
From the Chief Economist
The 2026–27 Budget is bolder than we have seen in recent years. It narrows the fiscal deficit by pulling 

back on spending and lifting revenue, while benefiting from stronger company tax receipts driven by 

higher commodity prices and inflation linked to the Middle East conflict.

While the measures are directionally sound, they still fall short of what we would term significant 

reform. Treasury has lowered its productivity growth assumptions over the forward years, 

underscoring a more challenging outlook.

These changes come against a difficult economic backdrop, with inflation expected to rise to an 

uncomfortable annual pace of 5 per cent this quarter. Although near-term tax receipts are higher, the 

2026–27 GDP forecast has been revised down to 1¾ per cent from 2¼ per cent.

New cost-of-living measures for households are temporary and limited, including the $2.6 billion 

three-month fuel excise reduction and the $250 “Working Australians Tax Offset” (WATO). The latter 

costs around $3 billion annually but will not be realised by households until tax lodgements in 2027–

28.

In a capacity-constrained economy facing an energy price shock, the Government has been careful to 

avoid adding stimulus, so as not to complicate the Reserve Bank’s task. While the Treasurer flagged 

an ambition for further personal income tax cuts beyond the WATO, there are no firm commitments.

What the Budget does not do is materially reduce the tax burden on personal income or introduce 

significant corporate tax reform to lift investment and drive productivity.

Overall, this is a Budget that stabilises the near-term outlook and moves policy in the right direction, 

but stops short of the deeper, productivity-enhancing reform the economy ultimately requires.

Cherelle Murphy | EY Regional Chief Economist, Oceania 

12 May 2026 

Federal Budget 2026-27

A budget that steadies the ship, 
but falls short on structural reform 
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1. Both the headline cash balance forecasts and the underlying cash 
forecasts were slightly better than at the last update 

2. Commodity price gains, inflation and NDIS savings boost the bottom 
line, but most of the improvements are "spent" 
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3. Tax receipt projections increase due to commodity price 
gains, inflation and the increased investor housing tax take 

4. The Government’s fiscal position continues to be boosted by significant 
revenue upgrades
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5. NDIS cuts were the single largest policy change in the Budget, 
followed by increased hospital funding

6. NDIS spending levels out due to major reshaping of the policy 
framework, but spending is still more than double 2020-21 levels
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7. The cost of the biggest spending programs continue to rise 

8. GDP forecasts were revised down and inflation forecasts were revised 
higher, with the domestic outlook highly uncertain
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9. Net debt has been revised down slightly, but continues to grow and is 
projected to reach 21.9 per cent of GDP by 2029-30 

10. Residential investment property tax breaks (which will be changed 
from 2027) benefit those on higher incomes most
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EY can help

The future is uncertain, but the path there doesn’t 
need to be. 

EY Oceania Economics is an economic advisory 
practice specialising in applied quantitative 
analysis, combining the elements of Economics, 
Policy and Strategy to provide insights through 
modelling and data visualisation.

We have a deep knowledge of the Australian 
economy and the business environment, offering 
a unique perspective in a rapidly changing world.  

We deliver: 

▪ Economic scenario modelling and economic 
impact assessments

▪ Macroeconomic modelling and forecasting

▪ Tailored Economic Insights

▪ Bespoke economic models and tools

▪ Deep labour market modelling capabilities

▪ Economic Policy Development

▪ Climate change modelling

For updates and analysis, visit 
www.ey.com/en_au/economics

Key contacts

Cherelle Murphy 
Oceania Chief Economist 
EY Australia | Canberra
cherelle.murphy@au.ey.com 

Paula Gadsby
Senior Economist
EY Australia | Perth
paula.gadsby@au.ey.com

Nicholas Hordern
Senior Economist
EY Australia | Sydney
nicholas.hordern@au.ey.com   
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EY is building a better working world by creating new 
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building trust in capital markets.

Enabled by data, AI and advanced technology, 
EY teams help clients shape the future with confidence 
and develop answers for the most pressing issues of 
today and tomorrow. 

EY teams work across a full spectrum of 
services in assurance, consulting, tax, strategy and 
transactions. Fueled by sector insights, 
a globally connected, multi-disciplinary network and 
diverse ecosystem partners, EY teams can provide 
services in more than 150 countries 
and territories.

All in to shape the future with confidence. 

EY refers to the global organization, and may refer to one or more, of the 
member firms of Ernst & Young Global Limited, each of which is a separate 
legal entity. Ernst & Young Global Limited, a UK company limited by 
guarantee, does not provide services to clients. Information about how EY 
collects and uses personal data and a description of the rights individuals 
have under data protection legislation are available via ey.com/privacy. EY 
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