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From the Chief Economist

It has long been long known that this financial year would be the one when the federal government's
finances would worsen, and the Mid-year Economic and Fiscal update showed the outlook is worse too.

A small improvement in the deficit of $1.3 billion in the 2024-25 year- due mainly to the strong labour
force - will be undone as the economic slowdown takes hold. There were $23.0 billion of downgrades to the
underlying cash balance forecasts over the three years from 2025-26. Underpinning the deterioration over
coming years is higher expenditure by government on everything from medicines to defence.

The frustration for Australian business is that, despite the long-held knowledge that the government's
finances are becoming more structurally unsound, nothing is being done to reverse it.

It means the government is even further away from bringing its expenses and revenue back into balance
than just six months ago when the 2024-25 Budget was released. It means the projected debt burden is
larger and so flexibility to fix the problems of the future is more limited. It means that rather than taking
pressure off inflation, the government is leaving it all to the Reserve Bank.

Monetary policy can indeed do all the work to bring inflation down, but not without consequence. The third
of households with mortgages are being squeezed.

Frustratingly, the underlying cash balance is not even telling the full story of government spending. That's
because ‘investments in financial assets for policy purposes’, or ‘off-balance sheet' spending, have risen to
a record high and are expected to stay close to these levels over the coming three years. It means, when
everything is included, that the government will have to issue an additional $49 billion in debt in 2027-28.
That is just the change over a six-month period.

Many of the measures just fix the problems of today, and do not set the economy up for a productive
future. We need a plan to jump start productivity growth through reforms. As we approach the election,
this is where Australian business needs the political debate to be focused.

Cherelle Murphy | EY Regional Chief Economist, Oceania
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1. The underlying cash balance forecasts deteriorated further, apart from
the slightly smaller deficit expected in 2024-25.
Underlying cash balance
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2. Increased payments from policy decisions and changes in the economic
outlook more than offset expected higher receipts.

Impact of receipts and payments on the underlying cash
balance; changes from 2024-25 Budget
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3. Payments will continue to exceed receipts over coming years, and
structural budget pressures will continue to build
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4. Tax receipts are high as a share of GDP and expected to remain
elevated, despite the Stage 3 tax cuts which began on 1 July
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5. Company tax receipts have been downgraded for the first time since
2020 reflecting weaker commodity exports

Income and company tax
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6. New spending across a range of areas has contributed to the budget
deterioration

Top 10 policy decisions from the 2024-25 MYEFO, payment
and receipt measures, 2023-24 through 2027-28

Impact on budget, $ bn
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Payment measure - decisions taken but not yet
announced and not for publication

Building Australia’s Future - delivering pay rises for early
educators

Pharmaceutical Benefits Scheme New and Amended
Listings

Improving Aged Care Support

Receipt measure - decisions taken but not yet announced
and not for publication (nfp)

Building Australia's Future - Early Childhood Education
and Care Reforms

National Disability Insurance Scheme Reform
Building Australia's Future - A fairer deal for students

Enabling a Reliable and Secure Energy Transition

Building Australia’s Future - Building a Better Future
Through Considered Infrastructure Investment

Source: Budget data, EY
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7. 'Off-balance sheet’ spending is expected to move to a record high and
remain elevated. This contributes to the debt level.

Investments in financial assets for policy purposes
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8. Student loan ‘off-balance sheet’ spending rose as the government
reduced students’ Higher Education Loan Program debt by 20 per cent

Investments in financial assets for policy purposes

National Broadband Network

National Interest Account

Other

Northern Australia Infrastructure Facility
Housing Australia Future Fund

Snowy Hydro

National Reconstruction Fund

Clean Energy Finance Corporation
Student loans

Commercial in confidence
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9. Interest payments continue to grow as a share of the economy,
diverting funding away from other priorities

Net debt and net interest payments
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10. Interest rates on government debt continue to rise with risks that
yields remain elevated due to the US Trump administration’s policies

Interest rates on government debt
%, weighted average issuance vyield
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