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Included in this publication are our detailed forecasts of the budget outlook for

Commonwealth and each State budget at the mid-year update before each jurisdiction

has issued its own review. We have included our updated assessment of the likely

measures and parameter changes for the Commonwealth and each State government

and assessed the fiscal and economic credentials of each Australian government. To

our knowledge this publication is the only one stop budget and economic bulletin on

Australian governments available today.  Enjoy!

The full version (71 pages) of the Commonwealth & State Government 2010-11

Mid-Year Budget Bulletin can be downloaded at our website on a subscription basis.

Please contact our office manager during business hours on (02) 6161 3542 or by

emailing office.manager@macroeconomics.com.au.
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Executive Summary
Australian governments have in recent years made much hay of their economic successes

and relative budgetary performance. This budget bulletin reveals that had the economies of

Great Britain, the United States or for that matter Greece, benefited from Australia’s terms

of trade over recent years, they would now be experiencing strong economic growth and

much smaller budget deficits. Whereas, had the Australian economy been exposed to the

terms of trade faced by those economies, we too would be in the economic doghouse.

The Commonwealth budget and medium-term fiscal strategy appears built on sustaining a

50-year commodity price peak.

Budget Bottom Line for the Commonwealth
Our budget tracking model now has the Commonwealth Budget in cash deficit by around

$35 billion dollars (2.5 per cent of GDP) in 2010-11, but we agree the budget may return

to a headline surplus of around $9 billion dollars by 2012-13 (around 0.5 per cent of GDP)

as predicted by Treasurer Wayne Swan on Budget Night in May 2010. General

Government net debt is currently expected to rise to around $77 billion (5.4 per cent of

GDP) in 2010-11, peak in 2011-12 at around $87 billion (5.8 per cent of GDP) and fall to

around $67 billion (4.1 per cent of GDP) by 2013-14 (see Table 1).  Sounds like pretty good

news so far! Unfortunately the budget bottom-line is tied to our 50-year record terms of

trade courtesy of China Boom 2. The budget will only return to surplus and stay there if the

terms of trade are at record levels. Once commodity prices normalise, the budget will return

to deficit. At that point the structural weakness in the budget will assert itself.

Table 1: Commonwealth General Government Budget & Net Debt
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9

Percentage of GDP -4.2 -2.5 -0.6 0.5 0.7

Net Debt 42.3 77.4 87.0 78.4 66.5

Percentage of GDP 3.3 5.4 5.8 5.0 4.1
Source: Budget Papers and Macroeconomics estimates.  Subject to rounding

The structural budget position is a mess. In April 2008 we told you that the Commonwealth

had been running a structural deficit since 2007 of around $25 billion, and that corrective

measures were needed to close the fiscal gap. More pressing concerns (GFC1 and 2010

Election) conspired to postpone the savings round required to repair the budget. Since then
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the structural deficit has more than doubled in dollar terms, and even the Commonwealth

Treasury has publicly expressed its concern.1

Our Commonwealth structural balance model suggests a structural cash deficit of closer to

$58 billion dollars in 2010-11 (around 4.0 per cent of GDP), barely falling in dollar terms by

the end of the forward estimates period when the budget is still expected to be in deficit by

around $49 billion dollars (or 3.0 per cent of GDP) in 2013-14 (see Table 2).2 The large

structural deficit is based on our assessment of long term trend revenue streams, and is

driven by movements around trend in real GDP and commodity prices. Record commodity

prices are contributing to windfall budget tax receipts which are adding over $30 billion to

the underlying cash position over the forward estimates period. They underwrite the

Treasurer’s assurances that the Commonwealth Budget will return to surplus in 2012-13.3

However, without the 50-year record terms of trade, there will be no return to surplus

during this decade.

Table 2: Commonwealth General Government Structural Budget
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9
Impact of the Economic
Cycle 32.0 10.2 1.2 -18.1 -27.7

Impact of the Commodity
Cycle -20.1 -32.1 -35.9 -35.2 -34.6

Structural Balance -44.5 -57.6 -44.4 -43.8 -49.0

Percentage of GDP (%) -3.4 -4.0 -2.9 -2.8 -3.0

Source: Budget Papers and Macroeconomics estimates.  Subject to rounding

The slight improvement in the structural balance over the outlook period is due to the

winding up of the Rudd-Gillard Government’s temporary $70 billion GFC stimulus

measures. But to actually close the structural deficit, Treasurer Swan has imposed a real

spending cap of 2 per cent. This cap cannot provide a quick fix to drastically improve the

structural budget position in the short term. We acknowledge that in theory it may work over

1 Commonwealth Treasury Economic Roundup, Issue 3, 2010, pp.51-79.
2 The structural balance adjusts the headline cash balance for movements in real output and the terms of trade

away from the longer term trend.
3 Meanwhile the underlying real economy (which we have below trend) is still improving the structural budget

position by around $10 billion in 2010-11 but this situation will reverse in coming years so that by 2013-14 the

underlying real economy (which we have above  trend) will be detracting from the structural budget position by

around $27 million by 2013-14.
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the underlying cash position over the forward estimates period. They underwrite the

Treasurer’s assurances that the Commonwealth Budget will return to surplus in 2012-13.3

However, without the 50-year record terms of trade, there will be no return to surplus

during this decade.

Table 2: Commonwealth General Government Structural Budget
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9
Impact of the Economic
Cycle 32.0 10.2 1.2 -18.1 -27.7

Impact of the Commodity
Cycle -20.1 -32.1 -35.9 -35.2 -34.6
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The slight improvement in the structural balance over the outlook period is due to the

winding up of the Rudd-Gillard Government’s temporary $70 billion GFC stimulus

measures. But to actually close the structural deficit, Treasurer Swan has imposed a real

spending cap of 2 per cent. This cap cannot provide a quick fix to drastically improve the

structural budget position in the short term. We acknowledge that in theory it may work over

1 Commonwealth Treasury Economic Roundup, Issue 3, 2010, pp.51-79.
2 The structural balance adjusts the headline cash balance for movements in real output and the terms of trade

away from the longer term trend.
3 Meanwhile the underlying real economy (which we have below trend) is still improving the structural budget

position by around $10 billion in 2010-11 but this situation will reverse in coming years so that by 2013-14 the

underlying real economy (which we have above  trend) will be detracting from the structural budget position by

around $27 million by 2013-14.
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time, assuming trend growth is maintained and governments stop spending. So far the

unwinding of the GFC stimulus has allowed the Commonwealth to easily achieve its

2 per cent spending target. But from 2010-11 onwards achieving this benchmark will

require real discipline. The spending cap will come under enormous pressure in coming

months as the era of federal minority government imposes new spending priorities (i.e.

regional development, the environment, public infrastructure and Commonwealth-State

relations) whilst doing nothing to reduce existing spending pressures related to population

ageing and defence weapons upgrades.

Another valid approach to eliminating the structural deficit would be an old fashioned razor

gang or Commission of Audit savings round.  A discretionary tightening would be perfectly

timed to take the heat out of an economy straining under China Boom 2, while assisting the

Gillard Government to sure up its fiscal credentials. Our structural balance model suggests

a fiscal austerity package of around 2-3 per cent of GDP or $30 to $40 billion over

2-3 years, would be required, not to mention real discipline and political courage from the

Gillard Government.

How have the Rudd-Gillard Governments performed so far in terms of achieving genuine

savings? By our reckoning in 2½ budget rounds since coming into office, new net

discretionary spending (including fixed assets purchases) totals $113 billion, including

temporary GFC1 stimulus spending worth around $70 billion.4 Former Finance Minister,

Lindsay Tanner has said the Rudd Government's first two budgets contained $55 billion of

savings initiatives over five years, and that the bulk of these were spending cuts, but this

does not square with the expenditure reconciliation tables in Budget Paper No.1.5 These

tables suggest a net increase in policy spending of around $43 billion over five years and

no reduction in discretionary spending at all. Much of the $43 billion increase in the

permanent discretionary spending base has been devoted to increasing the age pension

for Australian seniors, which whilst admirable for struggling pensioners, was very

irresponsible for those who are well off. Further, we reckon that around $45 billion of the

$70 billion in temporary GFC1 stimulus spending was also wasted on uneconomic projects

as we detailed in our Budget Bulletins in 2009.

After the recession we never had, the Commonwealth has a structural deficit of around

$58 billion in 2010-11 and faces the prospect of running structural deficits for the rest of

4 This total does not include policy spending associated with the 2010-11 MYEFO.
5 Finance Minister Lindsay Tanner has said total savings in the 2008 Budget were $33 billion and that total

savings in the 2008 Budget were $22 billion. AFR, 22 April 2010, p.3.
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this decade and perhaps much longer given that the baby boomers have now officially

started retiring (1945+65 =2010!).

Fiscal strategy should be about building national savings to underpin the productive

capacity of the nation over time and to fund ‘no regrets’ policy measures in lean years.

However, we estimate that while China Booms 1 & 2 will add around $230 billion to

Commonwealth tax receipts between 2004-05 and 2013-14, none of this windfall has been

captured for a ‘rainy day’.

Budget Bottom Line for the States

The State and Territory governments also have structural budget issues.  Each jurisdiction

is playing catch-up with public infrastructure spending forcing some of them to run large

GFS cash deficits.6 Collectively State governments are sitting on a GFS cash deficit of

around $7 billion in 2010-11 and have total general government net debt rising to

$37 billion by 2013-14. However, unlike the Commonwealth, there is a much smaller

windfall element in their revenue streams and so there is a good chance that many of the

State and Territory governments will actually be running small GFS cash surpluses over the

next four years that are sustainable. This suggests that the consolidated structural budget

of State and Territory governments is now in marginally better shape than the

Commonwealth, even if some golden opportunities have been missed.

Table 3 contains Macroeconomics estimates of State and Territory governments

consolidated structural balance after adjusting for various revenue streams for long term

trends and making provisions for long term superannuation payments and infrastructure

spending. It shows that the State and Territory governments ‘in aggregate’ are running a

moderate structural deficit of around $8.7 billion in 2010-11, but that this deficit is likely to

fall to around $3.1 billion by 2013-14.

6 We use the GFS (underlying) cash balance provided in the Uniform Presentation Framework section of state

budget papers because it provides a comparable benchmark across jurisdictions, is economically meaningful (in

terms of a jurisdictions’ impact on national savings and the current account) and is less easily manipulated

compared to each governments preferred budget measure.
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Table 3: General Government State Structural Budget Outcome
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

GFS Net
Lending(+)/Borrowing(-) -12.5 -6.8 -1.9 1.1 0.0

Less Windfall Revenue Heads
(stamp duties, land taxes,
royalties etc.)

-1.4 -1.9 -3.1 -3.1 -3.1

Structural Budget
Balance -13.9 -8.7 -5.0 -2.0 -3.1

Source: ABS 5512.0, Budget Papers and Macroeconomics estimates.  .

Like the Commonwealth, State governments have engaged in structural dis-saving by

failing to ‘bank’ windfalls from stamp duty, land taxes, and mining royalties since 2002-03,

to pay for their future infrastructure requirements. Collectively State governments will have

a small structural imbalance on our estimates of around $3 billion by 2013-14. Now that

the cupboard is ‘less full’ and the nation’s stock of public infrastructure is depreciating,

some States are now borrowing to fund new spending. State and Territory general

governments have committed to significant infrastructure spending totalling $83 billion

over the next four years while their public corporations have plans to spend even more

again. Leading the pack is New South Wales, Victoria and Queensland.

Budget Bottom Line for Consolidated General Government

We forecast that the Australian general government will head into 2011 with a combined

(net lending) cash deficit of $42 billion, or 3.0 per cent of GDP (see Table 4). By the end

of the budget outlook, consolidated public sector external liabilities will exceed $200 billion

(excluding unfunded superannuation liabilities) in 2013-14. However, total public debt will

quickly rise to $300 billion if the terms of trade return to something like historical levels,

and the Commonwealth and States are running the headline deficits indicated by our

structural budget model.

Whilst it is true to say that Australia has significantly less public debt in GDP terms than

most developed countries, we also have significantly more private debt in GDP terms than

just about every nation on earth, so the combination of a modest increase in public debt

and significant private dis-saving could be disastrous for Australia.

The parlous position of the budget highlights the need for structural repair. This is

especially true if the original 2002-03 IGR Report prediction of a 5 per cent of GDP fiscal
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gap related to population ageing and health technology cost pressures begins emerging in

2015-16.7

Table 4: Consolidated General Government Budget Aggregates
Est.

Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt 81.6 98.8 108.0 113.1 114.5

Underlying Cash Balance -47.6 -41.9 -37.0 -34.1 -35.1

Structural Balance -71.5 -66.3 -62.6 -59.6 -60.7

Source: Budget Papers and Macroeconomics estimates.

Economic Outlook
By our reckoning the Australian economy will achieve solid growth of around 4.0 per cent

in 2010-11 followed by 3.6 per cent in 2011-12 then trailing off over the outlook period. We

believe that talk of growth rates in excess of 4 per cent over the next few years are fanciful.

A key point is that a modest downturn is not followed by a spectacular recovery – but more

a return to trend activity. Meanwhile the Chinese economy is being treated like a perpetual
motion machine which ignores Chinese reliance on low commodity prices and a low

exchange rate. What killed China Boom 1 was not the GFC, but soaring commodity prices,

and any repeat of the 50 per cent commodity price gains experienced by Australian

commodity exporters during 2010 will bring China Boom 2 to a sudden close.

Even trend growth levels in Australia (at around 3¼ per cent) may prove difficult to achieve

given the lack of genuine growth drivers over the next 18 months, especially given the

ongoing high risk environment that has resulted from GFC1. Then there is the looming

prospect of GFC2 sparked by sovereign indebtedness which could hit Australia harder

because of our heavy private borrowing and the need to access foreign savings to fund

business investment. Meanwhile the United States and Europe are both still precariously

juggling fundamental structural imbalances.

Each state or territory of Australian will benefit from the general upturn in activity that will be

magnified in various regional centres due to specific regional drivers related to mining and

large public and private infrastructure projects underway or just commencing (especially in

7 We favour the conclusion of the original IGR to the two more recent versions because it was based on a more

realistic profile for nominal GDP stripping out the commodity price benefit associated with the China Boom 1 & 2.
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Western Australia, Queensland, South Australia and Victoria) and a resurgence in

commercial and residential property development in New South Wales and the continuing

boom in this sector in the Australian Capital Territory (Table 5).

Table 5: State & Territory Economic Drivers from 2010-11
State Economic Driver

New South Wales Property development recovery, roads including Pacific Highway upgrade
(2010-12) and upgrade of electricity distribution/transmission networks (2010-14)

Victoria Public infrastructure projects in water including the desalination plant (2010-12)
and Food Bowl Modernisation (2010-13).

Queensland Many resource sector projects including LNG (2010-14) and population growth.

Western Australia A series of significant iron ore and LNG projects including Chevron $43 billion
Gorgon project (2010-14).

South Australia Air Warfare Destroyer shipbuilding project (2010-18), Adelaide Airport
redevelopment (2010-15) and Olympic Dam mine expansion (proposed).

Tasmania Dwelling investment and the capital works program of the State and Federal
governments (2010-11).

Australian Capital
Territory

Cotter Dam expansion and Canberra Airport expansion (2010-12); Parkes
building project; Forde & Crace subdivision and suburban homes (2011-13).

Northern Territory A number of resource sector projects are currently underway (2010-12).

This Bulletin tells the story of life after GFC1 and specifically just how much of the dividend

of the China Booms 1 & 2 for the Australian economy has been wasted by poor policy

decision making. More positively it addresses the way forward, both in terms of repairing

the structural integrity of the budget, and by suggesting a new round of microeconomic

reform.
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Introduction:  Budgeting by Windfall
Commonwealth budget strategy is built on sustaining a 50-year commodity price peak.

Commonwealth Budget Outlook
Our budget tracking model now has the Commonwealth Budget in cash deficit by around

$35 billion dollars (around 2.5 per cent of GDP) in 2010-11, but we expect the budget will

return to a surplus of around $9 billion dollars by 2012-13 (around 0.5 per cent of GDP).

These estimates incorporate our understanding of policy decisions before and after PEFO.

Table 6: Key Budget Aggregates General Government
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9

Percentage of GDP -4.2 -2.5 -0.6 0.5 0.7

Net Debt 42.3 77.4 87.0 78.4 66.5

Percentage of GDP 3.3 5.4 5.8 5.0 4.1
Source: Budget Papers and Macroeconomics estimates.  Subject to rounding

General Government net debt is currently expected to rise to around $77 billion (5.4 per

cent of GDP) in 2010-11, peak in 2011-12 at around $87 billion (5.8 per cent of GDP) and

fall to around $67 billion (4.1 per cent of GDP) by 2013-14 (see Chart 1).

Chart 1: Commonwealth Net Debt

Source: Budget Papers and Macroeconomics estimates.
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Sounds like a pretty good news so far. However, unfortunately the budget bottom-line is

tied to 50-year record terms of trade courtesy of China Boom 2 (Chart 2). It is expected to

provide a boost to the budget bottom-line of around $32 billion in 2010-11 and closer to

$35 billion in 2013-14.

Chart 2: Terms of Trade

Source: ABS cat. No. 5206.0 and Macroeconomics estimates.
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2013-14 or any year in this decade unless the Government undertakes a discretionary

fiscal tightening (i.e. a real razor gang saving round) in the order of 2-3 per cent of GDP.

So unless the current historically high level of the terms of trade is sustained for a

prolonged period the budget will remain in the red!

You have heard something like this story from both us and Access Economics since 2008.

Now even the Commonwealth Treasury has admitted the awful truth, that the budget

structural underpinnings are tenuous at best. So let’s dig into the story in more detail.

Commonwealth Structural Budget
We have already told you that without the windfall provided by the terms of trade there will

be no budget surplus in any year in this decade without a drastic saving round. This is

because successive Governments failed to “bank” the windfall gains from the terms of trade

boom which began in 2004-05 and has continued ever since. Higher terms of trade mean

rising nominal GDP which translates to rising Commonwealth tax receipts driven primarily

from income tax collected from individuals and businesses.  We estimate that the total
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benefit to the budget bottom-line from 2010-11 onwards is likely to be over $30 billion

dollars (based on our latest terms of trade forecasts) or around 10 per cent of total

receipts. Over the 10 year period to 2013-14 we estimate China Booms 1 & 2 will add a

staggering $230 billion to the Commonwealth’s budget bottom-line (Table 7).8

Table 7: Composition of the Terms of Trade Tax Receipt Windfall
Actual Estimates Projections

2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 Total

$b $b $b $b $b $b $b $b $b $b $b

Gross
Income Tax
Withholding

2.4 5.5 7.4 9.2 12.9 11.1 17.1 18.6 18.2 18.0 120.4

Company
Tax 1.3 3.5 5.2 6.6 9.0 6.5 11.2 13.1 12.8 12.6 82.0
Gross
Other
Income

0.6 1.3 1.8 2.4 3.3 2.4 3.8 4.2 4.1 4.1 28.1

Total Tax
Revenue
Gain

4.3 10.3 14.4 18.2 25.2 20.1 32.1 35.9 35.2 34.6 230.4

Source: Budget Papers and Macroeconomics estimates

The fact that the Commonwealth Government needed to run a budget deficit in the face of

the GFC is testament to the fact that their medium-term fiscal strategy was far too loose

from 2004-05 to September 2008 when the GFC began. If the $72 billion in windfall tax

receipts accumulated by 30 June 2009 had been quarantined in some sort of sovereign

wealth fund, it would have paid for the Rudd-Gillard Governments $70 billion dollar GFC

stimulus.9

Table 8: Commonwealth General Government Structural Budget
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9
Impact of the Economic
Cycle 32.0 10.2 1.2 -18.1 -27.7

Impact of the Commodity
Cycle -20.1 -32.1 -35.9 -35.2 -34.6

Structural Balance -44.5 -57.6 -44.4 -43.8 -49.0

Percentage of GDP (%) -3.4 -4.0 -2.9 -2.8 -3.0

Source: Budget Papers and Macroeconomics estimates.  Subject to rounding

8 These estimates provide only broad orders of magnitude and are sensitive to the path and composition of real

growth assumed for the Australian economy in the absence of the terms of trade shock.
9 Ironically the Mining Super Profits Tax was a belated attempt by Treasury to achieve a similar policy goal but

was too ‘elegant’ for mere mortals to understand and too late by almost five years.
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Unfortunately, the structural budget is quite a mess. Our Commonwealth structural balance

model suggests a structural cash deficit of closer to $58 billion dollars in 2010-11 (around

4.0 per cent of GDP), barely falling in dollar terms by the end of the forward estimates

period when the budget is still expected to be in deficit by around $49 billion dollars

(or 3.0 per cent of GDP) in 2013-14 (see Table 8).10 The large structural deficit is based on

our assessment of long term trend revenue streams, and is driven by movements in

commodity prices and real GDP.

Chart 3: UCB and Structural Budget Balances

Source: Macroeconomics estimates.

Commodity prices in particular are still contributing to windfall budget revenues which will

likely add over $30 billion to the underlying cash position over the forward estimates period

and so underwrite the Treasurer’s confidence that the Commonwealth budget will return to

surplus by 2012-13 and stay there. The contribution of “windfall” commodity prices and

trend adjusted real GDP to driving the structural budget deficit is represented in Chart 3. It

shows that in 2010-11 all measures of the budget balance (underlying cash, terms of trade

adjusted structural balance, real GDP adjusted structural balance and total structural

balance) are forecast to be in deficit, and that the total structural deficit of the

Commonwealth is expected to be around 4 per cent of GDP which is a post WW2 record

for Australia (hurray!). While the underlying cash balance may return to surplus by 2012-13

if Australia’s terms of trade continue at the present 50-year high, the structural budget will
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still be in deficit by around 3 per cent of GDP. The sheer magnitude of the total structural

deficit in 2013-14 suggests that there will be no return to surplus during this decade

without the continuation of near record terms of trade from the China Boom 2 or an

unprecedented fiscal austerity package of around 2-3 per cent of GDP or $30 to

$40 billion. While our measure of the total structural budget reveals a small decline in the

deficit between 2010-11 and 2013-14 this is mainly due to the unwinding of the

Government’s $70 billion dollar fiscal stimulus package. The total structural imbalance will

still be in deficit by around 3 per cent of GDP in 2013-14.

Chart 4: Output Gap (Rolling)

Source: ABS cat. No. 5206.0 and Macroeconomics estimates.

It is worth noting that our real GDP adjusted structural balance has a smaller deficit than

our underlying cash measure in 2010-11 and 2011-12 given we have output below trend

holding back tax receipts and raising unemployment outlays in these years.  However, this

situation is expected to reverse from 2012-13, as the China Boom 2 investment surge

drives activity above trend, adding to budget tax receipts and diminishing outlays, thus

enhancing the underlying cash budget position compared to the real GDP structural

balance. Our view of the Australian economy’s output gap is presented in Chart 4.  Over

the outlook, the output gap is either near trend or slightly above trend levels of activity.

The historical evolution of the structural budget balance is also worthy of comment.  Having
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still be in deficit by around 3 per cent of GDP. The sheer magnitude of the total structural
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Government’s $70 billion dollar fiscal stimulus package. The total structural imbalance will

still be in deficit by around 3 per cent of GDP in 2013-14.
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from the advent of China Boom 1 in 2004, successive tax cuts and a significant

discretionary policy easing (see Macroeconomics 2008-09 Budget Bulletin) saw the

bottom-line deteriorate quite rapidly, so that by the 2007, the Commonwealth budget was in

structural deficit in the lead up to the 2007 Election spend-a-thon (Chart 5).

Chart 5: Historical Structural Balance

Source: Budget Papers and Macroeconomics estimates.

Unfortunately the Rudd-Gillard Government has done nothing to reverse the deterioration

in the structural position of the budget. Its 2½ budget rounds have generated new net

discretionary spending (including fixed assets purchases) totalling $113 billion, including

undertaking temporary GFC1 stimulus spending worth around $70 billion.11 The

expenditure reconciliation tables in Budget Paper No.1 suggest the Government has

achieved a net increase in policy spending of around $43 billion over five years, and no

slowing in discretionary spending over the forward estimates, and hence no real structural

improvement in the budget. Much of the $43 billion increase in the permanent

discretionary spending base was devoted to increasing in the age pension for Australian

seniors. Further, we reckon that around $45 billion of the $70 billion in temporary GFC1

stimulus spending was also wasted on poorly designed GFC fiscal stimulus measures

associated with the ‘cash-splash’, roof insulation, and primary school shelter sheds etc. etc.

11 This total does not include policy spending associated with the 2010-11 MYEFO.
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which are now widely regarded as low grade measures. To waste so much money in such

a short amount of time is a truly Herculean feat.

Table 9: Real Spending Growth by the Rudd-Gillard Government
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Payments spending base 325.7 344.9 351.7 367.5 383.4

Real growth in spending (%) 0.7 3.2 -0.4 2.0 1.8

GFC Stimulus Spending 25.4 16.2 5.6 -2.2 0.0

Payments spending base
(excluding stimulus) 300.3 328.7 346.1 369.7 383.4

Real growth in spending
(excluding stimulus) (%) 0.3 6.8 2.9 4.3 1.2

Budget Balance -54.8 -35.1 -9.6 8.6 11.9
Source: Budget Papers and Macroeconomics estimates.

Unless the Gillard Government finally undertakes a spring clean of federal finances or is

blessed with very favourable economic parameter variations, it will not run a budget surplus

in 2012-13. And it may never deliver another budget surplus if it can’t curb its rate of

real policy spending which is averaging over 3.8 per cent over the forward estimates

removing the impact of GFC1 stimulus (see Table 3). Right now the Government’s

commitment to a 2 per cent spending cap is being achieved due to the phasing down of the

GFC stimulus measures from base spending (very clever). But when the impact of the GFC

stimulus has washed out of the budget estimates, the real heaving lifting will begin in terms

of controlling the spending base. To ensure budget surpluses in 2012-13 the Gillard

Government must tackle the pesky structural budget deficit by cutting the discretionary

spending base and capping new policy decisions. Otherwise Commonwealth general

government net debt will rise rapidly in excess of $100 billion over the next few years with

no obvious ceiling.

The State and Territory Budget Outlook
State and Territory budgets are also in bad structural shape, with combined GFS cash

deficits of around $7 billion in 2010-11, largely due to their inability to reign in operating

expenditures on wages and their catch up on public infrastructure spending expected to be

over $83 billion across the forward estimates period to 2013-14 (Table 10).
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Table 10: General Government State Structural Budget Outcome
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

GFS Net
Lending(+)/Borrowing(-) -12.5 -6.8 -1.9 1.1 0.0

Less Windfall Revenue Heads
(stamp duties, land taxes,
royalties etc.)

-1.4 -1.9 -3.1 -3.1 -3.1

Structural Budget
Balance -13.9 -8.7 -5.0 -2.0 -3.1

Source: ABS 5512.0, Budget Papers and Macroeconomics estimates.

The downside to all this new capital formation is the run up in total general government

sector indebtedness to around $37 billion (2.2 per cent of GDP) by 2013-14, with State

non financial public corporations expected to hold a further $129 billion in additional debt

by the end of the outlook. All’s well that ends well, provided these infrastructure projects

were selected using rigorous cost benefit criteria.  But does that ever happen in Australia?

Meanwhile, most jurisdictions also have unfunded superannuation liabilities which

combined sum to something like $107 billion (see Table 11).

Table 11: State & Territory Liabilities by 2013-14
Net Debt Unfunded

Superannuation
Non-financial Public

Corporations Net Debt

$b $b $b

NSW 11.6 28.1 42.6

VIC 16.2 21.3 16.0

QLD 3.5 27.6 44.4

WA 3.6 7.8 16.1

SA 4.1 9.4 3.7

TAS -0.7 4.8 3.3

ACT -3.2 5.0 1.3

NT 1.7 2.6 1.4

Total 36.8 106.5 128.7
Source: State and Territory Budget Papers and Macroeconomics estimates.

In terms of the fiscal performance of various jurisdictions, New South Wales is on the mend

albeit from a very low base, Queensland has lost it way and its AAA credit rating and needs

drastic reform to maintain its once pre-eminent position, while the highly regarded Victoria

is on a debt funded infrastructure spending binge which we suspect will end badly.  The

Australian Capital Territory can be regarded as really prudent, having undertaken an

extensive savings round at the height of the boom to position itself to manage the downturn
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which came last year. Meanwhile South Australia has recently completed a ‘root and

branch’ review of public expenditure and implemented savings options.

Unfortunately, many jurisdictions relied on a narrow tax base and windfall revenues to

expand the public payroll during the halcyon days of the property and mining booms

(sometimes both at the same time e.g. Western Australia & Queensland). Latest ABS data

shows that collectively Australian governments have been paying too many public servants

too high wages (Table 12).

Table 12: General Government Public Sector Employment & Earnings
Growth from 1999-00

Commonwealth Government State Governments

Employment Growth Earnings Growth Employment Growth Earnings Growth

‘000 % $b % ‘000 % $b %

1999-00 148.9 3.3 7 1.5 976.3 1 39.4 5.7

2000-01 152.7 2.6 7.4 5.7 980.8 0.5 41.1 4.3

2001-02 175.5 14.9 7.9 6.8 1,000.0 2.0 43.6 6.1

2002-03 158.3 -9.8 8.2 3.8 1,018.6 1.9 46.2 6.0

2003-04 162.1 2.4 9.3 13.4 1,057.2 3.8 50 8.2

2004-05 161.6 -0.3 9.6 3.2 1,093.9 3.5 54.4 8.8

2005-06 167.5 3.7 10.2 6.3 1,109.4 1.4 57.4 5.5

2006-07 186.9 11.6 11.5 12.7 1,143.2 3.0 61.4 7.0

2007-08 185.5 -0.7 12.4 7.8 1,228.1 7.4 68.5 11.6

2008-09 188.9 1.8 13.3 7.3 1,266.5 3.1 73.7 7.6

Average 2.9 6.8 2.8 7.2
Source: ABS Survey of Employment and Earnings. Subject to rounding.

Again in 2010 we expect many jurisdictions to receive windfall revenues, in this case a total

of around $1 billion dollars above State budget forecasts in May and June 2010 (Table

13). Meanwhile all jurisdictions will run large GFS cash deficits in 2010-11 and the largest

miners (Queensland, Western Australia and Northern Territory) will run these over the

entire four years period to 2013-14, due to their significant public payrolls and need to play

catch up with public infrastructure spending as China Boom 2 continues.
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Table 13: State & Territory Mining Royalty Revenue Windfalls
Estimates Projections

Treasury Macro Treasury Macro Treasury Macro Treasury Macro Treasury Macro

2009-10 2009-10 2010-11 2010-11 2011-12 2011-12 2012-13 2012-13 2013-14 2013-14

$m $m $m $m $m $m $m $m $m $m

NSW 953 991 1,768 1,915 1,745 1,888 1,687 1,825 1,676 1,810

VIC NA 50 46 50 47 53 48 52 49 50

QLD 1,986 2,074 3,243 3,570 3,248 3,567 3,213 3,523 3,160 3,460

WA NA 2,656 3,271 3,713 3,598 3,988 3,673 4,153 3,535 4,037

SA 125 125 161 161 197 197 230 230 234 234

TAS 19 24 36 42 39 41 39 41 39 41

NT 147 175 147 212 157 - 162 - 162 -

ACT 0 0 0 0 0 0 0 0 0 0
Source: State and Territory Budget Papers and Macroeconomics estimates.
Note: Reported on an accruals basis.

Summing Up the Budget Outlook for All Australian Governments
Whilst it is professionally unrewarding to worry about public debt levels in Australia (see

Senator Joyce) we note that total public sector financial liabilities will approach $300 billion

by 2013-14 (around 20 per cent of GDP) if Australia’s terms of trade fall to closer to the

longer term level. Meanwhile, fiscal sustainability policy challenges remain, with the IGR

burden looming, significant Defence equipment spends necessary, and with
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relatively small (but rising) public indebtedness – our private sector is more heavily reliant

on net capital inflows to fund future growth.

Big public debt equals future taxation. That hurts the economy in two ways:

 One more dollar of tax raised means one less dollar invested by the productive private

sector, with the deadweight efficiency costs and administrative burdens of taxes on top

of that.

 When governments borrow, and credit markets are tight, they put upward pressure on

interest rates and crowd out pro-growth private activities.
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Table 13: State & Territory Mining Royalty Revenue Windfalls
Estimates Projections

Treasury Macro Treasury Macro Treasury Macro Treasury Macro Treasury Macro

2009-10 2009-10 2010-11 2010-11 2011-12 2011-12 2012-13 2012-13 2013-14 2013-14

$m $m $m $m $m $m $m $m $m $m

NSW 953 991 1,768 1,915 1,745 1,888 1,687 1,825 1,676 1,810

VIC NA 50 46 50 47 53 48 52 49 50

QLD 1,986 2,074 3,243 3,570 3,248 3,567 3,213 3,523 3,160 3,460

WA NA 2,656 3,271 3,713 3,598 3,988 3,673 4,153 3,535 4,037

SA 125 125 161 161 197 197 230 230 234 234

TAS 19 24 36 42 39 41 39 41 39 41

NT 147 175 147 212 157 - 162 - 162 -

ACT 0 0 0 0 0 0 0 0 0 0
Source: State and Territory Budget Papers and Macroeconomics estimates.
Note: Reported on an accruals basis.
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Still Waiting For the Great Leap Forward

The political honeymoon afforded to a new government for bold reform is now over. It was

born, nurtured and quickly orphaned. Despite promising to take a “meat-axe” to public

spending during the 2007 Federal election, the first three budgets of the Rudd-Gillard

Government contained no net savings over the forward estimates, whilst cutting spending

on nationally important institutions such as the CSIRO.

Table 14 : Achievements & Failures of the Rudd-Gillard Government
Achievements Failures

 Macroeconomic management

 MySchools website

 Raising the retirement age for age

pension

 Uniform national industrial relations

regime

 Uniform occupational health and

safety regime

 Operation Sunlight (Budget

accountability)

 Microeconomic reform agenda

 Carbon tax

 Public health system

 Quality of the GFC1  stimulus

measures

 Structural separation of Telstra

 Not subjecting the NBN to cost benefit

analysis

The Rudd-Gillard Government even wasted GFC1 which presented a second chance for

bold reform. The old saying is “never waste a crisis”. It would have been a great time for

government to get on the front foot and advocate some significant structural changes to

generate growth throughout the next decade.12 Another missed opportunity!

So now that the 2010 election has come and the era of minority government is upon us,

perhaps now is the time for a thorough review and reorientation of public spending

priorities. As yet there has been no ‘real’ savings round conducted by the Rudd-Gillard

Government, and this is a good time in the business cycle to cut the fat out of the

discretionary spending base. At least the Howard Government managed to deliver

sizeable spending cuts by the end of its first and second year in office in 1997 and
1998 of between ½ to 1 per cent of GDP at the time of the Asian Financial Crisis.

It is time to develop a consistent set of means-testing arrangements to apply to all

government programs and to apply them to Howard-era welfare measures such as the

12 The reformist Hawke and Keating Labor Governments actually cut tariffs during the 1990s recession.
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child-care rebates, high-income superannuation concessions, the Medicare safety net and

the Private Health Insurance rebate.

Perhaps the Henry Tax Review which is a visionary report will be a blueprint for reform over

coming decades. Looking at some of the recommendations of the Review dealing with

broadening the tax base, widening means-tests to include the family home, charging of

capital gains tax on the family home and negative gearing on property, these are

fundamental microeconomic reforms which if ever implemented would have significant

longer term benefits for the economy. The fact that the Government has so far rejected so

many of the Review’s key recommendations outright, or gone its own way on others

(e.g. superannuation), suggests that they were never serious about ‘root and branch’

reform of the tax system. This could be painted as political pragmatism, but it seems to be

simply business as usual for the risk-averse Rudd-Gillard Government. Either way the

Government’s response is short sighted and cynical.

Unfortunately, the grab bag of measures the Government has pulled from the Henry

Review owed more to trying to win the 2010 Election than to fundamental economic reform.

Meanwhile the Government has undermined the structural foundations of the budget by

making the revenue base more heavily reliant on the temporary China Boom 2, whilst

providing permanent superannuation concessions and company tax reductions.

So what is the likelihood of the Gillard Government taking the necessary prudent fiscal path

in 2011 by eliminating Howard Government superannuation rorts and tightening the screws

on middle and upper class welfare recipients? Somewhere between Buckley’s and
none. And the Henry Review has confirmed this. Having recommended measures to make

our tax system simpler, fairer and efficient, the Rudd-Gillard Government has chosen to

cherry pick a handful of recommendations, put others on the backburner and ignore the

rest.  It is unfortunate that those recommendations in this latter grouping relate to aspects

of our tax system that cause the most inefficiencies and disincentives.
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Next Steps for Economic Reform
In late 2010 with an economy heading toward 4 per cent growth and a period of above

trend activity, Australian governments should consider giving way to the private sector

investment boom (representing around 10 per cent of GDP over the next two years) and

focus on streamlining taxation and social security arrangements in ways that maximise

incentives to work, invest and save, whilst eliminating all public sector waste.

So what should be next for the Gillard Government? Well they should also consider the

following.

(i) Developing a consistent ‘means testing’ framework for all income transfers to

households and a consistent ‘positive externality’ framework to apply to all

corporate transfers through tax expenditures.

(ii) Replacing inefficient price regulation which hinders competition in both the public

and private non-traded goods sectors in Australia (and accounts for around

75 per cent of GDP) with incentive based regulation.

(iii) Adopting the Henry Tax Review recommendations with regards to broadening the

tax base, applying consistent and more stringent means-tests to welfare benefits,

charging of capital gains tax on the family home and negative gearing on property.

(iv) Introducing cost sharing incentive contracts into public procurement processes to

help lower the annual public procurement bill of Australia governments, currently

worth around $175 billion in 2010-11.

(v) Introducing program reporting to all levels of government through COAG by

requiring all officials to account for each dollar spent, and sign-off that their

program purchases were appropriate, effective and efficient as per the

Commonwealth Department of Finance’s guidelines of the 1990s.

(vi) Reversing the changes to superannuation made in the dying days of the Howard

government.

Time to Reload the Fiscal Cannon
Recent experience tells us that it is easy for governments to spend and indeed sometimes

it is necessary. Right now with the economy strengthening, governments have a better than

average reason to undertake a savings round. We also argue that cutting waste can

actually increase GDP in the short term because it raises productivity and underpins

investor sentiment. If a fiscal expansion by an open economy can be crowded out by

imports, a fiscal contraction can stimulate activity by encouraging manufactured exports
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and tourism via a lower currency. This was true for the Howard Government between 1996

and 1999.

In the current environment aiming for a net discretionary tightening of between 2-3 per cent

of GDP between 2011 and 2013 (up to $30-40 billion) is appropriate, as is targeting low

grade spending measures which would help to restore the structural integrity of the budget

and improve incentives for work and entrepreneurial effort. The savings list is quite obvious

and widely known (see Table 15). The key focus is on middle and upper class welfare

recipients. However, the size of the likely reductions is typically a function of the type of

tightening of eligibility criteria that is chosen in each case and can be more or less strict.

We say spread the pain of adjustment as thinly as possible and impose the largest burden

on those likely to benefit from an upswing in the business cycle.

Table 15: Spreading the Burden of Spending Cuts

2010-11

$b
Reform Saving

$b

Cumulative

$b

Program

Age Pension 32.0 Tightening eligibility 6.0 6.0

Superannuation Tax
Concessions 22.3 Tax all payouts before and

after 65 at normal MTRs
5.4 11.4

Family Tax Benefit 17.8 Tightening eligibility 3.8 15.2

Defence Capital 7.7 Incentive contracting 1.0 16.2

Pharmaceutical Benefits
Scheme

10.2 Restoring original   eligibility
criteria for  seniors health
card

2.4 18.6

Road Transport 5.0 Incentive contracting 0.6 19.7

Private Health Insurance
Rebate

4.1 Abolish and pay directly to
hospitals

4.1 23.8

Carer Allowance 1.3 Means testing eligibility 0.4 24.2

First Homeowners Grant 1.5 Introduce means test and
apply only to new homes

0.3 24.5

Child-care tax rebate 1.0 Means testing eligibility 0.4 24.9

GFS Payments & Concessions 102.9 24.9

Source: Portfolio Budget Statements, Media releases, Macroeconomics estimates.

Large savings can also be achieved through the widespread adoption of competitive

tendering processes, and incorporating economic efficiency principles into contract design

especially for the purchase of large capital items and defence weapons platforms.

Large savings can also be achieved through the further recentralisation of some

departmental expense functions related to office space, accounting, information

technology, legal services and human resource management.
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For those interested in developing their own saving list, a list of the Commonwealth’s

Governments Top 20 program expenses in 2010-11 is provided in Table 16 below. These

expenditure programs account for around two-thirds of all federal general government

spending.

Table 16: Top 20 Programs by Expenses in 2010-11

Program Agency
Actual Estimates Projections

Growth2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $ $m $m $m

Revenue assistance
to the States &
Territories

Treasury 45,246 48,637 38,144 40,089 41,863 -1.1

Income support for
seniors FaHCSIA 29,421 31,949 33,956 36,534 38,542 7.0

Family tax benefit FaCHSIA 17,796 17,747 17,849 18,207 18,594 1.1

Medicare services Health 15,700 16,243 16,893 17,988 19,266 5.3
Disability support
pension FaHCSIA 11,869 12,913 13,381 13,886 14,297 4.8

Assistance to the
States for healthcare
services

Treasury 11,224 12,036 26,575 28,695 30,959 36.0

Pharmaceuticals and
pharmaceutical
services

Health 8,674 9,232 9,716 10,079 10,734 5.5

Non-government
schools – National
support

DEEWR 6,628 7,093 7,622 8,223 8,892 7.6

Job seeker income
support DEEWR 7025 7,036 7,253 7,577 8,132 3.8

Higher education
support DEEWR 6,143 6,569 6,623 6,809 7,154 3.9

Residential care Health 5,995 6,457 6,696 7,012 7,489 5.7

Public sector
superannuation Finance 5,877 5,954 6,043 6,148 6,266 1.6

Parents’ income
support DEEWR 5,562 5,595 5,634 5,805 5,975 1.8

Fuel tax credits
scheme ATO 5,118 5,162 5,289 5,680 5,799 3.2

Income support for
carers FaHCSIA 4,079 5,101 5,686 6,370 7,137 15.1

Army capabilities Defence 4,686 4,892 5,072 5,194 5,411 3.7
Private health
insurance Health 4,312 4,441 3,498 3,557 3,557 -4.1

NPPs - Government
Schools Treasury 6,540 4,103 1,103 538 226 -54.9

Defence support Defence 3,568 4,056 3,980 4,348 4,742 7.5

Air force capabilities Defence 4,246 4,004 4,075 4,177 4,293 0.3

Total 209,709 219,220 225,088 236,916 249,328 4.4
Source: 2010-11 Budget Papers, BP.1, p.6-8.
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1.   Commonwealth Government
The following chapter examines in more detail the economic and fiscal prospects for the

Commonwealth Government.

1.1 Introduction
After keeping the economy and budget in reasonable shape during the most significant

global financial crisis in 50 years, the Rudd-Gillard Government now needs to undertake a

thorough spring clean of federal finances or it may never run a budget surplus, barring a

fifth term in office. That’s right, unless it is blessed with very favourable economic

parameter variations, in terms of the real economy or commodity prices; the new Gillard

Government is facing a decade in budget deficit. And it may not ever deliver a budget

surplus if it can’t curb its rate of spending which is averaging over 3.8 per cent in real

terms since 2008-09, removing the impact of the GFC1 stimulus.  To achieve budget

surpluses before the end of 2013-14, the Gillard Government must tackle the pesky

structural budget deficit and control the growth of the spending base. This may prove the

greatest challenge of a populist government, with no real economic or reform charter

and an apparent addiction to spending.

1.2 Economic Outlook
Our budget forecasts for the Australian economy are underpinned by our reckoning that the

nation will achieve solid growth around trend of 4.0 per cent in 2010-11, and 3.6 per cent

in 2011-12, with activity then trailing off significantly over the outlook period. Table 17

includes forecasts for the key macroeconomic and financial variables for the domestic

economy which underpin this edition of the Budget Bulletin.

There are five good reasons why we don’t expect strong growth in the Australian economy

beyond the next 18 months or so.
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1. The significant growth acceleration that followed downturns in the early 1980s and

1990s was in part due to the depth of the downturn which preceded it. The growth

recovery after the last downturn should not be expected to be a strong or sustained as

that experienced after previous downturns of the 1980s or 1990s.

Table 17: Domestic Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Demand and Output Actual Forecast Forecast Forecast Forecast
Household Consumption 2.7 3.5 3.8 1.3 0.4

Private Investment
Dwellings 1.7 -7.4 0.0 9.0 4.4

Total Business Investment -3.1 14.8 1.2 2.8 4.8

Non-dwelling Construction -6.4 18.6 -1.6 2.2 5.3

Machinery & Equipment -3.9 16.8 3.6 3.5 5.8

Private Final Demand 1.5 5.0 2.9 2.1 1.6

Public Final Demand 9.5 -4.5 1.5 2.1 1.4
Total Final Demand 3.3 2.7 2.6 2.1 1.6
Exports of Goods and Services 1.8 8.1 6.5 4.0 3.1
Imports of Goods and Services -3.6 3.9 4.1 2.6 1.2

Gross National Product 2.3 4.0 3.6 2.7 1.9

Non-Farm Product 2.3 3.4 3.2 2.4 1.9

Farm Product 1.1 15.2 10.7 7.5 1.2

Other Economic measures Actual Forecast Forecast Forecast Forecast

External Accounts

Terms of Trade (pps) -1.0 17.0 0.0 -5.0 -5.0

Current Account Balance
$billion -65.1 -58.8 -48.9 -42.6 -40.4
Percentage of GDP -5.0 -4.1 -3.2 -2.7 -2.5

Labour Market
Employment

(labour force survey basis) 1.9 3.2 1.8 1.9 1.8

Unemployment rate (per cent) 5.2 5.1 5.4 5.6 5.9

Participation rate (per cent) 65.3 65.3 65.3 65.3 65.5
Prices and Wages
Consumer Price Index(a) 2.3 2.7 2.4 2.5 2.5

Nominal Farm IPD 1.5 5.9 2.7 2.0 1.9

Wage Price Index 3.3 3.8 4.2 4.0 3.9

Financial measures Actual Forecast Forecast Forecast Forecast
AUD-US $ 0.88 0.95 0.97 0.92 0.89

Cash rate 3.7 5.0 5.5 5.3 5.0
10 year bond 5.5 5.5 5.9 5.6 5.5

Source: ABS 5204.0 & 5206.0, Budget Papers and Macroeconomics estimates.
Note: Percentage change on previous year unless otherwise indicated.
a)Through-the-year growth to the June quarter.

2. Those that expect further continued windfalls from commodity prices forget that our

terms of trade have returned to the 50 year highs reached pre GFC1. We ask is the

current level of commodity prices sustainable as they are a significant impost on the

competitive position of our major trading partners who have now experienced
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deteriorating terms of trade. It appears that Australia’s economy strategy and budget

outlook over the next few years is built on sustaining a 50 year commodity price peak.

3. The huge fiscal and monetary stimulus equivalent to around 4.5 percentage points of

GDP in 2008-09 & 2009-10 employed to forestall the GFC1 downturn must now

contribute to the slowing of activity in Australia as policy makers now target medium

term macro policy goals.

4. There is no significant productivity dividend from a previous microeconomic reform

round to drive growth after the GFC1 downturn in Australia. This is because

successive governments forgot about real reform during the 2000s.

5. The repricing of risk after the GFC1 will tend to reduce asset prices and force up the

global cost of capital, which may sting a debtor economy as Australia.

Chart 6: Output Gap (Rolling)

Source: ABS cat. No. 5206.0 and Macroeconomics estimates.

We are not so sure that the Great Panic or GFC1 has run its course and it may be followed

by future financial shockwaves focussed on the sovereign indebtedness of many developed

economies. We expect the impact on the real economy in Australia will be long lasting,

given the resultant rising cost of capital and repricing of risk. For Australia in late 2010, the

adjustment process will tend to act as a brake on real activity at least for the next few

years, holding activity to near trend levels in 2010 and 2011, and restraining the

China Boom 2 induced upturn until 2012, while the tendency for output to rise above long
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term trend is constrained by the slowdown in economic growth we expect from the middle

of 2013 (Chart 6).

While activity may be somewhat subdued in the real domestic economy, the ‘income’

effects associated with a recovery of our terms of trade by around 17 per cent in 2010-11

will add around $35 billion to real national income progressively from 2011-12 and

2012-13, that will tend to underpin growth in asset prices and leave many Australian’s

feeling more wealthy and with a greater propensity to spend. The China boom continues.

Unfortunately activity in most of the developed economies is still a long way below trend,

although Australia has relatively little trade with many of these economies and so will

experience little backlash.  However, our good fortune in terms of commodity prices means

that China is facing declining terms of trade which will act as a brake on growth there.

While GFC1 was beyond the control of Australian policy makers, the resultant downturn

and recovery is looking like a drawn out process as global markets wait for US/European

banks to repair their balance sheets and restore confidence. Official forecasters such as

the IMF are becoming less upbeat about prospects for global growth and recent sovereign

debt concerns specifically relating to Greece underscore the fragility of the emerging global

recovery. Systemic financial and economic reforms are needed to clear the stockpile of bad

debt accumulated by financial institutions and the mounting stockpile of public debt that

nations accumulated as they sought to counteract the GFC1 downturn in their economies.

Will GFC1 be soon followed by GFC2? The global economy may still provide another

financial crisis over the coming years, given the heightened uncertainty after the first shock

and because of the fundamental imbalances in global trade and finances. It appears that

the global recovery has stalled somewhat, whilst the global cost of capital has risen to

reflect a repricing of risk.

1.3 Budget Outlook
The 2009-10 Budget told the story of the significant discretionary easing of 2008 and 2009,

combined with the loosening of the budget’s automatic stabilisers and the sudden collapse

of much of the windfall revenue windfalls associated with the commodity boom.

The 2010-11 MYEFO will tell the story of the gradual recovery of the budget bottom-line.

We expect Australian Government to announce later this month an underlying cash deficit

of around $35 billion dollars in 2010-11 based on our understanding of parameter changes
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PEFO) as outlined in Table 18. Net debt is now only expected to rise to over $67 billion by
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Table 18: Commonwealth General Government Budget Balance
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9

Percentage of GDP -4.2 -2.5 -0.6 0.5 0.7
Source: Macroeconomics estimates.

Our underlying cash deficit of $35 billion in 2010-11 represents a $5.7 billion improvement

in the bottom-line to Treasury’s forecast on Budget night largely driven by improved income

tax receipts associated with the higher than anticipated terms of trade and associated

uptake in hours worked across Australian workplaces (Table 19). An increase in total

spending will offset to some extent the improvement in the budget bottom-line due to

revenue gains.  Higher spending is due to the increased cost of service delivery associated

with higher wages and other input prices as well as a small increase in discretionary policy

since Budget.

Table 19: Commonwealth General Government Budget Forecasts
Estimates Projections

2010-11 2011-12 2012-13 2013-14

$b $b $b $b

2010-11 Budget UCB -40.8 -13.0 1.0 5.4

Receipt Parameter
Variations 10.1 6.1 9.8 8.0

Payment Parameter
Variations -4.2 -2.5 -1.8 -1.2

Total Measures -0.3 -0.2 -0.4 -0.3

Macroeconomics UCB -35.1 -9.6 8.6 11.9

Percentage of GDP -2.5 -0.6 0.5 0.7
Source:  Macroeconomics estimates.

The budget outlook in 2011-12 and over the period of the forward estimates is likely to be

somewhat stronger than was forecast by Treasury at Budget due mainly to stronger than

anticipated individual and business income tax receipts associated with stronger than

anticipated activity Table 20.

Page 33

Table 18: Commonwealth General Government Budget Balance
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9

Percentage of GDP -4.2 -2.5 -0.6 0.5 0.7
Source: Macroeconomics estimates.

Our underlying cash deficit of $35 billion in 2010-11 represents a $5.7 billion improvement

in the bottom-line to Treasury’s forecast on Budget night largely driven by improved income

tax receipts associated with the higher than anticipated terms of trade and associated

uptake in hours worked across Australian workplaces (Table 19). An increase in total

spending will offset to some extent the improvement in the budget bottom-line due to

revenue gains.  Higher spending is due to the increased cost of service delivery associated

with higher wages and other input prices as well as a small increase in discretionary policy

since Budget.

Table 19: Commonwealth General Government Budget Forecasts
Estimates Projections

2010-11 2011-12 2012-13 2013-14

$b $b $b $b

2010-11 Budget UCB -40.8 -13.0 1.0 5.4

Receipt Parameter
Variations 10.1 6.1 9.8 8.0

Payment Parameter
Variations -4.2 -2.5 -1.8 -1.2

Total Measures -0.3 -0.2 -0.4 -0.3

Macroeconomics UCB -35.1 -9.6 8.6 11.9

Percentage of GDP -2.5 -0.6 0.5 0.7
Source:  Macroeconomics estimates.

The budget outlook in 2011-12 and over the period of the forward estimates is likely to be

somewhat stronger than was forecast by Treasury at Budget due mainly to stronger than

anticipated individual and business income tax receipts associated with stronger than

anticipated activity Table 20.

Page 33

Table 18: Commonwealth General Government Budget Balance
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9

Percentage of GDP -4.2 -2.5 -0.6 0.5 0.7
Source: Macroeconomics estimates.

Our underlying cash deficit of $35 billion in 2010-11 represents a $5.7 billion improvement

in the bottom-line to Treasury’s forecast on Budget night largely driven by improved income

tax receipts associated with the higher than anticipated terms of trade and associated

uptake in hours worked across Australian workplaces (Table 19). An increase in total

spending will offset to some extent the improvement in the budget bottom-line due to

revenue gains.  Higher spending is due to the increased cost of service delivery associated

with higher wages and other input prices as well as a small increase in discretionary policy

since Budget.

Table 19: Commonwealth General Government Budget Forecasts
Estimates Projections

2010-11 2011-12 2012-13 2013-14

$b $b $b $b

2010-11 Budget UCB -40.8 -13.0 1.0 5.4

Receipt Parameter
Variations 10.1 6.1 9.8 8.0

Payment Parameter
Variations -4.2 -2.5 -1.8 -1.2

Total Measures -0.3 -0.2 -0.4 -0.3

Macroeconomics UCB -35.1 -9.6 8.6 11.9

Percentage of GDP -2.5 -0.6 0.5 0.7
Source:  Macroeconomics estimates.

The budget outlook in 2011-12 and over the period of the forward estimates is likely to be

somewhat stronger than was forecast by Treasury at Budget due mainly to stronger than

anticipated individual and business income tax receipts associated with stronger than

anticipated activity Table 20.



Page 34

Table 20: Commonwealth General Government Receipts – Variations
from Budget 2010-11

Estimates Projections

2010-11 2011-12 2012-13 2013-14
$b $b $b $b

Gross Income Tax 5.7 4.3 1.9 -1.0

Gross Other Individual 0.3 -0.9 -1.8 -2.3

Company Tax 1.3 1.3 1.1 1.4

Other 2.9 1.5 8.6 9.9

Total 10.1 6.1 9.8 8.0
Source: Macroeconomics estimates.

Our forecasts of receipts by revenue head for the 2010-11 MYEFO are outlined in

Table 21.

Table 21: Commonwealth General Government Sector Receipts
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Individual and Other
Withholding Taxes
Gross Income Tax
Withholding 118,532 134,987 146,719 156,309 165,434

Gross Other Individual 25,928 30,101 33,117 35,592 37,950

Less Refunds -24,390 -23,811 -26,207 -29,010 -31,494

Total Individuals and
Withholding Taxation 120,070 141,277 153,629 162,891 171,890

Fringe Benefits Tax 3,504 3,770 3,951 4,095 4,227

Superannuation Funds 6,099 7,834 9,248 10,509 11,780

Company Tax 52,209 66,551 77,787 82,501 86,892

Petroleum Resource Rent 1,251 1,788 2,272 7,021 15,134

Mineral Resource Rent Tax 0 0 0 2,216 3,428

Income Taxation
Receipts 183,133 221,219 246,887 269,233 293,350

Total Sales Tax 45,172 48,776 51,273 53,263 55,117

Total Excise Duty Receipts 24,439 25,366 25,976 26,449 26,875

Total Customs Duty
Receipts 5,341 6,070 6,567 6,971 7,350

Indirect Taxation Receipts 74,952 80,211 83,816 86,683 89,343

Other Indirect Taxation 2,889 2,605 2,762 2,888 3,004

General Government
Sector Receipts 260,974 304,036 333,465 358,803 385,697

Source: Macroeconomics estimates.  Subject to rounding.
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In terms of payments, the deterioration in the budget bottom-line over the outlook period is

mainly due to higher than anticipated outlays in the ‘Other payments’ category related to

the cost of service delivery across the public sector in terms of higher than expected wages

and other input costs. We also expect total outlays on unemployment benefits and student

assistance to be higher than was forecast by Treasury at Budget time, even in an

environment of stronger than anticipated employment growth. This is explained by a

comparison of our forecasts of real GDP; the participation rate and price pressures over the

outlook relative to those provided by Treasury at the last Budget. Total measures since

Budget are expected to have risen by a small margin since Budget. In addition, an

improved budget bottom-line overall will mean slightly lower interest payments on public

debt (Table 22).

Table 22: General Government Sector Payments Forecasts – Budget
2009-10 Variations

Estimates Projections

2010-11 2011-12 2012-13 2013-14

$b $b $b $b

Job Seeker & Student
Income Support 0.2 0.3 0.5 0.7

Measures (net) 0.3 0.2 0.4 0.3

Public Debt Interest -0.3 -0.3 -0.5 -0.3

Other 4.3 2.4 2.6 0.8

Total 4.5 2.7 2.2 1.5
Source: Macroeconomics estimates.

1.4 Structural Budget Position
This time last year we told you that the Commonwealth had been running a structural deficit

since 2006-07 of at least $25 billion, and that corrective measures needed to be taken to

close the fiscal gap. We have no reason to think the structural budget position has

improved in the last twelve months (Table 23). Once the impact of the GFC 1 stimulus

measures is removed, the structural deficit is expected to rise in dollar terms from

$41.5 billion in 2010-11 to $49 billion in 2013-14 representing a slight increase in GDP

terms from 2.9 per cent in 2010-11 to 3.0 in 2013-14.
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Table 23: Commonwealth Government Structural Budget Forecasts
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Budget Balance -54.8 -35.1 -9.6 8.6 11.9

Impact of the Economic Cycle 30.4 9.7 -1.1 -17.2 -26.3

(Output gap share of GDP) (-1.1) (-0.3) (0.0) (0.4) (0.6)

Impact of the Commodity Cycle -20.1 -32.1 -35.9 -35.2 -34.6

Structural Balance -44.5 -57.6 -44.4 -43.8 -49.0

Percentage of GDP -3.4 -4.0 -2.9 -2.8 -3.0

Impact of One-Off GFC1
Measures 25.4 16.2 5.6 -2.2 0.0

Structural Balance
excluding GFC1 Measures -19.1 -41.5 -38.8 -46.1 -49.0

Percentage of GDP -1.5 -2.9 -2.6 -2.9 -3.0
Source: ABS, Budget Papers & Macroeconomics estimates.  Subject to rounding.

Indeed the key to reducing the structural deficit through time will be to constrain real

spending growth to below the growth in real GDP (based on a return to long run average

terms of trade). Table 24 details our forecasts of the Gillard Governments likely spending

performance over the outlook period. It suggests that they will manage to contain real

spending growth to below 2 per cent in each year of the outlook period, but that spending

growth will outstrip 2 per cent target once the impact of the GFC1 stimulus is factored in.

Table 24: Growth in Spending as Percentage of GDP
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

% % % % %

Growth in Nominal
Payments
(including GFC1 spending)

16.3 3.1 5.9 2.0 4.5

CPI 3.1 2.3 2.7 2.4 2.5

Growth in Real Payments
(including GFC1 spending) 13.1 0.7 3.2 -0.4 2.0

Growth in Real Payments
(excluding GFC1 spending) 0.3 6.8 2.9 4.3 1.2

Source: MYEFO & Macroeconomics estimates.
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1.5 Fiscal Stimulus
Commonwealth fiscal policy will contribute to a contraction in the national economy of

around 1 to 2 percentage points of GDP in 2010-11 and 2012-13, with a broadly neutral

impact in 2013-14 (Table 25).

Table 25: Commonwealth General Government Fiscal Stimulus
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Underlying Cash
Balance -54.8 -35.1 -9.6 8.6 11.9

Fiscal Stimulus in Dollars 27.7 +19.6 +25.5 +18.2 +3.3

Fiscal Stimulus in GDP 2.1 +1.4 +1.7 +1.2 +0.2
Source: Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

1.6 Saving Record

The Commonwealth has drawn on national savings by around $3.6 billion in the form of an

accumulated budget deficit for the 10 year period ending 2008-09. It is expected to draw on

national savings by around $24 billion over the period of the forward estimates. However,

general government net debt will begin declining again by 2013-14 to $67 billion having

risen to $87 billion in 2011-12 (Table 26).

Table 26: Commonwealth General Government Net Debt
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt 42.3 77.4 87.0 78.4 66.5

Percentage of GDP 3.3 5.4 5.8 5.0 4.1
Source: Macroeconomics estimates.

1.7 Infrastructure Investment Plans

The Commonwealth will invest around $32 billion in capital equipment and direct public

infrastructure purchases over the next four years of which defence materiel will comprise

just over one-third of total spending on average (Table 27).

Page 37

1.5 Fiscal Stimulus
Commonwealth fiscal policy will contribute to a contraction in the national economy of

around 1 to 2 percentage points of GDP in 2010-11 and 2012-13, with a broadly neutral

impact in 2013-14 (Table 25).

Table 25: Commonwealth General Government Fiscal Stimulus
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Underlying Cash
Balance -54.8 -35.1 -9.6 8.6 11.9

Fiscal Stimulus in Dollars 27.7 +19.6 +25.5 +18.2 +3.3

Fiscal Stimulus in GDP 2.1 +1.4 +1.7 +1.2 +0.2
Source: Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

1.6 Saving Record

The Commonwealth has drawn on national savings by around $3.6 billion in the form of an

accumulated budget deficit for the 10 year period ending 2008-09. It is expected to draw on

national savings by around $24 billion over the period of the forward estimates. However,

general government net debt will begin declining again by 2013-14 to $67 billion having

risen to $87 billion in 2011-12 (Table 26).

Table 26: Commonwealth General Government Net Debt
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt 42.3 77.4 87.0 78.4 66.5

Percentage of GDP 3.3 5.4 5.8 5.0 4.1
Source: Macroeconomics estimates.

1.7 Infrastructure Investment Plans

The Commonwealth will invest around $32 billion in capital equipment and direct public

infrastructure purchases over the next four years of which defence materiel will comprise

just over one-third of total spending on average (Table 27).

Page 37

1.5 Fiscal Stimulus
Commonwealth fiscal policy will contribute to a contraction in the national economy of

around 1 to 2 percentage points of GDP in 2010-11 and 2012-13, with a broadly neutral

impact in 2013-14 (Table 25).

Table 25: Commonwealth General Government Fiscal Stimulus
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Underlying Cash
Balance -54.8 -35.1 -9.6 8.6 11.9

Fiscal Stimulus in Dollars 27.7 +19.6 +25.5 +18.2 +3.3

Fiscal Stimulus in GDP 2.1 +1.4 +1.7 +1.2 +0.2
Source: Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

1.6 Saving Record

The Commonwealth has drawn on national savings by around $3.6 billion in the form of an

accumulated budget deficit for the 10 year period ending 2008-09. It is expected to draw on

national savings by around $24 billion over the period of the forward estimates. However,

general government net debt will begin declining again by 2013-14 to $67 billion having

risen to $87 billion in 2011-12 (Table 26).

Table 26: Commonwealth General Government Net Debt
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt 42.3 77.4 87.0 78.4 66.5

Percentage of GDP 3.3 5.4 5.8 5.0 4.1
Source: Macroeconomics estimates.

1.7 Infrastructure Investment Plans

The Commonwealth will invest around $32 billion in capital equipment and direct public

infrastructure purchases over the next four years of which defence materiel will comprise

just over one-third of total spending on average (Table 27).



Page 38

Table 27: Commonwealth General Government Spending Plans on
Infrastructure

Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Sales of non-financial
assets 0.3 0.4 1.0 4.7 0.5

Purchases of non-financial
assets -10.8 -11.7 -10.2 -8.8 -8.7

Net cash flows from
investments in non-
financial assets

-10.6 -11.3 -9.2 -4.1 -8.2

Source: Budget Papers.
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2. New South Wales Government

The following chapter examines the fiscal prospects for the New South Wales General

Government in greater depth.

2.1 Introduction

The New South Wales economy is characterised by its significant share of financial and

insurance services (12.3 per cent) which made the State particularly vulnerable to the

effects of GFC1.  The professional, scientific and technical services sector is also relatively

well represented in New South Wales (6.8 per cent). It is relatively under-represented in

the agriculture, forestry and fishing (1.7 per cent) and mining sectors (2.5 per cent),

although, since 2000-01 the former experienced, on average, growth above that of the

national average.

In 2008-09, GSP grew by only 0.2 per cent, far below its ten year average of 2.1 per cent,

the worst performance of all the States and Territories for the year, with the major sectoral

contributors to growth being the agriculture, forestry and fishing (0.5 points) and public

administration sector (0.4 points).

Almost all sectors have experienced growth below that of the national average since

2000-01.  Weak growth in the State’s main sectors helped push the NSW budget into deficit

in 2006-07 by $7.4 billion and the budget has remained in deficit ever since.  However,

good luck and good management could restore the budget back to surplus by 2013-14.

2.2 Economic Outlook

The New South Wales economy is expected to grow strongly in the next two years, despite

being relatively more exposed to increases in interest rates (due to higher house prices and

household gearing) and its reliance on business and financial services (meaning it is
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exposed to a risk from higher exchange rates, whilst missing out most of the windfalls

associated with the mining boom, save some additional coal mining royalties (Table 28).

Table 28: New South Wales Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 4.0 4.0 3.2 2.2 0.9

Nominal GSP 4.9 9.5 5.7 4.1 3.1

Real Final Demand 4.3 4.1 2.6 2.2 2.1

Employment Growth 1.7 1.7 1.7 1.6 1.6

Unemployment Rate (%) 5.2 5.2 5.1 5.5 5.9

Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

2.3 Budget Outlook

We expect the New South Wales Government to announce a budget deficit for 2010-11 at

the Mid-year Budget review of around $1.6 billion based on our understanding of

parameter changes and policy measures since the 2010-11 Budget (Table 29). General

Government net debt is now expected to increase to around $12 billion by 2013-14

(2.2 per cent of GSP).

Table 29: New South Wales General Government Budget Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

GFS Balance -1.7 -1.6 -0.4 -0.4 0.2
Percentage of GSP -0.4 -0.4 -0.1 -0.1 0.0

Source: Macroeconomics estimates.  Subject to rounding.

The budget outlook in 2010-11 and over the period of the forward estimates is consistently

stronger than was expected at Budget time due mainly to stronger than anticipated thermal

coal royalties receipts (Table 30).
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Table 30: New South Wales General Government Receipts Forecasts
(Variations)

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Cash Receipts from
Operating Activities

Taxes received 0.0 0.0 0.0 0.0 0.0

Receipts from sale of
goods and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received 1,282.9 0.0 0.0 0.0 0.0

Other receipts 37.5 146.9 142.5 138.2 134.0

Total Receipt Variations 1,320.4 146.9 142.5 138.2 134.0
Source: New South Wales Budget Papers and Macroeconomics estimates.  Subject to rounding.

Increases in receipts outlined above are expected to make up the major parameter

variations for New South Wales at MYEFO. No adjustments have been made to spending

over the Budget estimates either based on parameters or policy changes.

2.4 Fiscal Stimulus
State fiscal policy will be broadly neutral in 2010-11 and contribute to a small contraction in

the New South Wales economy over the period of the forward estimates (Table 31).

Table 31: New South Wales General Government Fiscal Stimulus
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Change in GFS Cash
Balance -0.3 0.0 1.2 0.0 0.7

Percentage of GSP -0.1 0.0 0.3 0.0 0.1
Source: Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

2.5 Savings Record

The New South Wales General Government contributed around $5 billion to national

savings in the form of accumulated budget surpluses for the 10 year period ending

2008-09.  It is expected to draw on national savings by around $4 billion over the period of

the forward estimates.  Net debt is expected to increase to $12 billion over the same

period (Table 32).
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Table 32: New South Wales General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt 9.1 10.8 11.0 11.4 11.6
Percentage of GSP 2.1 2.3 2.2 2.2 2.2

Source: New South Wales Budget Papers and Macroeconomics estimates.

2.6 Infrastructure Investment Plans

The New South Wales General Government will invest around $22 billion in capital

equipment and direct public infrastructure purchases over the next four years in health,

education, roads and police (Table 33). It is also expected that public corporations will

invest a further $35 billion in non financial assets in water, sewerage, electricity, housing

and transport.

Table 33: New South Wales General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Net Purchase of
Assets -6.6 -6.5 -5.5 -5.0 -4.9

Percentage of GSP -1.6 -1.4 -1.1 -1.0 -0.9
Source: New South Wales Budget Papers and Macroeconomics estimates.
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3. Victorian Government

The following chapter examines the fiscal prospects for the Victorian General Government

in greater depth.

3.1 Introduction

The Victorian economy is characterised by a relatively strong contribution from

manufacturing (11.7 per cent) and financial and insurance services sectors

(11.5 per cent).  Since 2000-01, neither sector has expanded compared to the national

average for that sector. The Victorian economy is relatively under-represented in the mining

(2.1 per cent) and construction sectors (5 per cent).

In 2008-09, GSP grew by only 0.8 per cent, far below its ten year average of 3.2 per cent,

and this negative, growth impacted on the budget bottom line, with the budget falling into

deficit for the first time in a decade, and expected to remain in deficit until at least 2012-13.

Whilst the additional $18 billion in general government infrastructure investment over the

forward estimates may support jobs and long term competitiveness, it has not helped the

budget bottom line.

3.2 Economic Outlook

The Victorian economy is currently being supported by the largest infrastructure spend in

the State’s history in dollar terms, estimated at $15 billion over the forward estimates. The

State is expected to record solid growth over the next two years supported by major

infrastructure projects, despite missing the windfalls associated with the mining boom.

However, growth is expected to soften thereafter (Table 34).
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infrastructure projects, despite missing the windfalls associated with the mining boom.
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Table 34: Victorian Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14
Actual Forecast Forecast Projection Projection

Real GSP 3.1 3.2 3.2 2.6 1.8

Nominal GSP 4.0 9.2 5.6 4.5 4.0

Real Final Demand 4.4 3.6 1.9 1.7 1.6

Employment Growth 0.0 1.3 1.4 1.3 1.3

Unemployment Rate (%) 5.3 5.3 5.7 5.9 6.3

Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

3.3 Budget Outlook

We expect the Victorian Government to announce an underlying budget deficit of around

$0.7 billion at the 2010-11 Mid-year Budget review based on our understanding of

parameter changes and savings measures since the 2010-11 Budget (Table 35). General

Government net debt is now expected to rise to over $16 billion by 2013-14 (4.3 per cent

of GSP).

Table 35: Victorian General Government Budget Forecasts
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

GFS Balance -2.3 -0.7 -0.4 0.9 1.5
Percentage of GSP -0.8 -0.2 -0.1 0.2 0.4

Source: Macroeconomics estimates.  Subject to rounding.

The budget outlook over the period of the forward estimates is generally stronger than was

expected at the 2010-11 Budget due to a small rise in mining royalties receipts anticipated

(Table 36).
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Table 36: Victorian General Government Receipts Forecasts
(Variations)

Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m
Cash Receipts from
Operating Activities
Taxes received 0.0 0.0 0.0 0.0 0.0

Receipts from sale of
goods and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received 0.0 0.0 0.0 0.0 0.0

Other receipts 0,0 5.0 7.0 6.0 4.0

Total Receipt Variations 0.0 5.0 7.0 6.0 4.0

Source: Victorian Budget Papers and Macroeconomics estimates.  Subject to rounding.

These minor variations in receipts make up the entire parameter variations for the Victorian

economy that we anticipate at Mid-year. No other adjustments have been made to

spending compared to Budget either based on parameters or policy changes.

3.4 Fiscal Stimulus
State fiscal policy will have a small contractionary impact on the Victorian economy in

2010-11, be broadly neutral in 2011-12, and again have a small contractionary impact over

the out years (Table 37).

Table 37: Victorian General Government Fiscal Stimulus
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Change in GFS Cash
Balance -1.5 1.6 0.3 1.3 0.6

Percentage of GSP -0.5 0.5 0.1 0.3 0.2

Source: Victorian Budget Papers and Macroeconomics estimates.

Note: (-) indicates stimulus and (+) indicates contraction.

3.5 Savings Record

The Victorian General Government has contributed around $5 billion to national savings in

the form of accumulated budget surpluses for the 10 year period ending 2009-10.  It is

expected to draw on national savings by around $1 billion over the period of the forward
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estimates. Net debt is expected to rise to $16 billion over the same period

(Table 38).

Table 38: Victorian General Government Net Debt
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Net Debt 9.1 12.1 14.9 16.2 16.2
Percentage of GSP 3.0 3.7 4.2 4.4 4.3

Source: Victorian Budget Papers and Macroeconomics estimates.

3.6 Infrastructure Investment Plans

The Victorian General Government will invest around $15 billion in capital equipment and

direct public infrastructure purchases over the next four years (Table 39). It is also

expected that public corporations will invest a further $13 billion in non financial assets in

water, sewerage, electricity, housing and transport.

Table 39: Victorian General Government Investment Plans
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Net Purchase of
Assets -4.6 -4.2 -3.6 -3.3 -2.6

Percentage of GSP -1.5 -1.3 -1.0 -0.9 -0.7
Source: Victorian Budget Papers and Macroeconomics estimates.
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4. Queensland Government

The following chapter examines the fiscal prospects for the Queensland General

Government in greater depth.

4.1 Introduction

The Queensland economy is characterised by the relatively large of share in the mining

(9.2 per cent) and transport, postal and warehousing (6.2 per cent) sectors.  Since

2000-01, both sectors have experienced growth above that of the national average

(3.7 per cent and 5.6 per cent respectively). The Queensland economy is relatively

under-represented in the financial and insurance services (5.8 per cent) and professional,

scientific and technical services (4.8 per cent) sectors, although, since 2000-01 both

sectors have experienced above average growth since (8.1 per cent and 7.5 per cent

respectively).

In 2008-09, GSP grew by only 0.3 per cent, far below its ten year average of 4.7 per cent.

Whilst Queensland has, is and will benefit from the resources boom, the budget is currently

in deficit to the tune of $6 billion and deficits are forecast over the forward estimates. It

appears that this outcome is both the result of lax management with above average growth

in the public administration sector 3.3 per cent greater than the national average, as well

as straining under a sustained population boom (justifying an increase in social and

infrastructure expenditure).  If the Queensland General Government does not address the

issue of public sector employment, it will not be able to curb its ever-growing public payroll

and get the budget back into the black.
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4.2 Economic Outlook

Activity in the Queensland economy is currently being supported by resource projects,

associated with coal mining and LNG, and a booming population (Table 40).

During GFC1, Queensland’s economy proved fairly resilient, although economic growth

slowed to its weakest rate since 1990-91. However, the Government was forced to

maintain a $25 billion general government infrastructure program to support the economy

in the face of weak private investment. The challenge now facing the Queensland economy

is the need to broaden to the economic recovery beyond the coal mining boom in the

Bowen Basin and stimulus provided by major public infrastructure projects.

Table 40: Queensland Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 2.8 3.8 4.0 3.1 2.8

Nominal GSP 3.7 9.3 6.4 5.0 5.0

Real Final Demand -0.7 0.4 2.1 2.0 1.9

Employment Growth 3.7 2.0 1.7 1.5 1.5

Unemployment Rate (%) 5.2 5.0 5.3 5.5 5.7
Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

4.3 Budget Outlook

We expect the Queensland Government to announce an underlying budget deficit at the

Mid-year Budget review of around $6 billion based on our understanding of parameter

changes and savings measures since the 2010-11 Budget (Table 41). These estimates

incorporate the payments to flood and cyclone affected areas of the State. General

Government net debt is now expected to rise to nearly $4 billion by 2013-14 (1.1 per cent

of GSP).

Whilst Queensland economic growth is forecast to be slightly higher than at budget time,

fiscal conditions remain challenging.  Queensland is forecast to post budget deficits over

the entire forward estimates period.

Table 41: Queensland General Government Budget Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

GFS Balance -6.2 -6.2 -4.3 -2.6 -1.2
Percentage of GSP -2.5 -2.2 -1.5 -0.8 -0.4

Source: Macroeconomics estimates.  Subject to rounding.
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However, the budget outlook in 2010-11 and over the period of the forward estimates is

consistently stronger than was expected at the 2010-11 Budget, due mainly to stronger

than anticipated coal mining royalty collections included in the Other receipts line outlined

in Table 42.

Table 42: Queensland General Government Receipts Forecasts
(Variations)

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m
Cash Receipts from
Operating Activities
Taxes received 80.7 -83.0 0.0 0.0 0.0

Receipts from sale of
goods and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received -1,161.0 0.0 0.0 0.0 0.0

Other receipts 87.5 327.5 319.1 309.5 300.4

Total Receipt Variations -992.8 244.5 319.1 309.5 300.4

Source: Queensland Budget Papers and Macroeconomics estimates.  Subject to rounding.

Variations in receipts made up the entire parameter variations for Queensland.

No other adjustments have been made to spending over the Budget either based on

parameters or policy changes.

4.4 Fiscal Stimulus
State fiscal policy will contribute to a broadly neutral outcome in the Queensland economy

in 2010-11 with a modest contraction expected over the out years (Table 43).

Table 43: Queensland General Government Fiscal Stimulus
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Change in GFS Cash
Balance -3.4 0.1 1.8 1.7 1.4

Percentage of GSP -1.3 0.0 0.6 0.6 0.4
Source: Queensland Budget Papers and Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

4.5 Savings Record

The Queensland General Government has contributed around $7 billion to national

savings in the form of accumulated budget surpluses for the 10 year period ending

2008-09.  It is expected to draw on national savings by around $20 billion over the period
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4.4 Fiscal Stimulus
State fiscal policy will contribute to a broadly neutral outcome in the Queensland economy

in 2010-11 with a modest contraction expected over the out years (Table 43).

Table 43: Queensland General Government Fiscal Stimulus
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Change in GFS Cash
Balance -3.4 0.1 1.8 1.7 1.4

Percentage of GSP -1.3 0.0 0.6 0.6 0.4
Source: Queensland Budget Papers and Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

4.5 Savings Record

The Queensland General Government has contributed around $7 billion to national

savings in the form of accumulated budget surpluses for the 10 year period ending

2008-09.  It is expected to draw on national savings by around $20 billion over the period
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of the forward estimates. Net debt is expected to rise to just below $4 billion over the same

period (Table 44).

Table 44: Queensland General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt -12.2 -6.0 -0.9 2.2 3.5
Percentage of GSP -4.8 -2.2 -0.3 0.7 1.1

Source: Queensland Budget Papers and Macroeconomics estimates.

4.6 Infrastructure Investment Plans

The Queensland General Government will invest around $25 billion in capital equipment

and direct public infrastructure purchases over the next four years (Table 45). It is also

expected that public corporations will invest a further $22 billion in non financial assets in

water, sewerage, electricity, housing and transport.

Table 45: Queensland General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Net Purchase of
Assets -8.4 -8.1 -7.3 -5.5 -4.5

Percentage of GSP -3.3 -2.9 -2.5 -1.8 -1.4
Source: Queensland Budget Papers and Macroeconomics estimates.
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5. Western Australian Government

The following chapter examines the fiscal prospects for the Western Australian General

Government in greater depth.

5.1 Introduction

The Western Australian economy is characterised by a relatively large contribution from the

mining (24.3 per cent) and construction (7.5 per cent) sectors. Since 2000-01, both

sectors have experienced growth above that of the national average (3.9 per cent and

11 per cent respectively).

The Western Australian economy is relatively under-represented in the manufacturing

(7 per cent) and financial and insurance services (4.8 per cent) sectors, although, since

2000-01 on average, both sectors have experienced growth above that of the national

average (7 per cent and 4.3 per cent respectively).

In 2008-09, GSP grew by 0.7 per cent, far below its ten year average of 4.1 per cent,

attributable to sluggish, and in some instances negative, growth in a number of industries

including; mining (2.9 per cent) manufacturing (-9.8 per cent), construction (-0.5 per cent)

and wholesale trade (2.6 per cent).

Meanwhile, the Western Australian General Government budget position is mixed.  On the

one hand, revenue is forecast to be stronger than anticipated due to royalties associated

with mining boom revenue windfalls.  On the other hand, growth in the public administration

and safety sector above the national average (2.9 per cent) has led to higher than

anticipated payments and budget deficits over the entire forward estimates period.
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5.2 Economic Outlook

Activity in the Western Australian economy is currently being supported by a number of

major resource projects associated with mining of iron ore (BHP Billiton’s $6.7 billion Rapid

Growth Project 5 and Citic Pacific’s $5.2 billion Sino Iron Ore Project) and the ramping up

of activity on the giant Chevron $43 billion Gorgon LNG project. We expect it to be the

fastest growing region of Australia over the period of the forward estimates (Table 46).

Table 46: Western Australian Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Actual Forecast Forecast Projection Projection

Real GSP 3.8 4.5 4.5 4.3 2.3

Nominal GSP 4.7 10.0 6.9 6.1 4.4

Real Final Demand 4.8 5.1 3.6 3.1 1.1

Employment Growth 4.3 2.2 2.3 2.1 2.1

Unemployment Rate
(%) 4.1 3.9 4.0 4.3 4.7

Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

5.3 Budget Outlook

While the economy of Western Australia is growing faster than that of any other jurisdiction

covered in this Bulletin over the period of the forward estimates, we still expect the Western

Australian Government to announce an underlying cash deficit of $1.6 billion at the Mid-

year Budget review based on our understanding of parameter changes and savings

measures since the 2010-11 Budget (Table 47). General Government net debt is now

expected to rise to almost $4 billion by 2013-14 (1.5 per cent of GSP).

Table 47: Western Australian General Government Budget Forecasts
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

GFS Balance -0.9 -1.6 -0.6 0.2 0.0

Percentage of GSP -0.5 -0.8 -0.3 0.1 0.0
Source: Macroeconomics estimates.  Subject to rounding.

The budget outlook in 2010-11 and over the period of the forward estimates is consistently

stronger than was expected at the 2010-11 Budget due mainly to larger than anticipated

Other receipts collections associated with an increase in mining royalties largely from iron

ore extraction (Table 48).
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Table 48: Western Australian General Government Receipts Forecasts
(Variations)

Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m
Cash Receipts from
Operating Activities
Taxes received 0.0 0.0 0.0 0.0 0.0

Receipts from sale of goods
and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received 0.0 0.0 0.0 0.0 0.0

Other receipts 0.0 442.0 430.9 479.8 502.2

Total Receipt Variations 0.0 442.0 430.9 479.8 502.2

Source: Western Australian Budget Papers and Macroeconomics estimates.  Subject to rounding.

Variations in receipts made up the entire parameter variations for Western Australia.

No other adjustments have been made to spending over the Budget either based on

parameters or policy changes.

5.4 Fiscal Stimulus
State fiscal policy will be mildly expansionary in 2010-11 and mildly contractionary in

2011-12 and 2012-13, with a broadly neutral impact in 2013-14 (Table 49).

Table 49: Western Australian General Government Fiscal Stimulus
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Change in GFS Cash
Balance -0.5 -0.7 1.0 0.8 -0.2

Percentage of GSP -0.3 -0.4 0.5 0.4 -0.1
Source: Western Australian Budget Papers and Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

5.5 Savings Record

The Western Australian General Government has contributed around $5 billion to national

savings in the form of accumulated budget surpluses for the 10 year period ending

2008-09.  It is expected to draw on national savings by around $2 billion over the period of

the forward estimates. Net debt is expected to rise to nearly $4 billion over the same

period (Table 50).
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Table 50: Western Australian General Government Net Debt
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Debt -1.1 2.5 3.5 3.7 3.9

Percentage of GSP -0.6 1.3 1.7 1.7 1.7
Source: Western Australian Budget Papers and Macroeconomics estimates.

5.6 Infrastructure Investment Plans

The Western Australian General Government will invest around $11 billion in capital

equipment and direct public infrastructure purchases over the next four years (Table 51). It

is also expected that public corporations will invest a further $14 billion over the next four

years.

Table 51: Western Australian General Government Investment Plans
Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

Net Purchase of
Assets -2.8 -3.5 -3.0 -2.4 -2.3

Percentage of GSP -1.6 -1.8 -1.4 -1.1 -1.0
Source: Western Australian Budget Papers and Macroeconomics estimates.
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6. South Australian Government

The following chapter examines the fiscal prospects for the South Australian General

Government in greater depth.

6.1 Introduction

The South Australian economy is characterised by significant shares in the following

sectors:

 South Australia is relatively strong in manufacturing, but that strength falls on a

relatively narrow base. The state’s manufacturing sector covers a wide range of

niches, but there is a relative degree of concentration on cars and car parts, wine

and defence-related manufacturing. In relative terms, as in other parts of Australia,

the State’s manufacturers now represent a smaller proportion of the overall

employment base than it did 10 years ago.

 The farm sector is important despite the state’s reputation as a manufacturing base.

In particular, South Australia’s irrigation-dependent horticultural sector is relatively

more labour-intensive than broadacre operations such as wheat farming (where SA is

also represented). That said, the state is very dry, and the future will in part depend

on potential climate change and on future water access and water pricing policies.

 South Australia also has a relatively higher concentration of employment in health and

community services. In part that reflects it’s older than average population base,

which adds to demands on health and aged care. Moreover, the state’s ageing

population suggests this sector is one with potential for growth over the longer term.

The South Australian economy is relatively under-represented in the following sectors:
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 The finance sector lost many jobs to the east coast amid a process of

centralisation that began in the 1990s, although that process has slowed

considerably in the current decade. Adelaide is home to relatively few national

headquarters in finance or insurance. Moreover, an early shift of back office

operations to Adelaide has tended to see a subsequent shift of these jobs to India,

as outsourcing enters a new phase.

 Construction has grown notably in recent years as the economy has recovered.

However, South Australia is still a state which on average has grown more slowly

than the national equivalent. The slow growth has its counterpart in a relatively

smaller share of employment in the construction sector in South Australia than

elsewhere.

 In common with finance and insurance, a number of property and business

services operations lost a number of jobs to the east coast during the 1990s. This

sector, which covers professions such as accountants, lawyers, architects and real

estate agents, has a smaller share in South Australia than seen on average across

Australia as a whole.

That combination of sectoral strengths and weaknesses is a mixed blessing for South

Australia. In particular, its strength in manufacturing is a negative for the outlook. While

South Australia’s consumers are less exposed to high interest rates than the Australian

average, South Australian businesses are more exposed to both the $AUD and to interest

rates.

Meanwhile South Australia is fast becoming known as the defence industry capital of the

nation, with Australia’s largest ever domestic defence project, namely the $8 billion dollar

Air Warefare Destroyer being carried out at the State’s new shipbuilding facilities at

Techport.  Whilst defence projects will become the main economic driver of the South

Australian economy, there remain challenges facing the Government.

Public sector payroll remains a problem, with one in every eight working South Australian’s

employed by the Government.  With 60 per cent of the State budget going to payroll, the

Government has declared that it must shed at least 600 full-time employees.

With back-to-back budget deficits forecast until at least 2013-14, the Government will need

to work hard to steer the budget back into the black. The recent Commission of Audit

process which delivered a range of saving options was encouraging, although the more

cautious response of the Government was less so. However it seems that there is a
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genuine commitment to undertake at least some of the heavy lifting to achieve real

reductions in outlays.

6.2 Economic Outlook

Activity in the South Australian economy is currently being supported by public

infrastructure and defence industry projects such as the AWD shipbuilding project being

undertaken at Techport (Table 52). In addition there are several large mining projects

underway or just commencing including the BHP Billiton Olympic Dam copper project

estimated to be worth around $16 billion over the next five or so years.

Table 52: South Australian Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 2.0 3.2 3.6 3.2 1.7

Nominal GSP 2.9 9.3 6.1 5.1 3.9

Real Final Demand 4.6 3.0 3.0 2.1 1.1

Employment Growth 0.9 1.4 1.7 1.7 1.0

Unemployment Rate (%) 5.0 4.9 4.8 4.9 5.6

Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

6.3 Budget Outlook

We expect the South Australian Government to announce an underlying budget deficit of

around $2 billion at the Mid-year Budget review based on our understanding of parameter

changes and savings measures since the 2010-11 Budget (Table 53). General Government

net debt is now expected to increase to $4 billion by 2013-14 (4 per cent of GDP).

Table 53: South Australian General Government Budget Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b

GFS Balance -1.4 -1.6 -0.8 -0.1 0.2
Percentage of GSP 0.2 0.2 0.8 0.0 -0.1

Source: Macroeconomics estimates.  Subject to rounding.

The budget outlook in 2010-11 and over the period of the forward estimates has not

changed since the 2010-11 Budget was released only a few weeks ago (see Table 56).

We have adjusted downwards grant receipts in 2009-10 to be received by the South

Australia Government in line with the lower than expect GST receipts identified in the

Commonwealth’s Final Budget Outcome 2009-10 released in late September 2010. No
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adjustments have been made to spending over the Budget either based on parameters or

policy changes.

6.4 Fiscal Stimulus
State fiscal policy will be broadly neutral in the South Australian economy in

2010-11, with a more contractionary impact over out years (Table 54).

Table 54: South Australian General Government Fiscal Stimulus
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Change in GFS Cash
Balance -0.6 -0.2 0.8 0.7 0.3

Percentage of GSP -0.8 -0.2 0.8 0.7 0.3
Source: South Australian Budget Papers and Macroeconomics estimates.  Subject to rounding.
Note: (-) indicates stimulus and (+) indicates contraction.

6.5 Savings Record
The South Australian General Government has contributed around $1 billion to national

savings in the form of accumulated budget surpluses for the 10 year period ending

2008-09.  It is expected to draw on national savings by around $4 billion over the period of

the forward estimates.  Net debt is expected to rise to over $4 billion over the same period

(Table 55).

Table 55: South Australian General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$b $b $b $b $b

Net Debt 1.8 3.6 3.9 4.1 4.1
Percentage of GSP 2.2 4.0 4.1 4.1 4.0

Source: South Australian Budget Papers and Macroeconomics estimates.  Subject to rounding.

6.6 Infrastructure Investment Plans

The South Australian General Government will invest around $6 billion in capital

equipment and direct public infrastructure purchases over the next four years (Table 56). It

is also expected that public corporations will invest a further $3.4 billion over the next four

years.

Table 56: South Australian General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$b $b $b $b $b
Net Purchase of

Assets -1.9 -1.9 -1.7 -1.2 -1.1

Percentage of GSP -2.3 -2.1 -1.8 -1.2 -1.1
Source: South Australian Budget Papers and Macroeconomics estimates.
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7. Tasmanian Government

The following chapter examines the fiscal prospects for the Tasmanian General

Government in greater depth.

7.1 Introduction

The Tasmanian economy is characterised by a relatively strong representation in the

manufacturing (13.9 per cent), health care and social assistance (7.9 per cent) and

agriculture, forestry and fishing (5.2 per cent) sectors, although, of these three sector since

2000-01, only the health care sector has achieved growth above the national average

(-0.6 per cent, 4.6 per cent and 2.8 per cent respectively).

The Tasmanian economy is relatively under-represented in the professional, scientific and

technical services (2.4 per cent) and mining (2.3 per cent) sectors. Whilst the professional,

scientific and technical services sector grew above that of the national average (4.4 per

cent), since 2000-01, the mining sector not only grew below that of the national average,

but shrank (-3.1 per cent).

In 2008-09, GSP grew by 1.4 per cent, below the ten year average of 2.5 per cent,

attributable to negative growth in a number of industries including; wholesale trade

(-3.1 per cent), financial and insurance services (-2.5 per cent) and transport, postal and

warehousing (-1.3 per cent). The Tasmanian economy was cushioned from the GFC

downturn from above average growth achieved in a number of industries including;

agriculture, forestry and fishing (8.9 per cent), public administration and safety

(3.7 per cent) and electricity, gas, water and waste services (3.3 per cent).

The poor performance of the Tasmanian economy in recent years is reflected in the budget

bottom line that is expected to be in deficit by $344 million in 2010-11 but should return to

surplus by 2012-13.
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7.2 Economic Outlook

Likely drivers of the Tasmanian economy in the near term include dwelling construction and

the capital works program of the State government. Growth prospect in 2010-11 and over

the out years are expected to remain at or below trend and deteriorate over the next few

years (Table 57).

Table 57: Tasmanian Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 0.8 3.0 3.2 2.1 0.7

Nominal GSP 1.7 8.5 5.6 4.0 2.9

Real Final Demand 0.8 3.8 2.1 1.7 1.3

Employment Growth 1.3 1.7 1.7 1.6 0.2

Unemployment Rate (%) 6.0 5.8 5.6 5.5 6.2

Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

7.3 Budget Outlook

We expect the Tasmanian Government to announce a budget deficit of

$344 million at the Mid-year Budget review based on our understanding of parameter

changes and savings measures since the 2010-11 Budget (Table 58). General Government

net debt is now expected to fall to negative $656 million by 2013-14

(-2.3 per cent of GDP).

Table 58: Tasmanian General Government Budget Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

GFS Balance 137.3 -344.0 -16.4 109.6 170.6
Percentage of GSP 0.6 -1.3 -0.1 0.4 0.6

Source: Macroeconomics estimates.  Subject to rounding.

The budget outlook in 2010-11 and over the period of the forward estimates is consistently

stronger than was expected at the 2010-11 Budget due mainly to modest gains from

improved mining royalties associated with higher than expected commodity prices

(Table 59).
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Table 59: Tasmanian General Government Receipts Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Cash Receipts from
Operating Activities
Taxes received 0.0 0.0 0.0 0.0 0.0

Receipts from sale of
goods and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received 246.9 0.0 0.0 0.0 0.0

Other receipts 5.0 5.4 5.4 5.4 5.4

Total Receipt Variations 251.9 5.4 5.4 5.4 5.4

Source: Tasmanian Budget Papers and Macroeconomics estimates.  Subject to rounding.

No adjustments have been made to spending over the Budget either based on parameters

or policy changes.

7.4 Fiscal Stimulus
State fiscal policy will be broadly neutral or have a mildly contractionary impact on activity

over the period of the forward estimates (Table 60).

Table 60: Tasmanian General Government Fiscal Stimulus
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Change in GFS Cash
Balance 8.3 0.3 49.1 6.0 16.0

Percentage of GSP 0.0 0.0 0.2 0.0 0.1
Source: Tasmanian Budget Papers and Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

7.5 Savings Record

The Tasmanian General Government has contributed around $2 billion to national savings

in the form of accumulated budget surpluses for the 10 year period ending 2008-09.  It is

expected to contribute further by around $60 million over the period of the forward

estimates. Net debt is expected to fall to negative $656 million over the same period

(Table 61).
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Table 59: Tasmanian General Government Receipts Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Cash Receipts from
Operating Activities
Taxes received 0.0 0.0 0.0 0.0 0.0

Receipts from sale of
goods and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received 246.9 0.0 0.0 0.0 0.0

Other receipts 5.0 5.4 5.4 5.4 5.4

Total Receipt Variations 251.9 5.4 5.4 5.4 5.4

Source: Tasmanian Budget Papers and Macroeconomics estimates.  Subject to rounding.

No adjustments have been made to spending over the Budget either based on parameters

or policy changes.
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Table 61: Tasmanian General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Net Debt -1,016.5 -566.2 -482.1 -530.1 -655.6

Percentage of GSP -4.3 -2.2 -1.8 -1.9 -2.3
Source: Tasmanian Budget Papers and Macroeconomics estimates.

7.6 Infrastructure Investment Plans

The Tasmanian General Government will invest around $1.7 billion in capital equipment

and direct public infrastructure purchases over the next four years (Table 62). It is also

expected that public corporations will invest a further $5 billion over the next four years.

Table 62: Tasmanian General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Purchase of
Assets -512.4 -713.5 -380.3 -371.6 -331.1

Percentage of GSP -2.2 -2.8 -1.4 -1.3 -1.1
Source: Tasmanian Budget Papers and Macroeconomics estimates.

Page 62

Table 61: Tasmanian General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Net Debt -1,016.5 -566.2 -482.1 -530.1 -655.6

Percentage of GSP -4.3 -2.2 -1.8 -1.9 -2.3
Source: Tasmanian Budget Papers and Macroeconomics estimates.

7.6 Infrastructure Investment Plans

The Tasmanian General Government will invest around $1.7 billion in capital equipment

and direct public infrastructure purchases over the next four years (Table 62). It is also

expected that public corporations will invest a further $5 billion over the next four years.

Table 62: Tasmanian General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Purchase of
Assets -512.4 -713.5 -380.3 -371.6 -331.1

Percentage of GSP -2.2 -2.8 -1.4 -1.3 -1.1
Source: Tasmanian Budget Papers and Macroeconomics estimates.

Page 62

Table 61: Tasmanian General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Net Debt -1,016.5 -566.2 -482.1 -530.1 -655.6

Percentage of GSP -4.3 -2.2 -1.8 -1.9 -2.3
Source: Tasmanian Budget Papers and Macroeconomics estimates.

7.6 Infrastructure Investment Plans

The Tasmanian General Government will invest around $1.7 billion in capital equipment

and direct public infrastructure purchases over the next four years (Table 62). It is also

expected that public corporations will invest a further $5 billion over the next four years.

Table 62: Tasmanian General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Purchase of
Assets -512.4 -713.5 -380.3 -371.6 -331.1

Percentage of GSP -2.2 -2.8 -1.4 -1.3 -1.1
Source: Tasmanian Budget Papers and Macroeconomics estimates.



Page 63

8. Australian Capital Territory Government

The following chapter examines the fiscal prospects for the Australian Capital Territory

(ACT) General Government in greater depth.

8.1 Introduction

The ACT economy is characterised by a relatively strong representation in the public

administration and safety sector (36.1 per cent) which, since 2000-01, has experienced

growth below that of the national average (2.5 per cent).

The ACT economy is relatively under-represented in the manufacturing (1.3 per cent) and

mining (0.1 per cent) sectors.  Whilst the manufacturing sector has experienced growth

above that of the national average (2.8 per cent), since 2000-01, the mining sector has

experienced, on average, negative growth (-11.2 per cent), albeit of a very low base.

In 2008-09, GSP grew by 1.4 per cent, far below its ten year average of 3.4 per cent as

the GFC downturn took hold in the regional economy. The cyclical downturn combined with

the relatively high wage demands of the large public sector labour force (over 40 per cent

of those employed), placed significant pressure on the budget bottom line and contributed

to placing the ACT budget in deficit in 2008-09 as certain key sectors experienced declining

output, such as construction (-4.3 per cent) and financial and insurance services

(- 3.2 per cent). The ACT Government responded with a seven year fiscal strategy to

return the Budget to surplus which involved achieving gradual savings after the worst of the

downturn had passed. Building on this, in 2010, it has subsequently announced a ‘Henry’

style review of revenue and expenditure to be headed by former treasurer Ted Quinlan.

8.2 Economic Outlook

Building on 2009-10, the ACT appears to be set for a sustained period of very strong period

of residential and commercial development. Supporting this expansion, in the May Budget,
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the ACT Government has announced a record 17,000 dwelling sites to be released over

the next four years. Major construction activity in 2010-11 includes the Canberra Airport,

Belconnen Shopping Centre, re-development of the Belconnen bus interchange and the

developments at the Australian National University. Major construction activity over the

outlook period includes the Cotter Dam expansion; Parkes building project, and the Forde

and Crace subdivision and suburban homes developments. This activity is likely to

underpin stronger growth than was expected at Budget time, although the economy is still

expected to slow somewhat from the second half of 2012-13 (Table 63).

Table 63: Australian Capital Territory Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 2.9 4.1 3.6 2.7 1.0

Nominal GSP 3.8 9.6 6.0 4.6 3.2

Real Final Demand 4.0 4.9 3.1 2.6 2.5

Employment Growth 3.5 2.1 2.2 1.6 0.1

Unemployment Rate (%) 3.2 3.1 2.9 3.0 3.8
Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

8.3 Budget Outlook

Whilst strong property development activity should keep the ACT economy ticking over, the

high level of public service employment (approximately 43 per cent) and significant wages

pressure, continues to put pressure on Government expenditure. We expect the ACT

Government to announce a budget deficit of around $300 million at the Mid-year Budget

review based on our understanding of parameter changes and new stimulus policy and

savings measures since the 2010-11 Budget (Table 64). However the Budget is expected

to return to a ‘sustainable’ surplus by 2012-13 with General Government net debt now

expected to have only deteriorated by a small margin to negative $3 billion by 2013-14

(-9.6 per cent of GSP). As such, the ACT is one of the most solvent jurisdictions in

Australia.

Page 64

the ACT Government has announced a record 17,000 dwelling sites to be released over

the next four years. Major construction activity in 2010-11 includes the Canberra Airport,

Belconnen Shopping Centre, re-development of the Belconnen bus interchange and the

developments at the Australian National University. Major construction activity over the

outlook period includes the Cotter Dam expansion; Parkes building project, and the Forde

and Crace subdivision and suburban homes developments. This activity is likely to

underpin stronger growth than was expected at Budget time, although the economy is still

expected to slow somewhat from the second half of 2012-13 (Table 63).

Table 63: Australian Capital Territory Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 2.9 4.1 3.6 2.7 1.0

Nominal GSP 3.8 9.6 6.0 4.6 3.2

Real Final Demand 4.0 4.9 3.1 2.6 2.5

Employment Growth 3.5 2.1 2.2 1.6 0.1

Unemployment Rate (%) 3.2 3.1 2.9 3.0 3.8
Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

8.3 Budget Outlook

Whilst strong property development activity should keep the ACT economy ticking over, the

high level of public service employment (approximately 43 per cent) and significant wages

pressure, continues to put pressure on Government expenditure. We expect the ACT

Government to announce a budget deficit of around $300 million at the Mid-year Budget

review based on our understanding of parameter changes and new stimulus policy and

savings measures since the 2010-11 Budget (Table 64). However the Budget is expected

to return to a ‘sustainable’ surplus by 2012-13 with General Government net debt now

expected to have only deteriorated by a small margin to negative $3 billion by 2013-14

(-9.6 per cent of GSP). As such, the ACT is one of the most solvent jurisdictions in

Australia.

Page 64

the ACT Government has announced a record 17,000 dwelling sites to be released over

the next four years. Major construction activity in 2010-11 includes the Canberra Airport,

Belconnen Shopping Centre, re-development of the Belconnen bus interchange and the

developments at the Australian National University. Major construction activity over the

outlook period includes the Cotter Dam expansion; Parkes building project, and the Forde

and Crace subdivision and suburban homes developments. This activity is likely to

underpin stronger growth than was expected at Budget time, although the economy is still

expected to slow somewhat from the second half of 2012-13 (Table 63).

Table 63: Australian Capital Territory Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 2.9 4.1 3.6 2.7 1.0

Nominal GSP 3.8 9.6 6.0 4.6 3.2

Real Final Demand 4.0 4.9 3.1 2.6 2.5

Employment Growth 3.5 2.1 2.2 1.6 0.1

Unemployment Rate (%) 3.2 3.1 2.9 3.0 3.8
Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

8.3 Budget Outlook

Whilst strong property development activity should keep the ACT economy ticking over, the

high level of public service employment (approximately 43 per cent) and significant wages

pressure, continues to put pressure on Government expenditure. We expect the ACT

Government to announce a budget deficit of around $300 million at the Mid-year Budget

review based on our understanding of parameter changes and new stimulus policy and

savings measures since the 2010-11 Budget (Table 64). However the Budget is expected

to return to a ‘sustainable’ surplus by 2012-13 with General Government net debt now

expected to have only deteriorated by a small margin to negative $3 billion by 2013-14

(-9.6 per cent of GSP). As such, the ACT is one of the most solvent jurisdictions in

Australia.



Page 65

Table 64: Australian Capital Territory General Government Budget
Forecasts

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

GFS Balance -80.5 -288.1 -65.5 200.4 268.5

Percentage of GSP -0.3 -1.0 -0.2 0.6 0.8

Source: Macroeconomics estimates.  Subject to rounding.

Revenue is forecast to be stronger than initially anticipated in 2010-11 and 2011-12 due to

an increase in taxes received from higher than anticipated payroll tax receipts and property

conveyance. However these receipts are anticipated to be somewhat smaller than was

anticipated at Budget by 2012-13 and 2013-14 explaining the slight deterioration in the

budget bottom-line in these years (Table 65).

Table 65: Australian Capital Territory General Government Receipts
Forecasts (Variations)

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m
Cash Receipts from
Operating Activities
Taxes received 8.5 43.8 14.1 -2.2 -25.5

Receipts from sale of
goods and services 0.0 0.0 0.0 0.0 0.0

Grants and subsidies
received -9.9 0.0 0.0 0.0 0.0

Other receipts 0.0 0.0 0.0 0.0 0.0

Total Receipt Variations -1.4 43.8 14.1 -2.2 -25.5

Source: Australian Capital Territory Budget Papers and Macroeconomics estimates.  Subject to rounding.

No adjustments have been made to spending over the budget outlook either based on

parameters or policy changes.

8.4 Fiscal Stimulus
ACT Government fiscal policy will have a broadly expansionary impact in 2010-11, with a

broadly contractionary impact thereafter over the out years (Table 66).
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Table 66: Australian Capital Territory General Government Fiscal
Stimulus

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Change in GFS Cash
Balance -266.5 -207.6 222.6 265.9 68.1

Percentage of GSP -1.0 -0.7 0.7 0.8 0.2
Source: Australian Capital Territory Budget Papers and Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

8.5 Savings Record

The ACT General Government has contributed around $2 billion to national savings in the

form of accumulated budget surpluses for the 10 year period ending 2008-09.  It is

expected to contribute further by around $35 million over the period of the forward

estimates. Net debt is expected to fall to negative $3 billion over the same period

(Table 67).

Table 67: Australian Capital Territory General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Debt -2,851.8 -2,599.6 -2,607.1 -2,891.0 -3,242.8
Percentage of GSP -10.6 -8.8 -8.3 -8.8 -9.6

Source: Australian Capital Territory Budget Papers and Macroeconomics estimates.

8.6 Infrastructure Investment Plans

Public investment is tapering off in the ACT in 2010-11 after large investments from both

the Commonwealth and Territory governments in the wake of GFC1. The ACT General

Government will invest just over $1 billion in capital equipment and direct public

infrastructure purchases over the next four years (Table 68). It is also expected that public

corporations will invest a further $1 billion over the next four years.

Table 68: Australian Capital Territory General Government Investment
Plans

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Purchase of
Assets -577.3 -666.4 -393.9 -111.6 -56.8

Percentage of GSP -2.1 -2.3 -1.3 -0.3 -0.2
Source: Australian Capital Territory Budget Papers and Macroeconomics estimates.
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Plans

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Purchase of
Assets -577.3 -666.4 -393.9 -111.6 -56.8

Percentage of GSP -2.1 -2.3 -1.3 -0.3 -0.2
Source: Australian Capital Territory Budget Papers and Macroeconomics estimates.
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9. Northern Territory Government

The following chapter examines the fiscal prospects for the Northern Territory General

Government in greater depth.

9.1 Introduction

The Northern Territory economy is characterised by a relatively strong representation in the

mining (28.1 per cent) and public administration and safety (8.9 per cent) sectors.  Since

2000-01, the mining sector has experienced growth above that of the national average

(4.7 per cent) whilst the public administration and safety sector has experienced growth

below that of the national average (1.5 per cent).

The Northern Territory economy is relatively under-represented in the financial and

insurance services (4.9 per cent) and professional, scientific and technical services

(2.5 per cent) sectors. Since 2000-01, the financial and insurance services sector has

experienced growth below that of the national average (3.8 per cent) whilst the

professional, scientific and technical services sector has grown well above the national

average (17.1 per cent).

In 2008-09, GSP grew by 2.6 per cent, below its ten year average of 4.3 per cent, mainly

attributable to low growth in the mining sector (0.5 per cent) during the fiscal year due to

the GFC slowdown. The Territory’s relatively small financial and insurances services sector

(which muted the effects of GFC1) along with a relatively large public sector and Defence

presence, somewhat cushioned the budget bottom line, but will still be in deficit in 2010-11.

9.2 Economic Outlook

In 2010-11 the Northern Territory economy will be driven by private sector engineering

construction activity. This reflects construction work undertaken in a number of

Page 67

9. Northern Territory Government

The following chapter examines the fiscal prospects for the Northern Territory General

Government in greater depth.

9.1 Introduction

The Northern Territory economy is characterised by a relatively strong representation in the

mining (28.1 per cent) and public administration and safety (8.9 per cent) sectors.  Since

2000-01, the mining sector has experienced growth above that of the national average

(4.7 per cent) whilst the public administration and safety sector has experienced growth

below that of the national average (1.5 per cent).

The Northern Territory economy is relatively under-represented in the financial and

insurance services (4.9 per cent) and professional, scientific and technical services

(2.5 per cent) sectors. Since 2000-01, the financial and insurance services sector has

experienced growth below that of the national average (3.8 per cent) whilst the

professional, scientific and technical services sector has grown well above the national

average (17.1 per cent).

In 2008-09, GSP grew by 2.6 per cent, below its ten year average of 4.3 per cent, mainly

attributable to low growth in the mining sector (0.5 per cent) during the fiscal year due to

the GFC slowdown. The Territory’s relatively small financial and insurances services sector

(which muted the effects of GFC1) along with a relatively large public sector and Defence

presence, somewhat cushioned the budget bottom line, but will still be in deficit in 2010-11.

9.2 Economic Outlook

In 2010-11 the Northern Territory economy will be driven by private sector engineering

construction activity. This reflects construction work undertaken in a number of

Page 67

9. Northern Territory Government

The following chapter examines the fiscal prospects for the Northern Territory General

Government in greater depth.

9.1 Introduction

The Northern Territory economy is characterised by a relatively strong representation in the

mining (28.1 per cent) and public administration and safety (8.9 per cent) sectors.  Since

2000-01, the mining sector has experienced growth above that of the national average

(4.7 per cent) whilst the public administration and safety sector has experienced growth

below that of the national average (1.5 per cent).

The Northern Territory economy is relatively under-represented in the financial and

insurance services (4.9 per cent) and professional, scientific and technical services

(2.5 per cent) sectors. Since 2000-01, the financial and insurance services sector has

experienced growth below that of the national average (3.8 per cent) whilst the

professional, scientific and technical services sector has grown well above the national

average (17.1 per cent).

In 2008-09, GSP grew by 2.6 per cent, below its ten year average of 4.3 per cent, mainly

attributable to low growth in the mining sector (0.5 per cent) during the fiscal year due to

the GFC slowdown. The Territory’s relatively small financial and insurances services sector

(which muted the effects of GFC1) along with a relatively large public sector and Defence

presence, somewhat cushioned the budget bottom line, but will still be in deficit in 2010-11.

9.2 Economic Outlook

In 2010-11 the Northern Territory economy will be driven by private sector engineering

construction activity. This reflects construction work undertaken in a number of



Page 68

resource-based projects such as the Bonaparte gas pipeline; ENI Blacktip project;

Montara, Skua, Swift an Swallow oil field developments; and GEMCO refinery expansion.

Forecasts for the Northern Territory economy are contained below in Table 69.

Table 69: Northern Territory Economy Forecasts
2009-10 2010-11 2011-12 2012-13 2013-14

Est. Actual Forecast Forecast Projection Projection

Real GSP 0.0 2.5 3.6 2.7 2.2

Nominal GSP 0.9 8.0 6.0 4.6 4.4

Real Final Demand -3.5 -1.2 2.6 2.1 1.6

Employment Growth -1.3 0.9 1.7 1.5 1.5

Unemployment Rate (%) 2.9 3.5 3.1 3.2 3.5
Source: ABS 5204.0 & 5220.0 & 6202.0 and Macroeconomics estimates.
Note: Year average.

9.3 Budget Outlook

We expect the Northern Territory Government to announce a budget deficit of $196 million

at the Mid-year Budget review based on our understanding of parameter changes and

savings measures since the 2010-11 Budget (Table 70). General Government net debt is

now expected to rise to above $1.7 billion by 2013-14 (7.8 per cent of GDP).

Table 70: Northern Territory General Government Budget Forecasts
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

GFS Balance -595.8 -196.4 -155.0 -71.2 -41.6
Percentage of GSP -3.4 -1.0 -0.8 -0.3 -0.2

Source: Macroeconomics estimates.  Subject to rounding.

The budget outlook over the period of the forward estimates is unchanged in 2010-11 to

what was expected at the 2010-11 Budget, and remains unchanged over the out years

(Table 71).
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Table 71: Northern Territory General Government Receipts Forecasts
(Variations)

Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Cash Receipts from
Operating Activities
Taxes received -7.0 10.0 0.0 0.0 0.0

Receipts from sale of
goods and services -8.0 -10.0 0.0 0.0 0.0

Grants and subsidies
received -486.0 0.0 0.0 0.0 0.0

Other receipts 28.0 55.0 0.0 0.0 0.0

Total Receipt Variations -473.0 55.0 0.0 0.0 0.0

Source: Northern Territory Budget Papers and Macroeconomics estimates.  Subject to rounding.

No adjustments have been made to spending over the 2010-11 Budget either based on

parameters or policy changes.

9.4 Fiscal Stimulus
Territory fiscal policy will have a contractionary impact that subsides over the period of the

forward estimates (Table 72).

Table 72: Northern Territory General Government Fiscal Stimulus
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14

$m $m $m $m $m

Change in GFS Cash
Balance -735.8 399.4 41.4 83.8 29.6

Percentage of GSP -4.3 2.3 0.2 0.4 0.1
Source: Northern Territory Budget Papers and Macroeconomics estimates.
Note: (-) indicates stimulus and (+) indicates contraction.

9.5 Savings Record
The Northern Territory General Government has contributed around $465 million to

national savings in the form of accumulated budget surpluses for the 10 year period ending

2008-09.  It is expected to draw on national savings by around $1 billion over the period of

the forward estimates.  Net debt is expected to rise in the last year of the forward estimates

to $1.7 billion (Table 73).
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Table 73: Northern Territory General Government Net Debt
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Debt 1,374.0 1,673.6 1,387.4 1,512.0 1,679.6
Percentage of GSP 7.9 8.9 7.0 7.3 7.8

Source: Northern Territory Budget Papers and Macroeconomics estimates.

9.6 Infrastructure Investment Plans

The Northern Territory General Government will invest around $2 billion in capital

equipment and direct public infrastructure purchases over the next four years (Table 74). It

is also expected that public corporations will invest a further $1.1 billion over the next four

years.

Table 74: Northern Territory General Government Investment Plans
Est. Actual Estimates Projections

2009-10 2010-11 2011-12 2012-13 2013-14
$m $m $m $m $m

Net Purchase of
Assets -758.0 -954.9 -515.9 -381.2 -351.3

Percentage of GSP -4.4 -5.1 -2.6 -1.8 -1.6
Source: Northern Territory Budget Papers and Macroeconomics estimates.
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