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The budget
	Overview
The Australian Government’s fiscal position has improved since the 2021 Intergenerational Report (IGR), reflecting a faster‑than‑expected economic recovery from the COVID‑19 pandemic and disciplined fiscal policy, including the Government’s action to direct the majority of tax upgrades to budget repair. However, debt‑to‑GDP remains high by historical standards and long‑term spending pressures are growing. 
The underlying cash balance was in surplus in 2022–23 for the first time since 2007–08, but deficits are projected to remain over the long term. 
After narrowing over the medium term, deficits are projected to increase from the 2040s. This reflects growing spending pressures in health and aged care, the National Disability Insurance Scheme (NDIS), defence and interest payments on Government debt. These spending areas combined are projected to grow from one‑third of total spending to one‑half by 2062–63. 
Total Government spending is projected to increase by 3.8 percentage points of GDP between 2022–23 and 2062–63. Tax receipts are assumed to be constant as a share of GDP from the end of the medium term. By 2062–63, the underlying cash deficit is projected to reach 2.6 per cent of GDP.
Australian Government gross debt‑to‑GDP is below that of major advanced economies, but high by historical Australian standards. Gross debt‑to‑GDP is projected to decline from the peak of 39.3 per cent in 2020–21 to 22.5 per cent by 2048–49, before rising again to reach 32.1 per cent of GDP by 2062–63, as growing spending pressures lead to increasing deficits and borrowing. 
Continued fiscal discipline and investments that build Australia’s economic capacity will help to ensure governments have sufficient fiscal space to sustain the services that matter most to Australians and to withstand future economic shocks.
The Government’s Economic and Fiscal Strategy focuses on investing in a more productive and inclusive economy, while reducing gross debt‑to‑GDP over time. Fiscal discipline, including directing the majority of tax upgrades to budget repair, has provided an ongoing benefit through lower interest payments and debt. This has supported a stronger fiscal outlook compared to the 2021 IGR, but there is more work to be done. 


Budget balance projections
Fiscal sustainability is critical to delivering essential public services, ensuring macroeconomic stability and creating fiscal buffers to provide support in the event of economic downturns (Box 6.1). Australia’s fiscal position has improved in the near term due to a faster‑than‑expected recovery following the pandemic and disciplined fiscal policy, including Government decisions to direct the majority of tax upgrades to budget repair. However, rising spending pressures are projected to weigh on the budget over the long term.
The underlying cash balance is expected to be in surplus in 2022–23 for the first time since 2007-08. However, the underlying cash balance is projected to return to deficit for the remainder of the projection period to 2062–63 (Chart 6.1). While the deficit remains below 1 per cent of GDP for most of the projection period, rising spending pressures mean the deficit is projected to widen from the 2040s, reaching 2.6 per cent of GDP in 2062–63.

Chart 6.1 [bookmark: _Ref143105565]Underlying cash balance
[image: This chart shows that throughout history the underlying cash balance has had periods of deficits (in the early 80s, 90s, and beween the GFC and pandemic) and supluses (late 80s, 2000s). The underlying cash balance is projected to be in surplus in 2022-23 for the first time since 2007-08. The underlying cash balance is projected to fall into deficit for the remainder of the projection period to 2062-63. After narrowing from 1.3 per cent of GDP in 2025-26 to 0.1 per cent of GDP in 2034-35, the deficit increases to 2.6 per cent of GDP by 2062-63. ]
Note: The red bar represents the preliminary estimate of the 2022–23 underlying cash balance which will be finalised and published in the 2022–23 Final Budget Outcome.
Source: Treasury.

Total receipts are projected to increase from 25.0 per cent of GDP in 2022–23 to 26.3 per cent of GDP in 2033–34, before falling to 26.0 per cent of GDP by 2062–63 
(Chart 6.2). Tax receipts grow over the period to 2033–34, consistent with the 2023–24 Budget projections, and are then assumed to remain stable at 24.4 per cent of GDP. A slight decline in total receipts as a share of GDP over time reflects decreasing non‑tax receipts from 2034–35. Total payments are projected to grow over the projection period, from 24.8 per cent of GDP in 2022–23 to 28.6 per cent in 2062–63. 

Chart 6.2 [bookmark: _Ref143105538]Payments and receipts
[image: This chart shows that prior to the pandemic, payments were typically below 26 per cent of GDP outside of economic shocks. Receipts were more volatile falling during economic downturns and then recovering. Over the projection period, payments are expected to remain above their historic average level, growing  to 28.6 per cent of GDP in 2062-63. Total receipts are projected to grow from 25.0 per cent of GDP in 2022-23, to 26.3 per cent of GDP in 2033-34, before declining slightly to 26.0 per cent of GDP in 2062-63.]
Source: Treasury.

These projections use the 2023–24 Budget medium‑term projections as the baseline for the long‑term projections. While the final budget outcome for 2022–23 is not yet finalised, the underlying cash surplus is expected to be around three quarters of one per cent of GDP higher than forecast. This will lower the level of debt as a share of GDP.
The primary cash balance adjusts the underlying cash balance by excluding interest payments and receipts (net interest payments). By excluding obligations on the stock of debt previously accrued, the primary cash balance can highlight imbalances between receipts and spending.
The primary cash balance was projected to be a surplus of 0.7 per cent of GDP in 2022–23 at the time of the 2023–24 Budget, with the final outcome expected to be higher. After returning to a deficit to 2028–29, the primary cash balance is projected to reach a surplus of 0.7 per cent of GDP in 2034–35 and remain in surplus until 2047–48. It then returns to a deficit of 1.4 per cent of GDP by 2062–63. 
	[bookmark: _Ref143105587]The importance of fiscal sustainability
Fiscal sustainability is the Government’s ability to manage its finances so it can meet its spending commitments, now and in the future, without large and sudden adjustments to policy settings. Fiscal sustainability is critical as it:
Ensures the ongoing delivery of essential services by preventing the need for sudden adjustments to the level of government spending and reducing the risk of interest costs crowding out higher priorities.
Promotes macroeconomic stability through the credibility of public finances and greater certainty of future policy settings. The low risk of large and forced increases in taxes makes Australia a more attractive place to invest. 
Creates fiscal space to provide economic support during economic downturns and crises. Countries with more fiscal space can deliver more active fiscal stimulus and experience less severe downturns.[endnoteRef:2] [2:  	Romer, C., & Romer, D., ‘Why Some Times are Different: Macroeconomic Policy and the Aftermath of Financial Crises’, Economica, 85/337 (2018), 1–40. ] 

Supports intergenerational equity by ensuring the burdens of taxation and the benefits from government services are fairly shared between generations. 
When there is a perception that fiscal settings are unsustainable, there is a risk that private sector confidence falls and access to credit becomes more expensive and potentially constrained. In extreme cases, debt restructuring, austerity, liquidation of government assets and support from third parties may be required. These adjustments can undermine social and economic wellbeing.
A sustainable budget establishes the conditions that allow Government to meet its broader economic, social, and environmental objectives and prepare for future challenges – such as climate change, an ageing population and increasing demand for care and support services.
Reducing gross debt‑to‑GDP when economic conditions are sound, while allowing increases in debt during downturns, supports debt stability across economic cycles and supports fiscal sustainability. Growth‑enhancing policy also contributes to fiscal sustainability by increasing the size of the economy. 


Long‑term spending pressures
The main five long‑term spending pressures are health and aged care, the NDIS, defence, and interest payments on Government debt. Combined, these spending categories are projected to increase by 5.6 percentage points of GDP over the 40 years from 2022–23 to 2062–63. Consistent with the 2021 IGR, total income support payments to individuals and families, and total education payments are expected to grow in real per capita terms, but decline as a share of GDP as the population ages.
The Australian Government’s contributions to the NDIS, aged care, interest payments, health and defence are projected to be the five fastest growing large payment categories over the next 40 years (Chart 6.3). NDIS and interest on Government debt are the fastest growing categories over the next decade, with health and aged care growing most quickly at the end of the projection period as the population ages. 
While health spending is growing more slowly than NDIS, aged care or interest, it represents a larger share of total spending. As a result, health spending is expected to increase the most as a share of GDP over the next 40 years (Chart 6.4). 
The projected growth in spending reflects growing cost pressures and demand for public services as the population ages as well as improvements in the quality of care, including from new health technologies and treatments.
Chapter 7 outlines different scenarios for future fiscal pressures under different growth paths for the NDIS.
	

	Five main payment pressures

	Average annual growth, 2022–23 to 2062–63
	Chart 6.3 [bookmark: _Ref142422602]Change from 2022–23 to 2062–63

	[image: This chart shows the compound average annual growth of major payments between 2022-23 and 2062-63. NDIS, aged care and interest payments are the three fastest growing payments, growing at an annual rate above 6 per cent per annum. Health and Defence are also growing at above 5 per cent per annum.]
	[image: This chart shows the change in major payments as a share of GDP between 2022-23 and 2062-63. Health spending increases by 2 percentage points,  aged care 1.4 percentage points, NDIS 1.2 percentage points, interest payments 0.7 percentage points and defence 0.4 percentage points.]

	Note: ‘NDIS’ refers to Australian Government participant payments, excluding state contributions. ‘Interest payments’ are interest payments on Australian Government securities. 
Source: Treasury.





Comparison to past IGRs
Over the past 20 years, the budget position has been weaker than was projected in the 2002 IGR. This largely reflects the negative impact of the Global Financial Crisis and COVID‑19 pandemic, combined with lower‑than‑expected productivity growth. As a result, spending was higher‑than‑expected and tax receipts lower‑than‑expected as a share of GDP for much of the period (Appendix A6). 
[bookmark: _Hlk143009196]All intergenerational reports have projected an initial period of stable or improving budget balances before declining in the long term. The long‑term underlying cash deficits in this IGR are smaller than most past intergenerational reports. This reflects higher revenues, as well as lower spending as a share of the economy on health and the Age Pension, in part due to rising superannuation balances reducing reliance on the Age Pension. Lower‑than‑anticipated interest rates on Government debt have also contributed. 
The fiscal outlook has improved since the 2021 IGR, with smaller underlying cash deficits projected over the long term (Chart 6.5). This improvement reflects a stronger near‑term fiscal outlook driving lower interest payments, and a higher level of revenue‑to‑GDP. 
However, increased spending on the NDIS and aged care partially offset the improvement. From 2042–43, the underlying cash deficit grows at a consistently faster rate compared to the 2021 IGR, largely reflecting the lower productivity growth assumption, and converges to the same projection as the 2021 IGR in 2060–61 at around 2.3 per cent of GDP.

[bookmark: _Ref138239117]Underlying cash balance across IGRs
[image: This chart compares projections of the underlying cash balance in this report to projections in previous intergenerational reports (IGR). All IGRs have projected an inital period of surpluses or falling deficits, before the fiscal position deteriorates towards the end of the projection period. However, the actual deficits over the past 20 years have been larger than projected in the 2002, 2007, 2010 and 2015 IGRs. Similar to the 2021 IGR, the underlying cash deficit is projected to be 2.3 per cent of GDP in 2060-61 in the 2023 IGR. Compared to the 2002, 2007 and 2010 IGRs, the deficit for the 2023 IGR deteriorates at a slower pace in the long run. 
]
Source: Treasury.

Debt projections
Persistent deficits in the intervening years between the Global Financial Crisis and the COVID‑19 pandemic increased gross debt from 4.7 per cent of GDP in 2007–08 to 39.3 per cent in 2020–21. This was the highest level of gross debt‑to‑GDP since just after the Second World War. 
Australia is gradually rebuilding its fiscal buffers, with gross debt as a share of GDP projected to decline over the coming decades. However, growing structural spending pressures result in gross debt‑to‑GDP rising again from 2048–49. Gross debt is projected to decrease from 36.5 per cent of GDP in 2025–26 to 22.5 per cent in 2048–49, before rising to reach 32.1 per cent by 2062–63 (Chart 6.6).

[bookmark: _Ref142045187]Gross debt 
[image: This chart compares the 2021 and 2023 IGR projections for gross debt as a share of GDP. It shows that in the 2023 IGR gross debt is projected to decrease from 36.5 per cent of GDP in 2025–26 to 22.5 per cent in 2048–49 and then increase, reaching 32.1 per cent by 2062–63. In the 2021 IGR gross debt was projected to decrease from 51.5 per cent of GDP in 2028–29 to 36.8 per cent in 2047–48 and then increase, reaching 40.8 per cent by 2060–61. 
]
Source: Treasury.

The projections for Australian Government gross debt‑to‑GDP are lower than in the 2021 IGR. This partly reflects a stronger near‑term fiscal position due to the faster‑than‑expected recovery from the COVID‑19 pandemic, and disciplined fiscal policy including decisions in recent budgets to direct tax upgrades to budget repair. 


Lower debt today means a lower interest burden in the future. Interest payments are projected to be 1.4 per cent of GDP in 2062–63. Cumulatively, interest payments are projected to be 30 per cent lower over the projection period than in the 2021 IGR 
(Chart 6.7). In 2060–61, gross debt‑to‑GDP is projected to be 11.3 percentage points lower than in the 2021 IGR.

[bookmark: _Ref142417083]Interest payments
[bookmark: _1753032755][image: This chart compares interest payments as share of the economy with the 2021 IGR. The 2023 IGR projects higher interest payments as a share of the economy from 2025–26 to 2032–33, driven by higher-than-expected interest rates. An improved long–term fiscal position compared to the 2021 IGR means interest payments as a share of the economy is lower than projected in the 2021 IGR from 2033–34 to 2062–63.]
Note: Interest payments include interest on Australian Government Securities, as well as other interest payments.
Source: Treasury.



Net debt is lower than gross debt, but it follows a similar trajectory, falling to 13.4 per cent in 2046–47, before rising to 25.2 per cent of GDP in 2062–63.
Projections of debt as a share of the economy in previous intergenerational reports have also shown periods of reduction, followed by accumulation (Chart 6.8). However, the long‑term increase in net debt is less rapid than in early intergenerational reports, reflecting smaller cumulative deficits. 

[bookmark: _Ref142053119]Net debt across intergenerational reports
[image: This chart shows net debt projections across intergenerational reports. Net debt in the 2023 IGR is lower than what was projected at the 2021 IGR, but follows a similar trajectory. Compared to earlier reports, net debt increases at a slower pace. 
]
Source: Treasury.



While high by historical standards, debt across all levels of government remains low by international standards. Australia is one of only nine countries with a triple‑A credit rating from all three major credit rating agencies and has a gross debt‑to‑GDP ratio below that of major advanced economies (Chart 6.9). 

[bookmark: _Ref140835814]General government gross debt compared to G7 countries, 2023
[image: This bar chart shows IMF projections of  general government gross debt to GDP for Australia and the G7 countries. The IMF projects Australian general government gross debt to be 59.4, with the G7 countries ranging from 67.2 (Germany) to 258.2 per cent (Japan). Treasury's estimate of Commonwealth Government gross debt to GDP is 34.9 per cent.
]
Note: IMF estimates for Australia include Australian Government, state and territory, and local governments, and include a wider range of liabilities than Australian Government budget documents. The black dot the 2023–24 Budget estimate of Australian Government gross debt as at 30 June 2023.
Source: IMF Fiscal Monitor April 2023; Treasury.




From 2029–30 to 2047–48, the primary balance is in surplus. Over the next 20 years, interest payments are adding to debt more slowly than the economy is growing. Together, these support a reduction in gross debt as a share of the economy. However, as growing spending pressures drive the primary balance into deficit and borrowing costs increase, gross debt‑to‑GDP begins to increase (Chart 6.10). 

[bookmark: _Ref138674388]Contributions to annual changes in gross debt
[bookmark: _1749643105][bookmark: _1749643236][image: This chart shows the factors driving the annual changes in gross debt. In the near term, debt reduction is supported by favourable debt dynamics. Primary surpluses are also expected to support debt reduction through the 2030s and 2040s before primary deficits increase debt as a share of GDP. 
]
Note: The r‑g effect refers to the difference between economic growth (g) and the average yield (r), which determines whether the relationship between interest payments and growth are putting upwards (r > g) or downwards (r < g) pressure on debt‑to‑GDP. Balance sheet transactions reflects the net impact of asset purchases/sales which respectively increase/reduce borrowing requirements. 
Source: Treasury.

The build‑up of debt before and during the COVID‑19 pandemic has made the fiscal position increasingly sensitive to borrowing costs. If yields increase further than projected, improvements to the primary balance would be necessary to keep debt‑to‑GDP on a similar path (Box 6.2).
	[bookmark: _Ref131067156]Sensitivity of the fiscal position to borrowing costs
While interest payments were 0.7 per cent of GDP in 2022–23 (Chart 6.11), this will rise as debt issued at low yields before and during the pandemic requires refinancing at higher prevailing market rates. Rising yields will be offset by a declining stock of debt as a share of the economy over the 2030s and 40s, resulting in total interest payments declining. However, gross debt rises again as a share of GDP from 2049–50, so interest payments increase, reaching 1.4 per cent of GDP by 2062–63. 
This Report adopts the same bond yield assumption as the 2023–24 Budget over the budget forward estimates. It then assumes the 10‑year bond yield rises linearly over 15 years from 2026–27 to equal nominal GDP growth – around 4.6 per cent on average over the long‑term projection period.

[bookmark: _Ref131067022][bookmark: _Ref138239464][bookmark: _Ref140832781][bookmark: _Ref140835073]Interest payments on Government debt 
[image: This line chart shows interest payments as a share of GDP from 1982-83 and 1962-63. Total interest payments are projected to increase to 1.3 per cent of GDP by 2032-33 before declining over much of the long term. Interest payments are projected to increase again from 2052-53, reaching 1.4 per cent of GDP by 2062-63. 
]
Note: Interest payments include interest on Australian Government Securities, as well as other interest payments.
Source: Treasury.




	Chart 6.12 and Chart 6.13 illustrate the sensitivity of fiscal projections to higher and lower yields. The lower yield sensitivity assumes the 10‑year bond yield converges to be 80 basis points below nominal GDP growth (the average differential over the past 30 years). The higher yield assumption assumes convergence to 80 basis points above nominal GDP. 
As Government interest bearing liabilities exceed interest bearing assets, falls in yields improve the fiscal position. The lower yield sensitivity reduces the underlying cash deficit by 0.3 percentage points of GDP (Chart 6.12) and gross debt by 3.9 percentage points by 2062–63 (Chart 6.13). The higher yield sensitivity increases the underlying cash deficit by 0.4 percentage points and gross debt by 4.6 percentage points of GDP by 2062–63.

	Chart 6.4 [bookmark: _Ref143105344]Impact on UCB
	Chart 6.5 [bookmark: _Ref143105354]Impact on gross debt

	[image: This chart shows the impact of the 10-year bond yield assumptions on the underlying cash balance for the baseline, higher and lower yield assumptions. Under the lower yield assumption, there is a projected improvement in the underlying cash balance of around 0.3 percentage points of GDP by 2062-63. Under the higher yield assumption, the underlying cash deficit is around 0.4 percentage points of GDP higher by 2062-63.
]
	[image: This chart shows the impact of the 10-year bond yield assumptions on gross debt as a share of GDP for the baseline, higher and lower yield assumption. Under the lower yield assumption, gross debt is projected to be lower by 3.9 percentage points of GDP by 2063-63. Under the higher yield assumption, gross debt is projected to be higher by around 4.6 percentage points of GDP by 2062-63. 
]

	Source: Treasury.









Supporting a sustainable budget
The Government is focused on delivering a more sustainable budget and building a stronger, more resilient, and more inclusive economy. 
Recent actions to improve the fiscal position have assisted in rebuilding fiscal buffers and are supporting an improved long‑term fiscal outlook. This has been achieved through disciplined fiscal policy, including directing the majority of tax receipt upgrades to budget repair. These efforts delivered a budget surplus in 2022–23 and have supported lower levels of debt into the future, reducing the interest burden on future generations. 
The Government is taking steps to address structural budget pressures, including by introducing the NDIS Financial Sustainability Framework to moderate growth in Scheme costs. The Government is also making measured improvements to the integrity and sustainability of the tax system. This includes better targeting of superannuation tax concessions and reforms to tax settings for offshore liquified natural gas projects and multinational companies. 
Investments that grow the economy, strengthen resilience, and expand productive capacity also play a critical role in strengthening public finances, and are a key component of the Government’s Economic and Fiscal Strategy. This includes:
improving access to training opportunities to help Australians build their skills to attain secure and rewarding work and create a more productive workforce
more affordable child care and expanded paid parental leave are expected to support increased workforce participation, and 
investments such as the National Reconstruction Fund and Rewiring the Nation will support Australia to take advantage of growth opportunities from advanced manufacturing and the clean energy transformation.
Rebuilding fiscal buffers and ensuring sustainable budget settings will help maintain Australia’s triple‑A credit rating and keep the risk premium on Government bond yields low. It also helps provide governments with more flexibility to sustain essential services, respond to economic shocks, meet future priorities and prepare for future challenges – such as climate change, the ageing population and the increasing demand for care and support services.
Delivery of public services relies on fiscal sustainability at all levels of government. State and territory governments’ net debt‑to‑GDP has also increased following COVID‑19, from 1.8 per cent in 2018–19 to 10.0 per cent in 2022–23. It is forecast to continue to increase to 14.2 per cent by 2025–26. The Australian Government will continue to work with state and territory governments to support sustainable funding for essential services. 
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