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Balance: +$22.1hn, +0.9% of GDP.
Surprise: $17.9bn ahove official forecast.

Budget overview 9 . 0
The Final Budget Outcome (FBO) for the 2022/23 Federal budget Federal b“dget’ 22I23° "‘322.'")“, °°9A' Of GDP
has been released.
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As anticipated, the surplus for the 2022/23 financial year proved to 5.0 50
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$4.2bn May forecast. The more favourable outcome reflected the
combination of higher revenue and lower outlays. -2.5 1 r-25
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Outlays undershot the May Budget forecast by $4.0bn. The FBO 5.0 1 =50
report stating that this: “is largely driven by lower demand for some 75 mm$bn (rhs) —% of GDP (lhs L -75
programs and reflects delays in some payments, due to ongoing
market capacity constraints. Payments for a number of affected -10.0 | - -100
programs are expected to occur, instead, in 2023-24 and beyond”. {5 | Sourees: Budget papors, ABS, Wesipao Economics ‘ ‘ -$13‘4.2bn 125
Revenue collections were $13.9bn above expectations, almost 1980/81  1988/89  1996/97  2004/05  2012/13  2020/21
entirely because of a $12.7bn upside on company taxes. This was
primarily driven by higher collections from the resources sector,
which benefited from sustained elevated commodity prices. .
Federal Budget: receipts and payments

Budget to potentially remain in surplus in 2023/24
The Government’s 2023 May Budget forecast that the budget % GDP % GDP
position would revert to deficit in 2023/24. 32 2 32
However, as we (Bill Evans and Andrew Hanlan) discussed in our 30 4 —Receipts —Payments + 30
“Federal Budget in Focus” article, of August 4, the budget will
potentially remain in surplus in 2023/24 - on current government 28 - (F;f:’e’";i";fz) ;5_:;9 r 28
policies. \
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The 2022/23 outcome of $22.1bn met our expectations for $22bn. ﬁ ==
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We estimated, that based on Westpac Economic forecasts, the
surplus would narrow to $11bn in 2023/24, representing a $25bn 22 F22
upside surprise on the May Budget forecast of -$13.9bn. 20 Sources: budget papers, Westpac Economics 2
On our figuring, the budget slips into deficit in 2024/25, to the tune 1980/81 1990/91 2000/01 2010/11 2020721
of $16bn, representing a $19bn improvement on the May Budget
forecast of -$35.1bn.
Over the three years 2022/23 to 2024/24, the budget position Australian public debt
improves by $62bn relative to the government’s May profile.
The key factor driving this more positive outlook is the inclusion of 50 ./ of GDP Fedsral Government % of GDP
more constructive commodity price forecasts. The Federal Budget
approach on commodity prices is overly cautious - factoring in 40 - L 40
“target prices” for key commodities which are on the low side. —Gross debt —Net debt
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See the article from August Australian Federal Budget, in focus.
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Budget in surplus for the first time in 15 years
The budget was last in surplus in 2007/08, at the end of the mining 10 - r 10
boom and prior to the GFC.
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In 2007/08, the surplus was 1.7% of GDP ($17.2bn), while the surplus Sources: budget papers, ABS, Westpac Economics
for 2022/23 was about half that, at 0.9% of GDP. -10 | |
1980/81 1990/91
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2000/01 2010/11 2020/21
Peaks in the budget surplus in previous cycles were: 1999/00, 2.0%;
1988/89 and 1989/90, 1.5% of GDP; and 1970/71, 2.2% of GDP.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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Revenue share, climbs to 3rd highest on record
While revenue collections came in above expectations it was
associated with a downside surprise on nominal GDP.

Nominal GDP growth for 2022/23 was 9.7%, a little below the 10.25%
May Budget forecast - with the terms of trade lower than expected
as commodity prices eased somewhat.

Taken together, the revenue share of GDP was higher than the 25.0%
expected, coming in at a very elevated 25.7% and up from 25.3% the
year prior.

The revenue share of GDP in 2022/23 is the 3rd highest on record
(for the past half century, dating back to 1970/71).

The peak revenue share was in 1986/87 (26.1% of GDP), followed by
2000/01 (25.9%). The 2022/23 result matches that in 1987/88.

Non-taxation receipts represented 1.9% of GDP in 2022/23,
matching that in 2018/19, prior to the pandemic.

Taxation receipts represented 23.8% of GDP in 2022/23. That is
below the mining boom peak of 24.2% in both 2004/05 and in
2005/06. During the period 2000/01 to 2005/06, the share was at
or above 23.9% in 5 of the 6 years.

Outside of the six year period, 2000/01 to 2005/06, the taxation
receipt share of GDP, at 23.8% in 2022/23, is higher than at any
other time in the past half century.

Budget position - recovers from covid shock

It is worth highlighting that Australia’s budget position has
recovered from the covid shock. That the budget impacts from the
pandemic have proven to be relatively temporary is a significant
result.

The budget was in balance prior to the pandemic, with an outcome
for 2018/19 of -$0.7bn, representing 0.0% of GDP.

Budget deficits were recorded for the following three years, to the
tune of -4.3% of GDP, -6.4% of GDP and -1.4% of GDP.

Outlays as a share of the economy at 24.8% of GDP for 2022/23 is
broadly in line with that for 2018/19, at 24.6%.

Revenue at 25.7% of GDP for 2022/23 is above that in 2018/19, at
24.9%. A record high for the terms of trade and a record high for the
employment to population ratio have propelled revenue collections
to current elevated levels.

Net debt shrinks, returning to pre-covid level
Australia’s net debt position is at manageable levels, with a material
downside surprise for 2022/23.

At the end of 2022/23, net debt was $491bn, some $57.6bn lower
than the May forecast.

Net debt is measured by the market value of Australian Government
securities on issue and includes selected financial assets.
(By contrast, gross debt is measured by face value.)

As a share of the economy, net debt represents 19.4% of GDP - the
May Budget forecast was 21.6%. This extends the improvement of
recent years - with the ratio down from the covid related peak in
2020/21, of 28.5%, and moderating from 22.3% in 2021/22.

Net debt to GDP at 19.4% is back in line with the level pre-pandemic,
at 19.2% of GDP in 2018/19.

The net interest burden is the lowest in a decade, at 0.5% of GDP
in 2022/23, matching that in 2012/13 and below that pre-covid, at
0.8% of GDP in 2018/19. (Net interest payments being the difference
between interest paid and interest receipts).

For the net debt to GDP ratio to be back at the pre-covid level is
a remarkable outcome given the extent of the shock. That has net
debt levels at manageable levels and provides Australia with the
fiscal flexibility to respond to future shocks.

Gross debt, some pre-funding of 2023/24 requirements

Gross debt at the end of 2022/23 was $889.8bn, some $2.8bn above
the May forecast. That represents 35.2% of GDP, moderating from
38.8% the year prior and down from the 2020/21 peak of 39.3%.

Regarding gross debt, the FBO report states that: “while there has
been a significant improvement in the underlying cash balance,
the gross debt outcome is broadly in line with the estimate in the
Budget”.

“This reflects the Australian Office of Financial Management’s
(AOFM) decision not to deviate from the issuance guidance
provided to the market following the Budget for the remainder of
2022-23. The combination of the improved underlying cash balance
and AOFM’s adherence to announced issuance plans effectively
pre-funds some of the Government’s financing requirement for
2023-24".

Interest paid as a share of the economy edged lower, from 0.8% in

2021/22 to 0.7% for 2022/23. That is the lowest share in 11 years,
since 2011/12.

Andrew Hanlan, Senior Economist, ph (61-2) 8254 9337

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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ences to the “Westpac Group” are to Westpac and its subsidiaries and includes the directors, employees and representatives of West-
pac and its subsidiaries.

Disclaimer

This information has been prepared by the Westpac Institutional Bank and is intended for information purposes only. It is not intend-
ed to reflect any recommendation or financial advice and investment decisions should not be based on it. This information does not
constitute an offer, a solicitation of an offer, or an inducement to subscribe for, purchase or sell any financial instrument or to enter into
a legally binding contract. To the extent that this information contains any general advice, it has been prepared without taking into
account your objectives, financial situation or needs and before acting on it you should consider the appropriateness of the advice.
Certain types of transactions, including those involving futures, options and high yield securities give rise to substantial risk and are not
suitable for all investors. We recommend that you seek your own independent legal or financial advice before proceeding with any in-
vestment decision. This information may contain material provided by third parties. While such material is published with the necessary
permission none of Westpac or its related entities accepts any responsibility for the accuracy or completeness of any such material.
Although we have made every effort to ensure this information is free from error, none of Westpac or its related entities warrants the
accuracy, adequacy or completeness of this information, or otherwise endorses it in any way. Except where contrary to law, Westpac
Group intend by this notice to exclude liability for this information. This information is subject to change without notice and none of
Westpac or its related entities is under any obligation to update this information or correct any inaccuracy which may become apparent
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at a later date. This information may contain or incorporate by reference forward-looking statements. The words “believe”, “anticipate”,
“expect”, “intend”, “plan”, “predict”, “continue”, “assume”, “positioned”, “may”, “will”, “should”, “shall”, “risk” and other similar expres-
sions that are predictions of or indicate future events and future trends identify forward-looking statements. These forward-looking
statements include all matters that are not historical facts. Past performance is not a reliable indicator of future performance, nor are
forecasts of future performance. Whilst every effort has been taken to ensure that the assumptions on which any forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The ultimate

outcomes may differ substantially from any forecasts.

Conflicts of Interest: In the normal course of offering banking products and services to its clients, the Westpac Group may act in several
capacities (including issuer, market maker, underwriter, distributor, swap counterparty and calculation agent) simultaneously with re-
spect to a financial instrument, giving rise to potential conflicts of interest which may impact the performance of a financial instrument.
The Westpac Group may at any time transact or hold a position (including hedging and trading positions) for its own account or the
account of a client in any financial instrument which may impact the performance of that financial instrument.

Author(s) disclaimer and declaration: The author(s) confirms that no part of his/her compensation was, is, or will be, directly or indi-
rectly, related to any views or (if applicable) recommendations expressed in this material. The author(s) also confirms that this material
accurately reflects his/her personal views about the financial products, companies or issuers (if applicable) and is based on sources
reasonably believed to be reliable and accurate.

Additional country disclosures
Australia: Westpac holds an Australian Financial Services Licence (No. 233714).
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product. WNZL is not an authorised deposit-taking institution for the purposes of Australian prudential standards. The current disclosure
statements for the New Zealand branch of Westpac and WNZL can be obtained at the internet address www.westpac.co.nz.

Singapore: This material has been prepared and issued for distribution in Singapore to institutional investors, accredited investors and
expert investors (as defined in the applicable Singapore laws and regulations) only. Recipients of this material in Singapore should con-
tact Westpac Singapore Branch in respect of any matters arising from, or in connection with, this material. Westpac Singapore Branch
holds a wholesale banking licence and is subject to supervision by the Monetary Authority of Singapore.

U.S.: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the Comptroller of the
Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as a Swap Dealer, but is neither
registered as, or affiliated with, a Futures Commission Merchant registered with the US CFTC. The services and products referenced
above are not insured by the Federal Deposit Insurance Corporation (“FDIC”). Westpac Capital Markets, LLC (‘WCM?’), a wholly-owned
subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (‘the Exchange Act’) and member
of the Financial Industry Regulatory Authority (‘FINRA"). This communication is provided for distribution to U.S. institutional investors

in reliance on the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not subject to all of the independ-
ence and disclosure standards applicable to debt research reports prepared for retail investors in the United States. WCM is the U.S. dis-
tributor of this communication and accepts responsibility for the contents of this communication. Transactions by U.S. customers of any
securities referenced herein should be effected through WCM. All disclaimers set out with respect to Westpac apply equally to WCM. If
you would like to speak to someone regarding any security mentioned herein, please contact WCM on +1 212 389 1269. Investing in any
non-U.S. securities or related financial instruments mentioned in this communication may present certain risks. The securities of non-
U.S. issuers may not be registered with, or be subject to the regulations of, the SEC in the United States. Information on such non-U.S.
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Disclaimer continued overleaf
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Disclaimer continued

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or associat-
ed person of WCM or any other U.S. broker-dealer under the rules of FINRA, any other U.S. self-regulatory organisation, or the laws, rules or
regulations of any State. Unless otherwise specifically stated, the views expressed herein are solely those of the author and may differ from the
information, views or analysis expressed by Westpac and/or its affiliates.

UK: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is subject to regu-
lation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services Register number: 124586). The London
branch of Westpac is registered at Companies House as a branch established in the United Kingdom (Branch No. BROOO106). Details about the
extent of the regulation of Westpac’s London branch by the PRA are available from us on request.

This communication is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or
use would be contrary to local law or regulation. This communication is not being made to or distributed to, and must not be passed on to, the
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not act or rely on this communication or any of its contents. In the same way, the information contained in this communication is intended for
“eligible counterparties” and “professional clients” as defined by the rules of the Financial Conduct Authority and is not intended for “retail cli-
ents”. Westpac expressly prohibits you from passing on the information in this communication to any third party.

This communication contains general commentary, research, and market colour. The communication does not constitute investment advice. The
material may contain an ‘investment recommendation’ and/or ‘information recommending or suggesting an investment’, both as defined in Reg-
ulation (EU) No 596/2014 as applicable in the United Kingdom (“UK MAR”). In accordance with the relevant provisions of UK MAR, reasonable
care has been taken to ensure that the material has been objectively presented and that interests or conflicts of interest concerning the financial
instruments to which that information relates have been disclosed.
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