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Comprehensive coverage and key impacts.

Key points The big numbers

« The budget forecasts a deficit in 2024-25 of BUDGET SWINGS INTO DEFICIT

$27.6bn (1% of GDP), a $0.7bn deterioration 2024-25 WITH MORE TO COME.
compared with MYEFO projections in

December. This marks a notable turnaround

from a $15.8 billion surplus recorded in _9C. (_1 NO,
2023-24 with deficits projected to continue 2024-25: (-1.0% GDP)

over the forward estimate horizon. The deficit
is expected to widen to $42.1bn (1.5% of — 7 bn
GDP) in 2025-26. o

. Most of the changes to the budget profile are

the result of policy decisions with $34.9bn 2025-26: (-1.5% GDP)
in net new measures since MYEFO. Many

of these have a flavour of cost-of-living
support, including extended electricity — n
rebates, increased Medicare funding and ®
: N NET IMPACT OF POLICY CHANGES:
. The budget continues to face significant

small tax cuts.

structural challenges with strong growth in

expenditure on programs such as the NDIS, n
aged care and defence. Off-budget items are [

also much higher than in the past, adding to
the government’s funding task.

« The dominant risk has shifted from the
inflation trajectory to the potential impact
from global trade disturbances.

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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THE FULL WRAP

Budget 2025-26

Westpac Group Economics

Budget swings to deficit with more to come

The budget forecasts a deficit in 2024-25 of $27.6bn (1%

of GDP), a $0.7bn deterioration compared with MYEFO
projections in December. This marks a notable turnaround
from a $15.8 billion surplus recorded in 2023-24 with deficits
projected to continue over the forward estimate horizon. The
deficit is expected to widen to $42.1bn (1.5% of GDP) in 2025-
26 as growth in expenses outpaces revenue gains. At 27% of
GDP, expenditures are set to be well above the 10yr average
of 26% , with the ratio remaining above average throughout
the forecast period. Beyond year one, the underlying deficit

as a share of GDP is set to narrow slightly but remain above
1.1% through to 2028-29. Nonetheless, outside of this year,
the budget’s underlying cash balance projections represent a
modest improvement compared to MYEFO of around 0.1ppts of
GDP or an estimated cumulative $1.6bn.

Revenue windfalls to fall hack sharply

Parameter and other variations once again helped the budget
bottom line, reducing the underlying cash deficit by $36.4bn
over the five years to 2028-29. However, in contrast to recent
years, much of the improvement in parameter variations is due
to lower payments. Lower unemployment and lower interest
rates on government debt are set to reduce payments by
$28bn. Upgrades to receipts due to stronger national income
on the back of higher than projected commodity prices and
labour income added a further $8.4bn. However, the bulk of
this is in the first three years of the forward estimates and in
subsequent years revenues are set to be lower than at MYEFO.

New policy drives most of the changed profile
Most of the changes to the budget profile are the result

of policy decisions. The net impact of government policy
decisions since MYEFO projection reduces the budget balance
by a total of $34.9bn with new policies more than offsetting
savings and revenue measures over the forward estimates.

A swathe of new policies have been announced in the lead up
to the election, including further cost of living relief measures
such as an extension of the electricity rebate and a modest
tax cut to the bottom tax rate (Table 1). Many of the more
specific measures, including increased funding of Medicare to
encourage bulk-billing, lowering the cost and expanding the
scope of the PBS, and even the freeze on excise for draught
beer, have a flavour of cost—of-living support. Of these new
policy measures, $8.3bn were previously provisioned for

Significant policy announcements since MYEFO have been
‘off budget’, such as the Federal government’s portion of the
Whyalla Steelworks bailout. These are not counted in the
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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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THE FULL WRAP

underlying cash balance but are included in the headline fiscal
balance and still add to gross debt. Treasury projections have
off-budget items continuing to rise from record levels before
gradually unwinding but remaining elevated in outer years.

Debt and structural spending issues

Gross debt is expected to be lower than the MYEFO profile
over the forward estimates. This reflects the smaller deficit
in the near term and lower yields on government debt, which
impact interest payments for new debt issuance in the future.
Similarly, net debt has improved vs MYEFO. Both gross and
net debt as a share of GDP are expected to worsen over

the entire forward estimates to 2028-29. While still low
compared to international peers, gross debt is set to rise from
33.9% in 2023-24 to a peak of 37.0% in 2029-30 before
gradually easing back to per—COVID levels by 2035.

The government is projecting the structural budget deficit —
the position excluding temporary factors — to hover at around
1.0% of GDP until mid—2029 before improving to be balanced
by the end of 2035-36. Programs such as the NDIS, aged care
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counter—cyclical measures to help absorb future shocks, as
it did during the GFC and COVID. This comes at a time when
growing geopolitical uncertainty, increasing trade tensions,
more frequent weather events and ongoing technological
change may mean shocks are more frequent. >
Table 1: Key Fiscal Aggregates

2023-24(a) 2024-25 2025-26 2026-27 2027-28 2028-29
Underlying cash balance*, Sbn 15.8 -27.6 -42.1 -35.7 -37.2 -36.9
% of GDP 0.6 -1.0 -15 -1.2 -1.2 -1.1
Receipts, % GDP 25.8 25.3 25.5 25.6 25.3 25.3
Expenses, % GDP 25.2 26.2 27.0 26.8 26.5 26.4
Headline cash balance, Sbn 14.0 -46.7 -65.2 -58.5 -57.2 -55.9
% of GDP 0.5 -1.7 2.3 -2.0 -1.8 -1.7
Net debt, $bn 491.5 556.0 620.3 676.3 714.1 768.2
% of GDP 18.4 19.9 215 22.6 22.7 231
Gross debt, Sbn 906.9 940.0 1022.0 1092.0 1161.0 1223.0
% of GDP 33.9 33.7 3515 36.5 36.9 36.8

* Underlying cash balance = Revenue less Expenses. Sources: ABS, Budget papers, Westpac Economics

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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KEY POLICY INITIATIVES

Tahle 2: Major policy initiatives in Budget 2025-26

AUDbn

2025/26 5 Years*

Description

Spending Measures — Expenses

Around 95% of this spending is allocated to expanding bulk billing incentives. From
1 November 2025, bulk billing will broaden to cover all Australians resulting in an

SEgnS e Miselez1s L5 S additional 15 million individuals becoming eligible. Practices will receive an additional
12.5% loading payment when they bulk bill all patients.
Progressing the government’'s $120bn 10-year infrastructure investment pipeline, this
Infrastructure Investment 0.1 18 budget allocates $17.1bn to road and rail infrastructure projects. This includes $7.2bn for
safety upgrades on the Bruce Highway.
Women'’s health is of key focus here with new oral contraceptives, treatments for
PBS New And Amended Listings 0.3 18 endometriosis and menopause (among others) being listed on the PBS. The receipt
impacts are not published due to commercial sensitivities.
Starting 1 January 2026, the maximum cost of medicines on the PBS will be lowered from
Even Cheaper Medicines 0.1 0.7 $31.60 to $25.00 and remain frozen at $7.70 for pensioners. Figures are net of related
receipts.
With default electricity prices set to increase by between 2%2 and 9%, the government
Energy Bill Relief — Extension 1.8 18 is extending its energy bill relief to the end of the year, with every household and one
million small businesses to receive two additional $75 payments.
The Federal government’s contribution to state-run hospitals will reach a record $33.9bn
National Health Reform Agreement 1.8 18 in 2025-26. This includes a one—off $1.8bn funding boost to public hospitals and health
services and $32.2bn as part of the National Health Reform Agreement.
On top of an already committed $4.8bn, the government has allocated a further $0.4bn
Building Australia’s Future — Schools N/A 0.4 toward the “Better and Fairer Schools Agreement” aimed at improving outcomes in public
schools.
Not Yet Announced 0.3 15 Detail to be announced during the election campaign.
Savings Measures — Expenses
. Additional savings in outer years (2028-29) by reducing spending on consultants,
SRV elin 2 men [Lelamlr e 27/ contractors and labour hire. Since 2022-23, this will bring total savings to $4.7bn.
Spending Measures — Revenues
The tax rate for the $18,201 to $45,000 band will be reduced from 16% to 15% from 1
Personal Income Tax Cuts 0.0 17.1 July 2026, with a further step—down to 14% on 1 July 2027. Together with Stage 3, this
culminates to an average tax cut of around $50/week in 2027-28.
B . Providing further cost-of-living relief by increasing the Medicare levy low—income
Personal Income Tax — Medicare Levy 02 06 threshold for singles, families, seniors and pensioners by 4.7% from 1 July 2024.
Saving Measures — Revenues
. . Allocating more money to the ATO to extend and expand tax compliance activities, which
S TEgnEing s iEe sy ey 13 in turn is expected to deliver a net $1.8bn increase in revenues over the forecast horizon.
Not Yet Announced 0.1 0.5 Detail to be announced during the election campaign.
Net To.tal Change in Spending +7.2 +34.8
(including other)
Memo: Off-Budget Spending
Forgiving $16bn of outstanding student loan debt (a 20% reduction) before indexation
Student Debt Forgiveness 16 is applied on 1 June 2025. This government also plans to raise the minimum income

* Includes 2024-25 through to 2028-29.

threshold above which repayments are required and reduce repayment rates.

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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BUSINESS & INDUSTRY

SMEs the clear winners

Among the swathe of new policy measures included in

this year’s Budget households, particularly lower income
households, and SMEs were clear winners. The government
also remained focused on renewable and clean energy as
part of the Future Made in Australia (FMIA) initiative. Defence
spending has been brought forward, but no new spending in
this area was announced.

While not directly targeted for measures, retailers will benefit
from the support to consumers, and those in the manufacturing
space will benefit from the FMIA and defence spending.

The Budget however may not have met all expectations and
hopes. Notably, we note no new measures for the agriculture
sector were included this year, with several initiatives already
in place.

Consumers

e Reduce low income tax rate to 14% over two years from 1
July 2026.

e Six—month extension of electricity rebate, at $150 for
households and eligible SMEs.

e Increase in Medicare levy threshold.

e Cap on cost of medicines under the Pharmaceutical Benefit
Scheme to $25.00 down from $31.60 and a freeze for
pensioners at $7.70.

e A 20% haircut on student debt.

As per last year, cost of living relief was a priority. The
electricity rebate was extended for households and SMEs for
six months while the Government also unexpectedly cut the
low—income tax rate from mid—-2026 over two years. Measures
to strength Medicare and a cap on the cost of medicine will also
support those households that have struggled with the sharp
increase in living costs over recent years and also boost incomes
of sole traders. This in turn should provide some support for
firmer household spending this year and in turn retailers.

MR-
Change in Employment
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e Six—month extension of the electricity rebate.

e $12mn over four years will be provided support and protect
small businesses, including through strengthening ACCC'’s
regulatory oversight of the Franchising Code of Conduct.

e $20mn provided in 2025-26 for initiatives to encourage
consumers to buy Australian—made products.

e $56.7mn in Energy Efficiency Grants.

e Pause in indexation of the excise on draught beer and excise
equivalent customs duty rates.

e Digital and Cyber support.

Notably absent is an extension of the instant asset write—off
tax benefit which will end as planned in July. The tax break
allowed businesses to claim an immediate $20,000 deduction
from their taxes and this is set to fall back to $1,000.

Renewahles/Clean energy/Climate

e S2bnincrease in the capital allocation to the Clean Energy
Finance Corporation.

e $2bn for Green Aluminium Production Credits for aluminium
smelters transitioning to renewable energy.

e S1bn Green Iron Investment Fund for the development of a
new industry.

e $262mn to ensure 30% of Australia’s landmass is a
protected conservation area by 2030.

Focus on assisting the energy transition as well as stimulate
investment in clean met-al production.

Health and aged care

e $8.4bn over five years to strengthen Medicare including
$7.9bn to expand eligibility for bulk billing incentives to all
Australians.

e $1.8bn for new and amended listings on the Pharmaceutical
Benefits Scheme.

Increase in aged care nurses wages and funding for Home
Care Packages programme.

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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BUSINESS & INDUSTRY

Education

e $0.4bn over the next four years for at least 3 days of
subsidised childcare (not means tested).

e $0.4bn over the next five years ($7.6bn over the next
decade) as part of the Better and Fairer Schools Agreement.

e $2.5bn will be provided over eleven years from 2024-25 for
investments in a new higher education funding system.

e Making permanent 100,000 free TAFE places per year from
1 January 2027.

Agriculture
e $3.5mn for a National Food Security Strategy.
e $6.8mn for international engagement and market access.

e $20mn for a Buy Australian campaign to encourage
consumer to purchase Australian produced food and goods.

e $130mn in secured loans to keep Rex Airlines operational
during its extended voluntary administration to 30 June
2025.

All measures noted are being met from existing resourcing so
there was no additional allocation for agriculture in the 2025
budget.

Construction

e $800mn to improve accessibility of the Help to Buy
program by lifting property price and income caps. The
scheme helps first-home.

e $54mn over the five years to 2028-29 to accelerate the
uptake of modern methods of construction to improve home
building rates and address the rapid increase in housing
construction costs.

e Housing Construction Apprenticeship stream and extension
of the Priority Hiring Incentive program for six months.

The government will also ban foreign buyers from purchasing
existing dwellings for two years from 1 April 2025, with some
limited exemptions. This restriction will lower government
revenue by $80mn over the four years to 2028-29. With

the construction industry facing skilled labour shortage, the
government has also established the Housing Construction
Apprenticeship stream, as part of a wider apprenticeship
program, to boost housing construction trades. The Priority
Hiring Incentive has also been extended for an additional six
months to the end of the year.

New dwelling inflation and input costs

150Index Index 150
—PPI home building construction cost
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1104 r110
100 100
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Source: ABS, Macrobond, Westpac Economics

Defence

o Australia’s spy agencies will receive an extra $45mn over
four years.

e $272mn for Australian—-made radars.
e $650mn for long-range missiles.
e 159mn improving maritime capabilities.

e $262 million to develop the supply chains supporting
AUKUS submarines.

All measures noted are being met from existing resourcing
so there was no addition allocation for defence in the 2025
budget. The Defence Integrated Investment Program is
spending $330bn out to 2033-34 and includes $50.3bn
announced in 2024-25 budget taking defence spending to
2.3% of GDP by 2030s.

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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ECONOMIC OUTLOOK

Growing confidence

Worst has passed

The government is becoming more confident about the
economic outlook. This is despite a slightly weaker starting
point for growth, a more uncertain global backdrop and recent
weather—related disruptions locally. The budget assesses that
Australia has likely achieved a ‘soft landing’, bringing inflation
back down while maintaining relatively low unemployment.
The economy is seen as having ‘turned a corner’ with a solid
growth rebound at the end of 2024 that is expected to see a
gradual lift in 2025-26 to around trend in 2026-27.

Inflation has surprised to the downside and is expected to
reach 2.5%, the mid—point of the RBA’s 2-3% target range,
by mid—2025, six months earlier than Treasury had estimated
in the MYEFO. Inflation is expected to be sustained within the
range, abstracting from a temporary lift in the headline CPI rate
as energy subsidies wind down. This contrasts slightly with
the RBA’s own forecasts, which have ‘trimmed mean’ inflation
holding around 2.7% although these — as the Bank has been
at pains to point out — are conditioned on market pricing that
has a further 75bps in rate cuts. The Treasury forecasts are
conditioned on around 50bps in additional easing.

Wages growth is not seen as a threat to the inflation outlook,
although the wage price index is expected to see slightly
firmer growth of 3.25% in 2025-26, compared to 3% in the
MYEFO, that pace continuing in 2026-27.

Labour market the real hero

The downside surprise on inflation has been accompanied
by markedly better than expected labour market outcomes.
Employment growth is now expected to come in at 2%% in
2024-25, a full percentage point higher than MYEFO. The
unemployment rate is now expected to level out at 4.25%,
Yappt below the MYEFO forecasts. The participation rate is
also seen holding Y%2ppt higher across the whole forecast
period, in part reflecting tax and childcare policy measures
that are expected to incentivise work.

We are a little more wary about the near term profile for
participation with the latest labour force update suggesting
retirement outflows may see this settle a little lower.
Nevertheless, the upgraded profile is a welcome improvement
for the government’s fiscal forecasts. Notably, the profile for
employment growth looks to be very similar to the slowing in
population growth — both tracking towards 1%%yr in 2026-27.

Real household disposable income growth is expected to
average just under 3%yr a year over the three years to 2026—
27 with tax cuts providing about a 1ppt boost to 2026-27 and
2027-28. That in turn is expected to generate a gradual liftin
consumption growth, from %%yr in 2024-25 to 2%% in 2025-
26 and 2026-27. This is a slightly quicker recovery profile than
in our forecasts but justifiable given the tax cuts now slated
for the out—years.
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ECONOMIC OUTLOOK

Gradual growth recovery

Real GDP growth is expected to lift from 1.5% in 2024-25 to
2Y%%yr in 2025-26 and 2%2%yr in 2026-27. This is broadly in
line with the MYEFO forecasts but with the near term %ppt
softer and year one %ppt firmer. Household consumption is the
main driver. Across other components, dwelling investment

is expected to track a firmer pace, growth lifting to 1.5% in
2024-25, 5.5% in 2025-26 and a robust 7.5% in 2026-27.
However, business investment is expected to track a milder
1.5% pace, having risen strongly over the last two years. A lift
in non—mining investment is expected to be partially offset by
a moderation in mining investment growth. While we expect

a variety of factors to drive somewhat firmer investment
growth, there are clear downside risks stemming from the more
unsettled backdrop, particularly around global trade.

Public demand is expected to track more firmly than in the
MYEFO with a more gradual slowing from a stronger starting
point, averaging 4% in 2024-25 and 2025-26, moderating to
2% in 2026-27.

Notably, the government appears to be relatively sanguine
about risks to exports. Volume growth is forecast to run at
2.5% in 2025-26 and 2026-27, a touch firmer than Westpac's
profile. The Budget presents modelled estimates that suggest
even an escalating global tariff war involving 25% tariffs

on durable manufactured goods with retaliation barely dent
Australian GDP (by about 0.1ppt a year) and inflation (lifting
by about 0.05ppts). That said, much depends on the modelled
impact on China with indirect effects four times the size of
direct effects of measures. The estimates also exclude the
uncertainty effects on sentiment.

The bottom line profile for nominal GDP contained the main
forecast surprise with a much milder than expected decline

in the terms of trade adding 1ppt to growth in 2024-25. That
is followed by a bigger unwind in 2025-26, the profile based
on materially lower prices for iron ore and coal by end 2026
than our forecasts. The downdraft takes 1ppt off nominal GDP
growth in 2025-26.

Risk shifts from inflation to tariff wars

Overall, while we differ on some of the details, the budget’s
aggregate economic forecasts are broadly in line with
Westpac’s. Growth is slightly stronger in the out-years but
justifiable given tax cuts. The government’s slightly more
optimistic view on the labour market is a bit more debatable
given the very high starting point for participation rates,
questions over the impact of policy incentives and the
potential for more of a mismatch around supply if population
growth comes back more slowly. As noted, we are slightly
more circumspect on dwelling investment growth and more
positive on business investment.

The dominant risk however looks to have shifted from the
inflation trajectory to the extent to which global trade
disturbances may impact, especially via the effects associated
uncertainty may have on confidence.
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ECONOMIC FORECASTS

Table 3: Budget Economic Forecasts

2023-24 2024-25 2025-26 2026-27*
Actual Budget MYEFO Chg. Budget MYEFO Chg. Budget
Household consumption 1.1 0.75 1.00 -0.3 2.25 2.00 0.25 2.25
Dwelling investment -1.4 1.50 1.00 0.5 5.50 5.00 0.50 7.50
Business investment* 6.0 1.00 1.50 -0.5 1.50 2.00 -0.50 1.50
Private final demand* 1.8 1.00 1.00 0.0 2.50 2.25 0.25 2.75
Public final demand* 4.1 5.00 &/5 13 3.00 2.25 0.75 2.00
Inventories, contribution ppts -0.5 0.00 0.00 0.0 0.00 0.00 0.00 0.00
GNE 1.9 2.00 1.75 0.3 2.50 2.25 0.25 2.50
Net exports, contribution ppts -0.4 -0.50 -0.25 -0.3 -0.25 0.00 -0.25 0.00
Exports 3.7 1.00 1.00 0.0 2.50 3.00 -0.50 2.50
Imports 6.5 2.00 2.50 -0.5 4.00 3.50 0.50 2.50
Real GDP 1.4 1.50 1.75 -0.3 2.25 2.25 0.00 2.50
Nominal GDP 4.1 4.25 825 1.0 3.25 3.50 -0.25 4.00
GDP Deflator 2.7 2.75 1.50 1.3 1.00 1.25 -0.25 1.50
Terms of trade =63 -2.50 =505 2.8 -6.00 =505 -0.75 -3.00
Employment (Jun qtr) 2.2 2.75 1.75 1.0 1.00 1.00 0.00 1.25
Unemployment rate (Jun qtr) 4.1 4.25 450 -0.3 4.25 4.50 -0.25 4.25
Participation rate (Jun qtr) 66.8 67.25 66.75 0.5 67.00 66.50 0.50 66.75
CPI (Jun gtr) 38 2.50 2.75 -0.3 3.00 2.75 0.25 2.50
Wage price index (Jun qgtr) 4.1 3.00 3.00 0.0 3.25 3.00 0.25 3.25
Current account, % of GDP -1.3 -1.75 -2.00 0.3 -3.75 -3.25 -0.50 -4.25
Net overseas migration, '000 435.0 335 340 -5 260 255 5 225

* business investment and government spending excluding the effect of private sector purchases of public sector assets.
N2025/26 economic forecasts not provided in the 2023/24 MYEFO

Tahle 4: Westpac’s Economic Forecasts

2024-25 2025-26 2026-27 2024-25 2025-26 2026-27

Private Consumption 0.7 19 2.5 Nominal GDP 3.4 34 3.3
Dwelling Investment 2.4 5.0 6.6 GDP Deflator 2.0 1.1 1.1
Business Investment 11 33 5.2 Terms of Trade -4.1 -2.7 -1.9
Private Final Demand* 1.0 25 34

Public Final Demand 5.0 3.1 2.3 Employment 2.8 0.8 1.4
Inventories (ppts cont'n) -0.2 0.1 0.0 Unemployment Rate 4.1 4.5 4.5
GNE 1.9 2.7 3.1 Participation Rate 67.1 66.6 66.8
Net Exports (ppts cont'n) -0.3 -0.4 -0.9

Exports 11 1.6 1.9 CPI 2.0 3.0 2.7
Imports 2.7 315 5.7 WPI 3.0 3.0 3.2
Real GDP 1.4 2.2 2.2 Current Account (% GDP) -1.9 -2.2 -2.9

* business investment and government spending excluding the effect of private sector purchases of public sector assets.

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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