Take a Bow, Brian Howe

By Nicholas Gruen

Australian Policy Online, 17 September 2007

One of the world’s experts on the tax and welfare systems of the developed countries was in Melbourne a few weeks back. Australian Peter Whiteford was out from the OECD in Paris to give a talk to the Brotherhood of St Laurence on child poverty and in particular the success or otherwise of tax and transfer systems in helping to alleviate it.

In the front row of the audience were former Brotherhood executive director Peter Hollingworth (who worked there for 25 years) and former social security minister Brian Howe. 

When Peter Whiteford put up the slide reproduced below, I thought to myself, “Take a bow, Brian Howe”. (In fact I even said the same – behind Howe’s back – to the person sitting next to me.) As Whiteford’s figures showed, in the ten years from 1985 to 1995 the number of children living in poverty fell from nearly 16 per cent of all children to around 11 per cent. 

Howe championed the policies which brought about that fall. It’s unfortunate that the real achievements of that period tend to be overshadowed by the rush of blood to Bob Hawke’s head as he delivered the Labor policy speech before the 1987 election. Perhaps in his genuine enthusiasm for what he was promising, Hawke announced that by 1990 no child would live in poverty rather than, as his script read, no child need live in poverty. The absurdity of this small change to the script elicited a hushed spasm of embarrassment from the assembled party (otherwise) faithful. 

Percentage of Australian children in poverty, 1980s to 2005
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* Different methodologies are used for the green and the orange bars, so
if you’re comparing across time the correct comparison is between bars of the
same colour.

It was probably the best thing a government has done in my lifetime. There weren’t lots of votes in it. They did it for their ‘base’ and because they believed in it.  

And fortunately, contrary to all the hype about Howard being hell-bent on taking from the poor and giving to the rich, he has kept the pattern of generous family payments. He’s lightened up on the means testing in various ways – both defensible and less so – and he’s also increased payments to children. 

There have been some further reductions in inequality lately – at least as reported in recent NATSEM material – driven, it seems, by improvements in the part-time pay of those near the minimum wage (I guess they’re being asked to work longer hours) and putting $600 in the post to each child as elections loom. The nakedness of the election bribe is unprecedented, but I can think of worse electoral bribes (and so has Howard!).

Getting back to Peter Whiteford’s talk, how’s this for a graph to make you proud?
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Disposable income as % of median income, 2003

For a single battler with kids – a lone parent with dependent kids working full time at the minimum wage – Australia will give you more of a break than any other developed country, bringing your disposable income to over eighty per cent of the median income. By comparison, the OECD average is a tad over fifty per cent, putting this group in poverty, according to some measures, and on the borderline according to others. It’s a win for Howe’s and Howard’s battlers. 

Of course we have relatively high minimum wages – which is good if you’ve got a job but could be keeping others out of the labour market. But in addition to high minimum wages we also provide the most generous family assistance to families at minium wage level. 

Net family assistance for single and two parent families working at the minimum wage

[image: image4.png]8

6

14
2
10

on a0

085

R

1999

2004

mHES)
oS




But while we’ve made great strides, the news isn’t all good, as you might expect in an area in which the issues are so complex and the tradeoffs so difficult. Australia is only a tad under the OECD average in terms of the proportion of children living in poverty.

Percentage of children living in poverty.
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Note the countries to the left are (mostly) the Nordics. We do quite well given how much less revenue our government takes. Thus, for instance, in the chart below, Australia has Nordic levels of public expenditure on family benefits in cash, services and tax breaks, but with total tax levels closer to the United States – quite a juxtaposition. Note how much more of the benefits Australians receive are delivered by cash payments – the highest in the OECD. 

Expenditure on family benefits in cash, services and tax breaks
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The United States doesn’t look too flash, spending much less on social transfers and reaping the result in much higher levels of child poverty – though higher levels of child poverty in the US are (presumably) also driven by demographic differences.

And here’s a table on how child poverty has been changing in different countries and what’s been driving it.  With overall changes summarised in the second column the extent to which these are driven by changes in the market and changes to government programs is set out in the third and forth columns respectively. 

[image: image1.png]Countries Overall change | Market Poverty | Redistribution
Austria -4.8 - -
Hungary -4.4 -1.5 -2.9
Australia 2.8 -3.8 +1.0
Spain -1.4 -1.3 -0.1
United States -0.9 +0.8 -1.7
Sweden +0.4 -1.1 +1.5
Finland +0.8 -0.9 +.7
Norway +1.0 +1.9 -0.9
Belgium +2.2 +0.1 +2.1
Germany +4.3 +6.0 -1.7
Italy +10.5 +9.4 +1.1





And now for some more bad news. 

Australia has one of the highest rates of jobless households in the developed world.  In the graph below, Whiteford calculates the percentage point difference between the actual level of joblessness among families with children and their predicted level of joblessness if the existing (in Australia, relatively low) level of joblessness were randomly distributed throughout the population. 
Australia fares badly here if you think it’s important for parents to be employed.  I expect there are plenty of instances where it would make sense – most particularly with lone parents – for a parent not to be employed, enabling them to spend more time with their children.  But if this might be the case with otherwise well educated and socially included sole parents, the other side of that coin is that, where these conditions are absent, parental unemployment can often be the sign of a serious risk of social dysfunction, either developing or already in action.  

Percentage point difference between actual and predicted joblessness among families with children
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Naturally one wonders about the extent to which unusually a high level of parental unemployment is the logical consequence of the subsidies we pay parents and the high effective marginal tax rates (EMTRs) this imposes when they move into the workforce. That’s likely to be part of the reason. (Although our EMTRs are not as high as many countries they must go over a longer range of income than many.) But the other reason is that we’ve had one of the laxest programs for trying to “activate” parents – to send them the signal that they’re expected to pay at least some of their way in the labour market when it becomes practicable for them to do so (for instance, when their kids get to school). We’re now changing that to a substantial extent. 

In the United States work tests on supporting mothers can cut in as early as three months after birth! Subsidies to child care in the Northern European countries also increase parental participation in the labour market.

We’re now moving to impose work requirements on parenting payments when children reach six and eight depending on whether parents are single or couples. 

As a senior World Bank official put it nearly ten years ago: 

The World Bank’s interest in the Australian social security system comes from a couple of elements:… it is one of the most cost effective in the OECD in terms of net expenditures as part of GDP; it has also… one of the most comprehensive coverages.  Cost effective comprehensive coverage is a magic element in what we’re looking for.  And the other thing is that it also probably benefits the poorer parts of the population more than most other systems. (Khan, 1998)

It’s not something that the Australian populace really appreciates – social security is always complex and rarely glamorous – but although we’ve lost our world leadership of economic reform since the late 1990s, we’re still keeping our social security system out there on the forefront of world’s best practice. •

Nicholas Gruen is CEO of Lateral Economics and Peach Home Loans.
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