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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 134 per cent from 2V 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 WATQ, 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



1. Both the headline cash balance forecasts and the underlying cash
forecasts were slightly better than at the last update
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2. Commodity price gains, inflation and NDIS savings boost the bottom
line, but most of the improvements are "spent”

Impact of receipts and payments on the underlying cash balance;
changes from 2025-26 MYEFO
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Tax receipt projections increase due to commodity price
gains, inflation and the increased investor housing tax take

Tax receipts
% of nominal GDP
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The Government’s fiscal position continues to be boosted by significant
revenue upgrades

Total revenue upgrades over four year budget horizon
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5.

NDIS cuts were the single largest policy change in the Budget,
followed by increased hospital funding

Top 10 policy decisions from the 2025-26 MYEFO, payment and
receipt measures, 2025-26 - 2029-30

Impacton budget, $ bn

Securing the National Disability Insurance Scheme for Future
Generations

National Health Reform Agreement - hospital funding and
Commonwealth investment in the public hospitals

Receipt measure - Decisions taken but not yet announced and

not for publication Improvement

2026 National Defence Strategy and Integrated Investment
Program

Tax Reform - cutting taxes with a Working Australians Tax Offset

Pharma ceutical Benefits Scheme New and Amended Listings

Tax Reform - a minimum tax on discretionary trusts

Tax Reform - boosting Home Ownership - reforming negative
gearing and capital gains tax

Taking Pressure Off Australians - temporary reduction of fuel
excise and heawy vehicle road user charge

Modemising Private Health

Source: Budget data, EY

NDIS spending levels out due to major reshaping of the policy
framework, but spending is still more than double 2020-21 levels

Projected spending on NDIS in recent Budgets
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7. The cost of the biggest spending programs continue to rise

Cost of top spending programs
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8. GDP forecasts were revised down and inflation forecasts were revised
higher, with the domestic outlook highly uncertain

GDP Consumer Price Index
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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

General Government net debt
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10. Residential investment property tax breaks (which will be changed
from 2027) benefit those on higher incomes most

Revenue forgone for residential investment properties, by taxable
income decile - 2025-26

S billion

10 — Greater than $142,000
9 —5104,901 to $142,000

8 — 583,501 to $104,900

7 —$68,201 to $83,500

6 — $55,901 to $68,200
5—544,801 to $55,900

4 —$33,201 to $44,800
3-522,401 to $33,200

2 -510,100 to $22,400

1 - Less than $10,100

B Negative gearing deductions Capital gains tax discount Source: PBO, EY
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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 | Building a better working world

EY is building a better working world by creating new
value for clients, people, society and the planet, while
building trust in capital markets.

Enabled by data, Al 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 abouthow 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
member firms do not practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

© 2026 Ernst & Young, Australia
All Rights Reserved.

EYSCORE 111423-26-AUNZ
ED None

Ernst & Young is a registered trademark.

This communication provides general information which is current at the time of
production. The information contained in this communication does not constitute advice
and should not be relied on as such. Professional advice should be sought prior to any
action being taken in reliance on any of the information. Ernst & Young disclaims all
responsibility and liability (including, without limitation, for any direct or indirect or
consequential costs, loss or damage or loss of profits) arising from anything done or
omitted to be done by any party in reliance, whether wholly or partially, on any of the
information. Any party that relies on the information does so at its own risk. Liability
limited by a scheme approved under Professional Standards Legislation.

ey.com
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