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Overview 

The Australian Treasurer will release the Federal Budget on 
October 25. This will provide an update of the budget outlook 
following the recent Federal election, held on 21 May - which 
resulted in a change of government. 

Recall that the previous government released their Budget on 
March 29, which was promptly followed in April by the Pre-
election Economic and Fiscal Outlook (PEFO). The PEFO was 
by and large a restatement of the March Budget, which was 
released just weeks earlier.

Here we set out our expectations for the numbers the 
Government will present in the October Budget. 

These are not our forecasts, but rather our expectation of the 
Government’s forecasts. Westpac’s own economic forecasts 
are not necessarily in line with the forecasts we expect the 
Government to adopt on Budget Night.

The economic forecasts on which we base the figuring are 
largely in line with the forecasts the Treasurer released on 
July 28 with some adjustments to take into account a further 
deterioration in the growth and inflation outlook.

We anticipate that relative to July, the October Budget 
forecasts will mainly differ for the 2023/24 year. For 2023/24, 
the changes relative to July will likely be: real GDP growth 
downgraded by 0.5% (to 1.5%), nominal GDP trimmed by 
0.25% (to flat), inflation lifted by 0.75% (to 3.5%), and the 
unemployment rate will be lifted by 0.25% to 4.25% and in the 
following two years to 4.50% from 4.25%. 

At the outset, we would note that there is a high degree of 
uncertainty around fiscal forecasts and projections, particularly 
around the government’s intention to review the previous 
government’s costing of existing programs.

Here we set out a potential profile for the underlying budget 
deficit, incorporating surprises on both revenues and 
expenditures.

New policy initiatives centre on the government delivering 
its promises from the election campaign, including proposed 
savings. We do not expect the government to extend any of the 
business tax incentives that are due to expire in 2022/23.

The key themes of this Budget will be around the $47.9bn 
improved starting point for the deficit in 2021/22; the slower 
growth and higher inflation than assumed in the PEFO 
calculations; and a potentially significant lift in the new 
government’s costing of some major existing programs - 
notably, the NDIS; aged care; health care; and defence.

While we expect the budget deficit over 2021/22 and 2022/23 
to be $81bn lower than in PEFO, the improvement over the full 
five year period 2021/22 to 2025/26 is only $27bn as emerging 
slower economic growth and higher expenses and program 
costings take hold in the last 3 years of the forward estimates. 

Table 1: key economic numbers
'21/22 '22/23 '23/24 '24/25 '25/26

Real GDP PEFO 4.25 3.50 2.50 2.50 2.50

Budget 3.9 3.00 1.50 2.25 2.50

Nominal GDP PEFO 10.75 0.50 3.00 5.25 5.00

Budget 11.1 5.25 0.00 4.50 5.00

Unemployment PEFO 4.00 3.75 3.75 3.75 4.00

June quarter Budget 3.8 3.75 4.25 4.50 4.50

CPI PEFO 4.25 3.00 2.75 2.75 2.50

%yr to Jun qtr Budget 6.1 5.50 3.50 2.50 2.50

Wages PEFO 2.75 3.25 3.25 3.50 3.50

% yr to Jun qtr Budget 2.75 3.75 3.75 3.75 3.50

 * Westpac’s expectations of Government forecasts to appear in the October Budget.
Sources: budget papers, ABS, Westpac Economics

Table 2: key budget numbers
'21/22 '22/23 '23/24 '24/25 '25/26

$bn

Budget deficit, PEFO –79.8 –77.9 –56.5 –47.1 –42.9

% of GDP –3.5 –3.4 –2.4 –1.9 –1.6

Revenue surprise 27.6 59.5 14.5 1.1 3.0

Payment surprise –20.3 26.4 18.0 22.0 32.2

Net improvement 47.9 32.9 –3.5 –20.9 –29.1

Budget deficit, October –31.9 –45.0 –60.0 –68.0 –72.0

% of GDP –1.4 –1.9 –2.5 –2.7 –2.7

Gross debt, PEFO 906 977 1,056 1,117 1,169

% of GDP 39.5 42.5 44.6 44.9 44.7

Gross debt, October 895 902 994 1,086 1,176

% of GDP 39.0 37.3 41.1 43.0 44.3

 * Westpac’s expectations of Government forecasts to appear in the October Budget.
** Budget deficit refers to the underlying cash deficit. 
Sources: budget papers, ABS, Westpac Economics
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That is, we expect the budget position for the final years of 
the forward estimates, 2023/24 to 2025/26, to deteriorate by 
around $53.5bn relative to that in PEFO. 

This October update will be followed in about six months by 
the May Budget 2023, which will provide the government with 
another opportunity to reshape the fiscal settings. 

Budget deficit profile

The budget deficit profile in the October Budget will differ 
materially from that in the April PEFO.

PEFO envisaged that the budget deficit would narrow each 
year across the forward years, to be $42.9bn, 1.6% of GDP, 
in 2025/26. This profile represented an apparent path back 
towards balance.

In October, a stronger starting position will be viewed as 
temporary. The deficit will widen and then persist at a relatively 
sizeable level, of around 2.7% of GDP by 2025/26.

The Treasurer is likely to interpret such a profile as suggesting 
that the nation faces a fiscal challenge.

We expect the October Budget to forecast that the deficit 
will increase each year, in dollar terms, to be: around $45bn in 
2022/23 (up from a $31.9bn outcome for 2021/22); $60bn in 
2023/24; $68bn in 2024/25 and then lift to $72bn by 2025/26. 
See table 2 for additional detail.

On our figuring, across the five years to 2025/26, the budget 
deficit is $27bn less than that in PEFO. Alternatively, after the 
$47.9bn positive surprise in the 2021/22 budget outcome, the 
deficit deteriorates by around $21bn.

The deficit in 2024/25 is $21bn larger than in PEFO, rising to a 
$29bn deterioration in 2025/26.

The emergence of larger budget deficits in the outer two years 
reflects additional expenditure pressures and the absence of 
any material upward revenue surprise due to emerging weaker 
economic prospects. 

Whereas the size of the economy in 2022/23 is now forecast to 
be 5% larger than anticipated in PEFO, by 2025/26 that narrows 
to only 1.3%. Moreover, while the revenue share of the economy 
surprised to the high side in 2021/22 and will likely do so in 
2022/23, by 2025/26 that share is likely to underperform a little 
relative to PEFO, in part reflecting a higher unemployment rate. 

In summary, payments across the five years to 2025/26 are 
$78bn higher than in PEFO, on our figuring.

Revenue across the five years is around $106bn higher than in 
PEFO, on our calculations. This is front loaded, with an $87bn 
upside across the two years to 2022/23 but only a $4bn upside 
across the final two years to 2025/26.

On July 28, the Treasurer in a Ministerial Statement on the 
Economy to Parliament foreshadowed that the October Budget 
will mark down the profile for output growth from that in PEFO. 
Since then, the outlook has deteriorated further - pointing to 
a larger downgrading of growth. Of note, we expect real GDP 
growth for 2023/24 to be slashed by 1ppt, to only 1.5% - see 
table 1 for additional detail.

This will see the unemployment rate profile lifted, to be at 4.5% 
for 2024/25 and 2025/26, up materially from 3.75% and 4.00% 
respectively in PEFO.

300
350
400
450
500
550
600
650
700
750

300
350
400
450
500
550
600
650
700
750

Jun-14 Jun-16 Jun-18 Jun-20 Jun-22

$bn, annual$bn, annual

Payments

Receipts

Sources: Department of Finance, 
budget papers, Westpac Economics

Rolling annual

Nov ’21
to 

Jun ’22
annls’d

Receipts & Payments: converged during 2021/22

18

20

22

24

26

18

20

22

24

26

1980/81 1990/91 2000/01 2010/11 2020/21

% GDP% GDP

Tax receipts

Sources: budget papers, ABS, Westpac Economics

2021/22
23.4%

Long run 
average: 22.2%

2000/01 
to 2007/08
23.9%

Taxation receipts: cyclical high in 2021/22

50

100

150

200

250

300

50

100

150

200

250

300

Jun-14 Jun-16 Jun-18 Jun-20 Jun-22

$bn, annual$bn, annual

Individuals

Companies

Sources: Department of Finance, budget papers, Westpac Economics

Rolling annual

Taxation receipts



3Bulletin

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every eff ort has been taken to ensure that the assumptions on which the forecasts are based 
are reasonable, the forecasts may be aff ected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may diff er substantially from these forecasts.

Inflation will be higher for longer than expected in PEFO. High 
inflation, higher interest rates and the weaker economic outlook 
will place upward pressure on expenditures.

Additional upside pressure on expenditures will come from: 
higher program costs; under provisioning (that is the out-years 
do not adequately provision for the ongoing requirements 
of existing programs); and “slippage” (delays in spending in 
2021/22 resulting in a catch-up in following years).

New policy

The October Budget will deliver on the election promises of the 
incoming government - which were largely fully funded. 

Signature policies and key priorities, and their cost over the four 
years to 2025/26 as estimated by the Parliamentary Budget 
Office (PBO), were: 

* “Cheaper Child Care”, $5.1bn; 
* education, skills and training, $1.9bn, 
* “Fixing the Aged Care Crisis”, $2.5bn; 
* health and aged care more generally, an additional $2.9bn; and
* climate change and energy, $1.2bn.

Measures across the Treasury, Finance, Housing and Public 
Service portfolios made net savings of $8.7bn across the four 
years, including:

* extend and boost existing ATO programs, $3.1bn;
* taxing multinationals, $1.9bn; 
* reduce public sector spending on contractors etc, $3.0bn.

The Parliamentary Budget Office, in their July report on election 
commitments, suggested that Labor policies in net terms had 
a minimal impact on the underlying cash deficit, in the order 
of $7bn over the four years to 2025/26, spread broadly evenly 
across the years. We’ve rounded out this modest figure in 
our calculations - anticipating that in the October Budget the 
election promises will be fully funded (with the possibility of 
additional savings, if need be).

Speaking on October 15, the Prime Minister announced an eight-
week increase to the Commonwealth’s parental leave scheme to 
deliver parents a total of six months’ paid leave. He described 
the Commonwealth’s scheme as a “baseline” and called upon 
the private sector to do more. Reports indicate that the 
extension of the Commonwealth’s scheme will be by 2026 and 
that the budget will include $500 million over the four years 
towards the extension of the scheme, but it could exceed $600 
million a year once the change is in place by 2026.

Infrastructure spending will be included in the October Budget - 
but with a likely net zero impact over the four years to 2025/26. 
The mantra is reprioritisation and re-profiling within existing 
infrastructure spending.

Labor’s election promises provided for $8.04bn in infrastructure 
spending over the 11 years to 2032/33 - as reported in the 
PBO’s costings. Key projects included $2.2bn for the Melbourne 
Suburban Rail Loop and $0.5bn for High-speed rail between 
Newcastle and Sydney. 

Recent reports indicate that the infrastructure package has 
swelled to $9.66bn, an additional $1.6bn - although the timing 
profile is unclear.

The PBO reported that over the four years to 2025/26, Labor’s 
infrastructure spending amounted to $5.24bn of the $8.04bn 
and this was all but fully funded by offsets. However, over 
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the following seven years, there is a net cost to the budget of 
$7.77bn, including $2.8bn of Labor’s projects and $4.97bn from 
re-profiling (delaying) spending on existing infrastructure. 

The October Budget is also an opportunity for the government 
to reprioritise expenditure dollars - over and above election 
commitments. 

Beyond the election promises, there is the likelihood that 
the Budget will include some cost of living relief initiatives - 
targeted at the most vulnerable in our community.

Potentially, such measures could be funded by the scrapping of 
some programs of the previous government - possibly such as 
some regional policy initiatives.

Taken together, our figuring anticipates minimal net impact on 
the underlying cash deficit from new policy. In that way, the 
government can demonstrate that they are not adding to the 
challenge to tame inflation - while at the same time delivering 
on key measures.

In terms of the Stage 3 tax cuts, which are already legislated, we 
assume that the October Budget fiscal projections will continue 
to include this measure. 

It may be that the newly elected government will engage in a 
debate, ahead of the May 2023 Budget, as to the merits of any 
possible reworking of the Stage 3 tax cuts.

The Stage 3 tax cuts commence on 1 July 2024. Recent costing 
by the PBO has the budget impact at $17.7bn in 2024/25. That 
lifts to $20.8bn in 2025/26, representing about 0.8% of GDP. 
The dollar cost rises by around a couple of billion a year, to be 
at an estimated $36.9bn in 2032/33 - with the cumulative cost 
over this nine year period at $243.5bn. 

As to the impact of Labor election promises on the headline 
cash deficit, the PBO estimates that to be about $34bn greater 
than the impact on the underlying balance. 

The commitments driving the difference are: Powering Australia, 
Rewiring the Nation; Help to Buy; National Reconstruction Fund; 
and Housing Australia Future Fund - which involve the use of 
balance sheet financing arrangements through increases in 
loans and equity investments. These programs have a funding 
requirement which impacts the headline cash budget balance 
and in turn impacts the government’s borrowing requirements.

We have allowed for this additional budget pressure of $34bn in 
our figuring of the public debt profile.

Economic outlook: deteriorates

The economic outlook has deteriorated, in the face of higher 
inflation, higher interest rates and a weakening global economy.

On July 28, the Treasurer in a Ministerial Statement on the 
Economy to Parliament foreshadowed that the October Budget 
will mark down the profile for output growth from that in PEFO.

Since late July, conditions have deteriorated further - pointing 
to a sharper downgrade of the economic outlook, which will 
result in a still higher unemployment profile. In addition, this is 
associated with inflation staying higher for longer.

We anticipate that relative to July, the October Budget 
forecasts will differ for the 2023/24 year but be unchanged for 
the other years. For 2023/24, the changes relative to July will 
likely be: real GDP downgraded by 0.5% (to 1.5%), nominal GDP 
trimmed by 0.25% (to flat), inflation lifted by 0.75% (to 3.5%), 
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and that when it comes to the unemployment rate, it will be 
lifted by 0.25% to 4.25% for 2023/24 and in the following two 
years is raised to 4.50%, up from the 4.25% expected in July. 

Shifting the focus to the likely October Budget forecast profiles 
relative to PEFO, we envisage that real GDP growth for 2022/23 
will be downgraded by 0.5% to 3.0% and for 2023/24 growth 
will be slashed by 1ppt to 1.5%. See table 1 for further details.

The unemployment rate profile mirrors the shifting economic 
fortunes. The sharp economic slowdown will see the 
unemployment rate lift to 4.25% (0.5% above that in PEFO), and 
then rise to 4.5% in 2024/25 and remain at that level in 2025/26 
(also 0.5% above that in PEFO). 

As to the size of the economy, nominal GDP, the growth profile 
is substantially stronger near-term. The forecast for 2022/23 
will be upgraded by 4.75ppts to 5.25%, in the wake of a slight 
upside surprise in the outcome for 2021/22. Thereafter, the 
profile is weaker - the 2023/24 forecast is lowered by 3ppts and 
2024/25 is marked down by 0.75ppts. So while the economy in 
2022/23 is 5% larger than in PEFO, that gap narrows to 1.3% by 
2025/26.

Notably, commodity prices have stayed higher for longer - 
such that the official forecasts will push back the timing of the 
anticipated correction in prices - with the usual approach that 
prices are assumed to move back towards more “normal levels”. 
We anticipate that the October Budget will continue with the 
assumption that the iron ore price moves back from current 
levels to US$55/t fob.

Expenditures: upward pressures

A key theme of the October Budget will be the upward pressure 
on government expenditures. This will be evident from a lifting 
of the profile for payments - despite an improved starting point.

For the 2021/22 financial year, payments came in below 
expectations, at 26.8% of GDP, some 1.0ppt less than forecast. In 
dollar terms, the improvement was $20.3bn.

Reportedly, about $10bn of that undershoot was due to “delays” 
- with funding to be pushed out into subsequent years. Delays 
were around: covid related spending, including the procurement 
of vaccines and PPE; infrastructure spending, due to supply 
chain disruptions and industry constraints; and assistance to the 
states.

It is notable that during the 2021/22 year the monthly profile 
for payments showed a stabilisation in dollar terms, rather 
than a downward trend. The 2021/22 year can be split into 
two periods: the opening four months to November, the delta 
lockdown period, and the eight months to June, the reopening. 
While the monthly pace of receipts jumped between the two 
periods, payments broadly stabilised, down by only 1%.

The outlook for payments has deteriorated relative to PEFO for 
a number of reasons.

* spending slated for 2021/22 pushed out into subsequent years;
* higher price and wage inflation;
* higher interest rates, lifting debt servicing costs;
* weaker economic outlook, unemployment profile lifted;
* assumed under provisioning in the March Budget; and
* higher program costs.

High inflation and higher interest rates: While high wage and 
price inflation is a major positive for revenues, it is a negative 
for payments. Assistance payments are indexed to inflation and 
costs more generally will rise at a faster rate.
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Reports suggest that relative to PEFO, debt servicing costs will 
increase by $16bn over the four years to 2025/26, including a 
$7bn impact in 2025/26 - given higher 10 year bond yields.

Under provisioning: The incoming government is of the view 
that the previous government did not adequately provision for 
the ongoing funding requirements of some existing programs 
across the forward years. This may in part reflect sunset clauses 
for some programs and for which there is a general expectation 
that the program will continue.

Higher program costs: The incoming government suggests that 
the previous government has underestimated the likely cost of 
key and major programs - such as the NDIS and age care.

The five big growing areas of spending: The Treasurer has 
highlighted the five big areas of spending in the budget - which 
are “creating pretty substantial structural concerns”. These are 
health, the NDIS, aged care, defence and the cost of servicing a 
trillion dollars in debt. 

Much of this spending pressure has been known for some time 
and was included in the March Budget (see table on page 6).

In the March Budget, the BIG FIVE were estimated to cost 
$131bn in 2021/22, representing 21% of total outlays. They were 
projected to grow by 10% in 2022/23, with annual growth 
averaging 8% over the four years to 2025/26 - such that they 
would cost $179bn that year and account for 26% of total 
outlays. Expenditure growth across the rest of the budget was 
projected to be a benign 1.6% over the three years to 2025/26.

Relative to the March Budget and PEFO, the main source of 
upside from the BIG FIVE would appear to be on debt servicing 
(as discussed above) and the NDIS. 

Reports suggest that the cost of the NDIS is now expected to 
rise “at above 12% a year for the next four years”. That differs 
from the March Budget, which had a four year profile of: 
16.2%; 10.3%; 8.7%; and 7.5%. If we assume then that growth is 
steady at 12.5% a year from 2022/23, then the additional dollar 
impact from the rising cost of the NDIS would be in the order 
of: $0.8bn for 2023/24; $2.4bn in 2024/25; lifting to $4.8bn in 
2025/26.

We have attempted to allow for these cost pressures in our 
figuring - lifting payments across the five years to 2025/26 by 
around $78bn relative to PEFO (a figure which includes the 
$20bn downside surprise in the initial year, the outcome for 
2021/22). For more detail, see table 2 above.

Upside in spending in 2022/23 reflects delays from the year 
prior plus the impact of higher inflation; in 2023/24 it is about 
persistent higher inflation and higher interest rates; then in 
2024/25 and 2025/26 potentially higher program costs are a 
key source of upward pressure. 

As a share of the economy, in our figuring, payments hold 
broadly steady at around 27.1% of GDP across the years 
2023/24 to 2025/26. 

This contrasts with PEFO, which had payments step-down from 
27.1% of GDP in 2023/24 to be at 26.5% and then 26.2% in the 
following two year. 

With payments holding at this elevated level, the budget deficit 
no longer narrows, as in PEFO, but instead is around 2.7% of 
GDP in the final two years of the forward estimates. 

Revenues - 2021/22, a high water mark

The Australian economy overheated in 2021/22, contributing to 
the high inflation that the RBA is attempting to tame.

During 2021/22, the terms of trade hit a record high and 
the unemployment rate declined to a 50 year low, with the 
employment to population ratio at record levels. It is in this 
environment that revenues hit a high water mark. 

Receipts came in at 25.4% of GDP in 2021/22, well above the 
PEFO forecast of 24.3%, an upside surprise of $27.6bn. 

Beyond near-term strength, (nominal GDP growth is expected 
to expand by a robust 5.25% in 2022/23), revenue as a share of 
the economy is set to moderate – back towards more typical 
levels. 

In our calculations, receipts are at an elevated level in 2022/23, 
at around 25.2% of GDP (the slight downside from the year prior 
reflects the carrying forward of losses) and then corrects to 
around 24.4% over the final two years of the forward estimates. 

That has the end point a little lower than the 24.6% in PEFO - 
with the downside reflecting a higher unemployment rate and 
the drag from a larger carry forward of accumulated losses. 

In the 2021/22 Final Budget Outcome it was noted that there 
was a one-off boost in revenues from a lower than expected 
take up of COVID business support measures. That boosts 
revenues in 2021/22 but will lower them in the out years 
compared to what was expected (because of the likely greater 
accumulation of deductions).

On our figuring, receipts are around $106bn higher over the five 
years to 2025/26.

As noted earlier, the upside revenue surprise is front loaded, 
with the $27.6bn higher outcome in 2021/22 and our projection 
of a $59.5bn upside in 2022/23. 

Of that $59.5bn revenue surprise in 2022/23, about half is 
because the economy is $116bn larger than expected in PEFO 
and the government collects around one dollar in every four. 
The other half is because the tax share is more than 1ppt higher 
than projected and in a $2trillion plus economy 1% is worth 
$24bn.  

The revenue surprise over the five years more that outweighs 
the $78bn increase in payments. 

The upshot is a net improvement of the underlying cash deficit 
of about $27bn over the five years to 2025/26 (note that the 
figure rounds to $27bn).

Or expressed differently, beyond the $47.9bn upside surprise in 
the budget outcome for 2021/22, there is a net deterioration in 
the budget position over the following four years of $21bn.

The public debt outlook

Gross debt for June 2022 came in at $895bn, 39.0% of GDP. 
That was about $11bn lower than in PEFO. This reduction is 
smaller than the improvement in the fiscal position as the AOFM 
maintained a smooth rate of bond issuance largely in line with 
Budget estimates. As a result, the AOFM has effectively pre-
funded some of the 2022/23 financing task by accumulating 
cash reserves.
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Table: Expenses, impact of the BIG FIVE
'21/22 '22/23 '23/24 '24/25 ‘25/26 Average

March Budget

Total expenses 639,569 628,469 643,833 665,369 686,839
–1.7 2.4 3.3 3.2 3.0 3yrs from 23/24

Defence 35,882 38,268 39,672 41,661 44,544
6.6 3.7 5.0 6.9 5.6 4 yrs

Interest payments 14,899 15,074 16,895 17,961 22,390
1.2 12.1 6.3 24.7 11.1 4 yrs

Hospitals 25,013 27,333 28,717 30,659 32,653
9.3 5.1 6.8 6.5 6.9 4 yrs

Aged care 24,551 27,770 30,083 31,432 33,010
13.1 8.3 4.5 5.0 7.7 4 yrs

NDIS 30,773 35,756 39,444 42,857 46,083
16.2 10.3 8.7 7.5 10.7 4 yrs

The BIG FIVE 131,118 144,201 154,811 164,570 178,680
10.0 7.4 6.3 8.6 8.1 4 yrs

Rest 508,451 484,268 489,022 500,799 508,159
–4.8 1.0 2.4 1.5 1.6 3yrs from 23/24

Source: budget papers, Westpac Economics

18 October 2022

Gross debt on our numbers climbs to around $1,176bn in June 
2026, 44.3% of GDP. In dollar terms, that is $7bn higher than 
the PEFO projection (although, as a share of the economy it is a 
little lower, by 0.4%).

While our calculations point to a net $27bn improvement in the 
underlying cash deficit relative to PEFO, that is more than offset 
by the $34bn impact on the headline budget balance from 
Labor’s election policies (as discussed above). These specific 
election promises - which are taken “off balance sheet” and do 
affect the underlying cash budget balance - still have funding 
requirements, with impacts on the headline cash budget 
balance and on public gross debt.

Net debt is considerably lower than gross debt. As at June 
2022, net debt was $515.6bn, at a relatively modest 22.5% 
of GDP. That June 2022 outcome was well below the PEFO 
forecast of $631.5bn, 27.6% of GDP. 

Net debt is measured by market value (whereas gross debt 
is measured by face value). The market price of bonds on 
issue fell substantially as yields rose. In addition, there was an 
accumulation of cash reserves. Together, these factors explained 
the larger surprise on net debt relative to that for the budget.

Bill Evans, Chief Economist                                                  
Andrew Hanlan, Senior Economist
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