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Lucky streak hides highest payments to GDP in almost 40 years

Pat Bustamante Senior Economist

The Federal budget recorded a cash deficit of $10bn (or
0.4% of nominal GDP) in the 2025FY, around $17.5bn better
than expected back in March. This follows two consecutive
surpluses of $22.1bn and $15.8bn in the in the 2023FY and
2024FY, respectively.

The small deficit comes even as expenses increased 8.0% in
the 2025FY to 26.2% of nominal GDP — the highest payments
to GDP ratio in almost 40 years (or since the 1987FY) outside
of the pandemic.

Windfalls from higher-than-expected commodity prices

and the still-resilient domestic labour market continue to
offset much of this increase in spending, which has grown
almost 16% over the past two fiscal years (in the 2024FY and
2025FY) coming out of the pandemic.
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The detail

The 2024-2025 Final Budget Outcome (FBO) showed that
receipts came in $13bn higher than expected back in March,
mainly driven by:

e Higher commodity prices and a larger nominal economy,
which delivered a windfall of $5.3bn in company taxes;

» A more resilient labour market, which delivered a $3.4bn
increase in personal income taxes; and

* Higher super contributions and earnings, which delivered a
$2.9bn windfall in super taxes.

On the other side of the ledger, payments were $4.6bn lower
than expected in March with around $3.1bn due to lower than
expected payments to the states under several partnership
arrangements. As states meet milestones specified in these
partnership arrangements, which cover a range of policy areas
from housing to infrastructure, we expect these payments will
flow out the door in the 2026FY.

In addition, the fall in global and domestic yields since March,
coupled with lower government debt levels, reduced interest
repayments by around $1.2bn in the 2025FY.

Will this continue?

Some of the upside recorded in the 2024-2025 FBO will likely
carry forward across the forecast period.

It's well-known that Treasury adopts conservative commodity
price assumptions when forecasting, particularly for iron

ore. Using Westpac Economics’ commodity price forecasts
(troughing at USD83/t in September quarter 2026), as
opposed to the assumptions used by the Treasury (falling

to USD60/t by end-June), we estimate that total upgrades

to company tax receipts could be around $40bn over the

next five years. The revenue upgrade would be even larger

if Westpac’s own iron ore price forecasts end up being too
conservative, as they were over the past 12 months.

Commodity price assumptions*

Dec-25 Jun-26 Dec-26 Jun-27 Dec-27

Iron ore (US$/tonne)

Westpac Economics 95 86 83 84 86
2025-26 Budget 69 60 60 60 60
Metallurgical coal (US$/tonne)

Westpac Economics 182 179 178 180 182
2025-26 Budget 158 140 140 140 140
Thermal coal (US$/tonne)

Westpac Economics 110 109 111 112 114
2025-26 Budget 87 70 70 70 70
LNG (US$/mmBtu)

Westpac Economics 11.7 9.8 9.8 9.8 9.8
2025-26 Budget 10.9 10.0 10.0 10.0 10.0

*All prices are in free-on-board (FOB) terms. Treasury assumes prices decline from
elevated levels over four quarters - prices beyond the March quarter 2026 are implied.

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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Lower global and domestic yields, coupled with lower
government debt levels, should also continue to provide the
budget with a near term windfall amounting to around $3.7bn
over the next five years. The windfall occurred because the
Australian government yield curve shifted lower since the
March budget, with the 10-year bond yield around 25 basis
points lower. While our forecasts are for yields to drift back
up towards the 4% mark over coming years, interest costs will
remain below the March budget forecast while yields remain
below this level.
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Despite this, we expect the Federal budget will remain in the
red over the next decade.

Bottom line estimate*

Is the Federal government supporting economic
activity?

What matters for growth in aggregate demand and
economic activity is the change in the fiscal position. The
Federal budget has gone from a cash surplus of 0.6% of
GDP in the 2024FY to a deficit of 0.4% of GDP in the 2025FY
— providing an impulse of around 1% of GDP in the 2025FY.

In addition, the headline cash balance, which includes off
budget spending and therefore more accurately captures
the Government'’s fiscal impulse, has gone from a surplus
of 0.5% of GDP in the 2024FY to a deficit of 0.8% of GDP
in the 2025FY - an impulse of around 1.3% of GDP. This is
consistent with our expectations (see here) and remains
sizeable compared to history.

2025-26 2026-27 2027-28 2028-29 2029-30*

2025-26 Budget - underlying cash balance -42.1 -35.7 -37.2
Upgrade to company tax collections 7 7.1 7.3
Lower interest repayments 0.9 0.8 0.8
Expected underlying cash balance -34.3 -27.8 -29.1
% of GDP -1.2 -0.9 -0.9

-36.9 -385
8.8 10.2
0.7 0.6

-27.4 -27.7

-0.8 -0.8

*From the medium-term projections in the 2025-26 Budget

What about off budget spending?

Off budget spending, which effectively captures Government
spending through third parties like Housing Australia and the
CEFC, increased to $11.8bn (or 0.4% of nominal GDP) in the
2025FY from $1.8bn in the 2024FY.

The 2025FY outcome was $7.3bn less than expected back
in the March budget. The undershoot was in part driven by a
lower amount of capital flowing to the CEFC (around $1bn)
and Housing Australia (also around $1bn). This suggest that
government support for the energy transition and to address

Australia’s housing supply challenges could be running behind

schedule.

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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