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The 2025-26 Budget marginally improves the ‘bottom line’ over the five 
years to 2028-29 – thanks to more revenue ‘windfalls’
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Drivers of movements in the ‘underlying’ cash 

balance between the December 2024 Mid-Year 

Economic & Fiscal Outlook (MYEFO) and the 

2025-26 Budget

Note: ‘Parameter variations’ are changes in estimates of payments or receipts resulting from changes in economic and other assumptions underpinning the forward 

estimates; ‘policy decisions; are changes in estimates of payments or receipts resulting from decisions made by the Government. 

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook and previous issues. 

Drivers of movements in the ‘underlying’ cash 

balance between the 2022 Pre-Election Economic 

& Fiscal Outlook (PEFO) and the 2025-26 Budget

From last December’s MYEFO to this year’s Budget, 

‘windfall gains’ improved the ‘bottom line’ by $36.4 bn 

while ‘policy decisions’ worsened it by $34.9 bn

Since the 2022 election, ‘windfall gains’ have improved 

the ‘bottom line’ by a total of $289 bn while policy 

decisions have worsened it by a total of $112 bn
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In contrast to its first two Budgets, the 2025-26 Budget worsens the ‘bottom 
line’, by a total of $24bn over the four years to 2027-28
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Impact of revenue and expense ‘policy decision’ 

taken between last December’s MYEFO and the 

2025-26 Budget on the ‘underlying’ cash balance

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook and previous issues. 

Impact of revenue and expense ‘policy decisions’ 

taken between the 2022 election and the 2025-26 

Budget on the ‘underlying’ cash balance

Between last December’s MYEFO and the 2025-26 Budget, 

‘policy decisions’ cut revenues by $14 bn and increased 

spending by $21 bn (over the five years to 2028-29)

Since the 2022 election, ‘policy decisions’ have 

increased revenues by a total of $32 bn but increased 

spending by $144 bn (over the seven years to 2028-29)
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Unsurprisingly, for a pre-election Budget, there was a lot more by way of 
new spending and tax cuts than there was by way of savings
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Major spending & revenue ‘initiatives’ in the Budget

Source: Australian Government, 2025-26 Budget overview - Building Australia's Future.

‘Savings’ measures in the Budget

❑ This is a pre-election Budget, so it’s hardly surprising that 

there are a lot more ‘initiatives’ (increases in spending or 

tax cuts) than ‘savings’

❑ A lot of the initiatives ‘announced’ in this Budget were 

actually announced in recent weeks (when it seemed 

likely that the election would be called for April 12, in 

which case there wouldn’t have been a Budget)

− some of these were funded by drawing down the $11.7 bn 

allocation in last year’s Budget for ‘decisions taken but not 

yet announced’ (of which $7.2 bn was still there at last 

December’s MYEFO)

− the allocation in this year’s Budget for ‘decisions taken but 

not yet announced’ was only $2.4 bn – suggesting that 

there aren’t going to be a lot more Government 

announcements during the election campaign

https://budget.gov.au/content/overview/download/budget-overview.pdf


As a result, budget deficits over the next four years will be $22bn larger 
than forecast in last December’s Mid-Year Economic & Fiscal Outlook 
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Successive forward estimates of the ‘underlying’ 

cash balance

Note: The ‘underlying’ cash balance is the difference between receipts and ‘underlying’ payments, which exclude ‘net investment in financial assets for policy purposes’ 

(see next slide).  Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook and Statement 11: Historical Australian Government 

Data. 

Long-term actuals, forward estimates and 

‘projections’ of the ‘underlying’ cash balance

‘Underlying’ cash balances over the five years to 2028-29 

now sum to $173bn, compared with $171bn in last 

December’s MYEFO 

The Budget is expected to remain in deficit all the way 

through 2035-36 – although not nearly as much as had 

been projected two years ago
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This government is doing a lot of spending in a way that doesn’t count 
towards the ‘underlying’ budget balance – but still needs to be funded
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Successive estimates of ‘net investment in financial 

assets for policy purposes’ (excluding student debt)

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook. 

Components of ‘net investments in financial assets 

for policy purposes’

‘Spending’ under this heading is now expected to total $104 

bn over the five years to 2028-29, or almost $21bn per 

annum – compared with $9bn pa over the previous decade
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It is movements in the ‘headline’ balance which drive movements in 
estimates of net debt
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Successive forward estimates of the ‘headline’ cash 

balance

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook. 

Successive forward estimates of net debt

Whereas ‘underlying’ cash deficits over the four years to 

2027-28 were little changed, forward estimates of the 

‘headline’ deficit were revised up by $4.7bn 

After being substantially lowered in the first two Budgets 

of this Government, forward estimates of net debt have 

since begun to creep upwards again
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The medium-term outlook for net debt is nowhere near as bad as it was 
three years ago, but it has deteriorated since last December
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Forward estimates and ‘projections’ of net debt

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook, and Statement 11: Historical Australian Government Data. 

Successive medium-term projections of net debt
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Treasury is forecasting a pick-up in economic growth led by household 
consumption and dwelling investment

Household consumption

9

Business investment

Public spendingDwelling investment Real GDP

Net exports Net migration

Population

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 2: Economic Outlook.
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Treasury is forecasting a pick-up in economic growth led by household 
consumption and dwelling investment, despite slower population growth

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 2: Economic Outlook, and 2025-26 Budget Paper No. 3: Federal Financial Relations, Appendix A: 

Parameters and further information.

https://budget.gov.au/content/bp1/download/bp1_bs-2.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-2.pdf
https://budget.gov.au/content/bp3/download/bp3_2025-26.pdf
https://budget.gov.au/content/bp3/download/bp3_2025-26.pdf


Treasury makes very conservative assumptions about commodity prices 
(as it always does)

Iron ore prices
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Terms of trade

Current account balanceCoal prices Unemployment

Employment Consumer price index

Wage price index

Source: Australian Government, 2024-25 Budget Paper No. 1, Statement 2: Economic Outlook. 

As always, Treasury makes conservative assumptions about commodity 
prices

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 2: Economic Outlook.
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As always, Treasury makes conservative assumptions about commodity 
prices – it expects unemployment to rise a little
As always, Treasury makes conservative assumptions about commodity 
prices – it expects unemployment to rise a little, and inflation to fall a bit

https://budget.gov.au/content/bp1/download/bp1_bs-2.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-2.pdf


Pressure for more spending on health, aged, disability & child care, 
defence and interest isn’t going to go away
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Projected growth in spending, 2024-25 to 2028-29 Defence spending as a pc of GDP
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The cost of the Worst Policy Decision of the 21st Century (the WA GST deal) 
has blown out to $57bn over 11 years!
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The Budget’s 20 largest spending programs Additional GST received by WA

❑ The cost to the Federal Budget of this ‘deal’ has now 

blown out to $57.4bn over the eleven years to 2029-30

− from the originally estimated cost (back in 2018) of 

$8.9bn over eight years

Sources: Australian Government, 2024-25 Budget Paper No. 1, Statement 2: Economic Outlook.

❑ Distribution of GST revenue to the states & territories is the 

biggest single spending program in the budget

− its long-standing purpose (to equalize the ‘fiscal capacity’ of 
the states & territories) has been corrupted by the ‘WA GST deal

Sources: Australian Government, 2025-26 Budget Paper No. 1, Statement 5: Expenses and Net Capital Investment, and 2025-26 Budget Paper No. 3: Federal Financial 

Relations. 2029-30 data assumed to be the same as for 2028-29. 
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 Increase 2024-25 to 2027-28

 2024-25

$ bn

0

1

2

3

4

5

6

7

8

19 20 21 22 23 24 25 26 27 28 29 30

 Original (2018-19) estimates  2025-26 Budget estimates

$ bn

Financial years ended 30th June

Actuals

Forward estimates Assumed

https://budget.gov.au/content/bp1/download/bp1_bs-2.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-5.pdf
https://budget.gov.au/content/bp3/download/bp3_2025-26.pdf
https://budget.gov.au/content/bp3/download/bp3_2025-26.pdf


Plummeting tobacco excise collections despite (or because of) steeply 
higher tax rates are a becoming a budgetary problem
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Tobacco excise collections Tobacco excise rates

Sources: Australian Government, 2024-25 Budget Paper No. 1, Statement 2: Economic Outlook.Sources: Australian Government, 2024-25 and 2025-26 Budget Paper No. 1, Statement 4: Revenues, and  Australian Taxation Office, Historical excise rates.  
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The personal income tax cuts in the Budget won’t make ‘bracket creep’ 
go away
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Income tax collections as a pc of total revenue
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deductible interest expense. 'Sources: Australian Government, 2025-26 Budget Paper No. 1, Statement 4: Revenues,; ABS, Australian National Accounts: National Income, 

Expenditure and Product, December quarter 2024.
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Commonwealth Government spending seems to have settled on a plane 
that’s 1½-2 pc pts of GDP above the average for 1974-75 through 2018-19
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Forward estimates and ‘projections’ of ‘underlying’ 

payments and receipts
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❑ Federal government spending in the post-Covid era 

appears to have settled at about 1¾ pc points of 

GDP higher than the 1975-2019 average

− that reflects the Australian public’s evident demand for 

more spending on health, aged, disability and child 

care …

− … the consensus among the major political parties that 

Australia needs to spend more on defence (whether 

the public wants that or not)

− and the inevitability of more spending on interest as a 

result of the $531bn increase in net debt since 2008

❑ It’s not at all clear that this additional spending can 

be offset by reductions in other areas of the Budget

− although scrapping the outrageous GST ‘deal’ done at 
the behest of Western Australia would be a good start

❑ Neither side of politics appears willing to have an 

‘adult conversation’ with the Australian public about 

how this additional spending should be paid for

− which leaves the ‘default options’ of on-going deficits, 

and ‘bracket creep’ pushing up personal income tax

Source: Australian Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook, and Statement 11: Historical Australian Government Data. 

https://budget.gov.au/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-11.pdf


Conclusions

16

❑ The 2025-26 Budget is more-or-less what you would expect a ‘pre-election’ budget to be

− the main focus is on addressing ‘cost-of-living’ pressures, which opinion polls have consistently indicated are the major concern of voters

− so, not surprisingly, there is little attempt in this Budget to deal with longer-term fiscal challenges

❑ The Government’s finances are in ‘better nick’ (as the Treasurer loves to say) than had been foreshadowed immediately before 

the last election in 2022

− but that’s entirely due to ‘windfall gains’ in the form of much stronger personal and company income tax collections than had been 

projected at the time of the 2022 election, thanks to stronger-than-forecast employment growth (resulting in more people paying 

tax), ‘bracket creep’ (resulting in taxpayers paying more tax than they would if the income tax scales were indexed for inflation), 

and much higher commodity prices (resulting in mining companies paying a lot more company income tax)

− to its credit, the Government did direct most of these ‘windfalls’ to the budget ‘bottom line’ in its first two Budgets, enabling it to 

produce the first budget surpluses since before the onset of the global financial crisis

− but that ‘discipline’ has weakened somewhat in the last two Budgets, which combined with smaller ‘windfall’ revenue gains has 

resulted in the budget slipping back into deficit, and (on current settings) remaining in deficit until 2035-36

❑ Yes, the Government has found ‘savings’ (it claims, $94 bn since 2022) – but those have been more than offset by new spending

− most of that new spending (with some glaring exceptions, including gifting $57 bn to Western Australia over 11 years, and the 

spending or tax breaks designed to support otherwise uncompetitive manufacturing under the aegis of ‘Future Made in Australia’ can 

be defended as responding to unavoidable or genuine needs

− but the Government appears to have been relatively unconcerned as to how that spending should be paid for

❑ With one exception there’s little in this Budget to boost productivity 

− the one exception is the decision to ban ‘non-compete clauses’ in employment contracts for workers earning less than $175,000

❑ The Budget is unlikely to have any material impact on the Reserve Bank’s decisions about interest rates

− there’s likely to be at most two further reductions in the RBA’s official cash rate



This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Ltd, ABN 165 668 058 69, whose registered office is located at 

Level 11, 114 William Street, Melbourne, Victoria 3000 Australia. 

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of financial 

or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.  The views expressed in this document 

accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein.  None of Saul Eslake, Corinna 

Economic Advisory Pty Ltd nor Independent Economics however makes any representation as to its accuracy or completeness and the information should not 

be relied upon as such.  All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to change without 

notice. Saul Eslake, and Corinna Economic Advisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability, 

proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract, equity or otherwise) out of or in 

connection with the contents of and/or any omissions from this communication except where a Liability is made non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated. 
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Important information
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