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Beyond a one trick pony economy? The
Western Australian Government’s MidYear Financial Projections Statement
2014-15
Summary
Overview
The Barnett Government’s economic and financial policies require an urgent strategic rethink.
The rapid deterioration in the WA Budget has mostly been caused by sharp falls in projected
royalties - WA’s one trick pony is no longer performing strongly.
Compared to a small surplus predicted at budget time just six months ago, and stripped of various
“one offs” and unbudgeted dividend increases, the operating accounts would be in deficit to the
tune of almost $2b at the close of 2014-15.
Missing from public narrative and public policy is recognition that the long-term wellbeing of WA will
depend on a more diversified economy, which will require a considered industry policy as well as
provide a stronger base public revenues and public services.

Revenue
The underlying problem is the Barnett government chose to spend more than it should have when
the times were good, leading to cut backs now just as public sector activity is needed to balance
and diversify the economy.
Expenses remain largely unchanged from the original budget estimates in May 2014. In other words,
the budget woes are a consequence of revenue not meeting original budget estimates.
The deterioration in revenues is projected to continue for the next four years with cumulatively, own
(WA Government) source revenues being $8.7b lower of which royalty income accounts for over
$7b.
Reflecting weaker than expected economic activity, over the same four years ahead, non-royalties
revenues have been written down by $1.2b with payroll taxes down almost $421m and land transfer
duty by a further $251m.
The operating deficit would have been $250m higher had the Government not extracted additional
dividends from its utilities, highlighting privatisation does not necessarily provide a solution to the
budget problems; it may worsen them.
The impact of Federal Government funding on the WA Budget is more complex than the Barnett
Government has portrayed it to be.
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In the current 2014-15 as well as out-years, Commonwealth specific purposes grants have been cut
significantly. However, the Barnett Government has been muted or silent about health and
education cuts from the Abbott Government.
While the Barnett Government has made repeated criticism of GST grants system, in four years’ time
GST revenues are projected to be up to $1.9b higher than was anticipated last May.
If implemented the Barnett Government proposition of moving GST revenue onto a per capital
basis might in future result in lower grants to WA than the existing formula, which is currently set
to grow grants to WA significantly.
The budget situation for the WA Government would have been $300m worse in 2014/15, had it not
been for an unexpected increase in Federal capital grants (which are recorded on the operating
statement, while the capital spending is recorded “below the line”).

Expenditure
Continuing public expenditure reductions are taking place at a time when economic activity is
falling and unemployment is rising.
Funding cuts and fee increases for TAFE, and cuts to funding for public education, will undermine the
long term ability of WA to build a more diverse economy.
Further a decision to replace experienced staff with junior recruits will deprive the public service of
the experience needed to drive a reform agenda at a time in the State’s history when the need for
such expertise has rarely been greater, including to drive an active industry policy to secure a more
diverse economic base.
Past and continuing funding cuts have widened further the gap between, on the one hand, a
diminished capacity to deliver public services and, one the other, WA’s growing population.
Since the Barnett Government came to office in 2008 WA’s population has grown by 402,700
averaging 2.9% p.a. and while the rate of growth is slowing, population is still predicted to grow in
the years ahead by an average of 1.5% p.a. over the next 4 years.
Barnett Government spending on wages and salaries continues to decline as a percentage of total
expenses.
The Government has announced a further round of 1,500 “targeted” voluntary redundancies from
the public sector workforce.
Over spending has not been on wages, but other operating expenses which the Barnett
Government has failed to contain.
Budget flexibility has been weakened by the Royalty for Regions program, now fixed at $1b
annually making it more costly than the original policy of capping Royalty for Regions expenses at
25% of royalties.

© BIS Shrapnel Pty Limited 2014
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1. Introduction
Despite a strong economy, for the last 3 years the Western Australian Government’s finances have
deteriorated to the point where the operating account is now projected to be in substantial deficit.
The Barnett government has defended its financial credentials by pointing to two contradictory
forces: the rising costs of running a public service and rolling out infrastructure in a fast growing and
geographically dispersed State on the one hand, and deep cuts to Commonwealth GST grants on the
other. Wedged by these contradictory forces, it claims the budget has suffered and it has had little
choice but to belatedly engage in a series of austerity measures that have taken their toll on the
public service.
The 2014-15 Mid-Year Financial Projections Statement (MYFPS) released in December shows that
the State’s finances have continued to deteriorate at a rapid rate, despite these austerity measures.
The budgeted small operating surplus for 2014-15 has been replaced by a large deficit of $1.3b.
However, compared to a small surplus predicted at budget time just six months ago, and stripped of
various “one offs” and unbudgeted dividend increases, the operating accounts would be in deficit to
the tune of almost $2b at the close of 2014-15.
To explain this, the Government has added one further argument to its narrative: the unexpected
rapid fall in the value of iron ore royalties arising from a fall in the price of iron ore, making what was
already a bad situation worse.
To restore the budget to operating surplus, the Government has announced a further round of belt
tightening, including 1,500 “targeted” voluntary redundancies and a range of other measures that
will have a detrimental impact on the quality of the State’s public services.
In this paper we scrutinize the Government’s explanation for its financial woes. We argue that the
Government’s public policies and narrative are on increasingly shaky ground. Its financial difficulties
are largely of its own making, having stemmed from rising non-salary expenses which have spun out
of control, and which threaten to continue to do so according to the data published as part of the
MYFPS. In addition, far from being a cause of the financial woes, one of the main contributing factors
to the turnaround projected over the next five years is the rapid growth in GST revenues, which are
set to flow back in to compensate for declining royalties.
Missing from the Government’s explanation is the harsh impact of Federal budget cuts arising from
the Abbott government’s first budget. Also missing is recognition that the longer-term fortunes of
the State will depend on a more diversified economy, which will require a more considered industry
policy than is currently the case.
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2. The MYFPS: a bad situation gets worse
At face value, the financial position reported in the MYFPS represents a major and sharp
deterioration in the budget. Table 1 shows the magnitude of the deterioration, comparing the
MYFPS operating result with that which was projected when the 2014-15 budget was tabled last
May. From a small $175m surplus, the operating result has slipped into what is anticipated to be a
substantial deficit approaching $1.3b.
Table 1: General Government Net operating balance and net lending, 2014-15 budget estimate
compared to revised MYFPS estimate ($m)

NET OPERATING BALANCE
Net Lending
Net Debt

2014-15

2014-15

Budget
estimate
($m)

Revised
estimate
($m)

Change
($m)

$175

-1,287

-1,462

-$1,629

-$3,138

-$1,509

$9,953

$10,665

$702

Source: Government of WA (2014), MYFPS, 2014-15, Table 2, p. 4; and Appendix 1, Table 1.1, p. 81.

“Net lending”, the broadest measure of the overall budget balance, is projected to be almost $1.5b
higher than anticipated last May. Net debt has also been revised upward by $700m, despite the
Government making debt reduction a high priority in its last two budgets (the growth in net debt
would have been over $1b had the Government not decided to “underspend” capital works budgets
by $700m).
And it could be worse
The MYFPS contains a number of “one off” or unusual transactions, which should be kept to one side
in order to get a more complete picture of the magnitude of the deterioration. On the “plus” side,
$130m for redundancies should be excluded, implying an underlying deficit of more than $1.2b.
On the negative side, the MYFPS is substantially improved by $250m of unbudgeted “dividends” that
have been extracted from the State’s utilities, highlighting privatisation does not necessarily provide
a solution to the budget problems; it may worsen them.
The financial position has also been improved by a large increase in capital grants from the
Commonwealth, which were announced after the 2014/15 WA budget was brought down. These
have improved the bottom line by $550m and imply an underlying operating deficit closer to $1.7b.
It could also be reasonably argued that the capital grants should be excluded altogether from the
operating accounts. If these are excluded, the operating deficit is exceeds $2b rather than the $1.3b
as published.
So what happened?

© BIS Shrapnel Pty Limited 2014
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The changes to revenues and expenses contributing to the deterioration in the state’s finances this
financial year are shown in Table 2. The single largest contributing factor is the $1.8b fall in iron ore
royalties. This is compounded by a $150m reduction in Commonwealth grants as a result of a
substantial fall in the amount of compensation the Commonwealth needs to pay WA for North West
Shelf/condensate federal excise taxes because of unexpected oil price falls.
These were not the only Federal grants to fall. In its first budget, the Abbott government announced
a range of cuts to health and education grants to the States, costing WA $51m in 2014/15.
Importantly, Federal grants as a whole are one of the few revenue sources to increase relative to
budget, courtesy of the higher than anticipated capital grants, transition payments associated with
the transfer of responsibility of indigenous communities back to the States (which will have major
cost implications to the State from 2015-16 onward), as well as higher than expected GST grants.
Overall, Federal grants are tipped to be $144m higher than budgeted.
By way of contrast, declines have occurred across all major own source taxes and charges, reflecting
weaker than expected economic activity across the board. Tax revenues have been written down by
$280m (payroll taxes are down almost $100m and land transfer duty by a further $64m).
Expenses remain largely unchanged from the original budget estimate. The budget woes are, in
other words, a consequence of revenue not meeting original budget estimates. This in turn raises
the question of why the budget was framed so optimistically to begin with? Certainly the Federal
government did not share the WA government’s rosy projections of iron ore price trends (see
Commonwealth Government (2014), Budget 2014-15, Budget Position and Outlook, 2014-2015,
Budget Paper No. 1, p2-14). The Bureau of Resources and Energy Economics was also more
pessimistic, particularly in the out-years (see for example the Resources and Energy Quarterly,
March Quarter, 2014, p. 60-61).
Table 2: Revenue and expenses, 2014-15 budget estimate compared to 2014-15 MYPFS ($m)
2014-15

2014-15

Budget

Mid-year

Estimate

Revision

$m

$m

$m

%

Taxation

9,500

9,220

-280

-3%

Current grants and subsidies

8,006

7,884

-122

-2%

677

1,001

324

48%

Change

Results from Transactions

REVENUE

Capital grants
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Sales of goods and services

28 January 2015

2,203

2,256

53

2%

210

187

-23

-11%

Dividends from other sector entities

938

1,226

288

31%

Tax equivalent income

530

491

-39

-7%

6,176

4,368

-1,808

-29%

Other

444

464

20

5%

Total

28,683

27,096

-1,587

-6%

11,345

11,340

-5

0%

1,118

1,116

-2

0%

354

251

-103

-29%

472

448

-24

-5%

Depreciation and amortization

1,289

1,307

18

1%

Services and contracts

2,337

2,373

36

2%

Other gross operating expenses

5,036

5,084

48

1%

538

551

13

2%

5,454

5,352

-102

-2%

565

562

-3

-1%

28,508

28,383

-125

0%

175

-1,287

-1,462

-835%

Interest income
Revenue from public corporations

Royalty income

EXPENSES
Salaries
Superannuation
Concurrent costs
Superannuation interest cost
Other employee costs

Other interest

Current transfers
Capital transfers
Total

NET OPERATING BALANCE
Source: Government of WA (2014), MYFPS, 2014-15, Appendix 1: Table 1.1

© BIS Shrapnel Pty Limited 2014
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The budget challenge: how big is it?
The deterioration in revenues is projected to continue for the next four years. As with 2014-15, the
cause of the problem is lower than expected own source revenues from almost all sources.
Cumulatively, own source revenues will be $8.7b lower, with royalty income accounting for over
$7b.
Table 3: Own source revenue variations between Budget 2014-15 and the MYPFS
2014-15

2015-16

2016-17

2017-18

Total

$m

$m

$m

$m

$m

-279.5

-299.2

-315.1

-331.3

-1,225.0

- Payroll tax (excluding policy changes)

-96.5

-101.1

-108.2

-115.4

-421.2

- Total duty on transfers

-64.2

-61.6

-62.0

-64.1

-251.9

- Insurance duty

-14.1

-15.2

-16.5

-17.9

-63.7

-3.0

-3.0

-3.0

-3.0

-12.0

-

19.4

21.3

23.5

64.1

- Vehicle licence duty

-73.2

-80.6

-88.2

-96.6

-338.6

- Casino tax

-22.8

-45.6

-47.0

-49.0

-164.4

- Other taxes

-5.7

-11.4

-11.5

-8.7

-37.4

Royalty income

-1,808.5

-1,794.0

-1,789.2

-1,686.3

-7,078.0

- Iron ore

-1,825.0

-1,812.5

-1,802.2

-1,695.3

-7,135.0

- Other royalties

16.5

18.5

13.0

9.0

57.0

Interest income

-22.8

-28.1

-25.1

-17.7

-93.7

Revenue from public corporations (excluding
measures)

89.9

-22.5

15.7

36.8

120.0

Agency goods and services revenue

53.2

55.6

-14.9

-16.2

77.7

Other

20.1

-21.2

-36.8

32.4

-5.5

-2,083.5

-2,190.8

-2,275.9

-2,117.1

-8,667.1

Taxation

- Land tax - primary production exemption
- State-wide extension of MRIT

Total own source revenue

Source: Government of WA (2014), MYFPS, 2014-15, Appendix 1, Table
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Commonwealth grants: be careful what you wish for
By way of contrast, the trend for Commonwealth grant revenue is strongly positive. Cumulatively, it
is to be $2.6b higher than expected at budget time. The single largest contributor is GST revenue,
which by 2017/18 will be $1.6b higher than budgeted last May. This is because the amount to be
paid to WA from GST revenues increases to compensate for the royalty declines, albeit with a lagged
effect. And the upward revision has yet to be fully seen, for as the MYFPS points out, the declines in
royalty revenue will not be “fully compensated until 2018-19” (p. 18).
Moreover, the improvement in GST revenues is likely to be even better than is shown by the MYFPS.
In the Federal government’s Mid Year Economic and Fiscal Outlook that was published one week
prior to the Western Australian budget update, the Commonwealth Treasury projected much higher
GST payments will flow to WA over the next four years. This is shown in Table 4, which compares
estimated GST revenues for WA as budgeted last May and as shown in both the WA and
Commonwealth budget updates. According to the Commonwealth, WA will receive around $500m
more than is projected in the WA budget update in 2015/15, almost $600m more the year after, and
$300m more in 2017-18.
This raises important questions for the WA Government, which up until now has strongly argued for
a new per capita formulae to distribute GST grants, with subsidies to States in need of support
coming “off the top” of the non-GST components of the Federal budget1. Bearing in mind that any
“off the top” fund must be paid out of general revenues (a portion of which comes from WA), that
there is a lagged effect to the current system of distributing GST grants, and that the Treasury
appears to have included optimistic forecasts for payroll taxes and stamp duties, it may be that in
five years time the Western Australian government at that time would prefer the current regime
over the one the current Government is wishing for.



While the Barnett Government has made repeated criticism of GST grants system, in four years’
time GST revenues are projected to be up to $1.9b higher than was anticipated last May.
If implemented the Barnett Government proposition of moving GST revenue onto a per capital
basis might in future result in lower grants to WA than the existing formula, which is currently
set to grow grants to WA significantly.

At the very least, it would be timely for WA to reconsider the strong position it has taken on this
issue.
This was one of the points raised by the Commonwealth government review of the GST formulae
that was conducted in 2012. In a remarkable piece of prescient thinking, the Review’s conclusions
are worth revisiting:
“Differences between States’ mining revenues are having large effects on the GST
distribution process. However, the Panel is mindful that … outcomes change over time. The
large redistributions due to mining are a fairly recent phenomenon. Future results could
1

It is difficult to see how WA will gain the support of the majority of other States for its position. The States
that currently benefit would only agree if they were not worse off, and for this to happen there would need to
be an off-the-top payment at the expense of the States that currently shoulder the bill. This would hit NSW
particularly hard.

© BIS Shrapnel Pty Limited 2014
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well differ markedly from current outcomes, for example if the resource sector becomes a
much larger part of States such as the Northern Territory or South Australia, or if the
recent ‘mining boom’ unwinds. By itself the fact that mining revenue currently accounts for
a large share of the redistribution occurring through the HFE system does not demonstrate
that mining revenue should be treated fundamentally differently to other State revenue”
(Australian Government (2012), GST Distribution Review, Final Report, October. p. 109).
Table 4: GST revenue for Western Australia, as estimated in WA May 2014-15 budget, the WA
MYFPS and the Commonwealth’s MYEFO ($m)
2015

2016

2017

2018

2014-15 WA Budget

$2,215

$1,616

$1,118

$799

MYFPS

$2,267

$1,842

$1,957

$2,399

$52

$226

$839

$1,600

$2,248

$2,355

$2,427

$2,698

$33

$739

$1,309

$1,899

Difference to budget
Federal MYEFO
Difference to budget

Source: Government of WA (2014), MYFPS 2014-15, Appendix 2, Table 2.1; Commonwealth Government (2014), Mid Year Economic
and Fiscal Outlook, 2014-15, Table 3.35

Table 5: Commonwealth grant revenue variations between Budget 2014-15 and the MYFPS
2014-15

2015-16

2016-17

2017-18

Total

$m

$m

$m

$m

$m

52.6

225.8

838.4

1,600.2

2,717.0

-152.6

-224.2

-151.6

-98.3

-626.7

- Transport

191.1

184.6

419.6

194.3

989.6

- Pensioner Concessions Agreement

-25.4

-26.3

-27.4

-28.5

-107.5

- Training

-1.7

0.2

0.3

-52.2

-53.4

- National Health Reform

15.2

-43.0

-83.6

-174.0

-285.4

-26.2

-26.2

-26.2

-26.2

-104.8

0.7

1.5

-10.0

-10.0

-17.8

90.0

-

-

-

90.0

Commonwealth grants
- GST grants
- North West Shelf/condensate
compensation

- Health - Multi Purpose Service Units
- Health - Aged Care Assessment Program
- Municipal and Essential Services –
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Transition Fund
- Other Commonwealth grants
Total

57.8

53.6

-4.9

-11.4

95.1

143.7

92.4

959.5

1,405.3

2,601.0

Source: Government of WA (2014), MYFPS 2014-15, Appendix 2, Table 2.1

Abbott budget cuts hurt
While grant revenue overall is projected to be much higher, this is not uniform across all categories.
Over $550m has been cut from Commonwealth grants for health and education as part of the
Abbott government’s first budget. The Barnett government has been relatively silent on this issue, in
marked contrast to its counterparts in NSW, Victoria and South Australia.
Royalties for Regions: a continuing fiscal drag
In its 2014-15 budget, the Barnett Government belatedly addressed a major cause of fiscal
inflexibility built into the budget as a result of the Royalties for Regions program, requiring one
quarter of royalty revenue to be deposited in a trust fund for disbursement to the regions. When
royalty revenue was climbing dramatically while other revenues were flat, the result was a higher
proportion of total revenues being allocated to the regions, limiting budget flexibility. With the rate
of royalty revenue increase beginning to decline, the Government chose in its 2014-15 budget to
break this commitment and instead pledge to keep the Royalty for Regions trust fund receipts and
expenses capped at $1b per annum. This was projected to see a progressively lower proportion of
royalty revenue locked up for this special purpose. In the 2014-15 budget, it was estimated that
receipts into the Royalty for Regions trust fund would decline as a result of this measure from one
quarter to 19% of royalty revenue in 2014-15, falling to 13.1% by 2017-18. The unexpected sharp fall
in royalty revenue for this year means that Royalties for the Regions receipts will in fact be over one
quarter of royalty revenue in 2014-15 just at that moment when the funds could be put to better
use elsewhere. It is time once again that the Royalty for the Regions funds was reconsidered to give
the budget the full flexibility needed in these challenging times.


In short, Budget flexibility has been weakened by the Royalty for Regions program, now fixed at
$1b annually making it more costly than the original policy of capping expenses at 25% of
royalties.
Table 6: Royalties for Regions as a % of total royalties, as estimated at May Budget and December
2015

2016

2017

2018

Original ($m)

$6,176

$6,978

$7,393

$7,665

Revised ($m)

$4,368

$5,184

$5,604

$5,978

RfR receipts ($m)

$1,148

$1,015

$916

$1,000

Royalties

© BIS Shrapnel Pty Limited 2014
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RfR % of royalties
Original

19%

15%

12%

13%

Revised

26%

20%

16%

17%

Source: West Australian Government (2014), 2014-15 Budget Paper Number 3, Economic and Fiscal Outlook, Chapter 7, Table 1; MYFPS
2014-15, Appendix 1, Table 1.1 and Appendix 6, Table 6.1.
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3. The economic and demographic projections: how robust are they?
Since the May budget both the WA Treasury and BIS Shrapnel’s projections for the Western
Australian economy have been revised down markedly, particularly for 2014-15 and 2015-16, while
2016-17 and 2017-18 are marginally weaker. However, BIS Shrapnel believes the Treasury economic
forecasts are still too strong, especially for 2014/15. The latest state accounts revealed that real
state final demand (SFD) in WA declined -2.0% (seasonally adjusted) in the September quarter, 2014,
compared to the preceding June quarter. Compared to the corresponding September quarter, 2013,
SFD was -4.8% lower (i.e. through-the-year growth). Essentially what this means is that to achieve
the WA Treasury latest (i.e. MYFPS) SFD forecast growth of -1.0% for financial year 2014-15, SFD will
need to grow strongly for the next three quarters – at an average of almost 1.7% each quarter. Given
weakening business investment and soft consumer confidence, this is highly unlikely. Moreover, BIS
Shrapnel does not expect strong growth to be sustained through 2015. Accordingly, BIS Shrapnel is
forecasting SFD to decline -1.6% in 2014-15 and a further -1.5% in 2015-16, both weaker than the
WA Treasury forecasts of -1.0% and +0.3% respectively.
BIS Shrapnel expects SFD will decline further over three of the next four years to 2017/18 before a
pick up ensues in 2018/19. For Western Australia, the next four years will be characterised by a
number of cyclical and structural shifts:
•

Falling non-dwelling construction as the mining investment boom winds down – with overall
resources investment expected to decline almost 40 per cent over the next four years – which
will offset any positive contributions from other parts of the economy in terms of business
investment.

•

Residential construction rising further in 2014/15, before running out of steam from 2015/16 as
rising unemployment slows both migration and the demand for housing, with higher interest
rates also dampening new building activity from 2016/17.

•

Further declines in public investment over the next two years as governments look to rebalance
their budgets. However, a bounce back is anticipated over 2016/17 to 2018/19.

•

Meanwhile, GSP is set to receive a strong boost over the next five years from export growth
stemming from the massive amount of resources production coming on stream. This will
effectively put a floor under growth. GSP will also be boosted by lower imports of capital
equipment due to lower mining investment.

However, despite the investment downturn of the past year, employment growth has remained
surprisingly strong, growing by an average of 1.7 per cent in 2013/14 and accelerating over the five
months to November 2014, before falling back in December. However, this strong employment
growth has not translated into higher retail or household spending growth, both of which are weak.
Furthermore, we anticipate further employment declines over the next year to 18 months.
Overall, the Treasury is forecasting SFD to decline -1.0% in 2014-15, but then achieve weak, but
positive, growth of 0.3%, 1.3% and 2.0% over the following three years. Compared to the May
budget forecast, SFD is -1.0% weaker in 2014-15, and then -0.5% and -0.3% weaker in 2015-16 and
2016-17 respectively, but the same for 2017-18. In terms of GSP, Treasury’s MYFPS forecast is lower
by between -0.5% to -0.8% over the next three years, due to both the weaker SFD and exports (in
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2015-16 and 2016-17) – partially offset by weaker imports – with the GSP forecast of 5.0% for 201718 unchanged from the budget projection.
However, despite much weaker GSP and SFD forecasts, Treasury’s employment projections are
unchanged from their budget forecasts – except 2014-15 which is stronger. Indeed, employment
growth in WA over the first half of financial year 2014-15 has been exceptionally strong and appears
to be defying gravity, given the weakness of investment and SFD. BIS Shrapnel expects much weaker
employment growth (and a higher unemployment rate) than Treasury over 2015-16 to 2017-18.


Since the Barnett Government came to office in 2008 WA’s population has grown by 402,700
and while the rate of growth is slowing, population is still predicted to grow in the years ahead.
While BIS Shrapnel predicts that population growth in WA will not be at great as estimated by
Treasury, all projections are for continuing growth
% Change Population
3.0
2.5

GOV May-14

2.0

GOV
1.5

BIS
1.0
0.5

0.0
2014

2015

2016

2017

2018

2019

BIS
Shrapnel also has weaker house price forecasts than Treasury for the next four years. The weaker
economic conditions are expected to result in a softening and then decline in house prices, with the
median house price for Perth forecast to decline almost one per cent in 2014/15, and a further 2 per
cent in 2015/16, before levelling out.
The bottom line is that weaker economic and employment growth, plus lower house prices forecast
by BIS Shrapnel means that the growth in own source revenues projected by the WA Treasury will
not be realised, especially in terms of state taxes, payroll taxes and stamp duties – their revenue
projections simply appear too optimistic. The problem of deficient revenues will continue.

16

© BIS Shrapnel Pty Limited 2014

The 2014 Western Australian State Budget Analysis - Update

28 January 2015

Table 7: Various economic projections, 2014-15 Budget compared with MYPBS revised estimates
2015

2016

2017

2018

Iron ore price ($US t)

111.3

109.6

107.1

104.7

Oil price ($US)

104.1

99.7

96.6

94.5

2.75

3

4.25

5

75

77.3

79.6

81.9

Oil price ($US)

85.4

80.6

83.6

85.7

WA real economic growth

2.25

2.25

3.75

5

WA budget

WA real economic growth

MYPFS
Iron ore price ($US t)

Source: Government of WA (2014), MYFPS, 2014-15, Table 1, p.3.

% Change GSP
6.0
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GOV May-14
4.0

BIS May-14
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% Change Employment Growth
2.5

GOV

GOV May-14

2.0
1.5

BIS
1.0
0.5

BIS May-14

0.0
-0.5
2014

2015

2016

2017

2018

2019

2018

2019

% Change Median House Price
8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0
0.0
-1.0
-2.0
-3.0
2014
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4. The repair job: how is it to be done?
Despite the budget problems of the operating accounts being mainly a consequence of large falls in
own source revenues, the bulk of adjustment is to be achieved through cuts to spending some of
which were announced on October 9th and the balance announced as part of the MYFPS (see Table
8). In total, the adjustment will amount to $3.3b over the four years to 2017-18, 83% of which are
expense savings.
Table 8: Revenue raising and expense saving measures, MYFPS 2014-15
2015

2016

2017

2018

Total

Revenue measures

$158.70

$109.50

$135.60

$152.50

$556.30

Expense measures

-$120.30

-$715.90

-$900.00

-$1,016.60

-$2,752.80

$279.00

$825.40

$1,035.60

$1,169.10

$3,309.10

43%

87%

87%

87%

83%

Total
Expense as % of total

Source: Government of WA (2014), MYFPS 2014-15, Chapter 1, Table 5, p. 13

The full list of measures is shown in Table 9.
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Table 9

Source: Government of WA (2014), MYFPS, 2014-15, Chapter 1, Table 4, p. 11.

The expense measures fall heavily on the public sector. In addition to 1,500 redundancies (see Table
10) that will save approximately $120m per year, the Government also announced “efficiency”
dividends projected to save around $100m a year, procurement savings of around $140m per year,
and a “workforce renewal program” in which senior staff who leave the public service are replaced
by junior appointees, saving $70m this year, rising to over $550m in four years’ time.
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Table 10: “Targeted voluntary” redundancies by agency
Separations Target

Number

% of total

% of budget
operating
expenses
(where
available)

Health

500

33%

28%

Education

200

13%

16%

State Training Providers

200

13%

2%

Corrective Services

100

7%

10% with police

Agriculture and Food

100

7%

na

Parks and Wildlife

50

3%

na

Child Protection and Family Support

40

3%

2%

Police (excludes sworn Police Officers)

40

3%

10%

Disability Services Commission

30

2%

2%

Attorney General

30

2%

na

Transport

30

2%

8%

Finance

30

2%

na

Main Roads

20

1%

with transport

Commerce

20

1%

na

Culture and the Arts

10

1%

na

100

7%

na

1,500

100%

Agency

Unallocated

Total

(a)

There will be some flexibility to adjust these estimates (up or down) in light of any unforeseen circumstances.

Source: Government of WA (2014), MYFPS, 2014-15, p. 113.
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Table 11: Employee-related expenses and non-employee related expenses as a % of total
expenses, WA General Government, 2007-8-2017-18,
Year to June
2008

2009

2010

2011

2012

2014

2015 (f)

2016 (f)

2017 (f)

2018 (f)

Total employee

49%

48%

46%

46%

46%

45%

46%

45%

45%

44%

Depreciation &
amortization

4%

4%

4%

4%

4%

4%

5%

5%

5%

5%

Services and
contracts

12%

12%

7%

7%

7%

8%

8%

8%

7%

8%

Other gross
operating
expenses

9%

9%

14%

17%

19%

18%

18%

19%

19%

19%

Other interest

1%

1%

1%

1%

2%

2%

2%

2%

3%

3%

25%

27%

28%

25%

23%

23%

21%

21%

21%

21%

Total

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

$b

$16.8

$19.1

$21.2

$22.3

$24.6

$26.9

$28.1

$28.7

$29.5

$30.1

Current and
capital transfers

Source: Government of WA (2014), MYFPS, 2014-15, Appendix 1, Table 1.

Cuts of this magnitude raise important questions about whether the public service will be in a
position to continue work effectively with so many austerity measures washing through
simultaneously, including the loss of positions and the replacement of senior staff with what are
likely to be inexperienced recruits. This is an important issue because of the need to diversify the WA
economy, a process likely to require a more active and strategic role for the public service than the
Barnett government has so far allowed it to play (see below).
Cuts to education and support for agricultural industries both of which are well placed to take
advantage of the “Asian Century” are of particular concern in this context.
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5. Privatisation: a solution or another problem?
The other major way in which the Barnett government is trying to resolve its budget problems is by
an extensive privatization program involving the sale of $6b-$7b of assets. To its credit, the
Government has said it is not willing to sell essential services such as electricity and water assets,
despite significant pressure from business groups to do so (see for example the Australian Financial
Review, 9 January, 2014: 1). There are two main reasons why it is right to take this position.
The first is financial. The evidence on privatizations for Government finances continues to be at best
mixed. In the UK the recent sale of the mail service involved a bargain basement sale that lost the
Government over one billion pounds, while enabling investment banks to make a handsome return.
As David Parker, the author of the Official History of Privatisation, explains:
“the failure to maximize the sale price means that the exchequer and therefore the
taxpayer receives less for the business. In the case of the Royal Mail, it seems that the
result amounted to some £2.5 billon less than taxpayers might have received. Some of this
difference was a wealth transfer within the UK from taxpayers to those residents who
subscribed for RM shares; but as large volumes of the shares were bought by foreign
investors including sovereign wealth funds, there was a wealth transfer overseas—in the
case of sovereign wealth funds, in effect to foreign governments” (David Parker ‘Selling the
Royal Mail’, Public Money & Management, 34:4, 251-258, 11 June 2014)
Electricity, gas, train and water privatization in the UK are all under policy review, with continued
calls for their renationalization or in the case of the energy industry forced disaggregation following
evidence of profiteering amidst declining access to essential services by those in need. As the
Guardian recently reported:
“The biggest ever investigation into the UK energy market will be unveiled next week by
the industry watchdog, Ofgem, amid public anger over high bills and bad service from gas
and electricity providers. An 18-month inquiry into claims of tacit coordination and
profiteering will be undertaken by the Competition and Markets Authority (CMA) and
could end in the big six firms having their businesses broken up and reduced in scale.
Energy has risen up the public and political agenda over the past eight months since Ed
Miliband promised that an incoming Labour government would freeze prices, scrap the
regulator and force large companies to sell off assets” (The Guardian, 21 June 2014; see
also the Times, March 31, p. 1)
There is also the not unimportant question of the dividends that get privatized along with the assets.
There have been few cases where the proceeds of privatisations have been sufficiently high to
generate interest savings over the longer or short term sufficient to cover the dividends that are
foregone when government utilities are sold, and this is particularly so when interest rates on
government debt are so low as is currently the case. Given that WA’s financial problems involve an
operating deficit, it makes little sense to sell assets that provide strong operating income, this year
worth more than $1.7b. It is worth bearing in mind in this regard that one of the major ways in
which the Barnett government has sought to address its financial problems is by cranking up
dividends and efficiencies within the utilities, an option that has been denied those States that have
taken the privatization path.
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Relatedly, it is worth drawing attention to the financial difficulties that continue to affect those
jurisdictions that have undertaken extensive privatization programs. These States have sold their
most valuable assets and this has not prevented them from subsequently cranking up their debt
levels and experiencing continued financial challenges during cyclical downturns. As the Productivity
Commission has recently pointed out, privatization is no magic pudding.
The other major reason to be avoid privatizing essential services is that the evidence on
effectiveness is increasingly alarming. The privatized electricity owners were identified by the Royal
Commission into the Black Saturday bushfires as having played a contributing role by virtue of what
appears to be under-maintenance of key assets. The monopoly owner of the distribution network
recently paid out the largest settlement in Australia’s history in a class action by residents of one of
the areas most severely affected by the Black Saturday fires. The Victorian government also settled
with a $170m payout (see for example ‘Black Saturday bushfire survivors secure $500 million in
Australia's largest class action payout’, ABC Online, accessed at http://www.abc.net.au/news/201407-15/black-saturday-bushfire-survivors-secure-record-payout/5597062 on 15 January, 2015).
Other class actions are on their way. Separately, the State of Victoria is also suing SP Ausnet for
damages (see C Vedelago and A. Carey, ‘Victoria state government is suing AusNet Services for
bushfire damages’, The Age, December 28, 2014).
In January 2014, a 45 day fire occurred in a disused mine owned by one of the privatized generating
companies in Morwell, costing $100m, not including poisonous fumes that severely affected local
residents, the long term health effects of which remain uncertain. The formal investigation into the
incident was scathing of the private operator’s role:
“The inability of GDF Suez (the private operator) to effectively suppress the Hazelwood
mine fire … was due in large part to (it) being inadequately prepared…(It) should have
more closely liaised with the Country Fire Authority... (It) should also have revised its
assessment of staffing levels and other protective measures…The failure to conduct a
proper risk assessment meant that the opportunity to substantially improve fire protection
measures…was lost…GDF Suez fell short of its obligation under OHS laws. (It) also failed to
adopt reasonably practicable risk control measures…The removal of (pipework) meant that
large areas of coal were not covered by either earth or water and were completely
exposed..(T)here was no preventive measures in place to protect the worked out areas
from ember attack” (Hazelwood Mine Fire Inquiry (2014), Hazelwood Mine Fire Inquiry
Report 2014, Melbourne, p. 16).
Similar findings came from a review of an explosion caused by equipment maintained by SP Ausnet
in Morwell in April that knocked out power to over 100,000 people (see also S. Lillebuellen, ‘Power
line safety failure triggered Morwell electrical explosion’, The Age, August 21, 2014).
The failure of Victoria’s privatised electricity distribution companies to maintain a safe infrastructure
has been repeatedly commented on by the regulator, Energy Safe Victoria (ESV). For three straight
years ESV has been drawing attention to the companies’ declining safety performance:
“The performance of the Victorian electricity distribution network has, on average,
deteriorated each year for the past three years…The total number of asset failures in 2013
(2269 compared with 1119 in 2011) represents a 103 per cent increase in two
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years…Despite…targeted programs, the number of asset failures has increased, especially
power pole top, HV fuse, LV asset, bare conductor, and HV ties. The failure rate remains
high and is the major cause of asset and vegetation fires” (Energy Safety Victoria (2014),
Safety Performance Report on Victorian Electricity Networks, 2013, ESV, Melbourne, p. 7).

6. A one trick pony economy and beyond?
The Government’s financial problems are significant. To put them into context, the State is projected
to experience real GSP growth this year and the next of 2.25%. While much lower than the level of
growth over the previous decade, the State is a long way short of the type of economic contraction
that would normally be associated with the substantial deterioration in the budget it has just
experienced. The figures produced as part of the MYFPS suggest that it will not be until real GSP
growth returns to 5% that the budget will be repaired. This is a high level of economic activity both
historically and by comparison with other states.
This implies that there is a structural weakness in the budget that needs to be addressed. There are
two ways this can be achieved. One of these is to find additional revenue, either by broadening the
revenue base (partly by growing the economic base) or increasing the intensity of the existing one.
The alternative is to reduce expenses either by reducing costs and or the level and scope of services.
How well placed is the State to return to high levels of economic growth? The Government is
depending heavily on the mining and petroleum industries to achieve this outcome. It reckons that
levels of activity in this sector will expand now that the substantial period of mining investment has
come to an end. In so doing it has left itself open to the criticism of wasting the good times while
allowing the State to become a one trick pony economy, which has failed to diversity into other
industries that might share the burden of economic adjustment and growth.
To what extent would such a criticism be valid? Last year the WA Treasury published a detailed
analysis of the Western Australian economy. It concluded that:
“The structure of the Western Australian economy has changed over the past ten years.
The mining and petroleum industry continued to expand due to the significant increase in
commodity prices over the period, which drove an unprecedented surge in mining
investment. However, both the mining and petroleum industry and the economy as a
whole have become less diverse in recent years. As mining expanded, the relative
contribution of a number of industries declined, including services and manufacturing.”
(Government of WA, The Structure of the West Australian Economy, May, 2014: 61).
It is here in the need to oversee a diversification of the economy that the most pressing policy
challenge is to be found. It is difficult to see how this can be achieved without a more activist
industry policy, founded on world class public services.
The MYFPS is silent on this most important issue.
There is scope in particular for the Government to consider a renewal of its vocational education
strategy, taking up an option recently pursued by the Obama administration in the US. Obama has
committed to free vocational education as part of a strategy designed to broaden and deepen the
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county’s depleted skill base, following the deepest recession since the Depression. For WA, there is
an opportunity to strengthen its public vocational education system, learning from the failures of the
eastern States (Victoria especially), which have embraced a privatised market model that may have
led to the loss of hundreds of millions of dollars, and which have sent most of the State’s TAFE’s into
substantial operating deficit.
The waste of public money includes public subsidies for courses of no value, including for those who
are seeking work in highly vulnerable industries such as child and aged care (see The Australian,
November 10, 2014). It also includes debts wracked up by unsuspecting students on qualifications of
no value, but which will require repayments stretching over decades. Unscrupulous private providers
have debauched the vocational currency, rendering a severe question mark over the long-term
viability of Australian vocational qualifications in an increasingly international market. Rackets have
been exposed involving enrolling students with intellectual disabilities, elderly people living in
retirement villages (see The Australian, ‘Criminal colleges recruit retirees’, 29 December, 2014),
offering ipad and other “bribes” (see The Australian, 15 November, 2014), and courses being
delivered with sham assessment techniques. Having moved late relative to the other States, WA is in
an excellent position to grow a high quality market segment that could be the envy of the rest of the
country.
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7. Conclusion
The MYFPS confirms that the WA budget is in deep trouble, as is the Barnett government’s narrative
that surrounds it. Stripped of various “one offs” and unbudgeted dividend increases on State
utilities, the operating accounts would be in deficit to the tune of almost $2b, as compared to a
small surplus predicted at budget time just six short months ago. While the immediate cause of the
problem is a sharp and unexpected fall in projected revenues, especially from royalties, falls in
projected State taxes and charges alone would have meant the operating budget would have been
in deficit.
Past and continuing funding cuts have widened further the gap between, on the one hand, a
diminished capacity to deliver public services and, one the other, WA’s growing population. Far
from being a cause of concern, Federal grants have turned out to be a saviour, largely because of the
bounce-back in GST revenues, which in four years’ time are projected to be over $1.6b higher than
was anticipated last May. There is good reason for the State to reconsider its current view that the
existing system of fiscal equalisaton should be abandoned and replaced with a per capita
distribution.
Equally, there is good reason for the Government to take a higher profile position opposing Federal
cuts to specific purpose grants in health and education that were imposed as part of the Abbott
government’s first budget.
The WA Government’s austerity measures announced immediately prior to and as part of the MYFPS
focus heavily on expense savings, which will have a destablising impact on the public services. This is
not only because of the 1,500 redundancies, but also because of the more far reaching decision to
replace experienced staff with junior recruits, depriving the public service of the experience needed
to drive a reform agenda.
At no time in the State’s history has the need for such expertise been greater, for more than
anything else there is a desperate need for an activist industry policy to diversity what has arguably
become a one trick pony economy, now no longer able to deliver the growth needed to keep the
operating budget in balance.
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