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The 2026-27 Budget projects smaller deficits over the next four years, and 
ultimately a return to ‘underlying’ surpluses by 2035-36
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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, 2026-27 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 2029-30 

now sum to $151bn, compared with $192bn in last 

December’s MYEFO 

The Budget is now projected to return to ‘underlying’ 

surplus by 2035-36 – an improvement compared with 

the MYEFO forecast of ten years of deficits
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The improvements in the ‘bottom line’ over the five years to 2029-30 are 
mostly due to ‘windfall’ revenue gains, rather than conscious savings
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Drivers of movements in the ‘underlying’ cash 

balance between the December 2025 Mid-Year 

Economic & Fiscal Outlook (MYEFO) and the 

2026-27 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, 2026-27 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook and previous issues. 
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❑ This year’s Budget has benefited from favourable 

‘parameter variations’ – the impact of changes in 

economic and other assumptions – worth a total of 

$36.6 billion over the five years to 2029-30

− of which $41 billion was from upward revisions to 

estimates of revenues (including $14 bn from personal 

income tax, $14 bn from taxes in superannuation funds, 

and $8.2 bn from company tax)

− partly offset by upward revisions to estimates of 

payments totalling $4.5 billion over the five years to 

2029-30

❑ More surprisingly, ‘policy decisions’ improved the 

‘bottom line’ by only $8.2 billion, on net, over the five 

years to 2029-30

− ‘policy decisions’ actually worsen the ‘bottom line’ by 

$14.1 bn over the three years 2025-26 through 2027-28, 

but then improve it by $22.4 bn in the last two years of 

the forward estimates period

− although this is still the first budget cycle in which 

‘policy decisions’ have improved the ‘bottom line’ 
since the Albanese Government was elected in 2022

https://budget.gov.au/content/bp1/download/bp1_bs-3.pdf
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‘Policy decisions’ actually increase spending by $½bn over the five years 
to 2029-30, but raise $8¾bn of additional revenue
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Impact of revenue and expense ‘policy decision’ 

taken between last December’s MYEFO and the 

2026-27 Budget on the ‘underlying’ cash balance

Source: Australian Government, 2026-27 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook and previous issues. 
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❑ Spending ‘policy decisions’ actually increased 

payments by $537 million over the five years to 

2029-30

− ‘policy decisions’ add $13.8 bn to payments over the 

three years 2025-26 through 2027-28

− which are almost, but not completely, offset by savings 

totalling $13.2 billion over the last two years of the 

forward estimates period, of which $11bn are in 2029-30

❑ By contrast, revenue policy decisions improve the 

‘bottom line’ by $8.8 bn over the four years to 2029-

30

− revenue policy decisions worsen the ‘bottom line’ by 

$3.6 bn in 2025-26 (entirely due to the temporary 

halving of fuel excise)

− but then improve the ‘bottom line’ by a total of $12.3 bn 

between 2026-27 and 2029-30

− of which $4.5 bn comes from the introduction of a 

minimum 30% tax rate on discretionary trusts (all of it in 

2029-30), and $3.6 bn from changes to negative 
gearing and capital gains tax (in 2028-29 and 2029-30)

https://budget.gov.au/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-3.pdf
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$58.6 bn in savings measures and tax increases are offset by $58.6 bn in 
new spending and tax cuts
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Major savings measures

Note: Positive (negative) numbers indicate improvement (deterioration) in the ‘bottom line’, ie reductions (increases) in the budget deficit. 

Source: Australian Government, Budget 2026-27 - Resilience and Reform, Appendixes C and D. 

New spending measures
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The Government doesn’t appear to have halted the growth in public 
service staff numbers or salary costs
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Average Australian Public Service staffing levels

Sources: Australian Government, 2026-27 Budget Paper No. 4: Agency Resourcing and 2026-27 Budget Paper No. 1 - Statement 10: Australian Government Budget Financial 

Statements.

Cash payments to employees

Projected average staffing levels (excluding military 

personnel) for 2025-26 are 2% higher than forecast in the 

2025-26 Budget

Cash payments to employees over the four years to 

2028-29 are 6.8% higher than forecast in the 2025-26 

MYEFO
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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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‘Net investment in financial assets for policy 

purposes’ (aka ‘off-budget spending_

Source: Australian Government, 2026-27 Budget Paper No. 1, Statement 3: Fiscal Strategy and Outlook. 

Components of ‘net investments in financial assets 

for policy purposes’

‘Off-budget’ spending is now forecast to total $98 bn over 

the four years to 2028-29 - $4½bn more than predicted last 

December – and $114 bn over the five years to 2029-30
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Because of this extra ‘off-budget’ spending, the headline deficit doesn’t 
improve as much as the ‘underlying’ deficit, but net debt is still lower
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Successive forward estimates of the ‘headline’ cash 

balance

Source: Australian Government, 2026-27 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 

2028-29 are now expected to be $18bn lower than 

forecast last December, the ‘headline’ deficits are lower 

by only $13½bn – and the ‘headline’ deficit for 2026-27 is 

actually $1.4bn higher than previously forecast

Forward estimates of net debt have been revised 

downwards by about $30bn over the next four years, 

and by $44bn for June 2030 
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Australian Government debt as 

a pc of GDP

Interest payments as a pc of total 

receipts
Implied average interest rate 

on Australian Government debt

After two successive surpluses, the Federal budget went back into 
deficit in 2024-25

Sources: Australian Government, 2026-27 Budget Paper No. 1 - Statement 3: Fiscal Strategy and Outlook, and Statement 7: Debt Statement.  

Government debt remains high by historical standards, and interest 
payments are rising, but interest rates on debt are still relatively low
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Tax changes were the biggest feature of the Budget
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❑ ‘Negative gearing’ will be limited to ‘new builds’ from 1 

July 2027

− properties acquired prior to this announcement will be 

‘grandfathered’ (ie will continue to be eligible for negative 

gearing tax concessions)

− investments in other assets (eg shares) will still be able to be 

negatively geared for tax purposes

❑ The 50% capital gains tax discount will be replaced by 

cost-base indexation from 1 July 2027

− this change applies to all assets (not just housing)

− including pre-1985 assets (previously exempt)

− and there will be a minimum 30% tax on net capital gains

− but these changes will only apply to capital gains accruing 

after 1 July 2027

− and investors in new housing will be able to choose 
between the 50% discount and cost base indexation

❑ A 30% minimum tax rate will apply to discretionary trusts 

from 1 July 2028

− beneficiaries will get a credit for tax paid by the trustee

❑ A $10 increase (to $80) in the ‘departure tax’

Tax increases

❑ A ‘Working Australians Tax Offset’ (WATO) of up to 

$250 for income from wages & salaries

− which in effect amounts to an increase in the tax-free 

threshold of almost $1,800 (from 2027-28)

− this is likely to be the vehicle through which any 

future income tax cuts are delivered

❑ A $1,000 ‘instant tax deduction’ (in effect 

replacing claims for work-related expenses, 

without requiring receipts)

− worth an average of $205 per annum

❑ A permanent two-year loss carry-back for 

companies with annual turnover of less than $1 bn

− allowing companies with a tax loss to receive a 
refund of tax paid in prior years

❑ The $20,000 ‘instant asset write-off’ for businesses 

with annual turnover of less than $10 million will be 

made permanent

Tax reductions



Capital gains, by age group, 2022-23
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Taxpayers with capital gains, by age group, 2022-23 Taxpayers with net rental losses, 2022-23 

Net rental losses, by age group, 2022-23

Older Australians have been the major beneficiaries of generous 
negative gearing and capital gains tax concessions 

Source: Australian Taxation Office, Taxation Statistics - Individuals detailed tables, 2022-23, Table 3B.
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Treasury modelling suggests that the tax changes will have a small but 
positive impact on housing affordability and home ownership
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❑ Treasury modelling suggests that  the proposed changes to 

negative gearing and capital gains tax will result in

− house prices rising by ‘around 2% less over a couple of years’ 

than they would otherwise

− around 75,000 more people being able to buy their own home 

over the next decade than otherwise

− around 35,000 fewer new dwellings being completed over the 

next decade than otherwise – because lower house prices are 

assumed to detract from incentives to build

❑ However Treasury modelling also suggests that other 

housing policy measures in the Budget – in particular the 

additional $2bn for housing-related infrastructure projects – 

will support up to 65,000 additional new homes being built

− more than offsetting the purported adverse impact of lower 
housing prices on new builds

❑ This modelling doesn’t appear to make any allowance for 

the impact of retaining negative gearing and CGT discount 

for ‘new builds’ in redirecting investment towards new builds

− and while a slower pace of price increases may discourage 

new builds by investors, it could encourage new builds for 
owner-occupiers
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Source: ABS, Lending indicators, December quarter 2025; Australian Government, 2026-27 Budget Paper No. 1 - Statement 4: Tax Reform for workers, businesses and future 

generations, Box 4.4, pp. 158-159. 
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The Worst Policy Decision of the 21st Century (the WA GST deal) will cost 
the Federal budget $56 bn over the eleven years to 2029-30

14

Additional GST received by Western Australia

Sources: Australian Government, 2024-25 Budget Paper No. 1, Statement 2: Economic Outlook.Sources: Australian Government, 2026-27 Budget Paper No. 3: Federal Financial Relations. 
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❑ The changes to the principles governing the distribution of 

revenue from the GST among the states and territories, 

made by the Morrison Government in 2018 with the 

support of the then Labor Opposition, and extended by the 

Albanese Government in 2024, are now estimated to cost 

the Federal Budget $56 bn over the 11 years to 2029-30

− this represents a slight reduction (of about $1 bn) from the 

estimates in December 2025’s MYEFO

− but a massive blow-out from the original 2018 estimate of      

$8 bn over the eight years to 2026-27

❑ These excess GST payments to Western Australia – over 

and above what WA objectively needs in order to be able 

to provide its population with the average level of public 

services whilst levying on them the average level of state 

taxes – are under-writing the surpluses which WA is 

uniquely running, while every other government in 
Australia is running deficits

❑ The Albanese Government should ideally break its promise 

to continue these payments, for the same reasons it has 

broken its promise not to change negative gearing or 

capital gains tax 
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Australia’s public finances are in better shape than most of our peers – 
although that’s not a great source of comfort
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Government net lending / borrowing, 2018-2031

Sources: Australian Government, 2024-25 Budget Paper No. 1, Statement 2: Economic Outlook.Source: International Monetary Fund, Fiscal Monitor, April 2026.
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Household consumption
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Business investment

Public spendingDwelling investment Real GDP

Net exports Net migration

Population

Source: Australian Government, 2026-27 Budget Paper No. 1, Statement 2: Economic Outlook.

Treasury is forecasting only slightly slower economic growth in 2026-27, with 
a modest pick-up in 2027-28, assuming that oil prices come down to US$80 

Source: Australian Government, 2026-27 Budget Paper No. 1, Statement 2: Economic Outlook, and 2026-27 Budget Paper No. 3: Federal Financial Relations, Appendix A: 

Parameters and further information; Reserve Bank of Australia, Statement on Monetary Policy - May 2026. 
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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. Source: Australian Government, 2026-27 Budget Paper No. 1, Statement 2: Economic Outlook, and Reserve Bank of Australia, Statement on Monetary Policy - May 2026. 

As always, Treasury makes conservative assumptions about commodity 
prices – but it expects higher inflation and unemployment in the near term
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Real GDP growth Unemployment Inflation

Source: Australian Government, 2024-25 Budget Paper No. 1, Statement 2: Economic Outlook. Source: Australian Government, 2026-27 Budget Paper No. 1, Statement 2: Economic Outlook.. 

A prolonged conflict in the Middle East would result in weaker economic 
growth, higher unemployment and higher inflation
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economic scenario 

assumes that oil 

prices decline from 

current levels to 

US$80/barrel by mid-
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❑ But they also model a 

scenario in which oil 

prices peak at 
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❑ This is the most ambitious of the five Budgets which the Albanese Government has presented thus far – 

and probably the most consequential since the first Budget of the Abbott Government in 2014

− unlike that Budget, most if not all of the measures in this Budget are likely to pass the Parliament

❑ The tax reforms in this Budget are nowhere near as comprehensive as those of the Hawke-Keating 

Government in the mid-1980s, or the Howard-Costello Government’s of 2000 – but they constitute the 

most adventurous effort at tax reform so far this century

❑ The changes to negative gearing and the capital gains tax discount are political controversial (not 

least because they breach election promises not to make them) – but they will make a contribution to 

improving housing affordability

− they will result in less investment in established housing – but that’s a Good Thing

− and there’s a reasonable chance (although it’s not guaranteed) that they could ultimately lead to more 

investment in new housing – which would also be a Good Thing 

− together with other tax changes they represent an attempt to reduce the disparities between the tax treatment 

of income from labour versus income from capital 

❑ Although the Budget foreshadows lower deficits and debt over the next four years, and the following 

six years, that’s mostly down to ‘parameter variations’, not to conscious policy decisions

− surprisingly, ‘policy decisions’ actually worsen the ‘bottom line’ by $14 bn over the three years to 2027-28

❑ The Budget therefore doesn’t do anything to lessen the risk of further rate hikes
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