key task for the Government is lo.
consider which of ihe outstanding reforms should be prioritised for development, if 1ot in'this
term, then.the next, Given thattax rcform oficirinvolves cither “lusers’ or substantial fiscal
costs, carcful and substantial work to und»rpm the.casc: for reform will be required. Some -
reforms may only be possible when there is a. stronger fiseal situution — but reforms should
be ‘ready’ for that exentuality. ;

This brief suggests a prmntmatlon of reform aréas which provide the greafest potential
contributions to economic performance-and to the functionality of the tax systom.

State tax reform: Taxes levied by the States include some of the Ieast cfficient and worst
‘designed taxes in Australia’s tax system. The AFTS recommended reforms were estimated 1o
yield a long-ferm increase in GDP of 1.7 per cent,
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Over timg Ithlaios have fiot 'Béﬁnf};bié.to vtinderluke_sigxiiﬁcant reforms to theirtaxes und
they pa’:ﬁodicaliy-cugag_c"-in.-destmctivey-c(rmpetitife_:h The fiscal equalisation process docs not
promofo reform. The key substantive State tuxes that need reforming include:

* stamp dutics on Insiminee, housiiig, comshercial property and mofor vehicles (abolish);
»  payrolland land taxes {reform or replace with nyore efficient taxes); and

»  road pricing (inirodyce).

Aty moves in'State tax reéform must be considered and progeessed in the'context of overall

Commonwealth-State relations. So if roform. of this mignitude weis o be seriously pursued,
it wonld ticed 1o be'a key focus of the COAG agenda for the next term:

Capital income; 11 a world of increased capital mobility; taxcs'on dumestic irivestment and
production (such as company income tax) have an incrcased impact on‘decisions by
‘buisifiesses on whiers o ihvest, As such, AFTS concluded thal faxes should move away from
more mobile tux bases, such a5 capital, towards less mobile bascs such us Jand, resources and
consumption. Further, the pattotn of taxcs-on savings aiith investiment iticome is‘'a micss — too
‘highin places and foa low in otheis.

The Govetnment has indicated that implemeritation of the Mincrals Resource Rent Tax and
the cut in the company tax rate:will be 1 focus for its next term,

Renovation of existing laxes: "Vhe:trus( taxation provisions arc also a significant area of
complexify and uncertainty. The practical operation of the system is degrading and is
ultimately not sustainable — we:support the AFTS reconunendation that thie tiust rules should
be updated and vewnitten,

Thic superannvatioit sysiem is increasingly leaking revenuc, with Self-Managed Super Funds:
now the tax minfmisation vehicle of choice. Better eniforcement and acceptance of the Coopor
recommendations are part of n solation to plug some strictaral Holcs.

Participation: An inevitable Teaturc-of Australia’s targeted tax and transfor system is that it.
creates:somo disincentives fo participate i the workforée. This reduces the Tevel of economic
activity by limiting the labour supply in an otlcrwise folly cmployed cconomy. Tt can also
“harixi sottie:of the most disadvaritaged individuals in society in welfare traps, Some of the
worst disincentives to participatc.apply to sccondury warkers in fumilics, single parcnts,
people in public howsing and those on the Disgbility Support Pension (DSP) who nevertheless
have Some capacity to wotk {see Attachmicat F), There arc many options 1o reduce such
disincentives, including changes to:child vare, rent assistance, ackivity tésts, income tests-and’
-{axes,

Parlicipation necds 10 be looked at ina broad wellbeing fismework and more needs to be
‘done-to-properly understand all ofithe drivers:of people’s decisions.

Complexity: The AFTS reviewv fouiid that the capacity of users of the tax system to deal with
its complexity has been over-reached. This reflects the desire of suceessive govermments to
usc tax-as an- instrument of social policy and industry assistance, witli insufficient weight
given fo:the compounding cifect on complexity. The recomnmendations in AFTS to improve
the design of the four main tax bascs and 1o move fo.abolish otlicr taxes provides the



framework for reducing complexity in the tax law, Ongoing elforts e needed to support
initialives to simplify tax compliance for the bulk of personal income taxpaycrs, {or exumple
through incasures such as the pre-filling of tax returns,

The AFTS analysis is alse instructive in thinking about the constant pressures Lo {inker with .
the tax law to address the many specific issucs that arise, Ata mininmuim, {he contmuai
.ywssw‘c for such changes. Trom narrow inlerest groups.nceds: to be resisted. Simplicity needs
‘to'be given a gl eater wcaght in poiu.y decisions-and Ruther erosion of key tax bases needs to:
be avoided,

Policy solution or pa’thWay forward

These five areas provide the basis for development of a further tax: and iramf'er systom reform
agenda for the Government, At the time of the releasc of AFTS, the:Governinent indicated
that its response was *the first wave’ with othier recommendations being subject to ongoing
public debate. The Government could seek-to focus that debate on these-dreas during its
second term, with a view 1o moving towards a second wave of teforms.. The eniphasis would
be on tuking the case for reform and qeekmg 1o build i conscnsus on a reforny agcnda,
including through the: progr essive release of polzcy discussion papers.

Contact Pant Tilley 6263 3909
“Revenue Group
Tax System Division
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Attachment C
A comprehensive population strategy

Key conclusions

Without a sharp.and sighificant reduction in net overscas migration (NOM), the Australian
population will continue to grow rélatively stiongly over the ficxt 10 to 15 years, particulgrly
given powerful global factors drivitig the Australian ceonomy, Policy ntust plan for this to
gfisure the Sustainability of such population growth,

Migration can provide Australia with the Opportunity for both econoimic and cultural prowih.
There iy need for-a population strategy that focuses migtation on improving Australian
living standards, while taking into account Australia’s capacity to-absurb the associaled rates

of population growth, and haman itarian-and family ycunion cbligations.

Infrastricture, cities, lousitg and environment policies should be based on cffective policy
settings taking into account the range of relevant policy objectives for these issucs, inclﬁdir_;g‘

sustainably accommodating population growth.

Planning for-inevitable population growth — -
The IGR 2010 projection of 35.9 million people by 2:03{} already fagtors in a significant drop
in NOM from a peakcof almust 300,000 in:2008-09 to 180,000 a year from 2011-12. Even
with this sharp drop in NOM, the averuge annual tate of population growth docs not full to the
1.4 per cent qvcrage of the previous 40 years uniil 2021, ;

Byen if NOM were to averag only 60,0004 year ovet fhie next 40.years (a lovel of NOM
exceeded in 25 of the past 30 years, and significantly below the 40 year average:of around

100,000) Australia’s population by 2050 would still be expected to grow 1o about 29 million.

Given the powerful global forees drfving the Aust’n};lian':‘é'eononﬁly; siet immigeation figures
well in execss of that low nomber are probably incscapable.

------

It.is expected that much of the population growth will occur n-cities, in Hinc with Austialian
und worldwide cxperience aver the Tast century. - Over the next 20 years; uround tivo-thirds of
the inéréase in Austratia’s population is projected to occur i eapital citics. The choices of
prople and businesses 1o locate in cities is drivon by the productivity growth of urban uress
‘that generates cconomie opportunity dnd necess to seivicos. The ability of govérnment to
-countersct these longz-established forces through tegional policy would appear liihited,

Possible elemants of a sustainable population strategy

The Government's commitmet to a comprehensive population strategy that builds on
‘conimunity consultition has the polential to galvanise improvements in managing population
growth,

"Wé'ﬁ.manangl-puptﬁat’ipﬂ growih can inpiove Austriligh living standards and assist Australia
to addapt to'an ageing populytion. However, population growth can cxacerbate existing policy
Goncems associated with the current lack of forward planning, under-investment in |
infrastructure and inadequate environmental scttings. This is cspeciatly likely to be the éase.
when the rate of growth exceeds what is phanivied for by different ticts of government,



Australia’s capacity to accommodalte a growing, yet sustainable population, depends. cmeially
en planning and investing for that population now. As the Statcs make many of the pertingnt:
policy irade-offs regarding population , carciul consideration needs:to be given to
‘Commonwealth attempts to' influence (heir decisions,

A popllation strategy needs to cstablish a credible sct of principles for:

+  dlong-lermm igration framework te guide the aggregate size and composition of the
annual migration program, with the program designed'to support growth in Austrdlian.
Hving standards and assist with meeting the labour force needs:of the EConomy;

. ensuving population growth can be cllectively maniged through:

- establishing principles that guide policy scttings iseded in key arcas fo ensurc
sustainable putcomes (such as management of the cnvironment and water) und the
role of different ticrs.of government in response ta population growth; and

- ,guidiijn_g the investment aud planning for the futureneeds of the population given
its projected size, peographical location and demographic composition,

This is aboul more than simply building new infrastructure. Tt is about investing in the right
kinds ofinflastructure and using existing infrastructure more ¢fficiently. This requires
appropriate regulation and pricing, privatc investment, and contestable:and competitive:
infrastructurs markets. : ‘

A rogular independent report (by Treasury or a body like the Productivity Commission)
outlining 20-year aggregate, geographic arid demographic population projections could
inform the planning and investment of ull three tiers of goveramient,

Fnsuting the IGR is linked to-these independent projections sind is pérceived to hean
independent assessrciit of the sustainability of povernment policies would-aid credibility:

The papulation strategy should ucknowledge upfront that policy responsibilily forkey areax
remains émbedded in line-agencics with portfolio minisiers. There mzy be a rativnale for
more formalised communication between Commonwealth agéncies and bétween the
Commonwealth and (he States on planning for population growth and change.

The extent lo which regional policics can influcnce settloment patterns, however, is likely to-
be limited. Historical expericnce shows regional sctilement policios are cxponsive and
ineffeciive, and result in an inefficient aMocation of resources. This will particularly be the
case:in a full coaployment cconomy where any short-lerm employment aund econonic gains of
oue locality will incvitably come at the expense of anothér.,

Policies that directly ensure regional areas ave adcquately scrved by infrasiructure, manage

extemal costs gencrated by cities (such as congestion) or reduce the cost of moving from ong
region to another arc likely to gencrale the most efficient and lasting outcoies.




Next steps:

A Crbinct submission proposing the scape for thc development of a population stratcpy
andd éqmsf'ult,atio'n“pmccss,;-iiléi_utiin_g; by taking into.account the issues identificd by the

three populalion advisory panels, =~

‘Contact Luise McCulloch 6263 3204
Piscal Group
Sustainable Population Strategy Taskfoice
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‘Attachment D
Climate change - Market based mechanisms
Key conclusions
The Governnenthas commitied 1o reduce national emissions to 5 per cent below 2600 levels-
by 2020, with motc ambitions targets depending on the extent of international action,
W tthoui a curhon price, the 5 per cent target cannot be met wnthaut significant budgetary or
‘econonic costs. Early introduction of a pricing n,g:rne will supportstrong, long-term growth

by steadily transforming the economy instoad of i imposing sharp, more cc)stiy adjustments.in.
the fatur..

The: Govem ment has agreed to establish 4 Climate Change Commiliee consisting of members
whio ackiiowlodge that reducing curbon poihmcm by 2020 will vequire a carbun: price. The
Government has also ammounced:

+ it will consider the 1mplementa1mn of carbon | pm,mg via.a Carbon Pollution Reduction
Scheme {(,PRS) after asscssing if there Iy sufficient intornational action at the end of the
Kyoto period in 2012;

. meastwes {0 boost suppoit for eleetricity ttansnmssxon and encegy efficiency in
huildings,

*-  g-clesner ear rebate, and
. the establishment of a Climate Change Commission and a 150-strong Citizens’
Assembly to build support in the community.
‘The emissions reduction challenge.

The cmissions seduction challenge i signilicant, "The sooner that emissions ave reduced
‘below “business as usual® levels, the more likely it will be that we can aduevc a-stmoath and
orderly transformation of the ecotiomy, :

Direct action measires alone cannot do the job without imposing significant cconomic and
budpct:cosls.
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“Thelonger Australia delays implementing u comprehensive catbon pricing regime, the more
costly and disruplive will be the change. There areatso roal and present costs associated with
ongoing uncertainty around the climate change policy fiamework, particidarly in the
electricity genceation sector,

Interim poligics: should be consistont with a moveto & future curbon price, Many 61 the
alterative policies will, however; only-achieve smiall abatement outconos at high costs.per
tonne ol abatement, far in excess of curient CPRS carbon price projections. These higher
costs will be felt by taxpayers direcily or indirectly through higher costs, to consumers and

busitiesses from hidden regulatory imposts. ‘A inarket-hased inechanism achieves the
-necessary abatement 4t a cost per tonnie of critssions significantly lower than other policies

(Chart:132). Moreover, many of the diroct getion measures calitiot be scaled up to- achicve

-sighificant levels of abatcment, and Torthose that ¢an be'scaled up, the cost per-tonne of
abatement would risc rapidly. '
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Enhancing community support and starting the sconomic transformation

While concerns exist about the cost of living impacts of & CPRS, tlicre are Gptions t0 progress
towards and build community support for-a market bascd approach. An cxpanded role for the
proposed Climate Change Commission could include informing the community, not just on the
climaie change science, but also on the impacts on Australia of climate change and the benefits
of altcrnative mitigation options,

536

Tt will lso be important for Australia to continue to engage internationally on climate change’
mitigation and to push for a robust international agrcement,

In terms of building community conscasus, the Productivity Commission (PC) could also play
a role inincreasing the understanding of compayable carbon constraints that apply in major
economics. This would include commmmnmg the PC to undertake detailed work on
a,stmmtmg the cost of action {through carbon pricing or mhar mitigation measures) in these
ceonomics. This work would be complex and would be likely o take considerable time, so
should be scon as a priority.




Lven'with sighificant mitigation action, we will also require effcctive policy frameworks to
maniage the climate chango that is alrcady inevitable. A PC exami nation of flie costs and
‘Benefits of varlous adaptation options to-identify the highest prioity refoims and the role of
matket-based approaches in facilitating aduptation would be 2 worthwhile first step. All
levels of Government must implement measures and appropriate regulatory approaches to
~enuble private participants to rpspond efficiently 1o this chatienge. "

Contuet Steve French 6263 3818
Fiscal Group

Industry; Envirénment and Défence Division
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- Attachrent E
Improving our cities and infrastructure

Key conclusions

‘There remain significant opportunities for addrus:.mg incfficicacies inkey infragtructure,
water-and housing markets and in improving the plaining and ﬁmctmnmg of aur citics.
Important reform streatns yel 1o be completed inchude heavy vehicle road user charging and
telecommunicationsfbroadband reform, while reform of the water industry needs to be:
reinvigorated.

Morg can also be done to improve the regulatory and governance frameworks for the efficient
pmw.mn of national infrastructurc. Reform of Infrastructure Australia (IA)wonidbea
significant first step, remtoromg {he need for tigotous cost-benclit analysis of project
proposals and cnhanéing the pipeline of ready projects for investmenit,

Reforming 1A and enhanging the infrastructure pipeline

1A was-cstablished in 2008 to-drive the:development of a long-{érm, coordinated approach
to national infrastructure planning and investment and to identify projects with high overall
benefils. 1A has made considerable strides in this direction, Ity fuudmg, however, expires in
2010-11 and this presents an opportunity to consider ways to cahance its rolc, including:

« Tmpw ovmg coordination of infiastructure-investmeni across Tevelsof governmeni and
ensuring yigorous cosi-benefit analyszs of projects;.

. establishitig an enhanced national infy astructure pipeline to provide a portfolio of
potential investiants for the private sector (including superannuation: I'unds) and

. continuing to dcvclop and assist in the mplemenmnen ol national transpost sliategies
and participating in the dcvclopment of capital ¢ily strategic plaiis.

IA found it difficull fv identify ready-to-deli iver, nationally s:gmimanl
infrastructure investment proposals [or the Governmei fo consider as part of the
vecent fiscal stimulus packages. This hightighted a lack of rigorous, coordingted
long-term plapning, especially on the part of the states-and territories.

3 The situation has not changed. While many projects are under development,.
the list of national priority projects that 1A has identified as ‘ready to
proceed” in‘its June 2010 report to COAG contains no tiew, major projects.

Financing the Government’s spending on infrastructure

IA’s pipcling will identify key inlrastricture prioritiés but leaves opcn the issue of how they
will be funded. chnkttmy reform will be critical to cnsure the pricing signals necessary to
promote private sector investment in infrastt weture, Such an oulcome i clearly desirable to

-ensure that scarce resources are allecated to thcu most efficientuse.

1A’s pipeline may identily projects that meril direct government support where they would
not proceed without it, cither because the privale sector cannol captare & positive externality
or because it canniot quantify or manage the risk associated with thé project (such as
pationage risk). The States and Territories are pr rimatily tesponsible for funding public
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inffasiructure; but incyitably the Australian Governiment-also will be involved as a resalf of its

br

ader taX base. The capacily of the Govornment to finanes infrastructure will be limited by

the current fiscal cireumnstances, Orice g surplus has been delivered, however, there may be

“#n opportunity fo revisit thé level aiid manner in swhich the Government invests in

Ainfrastiicture..

Continuing reform in key Infrastructure markets

Cotitplpting reforms to rogulation, govemance; planning und pricihg in k-ey“?nﬁas(rucgm‘e
aarkets will ensure more efficient use of existing infrastructure while also. facilitating better

investiment outeomes.

An-caly priofity should be fo finalise the'Governiment®s response to the National
Broadband Network (NBN) Implementation Study for the roll-eut of the NBN and to
seek passage through the Parliamcnt of related repulatory reforms,

—  These meusures will tansforin the structure and corpetitive dynamics of the
telecommunications sector. However, thereare risks-'for"ﬁsgaﬂcia.l and '
competition outcomies-nind consequently the Government’s rosponse to the
Impleiicntation Study will require ‘careful considcration.

Mainlaining the momentum of energy market reform will be important for énsuring that

electricity and gas markets can respond efficiently to th long ferin growth in:déiand

for'energy in a citbun-constrained world. Moreover, a miore settled climate change
policy will avercome the present uncerlainty that is causing delays (o investment in

‘mew, lower emission slectricity géneration sources (Attachiment D),

Key prioritics in the tramsport sector include thé continuing work to-reform heavy

vehicle road user charging; addressing urban transport congestion and dél ivering oii

COAG sagrecment 1o establish single national regulators for eich 6f heavy: vehicles,
rail sufety ‘and faritime saféty:

‘Austialia has'sullicient suater resources to sustain projected gconomic and population:
growth. However, urgent and-ambitious reforms 4re réquired (o improve the allocation
of those régourees betwoon users; as woll as for environmental purposes, and to avoid
significant costs for the economy and the.cavironment,

- The commitment tobridge-any gap betwecicavironmental water recovered tnder
Watct for the Futire aid what is required to' be retomied by the Mutray Darling
Basin Authiority will likely present significant fiscal risks. These-will be
minimised and envitonmental bchﬁ,'ls‘imaximiscﬁ il infrastructure expenditurc is
dllocated where the net public benefits cxceed thosc of directly purchasing water
catitlenients. '

- The Government showld supplement reforms in the Murray Darling Basin with
additional work wiih the States to-dévelop afiew, more ambitious refoim program
with binding timetablés; particulatly in prici ng urban water, structaral separation
of public urban water monopolies and implementation of thitd party access
regimes for walcr, sewerage and stormwater systems,
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Cities and housing

Australia’s cities have high bul declining standards of gznez)ity,,iqsyf population density,
growing congestion, worsening housing affordability ind Tow levels of industry clusters. >
Many of {hese vutcomes result from fractured and ineffective governance arangements,

Gelting it right with cities has significant potential, not just from.a pure ecnnomié;pempecti.vc,
but also frori a social and environmental perspective. Getting it wrong is likely:to be very
costly cconomically, socially and environmentally.

Tor get citics right, existing impediments to (e implementition of city stuategic plans must
be addressed. Governments must ensure better infegration across relovant: agencies and
functions, with curvent failures in thesc areas imposing significant costs, delays and risk on
aspiring home owners and vadermining wban infill targels. Additional prioritics include
the iaproved prioritisation, provision and financing of urban infrastructuic and, in thecase
ol larger citics, better provision of public transport, pasticularly-along stralsgic corridors,

While thesc issties are :pri'ma'ri‘ly the responsibility of the States, the Australian Government
could contribute and expedite reform: through developing the National Urban Policy Roform
Agenda, and implementing COAG’s Capital City Strategic Planning Systenis and the 1lousing
Supply and Affordability Reform agenda, which involves an examination of;

. options for i'eforzliiilg-.;go.vemmcnt processes such as planning, zoning'and strata titling;

* government réquirements thal increase building costs such as those building, cnergy
cliiciency and covironmentgl .t’égtlizt_iriisixs'that.impez‘;e netcosts onthe community;.

*  ‘the ways more consistent and transparent infrastructure charges increasc develogpier-
vertainty;

*  the ways underutilised government land conld by reallocated 1o uses such as housing;
and i

- the impact that State laxes have ojr;:_.the; 'l'tjousin:gzmm'kpt“(scc A ix-reform agenda’ at
Attachmenl B for stainp dutfes and land ax proposals).

The Australian Goveriiment provides significant recurrent funding to help Austrafisns in
housing nced. An incoming government should enhance the effettivencss of this assistance.
by 8.1 : :

" cxamining how o bolter target atound $2.8 billion «year of Commonwealth Rent
Assistance 50 that Australians in genuine négd can accoss appropriate housing; asid

*  cxamining whether a.renegotiuted National Affordable Ilousing Agreeincnt (around |
$1.2 billion a year) should inchude a per dwelling funding basis for public housing and
low it could deliver:-greater cquity between public liousing résidents and CRA
recipients, -

Contact Brad Archer A 6263 3121
Markets Group '
Infrastructure, Competition and Consumer Policy.
Division "
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| Attachment F
Labour force participation and skills

Key conclusions
As Australia emerges from the ceonomic downturn aind the unemployment rate decreases, we
can expect 16 see laboutr supply constraints ve-cmerge. This will be exaccrbated in the Ton ger

term by the ageing population.

With these capacity constrainits, shiort-teir policics that inhibit the ability ol the labour supply
toadapt could distort the cfficient reallocation of labour. Targeted poficies shonld wim to
suppert more of flic mostsocially disadvantaged into work, as well as fo increase labour foree
participation in the medium to longet temi by diawing additional people into the labour
markel. ’

Policy responses could include;

¢ measures to boost Libour forge participation, by removing policy distortions that prevent
the efficicut allocation of Iabour or that dct as a disficentive to participate; as well as
~through uxing appropriate temporaty and-permanent m igration. Distortions cai incliide
Commonwealth lax and income support setlings, as well as their interaction with
services sueh as child care and public housing; and

*  policics to ensure that the workiorce; or those al risk of social and ceonomic
disadvantage, have the cducation and skills to-medt the demands. of srployers and drive
increasesin labour prodictivity,

‘Increasing labour force participation

“The Government has commitied in the short-term to sticngtlening the jobseeker compliance
regimic and to Iriniling the provision of relocatioi assistance of up to'$6,000 for jobseekers
who maove to take up an engoing full-time job or-apprenticeship, In the miedium to
longer-term, removing policy distortions and disincentives that euréntly exist in the

tax-iransfer systent will be an fmportant clement of icreasing labour force participation

(Attachment B).: This i particularly:the case for fsmales of prime wotking age (apcs 25-54),
where:cxisting policy setlings are contributing to Ausiralia’s Tow parti¢ipation rate compared
to:a number 6f OECD peers. Iucre;mnglahanr force participation in this relatively large
cohott could significantly affect overall labour supply,

‘The stracture of Tamily and child care payments and the comiplexity of multiplc payments
result in lower than desired or-achievable participation, ‘rhe interaction of these-policics with
‘other changes diving adjustments fo. the price.and availabi tity of services, such as the,
national quality agonda for carly childhood cducation and care, needs to be sxamiicd.

A range of options are likely {o.exist to imuke sither madest or more substantive changes
within o broader tax-transfer feform ngenda that contribute towards: increasing fabour force
participation.: Given the sensitivity to, and the cost of implementing such reforms, they may
only be achicvable'if there is'a swonger than expected Tiscal situation.

Building on AFTS, we intend (6 undlertake a detuiled analysis of tax-transfer issucs and
interactions in relation lo participation, to devclop options'and a pathway fo reform,
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Education and training

Ongomg increases in cdncationa! attainment across succcssive generations will continue to-
support higher participation, In its sutional policy leadership role.andas a key. funder of
cducation and training, the Government has a central rcsponslbrhty for continuing to drive
attainment-of high quality skills. A fexible and résponsive national education and training’
sygtem will allow educational fustitutions to adapt quickly und eificiently to the changing. skill
requircments of the Australian economy.

‘Government reforms lo schoals policy and higlcr cducation have made strides towards
achicving this outconic. Your Government’s election commitments on schools policy build
on those reforms through a range of medium-term initiutives that seek to deliver imp oved
outcomes through cabanced schoo! autonomny, the introduction of teachor und school
performance incentives and the improved mtegration of trade training in schools. The
Schouls Funding Review, duc to roport in late 2011, will provide a further opportunily o
drive reform in schools policy, but it will need to bc cotisisient with the fiscal strategy.

Vaeational Education and Training (VET): The VET sector (with the exception of
Vietoria), suffers from Light supply-side constrainits that. prevent providers from responding
effectively to shifts in student and'industry. demand. This is exacerbated by rigidities in thic
market and limited contestability of funding,

Continued action should be consistent with the reform:direction articulated in the 2010-11
Budgel to assist the States to-make system-wide reforms. This includes introdueing of an
enlitlement modcl for VET for young people and othicrs who wish to up-skill and making the
system more responsive to cmployer and student needs. The Government should: press on
with negoliations with individual states, including clarifying its priovities and lovel of
financial cormmitinent.

Apprenticeships: During the clection, you anrounced increases to the Financial rewards for
trade apprentices completmg their training. There is a strong casc fhat the. Australtan
Apprenticeships model is in need of wider reform: apprcnhwxhnp: take too long; withan
vutdated focus on time served rather than competency. The Government has recently
appointed an Export Panel to review the system,. supperied by the National Centre for
Vocational Educution Rescarch. Tt is cxpeoled (o repart in carly 2011,

ﬁmreasirkg participation for socially disadvanfaged groups

Despite s near-full-cmployment cconomy, certain sogially disadvantaged groups such as
people with disabilities, long-torm unemplaycd and Tndigenous Australians will continue to
find it difficult to move into sustainsble employment: Quite often, if is the presence of

mulliple dmadvantagcs, such as'ill-health in combination with low educauon and skills, which
particularly impact on the chances of finding permanent employmicnt.

While substantial supporl and commitiments curvently cxist for these. -groups, cuirent fiscal
circumstances suggest that substantiul new initiatives in this.aréa will be difficull lo take
Torward in the short term,

Existing reforms to.the Job Cdpaczty Asscssment announced in the 2010-11 Budget and
changes to the impainment tables currently being developed, will go some way fowards
slowing the flow of pcople unto Disability Support Pession, a benefit from shichi very fow
people currently returs 10 work, The development of a Government response to the




Productivily Commission inquity into Disability Care and Support, which will'consider the
interactions with employment scrvices-and income support-of any proposed schieme for
people with a:severe and profound disabilily, may provide an opportunity to also pursite
nedium-term:options for broader refotm of payments for people with disabilities.

]

Contact Potn Furnell | 6263 4401
Fiseal Group
Social Policy Divisien
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Attachment H
International engagement: The G20, China and India
Key conclusions:
China and Tndia sre the key drivers of the shift in global strategic-weight towards Asig, from

which Australia is  key boneficiary. The G20’ elevation during the GFC is emblethatic of
this shifl,

833

The Govermment has becn strongly supporlive of the G20, with' Australia working actively to!
enirench the (20 as the premicr forum for global cconomic cooperation. Enlrénching ilic
G20 as the world's preinier forum for international coonomic coopération and continuing to
deepen tlic instititional underpinings-of Australia’s ceonomicrelationships with Chinaind
India:arc key intcrnational economie policy challenges: I

Chiha and India are important to Australla's economic prospects

Chirig. is clearly impertant to. Australia’s cconomic prospecis. T isour largest trading paither
and its demand plays & key rolc in driving price nioveriients of our major exXports, most
notably'eoal and iron orc. 'We arg China’slargest siipplier of ifon ore. Chinaisan

increasingly iiiporiant sowiee of Tareign direct investment-and Australia gaing from this
investment. China is already a major investor it our résources sector,

Howoever, our importance to China 4y a-supplier of stralegically important commodities and gs
a politically stable, resouice-tich destination for investment gives us some profile and
influcnce:

Australia-China investment concerns have abated over the past year as both governments: -
have adapted to the reality of closer economic cneasenient.

‘B33 & 544
Indid is ulso : Tisiig 6 omomic powerhiouse. and h}iﬁ{i‘&&bﬁ?’béﬁbmé Australia’s ﬁjurﬁi largest
-export market. With a favourable:demographic basc-and strong infrasmitctore needs over the
coming decades, Australia stands 1o benefit significantly from Tndia’s cmicrpénice,

‘Entrenching the role of the G20

“The G20:provides a forum in which Australiarcan cngage with its ke
“well as play-an influential yole.in plobaj decision miking, Clitna is plis
sipnificant fole inthe G20

elivers o il
ress longer-term,




China’s approach to the G20-will be critical lo its ongoing sipnificance. |

$33 & 836

A close bilaleral economic réfationship is important {o ensure a deep understanding of the
Chinese economy and to belter understand and influencé Chingsc atlitudes to major
international economic policy issues that affect our interests. Itis also inportant to ensure
that the trade-and financial Mows which ligve been so beneficial to Austialia can continue o
Erow.

Next steps

A-whole of goveinment approach is needed in handling Ching issues,

833 & 636

533, 844 8836

| s33.8 53
To ensurc China stays engaged in the G20, wenced to continue owr cfforis to cusare that the
-global policy response to the rebalancing of growth is one that includes actions frons afl major

economies and docs not single out China,

-Advancing Australia’s cconomic en sugement with Inidia is critical for similar reasons.

_ ‘ ‘ Nurturing the bilater:l relationship, through repular visits by
Minisiers and senior officialy and greater policy cooperation, will help the Austrafian mission
te build its influence in a challenging cavironment.

533
Contact Bill Brommitt 6263 3011
Macroccononsic Group
International and G20 Division







