2023 Intergenerational Report 
2023 Intergenerational Report
Executive summary
	Overview
Powerful forces will continue to shape Australia’s economy over the coming decades including population ageing, expanded use of digital and data technology, climate change and the net zero transformation, rising demand for care and support services, and increased geopolitical risk and fragmentation. These forces will influence the future path and structure of our economy and change how Australians live, work, and engage with the world.
By 2062–63, the economy is projected to be around two and a half times larger and incomes 50 per cent higher in real terms. However, like other advanced economies, Australia’s economic growth is projected to be slower than in the past 40 years. This is driven by lower projected population growth and reduced participation due to ageing, along with an assumption of slower long‑run productivity growth. The economy is projected to grow by an average of 2.2 per cent per year in real terms over the next 40 years compared to 3.1 per cent over the past 40 years. 
Slower economic growth will place pressure on the tax base at a time of rising costs, creating a long‑term fiscal challenge. Despite recent improvements in Australia’s fiscal position, debt‑to‑GDP remains high by historical standards. Long‑term spending pressures are also rising across health, aged care, the National Disability Insurance Scheme (NDIS), defence and interest on government debt. Gross debt is projected to decline from historical highs before rising again from the late 2040s to reach 32.1 per cent of gross domestic product (GDP) by 2062–63.
Australia’s ability to meet challenges while seizing future opportunities depends on choices today. The Government is repairing the budget, while also making the critical investments and productivity reforms necessary to grow the economy. This will position Australia to take maximum advantage of emerging technologies and the transformation to net zero. The Government is also investing in people, sustainably providing essential care and support services, expanding opportunity and addressing disadvantage, and continuing to position the nation’s diplomatic and defence capability for regional security.


Forces shaping the Australian economy
The Australian economy has prospered over the past 40 years, through profound economic and social shifts. Australia became more open to global trade and international investment. The economy and workforce were transformed by rising women’s participation (Chapter 3) and the shift away from primary production and manufacturing towards services. These shifts have led to rising prosperity, higher‑paid jobs, and a more open economy with access to a wider range of goods and services from around the world. The changes have also put Australia in a stronger position to weather major global economic crises, including the recent COVID‑19 pandemic.
Australia’s future path of economic growth and the composition of the economy will continue to be shaped by powerful domestic and global forces over the next 40 years. 
The Intergenerational Report (IGR) considers five of these major forces: population ageing, technological and digital transformation, climate change and the net zero transformation, rising demand for care and support services, and geopolitical risk and fragmentation. 
Population ageing
Australians are living longer with more years in full health and more time using government‑funded services. Increased longevity, alongside low fertility rates, means the population will continue to age over the next 40 years. The number of people aged 65 and over will more than double and the number aged 85 and over will more than triple. Population ageing will be an ongoing economic and fiscal challenge (Chapter 2). 
Technological and digital transformation
Technological change has driven unprecedented economic growth and rises in living standards over the past 40 years. Workers became more productive, working conditions improved and wages rose. Technology, and, in particular, the ongoing digital transformation, is expected to continue to raise incomes and quality of life over the next 40 years. Technological advancements hold the potential for new life‑saving drugs and surgical procedures, machines that perform dangerous, complex and arduous tasks, and locally generated green power.[footnoteRef:2] Transitions and risks will need to be carefully managed through the change.  [2:  	Green power generation produces little to no greenhouse gas emissions.] 

Climate change and the net zero transformation
Climate change and the net zero transformation will have a significant impact on the structure of the economy and the choices Australian consumers and businesses make over the coming decades. While the global net zero transformation is expected to drive changes in the structure of Australia’s economy that will be challenging, it will also create growth opportunities in some occupations and existing and new industries. Australia is in a strong position to benefit with some of the world’s largest reserves of critical minerals such as lithium, cobalt and rare earth elements, which are key inputs to clean energy technologies. With abundant wind, sun and open spaces Australia also has the potential to generate green energy more cheaply than many countries. 
Rising demand for care and support services
Demand for quality care and support services is rising, particularly as Australia’s population ages. Governments have expanded access to formal care arrangements for children, older Australians and people with disability. Standards of care and support have also improved. Skills, training and wages that reflect the value of care work will be critical to attracting and retaining the workforce for the needed expansion in the sector.
Geopolitical risk and fragmentation
Australia has benefitted from open international markets built on a trusted, rules‑based, global trading system. Opening our economy to the world has increased the flow of goods, services, capital, labour and technology, supporting decades of economic growth. Australia has also faced economic shocks as highlighted by recent trade disputes, extreme weather events, the COVID‑19 pandemic and military conflicts overseas. Looking ahead, Australia’s prosperity will continue to be influenced by the evolving geopolitical environment. Australia must safeguard our national security and access to international markets while deepening regional partnerships to reduce supply chain vulnerabilities and increase economic resilience.
Australia’s changing industrial base
Australia’s industrial base has slowly shifted towards the delivery and consumption of services over the past 40 years, consistent with the trend in other advanced economies. The global response to climate change is already transforming Australia, and may be the most profound driver of change over the longer term. Other drivers such as the ageing population and digital technology uptake are likely to reinforce the existing trend towards services delivery and the increasing demand for higher‑skilled workers.
[bookmark: _Hlk143004284]The care and support, manufacturing and mining sectors, in particular, are expected to experience significant change. The care sector is large and growing and will create new and meaningful jobs over the coming decades. Australia’s mining sector will continue to be shaped by global demand and the increase in demand for low emissions‑intensive commodities as part of the global transformation to net zero. Australia’s manufacturing base will likely continue to become more specialised and high skilled, in line with Australia’s comparative advantage and the opportunities afforded by the net zero transformation. 


Economic projections over the next 40 years
The Australian economy, like other advanced economies, is projected to grow at a slower pace over the next 40 years than in the past 40 years. Real GDP is projected to grow at an average annual pace of 2.2 per cent – 0.9 percentage points lower than the average of the past. This mainly reflects slower projected population growth and declining participation as the population ages consistent with trends in the 2021 IGR, as well as an assumption of slower long‑run productivity growth. Slower economic growth increases pressure on the budget (Figure 1). 
While the pace of growth is projected to slow, the Australian economy is nevertheless projected to be around two and a half times larger in 2062–63 in real terms. The long‑term projections for real GDP growth are lower than presented in the 2021 IGR. This primarily reflects the adoption of a more prudent long‑term productivity growth assumption. 
Productivity
Growth in productivity since the mid‑2000s has slowed in Australia and most advanced economies. The 2023 IGR productivity growth assumption is 1.2 per cent, consistent with the 20‑year average. This compares to the 2021 IGR assumption of 1.5 per cent, consistent with the 30‑year average at that time. 
This is a technical assumption that does not capture the impact of future policy changes, or shifts in the global and domestic economy, such as the expanded use of digital technology, the changing climate and net zero transformation or changes in industry composition.

[bookmark: _Ref142664526]The 3Ps framework
[image: This diagram shows that real GDP, the quantity of goods and services the economy can produce, is determined by three factors: population, participation and productivity, which is regarded as the 3P’s framework. Population is the number of people in the working-age population, which depends on fertility rate, mortality rate and net overseas migration. Participation is the proportion of those who work and their working hours. Productivity is the amount of output produced per hour worked, which is driven by underlying productivity and capital investment. The diagram also shows that nominal GDP is derived from the total value of the output produced in Australia by coming real GDP and prices.]
Source: Treasury.

Population
Australians are expected to continue living longer and remain healthier to an older age, while having fewer children. This is leading to an ageing and a slower‑growing population. The average annual population growth rate is projected to slow to 1.1 per cent over the next 40 years, compared to 1.4 per cent for the past 40 years. This is a similar population growth rate to the 2021 IGR projection. Australia’s population is projected to reach 40.5 million in 2062–63 (Chapter 2). 
Participation 
More people are participating in paid work than ever before. The labour force participation rate remains near record highs. The increase in participation over the past 40 years has largely been driven by women entering the workforce. Employed people are, however, working fewer hours on average. This reflects an increase in part‑time work, especially for women and older Australians. As the population ages, the participation rate is expected to gradually decline from 66.6 per cent in 202223 to 63.8 per cent by 206263. This is slightly higher than the 2021 IGR projection. Average hours worked per employed person is also expected to decline slightly from around 32 to around 31 hours per week as the share of part‑time workers increases (Chapter 3).
Incomes and the terms of trade
Real gross national income (GNI) per person – the average amount earned by each Australian – is projected to increase by around 50 per cent over the next 40 years. However, the average annual growth rate in real GNI per person is projected to grow by 1 per cent, compared to 2.1 per cent over the past 40 years (Chart 1). The slowdown is driven by smaller contributions from changes in relative international prices, as well as the projected changes in population, participation and productivity.
In recent decades, real GNI per person has been boosted by significant increases in prices for Australia’s key commodities, which have taken the terms of trade to record highs. Commodity prices and the terms of trade are assumed to decline and then stabilise at a lower long‑term level so they cease to contribute to growth in real GNI per person, which grows in line with real GDP per person (Chart 1).

[bookmark: _Ref142664420]Components of real income growth per capita 
[image: This chart shows the percentage points contribution of labour productivity, labour utilisation, the terms of trade, and net foreign income to growth in real Gross National Income per person from the 1980s through to the 2050s. It shows that productivity growth has been the most important source of growth in real Gross National Income per person over the past 40 years, and is projected to remain so into the forecast period. ]
Note: Real income is defined as Real Gross National Income. Labour utilisation refers to total hours worked per capita.
Source: Australian Bureau of Statistics (ABS) Australian National Accounts: Income, Expenditure and Product; Labour Force Survey; unpublished ABS data; and Treasury. 

The budget over the next 40 years
Fiscal sustainability is critical for delivering essential public services, providing fiscal buffers for economic downturns and maintaining macroeconomic stability. 
Notwithstanding recent actions that have improved the near‑term fiscal position, Australian Government debt‑to‑GDP remains high by historical standards, long‑term spending pressures are growing, and the revenue base is narrowing as the population ages.
The underlying cash balance is expected to be in surplus in 2022–23 for the first time since 2007–08. However, deficits are projected to remain over the long term. Budget deficits narrow initially, but then widen from the 2040s due to growing spending pressures (Chart 2). Gross debt‑to‑GDP is projected to decline from a 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.

[bookmark: _Ref142664469]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 between the GFC and pandemic) and surpluses (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 2022–23 underlying cash balance, which will be finalised and published in the 2022–23 Final Budget Outcome.
Source: Treasury.

Recent actions to improve the budget position have assisted in rebuilding fiscal buffers after the COVID‑19 pandemic and contributed to an improved long‑term fiscal outlook since the 2021 IGR. Smaller deficits and lower gross debt are projected to 2060–61 
(Chart 3). This reflects a faster‑than‑expected economic recovery from the COVID‑19 pandemic, combined with disciplined fiscal policy, including the Government’s action to direct the majority of tax upgrades to budget repair. 
Lower debt today means a lower interest burden in the future, providing governments with more flexibility to sustain essential services, invest in emerging priorities and respond to economic shocks. Cumulatively, interest payments are projected to be 30 per cent lower over the projection period than in the 2021 IGR. In 2060–61, gross debt‑to‑GDP is projected to be 11.3 percentage points lower than in the 2021 IGR.

[bookmark: _Ref142552542]Gross debt
[image: This chart compares the 2021 and 2023 IGR projections for gross debt as a share of GDP. Gross debt rose considerably between the Global Financial Crisis and the COVID-19 pandemic, but did not rise as high post-pandemic as projected in the 2021 IGR. The 2023 IGR projects gross debt is 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.

Government payments
Over the next 40 years, total Australian Government payments are projected to rise as a share of GDP as the population grows and ages. New technologies and treatments are improving the quality of care, but also contributing to cost pressures. 
Payments are projected to increase by 3.8 percentage points, from 24.8 to 28.6 per cent of GDP in 2062–63. The five fastest‑growing payments are health, aged care, the NDIS, interest on government debt, and defence (Chart 4). Combined, these payment categories increase from around one third of total government payments today to around one half by 2062–63. Consistent with the 2021 IGR, total income support payments to individuals and families, and education payments, grow in real per capita terms, but decline as a share of GDP. This largely reflects demographic ageing, with the share of the population studying, caring for children and seeking work declining. 
Superannuation is expected to play a greater role in funding retirements, meaning spending on age and service pensions is projected to fall as a share of GDP by 2062–63. However, the cost of superannuation concessions will increase, driven by earnings on the larger superannuation balances held by Australians.

[bookmark: _Ref142664567]Increase in payments across the five main spending pressures (2022–23 to 2062–63)
[image: Bar chart showing the changes in projections of major Government payments as a percent of GDP between 2022-23 and 2062-63. Major payment categories, ranked in order of percentage point change, includes Health (2 percent higher), Aged Care (1.4 percent higher), Commonwealth NDIS (1.2 percent higher), Interest (0.7 percent higher), Defence (0.4 percent higher), Age and Service Pensions (0.3 percent lower), Other income support (0.4 percent lower), Education (0.5 percent lower) and Other  (0.6 percent lower). ‘Other’ includes superannuation payments, Infrastructure Investment Program, Official Development Assistance, and all other payments.]
Note: ‘NDIS’ refers to Australian Government participant payments, excluding state contributions. ‘Interest payments’ are interest payments on Australian Government securities.
Source: Treasury.

Receipts
Total receipts (tax and non‑tax) are projected to rise to be 26.3 per cent of GDP in 203334, consistent with the projections in the 2023–24 Budget, before gradually declining to 26.0 per cent by 2062–63. 
Record low unemployment, a pickup in wage growth and strong commodity prices have seen tax receipts recover strongly after the COVID‑19 pandemic. Tax receipts are projected to grow to 24.4 per cent of GDP over the medium term to 2033–34, consistent with the projections in the 2023–24 Budget. Tax-to-GDP is then assumed to remain at this level over the remainder of the IGR projection period to 2062–63.
Structural changes to the economy are projected to put pressure on the revenue base over the coming decades. Indirect sources of revenue are expected to decline as the decarbonisation of the transport industry and changing consumer preferences erode fuel and tobacco excise bases. Company tax, goods and services tax (GST), and other taxes are projected to broadly track economic growth. Personal income taxes are projected to increase as a share of GDP, reflecting rising incomes and wages and continued population growth but are limited by the technical assumption for the tax‑to‑GDP ratio. 
Planning and investing for Australia’s future
Australia’s ability to meet challenges and seize future opportunities depends on today’s choices. The Australian Government is repairing the budget, fostering a productive, resilient and dynamic economy that maximises opportunities from new digital technologies, building the skills of our workforce, transforming the economy towards net zero emissions, sustainably meeting Australians’ care needs, expanding economic opportunity, and positioning our defence capability.
Repairing the budget: The Government’s Economic and Fiscal Strategy is making government finances stronger and more resilient, rebuilding fiscal buffers, and reducing the debt burden on future generations. This is being supported by disciplined spending, directing the majority of tax receipt upgrades to budget repair and policy decisions that address structural budget pressures. This includes the NDIS Financial Sustainability Framework and reforms to increase the fairness, integrity and sustainability of the tax base. 
Fostering a dynamic, resilient and growing economy: Raising productivity and economic growth will be vital to future living standards. The Government is investing in infrastructure and our education and training systems, encouraging more housing supply, de‑risking supply chains, and positioning Australia to benefit from the growth opportunities of the net zero transformation. The Government is also creating conditions that support increased adoption of digital technologies. This includes increasing access to high‑speed internet, particularly in regional, rural and remote Australia, helping businesses adopt new digital technologies, and investing in cyber security. The Government has also announced that Treasury will review competition settings. 
Growing the workforce and building skills: Responsive skills and training systems and a well targeted migration program can help ensure Australia is well positioned for future structural changes. The Employment White Paper will provide a roadmap for Australia to ensure our education, training, migration and labour market systems support a productive workforce, boost living standards and expand labour market opportunities. The Government is reinvigorating foundation skills programs and improving access to tertiary education, including establishing a Universities Accord, putting in place more fee‑free TAFE places and establishing a National Skills Agreement. The Government is also working on future reforms to the migration system to ensure it is well targeted, serves the national interest, and complements the skills and capabilities of Australian workers.
Transforming the economy to net zero emissions: The Government is focused on realising the economic opportunities associated with renewable energy and the global effort to reduce emissions. The Government has legislated its commitments to reduce emissions by 43 per cent below 2005 levels by 2030 and achieve net zero emissions by 2050. By transitioning the electricity sector to renewable energy and investing in the resilience and adaptability of key sectors and regions, the Government is supporting industries to decarbonise and realise clean energy growth opportunities. The Net Zero Authority, Powering the Regions Fund, the National Reconstruction Fund, the Hydrogen Headstart and broader clean energy investments will support Australia to take advantage of growth opportunities from advanced manufacturing and the clean energy transformation.
Sustainably meeting Australians’ care and support needs: Demand for high‑quality care services is growing along with associated costs. Investing to attract, train and retain workers and skills will be crucial, supported by better use of technology and data. The Government is committed to a sustainable and productive care and support economy that delivers quality care. This has been reflected through reforms to strengthen Medicare, funding better pay for aged care workers and introducing stronger standards for care. The Government is also delivering the National Care and Support Economy Strategy and established the NDIS Review. 
Expanding opportunity and addressing disadvantage: The Government is working to broaden opportunity and address inequality and entrenched disadvantage. This includes investments in more affordable early childhood education and care and the expansion of Paid Parental Leave, to make it easier for parents who want to work to do so. The Government is also making significant investments in addressing women’s safety and security, implementing the Secure Jobs, Better Pay and Respect@Work reforms, establishing an integrated approach to addressing entrenched community disadvantage, supporting more affordable housing, and closing the gap between life outcomes for First Nations Australians and the broader community. 
Positioning our defence capability for regional security: The Government is making major investments in military capabilities and deepening engagement with the region. AUKUS will strengthen national security and Australian industry, supporting exports and jobs in sectors like technology and advanced manufacturing.
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