
ECONOMY ON RIGHT TRACK BUT RISKS CALL FOR COOL HEADS TO PREVAIL

JOSH FRYDENBERG

Budget repair will continue to proceed 
smoothly if it remains in Coalition hands

The state of the books revealed in
yesterday’s mid-year budget up-
date was the best in over a decade. 

The underlying cash balance in
2018-19 is forecast to improve to a
$5.2 billion deficit, about two-
thirds lower than the budget esti-
mate of $14.5bn in May. The 2018-
19 deficit is now 0.3 per cent of
GDP, one-tenth of the deficit of
3 per cent of GDP that we inherit-
ed from Labor in 2013-14. 

The underlying cash balance
for 2019-20 is now expected to
reach a surplus of $4.1bn, almost
doubling the surplus estimated for
that year in the May budget. This
will be the first budget surplus

since the last year of the Howard
government. It will increase to
$12.5bn in 2020-21 and $19bn in
2021-22. The cumulative surpluses
over the next four years will be
$30.3bn, about double what was
announced in the May budget. 

With surpluses rising to more
than 1 per cent of GDP from
2025-26, real inroads into paying
back Labor’s debt are starting to be
made. From a figure of 18.2 per
cent of GDP in 2018-19, net debt is
projected to fall to just 1.5 per cent
of GDP by 2028-29. A stronger
balance sheet is important to pro-
vide the government with flexi-
bility to respond to unanticipated

events during times of financial
crises or economic shocks.

The combination of a growing
economy, with a record number of
people in work, is helping both
sides of the ledger, increasing our
revenues while also decreasing
our expenditure. 

Importantly, the rate of spend-
ing growth under the Coalition is
averaging 1.9 per cent, the lowest
level of any government in 50
years. This is even after taking into

account new spending commit-
ments to support drought-stricken
communities, schools and hospi-
tals, and a new and fairer model for
distributing the GST.

In accordance with our disci-
plined budget management, new
spending has been offset by re-
duced spending elsewhere. Hav-
ing a strong economy, as Australia
does, is not an end in itself. Rather,
it’s a means to a better way of life
that delivers more opportunity

and choice and the essential servi-
ces Australians need and deserve.

Since 2013-14, hospital funding
has increased by more than 50 per
cent and in this budget update, the
government is delivering an extra
$1.3bn for a new Community
Health and Hospitals Program
which will provide specialist servi-
ces for cancer treatments, drug
and alcohol dependency, rural
health and new hospital infra-
structure. In addition, $176 million
has been provided to deliver 30
magnetic resonance imaging ma-
chines and $1.4bn for new listings
on the Pharmaceutical Benefits
Scheme to treat a range of condi-
tions including cystic fibrosis, lung
cancer and cholesterol disorders.

There is also an additional
$287m to bring forward the release
of 10,000 home care packages,
more than $100m to support the
Royal Commission into Aged
Care Quality and Safety and $111m

to support older Australians in res-
idential care facilities in regional
areas and those at risk of home-
lessness. 

Schools also received a big
boost. More than $4bn of ad-
ditional funding will go to non-
government schools, including to
support schools in drought-
affected areas. This funding is part
of a $300bn-plus commonwealth
commitment to government and
non-government schools over the
next 10 years. This represents a
74 per cent increase in funding per
student for government schools

and a 55 per cent increase in fund-
ing per student for non-govern-
ment schools over this period.

However, there are risks to our
prosperity, some within and some
beyond our control. Trade ten-
sions between China and the US
are real and we call on cool heads
to prevail. Commodity prices re-
main volatile and, at home, tight-

ening credit conditions and the
softening in the housing market
need to be managed. 

This is why Labor poses such a
risk with its $200bn of new taxes,
which will stifle growth, cost jobs
and damage confidence. What-
ever the question, for Labor the
answer is always higher taxes. Its
plan for a new housing tax, by
abolishing negative gearing as we
know it and increasing capital
gains tax, could not come at a
worse time for the housing market.
With credit rating agencies al-
ready warning a sharp fall in house
prices could increase risks for
economic growth and financial
stability, Labor’s policy is irrespon-
sible in the extreme.

Its promises of bigger surpluses
also cannot be taken seriously. We
all remember Wayne Swan’s four
invisible surpluses, including his
first promised surplus in 2012-13 of
$1.5bn which he turned into an

$18.8bn deficit. When it comes to
economic matters, Labor always
thinks it’s unlucky in government.
But the reality is it couldn’t even
turn the best terms of trade in
more than a century into a surplus.

Bill Shorten and Chris Bowen
can’t even agree as to when their
signature housing tax policy will
start, creating even more uncer-
tainty for the sector and putting a
cloud over their own costings. Not
to mention musings from a Senate
hostile to Labor’s housing and
retirees tax, which may force it
into desperate tax grabs elsewhere
to fund spending commitments.

While the mid-year update
demonstrates that the Coalition
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government has been able to re-
main within the tax speed limit of
23.9 per cent of GDP, Labor’s ap-
proach will undoubtedly increase
the total tax burden well beyond
that. This week at the Labor con-
ference, it walked away from a tax

speed limit, saying a tax cap does
not fulfil any useful economic pur-
pose. 

In other words, there are no
limits to Labor’s future tax grabs.
This will hurt the economy, and
every Australian.

Yesterday’s budget update
shows the Australian economy is
on the right track, giving us much
to look forward to. However, these
results are no accident, and the
hard-earned gains would be easily
and quickly squandered should
Australia revert to Labor’s high
tax, high spend approach.

The Coalition has spent five
years repairing Labor’s mess and
there is nothing to suggest that
Labor has learned any lessons
from its past mistakes. With the
Coalition at the helm, the Austra-
lian economy is in good hands.

Josh Frydenberg is the federal 
Treasurer.
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