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Australia’s system of social security transfers for age pensioners, families with children, people with disabilities, carers, lone parents and the unemployed (among other groups) has many strengths. However, there are areas of clear need where benefits and services need to be improved. Those facing high housing costs in particular need additional assistance, and payments for the unemployed are considerably lower than pensions for the retired, people with disabilities or carers.

It is widely recognised that the current system of social security transfers is complex. There are now around 40 income support, family and supplementary payments, with interlinking and overlapping application for different individuals and family types, plus various concessions. State transfers are largely provided through housing assistance and concessions, some of which are linked to Australian government transfers. 

This multiplicity of payments means that the system can be difficult to manoeuvre for recipients and raises the possibility that people in broadly similar circumstances can receive different levels of payments. This in turn raises the possibility that some payments are less adequate than others, and there can be incentives for low income people to qualify for the most advantageous payments.

The Harmer Review of the pension system proposed improvements in the adequacy of payments for age pensioners, disability pensioners and carers, but support for other recipients of working age was not part of its Terms of Reference. These overdue improvements for pensioners have meant that the gap between payments for the unemployed and for people with disabilities has widened – currently a single Newstart recipient is entitled to $463 per fortnight, while a single Disability Pensioner is entitled to $644 per fortnight, plus a Pension Supplement of nearly $57 per fortnight, a total gap of more than $230 per fortnight. As the system is currently configured this gap is likely to grow over time.

Long-term sustainability is important. Over the next 40 years the number of people of working age will halve relative to those 65 years or older. This will push up expenditure and place pressure on the workforce, economic growth and Australia’s capacity to raise revenue from its existing tax base. Policy responses that affect Australia's demography, boost workforce participation and lift productivity can help to offset this fiscal challenge.

The 2010 Intergenerational Report (IGR) projected that most of the increased spending as a result of an aging population will be on health care (rising from 4.0 to 7.1% of GDP between 2010 and 2050) and aged care services (projected to rise from 0.8 to 1.8% of GDP). 

Spending on income support for persons of age pension age is also projected to rise from 2.7 to 3.9% of GDP, but spending on payments to people of working age is projected to fall from 2.4 to 2.1% of GDP, and assistance to families to fall from 1.6 to 0.9% of GDP. Overall, the projected rise in transfer spending on older people will be largely offset by reduced spending on individuals of working age and families with children.

However, this projected shift is largely due to key assumptions such as that current indexation policies will continue so that age and disability pensions remain indexed to wages, while most other payments for people of working age and families continue to be indexed to prices.

Over a 40-year period these indexation arrangements would produce a remarkable change in the relative levels of support for pensioners and beneficiaries. Pensions are projected to rise by 4% a year on average, while benefits and allowances would rise by only 2.6% a year. The result – if actually continued for 40 years – would be that by 2050 a single unemployed person would be receiving a payment of about 11% of the average male wage, compared to 20% now. 
The gap between pensions and allowances would widen enormously, and an unemployed person would be receiving a payment that was little more than one-third that of an age pensioner. The result would be that relative poverty among working age allowance recipients would increase significantly, but also incentives for the unemployed to qualify as eligible for disability payments would be strengthened.

What this means is that the Henry Review must look at the long-term adequacy of payments as well as the fiscal sustainability of the system – social sustainability is as important as economic sustainability. 

Adequate payments are also important for incentives. If the gap between pensions and allowances widens further then incentives to claim disability payments will increase. High housing costs can also price the unemployed out of areas where job opportunities are greater, while some State public housing policies can provide disincentives for work for people on waiting lists. Government policy also needs to carefully balance shorter-term needs for an adequate income with longer-term needs for single parents to re-engage with work during their child's preschool years. 
As pointed out earlier any social security reform package will involve difficult trade-offs.  The Henry review will be judged on how well it can craft a package of reforms that can maintain and improve adequacy for groups in need while also supporting benefit recipients into paid work.
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