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Brief outline

* Global perspective

» Australian context

« Key purpose and features of Australian PBO
» Contributors to our effective establishment

* Assessment of impact
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Global trends to establish IFls ...

A few countries (US, Netherlands) have had independent
fiscal authorities for many decades

* From 2005 to 2019: the number expanded from 11 to 39

 EU established a requirement that member states establish
such independent bodies

UK established the Office of Budget Responsibility
following concerns about biases in forecasting and
adherence to fiscal targets

 OECD/IMF have increasingly advocated the establishment
of independent authorities as part of good-practice fiscal
frameworks
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... but roles, mandates and sizes of
IFiIs differ significantly
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Source: OECD Independent Fiscal Institutions database, September 2019
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The effect of the GFC on debt was
important in some countries

Gross general government sector debt
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... but less so In Australia and NZ

Gross general government sector debt
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Australian elections often featured
costing debates

1987

Bob Hawke v John Howard

Coalition disaster as it double
counts savings measures
worth $L.6bn to fund tax cuts.

1993

Paul Keating v John Hewson

et | m@n\

Prime Minister Paul Keating
savages Coalition leader
John Hewson's Fightback
proposal for GST after efforts
bv his predecessor, Bob
Hawke, to get Treasury to
find holes in policy failed.

2004

John Howard v Mark Latham

Labor plan for free health care
Tor people aged 75 v ears and
over, called Medicare Gold,
costed by Department of
Finance at $700 million more
than Labor claims.

1998

John Howard v Kim Beazley

Labor submits only 28 of its 312
election policies to Treasury
and Finance for costing under
new Charter of Budget Honesty.
Finance concludes Labor’s
health policy will actually cost
$1bn less than it claims.

2007

John Howard v Kevin Rudd

Treasury assesses Labor's tax
plan for funds management
industry as costing $500m, not
$100m as claimed. Major Labor
policies, including mandatory
renewable energy and a $34.7bn
broadband network not
submitted for costings.

Source: ‘Keeping the Bastards Honest’, The Australian — 18 May 2016

1990

Bob Hawkev

Coalition forced to dump its
health policy after its health
spokesman admils an internal
costing showed abolishing
Medicare would cost $2.6bn.

1996

Department of Finance issues
warning Coalition plan to sell
Telstra would be too big for
sharemarket to absorb and raise less
than claimed. Labor claims 55.9bn
hole in Coalition costings. Treasury
and Finance identify $1.2bn
discrepancy. Following election,
Treasurer Peter Costello claims
Labor hid a $10bn hole in budget.

2010

Julia Gillard v Tony Abbolt

Post-election Treasury
assessmenl forced by
crosshenchers finds Coalition
policies resull in net saving of
$45bn, nol the claimed
$11.5bn.
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2010 election delivered a minority
government

The $10b question: why Abbott and
Treasury are so far apart on his costings

Opposifion Leader Tony Abbott, flanked by
his Treasury spokesman, Joe Hockey, and
finance spokesman, Andrew Robb. Photo:
Micolas Walker
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Implementation of the PBO

Early
political
discussions
around
establishing
PBO

Legislation
passed

Aug
2011

Aug
2010

Establishment
agreed as part
of minority
government
agreement

PBO open
for
business

PBO began
operations

General
election

Legislation
amended
to provide
access for
the PBO to
ATO data
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What are the features of the

Australian PBO?

We aim to assist all
parliamentarians
to better understand

The PBO is an
independent and
non-partisan
department of the
Parliament

budget issues and the
budget implications
of policies they may
be considering

We undertake
objective analysis;
we do not provide

policy advice or
recommendations
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What is the PBO’s purpose?

To provide a more level playing field for all
parliamentarians; particularly non-government
parties and independent parliamentarians

= To improve the accuracy of election
commitment costings

To improve transparency, particularly
around budget information and
budget-related issues
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What do we do?

1.

2.

3.

4.

5.

Confidential costings of policy proposals for parliamentarians

— What would be the impact on the budget of a policy being implemented
and what would be the number or distribution of people affected

Confidential budget analysis for parliamentarians

— How much of a particular grant program has been spent, or how does a
particular budget measure affect different groups of people

Assistance with parliamentary committee work

— Particularly relevant when legislative committees are considering bills
before Parliament

After each general election, publicly report on cost of parties’
election commitments

Publish independent research on fiscal and budgetary issues
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Key drivers of PBO’s reputation
and performance

* Legislation: establishes independence and
confidentiality

* Access to information and models: effective MoU and
cooperation with government agencies

* Adequate resourcing: around 45 staff with specialist
skills

* Research program: builds reputation and commitment
to transparency

* Relationships: with requestors, government agencies
and external experts
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Transparently report on our
performance and impact

Statistics on

costings : :
Data on Mentions in

publications media

Statistics on
co-operation Parliamentary
with references
agencies

Measures efficiency Demonstrates Demonstrates Suggestive of
& effectiveness of integrity & trust relevance & influence
operations accessibility
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Our experience: demand for
costings is strong

 Demand continues to increase over time, with a peak in
election years

Number of requests

3,251 1,888 1,560 2,970
completed (options)

Number of information
requests sent to 203 743 523 424 548
government agencies
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Our experience: broad interest
In research program

Regular publications:
* Medium-term budget projections
* National fiscal outlook

* Budget snapshot and chart pack

Other research papers:
» Sensitivity of the budget to economic developments

 Reports on specific topics important to the budget

— Medicare Benefits Schedule; Goods and Services Tax distributional
analysis; Higher Education Loan Programme; National Broadband
Network; Future Fund; Disability Support Pension, Measuring Net
Debt, Budget Impacts of Ageing
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Budget snapshot improves
understanding of budget

Released the morning after
the Budget

Presents the budget as
simply as possible

|dentifies the impact of key
policy decisions and
parameter changes

2018—19 Budget Snapshot
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Increased transparency around
medium term budget outcomes

% of GDP % of GDP
3 28
2 27
1 Total payments (rhs) 26
0 25
-1 24
2 Total receipts (rhs) 23
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Source: PBO Report 02/2017: 2017-18 Budget: medium-term projections
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Increased transparency around
medium term budget outcomes

Temporary shock to investment

% of GDP % of GDP
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Permanent shock to productivity

Source: PBO Report 05/2017: 2017-18 Budget medium-term projections: economic scenario analysis
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Supplementary analysis of budget
measures

2018 Government proposal to cut personal

income taxes

* To be implemented over seven years:
— Stage 1 (from 1 July 2018): relief for low-to-middle income earners
— Stage 2 (from 1 July 2022): reduce impact of ‘bracket creep’
— Stage 3 (from 1 July 2024): simpler and flatter taxes

* Budget papers published the fiscal impact for each year
over the forward estimates (2018-19 — 2021-22) and the
aggregate impact over the medium term (2018-19 —
2028-29)

* Some distributional analysis released
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Opposition and crossbench parties
requested supplementary information

Ahead of parliamentary debate, PBO received requests for:

* year-by-year budget impact of each component of the
tax package

e year-by-year budget impact over the medium term

e distributional analysis of the impact of the package by:
— income

— gender
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PBO analysis: gender impacts

Number of individuals receiving tax cut by gender

Millions Millions
8 4 8
6 41 6
4 4 4
2 2
0 0

Stage 1 Stage 2 Stage 3

(18/19) (22/23) (24/25)

Source: PBO costing — Personal income tax plan (advice provided to Senator Ketter, 13 June 2018)
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PBO analysis: distributional impacts

Expected change in average tax rates by income
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Source: PBO report — 2018-19 Budget: medium-term budget projections (6 September 2018), Figure 3—4
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Expected change in average tax rates by income
2017-18 to 2026-27
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Impact of the PBO: costings

* Provision of confidential costing and budget analysis
services:

— assists parliamentarians develop and refine policies in
confidence, informed by estimates of fiscal cost, before
policies are publicly debated

— supports parties to develop election platforms ahead of time
and earlier in campaigns

— increases focus on fiscal trade-offs by establishing a new norm
that policy platforms are completely costed

— enabled debate to focus on policy merit, not veracity of fiscal
cost

— increased focus on medium-term fiscal impacts of proposals
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WHY HAVEN'T You SUBMITED

YoUR COSTINGS ?



Impact of the PBO: election
commitment report

* Holds parties to account for
a n n O u nce me nts d u ri ng Election commitment costings
election campaigns

* Increases transparency e I

around details and budget
impact of election platforms —
including over the medium e

ponse: |4 (162 K8)
te r l I l Measures to deal with anti-dumping (PER356)
Party: Australian Labor Party R

esponse: 4] (153 KB)

[ ) P rOVi d es a Cce S S to i n d iVi d u a | ::trej:t::::t;—::}s humanitarian inta:;e ::SSO,UO(TI\Tes a year, and related measures (PER625)
costings of a wide range of
policy proposals
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Impact on agencies

 Budget models are prepared with the expectation that
they could need to be provided to the PBO

* |Internal processes have been established to enable
agencies to turn around information requests quickly
(five or 10 days)

e Standing requests for information have been
established to enable the efficient updating of a large
suite of models and databases

e Access to Government data warehouses has been
established to reduce the burden on agencies
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Impact of the PBO: research

* Influenced content of budget papers

* Improved understanding of background pressures and
trends affecting individual program and aggregate
outcomes

e Supported a better-informed fiscal policy debate,
particularly around medium-term projections

* Supports PBO credibility and perceptions of
independence in conducting costing functions
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