
Budget 2015: Scratching around for fresh ideas

Joe Hockey’s second budget would have left many asking, as Peggy Lee did years ago,
“Is that all there is?” As for Bill Shorten’s budget reply, it made Peggy Lee’s advice,
faced with a disappointing answer to her question, to “break out the booze”, seem like
sound common sense.

But the triumph of wine over matter is hardly likely to alter political realities. Nor will it help
address the risks which could make fiscal outcomes even worse than the budget predicts.
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To say that is not to claim our situation is by any means unique. On the contrary, the advanced
economies remain trapped in a fiscal crisis few seem capable of addressing. But the fact that
we are in good company scarcely justifies complacency; rather, it highlights some common
factors that aggravate the challenges ahead.

Those factors are partly economic. With the recovery from the global financial crisis far
weaker than those that followed previous downturns, world economic growth shows no sign
of returning to its pre-GFC trend.

At the same time, even where expansion is reasonably solid, as in the US and Britain,
productivity growth has virtually ground to a halt. While some of that slowdown may be due
to reduced investment, its timing and severity suggest a structural decline in growth potential.
And even were it ultimately reversed, its immediate effect is to curtail the rise in real wages,
making expansion more narrowly based and more fragile.

Adding to that fragility, what expansion there is depends on monetary policies that have
driven interest rates to record lows, while boosting Morgan Stanley’s index of US asset prices
well above the unsustainable levels it reached during the bubbles of 2000 and 2007.

All that is redolent of the 1970s, when cyclical shocks, combined with a collapse in
productivity growth, collided with public spending plans premised on ever greater prosperity.
As yesterday’s promises became today’s political constraints, government debt in the
advanced economies, which had declined steadily as a share of gross domestic product from
1950 to 1975, reversed course and began a seemingly inexorable rise.

But it would be reductionist to view the problems solely in economic terms. Lenin had a point
when he referred to “the primacy of politics”: the outcome of economic forces, he wrote,
invariably depends on their interaction with political conflict. If the advanced economies are
set to repeat earlier mistakes, it is less out of necessity than from an inability to master
changing circumstances.

At the heart of that inability lies the rise of a politics of rejection. That it feeds on distrust is
neither here nor there: as Robespierre, who had little time for pious sentiments, put it,
“distrust is as vital to liberty as jealousy is to love”. What is more important is that it
functions by aggregating discontents, while cloaking their self-interest in a rhetoric that
pretends mere grievances are matters of fundamental values.

Whether it takes the form of the “rights talk” that pervades the Tea Party and the Democrats in
the US, or of the “fairness talk” that dominates the social democratic left and the populist
fringe in Europe and Australia, the result of this “revolution of mounting frustrations” is a
political debate closed to compromise.

Yes, budget deals can be struck, as the “sequester” the US congress imposed in 2013 on
federal non-entitlement spending shows; but the sequester also shows how brittle those deals
are, with more spending set to be removed from its limits despite looming shortfalls in
funding America’s social security outlays.

That Australia is exposed to all those pressures is obvious. Not only will global economic
forces reverberate here, but they will do so in a context where the rate of increase in public
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spending has been extremely high by international standards, as has the growth in government
debt. And our political debate seems even more impregnable to reason than it is elsewhere.
Nowhere is irrationality clearer than in Shorten’s budget reply. It is not merely the shrillness
of Shorten’s tone, which smacks more of the mired floundering of wrongdoers than of any
public purpose, that is disturbing; it is the extremes to which he is willing to go as he seeks to
justify obstructing budget savings.

After all, if, as Shorten claims, simple fairness demands that women who have secured
generous parental leave entitlements as part of workplace agreements also be able to benefit
from the public scheme, why shouldn’t recipients of pensions obtained under workplace
agreements be fully eligible for the age pension? If cumulating payments is fair, will Labor
ensure parliamentarians and public servants on the commonwealth’s defined benefit scheme
receive the age pension as well? But however tortured Shorten’s logic may be, it both reflects
and inflames the climate of opinion. And given that climate of opinion, the government’s
response of moderating its fiscal ambition is understandable: futility is not a policy, any more
than is budgetary machismo.

As for the government’s strategy of relying heavily on fiscal drag to inch us towards surplus,
it is not entirely without merit: at least it erodes the tax-free threshold which Labor had set too
high, allowing vast numbers of beneficiaries of public spending to escape income tax. And by
spreading the pain widely, fiscal drag imposes far lower economic costs than the tax slugs on
the middle class Labor has in mind.

But it does too little to cure our spending habit. That requires redefining the politics of public
expenditure in a way this government has so far failed to do, with effects that will bite as it
tries to restrain the lavish spending Labor promised on hospitals and schools. Until the
government cracks that nut, the risks will persist; and the taunt “Is that all there is?” will
persist with them.
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